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GROWTH OUTLOOK
Ethiopia growth outlook
Ethiopia has been one of the world’s fastest growing economies over the past decade. Supported by an abundance
of natural resources, favourable demographics, and an ambitious public infrastructure investment programme, the
country continues to record commendable real GDP growth. The Ethiopian government plays a central role in the
country’s development strategy, not only by supporting economic growth, but also by being the primary driver of
economic development.
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At a time of sluggish global economic growth, Ethiopia
remains one of the strongest economic performers in
the world. The services sector recorded a commendable
11.6% expansion last year, while the agricultural sector
grew by an estimated 8.4% in 2015. In turn, the
industrial sector recorded a relatively disappointing 5%
expansion last year, compared to average growth of
around 17% p.a. over the previous five years.
Overall, this resulted in an estimated real GDP growth
rate of 9.6% last year. However, the combination of
higher growth in 2015 and a deterioration in the
country’s short-term economic outlook has resulted in a
notable downward revision of this year’s growth
projection. A drought has had a devastating impact on
the agricultural sector, which will have considerable
spill-over effects into other sectors such as services and manufacturing – due to the impact on income levels and
agro-processing inputs. In addition, the country’s dependence on hydro-energy is reflected in a marked reduction in
generation capacity due to the drought, and this will have adverse effects on the industrial sector more generally.
Consequently, real GDP growth is forecast to decline to 5.7% in 2016.
That being said, the drivers that have supported Ethiopia’s commendable growth in recent years remain in place,
and while the recent drought will have a negative impact on the macroeconomic environment, these effects are
considered transient and should dissipate over the medium term. The country’s abundance of natural resources,
favourable demographics and ambitious public infrastructure investment programmes will continue to support growth
going forward. Real GDP growth is expected to average around 7% p.a. during 2017-20.
On the domestic front, a key risk relates to slower-than-anticipated implementation of structural reforms. In this
regard, reforms aimed at improving the business environment and investment climate are especially important to
facilitate the transition from State-driven growth to a situation where the private sector fulfils a larger role in the
economy. Ethiopia also remains vulnerable to adverse weather shocks, and the associated impact thereof on
domestic food supplies and inflation typically entails significant social costs. External risks include a deterioration in
foreign demand and tighter global financing conditions. Weaker global demand would weigh on Ethiopia’s exports
and foreign reserve holdings. An overvalued exchange rate also adversely affects export competitiveness.
Interestingly, the International Monetary Fund (IMF) notes that an accelerated shift towards a more consumption
driven Chinese economy may actually benefit Ethiopia, as the Asian giant imports mainly vegetable products from
Ethiopia.
That said, a sharp slowdown in Chinese growth may contribute to a decline in foreign direct investment, while Beijing
may also be less willing to extend loans on favourable terms. A tightening in global financing conditions in general
would also make external borrowing more costly. Furthermore, the country continues to struggle with a precarious
external liquidity position. The ability to generate foreign currency is highly vulnerable to adverse weather conditions,
while the management of the birr exchange rate and the country’s large external imbalances impair the country’s
ability to hold onto foreign currency. Foreign reserves are generally considered to be inadequate, and a severe
exogenous shock could exacerbate the situation markedly.
Djibouti growth outlook
Real GDP growth is estimated to have reached 6% in 2014 before rising to 6.5% in 2015. The country’s impressive
growth in recent years has mainly been driven by investment in infrastructure and port facilities. The IMF estimates
that aggregate investment amounted to 44.1% of GDP in 2014. Public investment meanwhile amounted to roughly
20% of GDP in 2014, mainly directed at the Djibouti-Addis Ababa railway project.
Real GDP growth is forecast to decline slightly to 6% in 2016 before rising to an average of roughly 6.8% p.a. over
the 2017-20 period. Investment will continue to play an important role in driving economic growth over the medium
term. That said, public investment is expected to decline gradually in line with rising debt levels and large-scale
government-funded projects nearing completion.
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However, the spillover effects of the investment boom
will support economic growth by inducing demand for
goods and services. Furthermore, the IMF notes that the
“related job creation and business opportunities will also
generate further income, which will also boost economic
activity.”
The medium-term growth outlook is however
characterised by significant risk. Djibouti has close trade
ties with Ethiopia, which makes the country susceptible
to adverse spill overs from its larger neighbour. Ethiopia
is the main client of Djibouti’s ports – the latter
representing a key driver of economic activity in Djibouti.
As such, slowdown in trade from Ethiopia would
adversely affect economic growth while also leading to
lower fiscal revenues. The IMF highlights that this risk “reinforces the need to diversify economic activity in Djibouti
to reduce dependence on a single sector catering largely to a single client.” Djibouti also sources the bulk of its food
imports from Ethiopia, and this makes the country vulnerable to food supply shocks in Ethiopia. A sharp slowdown in
Chinese growth represents another potential risk factor. Djibouti’s public investment drive was mainly financed by
Beijing, and a sudden hard landing in China could affect the financing of ongoing projects. Furthermore, terrorist
activities spilling over from Somalia could undermine business and investment confidence in Djibouti.
Somalia growth outlook
Somalia was left severely damaged by almost two
decades of conflict. It experienced cycles of conflict from
1991 which fragmented the country and undermined the
legitimacy of institutions. The situation however
improved in 2012 when an internationally-backed
government was placed at the helm of the country.
Somalia has been inching closer to stability ever since,
but security threats from terrorist organisations such as
Al-Shabab remain.
The Federal Government of Somalia faced a mammoth
task when it took over the reins four years ago,
effectively inheriting a country characterised by a severe
infrastructure deficit and high levels of poverty,
inequality and unemployment. The government
nonetheless embarked on a process of structural, legislative and institutional reforms. According to the World Bank,
the economy has started to respond, as “Somalis are returning from abroad to invest, shops are opening, and the
property market is booming.” Remittances and aid flows however remain important in driving economic activity. The
World Bank estimates that diaspora remittances amounted to $1.3bn, or 24% of GDP, in 2014. Furthermore,
“remittances help finance Somalia’s large trade deficit of more than 50% of GDP, paying for about 40% of total
imports.” Development and humanitarian aid amounted to a further $642m and $253m in 2014, respectively.
According to the United Nations, agriculture accounted for 60.2% of gross value added in 2014. Industry however
accounted for a meagre 7.4% of gross value added, suggesting a severe lack of investment in sectors such as
construction, manufacturing and energy. Services accounted for the remaining 32.5% of GDP in 2014, with informal
activities likely representing a fairly large share of total services sector output. Real GDP growth is forecast to
decline from 3.7% in 2015 to 2.7% in 2016.
Real GDP growth may well edge gradually higher over the medium term; however, this will require an acceleration in
the implementation of reforms in addition to an improvement in the security environment. The IMF agreed on a StaffMonitored Programme (SMP) in May 2016, and this will certainly aid authorities in accelerating the implementation of
much needed reforms – the SMP is “geared towards re-establishing macroeconomic stability, building capacity to
strengthen macroeconomic management, rebuilding institutions, and improving governance and economic
statistics.”
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Real GDP growth is forecast to average 3.6% p.a. over the 2017-20 period. That said, the growth outlook remains
very uncertain, with risks firmly stacked to the downside. According to the World Bank, Somalia’s private sector
helped to sustain the economy during the conflict years. However, the private sector may “reach the limits of its
potential if further reforms […] are not pursued.” In this regard, sector-level regulations need to be implemented or
strengthened to encourage investment and expansion. Also, the absence of a strong regulatory environment
incentivises monopolistic-type behaviour which may deter new businesses from entering the market. According to
the World Bank, another constraint to private sector development relates to limited access to finance: “The lack of
financial intermediation has constrained business growth, as businesses must rely on their own funds or borrow from
friends or family members to expand.” The lack of adequate infrastructure also serves to deter private sector growth.
The main downside risk to Somalia’s medium-term growth prospects relate to the political and security
environments. Besides the risk of a resurgence in terrorist activity or militancy between rival factions within the
country, the political landscape is also still fairly fragile and mostly divided along clan lines. There is also some
concern in relation to the ability of the federal government to enforce changes at the state level, and whether the
various political factions will ultimately set their differences aside to the benefit of the country as a whole.
Somaliland growth outlook
Since its self-declaration of independence in 1991, Somaliland has established a democratic system of governance
and embarked on an ambitious development agenda – including development of a National Development Plan (NDP
2012-16). However, the international community has stopped short of formally recognising Somaliland as an
independent state. To support authorities in their planning and budgeting decisions, the World Bank launched a
project in 2013 to help provide the country with its first GDP and poverty estimates. The findings suggest that
Somaliland’s nominal GDP amounted to $1.4bn in 2012, with GDP per capita estimated at $347. According to the
World Bank, livestock farming accounts for 30% of GDP, with wholesale & retail trade (including informal activity)
accounting for a further 20% of GDP.
The Unrepresented Nations and Peoples Organisation (UNPO) highlights that Somaliland remains dependent on
diaspora remittances, which amount to “more than $400m annually.” Livestock sales to Arab countries also
represent a key source of national income. Government’s ability to influence the economy is however constrained by
a lack of income streams – the UNPO notes that the government has “a tiny budget and relies on the support of local
clans.” Given that the region is still not recognised as an independent state, the government does not qualify for
formal financial and technical assistance from multilateral organisations such the IMF or the World Bank.
The development of the Berbera Port could address both these issues – recognition as an independent state and the
problem of government. The port has long been neglected due to traders preferring the more advanced ports in
Djibouti. However, the UNPO notes that the Berbera Port “is now on the brink of a major expansion.” This is ascribed
to a trade deal signed with Ethiopia in March 2016. The Daily Maverick reported in September 2016 that Dubaibased DP World had “started work as part of a 30-year deal to run the harbour.” Although there is still some
uncertainty regarding the Berbera Port, the development thereof into a modern facility would bode well for the
economy in general. Not only would it add directly to Somaliland’s GDP, but the port would also contribute to
government revenues and possibly assist with efforts to gain international recognition as an independent state.

FOREIGN DIRECT INVESTMENT
FDI in Ethiopia
Ethiopia maintains foreign investor interest due to its huge growth potential (including growth in its consumer
market), as well as its comparative advantages in the manufacturing sector, with competitive labour and energy
costs. However, FDI inflows into the country remain below potential due to restrictions on foreign participation in
certain sectors. Areas closed to foreign investment include banking, insurance, retail, telecommunications, certain
media, and transportation. That being said, the government is supportive of foreign participation if the investments
are aligned to the country’s overall development strategy. Key priority sectors include renewable energy, healthcare,
tourism, textile & apparel, and leather products. The latter two industries have attracted considerable foreign investor
interest, and have received large greenfield investments from China, India, Turkey, Pakistan and the Republic of
Korea. Net FDI inflows are estimated to have reached $1.4bn (2.3% of GDP) in 2015, which is a notable 20%
increase compared with the previous year. Looking ahead, FDI is projected to increase, but to remain below
potential due to restrictions on foreign participation. Foreign investment is expected to reach around $1.6bn (2.5% of
GDP) in 2016 before increasing further to $1.8bn (2.5% of GDP) next year.
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Bangladesh-based apparel manufacturer DBL Group
has announced that it will construct a $100m textile
factory in the East African nation with the aim of
supplying Swedish clothing giant H&M. The factory
will be constructed in the northern city of Mekele
around 500 km from the capital, and will be
completed within an estimated 30 months. According
to DBL Group, all production in the first two years will
be acquired by H&M, and the plant could earn
around $50m during the first 12 months of operation.
Japan Tobacco International (JTI) has acquired a
40% stake in Ethiopia’s monopoly tobacco company,
the National Tobacco Enterprise. The $510m offer by
JTI was more than double the second highest bid of
$230m by British American Tobacco. Prior to the deal, JTI did not have a presence in the country, and Ethiopia will
play an important role in the company’s expansion in the region. National Tobacco Enterprise is the only company
permitted to trade, manufacture and sell tobacco products in Ethiopia. Before the acquisition, the Ethiopian
government owned 71% of National Tobacco Enterprise, with Yemeni-based Sheba Investment Group being the
other major shareholder.
On 5 October 2016, Ethiopia and Djibouti inaugurated their brand new 650km electrified cross-border railway line,
which connects Addis Ababa to the Red Sea port of Djibouti. Currently more than 85% of the trade that passes
through the Port of Djibouti is destined for Ethiopia, but hitherto all freight had to be transported by trucks as the
existing railway, which was built by the French in the 1890’s deteriorated into a state of disrepair. The $4bn railway
that took nearly four years to construct will allow capacity freight trains to run at 90km/h, which will cut travel time
between the two terminus points from seven days to fifteen hours. The section of the railway in Ethiopia received
70% of its financing from the Export-Import Bank of China and the Ethiopian government paid for the rest. The
construction of the railway was carried out by two Chinese companies and the locomotives were also imported from
China.
FDI in Djibouti
Djibouti has no noteworthy natural resources; instead the country’s geographical location is its most prized asset. In
this regard, the country is similar to and aspires to emulate the United Arab Emirates as a hub for transit and
travellers. Djibouti is strategically situated along the thin Bab Al Mandeb Straight, which connects the Red Sea to the
Gulf of Aden, on the oceanic super-highway that runs through the Suez Canal. Roughly 20,000 ships and 20% of
goods traded globally travel through the Suez Canal each year. Djibouti's location is made even more attractive by
the fact that it has relatively better political stability and business conditions than its neighbours Eritrea, Somalia and
Yemen. The Port of Djibouti also serves as its landlocked neighbour Ethiopia’s principal port for maritime imports
and exports. In fact, more than 90% of Ethiopia's imports go through the Port of Djibouti.
The country's location is not only of strategically
importance for maritime trade purposes, but also for
military purposes. The US and its allies France and
Japan all have military bases in Djibouti and will be
joined soon by their rival China. The US has used Camp
Lemonnier, a former French Foreign Legion outpost, as
a base for its ‘War or Terror’ since 2001. The lease on
Camp Lemonnier will provide the Djibouti government
with $70m in rent over the next 20 years. Construction
on a Chinese naval base (that country's first foreign
military base), began earlier this year.
In 2016 Djibouti’s Finance Minister Illyas Dawaleh told
Arabian Business that there are three key sectors
Djibouti is looking to develop – telecommunications,
tourism and energy. In 2014 Djibouti received net FDI inflows of nearly $153m (or 21% of real GDP), which was
significantly lower than the previous year's net inflows of $286m. However, net FDI inflows are projected to recover
steadily to $280m by 2017.
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According to the International Monetary Fund (IMF)’ 2014 Article IV Staff Report Djibouti's public enterprises require
reform in order to enable them to manage new infrastructure projects efficiently and a strategy is needed to limit the
country's external debt burden. The IMF cites the possibility of delays in the implementation of investment projects
as a medium risk. Political instability in Djibouti is considered a low risk for foreign direct investment, but terrorist
attacks are a high risk in the country, according to the IMF.
According to a 2016 Oxford Business Group report on Djibouti, more than $14bn worth of new airports, pipelines,
port and terminal facilities, roads and railways are under currently under construction in the county. This includes a
total of six major ports and terminals, in conjunction with new road and railway links and two international airports.
These projects will mainly be developed and bankrolled by Chinese state-controlled institutions such as the China
Railway Group, China Civil Engineering Construction Group (CCECG), the Export-Import Bank of China and the
China Development Bank.
The Djibouti Free Zone (DFZ), near the Djibouti-Ambouli International Airport, is a 40 hectares free trade zone that
has been operational since 2004 as a trade and marketing hub for the import, warehousing, processing and reexport of goods to and from the eastern African countries. The DFZ is home to more than 160 companies from 39
different countries, according to the US State Department. In response to planned expansions of its local ports and
airport, DFZ is working on the establishment of a second trade free zone – the Jabanas Free Zone. This zone is
being constructed to complement DFZ, and forms part of a $6bn investment in the country’s airports, maritime and
free zone sectors by 2017. Chinese companies also plan to create new warehouse and office space alongside the
DFZ. China Merchants Holding will head the construction of this $7bn project, having signed a 2015 agreement with
the Djibouti Ports and Free Zones Authority, which governs the DFZ and other free trade zones in the country.
The government of Djibouti decided to relaunch Air Djibouti – wholly owned by the government – in May 2015, after
the national carrier closed its doors in 2002 due to financial problems. In August 2016 Air Djibouti took delivery of its
first Boeing 737 aircraft in Djibouti in preparation for the launch of Air Djibouti’s new commercial operations.UKbased aircraft services and maintenance, repair and overhaul company, Cardiff Aviation, is providing technical
assistance and management, and secured the European-level Air Operator’s Certificate for Air Djibouti. Cardiff
Aviation Chairman Bruce Dickinson told Bloomberg that: “[Air Djibouti freight] has massive potential because Djibouti
is one of the world’s biggest container hubs.”
According to Bloomberg, Toshiba Corp, the world’s biggest supplier of geothermal turbines, announced plans in
August 2016 to work with the government organization responsible for developing geothermal power in Djibouti, to
promote the energy source. The Tokyo-based company and the Office Djiboutien de Developpement de l’Energie
Geothermique signed a memorandum of understanding to develop the country’s geothermal resources and provide
training for plant workers. Djibouti, which currently relies on thermal power plants at home and hydro electricity from
Ethiopia, plans to build about 50 megawatts of geothermal power projects.
FDI in Somalia
Only very approximate information is available for FDI
into Somalia. UNCTAD estimates that FDI into the
country has been fairly constant around an annual level of
$100m since 2009, but this seems to be a very rough
approximation derived from the figures available for the
rest of the region. What detail there is available for
investment appears to suggest that most investment is
geared towards doing business with the government in
Mogadishu and the UN presence there, so the services
sector can be thought to make up a greater proportion of
the total than in other countries in the region, or at
comparable levels of development.
Over the past five years, Turkey has taken an interest in
Somalia and its firms have made significant investments
in construction and infrastructure. The Turkish International Cooperation and Coordination Agency (Tika) built a 200bed hospital in the capital while the Turkish construction company Kozuva built a new terminal at the Aden Adde
International Airport. The airport itself is managed by Favori – another Turkish company.
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Agriculture is another notable sector as far as FDI is concerned. Gulf countries, such as the United Arab Emirates
and Saudi Arabia, are already importing Somali livestock and cultivating large tracts of land. It is estimated that the
country has around 8.9 million hectares of cultivable land. The largest market for its livestock is Saudi Arabia and the
main exports are sheep and goats. Livestock makes up around 40% of the country’s GDP and in 2011 the Somalia
was the world’s biggest exporter of sheep and goats.
In the longer term, depending on the security situation, the oil and gas sector may again be an attractive one for FDI.
Oil majors, like Royal Dutch Shell, were active in the sector prior to the start of the civil war in 1991. The country is
thought to be geologically similar to Yemen and endowed with similar hydrocarbon riches. As of writing the
Norwegian seismic data specialists Spectrum were working with the government to explore the coast for oil and gas
reserves.
FDI in Somaliland
Foreign direct investment and development in Somaliland, an autonomous region in northern Somalia which has
been a de facto independent state since the Somalian government collapsed in 1991, is constrained by the fact that
the region does not enjoy international recognition as an independent state. Despite having its own democratically
elected government, military, central bank and currency (also unrecognised internationally), the country is technically
part of the Federal Government of Somalia that resides in Mogadishu. Therefore, the unofficial Somaliland
government is not able to secure loans and financial aid from international organisations.
However, several multi-national corporations have jumped at the opportunity to invest in Somaliland as it is ripe for
development and enjoys relative political and social stability. The country is thought to hold untapped oil reserves,
which has piqued the interest of several international oil companies. Somaliland’s main harbour the Port of Berbera,
two hours’ drive from the inland capital Hargeisa, is booming with activity as it lies along a major crossroads between
Africa and the Middle East. Berbera could also possibly serve as an alternative port for land-locked Ethiopia, with it’s
over $1bn-a-year export economy, which currently relies on Djibouti for the near-totality of its maritime trade. Even
landlocked South Sudan might be interested in using Berbera as a port. According to a New African Magazine article
in February 2016, the Somaliland government has made foreign investments very attractive by not capping the
amount of profit foreign investors can repatriate. Upon arrival, foreign investors are offered a three-year tax break,
while the corporate tax rate is only 10% per annum.
In May 2016, DP World signed an agreement with the Republic of Somaliland to invest in a multi-purpose port $400
million project at Berbera over the next 30 years. According to the French newspaper La Monde the parties will also
negotiate the upgrade of the Berbera corridor. As it stands, the road connecting the terminal to the Ethiopian border
cannot support the passage of hundreds of trucks. The agreement put an end to long years of negotiations between
Somaliland the French group Bolloré Africa Logistics, a candidate and long-time favourite for the management of the
port of Berbera.
In September 2014, Oman’s Raysut Cement Company signed a joint venture agreement with the Barwaaqo Cement
Company for building a terminal for packing and distribution of bagged and bulk cement using the latest
technologies. The terminal will have a storage capacity of 12,000 tonnes and will be built with a capital expenditure
of $7.5 million, according to information posted on the Muscat Securities Market website in 2014.
In January 2014, the Norwegian oil company DNO became the second foreign company, after Turkey’s Genel
Energy, to start the implementation of its oil exploration and extraction contract with the Somaliland government. The
DNO launch came a few days after Genel Energy resumed its suspended operations in the country. According to
Genel Energy’s website, the company was awarded an exploration licence for two onshore blocks in August 2012,
with a 75% working interest in both. Genel extended its presence in November 2012 with the acquisition of a 50%
participating interest in the Odewayne Production Sharing Agreement which covers three other blocks. “Onshore
Somaliland is a relatively unexplored region, with few exploration wells drilled. The total size of the blocks is
approximately equivalent to the entire Kurdistan Region of Iraq,” according to Genel Energy’s website.
In 2011, Somaliland Beverage Industries, owned by local businessman Ahmed Osman Guelleh, was awarded a
license to operate the first Coca-Cola factory in Somaliland. Ndema Rukandema, Coca-Cola’s franchise general
manager for the Horn, Islands and Middle Africa, told Bloomberg that Coca-Cola has invested $10m to build the
facility in Hargeisa, the country’s capital.
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In fisheries, currently an Italian fishing company (the Somaliland Chamber of Commerce does not name it, but a
company called Somitfish used to have a joint venture with the Somali government) and 36 medium sized Egyptian
vessels have been licensed to by the government to harvest an average per boat of about 30 tonnes monthly.

INFLATION
Ethiopia inflation outlook
Ethiopia has historically struggled with bouts of rampant consumer price inflation. The most recent of these bouts
occurred in 2011, when price inflation oscillated around 40% y-o-y for the second half of the year. The average
inflation rate in 2011 amounted to 33.2%, before subsiding to a still-elevated 22.8% average rate the following year.
While exogenous factors, particularly recurring drought conditions, were salient drivers behind these persistent
spikes in inflation, some inflationary pressure was also self-inflicted. Specifically, excessive government spending
funded by the National Bank of Ethiopia (NBE) resulted in high monetary growth rates. The ambitious scale of the
government’s infrastructure development strategy combined with the inadequacy of domestic financial markets to
fund this programme has necessitated NBE financing of development projects. This has sustained the country’s
commendable GDP growth figures, but renders the country vulnerable to uncontrolled inflation fuelled by growth in
monetary aggregates.

In addition to monetary policy considerations, the inflation rate is affected by weather conditions due to the lack of
agricultural infrastructure and unsophisticated farming methods which cause food production to be dependent on
rainfall. The coincidental occurrence of a severe drought following the devaluation of the birr in 2010 increased both
import needs as well as import costs, which had a devastating effect on food prices. The developments following the
2010 birr devaluation remain ingrained in the Ethiopian government’s collective psyche, and continue to play a
salient role in authorities’ unwillingness to allow the birr’s value to be determined by market forces. The Ethiopian
population is particularly vulnerable to elevated price inflation figures, as even marginal increases in prices in such a
poor country directly affect the livelihoods of its inhabitants.
Looking ahead, we expect inflation to average 8.2% this year, down from 10.1% last year, and to average around
7% over the medium term.
Djibouti inflation outlook
CPI inflation in Djibouti is stable and low and is expected to stay as such over the medium term. The IMF estimates
that inflation averaged 3% in 2015 and forecasts that it will increase marginally to 3.5% in 2016-2018 due to an
increase in spending on houses and basic services. As can be seen in the graph below, the inflation rate spiked in
2008 by 12% due mostly to the international food price crisis of that year. Due to its arid climate, the country relies
heavily on imports in order to meet its food needs. The agricultural and livestock sectors account for just 3% of GDP.
The World Food Programme (WFP) estimates that local agricultural production – small-scale fruit and vegetable
gardens – covers only around10% of national needs.
Although the country is dependent on food imports, it is important to note that food makes up a comparatively small
proportion of its CPI basket. CPI weights were changed at the beginning of this year to reflect the changing nature of
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consumption expenditure in the country. Food and nonalcoholic beverages makes up 36.4% of the basket
(much the same as the previous 37.1%). Tobacco,
meanwhile, has seen its proportion in the basket fell to
around 2% (it is now added to alcoholic drinks and
drugs, so it is difficult to tell its exact weight) compared
to its previous weight of 14.4%. Apart from food, the
largest weights in the current CPI basket are housing
and utilities (27.7%) and transport (11.3%). With prices
being administered and the authorities showing
themselves to be capable of managing inflationary risks,
there appears to be little threat of prices increasing out
of control.
As in 2008, the main risk to stable prices will come from
international food prices. After the previous crisis, the
authorities removed import duties on five basic foodstuffs and acquired land in Ethiopia in order to cultivate crops,
according to the IMF. On the IMF’s advice, the government has said it will reduce fuel subsidies, given the benign
international oil price environment, and set up a safety net programme to protect the poor from fuel increases in
future.
Inflation in Somalia
Owing to the absence of a national government capable of undertaking the task, the Food Security and Nutrition
Analysis Unit (FSNAU), a division of the Food and Agriculture Organisation (FAO), has monitored prices in the
country and provided estimates of consumer price inflation (CPI). In December 2015, FSNAU was in the process of
changing its methodology so that the CPI reflected the typical expenditure basket of Somalis rather than using the
minimum expenditure basket approach which was suitable for food security analysis but not for the other purposes
for which CPI is generally employed (such as converting nominal figures into real terms).
As is the case in most countries at its level of development, Somalia’s citizens spend the bulk of their money on
food. Poorer Somalis, as is to be expected, spend a greater proportion of their monthly budget on food. This pattern
is reflected in proxies for poverty – i.e. rural vs urban and north vs south. Rural citizens spend an average of 79.1%
of their monthly budget on food compared to 63% for urban dwellers; the national average is 69.3%. An interesting
regional difference in the consumption basket is the proportion that water makes up in the South and Central zones
compared to other zones, particularly urban districts. In urban areas of the South and Central zone, water makes up
36.8% of the consumption basket compared to 14.7% for rural areas of the same zone and 15% for the country
overall.

The latest IMF Article IV Consultation document on the country from July 2015 mentions that the government is
collecting data in several markets in Mogadishu in order to create a CPI. The IMF expected this process to be
completed in 2016, but there is as yet no available document. It is unclear, then, where the IMF gets its data for its
estimates and forecasts for inflation. The fund estimates that in 2015 CPI inflation averaged 4% and forecasted that
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inflation would decelerate to an average of 3.2% in 2016 and remain in single-digit territory over the medium term.
As can be seen in the graphs below, Somalia’s inflation rate has been prone to periods of steep increases in the
past. The red bars in the graph on the left are IMF estimates and forecasts.
Since the international food price crisis of 2008, inflation has been relatively stable. The country is very vulnerable to
changes in the international food price as it imports more than 60% of its food needs. It is important to note that
despite this relatively stable price environment, the country still experienced a major famine in 2011 that claimed an
estimated 260,000 lives, according to the Famine Early Warning Systems Network (Fews Net). The famine was a
result of a drought and the continued political turmoil that affects every aspect of daily life rather than an increase in
food prices. Key risks to the inflation rate are international in nature. The revival of the Central Bank of Somalia and
the prospect of moving away from the dollarisation of the economy towards an independent monetary policy could
have a positive impact on inflation. At present, smaller transactions are done using the Somali shilling which has
been depreciating due to an increase in the money supply, but the central bank expects to take full charge of the
issuance of currency in due course in order to bring this source of inflation under control.

DOING BUSINESS
Doing business in Djibouti
On the World Bank’s Doing Business Report 2016, Djibouti ranked 171st out of 189 countries in the world for ease of
doing business, down two places from the previous year’s rankings. It ranks just above Cameroon and just below
Yemen. The Doing Business rankings evaluate the ease of doing business in a country on ten different measures,
and then attributes a ranking as well as a ‘distance to frontier’ (DTF) score, which serves as a measure to evaluate a
country’s performance in more absolute terms: the frontier score of 100 represents best practice, so the DTF
measures the progress a country still has to make to arrive at that point. The table below illustrates Djibouti’s
rankings and DTF scores overall and on the ten sub-indices.
2016
rank

2015
rank

Change

2016
DTF

2015
DTF

Change

Doing business (overall)

171

169

↓2

44.25

43.94

↑ 0.31

Starting a Business

171

160

↓ 11

66.77

65.89

↑ 0.88

Dealing with Construction Permits

124

128

↑4

63

62.65

↑ 0.35

Getting Electricity

172

171

↓1

38.9

37.63

↑ 1.27

Registering Property

168

165

↓3

41.3

41.23

↑ 0.07

Getting Credit

181

180

↓1

5

5

-

Protecting Minority Investors

174

173

↓1

33.33

33.33

-

Paying Taxes

85

80

↓5

74.56

74.56

-

Trading Across Borders

162

161

↓1

42.64

42.64

-

Enforcing Contracts

183

183

-

28.39

28.39

-

Resolving Insolvency

68

70

↑2

48.65

48.04

↑ 0.61

Source: World Bank

The table shows that Djibouti has made some progress on the DTF score between the 2015 and 2016 rankings, but
slipped two places in the rankings themselves, meaning that progress has been faster in other countries. The same
is true if one takes a longer-term view. Over the past five years, it has become substantially easier to start a
business in Djibouti, but movement on the other sub-indices has been marginal or even for the worse, as in the case
of ease of getting credit, and this despite the increasing sophistication of the finance sector described in the final
section of this report. The US State Department says in its June 2015 Investment Climate Statement that legal and
regulatory reforms are required to improve Djibouti's business environment. “Needed reforms include: simplifying the
tax code, especially for small businesses, and streamlining the procedures for investment”, the statement reads.
Starting a business: it takes an average of seven days to start a new business, shorter than the 8.2 average in the
Middle East and North Africa (MENA) region, in which the World Bank classifies Djibouti. For a poor country,
however, the cost is high: 168% of income per capita, compared to a MENA average of under 26%. Construction is
an onerous affair, like everywhere else. Obtaining a construction permit requires 17 procedures and takes an
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average of 111 days, which is better than the MENA average (140 days) and also better than the average for
Organisation of Economic Co-operation and Development (OECD) countries, where it takes on average 152 days.
Getting electricity is a lengthy and expensive procedure. For what the World Bank considers an “average industrial
warehouse,” it takes an average of 125 days, of which 95 are required to obtain external works from Electricité de
Djibouti. The cost is enormous: according to the Bank, obtaining the external works costs DJF19.6m, or $110,000.
Registering property requires six procedures, in line with the regional average, but the procedure takes an average
of 39 days (the MENA average is 29.6), and costs an average of 12.7% of the value of the property, compared to
5.6% in the region. The main delay comes at the point where the notary has to register the sale agreement with the
tax authority: this step takes three to four weeks. Electricity costs $0.23/kWh.
The ease of getting credit, in the World Bank’s rankings, is mainly a question of the quality of credit information,
and this is why Djibouti tends to score dismally on the measure, despite improvements in the sophistication of the
financial sector and in financial inclusion. The country scores zero on the depth of credit information index (the
MENA average is 4.1), the credit registry only covers 0.4% of adults, and there are no credit bureaux.
The 36 required tax payments are more than double the MENA average of 17.7, although the total time taken is
substantially less than in the region, on average. The total tax rate of 37.6% is in line with the regional average of
32.6%.
On enforcing contracts, Djibouti’s score is especially dismal. It ranked 183rd out of 189 countries in 2016, mostly
because of the inordinate amount of time it takes to enforce a contract: 1,225 days, or over three years. The trial and
judgement part of the process takes 750 days, and enforcing the judgement takes another 445. Djibouti also has a
score of only 2.5 out of 18 on the World Bank’s quality of judicial processes index, compared to a MENA average of
6.5. The picture on resolving insolvency is better: there, Djibouti ranked 68th in the world in 2016, as there is a
relatively strong insolvency framework and the recovery rate averages 38.1 cents on the dollar, better than the
MENA average of 27.5 cents.
The below table details the tax burden on companies:
Payments

Time
(hours)

Statutory
rate

Total rate
(% of profit)

Social security

12

36

15.7% of gross salaries

17.71

Corporate income tax

5

30

25% of profits /
1% of turnover (whichever is higher)

17.68

Unbuilt property tax

1

25% of rental value

0.84

Business license (patente)

1

DJFr120,000 - fixed

0.75

Tax on insurance contracts

1

15% of value of insurance

0.32

Vehicle tax

1

DJFr 30,000 - fixed

0.19

Local tax (refuse etc)

1

4.5% of rental value

0.12

Value Added Tax (VAT)

12

10% of value added

0

Fuel tax

1

Included in price of fuel

0

Employee-paid social security

0

4% of gross salaries

0

Stamp duty

1

various rates

0

Tax or mandatory contribution

Totals

36

16

82

37.6

Source: World Bank

Doing business in Somalia
Obviously, one of the main concerns about doing business in Somalia remains security and the threat of terrorist
attacks from the likes of Al-Shabaab. Since the establishing of the internationally-backed government in 2012,
conflict has continued to increase. The number of battles and fatalities recorded now is higher than it has ever been,
reflecting the renewed push by the multinational forces countering Al-Shabaab. Violence against civilians has also
increased according to the Armed Conflict Location & Event Data Project (ACLED), and civilian fatalities in 2016 are
already significantly higher than in any period since 1997 (the period for which ACLED has data) with three months
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left in the year. This is not to say that violence is ubiquitous. Conflict is concentrated around Mogadishu (Banaadir,
and Lower and Middle Shabele regions) and Bay region. The further north one goes, the more peaceful it is.
Security concerns aside, Somalia presents other challenges as a business destination. Electricity prices, at around
$0.80-$1 per kWh, are five times higher than in neighbouring Kenya. Since the collapse of the government in 1991,
many residents have turned to using diesel generators in order to keep the lights on. It is estimated that Mogadishu
has a shortfall of around 100-150 MW. One of the companies trying to meet this demand is the Benadir Electrical
Company (Beco) – one of several private power providers in the sector. In 2015, Beco announced that it would
reduce the cost of electricity substantially in the capital.
The regulatory environment is also yet to recover from the civil war. Operating in the country has been described as
akin to operating in a regulatory vacuum. However, the new internationally-backed government is now in place and it
is likely that progress will be made in due course. Until then, however, industries like banking will remain
underdeveloped and investors will be wary of committing sizable funds to projects.
A further constraint on business is the lack of human resources available. While former expatriates have started to
return to the country, and have thus brought much-needed skills with them, there remains a dearth of skilled labour.
Doing business in Somaliland
Doing business in Somaliland is difficult, but it is not significantly more difficult than many countries in sub-Saharan
Africa (SSA). In 2012, the World Bank found that if Hargeisa, the capital of Somaliland, were a country on its ‘Doing
Business’ ranking, it would rank 174th – equivalent to Haiti and not far behind the likes of Djibouti (170th in that year),
Zimbabwe (171) and Angola (172). However, the fact that Somaliland is not a recognised state does present its own
unique issues for businesses wanting to operate in the region. Contracts entered into under Somaliland law are not
internationally recognised and thus there is little recourse to international courts for investors and business
operators. This adds significantly to the risk assessment of potential investors.
Unfortunately, the World Bank has not updated its findings on doing business in Hargeisa since 2012, but it is likely
that many of the issues it highlighted are still relevant. With regard to measures of the ease of obtaining construction
permits, getting electricity and registering property, the capital did better than the SSA average. However, it should
be borne in mind that the SSA region fairs particularly poorly on these measures. With regard to electricity,
Somaliland is one of the most expensive places in the world to purchase power. The Somaliland investment guide
states that rates are as high as $1.00-$1.40 per kWh. With that said, it is interesting to note that in 2012 68% of
urban households and 96% of companies had access to electricity (the average in SSA was 57% for urban areas).
Local companies ordinarily rely on their own generators. Buying electricity from a provider can be complicated, with
one public utility (Somaliland Electricity Agency) and up to 20 private producers carving up the capital city for the
right to supply power in particular areas. There is no regulation in place to manage the process of getting connected.
Starting a business in the country is an expensive process characterised by informality. Taxes, meanwhile, are high,
with few deductions or provisions for depreciation. Apart from the difficulties presented by poor infrastructure and
high levels of informality (which are similar to other SSA countries), the main issues in Somaliland stem from
regulatory risk and the lack of institutional capacity which result from the region’s lack of recognised statehood.

LABOUR SUPPLY IN DJIBOUTI
The population growth rate of Djibouti has levelled off in recent years, from a hefty 6.6% over the 1985-1990 period
to a more sedentary 1.3% in 2010-15. As a consequence the population pyramid demonstrates much straighter
sides in the younger cohorts, and the cohort aged 15-19 years old in 2015 was actually slightly smaller than the one
aged 20-24. These demographic factors have acted as a brake on growth in the number of people in formal
schooling. However, growth in these numbers is still being experienced thanks to the strides being made in
increasing enrolment in school.
Djibouti uses the French system, where primary school comprises the first five years of schooling, middle-school
(collège) is another four years, and secondary school (lycée) takes up the last three years. There are 28 ordinary
secondary schools in Djibouti – 18 private (of which five are French-language and 13 Arabic-language) and 10 public
ones (all Arabic). Five of the public schools are outside of Djibouiti’s urban area, and the 23 other schools are in the
city. In the 2014-15 school year a total of 17,155 pupils were enrolled at these schools, which represented a slight
decline from the previous three years, in line with a demographic phenomenon noted above.
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After a number of years of steady increases, the proportion of total school-age population in school has also shown
a slight dip in the last school year for which figures are available. In the 2003-04 school year only 49.5% of primaryschool-age children were in school, 28.8% of middleschool-age children and 49.5% of secondary-schoolage-children. By 2014-15 these numbers had swollen to
79.0%, 59.4% and 36.6% respectively, although these
proportions show a slight decline from the previous
school year. The very low rate of enrolment in secondary
school is a consequence of continued high rates of
poverty, the persistence of the nomadic lifestyle among
rural Djiboutians, and the dearth of secondary schools
outside of urban centres.
There are a further seven specialist technical and
professional secondary schools in the country, with a
total of 2,865 students in the 2014-15 school year, just
under 47% of them girls. The biggest school is Djibouti’s
Industrial and Trade Lycée (LIC), which had 1,406
students. There are a further nine ‘establishments of professional training’, of which three are private, in which 1,533
people were enrolled at the end of the 2014-015 school year (345 of them women). Most (335) were enrolled in
driving school; a further 290 were engaged in courses relating to social work; another 176 were being schooled in
the building trades; and 115 were enrolled in courses related to office administration.

There are the four institutions of higher learning in Djibouti: the University of Djibouti, the Djibouti Centre for Study
and Research (CERD), the Medicine School and the Higher Institute for Health Sciences (ISSS). In the 2013-14 year
the university had more than 7,000 students, up from barely 1,315 in 2000-01, and the construction of a new campus
in Balbala was projected to allow that number to increase to over 10,000 in the current year, although no more
recent figures were available either from the ministry or from the university itself. The first new doctors graduated
from the medical school in 2015: a cohort of 21. No enrolment or graduation figures were available from the CERD
or the ISSS.
In 2016 the issue of a proliferation of private institutions of higher government forced government to issue a
proclamation that diplomas from these institutions would not be recognised.

TRADE
Ethiopia trade
As a result of machinery imports related to the country’s infrastructure investment drive, Ethiopia’s import bill has
increased substantially in recent years. Indeed, the import bill has more than quadrupled over the past 10 years,
recording significant levels of import growth with an average of 18.4% p.a. over the 2005-15 period.
Looking ahead, historical levels of rapid import growth are not expected to be sustained and as emergency food
imports are phased out by authorities, import growth is forecast to slow to a more sustainable level. Specifically,
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import growth is projected to average 5.3% p.a. during 2016-17. That said, despite the slowdown of import growth,
Ethiopia’s import bill is forecast rise considerably in absolute terms due to the government’s prioritisation of large
infrastructure investment projects, which necessitates sizable capital goods imports. This will keep the import bill at
elevated levels going forward: it is projected to rise by $1.1bn to $17.8bn in 2016 and by another $700m in 2017.

Over the medium term, import growth is projected to stabilise around 6.6% p.a., as export-oriented policies bear fruit.
This translates to an increase in imports of $1.5bn p.a. during the 2018-25 period, taking the overall import bill to an
average of $24.7bn p.a. over the period. As such, demand for imported capital goods is expected to remain strong
as private sector investment grows gradually. On a sectoral basis, mineral fuels, oil and distillation products are
forecast to have the fastest import growth over the medium term, while imports of machinery and boilers are
projected to remain the dominant contributor to imports.
Somalia trade
External sector statistics calculated by the IMF have
only been compiled since 2013 and are largely
dependent on Somalian authorities’ assessments and
extensive assumptions. With severe food insecurity and
adverse weather conditions, Somalia is highly reliant on
food imports from neighbouring countries and the Indian
subcontinent.
Of food imports, the dominant categories consist of
sugar, wheat, palm oil and maize. According to the IMF,
imports are projected to rise from $3.7bn in 2015 to
$4.4bn in 2016 and to $4.9bn in 2017. The country is
expected to continue facing large-scale food insecurity
as a result of poor rainfall and drought conditions,
exacerbated by intense levels of poverty. These factors
will likely result in higher food imports and wider trade deficits going forward, keeping the country highly dependent
on foreign aid and remittances to sustain the elevated level of import growth.

INFRASTRUCTURE IN DJIBOUTI
Djibouti has been a trading hub since ancient times. Its geographical location made it a historical transit point for the
goods trade between Arabia and the ancient states of Abyssinia, a role it still plays today. During the period of
Ethiopian sovereignty over modern-day Eritrea, most Ethiopian trade transited through Assab (even though the first
Addis-Ababa-Djibouti rail link was completed in 1917), but the constant increase of shipping tonnage through the
Red Sea and Djibouti’s status as a strategic French military base kept driving development at the port, leading to the
construction of four deep-water quays and the construction of extensive oil bunkering facilities. A modern container
terminal was opened in 1985. Djibouti once again became the main hub during the 1998-2000 Eritrea-Ethiopia war.
In 2008, Dubai-based DP World completed a larger container terminal 5 km to the west of the old city, at Doraleh.
The old rail link to Addis Ababa was upgraded extensively in 2011-16 by the China Railway Group and the China
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Civil Engineering Construction Corporation (CCECC), and its terminus is at Doraleh. The terminal handled 836,806
twenty-foot equivalent units (TEUs) in 2015, up 6.6% from the previous year; with 73,000 TEUs transiting through
Djibouti Port, the combined infrastructure handled over 900,000 boxes in the year, more than Abidjan. The Djibouti
Ports and Free Zones Authority (DPFZA) expects throughput at Doraleh to expand by another 3% in 2016 to just
over 861,000 TEUs.
In 2014, China Merchants Holdings bought 23.5% of Port de Djibouti for $185m, in a deal that gave it two-thirds
ownership of the Doraleh port; DP World owns the remaining one third. In 2016, a case that the government brought
against DP World related to the ‘Boreh affair’ was dismissed: Abdourahman Boreh, the former chairman of the
DPFZA, was suspected of having stolen hundreds of millions of dollars, which DP World allegedly facilitated in order
to win the contract. The dismissal of the suit and the entry of Chinese capital seem to have marked the end of the
dispute.
Right next to the Doraleh container terminal lies the Doraleh oil terminal, opened by DP World in 2006. Djibouti itself
has no hydrocarbon reserves or refining capacity, and the oil terminal serves to receive and, in some cases, transship, liquid fuels (but also vegetable oils and other chemicals).
In September 2013, construction began on the Damerjog livestock port, which is scheduled to be complete in 2017.
For a total investment of $70m, the facility will accommodate up to five livestock vessels at a time on its 655 meter
quay, which will permit 10 million heads of livestock to be shipped a year.
A major port logistics project in the planning phase is for a raw materials terminal at Tadjoura, 34 km in a straight line
from Djibouti city across the gulf of Tadjoura. The first phase of the project envisages the construction of a 435 meter
general cargo quay and a 190 meter roll-on/roll-off terminal. The first phase of the project also includes the Wadi
flood protection measure, the construction of 22 buildings (gates, warehouse, port authority building, control tower,
harbour master building, etc), the fencing and the execution of the external parking areas and finally the supply of
the required port equipment (truck mounted cranes, ambulance, fire truck, etc.) The second phase of the project
aims to increase throughput capacity via the construction of a 450 meter bulk terminal, complete with modern
packing lines, silos, warehouses, conveyors, gates and relevant buildings. A new road connecting Tadjoura with the
Ethiopian border is already under construction, and there are plans for a railway connecting the port with the
Ethiopian town of Mekele.
There have been reports for some time of China’s intentions to establish a naval base in Djibouti, where France, the
US and Japan already have bases. Little detail has been forthcoming of the base, but in March 2016 Djibouti’s
Foreign Minister Mahmoud Ali Youssouf told the Financial Times that China’s plan involved basing “a few
thousands” of personnel at Obock in Djibouti, and confirmed that an initial 10-year lease had been signed with an
option to renew for another 10 years.
The Djibouti–Ambouli International Airport, located outside of the capital city, is a joint civilian/military airport. Djibouti
has several other airports for military or private use. However, as part of the strategy to transform the country into a
regional travel hub, two additional international airports are currently under construction. The El-Hajj Hassan Gouled
Airport, located 25 km south of the capital in Ali-Sabieh, will serve 1.5 million passengers per annum, while also
boasting the capacity to process 100,000 tonnes of cargo per year. The second airport, located near the Seven
Brothers Island, will serve 350,000 passengers a year. The construction of the airports is funded by the CCECC with
the total project cost estimated at $599m.
There have been some signs that authorities are trying to diversify the projects attracting FDI from the logistics
sector, which has attracted the near-totality of foreign capital to date, to improve energy supply and the supply of
potable water. In relation to the latter, China has funded the construction of a pipeline to transport fresh drinking
water from Ethiopia to Djibouti. In terms of energy, Djibouti was hooked up to the Ethiopian electricity grid in 2011.
Two further interconnectors were in the planning phase as of April 2016 (according to the foreign ministry), one of
which could transport Ethiopian power across the Red Sea to Yemen.
In October 2015, the Ethiopian and Djiboutian governments inked a deal to build a fuel pipeline from the coast to
central Ethiopia; the $1.5bn funding is to come from Black Rhino, which is backed by US-based Blackstone Group.
Final close is expected in 2016 and construction will, it is estimated, finish two years later. The 50 km line will run
from Damerjog and Awash, and will have the capacity to move 240,000 barrels a day.
There have been some promising signs of late that the tax regime may be changed to improve the business
environment. Taking into account the needs of the local business community, it seems as though government is
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willing to simplify the system and to rationalise the many tax breaks that have been made available to companies
wishing to operate in free-trade zones. The Djibouti Free Zone (DFZ) was established in October 2004 and spreads
over 40 hectares near the port and airport. According to the Oxford Business Group (OBG), the DFZ hosts 169
companies from 39 countries. Djibouti plans to establish a new 3,500 hectare free trade zone which will employ an
estimated 340,000 people over the next 10 years. The new trade zone, which will absorb the existing DFZ, will aim
to attract industries focused on construction, information & telecommunication and electronics. The construction of
the new trade zone will be largely financed by the China Merchants Group with the total project cost estimated in the
region of $3.5bn. Other countries have also expressed interest in establishing their own trade zones in Djibouti to
improve access to the African market. Turkey recently announced plans to construct a 500 hectare trade zone to
allow Turkish businesses to set up warehouses and assembly plants in Djibouti.
In January 2015, Reuters reported that President Ismail Omar Guelleh laid the first stone of the new Hassan GouledAptidon international airport in Ali-Sabieh, 25km south of the capital. The airport is expected to open in 2017 and will
be able to handle 100,000 tonne of cargo annually. This $599 project, constructed by the CCECG, also includes the
building of a second small airport on the Seven Brother Islands, a notable diving site, 6km northeast of the coast of
Djibouti.

FINANCE IN DJIBOUTI
Because of poverty and the relative attractiveness of the corporate sector to banks, the finance sector in Djibouti
remains geared towards corporate requirements, and retail banking is still in a development phase. In December
2015, according to Oxford Business Group, there were around 100,000 bank accounts in the country (for a total
population of almost 900,000). In that month there were only 25 automatic teller machines (ATMs) in the country,
and only 5% of the population had a bank card. At end 2015 financial services accounted for 13% of GDP in Djibouti.
Banking accounted for the near-totality of the sector: 97% of assets. Insurance accounted for a further 2.5%, and
microfinance for the remaining 0.5%.
Although the absolute level of development of the banking sector may still appear low, the past 15 years have seen
very rapid development in the sector. The policy changes made promise not only to improve the service offering for
the corporate sector, but to boost levels of financial inclusion more broadly.
Historically, Djibouti’s financial sector used to be dominated by two banks: Banque Indosuez-Mer Rouge and
Banque pour le Commerce et l’Industrie-Mer Rouge (BCIMR). The two long-time players tended to limit their
activities to trade financing and catering for higher net worth families in Djibouti city, with the result that only 5% of
Djiboutians were banked in 2003. The Central Bank made some reforms in the early 2000s in an effort to improve
financial inclusion, and that decade saw an impressive proliferation of banking institutions: nine new banks
established operations in Djibouti during that time, including two Islamic finance institutions.
The expansion was largely the result of international banking operators entering the market. Bank of Africa bought
Banque Indosuez-Mer Rouge, which became BOA-Mer Rouge, and France’s Bred Banque populaire bought
BCIMR. One of the new banks was Yemeni-owned (Saba Islamic Bank); International Commercial Bank of Djibouti
is a subsidiary of Malaysia’s International Commercial Bank Group; Banque des Dépôts et Crédits is Swiss-owned;
Tanzania’s Exim Bank entered the market; and Dahabshiil Bank (now East Africa Bank) was set up by a Dubaibased money transfer company.
While small in terms of balance sheet size, the growing microfinance business is significant in terms of the number
of customers it has and the role it plays in extending financial services to the previously unbanked. Three
microfinance institutions are of special note: the Caisse Populaire d’Epargne et de Crédit (CPEC) of Djibouti city,
which has a head office and two branches, the CPEC du Nord (head office and one branch) and the CPEC du Sud,
also with two offices. The Consultative Group to Assist the Poor (CGAP) estimates that 6% the CPEC network has
10,000 members, covering 6% of households.
The central bank estimates that the penetration of banking services has grown sharply thanks to growth in the
number of service providers, from 5% of the adult population in 2007 to 20% in 2015. Credit allocated to the private
sector grew from 20% of GDP in 2005 to 29.5% of GDP in 2015, and in October 2015 banking deposits totalled
DJFr254bn ($1.4bn) according to the central bank. This competition boosted the financial inclusion index to 12% in
2012, although the central bank reacted to what it saw as oversaturation of the space by again tightening the rules
for obtaining a banking licence in 2011 (imposing a minimum shareholders’ equity of DJFr1bn).
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The above notwithstanding, banking remains concentrated in the large commercial space. Some more sophistication
in the sector can be expected as the logistics sector modernises further. Competition in retail will tend to continue to
improve levels of financial inclusion, providing services to the still-sizeable proportion of Djiboutians who are
unbanked.
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