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Summary

3rd quarter 1999

Outlook for 1999-2000: The onset of rains will limit fighting between
Ethiopian and Eritrean troops, and the current stalemate appears set to endure,
although a rapid shift in the military balance cannot be ruled out. A diplomatic
breakthrough appears unlikely, and relations with donors will deteriorate.
Economic prospects during 1999/2000 hinge upon the outcome of the main
crop harvests, while the longer-term outlook will be hindered by falling
foreign-exchange inflows. The currency is also likely to weaken, which will in
turn prompt rising inflation.

Review: Fighting between Ethiopia and Eritrea over their disputed border has
intensified. Increasing levels of propaganda against Eritrea have only served to
stall the peace process, although diplomatic initiatives have continued.
Meanwhile, Ethiopia has been trying to strengthen regional diplomatic ties. The
war has spilled into Somalia amid allegations that Eritrea is arming dissident
Oromo and Somali groups. Kenya is also concerned about border security.
Police have clashed with mourners at the funeral of a political prisoner. The
war has been taking its toll on relations with donors, and the prime minister
has accused the IMF of “blackmail”. The minor belg rains have failed, raising
fears of food insecurity. The budget has been unveiled, showing rising
government spending. Coffee revenue has been falling as prices drop and local
farmers hold back their crops. Ethiopia and Egypt have met to discuss water
rights. The pace of privatisation remains slow. Mobile phones have arrived in
Addis Ababa.

Late note: On July 26th both Ethiopia and Eritrea provisionally accepted a cease-
fire agreement under the auspices of the OAU and will reportedly send represent-
atives to Algeria for further discussions. As the details are unclear, the EIU remains
pessimistic that this round of talks will end in a lasting peaceful settlement.

Outlook for 1999-2000: Rain will force a lull in fighting with Ethiopia,
though a diplomatic resolution to the war appears remote. Conditions of
displaced persons are likely to deteriorate.

Review: The border war with Ethiopia has continued, with heavy casualties
on both sides. Diplomatic efforts to broker a ceasefire based on the OAU
framework have so far failed. Both sides have become increasingly involved in
Somalia. Relations with Sudan are on the mend, as closer ties with Arab states
are sought. The donor response to Eritrea's humanitarian appeal has been
disappointing. The economy has continued to struggle and the nafka has
depreciated. Massawa port has, however, still been busy, and gold-mining
exploration has continued.

Outlook for 1999-2000: Clan faction violence will escalate. Ethiopia will push
for a security zone and become more involved in the region. Despite a recent
setback in Baidoa, Hussein Mohamed Aideed will remain a powerful figure.

July 5th 1999

Ethiopia

Eritrea

Somalia
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Islamic groups will become more influential. Osama bin Laden may relocate to
Somalia if forced to leave Afghanistan. Food shortages are looming once again.
Somaliland will continue to push for limited international recognition.

Review: Mr Aideed has lost control of Baidoa, but his allies have taken
Kismayu. Ethiopian and Eritrean involvement in Somalia has grown. The Arab
League has offered to host a reconciliation conference. Mogadishu’s police
force has collapsed after only five months, as fighting has continued in the
city. Piracy and kidnapping of foreigners have also continued. The food-
security outlook has deteriorated as rains have failed and aid deliveries have
been hampered by continuing violence. New bank-notes have been imported,
raising fears of inflation and prompting a depreciation in the Somali shilling.

News from the Somaliland Republic: The government in Hargeisa has
approved the introduction of multiparty politics. The cabinet has been re-
shuffled. Livestock exports have resumed. Berbera port has received municipal
support. Hargeisa has hosted a trade fair. Three US-based oil companies are
considering operations in Somaliland. Refugees are returning from Ethiopia.

Outlook for 1999-2000: Despite his language of change, President Guelleh
will continue with politics as usual. An IMF programme will probably be agreed
soon. Privatisation will resume, and the economy will benefit from growth in
Ethiopian trade through the port.

Review: Ismael Omar Guelleh has been inaugurated as president. Mr Guelleh
has named a new cabinet, but has retained his powerful personal advisers. The
president has travelled to France to court officials and investors. A prominent
political prisoner has been released. Djibouti is close to an ESAF agreement
with the IMF. Data on the economy remains unclear. Plans are being laid for
privatisation of public utilities, port restructuring and the establishment of
free-trade zones. The World Bank has approved a $14.8m public works project.

Editors: Piers Haben; Todd Moss
All queries: Tel: (44.20) 7830 1007 Fax: (44.20) 7830 1023

Next report: Our next Country Report will be published in November

Djibouti
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Ethiopia

Political structure

Federal Democratic Republic of Ethiopia

Federal republic

The federal constitution was promulgated by the transitional authorities in December
1994. Representatives were elected to the institutions of the new republic in May 1995,
which formally came into operation in August 1995

The 548-member Council of People’s Representatives is the federal assembly. Nine
regional state councils have limited powers, including that of appointing the supervisory
Federal Council

June 1994 (Constituent Assembly); May 1995 (federal and regional); next elections due
by 2000 (federal and regional)

President, currently Negaso Gidada, has a largely ceremonial role and is appointed by
the Council of People’s Representatives

The prime minister and his cabinet (Council of Ministers), appointed in August 1995

The Ethiopian People’s Revolutionary Democratic Front (EPRDF) has evolved from the
coalition of armed groups that seized power in May 1991. It includes the Tigray People’s
Liberation Front (TPLF) and the Amhara National Democratic Movement (ANDM,
formerly the Ethiopian People’s Democratic Movement). The Oromo Liberation Front
(OLF) withdrew from the transitional government in July 1992 and was subsequently
banned. Several urban opposition parties boycotted the 1995 elections. A myriad of
exiled political factions exist

Prime minister Meles Zenawi
Deputy prime minister &
  minister of defence Tefera Walwa
Deputy prime minister for
  economic affairs Kassu Illala

Agriculture Mengistu Huluka (acting)
Economic development & co-operation Girma Biru
Education Guenet Zewde
Finance Sufyan Ahmed
Foreign affairs Seyoum Mesfin
Health Adem Ibrahim
Information & tourism Wolde-Mikael Chamo
Justice Worede Woldu Wolde
Labour & social affairs Hassan Abdullah
Mines & energy Azedin Ali
Public works & urban development Haile Aseged
Trade & industry Kassahun Ayele
Transport & communications Mohammed Drir (acting)
Water resources Shiferaw Yarso

Teklewolde Atnafu

Official name

Form of state

Legal system

National legislature

National elections

Head of state

National government

Main political parties

Key ministers

 Central bank governor
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Economic structure

Latest available figures

Economic indicators 1994 1995 1996 1997 1998a

GDP at factor costb (Birr bn) 26.3 31.4 35.1 38.2 43.4c

Real GDP growthb (%) 1.6 6.2 10.6 10.5 0.5c

Consumer price inflation (av; %) 7.6 10.1 –5.1 –3.7 3.9 

Populationd (m) 54.9 56.7 58.5 60.2 61.9 

Exports fob ($ m) 372 423 438 557 550 

Imports fob ($ m) 926 1,137 1,235 1,005 1,300 

Current-account balance ($ m) 125.4 –9.7 –149.4 –38.9 –110.0 

Reserves excl gold (year-end; $ m) 544.2 771.5 732.2 501.1 511.1c

Total external debt ($ m) 10,067 10,309 10,078 10,079 n/a 

External debt-service, paid (%) 19.8 19.1 42.2 9.5 n/a 

Coffee productionde (‘000 tonnes) 228 230 230 250 250 

Exchange rate (av; Birr:$) 5.09 6.15 6.35 6.71 7.11c

June 21st 1999 Birr8.031:$1

Origins of gross domestic product 1995d % of total Components of gross domestic product 1995d % of total

Agriculture & forestry 55.3 Private consumption 81.1

Other production sectors 11.9 Government consumption 12.3

  Manufacturing 7.5 Gross fixed capital formation 15.6

Services 32.8 Exports of goods & services 14.2

GDP at factor cost 100.0 Imports of goods & services –23.2

GDP at market prices 100.0

Principal exports fob 1996/97b $ m Principal imports 1996/97b $ m

Coffee 356.5 Capital goods 515.0

Gold 64.0 Consumer goods 322.5

Hides & skins 55.5 Semi-finished goods 269.8

Oilseeds 8.3 Fuel 231.8

Main destinations of exports 1997f % of total Main origins of imports 1997f % of total

Germany 22.4 Italy 10.1

Japan 11.5 US 9.3

Italy 9.4 Japan 8.1

UK 4.6 Jordan 5.4

a EIU estimates. b Fiscal years starting July 8th. Fiscal years are widely used by national statistical sources, while calendar years are favoured by
international publications. c Actual. d Official estimates. e Crop years (October-September) beginning in calendar year indicated. f Based on
partners’ trade returns; subject to a wide margin of error.
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Outlook for 1999-2000

In a third phase of fighting, Ethiopia and Eritrea have been engaged in large-
scale battles along the central and northern sections of their contested border
since May. So far, however, they have failed to break the military deadlock that
has characterised the conflict since late February. With the onset of the seasonal
rains in July, major offensives will be difficult for some months, and fighting
will probably be largely restricted to fixed-position shelling. In addition to the
difficulty of moving troops, the rains will exacerbate the logistical problems of
supplying the large armies, especially Ethiopian troops, whose supplies of food,
fuel and ammunition have to be transported hundreds of kilometres from the
capital, Addis Ababa, and from neighbouring Djibouti. This does not rule out a
surprise military victory, but such a move would come with little forewarning,
as it is almost impossible to make an accurate assessment of the two countries’
comparative military strengths in the absence of credible information from the
battlefront, the numerous thinly veiled sources of propaganda notwithstanding.
The Ethiopian and Eritrean leaders are both acutely aware of this, not least
because the final military push that got rid of the Derg—the previous Ethiopian
regime, which was defeated by the current leaders of Ethiopia and Eritrea—was
achieved in early 1991 with astonishing speed.

Barring an unexpected breakthrough during the summit of the Organisation of
African Unity (OAU) in Algeria in mid-July, a negotiated settlement is unlikely
to be reached in the near future. This is not for a lack of diplomatic initiatives,
but because, to date, those seeking a settlement have underestimated the
essentially psychological foundations of the war. From the outset, the conflict
has mainly been a contest of national pride and dignity. Given the intensity of
the rivalry between the former allies, any settlement that is unable to allow
both country’s leaders to save face is, at present, doomed to failure. In the
absence of such a settlement, it seems that only a decisive military victory for
either side would alter the current stalemate and push one or both sides
towards a new negotiating strategy.

On the surface, the war has undeniably strengthened the domestic position of
the ruling Ethiopian Peoples’ Revolutionary Democratic Front (EPRDF), as all
of Ethiopia’s diverse ethnic groups rally around the Tigrayan-led government
(2nd quarter 1999, page 7). Yet the depth and sustainability of this support
hinges on the duration and the economic impact of the war in rural areas,
where there are already signs that the initial support for the war is waning. The
huge scale of casualties between February and June mean that kebelle and
peasant associations (the lowest level of administration in urban and rural
areas respectively, dating from the communist revolution in 1974) have
reverted to their detested pre-1991 roles of supplying quotas of young military
recruits. Although support in Tigray, the government's political stronghold and
the area in which the Eritrean threat is most tangible, is unlikely to waver, the
same cannot be guaranteed in rural areas further south.

The military deadlock will
continue—

—and diplomatic
initiatives will remain

stalled

Domestic support may be
weakened
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In urban areas, the longer the conflict drags on, the more the government’s
failure to clarify its policy of expelling selected individuals with family links to
Eritrea is likely to corrode its support. In the first year of the conflict, an
estimated 58,000 people, most of them full Ethiopian citizens, were summarily
deported. Many more such individuals remain, and in the absence of clear
legislation on the nationality issue, hundreds of thousands more face dis-
crimination, confiscation of property rights and potential deportation
(2nd quarter 1999, page 8), which does not bode well for stability in Ethiopia's
main urban areas.

The war complicates already complex relations between Ethiopia and its
leading donors. Despite being increasingly reliant on significant inflows of
highly concessional funds, Ethiopia's post-1991 administration has been
steadfast in its insistence that it determine the overall pace and content of
economic reform. This has caused friction, notably with the IMF, which
suspended Ethiopia’s enhanced structural adjustment facility (ESAF) between
1996 and 1998, and among bilateral donors. However, Ethiopia has also
found itself singled out for praise: in 1998 the president of the World Bank,
James Wolfensohn, cited Ethiopia as having resolutely "established ownership"
of its reforms and stated that the country exemplified the type of
"partnership" that he desired between donors and African governments. The
war is increasingly exposing these divergences between the Bank and the
Fund and is placing a further strain on Ethiopia’s relations with the IMF. The
Fund’s continued support relies on macroeconomic performance and policy-
related targets, notably financial sector reform, which are being jeopardised by
the conflict.

Increasing friction has already manifested itself in barely veiled complaints by
Ethiopian officials about the “blackmail” of donors who have linked
continued economic aid to a settlement of the conflict with Eritrea, and
further denunciations are likely. This also suggests that economic policy
reforms will not be pursued with the same vigour as previously unless there is
internal pressure to maintain Ethiopia’s gradual economic liberalisation.

Although the ongoing conflict poses a threat to Ethiopia’s economic growth in
the medium term, the principal threat to its economic outlook this year arises
from the possibility that the main season (meher) harvest may fail in late 1999.
The lesser belg harvests have failed almost completely in the past few months;
although this is disastrous for certain highland regions, it has only a limited
impact nationally. However, the failure of the belg rains makes the success of the
main crop all the more critical. The situation will be compounded by the
logistical problems of providing large-scale food relief to the civilian population
while simultaneously supplying the army on the Eritrean front.

Ethiopia’s optimistic macroeconomic targets, published in September 1998 in
its Policy Framework Paper in conjunction with the IMF, of average real GDP
growth of 7.7% with 3.7% inflation between 1998 and 2001 seem unlikely to be
met, even in the event of an above-average meher harvest this year. In fact, 7.7%
GDP growth represents the highest rate that Ethiopia could achieve under

Relations with donors will
be strained

The short-term economic
outlook is threatened by a

poor harvest—

—while dwindling foreign-
exchange inflows threaten

the medium term—
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optimal conditions. Instead, the EIU anticipates growth in 1999 closer to 3%. If
the meher harvest is really poor—a strong possibility if the regional threat of
“armyworm” crop infestation is realised—growth will be even lower, as it was in
the 1997/98 crop year, when official statistics indicate that GDP was almost
stagnant. In the medium term, Ethiopia’s economy looks set to remain in the
doldrums and its three-year macroeconomic targets will remain elusive. Not
only is productive activity being diverted to the war effort, but the conflict is
already leading to the drying-up of donor aid and investment.

Although Ethiopia’s economic prospects on a national level are bleak, the out-
look for rural pastoralists should continue to improve following Saudi Arabia’s
lifting of its import ban on livestock from East Africa. Nevertheless, stock levels
and household incomes in eastern Somali and Afar areas may take several years
to recover to pre-1998 levels. At the same time, Somali livelihoods in the
Ogaden region are now threatened by the wider strife in the south as the
Ethiopian army tries to crush dissident Ogaden and Oromo forces infiltrating
from Somalia.

On June 21st, for the first time, the birr fell below the Birr8:$1 barrier at the
National Bank’s weekly auction. According to official explanation, the fall is a
result of increased demand for foreign exchange by state-owned companies.
However, the slide, which has been perceptible over the past six months, is
more likely to have been caused by the twin effects of the falling world prices
of coffee, Ethiopia’s principal foreign-exchange earner, and the impact of war-
related uncertainty on foreign-exchange inflows. Neither of these factors are
likely to improve in the short term, and the birr is expected to fall further this
year and in 2000.

The birr’s weakness will be exacerbated by the likelihood of a growing current-
account deficit in the 1999/2000 fiscal year (July 8th-July 7th) associated with
rising military-related imports and continued investor and donor concern over
ongoing military engagements. These expected falls in the value of the birr will
combine with shortages of food to increase upward pressure on consumer
prices in late 1999 and 2000. Inflation may even reach double-digit levels for
the first time since 1995.

On July 26th both Ethiopia and Eritrea provisionally accepted a ceasefire agree-
ment under the auspices of the OAU and will reportedly send representatives to
Algeria for further discussions. As the details are unclear, the EIU remains
pessimistic that this round of talks will end in a lasting peaceful settlement.

—although the lifting of
the Saudi livestock ban will

help pastoralists

 Foreign-exchange inflows
cause a drop in the currency

and rising inflation

Late note
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Review

The political scene

The year-long conflict between Ethiopia and Eritrea moved into a third
military phase in May. The first phase consisted of the initial cross-border
battles in May-June 1998, when Eritrean forces seized territory claimed by
Ethiopia, in the process humiliating their erstwhile allies, Ethiopia’s pre-
dominantly Tigrayan leadership. A second, shorter series of battles in February
1999 resulted in the ousting of Eritrean forces from Badme, the tiny settlement
that has been at the centre of the dispute (2nd quarter 1999, pages 10-11). The
current, third phase has consisted of repeated and largely unsuccessful
attempts by Ethiopian forces to force Eritrean troops back from positions they
captured on the Zala Ambassa-Tsorena central fronts in 1998. By early July
these battles had extended to the northern, Mereb-Setit front, between Zala
Ambassa and Badme (see map on page 22).

The third phase in the fighting has been marked by three sets of battles in May
and June.

• On May 21st-26th there was an initial round of heavy fighting across the
Mereb River to the east of Badme. Smaller-scale skirmishing and cross-border
artillery fire continued for a fortnight.

• On June 9th-15th the heaviest exchanges since Ethiopia’s recapture of Badme
in late February were reported on all three fronts, as Ethiopian forces tried to
push Eritrean forces out of the pockets of Tigray they still occupy. The attempts
were unsuccessful, and after several days of fierce battles, the front lines appeared
to have barely shifted. Neither Ethiopian nor Eritrean officials gave estimates of
their own casualties, but each claimed to have caused heavy casualties.

• After a period of relative calm, there were renewed heavy exchanges of fire
across the Mereb-Setit front on June 25th, with each side apparently attempting
to consolidate its position before the rains made further attacks difficult.

Despite the moratorium on air strikes brokered by the US in 1998 (3rd quarter 1998,
page 14), Ethiopia has maintained sporadic attacks on Eritrean targets, including
non-military targets around the ports of Massawa and Assab (see Eritrea).

The Ethiopian leadership has continued to denounce the Eritrean hierarchy in
propaganda reminiscent of the former Derg regime—which Ethiopia’s ruling
Ethiopian People’s Revolutionary Democratic Front (EPRDF) overthrew in
alliance with the current Eritrean leadership—as it tries to maintain the
nationalist momentum built up since May 1998. As part of this campaign there
have been repeated promises in recent months that Ethiopia will forcefully regain
all of the territories lost to Eritrea since 1998. Such promises make it even harder
for ongoing diplomatic initiatives to progress. These initiatives are still largely
aimed at getting both sides to agree on the implementation of a framework
agreement, drawn up last year by the Organisation of African Unity (OAU) and
accepted in principle, but delayed because of differing interpretations.

Land battles escalate—

—as does the propaganda



Ethiopia 11

EIU Country Report 3rd quarter 1999 © The Economist Intelligence Unit Limited 1999

The OAU framework—differing interpretations

After six months of negotiation and discussion, the Organisation of African Unity (OAU)
issued an 11-point "framework agreement" in December 1998, providing for a ceasefire,
demilitarisation of the disputed area and neutral arbitration. This OAU plan is backed by
the UN Security Council and all external mediators and was accepted by Ethiopia and
Eritrea. However, the two countries have managed to avoid implementing the
agreement, as they differ on the sequencing and scope of the OAU mechanism.

Ethiopian authorities accepted the plan in December, insisting that it unambiguously
requires Eritrean forces to withdraw to positions they held before May 6th 1998. Eritrea
accepted the plan in principle only, pending detailed clarification of the proposed pull-
back. Eritrea then accepted the plan unconditionally in February following its defeat and
expulsion from Badme. However, while Eritrea insists that its pull-back from Badme and
environs should be enough to trigger demilitarisation of entire border area as required by
the OAU plan, Ethiopia maintains that only when Eritrean forces withdraw from all areas
of Tigray that it they have occupied since June 1998 can the OAU settlement begin.

In late April the UN secretary-general Kofi Annan’s special representative,
Mohamed Sahnoun, again visited the capitals of Ethiopia and Eritrea, but
failed to obtain an agreement from the two sides. The OAU chairman,
president Blaise Compaore of Burkina Faso, and an Italian envoy have also
continued to visit Asmara and Addis Ababa in attempts to broker a ceasefire,
but with a similar lack of success. The efforts of UN and OAU negotiators have
been supported by several other initiatives by other African states, including
Uganda, Rwanda, Libya and Zimbabwe, while in June the UN Security Council
passed yet another resolution denouncing the escalation of fighting and
demanding that both parties agree to a ceasefire “immediately and un-
conditionally”.

Meanwhile, Ethiopian diplomats, like their Eritrean counterparts, have engaged
in extensive bilateral diplomacy, notably with Libya and Egypt, as they attempt
to shore up regional support. On May 17th-18th the Ethiopian prime minister,
Meles Zenawi, met with the Egyptian president, Hosni Mubarak, to discuss
initiatives to resolve the war. Two days earlier, the Egyptian leader had held
discussions with the Eritrean president, Isaias Afewerki (see Eritrea, page 23).
Egypt’s strong interest in the conflict can best be seen in the context of its long-
standing tensions with Ethiopia over the use of Nile waters (see The economy)
and its broader diplomatic ambitions within the Horn of Africa, where it feels it
should its assert its presence by playing a leading role in resolving conflicts,
particularly in the Arab League countries Somalia and Djibouti.

Since early May rivalry between Ethiopia and Eritrea has spilled across the
border of their war-torn neighbour, Somalia. Ethiopian troops have been active
in Somalia, both directly and via proxy forces—Somali militias armed and
trained by the EPRDF—since mid-1996 in pursuit of hostile Somali forces
(4th quarter 1998, page 14). But the past quarter has seen an escalation in
Ethiopia’s involvement. This is mainly because of the perception that the

The Ethiopian-Eritrean
conflict spills into

Somalia—

—as Ethiopia strengthens
its regional ties

Mediation efforts continue
to no avail—
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threat of instability is increasing both from Somali forces and Oromo
Liberation Front (OLF) guerrillas. The OLF is a separatist Ethiopian force now
operating out of Somalia, reportedly with Eritrean support. In May there were
several reports of arms shipments, funded by Eritrea, arriving in Somalia along
with up to 800 OLF guerrillas, reportedly trained in Eritrea. This raised the
spectre of a tripartite alliance between Eritrea, the OLF and the Mogadishu
faction leader, Hussein Mohamed Aideed, who has recently strengthened his
links with Eritrea. As a result, Ethiopia stepped up its support for the Somali
Rahawayn Resistance Army (RRA), support that was crucial in the RRA’s capture
on June 6th of the strategically important town of Baidoa. The RRA then
pushed further south-east towards Bur Acaba, a move which may be a pre-
cursor to a further push towards Qoroley, where the OLF reportedly has a base.

Meanwhile, Ethiopian troops have been active closer to the border as they try
to secure a buffer zone in Somalia (see map on page 31). In April Ethiopian
forces occupied Bula Hawo and Dolo, prompting Somali complaints to the UN
and OAU (2nd quarter 1999, page 14), and in early June Ethiopian troops
defeated Somali National Front (SNF) militia controlling the border town of
Luuq. They then moved south to Garbahaarey and Burdobo. Ethiopian
incursions have also been reported in the central Somali regions of Hiiraan and
Galguduud (see Somalia, page 31).

Increasing instability and third-party intervention in Somalia has prompted
fears in Kenya, partly fuelled by Ethiopian military activity, over its own border
security. This has resulted in closer border co-operation between Ethiopia and
Kenya. On June 9th senior defence and immigration delegations from the two
countries agreed to reinforce joint security operations along the border. The
Ethiopian delegation, led by one of the EPRDF’s most senior military figures,
Major Alemseged Gebre-Amlak, explicitly warned of the threat to both Kenya
and Ethiopia of OLF and Islamic Al-Ittihad forces operating from Somalia. In
recent years Kenya has seen its borders violated a number of times by EPRDF
forces in pursuit of OLF fighters, but in early July the interlocking nature of the
regional conflicts was particularly emphasised for Kenya as SNF forces seized
Kenyan military personnel and material following SNF clashes with Ethiopian
forces in Somalia.

Asrat Woldeyes, Ethiopia’s best-known surgeon and most prominent political
prisoner over the past five years, died on May 13th, aged 71, while undergoing
medical treatment in a hospital in Philadelphia, USA. When the EPRDF won
power in 1991, Mr Asrat founded the All Amhara People’s Organisation
(AAPO), which publicly endorsed the EPRDF’s template for an ethnic-based
federation but subsequently challenged many of the government’s actions.
This led to constant harassment of Mr Asrat and his colleagues and eventually
to a five-year prison term in 1994, ostensibly for inciting rural rebellion. The
charges were widely believed to have been fabricated and Mr Asrat was
subsequently adopted as a prisoner of conscience by Amnesty International. In
1998, with his health failing, the surgeon was incarcerated in the hospital in
which he had worked for much of his life, and the government finally bowed
to international pressure and released him in December 1998 (1st quarter 1999,
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page 13). The AAPO had also angered the EPRDF government by its steadfast
rejection of Eritrean independence and its criticism of the strong links between
Ethiopia’s Tigrayan-dominated leadership and its former allies in Eritrea.
Ironically, by the time of his release and death, the war with Eritrea meant that
the EPRDF had largely endorsed Mr Asrat’s anti-Eritrean position. However, the
EPRDF was wary to the end, and at his funeral on May 26th, crowds around
Mr Asrat’s home were broken up by the police, and reports by the Ethiopian
Human Rights Council (EHRCO), which was finally officially registered on May
3rd, suggest that one person was killed in subsequent clashes.

Taye Wolde Semayat, a trade union leader and former chairman of the Ethiopian
Teachers' Association (ETA), was sentenced to 15 years’ imprisonment by the
Supreme Court on June 10th. After coming to power in 1991, the EPRDF quickly
came into conflict with many trade union organisations, including the ETA, and
Mr Taye was one of 42 lecturers dismissed from Addis Ababa University in 1992.
After four more years of agitation against the government, Mr Taye was detained
in 1996 (3rd quarter 1996, page 8) and has been in custody ever since. He was
charged with inciting people against the government and forming the
Ethiopian National Patriots’ Front (ENPF). The charges are somewhat
improbable, not least because no one had heard of the ENPF before Mr Taye’s
detainment. Five other people, similarly accused of being associated with the
ENPF, were given jail terms of between 8 and 13 years.

The economy

On May 7th Ethiopia’s finance minister, Sufyan Ahmed, admitted that the war
with Eritrea is jeopardising donor funding, just a month after the chief
economic adviser in the prime minister’s office, Neway Gebre-Ab, had claimed
that the war would have only a “limited” impact on overall economic
performance in 1999 (2nd quarter 1999, page 14). Mr Sufyan, in an interview
with Reuters on his return from meetings with World Bank and IMF staff in
Washington, stated: “The World Bank is satisfied with our efforts so far but …
talked of uncertainty posed by the conflict.” In practice, this means that the
World Bank will probably continue its existing programme in Ethiopia, but will
reduce the amount of finance available to Ethiopia until the war is over. Thus
the $700m in project assistance that the World Bank pledged to Ethiopia in
1998 (1st quarter 1998, page 13) is unlikely to be matched in 1999.

Relations with the IMF will probably be more directly affected by the economic
impact of the war. In July 1998 a nine-month rift over conditions attached to
lending under ethiopia’s enhanced structural adjustment facility (ESAF) was
resolved, and a new three-year Policy Framework Paper (PFP) was launched in
September 1998 (4th quarter 1998, page 9). However, the economic targets
contained within the PFP, particularly the fiscal ones, now seem overly ambitious
in light of the war, especially as Ethiopia's defence spending has doubled to 3% of
GDP in the past year, from an average 1.5% in the previous three years. While
bilateral donors seem to be assessing their aid programmes in Ethiopia on the
basis of the outcome of the war, multilateral donors such as the EU are more
likely to take their lead from the IMF. This makes the Fund’s response to the
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overshooting of the PFP targets particularly important, especially as it may in
turn influence Ethiopia’s chances of qualifying for additional debt relief under
the heavily indebted poor countries (HIPC) initiative.

Ethiopia: selected economic indicators
(fiscal years beginning July 8th)

1998/99a 1999/2000b 2000/01b Average

% change
GDP at constant prices
  (factor cost) 8.0–9.4 6.7 7.0 7.70
Consumer prices (av) 3.9 3.7 3.4 3.7

% of GDP
Government revenue 19.2 19.4 19.5 19.4
Government expenditure 25.1 26.2 26.7 26.0
  Current 13.7 13.9 13.6 13.7
  Capital 11.5 12.3 13.1 12.3
Net lending 0.0 0.0 0.0 0.0
Overall fiscal balance excl grants –5.9 –6.8 –7.2 –6.6
Overall fiscal balance incl grants –2.6 –3.2 –3.2 –3.0

a IMF estimated outturn. b IMF projections.
Source:  Ministry of Finance, IMF, Policy Framework Paper, 1998.

A new twist was added to Ethiopia’s relations with multilateral donors on
May 6th when the Ethiopian prime minister, Meles Zenawi, bitterly de-
nounced the “blackmail” of international financial institutions in his opening
address to the Economic Commission for Africa (ECA) conference of African
finance ministers in Addis Ababa. He claimed that most debt-reduction
initiatives are used as “the whip to enforce unquestioning obedience of the
economic orthodoxy, the so-called Washington consensus”, bluntly stating:
“The choice which we are left with under heavily indebted poor countries
initiatives is thus to either abandon all independent and rational thinking in
economic policymaking or wallow in the quagmire of unsustainable debt.”

The speech is unlikely to have been an emotional outburst but was rather a
calculated strategic decision designed to gain extra leverage over donors.
Ethiopia has already achieved considerable control over its economic reforms on
a private level, but now seems intent on bringing its views on how donor
assistance should be handled into the public domain. This partly reflects a
genuine desire to influence the debate on aid in Sub-Saharan Africa generally, but
may also reflect a shift towards a more confrontational stance with donors linked
to Ethiopia’s irritation at the international response to the war. In a barely veiled
reference to Ethiopia’s frustration at the lack of international condemnation of
the original Eritrean seizure of Badme in 1998, Mr Meles accused donors of
applying double standards to Africa “as if the contempt for the … principles of
international law is something that Africa has to live with, regardless of the
consequences”. He went on to allege that Africa has received nothing but “empty
sermons, the shedding of crocodile tears and the vacuous lamentation over the
African condition”. While mainly for external consumption, Mr Meles’ speech
may also reflect a shift among the coterie of economic advisors surrounding the
prime minister, which may yet impact on domestic economic policy.

The prime minister attacks
the IMF
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Estimates of food aid requirements for 1999 were revised sharply upwards in late
May in the wake of the failure of the lesser belg harvests in the first half of the year.
On May 27th the government’s Disaster Prevention and Preparedness
Commission (DPPC) announced that it required 360,000 tonnes of food
assistance for 4.6m people, compared with its previous requests of 260,000
tonnes for 2.5m people (1st quarter 1999, page 16). Taking into account existing
pledges and deliveries supplies, the DPPC estimates that it faces an immediate
shortfall of 275,700 tonnes between June and December. The total figure of those
in need includes people displaced by the Ethiopian-Eritrean war, estimated at
385,000. Concerns about food insecurity are further heightened by the possibility
of severe pest damage. Since April, UN and national agencies throughout East
Africa have been monitoring outbreaks of armyworm infestation, notably in
Kenya’s Rift Valley. Winds from Kenya have blown the armyworm (in fact not a
worm but the larvae of the night flying moth) into southern Ethiopia, where it is
feared that it may cause extensive crop damage.

On June 4th the UN World Food Programme (WFP) launched an emergency
operation to meet Ethiopia’s immediate food needs. Scheduled to run from
June through December 1999, the WFP operation aims to provide 103,253
tonnes of emergency food aid to 1.2m people at a cost of $40.5m. After the
announcement of the WFP operation, the DPPC announced that it would
borrow 40,000 tonnes of grain from the country’s Emergency Food Security
Reserve (EFSR) to ensure sufficient food is available before the onset of the
main rains. The EFSR will be replenished after foreign donor pledges are
fulfilled. The deterioration of Ethiopia’s overall food-security situation
associated with the failure of the belg harvest has prompted a series of
accusations in the local press against foreign donors. The press alleges that
donor concerns about the war led foreign donors to react sluggishly to earlier
food appeals (2nd quarter 1999, page 16) and that this is the real reason that
the situation is now so dire. These accusations were backed up by the UN
Development Programme (UNDP) office in Addis Ababa, which in late May
also reportedly criticised donors’ poor reactions to earlier appeals.

On June 15th Mr Sufyan presented a draft finance bill (the government’s
budget) to parliament. Copies of the speech have not been released and details
have only emerged in the local press, but Mr Sufyan is reported to have set
expenditure at Birr13.9bn ($1.7bn) in the fiscal year 1999/2000 (July 8th-July
7th). This represents a 25% nominal increase on expenditure from 1998/99,
when government spending was set at Birr11.2bn. Of total expenditure,
current expenditure is allocated Birr8.2bn, capital expenditure Birr2.5bn, while
the remaining Birr3.1bn is destined for subsidies to Ethiopia’s regional
administrations. The finance minister reportedly stated that he anticipates
government revenue to reach Birr12.2bn, of which the government hopes to
raise Birr8.66bn domestically, with the remaining Birr3.54bn coming from
external grants and loans. If the revenue targets are achieved, which seems
unlikely, a budget deficit of Birr1.6bn is expected. Although no sectoral
breakdown of expenditure has been released, it is almost certain that defence
expenditure will have risen above the Birr995.3m budgeted in 1998.

The failure of the short
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Ethiopia: 1999/2000 budget

Birr bn % of total

Total expenditure 13.9 100
  Recurrent expenditure 8.2 59
  Capital expenditure 2.5 18
  Regional subsidies 3.1 23

Revenue 12.2 100
  Domestic revenue 8.7 71
  External financing 3.5 29

Balance –1.6 –

Source: Local press.

Speaking to journalists in late April, the vice-minister of trade and industry,
Brook Debebe, stated that Ethiopia had exported only 59,920 tonnes of coffee,
with earnings of $170.8m, during the nine months from July 1998 to March
1999. This is a drop in the volume and value of coffee exports of 23% and 38%
respectively, compared with the year-earlier period. The drop in earnings is a
result of falling world coffee prices, which have in turn been responsible for
coffee growers and merchants holding back coffee from the market in the hope
of price rises. As of May, the state owned Ethiopian Coffee and Tea Association
(ECTA) estimated that around 5,000 tonnes of coffee were currently being
stored speculatively by merchants.

The authorities have been trying to tackle this problem—particularly worrying
when Ethiopia is in dire need of foreign exchange to fund the war effort—by
publicly stating that prices paid to domestic producers and buyers will not be
increased. As domestic prices have remained stable since March, speculative
hoarding is unlikely to continue for long. Since 1991 an increasing proportion of
the purchase and export of coffee has been handled by private merchants, and in
1998 about 87% of production and 69% of exports were in the private sector.

As a result of the fall in world coffee prices, earlier predictions by the ECTA that
Ethiopia would export a record 137,000 tonnes of coffee in 1998/99 to earn
$368m are unlikely to be met. According to official data, Ethiopia exported a
total of 133,139 tonnes of coffee worth $445.7m in 1997/98 and 129,155
tonnes valued at $398.2m in 1996/97.

The bulk of Ethiopia’s exports of arabica coffee go to Germany, the US, Italy
and Japan. According to a report issued by the International Coffee
Organisation (ICO) in London, Ethiopia was the largest African coffee
producing country during the crop year 1998/99 (October-September),
producing 3.9m bags (each bag weighs 60 kg, i.e. 234,000 tonnes), compared
with 3.6m bags produced by Uganda and 2.7m by the Ivory Coast. Global
arabica output was put at 73.3m bags in 1998/99. Although production in
Ethiopia may be estimated at 234,000 tonnes, this has no direct bearing on
export volumes, as Ethiopia is unique among African coffee producers in that
around half of its crop is consumed domestically.

Coffee revenue is
declining—

—as world coffee prices fall
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Although the international media frequently associate Ethiopia with droughts,
water is, arguably, one of Ethiopia’s greatest economic assets. Ethiopia is the
main source of the Nile river, on which countries downstream, particularly
Egypt, have depended for thousands of years. However, this dependence has
also long been a source of tension, particularly in this century, as Ethiopia has
been left out of a number of agreements on the use of Nile waters; for example,
the 1959 Nile agreement apportions use of the water only between Egypt and
Sudan. Ethiopia has found its plans to dam the river for irrigation purposes
blocked by donors reluctant to finance projects that Egypt may object to as an
infringement of its historical water rights. Progress, albeit slow, is, however,
being made in overcoming these differences. Following a meeting of ministers
from north-eastern and central African states in Addis Ababa earlier this year,
Egypt, Sudan and Ethiopia announced in mid-May that they would form a
regional sub-grouping to study hydroelectric and irrigation projects on the
river (Eritrea, whose western water courses eventually drain into the Blue Nile
basin, boycotted the meeting). Ethiopia’s minister of water resources, Shiferaw
Yarso, has expressed optimism that with a working agreement and greater trust
between Ethiopia and the downstream states, Ethiopia’s own long-term
irrigation development may finally be implemented.

The head of the government body that oversees state-owned companies, Assafa
Abraha, told the local press in May that plans to privatise 120 of the remaining
163 state-owned enterprises are continuing and details will be announced later
in the year. However, Mr Assafa gave no details of a specific timetable for the
sales and admitted that the privatisation programme is proceeding more slowly
than originally intended. In a submission to parliament on May 11th Beshaw
Azmite, the head of the Ethiopian Privatisation Agency (EPA), which is
responsible for managing the sale of state-owned companies, stated that only 4
of the 21 scheduled sales in the first half of this fiscal year went ahead. Addis
Ababa’s St. George’s Brewery was the only sale of significant size.

• The Ethiopian Investment Authority (EIA) has published a guide for potential
foreign investors in Ethiopia in conjunction with the UN Conference on Trade
and Development (UNCTAD) and the International Chamber of Commerce. EIA
officials hope that the guide will help revive the momentum started in 1998 for
attracting foreign investment into Ethiopia (2nd quarter 1998, page 14). The
guide can be found at http://www.ipanet.net/unctad/investmentguide/ethiopia.htm.

• On April 27th the Ethiopian Telecommunications Authority (ETA), in
partnership with Sweden’s Ericsson, launched the country’s first mobile tele-
phone service. The phones will operate within a 50km radius of Addis Ababa.
The ETA reported that an initial 14,000 people had registered for the service.
However, subscribers immediately faced a 250% increase in tariffs above those
originally advertised.

Water resources are
discussed with Egypt

Business news
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Eritrea

Political structure

Eritrea

Unitary state

A new national constitution was formally proclaimed on May 24th 1997

150-seat transitional National Assembly, composed of members of the ruling
People’s Front for Democracy and Justice

Last election February 1987 (legislative, within Ethiopia); next election had been
scheduled for May 1997 but seems unlikely to be held before 2000

President, elected by the National Assembly

The president and the Council of Ministers, last reshuffled June 7th 1997

The People’s Front for Democracy and Justice (PFDJ), which grew out of the Eritrean
People’s Liberation Front, is the ruling and, in effect, the only legal party; its third
congress in February 1994 confirmed the transition to pluralist elections in 1997, but
a law on political parties has yet to be approved

President Isaias Afewerki

Agriculture Arefaine Berhe
Defence Sebhat Ephrem
Education Osman Saleh
Energy & mines Tesfi Gebreselassie
Finance & development Gebreselassie Yoseph
Fisheries Petrus Solomon
Foreign affairs Haile Weldensae
Health Saleh Meki
Information Beraki Gebreselassie
Justice Foazia Hashim
Labour & welfare Ogbe Abraaha
Land, water & environment Tesfai Girmatzion
Local government Mahmoud Ahmed Sherifo
Public works Abraha Asfaha
Tourism Ahmed Haji Ali
Trade & industry Ali Said Abdella
Transport & communications Saleh Idris Kekia

Tekie Beyene

Official name

Form of state

Legal system

National legislature

National elections

Head of state

National government

Main political parties

Key ministers

Central bank governor
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Economic structure

Latest available figuresa

Economic indicators 1995 1996 1997 1998 

GDP at market prices ($ m) 700 714 770b 778b

Real GDP growth (%) 3 7 8 4 

Consumer price inflation (av; %) 11 3 2 9 

Population (m) 3.57 3.67 3.78b 3.88b

Exports fob ($ m) 80.6 95.3 n/a n/a 

Imports cif ($ m) 403.8 513.7 n/a n/a 

Total external debt ($ m; year-end) 39.0 45.9 n/a n/a 

Exchange ratec (av; Nfa:$) 6.16 6.35 6.80 7.30 

July 2nd 1999 bank rate Nfa8.0:$1; parallel rate Nfa10.5:$1c

Main destinations of exports 1996d % of total Main origins of imports 1996d % of total

Ethiopia 65.8 Saudi Arabia 15.2

Sudan 9.9 Italy 14.0

US 7.7 UAE 11.9

Italy 4.3 Ethiopia 8.5

a All figures are estimates from official or other sources. b EIU estimate. c All rates are EIU estimates; the nakfa, replaced the Ethiopian birr as
Eritrea’s national currency in November 1997 at Birr1:Nfa1. d Source: IMF, Staff Country Report.
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Outlook for 1999-2000

Fighting in the border dispute with Ethiopia, which has been characterised in
recent weeks by fierce battles involving thousands of troops, artillery and
occasional air bombing raids, is likely to continue, but on a lower level, since
the rainy season has begun. In past wars in the Horn of Africa, fighting has
continued throughout the rains, but large-scale offensives involving thousands
of ground troops will become more difficult in rainy conditions. In the
immediate term, however, the intensity has increased on several fronts as both
sides try to gain the initiative while they can (see The political scene). Artillery
and small-scale infantry battles may continue for several months, but the use of
tanks and large troop numbers will be limited as a result of  ground conditions
and their effect on supply lines. Once the rains end in mid-September,
assuming that the lull in heavy fighting fails to produce a ceasefire agreement,
larger battles will probably resume as each side tries to gain the upper hand.

In the short term, a diplomatic solution to the conflict appears remote. Both
sides claim to accept the Organisation of African Unity (OAU) initiative to halt
the fighting and initiate negotiations on contested border areas, but they differ
significantly in their interpretation of the peace formula (see box in Ethiopia,
page 11). The OAU’s negotiators, led by the UN secretary-general’s special
envoy for Africa, Mohamed Sahnoun, and other attempts at mediation from
Egypt, Italy, Libya, Rwanda, Uganda and Zimbabwe have all failed so far to get
both sides to agree to a ceasefire. With Algeria taking over the chair of the OAU
in mid-July, the diplomatic skills of its newly elected president, Abdelaziz
Bouteflika, may offer some renewed hope. But Mr Bouteflika faces an uphill
battle. Having beaten the nationalist war-drums to mobilise their populations
for the conflict, the leaders of both Ethiopia and Eritrea appear now to have
backed themselves into a corner, making a face-saving agreement all the more
difficult to reach. In fact, rather than preparing their populations for a
compromise, government officials on both sides have been on the radio in
recent weeks promising victory and vowing not to give in to their enemies.

While living conditions in Eritrean cities continue to be relatively unaffected
by the war, an estimated 250,000 internally displaced people in Eritrea and
nearly 60,000 deportees from Ethiopia face increasing hardship. Eritrea
appealed for humanitarian aid in April to help the most vulnerable, but the
donor response has been subdued, which is unsurprising given the difficult
history the government has had with donors and non-governmental
organisations (NGOs). In addition, security and political concerns may also
limit the donor response. With the arrival of the rains, conditions for displaced
people will further deteriorate as sanitation worsens and the incidence of
malaria increases.

On July 26th both Ethiopia and Eritrea provisionally accepted a ceasefire agree-
ment under the auspices of the OAU and will reportedly send representatives to
Algeria for further discussions. As the details are unclear, the EIU remains
pessimistic that this round of talks will end in a lasting peaceful settlement.
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Review

The political scene

The border dispute between Eritrea and Ethiopia that erupted in May 1998 in a
390-sq km area called the Yirga triangle has in recent months been charac-
terised by several new large battles involving tens of thousands of troops and
artillery, and high levels of casualties. Fighting intensified in June on all three
fronts, as both sides have been trying to gain strategic advances before heavy
rains make large-scale offensives too difficult. It is already raining every day in
Ethiopia’s northern Tigray region, and the waters of the Mereb river on the
western front are rising. The rainy season is due to last until mid-September.
The hopes for a ceasefire and peaceful settlement continue to be based on the
Organisation of African Unity (OAU) framework agreement, nominally agreed
to by both sides, but its interpretation is still a sticking point.

Heavy ground fighting took place along the Mereb River between May 21st and
26th, resulting in hundreds of fatalities and thousands of wounded. Another
round of fierce battles took place on all three major fronts on June 9th-15th.
Fighting flared again in the western border areas on June 25th after a ten-day
lull, with both sides firing heavy artillery. According to foreign reporters at the
Mereb-Setit front, the two armies were fighting in close proximity, and mass
graves and corpses could be seen on either side of the frontline. Both the
Eritreans and the Ethiopians claim to have inflicted heavy casualties on their
opposing sides, but precise numbers have been impossible to verify. Ethiopia
claims it has killed, wounded or captured 30,000 Eritrean soldiers in June
alone, while Eritrea says there have been 18,000 Ethiopian casualties in that
time. The total dead from the 14-month conflict is probably closer to 50,000,
with 80% from the Ethiopian side. Eritrea also claims to have shot down an
Ethiopian Mi-35 helicopter gunship and at least two more MiG-23 jet fighters
in June, bringing the total to four.

In apparent violation of a US- and Rwandan-brokered moratorium on air
strikes (3rd quarter 1998, page 14), Ethiopia has reportedly intensified bombing
sorties in recent months, including what appears to be civilian targets. Two
Ethiopian Antonovs, escorted by fighter planes, reportedly bombed areas along
the Binbina-Kuluk road in western Eritrea on April 28th. Although the
authorities in Addis Ababa claimed that they were military targets in trenches,
Eritrean military officials said they were civilian grazing areas. Ethiopian planes
also bombed Eritrean positions on the Zala Ambassa and Badme fronts on May
15th. Fuel depots and a naval base at the northern port of Massawa were hit
the following day. Two successive bombing raids were carried out on the
airport near the port of Assab on June 26th-27th, with Ethiopia claiming to
have caused extensive damage. Eritrea, pointing to continuing operations at
Assab of the civilian airline, Red Sea Air, said the Ethiopian raids had
accomplished little.

The border conflict with
Ethiopia continues—

—with heavy casualties on
both sides—

—and further
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Verbal exchanges between political leaders in Asmara and Addis Ababa have
continued to fan the flames of war. Indeed, it is clear that the Eritrean
president, Isaias Afewerki, and the Ethiopian prime minister, Meles Zenawi,
want to see the other removed from office. On May 24th, Eritrea’s Liberation
Day, Mr Isaias referred to the “narrow and vindictive political will” and the
“evil appetite of greed and jealousy” of Ethiopia’s leadership. At the beginning
of June Mr Meles’ foreign minister, Seyoum Mesfin, referred to the Eritrean
president as the “boss of terrorist groups”, a turn of phrase previously reserved
for the leadership of Sudan.

The UN Security Council has expressed its dismay at the ongoing conflict
between Ethiopia and Eritrea, especially as millions of people are facing serious
drought and possible food shortages in the region, and on June 23rd repeated
its call for an immediate and unconditional ceasefire. It also called on the two
countries to co-operate with the high-level delegation currently trying to
implement the OAU framework agreement and urged all third-party countries
to halt the sale of arms and ammunition to both countries immediately. The
OAU plan, nominally accepted by both sides, calls for the re-establishment of
Ethiopian control in the disputed Badme area on the western front, demilitar-
isation of the zone and deployment of a peacekeeping force for six months
while a neutral commission delineates the border. However, the leaders in
Addis Ababa and Asmara still disagree over the interpretation of the plan (see
box in Ethiopia, page 11).

The war of words also
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Diplomatic initiatives to resolve the conflict, all roughly based on the OAU
plan, are continuing. But these efforts appear to have little chance of success
until either side wins a decisive military advantage. The UN secretary-general’s
special envoy for Africa, Mohamed Sahnoun, was in the region at the end of
April and again in early May. Likewise, the OAU chairman, president Blaise
Compaore of Burkina Faso, and his foreign minister have continued to visit
Asmara and Addis Ababa trying to broker a ceasefire—but appear to have
angered the Eritreans by clumsily referring to disputed territory as “Ethiopian”.

The efforts of the UN and OAU negotiators have been supported by several
other African initiatives. Emissaries from Uganda, Rwanda and Zimbabwe
visited both capitals in May, while Mr Isaias and Mr Meles both went to Egypt
in mid-May to meet (separately) with its president, Hosni Mubarak. In June
Libya and Italy initiated similar attempts to shuttle between the two capitals to
find an end to the war. All indications to date are that these initiatives have
met little success.

There are credible reports that both Eritrea and Ethiopia are becoming more
involved in Somalia and with various armed Somali factions. Eritrea appears to
have delivered large quantities of weapons and munitions in recent months to
the Mogadishu-based faction leader, Hussein Mohamed Aideed, for the use of
the Ethiopian rebel group, the Oromo Liberation Front (OLF), and Mr Aideed
in his ongoing conflict with other armed factions. Islamist groups, such as Al-
Ittihad, may also be an indirect recipient of these arms. Ethiopia, for its part,
has also been reported to be shipping arms to Somali factions and appears to
have even sent its own troops into Somalia in pursuit of the OLF and Al-
Ittihad. The recent upsurge of violence in Somalia is, in part, related to these
new developments (see Somalia).

In the context of growing regional involvement in the war, and its need to find
new trading partners now that all trade with Ethiopia has been halted, Eritrea
has sought closer ties with Arab states. Indeed, although relations between
Sudan and Eritrea have been severely strained in recent years, there are signs
that tensions may be easing. According to several Khartoum-based newspapers,
the two countries will hold a series of high-level meetings in coming weeks
aimed at resolving their differences. A military-security committee will
reportedly meet in Asmara, while a political committee and an economic-trade
committee are scheduled to meet in Khartoum. The Sudanese foreign minister,
Mustafa Osman Ismail, is also expected to travel to Asmara in August. This
round of meetings builds on Qatar’s efforts to improve relations between the
two countries, which began in November 1998 (1st quarter 1999, page 24). The
Qatari initiative, which reportedly also has Libyan backing, resulted in a
reconciliation pact signed by the Sudanese president, Omar Hassan Ahmed al-
Bashir, and Mr Isaias in the Qatari capital, Doha, on May 2nd. The two leaders
agreed to refrain from hostile propaganda, to co-operate on security issues and
to restore diplomatic relations. Sudan has long accused Eritrea of backing
guerrillas fighting the Islamist government in Khartoum, and Eritrea broke
diplomatic ties in 1994, claiming that Sudan was supporting Eritrean anti-
government groups (2nd quarter 1999, page 25).
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While Mr Isaias was in Doha he also signed a co-operation agreement on trade
and investment with Qatar before flying to Yemen’s capital, Sanaa, to discuss
bilateral relations. Mr Isaias claimed to have reached an agreement with the
Yemeni president, Ali Abdullah Salih, to improve trade and investment
between the two countries, but no details were available. Eritrean and Libyan
officials have also visited each other several times in recent months, cementing
details of the general co-operation agreement signed between the two countries
in Tripoli in August 1998 (4th quarter 1998, page 31) along with a cultural co-
operation agreement signed in May of this year.

The economy

The conflict with Ethiopia has resulted in an estimated 250,000 Eritreans being
displaced from rural areas along battle fronts, while nearly 60,000 people
(many of whom are Ethiopian citizens with Eritrean “connections”) have been
forcibly deported from Ethiopia. Some of the most vulnerable internally
displaced people are in the semi-desert areas of Gash Darka and Debub, where
they are not easily accessible to aid workers and suffer harsh living conditions.
Problems for internally displaced people, including low food supplies and a
lack of sanitation and clean water, will be exacerbated during the rainy season,
which has already begun and runs until September. However, the donor
response to an emergency appeal for aid in April by the Eritrean Relief and
Rehabilitation Committee (Errec) has apparently been very poor. Relations
between Eritrea and most non-governmental organisations (NGOs) have been
difficult in recent years, especially since most NGOs had been expelled from
the country as the government had claimed they were no longer needed. In
addition, many donors appear unwilling to become embroiled in the politics of
the war and are understandably fearful of the security situation.

Although there is little reliable data on the economic effects of the war, the
financial burden of maintaining a 250,000-strong army is clearly taking its
toll—both in terms of direct war costs and in the diversion of labour. In one of
the few available indicators of macroeconomic health, the nakfa has continued
to depreciate, with the parallel rate falling to about Nfa10.5:$1 at the
beginning of July, about 26% lower than at the beginning of the year.

Eritrea: foreign exchange rates, 1999a

(Nfa:$)

Depreciation
Jan Apr Jul since Jan (%)

Bank rate 7.6 7.7 8.0 –5

Parallel rate 7.8 9.0 10.5 –26

a EIU estimates.
Source: EIU.
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Despite the Ethiopian air raids in May, the country’s main port at Massawa is still
busy, albeit at lower levels than in previous years. In 1997 some 600,000 tonnes
of merchandise passed through Massawa. A port official, quoted in the French
weekly Marchés Tropicaux in May, claimed that the port was loading 500 lorries a
day with goods bound for the south of the country, but acknowledged that
volumes are significantly lower than before the war. The bombings have,
however, resulted in a hike in insurance premiums for ships docking there.
Construction at the Massawa airport and on a new pier are also reportedly
continuing.

The secondary port of Assab, which had primarily carried goods to and from
Ethiopia before the current conflict, continues to be very quiet. However, a few
fishing trawlers still operate from Assab, and work at a ship-refitting facility
also continues. The relative normality of life in Asmara is reflected in the
announcement at the end of June of the forthcoming trade fair for Egyptian
products due to open in the capital on July 15th. The week-long event is part
of an Egyptian initiative to increase exports to African markets.

The two Australian mining companies awarded a gold-exploration permit for a
400-sq-km concession in September 1998 in the northern Eritrean region of
Zara (1st quarter 1999, page 27) have continued with limited mining activity in
recent months. According to a report in the Paris-based Africa Energy and
Mining, Dragon Mining and Genesis Resources have completed their first field
survey and 20 of 171 samples had gradings higher than 30 grams per tonne.
The Zara region lies close to the border with Sudan, far from the area of combat.

—although the Massawa
port is busy

Gold mining exploration
continues
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Somalia

Political structure

Somali Democratic Republic

In theory a unitary republic; in May 1991 the Somali National Movement (SNM)
unilaterally declared the creation of an independent state, the Somaliland Republic, in
the north, while the rest of the country remains divided between rival armed factions

Based on the 1960 constitution

People’s Assembly, but not active since 1991

Last elections 1967 (presidential); 1969 (legislative); next elections: none feasible in
current circumstances

None; Ali Mahdi Mohamed and Hussein Mohamed Aideed are the co-chairmen of the
Banaadir Regional Supreme Council; Abdullahi Yussuf Ahmed is president of the
Puntland administration; Mohamed Ibrahim Egal is president of the Somaliland
Republic (see below)

None; the Banaadir Regional Supreme Council claims to administer the region around
Mogadishu; Puntland is a self-declared autonomous region in the north-east, with Garoe
as its administrative capital; the Somaliland Republic in the north was declared
independent in 1991, with Hargeisa as its administrative capital (see below)

United Somali Congress-Somali National Alliance (USC-SNA); Somali Salvation
Democratic Front (SSDF); Somali Patriotic Movement (SPM); Southern Somali National
Movement (SSNM); National Salvation Council (NSC); Somali National Front (SNF);
Rahawayn Resistance Army (RRA)

Created in May 1991 but awaiting diplomatic recognition; led by the president,
Mohamed Ibrahim Egal, re-elected in February 1997; a new constitution came into effect
in February 1997 for a three-year period, after which a referendum is to be held

Official name

Form of state

Legal system

National legislature

National elections

Head of state

National government

Main political factions

Somaliland Republic
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Economic structure

Latest available figuresa

Economic indicators 1992 1993 1994 1995 1996

GDP at market prices ($ m) 1,137 1,260 1,404 1,563 n/a

Consumer price inflation (av; %) 211 263 312 363 n/a

Population (m) 8.9 9.0 9.1 9.3 n/a

Exports fob ($ m) 93 101 111 123 n/a

Imports fob ($ m) 48 52 56 60 n/a

Total external debt ($ m; year-end) 2,447 2,501 2,616 2,678 2,643

June 1999 SoSh9,000:$1b

Origins of gross domestic product 1995 % of total Components of gross domestic product 1995 % of total

Agriculture 59.0 Private consumption 58.6

Industry 10.0 Government consumption 50.5

  Manufacturing 5.3 Gross fixed capital formation 13.1

Services 31.0 Exports of goods & services 8.8

GDP at factor cost 100.0 Imports of goods & services –31.0

GDP at current market prices 100.0

Principal exports 1990 $ m Principal imports 1990 $ m

Livestock 43 Manufactures 204

Bananas 28 Non-fuel primary products 104

Hides & skins 3 Fuels 52

Main destinations of exports 1997c % of total Main origins of imports 1997c % of total

Saudi Arabia 57.9 Kenya 22.8

United Arab Emirates 15.3 Djibouti 17.1

Italy 12.5 Saudi Arabia 7.6

a All figures are estimates from official or other sources. b EIU estimate of market rate in Mogadishu. c Based on partners’ trade returns; subject to
a wide margin of error.
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Outlook for 1999-2000

Despite an offer in June from the Arab League to broker national reconciliation
talks, the likelihood of getting all relevant faction leaders around the same
table at the same time appears as remote as ever. Indeed, most of the major
clan factions have been involved in the latest round of fierce fighting. Reports
from several sources that new shipments of military hardware have been
coming into the country, much of it supplied by foreign backers of the various
factions, also suggest that an escalation in fighting is likely.

The reported presence of Ethiopian troops in no less than five Somali regions
suggests that it will continue to remain active within Somalia. Indeed, it appears
that the Ethiopian military is seeking to create a security “buffer zone” along
the common border. This will be in response to Eritrean assistance and training
to Ethiopian rebels based in Somalia, notably the Oromo Liberation Front
(OLF). To a certain degree the Ethiopian-Eritrean war is also fuelling conflicts in
Somalia, with each side arming and aiding different armed Somali factions.

There has been some speculation that Ethiopia might even make a push to
capture a Somali port to offset its loss of access to the Eritrean seaboard. Given
the international outcry such a move would likely create, Ethiopia will instead
probably continue to assist friendly militias in attacks on ports, but maintain
its troops further inland. However, should Ethiopian or Ethiopian-backed
forces reach the OLF base at Qoroley, as might be expected following other
victories at Baidoa and Bur Acaba, they would be less than 30 km from the
strategic port of Merca (see The political scene).

Hussein Mohamed Aideed, one of Mogadishu’s principal faction leaders,
suffered a severe setback when his forces lost control of the regional capital of
Baidoa to the Ethiopian-supported Rahawayn Resistance Army (RRA). However,
Mr Aideed still remains strong and will continue to be a major power broker in
the country, especially since his allies have captured the southern port of
Kismayu. Nevertheless, the loss of Baidoa suggests that Ethiopia is backing his
opponents ever more heavily and that Mr Aideed may be facing financial
difficulties. Several consignments of newly imported bank-notes will be used to
pay militiamen, but this could ultimately backfire if the value of the Somali
shilling collapses and inflation takes off. Instead, Mr Aideed may increasingly
turn to Eritrean and other foreign allies for financial and other assistance—
probably at the same time instigating more intense Ethiopian involvement
in Somalia.

With the effective collapse of the state in 1991, Somalia has been a fertile
environment for the growth of alternative authorities, including clan-based
militias and radical Islam, which has rapidly gained influence through religious
and military networks, encouraged and funded by outside groups. Certainly,
several of the clan militias had previously received military training from
Islamic guerrillas from Afghanistan, including those who downed US attack
helicopters in October 1993. More recently, Islamic courts have been gaining
influence, Islamic law (sharia) has been declared in some areas and new Islamic

Clan faction violence will
escalate—

—and Ethiopia will push
for a security buffer zone

Mr Aideed will remain a
powerful force—

—as Islamic
fundamentalism grows

as a potent force



Somalia 29

EIU Country Report 3rd quarter 1999 © The Economist Intelligence Unit Limited 1999

militias have emerged. For example, a newly formed Islamic Tribunal militia
came to light in April declaring its intention to provide security in Mogadishu’s
Bakara market, and it has already fought several battles with militias loyal to
clan faction leaders.

Given that Somalia’s lawlessness makes it relatively easy to set up and maintain
training camps in remote areas, militant Islamist groups from outside the
region may also increasingly use Somalia as a base. There is even speculation
that Osama Bin Laden, the Saudi prince who the US government blames for
the bombing of its embassies in Kenya and Tanzania in August 1998, may
relocate to Somalia if the ruling Taliban forces him to leave Afghanistan.

Continued clan faction violence does not bode well for attempts to deliver
food aid, the need for which has increased with this year’s poor main (gul)
season rains. International humanitarian operations will inevitably concentrate
on relatively safe areas, including the self-styled Somaliland Republic in the
north and the self-declared administration of Puntland in the north-east,
leaving the rest of the country with severe food shortages. Some shipments
have reached the northern ports of Berbera and Bossasso in recent months, but
reports of an outbreak of fighting in Puntland are an ominous sign. Prospects
for the southern regions of Bay, Bakool, Gedo and Shabeellaha Hoose, where
the greatest numbers of food-insecure Somalis are located, are not positive,
given that the UN was forced to suspend its aid operations there for most of
June because of security concerns.

The self-styled Somaliland Republic will continue with its urgent efforts to gain
even limited international recognition. Growing trade ties with the Middle
East, spurred by the lifting of the Saudi Arabian ban on livestock exports, may
help. Another positive step is the move toward a more open political
environment, including a new law to allow the formation of political parties.
Somaliland’s president, Mohamed Ibrahim Egal, will be using this change to
improve the republic’s image (see News from the Somaliland Republic).
Nevertheless, full international recognition is unlikely in the absence of a
broader national settlement including all of Somalia’s regions.

Review

The political scene

After a month of intensive fighting in the Bay region between forces of the
Rahawayn Resistance Army (RRA) and militia loyal to one of Mogadishu’s
principal faction leaders, Hussein Mohamed Aideed, its capital, Baidoa, fell to
the RRA on June 6th. Several reports have indicated that the RRA was assisted
by Ethiopian troops and backed by Ethiopian artillery fire and air support (see
below). Up to 130 people appear to have died in the clashes, and Mr Aideed’s
militia, which had held Baidoa since 1996, has reportedly lost some 40
“technicals” (customised pick-up trucks equipped with rocket-launchers and
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anti-aircraft batteries). RRA forces subsequently pushed south-east from Baidoa,
also capturing the town of Bur Acaba north-west of Somalia’s capital,
Mogadishu. Their ultimate target is likely to be Qoroley, where the Oromo
Liberation Front (OLF), an Ethiopian rebel group with strong ties to Mr Aideed
and Eritrea, has established a base.

An alliance of three clan-based militias led by the Somali National Front (SNF)
wrested control of the southern port city of Kismayu from militia of the Somali
Patriotic Movement (SPM) loyal to General Mohamed Siad Hersi “Morgan” on
June 11th. At least 26 people were killed in the fighting, which involved
artillery and other heavy weapons, and was heaviest on the outskirts of the city
and at the airport. Following the battle, tribal elders were reportedly trying to
discourage looting and revenge killings by the SNF, which had suffered heavy
losses in earlier unsuccessful attempts to take the city.

The forces that captured Kismayu, Somalia’s third largest city, were led by the
SNF’s General Ahmed Warsame, an ally of Mr Aideed from the Marehan clan,
and supported by militiamen from the Abar Gedir (Hawiye sublineage) and
Ogaden clan families. General Morgan and his Majerteen militia had
controlled Kismayu since 1993, despite repeated attacks by his rivals. The
victory gives Mr Aideed a substantial foothold in the south of the country,
which will at least partly compensate for the strategic loss of Baidoa a week
earlier. More importantly, however, the fall of Kismayu, the gateway to the
fertile Jubba valley region, also means the end, at least temporarily, of General
Morgan’s plans for an independent administration for “Jubbaland” (1st quarter
1999, page 34).

Main political figures in Somalia

Ali Mahdi Mohamed: a principal Mogadishu faction leader
whose forces control much of the capital’s northern areas; one
of two co-chairmen of the Banaadir Regional Supreme Council.

Hussein Mohamed Aideed: a principal Mogadishu faction
leader whose forces control much of south Mogadishu and
large tracts of southern Somalia; the other co-chairman of the
Banaadir Regional Supreme Council.

Ali Hassan Osman “Ato”: a principal Mogadishu faction
leader opposed to the Banaadir Regional Supreme Council,
despite being named as one of its vice-chairmen.

Mohamed Qanyare Afrah: a Mogadishu faction leader
allied to Mr Ali Mahdi and Mr Aideed.

Hussein Ali Ahmed: the new governor of Mogadishu,
appointed by the Banaadir Regional Supreme Council.

Musa Sude Yalahow: a Mogadishu faction leader allied to
Mr Osman “Ato”.

Hussein Haji Bod: a Mogadishu faction leader allied to
Mr Osman “Ato”.

Abdurahman Mohamed Fodade: a Mogadishu faction leader
allied to Mr Osman “Ato”.

General Ahmed Warsame: the commander of the Somali
National Front (SNF) forces fighting in Kismayu; allied to
Mr Aideed.

Colonel Abdullahi Yussuf Ahmed: president of the new
Puntland administration based in Garoe; unconfirmed reports
suggest that he has been flown to London for medical treatment
for a severe liver condition.

General Mohamed Siad Hersi “Morgan”: southern faction
leader whose forces were ousted from Kismayu in June.

Mohamed Ibrahim Egal: president of the self-styled
Somaliland Republic.

—but his allies take
Kismayu from General
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Ethiopia has officially denied that it has invaded Somalia or seized Baidoa.
Nevertheless, reports from various sources have suggested that an Ethiopian
presence in Baidoa (or at least troops strongly backed by Ethiopian air and
artillery support) has completed the creation of a “buffer zone” reaching
through El Barde near Beled Weyne in the central Hiiraan region to the town of
Luuq in the Gedo region. According to other sources, Ethiopian troops have
extended their control in the Gedo region in recent weeks, as a column of 100
armoured vehicles have captured the Garbahaarey and Burdobo districts from
local SNF militia, and have penetrated the Galguduud region in pursuit of
militia from the Islamist group Al-Ittihad (2nd quarter 1999, page 32).

Ethiopia denies
involvement in Somalia—
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Ethiopia would be interested in creating a buffer zone both to prevent any
Eritrean efforts to open another military front and to deter incursions from
Somali-based Ethiopian rebel groups, such as the OLF. To a limited extent, the
conflict between Ethiopia and Eritrea is being played out on Somali territory
through the supply of military assistance to rival clan militias and Ethiopian
dissident groups (2nd quarter 1999, page 31). In mid-May, ten Somali faction
leaders—all considered to be rivals of Mr Aideed’s, including Musa Sude Yalahow
and Colonel Abdullahi Yussuf Ahmed, the leader of the self-declared
administration of Puntland in the north-east—attended a conference in the
Ethiopian capital, Addis Ababa, to discuss the Somali situation and Eritrea’s
alleged arming and training of Ethiopian rebel groups. Despite denials by
Ethiopia and Eritrea, media outlets in Mogadishu have continued to report
further imports of weaponry from both countries to various Somali militias in
recent months. One newspaper, Xog-Ogaal, has suggested that Ethiopia has been
providing guns and salaries to anti-Aideed militia operating near Beled Weyne
since April. Another newspaper, Qaran, has reported that Mr Aideed received
arms from Eritrea at the port of Merca, near Mogadishu, in May, and has also
suggested that 800 Oromo fighters arrived at Merca after training in Eritrea.

In late June the Arab League offered to host a reconciliation conference with all
the interested parties and all countries in the region affected by the Somali crisis.
The league’s secretary-general, Esmat Abdel Meguid, made the offer after a
meeting with Mr Aideed and his Mogadishu-based ally, Ali Mahdi Mohamed.

Whether such a forum would be acceptable to all sides in the Somali crisis is
questionable, however, since Mr Aideed’s rivals have also claimed that
prominent Arab League members, Libya and Egypt, have been supplying him
with arms. Although the allegations have been denied by both countries, new
reports have since emerged that Qatar and other Arab states had arranged a
shipment of weapons from Eritrea to Mr Aideed in mid-June. Even without these
recent allegations, the Arab League’s neutrality over Somalia has probably
already been compromised by previous public support from Egypt and Libya for
the Banaadir Regional Supreme Council, the administration in and around
Mogadishu established by Mr Aideed and Mr Ali Mahdi in August 1998 (4th
quarter 1998, page 35). Recognising that the Arab League and other
organisations have become inextricably entangled in Somalia’s battles, an
umbrella group of 21 Somali non-governmental organisations (NGOs) have
appealed to the UN Security Council to appoint a new team to spearhead a peace
process for Somalia.

Highlighting the difficulty of brokering peace among so many factions divided
by political, personal and clan differences, a reconciliation conference among
Somalia’s Hawiye clans in the town of Beled Weyne, the capital of the central
Hiiraan region, has reportedly ended in failure. It appears that the conference
broke down in late June after two faction leaders, Hussein Haji Bod and
Colonel Omar Hashi Aden, accused each other of sabotaging the conference.
Before this recent episode, the Beled Weyne meeting, which began in October
1998, was supported by international aid agencies and had managed to resolve
some clan rivalries in the Hiiraan and Galguduud regions. However, the
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conference had more recently become deadlocked over larger power-sharing
negotiations, and two of Mogadishu’s most powerful Hawiye faction leaders,
Mr Aideed and Mr Ali Mahdi, had declined to attend.

Mogadishu’s police force, which was only established in December 1998
(1st quarter 1999, page 33), had dissolved by April after its last 700 members
left their stations and returned home after failing to be paid. The dissolution of
the new force, which was originally estimated at 2,000, is a blow to Mr Aideed
and Mr Ali Mahdi’s Banaadir Regional Supreme Council. In practice, however,
the short-lived attempt at imposing law and order in the capital had been
wholly unsuccessful.

With or without a police force, Mogadishu and its surrounding areas have
continued to be violent places. The Karan market in the north of the city,
where more than 80 people died in fighting in mid-March (2nd quarter 1999,
page 34), saw further unrest in April, including at least three deaths. Clashes
between rival Hawiye sublineages in the last two days of April in the south of
the city resulted in a death toll of 28, nearly half of whom were civilians. A
newly formed Islamic Tribunal militia, an Abar Gedir force established in mid-
April to combat insecurity in the Bakara market, was also reportedly involved
in several battles with militia loyal to Mohamed Qanyare Afrah, a principal
faction leader allied to Mr Aideed and Mr Ali Mahdi—perhaps suggesting a
growing rivalry between some militias and new Islamic groups. At least 11
people were killed on June 16th when fighting erupted in north Mogadishu
between gunmen from two Abgal subclans, both loyal to Mr Ali Mahdi. Further
clashes between rival militia groups have also been reported in villages on the
outskirts of Mogadishu in May and June, leaving no less than seven dead.

Somali media have also reported violent clashes in Gaalka’yo in the Mudug
region, part of the self-declared state of Puntland, on June 15th between
supporters of the Hawiye clan of Mr Aideed and those of Colonel Abdullahi, the
Puntland president, who were protesting the seizure of Kismayu. Renewed
fighting in the region will not help the deteriorating food security situation. At
the end of April, 335 tonnes of food aid from the UN’s World Food Programme
(WFP) had arrived at Bossasso, Puntland’s main port. The shipment formed part
of a programme aiming to deliver 1,500 tonnes of food to the estimated 100,000
Somalis worst affected by drought in the Mudug and Nugaal regions, where an
emergency was declared earlier in the month (2nd quarter 1999, page 36).

The Somali coastline continues to be one of the most insecure in the world,
with frequent incidents of piracy and hijacking of vessels by militiamen loyal
to the numerous clan factions (2nd quarter 1999, page 37). At the end of April
two Finnish citizens sailing to Madagascar were taken hostage by pirates off the
Somali coast and were only released after a $50,000 ransom was paid. In June
an official of the Kenyan National Seamen’s Union accused vessel owners of
encouraging piracy by paying ransom demands made by Somali militias. The
charges were prompted by the release in May of 21 crew members from the
Kenyan-registered cargo ship Sea Johanna. An initial ransom of $1.6m was
demanded, but the crew appear to have been released without any exchange of
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cash after the intervention of the Pakistani High Commissioner in Nairobi.
Hostage-taking also continues to be a tempting source of finance for land-based
militias. An Italian veterinarian employed by a humanitarian aid agency, Terra
Nuova, was held for three weeks in April-May in the Jubbada Hoose region
before a ransom was reported to have been paid. Terra Nuova denied making
any such payment, but local militia claimed to have received $20,000 for his
release, a fifth of their original demand.

The economy

Despite Somalia’s high cereal production following good 1998/99 secondary (der)
season rains (2nd quarter 1999, page 35), the rains during this year’s main (gul)
season between April and June fell for only half the normal period and were light
and scattered. According to a UN World Food Programme (WFP) report issued at
the end of June, satellite imagery shows the below-normal status of crops and
grazing areas since mid-May in the Jubba Valley, parts of Bay and Bakool, and the
agricultural areas of Somaliland. Since 80% of the country’s harvest is dependent
on the gul rains, this is likely to worsen the already precarious food situation in
the region. The WFP’s Emergency Report, issued on July 2nd, estimated that
about 1m people were experiencing a food-security problem, not including
about 300,000 internally displaced people in Mogadishu.

The prospects for Somalis facing food shortages in central and southern regions
are being further impaired by continued clan faction violence. In Nairobi the
UN announced on June 11th that it had effectively ceased aid operations in the
regions of Bay, Bakool, Gedo and Shabeellaha Hoose, and was closely
monitoring the broader situation. According to WFP officials, poor security
forced the diversion of two ships bringing food aid to the country in June. One
ship had managed to offload about half its cargo of 5,000 tonnes of maize at
the Merca port, south of Mogadishu, before being instructed to divert to
Mombasa, Kenya. Another ship, en route to El Ma’an, north of Mogadishu,
with 600 tonnes of food, was instructed to bypass the beach port and proceed
to Berbera and Bossasso.

Several consignments of new Somali shilling bank-notes, printed in Canada by
a Malaysian-owned firm, have arrived in Somalia in recent months. The notes
were reportedly first ordered by Mr Aideed’s father, General Mohamed Farah
Aideed, before his death in August 1996, but were delayed pending payment.
In March-April of this year a group of wealthy Somali traders, with the
apparent agreement of Mr Aideed, arranged and paid for their delivery, with
SoSh35bn (roughly $3.9m at market rates) arriving at Balidogle airport, 90 km
west of Mogadishu. Other consignments may also have arrived at Balidogle in
early June. Another delivery of new shillings was reportedly received by
Mr Aideed at the Baidoa airport in late May, although a second delivery there
was apparently cancelled following that city’s fall to anti-Aideed forces in early
June (see The political scene).
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With local traders understandably concerned about the inflationary effect of
the new notes, they have sought to reach agreement with Mr Aideed about
their circulation, apparently with some success. How successful they ultimately
have been will be reflected in changes to prices and the exchange rate in the
coming weeks and months. Prices have been rising in Mogadishu in recent
weeks, suggesting that the new bank-notes might be having an impact. The
exchange rate had reportedly fallen to nearly SoSh9,500:$1 upon the arrival of
the new notes (and rumours that more shipments were imminent), but the
shilling has apparently since rebounded to about SoSh9,000:$1.

Mr Aideed is coming under significant pressure to pay his militiamen, and is
reportedly desperate for new cash. This perhaps explains his growing links
with external sources of financing and arms (see The political scene) and his
unusual co-operation with local merchants. In fact, many of these traders
openly support Mr Aideed’s rivals, which may also account for the armed
stand-offs, which are reported to have occurred at the airports upon the
actual arrival of the bank-notes. In a further reflection of the high political
stakes involved, the president of the self-styled Somaliland Republic,
Mohamed Ibrahim Egal, issued a circular on April 27th warning that anyone
found in possession of the newly printed bank-notes would be arrested
and charged.

News from the Somaliland Republic

The government of the self-styled Somaliland Republic has approved a 19-
point resolution to introduce multiparty politics. The council of ministers
voted on May 12th to allow the formation of political parties, provided they
are not based on tribal or religious lines and that they draw support from all of
the republic’s five regions. The presidential spokesman announced in the
capital, Hargeisa, that new parties would be allowed to participate in
forthcoming civic elections and eventually in presidential elections.

Until now, Somaliland’s legislature has comprised representatives of the
different clans, but this new resolution paves the way for all legislators and
members of local government bodies to be elected. The foreign minister,
Mahmoud Saleh Nur, told the BBC World Service on May 13th that the aim
was to avoid the clan-based politics that have torn apart much of Somalia.

The Somaliland president, Mohamed Ibrahim Egal, has sacked several of his
top ministers and dismissed the chairman of the Supreme Court. In a cabinet
reshuffle on May 23rd, Mr Egal also replaced the head of the police and the
Berbera port manager, while the finance and planning ministers swapped
portfolios. Although no official reasons were given for the changes, inter-
national aid donors had reportedly complained to Mr Egal about incompetence
and corruption among some top officials.

—stoking fears of inflation

The government approves
the introduction of
multiparty politics

Mr Egal reshuffles his
cabinet
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Somaliland: cabinet changes
Portfolio New minister

Finance Mohamed Said Gees

Planning Ahmed Mohamed Silanyo

Defence Omer Mohamed Nimale

Information Muse Hagi Mohamed

Police commander Mohamed Jabril

Berbera port manager Saleban Farah

Source: Local press.

Reports that the ban on livestock imports from the Horn of Africa imposed by
Saudi Arabia in February 1998 was lifted in March 1999 (2nd quarter 1999,
page 36) were confirmed in late May after the World Health Organisation
(WHO) declared the region clear of Rift Valley fever. Regular shipments of
livestock bound for Saudi Arabia from the port of Berbera have also reportedly
resumed, and livestock prices have been increasing in recent weeks. The
government now hopes to increase revenue by introducing a $3 per head
livestock levy on exports. Mr Egal has said that the country’s next step is to
diversify its markets away from Saudi Arabia by building an abattoir at Berbera,
allowing the export of frozen meat to more distant markets. The Saudi ban
had slashed livestock exports from 3m head per year to just 1m in 1998,
cutting export revenue to one-third of its normal level of $100m-120m in
recent years. A report from Berbera in early May indicated that the port was
losing $20,000 a month and operating at less than half-capacity because of
reduced livestock exports.

A $1.5m project for Berbera aimed at improving the institutional capacity of
the municipality, particularly in financial and urban management, was
launched by the UN and the EU on May 15th. The project was welcomed by
the Somaliland government, but Mr Egal also criticised the international
community for imposing aid projects without the involvement of local people.
“Nobody asks us what we need or how we want to be helped”, he told
journalists. “For example, this particular project is very much appreciated, but
we don’t know anything about it.” The EU has also reportedly made a grant of
$1m to fund water projects and for training staff to maintain and manage
water installations, while Qatar has donated and installed water pumps.

The first trade fair to be held in Somaliland, and the first in Somalia since the
outbreak of civil war in 1991, opened in Hargeisa on May 28th with more than
50 businesses represented. Exhibitors at the two-day event included small-scale
entrepreneurs, numerous import/export businesses and even telecommunica-
tions companies. The fair was organised by the local chamber of commerce
with support from the EU and a non-governmental organisation, the Irish-
based Progressive Interventions. Somaliland’s lack of international recognition
continues to deter potential investors, however. The secretary of the chamber
of commerce, Abdullahi Dirie Jama, was quoted on June 3rd in the London-
based daily Financial Times as saying: “We cannot enter into formal trade
agreements; we cannot even contact the outside through direct postal services,
as we are not a member of the postal union.”

Livestock imports to Saudi
Arabia resume—

—as Berbera gets some
municipal support

Hargeisa hosts a trade fair
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In an operation agreed between the UN High Commissioner for Refugees
(UNHCR) and local officials, a second wave of repatriations of Somali refugees
from eastern Ethiopia began on June 14th. In the first two days alone, about
1,600 people from the Hartisheik camp in north-east Ethiopia returned to
Somaliland. A total of 10,000 Somali refugees are expected to be repatriated
from Hartisheik this year, while another 10,000 Somalis are due to return from
six other Ethiopian sites. An estimated 40% are expected to return to the cities
of Hargeisa, Borama and Burao. Almost 60,000 Somali refugees returned home
from camps in Ethiopia between late 1997 and November 1998.

Several US-based oil companies, including Chevron, Amoco and Conoco have
reportedly shown interest in resuming operations in Somaliland, according to a
statement by the minister for water and minerals, Ahmed Mohamed Bihi,
carried in the Hargeisa press in May. On his return from a trip to Houston,
Texas, Mr Bihi said that Chevron and Amoco had agreed to consider
reactivating their concessions in Somaliland, while Conoco was also interested
but concerned over the recent tension in the Sool and Sanaag regions stem-
ming from Puntland’s claims to these territories (2nd quarter 1999, page 38).
Mr Bihi added that he had hired a US law firm to retrieve data baseline oil
surveys carried out in Somaliland some years ago.

Refugees return from
Ethiopia

Oil companies are
interested in returning
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Djibouti

Political structure

République de Djibouti

Unitary republic

Based on the Code Napoléon. A referendum in September 1992 endorsed a new
constitution which provides for a maximum of four political parties

Assemblée nationale; 65 deputies, elected by universal suffrage, serve a five-year term. An
alliance between the RPP and the FRUD) holds all the seats

December 1997 (legislative) and April 1999 (presidential); next elections due by
December 2003 (legislative) and April 2005 (presidential)

President elected by universal suffrage; serves a term of six years

The president and his appointed Council of Ministers; last reshuffled in May 1999

Rassemblement populaire pour le progrès (RPP), the former sole legal party, split in May
1996, with dissident members forming the Groupe pour la démocratie et la république
(RPP-GDR), subsequently banned; Parti national démocratique (PND); Parti pour le
renouveau démocratique (PRD). In November 1991 the Front pour la restauration de
l’unité et de la démocratie (FRUD) launched an armed Afar rebellion against the
government. In December 1994 the government signed a peace agreement with a
faction of the FRUD. This faction was legalised as a political party in March 1997 and
contested the December 1997 legislative election in alliance with the RPP

President Ismael Omar Guelleh
Prime minister & minister for land
  development Barkat Gourad Hamadou

Agriculture & water resources Ali Mohamed Daoud
Commerce & industry Elmi Obsieh Waiss
Communication & culture Rifki Abdulkader Bamakrama
Defence Ougoureh Kifle Ahmed
Economy, finance & privatisation Yacin Elmi Bouh
Education Abdi Ibrahim Obsieh
Employment & solidarity Mohamed Barkat Abdillahi
Energy & natural resources Mohamed Ali Mohamed
Foreign affairs & co-operation Ali Abdi Farah
Health Mohamed Dini Farah
Interior Abdallah Abdillahi Miguil
Justice, prisons & human rights Ibrahim Idriss Jibril
Presidential affairs & investment promotion Osman Ahmed Moussa
Public works, housing & construction Saleiban Omar Oudine
Transport & equipment Osman Idriss Djama
Youth & sports Dini Abdallah Bililis

Directeur de cabinet Ismael Hussein Tani
Chef de cabinet Ali Guelleh Abubaker

Djama Mohamed Haid

Official name

Form of state

Legal system

National legislature

National elections

Head of state

National government

Main political parties

Non-cabinet advisers

Central bank governor
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Economic structure

Latest available figures

Economic indicators 1994 1995 1996 1997 1998 

GDP at market pricesa (Dfr bn) 86.6 87.2 86.2 n/a n/a 

Real GDP growtha (%) –2.9 –3.1 –0.2 0.5b 0.8c

Populationd (‘000) 580 600 620 630 n/a 

Exports fob ($ m) 56 38 40 n/a n/a 

Imports fob ($ m) 237 205 200 n/a n/a 

Current-account balance ($ m) 40.0 –18.2 –20.4 n/a n/a 

Reserves excl gold ($ m; year-end) 73.8 72.2 77.0 66.6 66.5 

Total external debt ($ m; year-end) 263 282 296 284 n/a 

External debt-service ratio, paid (%) 5.1 5.5 5.4 3.1 n/a 

Exchange rates (av)
  Dfr:FFr 32.0 35.6 34.7 30.4 30.1 
  Dfr:$ 177.7 177.7 177.7 177.7 177.7 

July 2nd 1999 Dfr177.7:$1

Origins of gross domestic product 1993 % of total Components of gross domestic product 1996a % of total

Agriculture 2.8 Private consumption 74.1

Industry 21.2 Government consumption 33.4

Services 76.0 Gross domestic investment 9.1

GDP at factor cost 100.0 Exports of goods & services 41.3

Imports of goods & services –58.0

GDP at market prices 100.0

Principal exports 1998b % of total Principal imports fob 1996a $ m

Re-exports 88 Food & beverages 52

Live animals 10 Machinery 35

Others 2 Khat 22

Petroleum products 15

Clothing & footwear 14

Main destinations of exports 1997e % of total Main origins of imports 1997e % of total

Somalia 41 France 15

Ethiopia 34 Ethiopia 11

Yemen 6 Saudi Arabia 7

United Arab Emirates 2 Italy 7

Netherlands 2 UK 7

a IMF estimates. b EIU estimates. c Government estimate. d IMF figures, including refugees and expatriates. e Based on partners’ trade returns;
subject to a wide margin of error.
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Outlook for 1999-2000

The start of the new presidential mandate presents Djiboutians with a
paradoxical political outlook. Ismael Omar Guelleh, who is more than 30 years
younger than his predecessor, is eager to portray himself and his policies as
marking a break with the past. Early speeches were imbued with notions of
rejuvenating Djibouti’s political life and administration. The new president
claims to favour appointing younger, more technically competent adminis-
trators, although his new cabinet provides scarce evidence of this. Similarly, he
portrays the revival of a vigorous commercial relationship with Ethiopia as part
of the much needed modernisation of the country.

Yet this message of change remains difficult to reconcile with his personal role
in bringing the country to its current political and economic state. As Hassan
Gouled Aptidon’s principal security advisor, Mr Guelleh is widely credited with
having formulated the bulk of the policies that shaped the evolution of both
the 1991-94 civil war and the ensuing economic crisis. Mr Guelleh has already
made clear that he does not envisage reconciliation with either domestic or
French-based opponents, making a resolution of the security situation in the
near future unlikely. As under the previous government, policy is likely to be
advanced and influenced by the president’s close circle of advisors and their
vast patronage networks.

Djibouti’s new president and his advisors appear confident that the IMF will
approve a full enhanced structural adjustment facility (ESAF) for Djibouti. With
the Fund’s executive board due to vote on the programme in August, all signs
indicate that it will proceed. Even a modest loan from the IMF—sums of no
more than $25m appear to be envisaged—should help to consolidate Djibouti’s
erratic progress towards economic reform. IMF approval is also likely to lead to
other donor support, especially from France.

As part of the ESAF, the IMF will certainly insist on further progress in
overhauling government finances. This will include reductions in the state
payroll, notably via the completion of the protracted military demobilisation
programme, and reducing outstanding salary arrears, now estimated at
DFr23bn ($129m). The IMF is also reported to be pushing for a fivefold increase
in port fees. Although it would greatly increase revenue, the move will
inevitably strain relations with Ethiopia, which accounted for more than half
of all merchandise traffic through Djibouti’s port in 1998.

Both France and multilateral donors will be pushing for faster progress on privati-
sation, particularly of the heavily indebted public utilities, which are in urgent
need of private investment. Although Mr Guelleh is wary of the political implica-
tions of further fiscal reform, he does appear committed to privatisation. The
minister of the economy, finance and privatisation, Yacin Elmi Bouh, who was the
only minister to keep his portfolio in the recent cabinet reshuffle has been given
the task of overseeing privatisation. The president has already been actively selling
the country to foreign investors in France, and will seek to also attract capital from
the Middle East in an attempt to revive the city-state’s moribund economy.

Despite the language
of change—

—Mr Guelleh will continue
with politics as usual

—and the privatisation
programme will

eventually resume

An IMF programme will be
agreed—
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Although no reliable data are yet available, it does appear that Djibouti will
continue to benefit economically from the Ethiopian-Eritrean war. Ethiopian
merchandise traffic through the port, which grew by more than 300% in 1998,
appears to be maintaining its upward trend, which should have a strongly
positive impact on Djibouti’s GDP. Combined with the IMF programme,
Djibouti’s economic outlook is now brighter than it has been since the early
1990s, although prospects for the majority of Djiboutians remain poor, as the
economic base is fragile and nearly completely reliant upon the port.

Review

The political scene

After his victory in Djibouti’s presidential election on April 9th (2nd quarter
1999, page 42), Ismael Omar Guelleh officially replaced Hassan Gouled
Aptidon during a ceremony on May 8th. Four days later, Mr Guelleh confirmed
that the veteran Afar politician, Barkat Gourad Hamadou, would continue as
prime minister, a post he has occupied for more than 20 years. The new
president also announced a new cabinet comprising 16 ministers and three
junior ministers. In addition, he named a new team of presidential advisors,
positions which in the past have often been the real source of power in
Djibouti’s tight political circles. Before acceding to the presidency, Mr Guelleh
was himself the presidential chef de cabinet.

Adhering to his own seemingly contradictory electoral slogan of “change and
continuity”, Mr Guelleh has only partially modified the ministerial team that
has formally governed Djibouti over the past five years. Only five new mem-
bers were brought into the cabinet, but all ministers changed portfolios, except
the minister for economy and finance, Yacin Elmi Bouh (although he was also
given the added responsibility for the privatisation programme). Ougoureh
Kifle Ahmed, the former rebel commander of the Afar rebel movement, the
Front pour la restauration de l’unité et de la démocratie (FRUD), has been
promoted to defence minister. Another former FRUD guerrilla, Mohamed Ali
Mohamed, has been moved from the Ministry of Labour to become minister
for energy and natural resources. Both Mr Ahmed and Mr Mohamed were
awarded cabinet posts in 1995 as part of a deal that split FRUD and brought
their faction into government in an alliance with the ruling party, the
Rassemblement populaire pour le progrès (RPP).

Other cabinet changes include subsuming the civil service & administrative
reform portfolio into the Ministry of Employment and Solidarity (i.e. social
welfare). The culture portfolio has been combined with an expanded Ministry of
Communications and Culture, headed by Rifki Abdulkader Bamakrama, who has
also been named as the principal government spokesman. The most prominent
departure has been that of the minister of foreign affairs and co-operation,
Mohamed Moussa Chehem, who was replaced by the former minister of energy,
Ali Abdi Farah (see Political structure for the entire cabinet list).

The economy will continue
to benefit from Ethiopian

traffic

—and appoints a new
cabinet—

Ismael Omar Guelleh takes
over the reins of

government—
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An important player in Mr Guelleh’s entourage, Osman Ahmed Moussa, has
been appointed minister for presidential affairs and investment promotion,
responsible for liaison between the cabinet and the president and for dealing
specifically with the promotion of investment. Mr Guelleh has also retained a
separate office of advisors directly accountable to the president. In early June
Ismael Hussein Tani was appointed presidential directeur de cabinet, while a
former FRUD rebel leader, Ali Guelleh Abubaker, became the chef de cabinet, the
post held by Mr Guelleh before his presidency. Given that formal political
structures had become extremely personalised under Hassan Gouled Aptidon,
the actual power attached to advisory posts will remain largely dependent
upon personal relationships between advisors and the president. According to
local press reports, Mr Tani will handle the most important and sensitive
security issues, as Mr Guelleh did for Mr Aptidon.

Mr Guelleh’s presidential inauguration offered him the opportunity to formally
mark his presence on the regional stage. Much of the international legitimacy
of Mr Aptidon stemmed from his profile, both as a regional mediator—most
notably between Ethiopian and Somali leaders in the 1980s—and within
numerous international fora. Although the president’s office had hoped that
numerous African and Arab leaders would attend the ceremony, the only heads
of state present were the Sudanese president, Omar Hassan Ahmed al-Bashir,
and Ethiopia’s prime minister, Meles Zenawi. Both met individually with
Mr Guelleh and also reportedly held bilateral talks, primarily on their
differences with Eritrea. A more active Intergovernmental Authority on
Development (IGAD), a regional organisation established by Mr Aptidon with
seven East African member states, would bring further stature to Mr Guelleh, as
it is headquartered in Djibouti-ville, but its revival is largely dependent upon a
resolution of the war between Ethiopia and Eritrea.

For the foreseeable future, Djibouti’s regional relations will be largely con-
ditioned by the Ethiopian-Eritrean war. Djibouti formally broke off relations
with Eritrea in November 1998 after its president, Isaias Afewerki, publicly
criticised President Aptidon’s impartiality (1st quarter 1999, pages 42-43).
Mr Guelleh, like many older Djiboutians, was born in Ethiopia. He had also
established strong working relations with Mr Zenawi and the ruling Ethiopian
People’s Revolutionary Democratic Front (EPRDF) well before the outbreak of
war forced Ethiopia to send virtually all its foreign trade via the port of
Djibouti. While acknowledging close links with Ethiopia, Mr Guelleh has also
hinted that he would be willing to re-establish ties with Eritrea as part of a
wider regional settlement. He has been closely consulted on Libyan and Italian
efforts to broker a ceasefire, but, given Djibouti’s current position, is unlikely to
be considered a neutral arbiter.

Continuing Djibouti’s close links with its former colonial power, Mr Guelleh
made his first state visit to France just two weeks after assuming power. Indeed,
Mr Guelleh reportedly surprised his hosts with an uncharacteristic level of
enthusiasm for enhancing bilateral relations. Backed by significant political and
public-relations personnel, he held a series of meetings in Paris with leading
politicians and businessmen in late May, designed to convince French decision-
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makers of his liberal credentials. Mr Guelleh met with the French president,
Jacques Chirac, who, like his predecessor, François Mitterrand, maintained
warm personal relations with Mr Aptidon. Discussions were also held with the
minister of co-operation, Charles Josselin, and the military chief-of-staff, Jean-
Pierre Kelche. The president also addressed groups of foreign investors and
attended a conference on French economic relations with the Horn of Africa.

The visit had provoked considerable opposition among French politicians,
notably Arnaud Montebourg, a member of parliament and lawyer connected to
several Djiboutian opposition figures who are hostile to the new president and
critical of Djibouti’s human rights record. However, Mr Guelleh’s trip to France
was aided by the fact that he released the country’s most prominent political
prisoner, Aref Mohamed Aref, before the visit, at least partially disarming his
critics in Paris. The case of Mr Aref, who was jailed under questionable cir-
cumstances in February (2nd quarter 1999, page 44), had attracted considerable
publicity in France. A campaign for his release—along with other political
prisoners, including those from a faction of FRUD, who have been held
without charge for nearly two years—was highlighted by hunger strikes by
FRUD activists and sympathisers in France and Belgium. In an attempt to head
off mounting domestic criticism, Mr Josselin met with hunger strikers in Paris
in late April, and promised to raise the issue with Mr Guelleh. In May the
European Parliament also passed a motion condemning Djibouti’s human
rights record and demanding the release of all political prisoners. Mr Aref was
released on May 11th, but he remains banned from practising law, and
authorities have refused to return his passport, effectively barring him from
travelling outside the country.

Though Mr Araf was freed, the FRUD members were not. Indeed, Mr Guelleh’s
inauguration and the attendant public-relations campaign, both in France and
at home, appears to have partly undermined the coherence of his opponents.
However, both the anti-government wing of FRUD, led by Ahmed Dini, and
numerous Djiboutians exiled in France will continue to criticise Mr Guelleh for
his previous role as the main security advisor to Mr Aptidon. In an interview
published in May in France, where Mr Dini lives in exile, he claimed that
FRUD retains a small but effective military capacity. Although the Ethiopian-
Eritrean war has led to increased French surveillance in the north of the
country, which has severely constrained the mobility of FRUD in that region,
limited attacks on government targets have continued. In April a landmine
explosion at Medeho, close to the northern town of Obock, killed four soldiers,
while a similar explosion near Tadjourah killed seven policemen. Responsibility
for both incidents was claimed by Mr Dini’s FRUD. Speculation that closer ties
between Djibouti and Ethiopia might lead Eritrea to assist FRUD has so far
proved unfounded.

Meanwhile, sporadic attacks, apparently designed to intimidate opponents of
the government, have also continued. The most serious of these attacks
occurred on May 25th, when a grenade was thrown at the house of Jean-Paul
Abdi Noël, former député and the president of the tiny Djiboutian Human
Rights League.

Aref Mohamed Aref is
conditionally released

The active faction of FRUD
appears marginalised
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The economy

Djibouti’s new president spent much of his trip to Paris in May attempting to
convince French investors and politicians that he is fully committed to further
economic liberalisation and privatisation. Although no formal agreement has
been announced, Mr Guelleh has strongly hinted that negotiations with the
IMF for an enhanced structural adjustment facility (ESAF) are already con-
cluded. Renewed support from the Fund and the World Bank would certainly
form the foundation for significant restructuring of the economy.

A policy framework paper with new economic data, produced by national
economists and the IMF team, should be released when or soon after the ESAF
is formally agreed. Mr Guelleh has announced—presumably using preliminary
figures from this new data set—that nominal GDP growth was 0.8% in 1998.
Assuming even a modest national account deflator, this would indicate a
contraction in real GDP. However, the source of such figures still remains
largely a mystery, as Djibouti’s statistical service essentially collapsed in the
early 1990s.

Instead, international donors have subsequently relied extensively on informal
estimates and proxy indicators of economic activity, such as port traffic. Using
this measure, a real contraction appears highly unlikely, given that there has
been a large upsurge in economic activity related to transit trade with
Ethiopia—and that 76% of GDP is from services, most of which are trade-
related. The port authority has already reported an 83% rise in traffic in 1998,
including 333% growth in Ethiopian trade (2nd quarter 1999, pages 44-45),
suggesting that the economy, at least by any formal GDP measure, will show
strong positive real growth for 1998.

The IMF programme should trigger a restructuring of government finances and
the privatisation of at least some state-owned assets. Plans for the privatisation
of state-owned utilities and companies have existed for almost a decade, but
the fiscal crisis triggered by the 1991-94 civil war delayed implementation and
severely weakened the viability of public companies. Feasibility studies have
already been commissioned and it appears that eight entities are slated for sale,
including all the principal public utilities: water, electricity, posts and tele-
communications, the railway (owned jointly with Ethiopia), and the port. The
state may also sell two pharmaceutical plants and a dairy.

The state will be hoping to attract private capital for upgrading the port and for
a series of proposed, but as yet rather nebulous, free-trade zones. The Port
autonome international de Djibouti, currently owned and operated by the
state, is reportedly planning a $52m expansion programme in order to deal
more efficiently with the influx of transit trade to and from Ethiopia.
Investments are to be made primarily in infrastructure, with the purchase of a
new pilot tug and a series of quayside cranes in order to expand the offload
capacity of the container port. The IMF’s three-year policy framework paper,
which will lay out the government’s economic reform strategy and timetable,
reportedly envisages the eventual full privatisation of the port, although this
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appears unlikely until a credible restructuring programme is under way. Not-
withstanding the current upsurge in demand for dock labour, the overall
payroll remains bloated and the operations largely inefficient.

In conjunction with privatisation, the government and international donors
are also trying to promote the establishment of free-trade zones in and around
Djibouti-ville, and an office to study and develop such zones has been
established. In the mid-1980s Djibouti experimented with a special tax zone
within the perimeter of the port. Although soft-drink and ice-cream prod-
uction began, the zone ultimately proved unsustainable. Any new scheme
would probably have to be developed in conjunction with improvements at
the port, and possibly in co-operation with Dubai, with which many
Djiboutian and Somali merchants have close links.

Despite the official pledges towards improving livelihoods made during the
presidential election, poverty alleviation will probably remain the preserve of
NGOs and multilateral donors. Most prominently, the multisector public-works
programme, which was announced by the World Bank in March (2nd quarter
1999, page 45), was formally approved in May. The $14.8m project aims to
alleviate poverty among the urban poor via job creation schemes on public-
works programmes in Djibouti-ville’s overcrowded suburbs. The Bank estimates
that average unemployment is 45%. In addition to improved water and sewage
facilities, the project has a significant community-based component, seeking to
improve education and health among some of the city’s most marginalised
groups. The project is to be financed by a credit from the Bank’s soft loan
window, the International Development Association (IDA), and is to be
implemented via a new private-sector entity, the Agence djiboutienne
d’execution de travaux d’intérêt public (Adetip).

The World Bank approves a
public-works project

—and free-trade zones may
be introduced
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Quarterly indicators and trade data

Ethiopia: quarterly indicators of economic activity

                                                                                            1997                                                      1998                                1999 
1 Qtr 2 Qtr 3 Qtr 4 Qtr 1 Qtr 2 Qtr 3 Qtr 4 Qtr 1 Qtr 

Production Annual totals
Coffee ’000 tonnes ( 228a      ) ( 204a      ) n/a 

Prices Monthly av
Consumer prices, Addis
  Ababa: 1995=100 90.2 91.4 93.2 90.9 94.8 98.1 n/a n/a n/a 
  change year on year % –7.4 –5.2 –2.0 0.0 5.1 7.3 n/a n/a n/a 

Money End-Qtr
M1, seasonally adj: Birr m 9,666 9,623 9,923 10,220 9,970 10,596 9,533 9,427 n/a 
  change year on year % 3.5 0.7 2.2 8.9 3.1 10.1 –3.9 –7.8 n/a 

Foreign tradeb Qtrly totals
Exports fob $ m 113.0 154.0 147.4 133.9 151.2 169.7 132.3 n/a n/a 
Imports cif “ 343.9 312.1 351.6 411.3 346.5 356.0 334.7 n/a n/a 

Exchange holdings End-Qtr
National Bank:
  goldc $ m 0.5 0.6 0.5 0.5 0.4 0.4 6.5 6.6 6.5d

  foreign exchange “ 566.3 577.3 531.0 491.4 454.3 429.8 409.7 501.0 464.5e

Exchange rate
Market rate Birr:$ 6.64 6.80 6.81 6.86 6.95 7.06 7.27 7.50 7.52f

Note. Annual figures of most of the series shown above will be found in the Country Profile.
a Estimate. b DOTS estimate. Figures are subject to revision. c End-quarter holdings at quarter's average of London daily price less 25%. d End-
April, 6.4. e End-April, 433.4.

Sources: UN Food and Agriculture Organisation, Quarterly Bulletin of Statistics; IMF, International Financial Statistics.

Djibouti: quarterly indicators of economic activity

                                                                                   1996                                                1997                                       1998         
2 Qtr 3 Qtr 4 Qtr 1 Qtr 2 Qtr 3 Qtr 4 Qtr 1 Qtr 2 Qtr 

Money End-Qtr
M1, seasonally adj: Dfr bn 36.79 36.61 35.78 36.30 32.53 32.36 32.32 26.30 27.29 
  change year on year % –1.4 –0.4 –3.2 3.9 –11.6 –11.6 –9.7 –27.6 –16.1 

Foreign tradea Annual totals
Exports fob $ m (    135 ) (      143        ) (    n/a    )
Imports cif “ (    399 ) (      387        ) (    n/a    )

Exchange holdings End-Qtr
Foreign exchange $ m 73.5 70.4 76.8 71.9 71.3 69.6 65.8 61.9 62.7b

Exchange rate
Market rate Dfr:$ 177.72 177.72 177.72 177.72 177.72 177.72 177.72 177.72 177.72 

Note. Annual figures of most of the series shown above will be found in the Country Profile.
a DOTS estimates. b End-3 Qtr, 62.1; end-4 Qtr, 66.1; end-1 Qtr 1999, 65.1; end-May, 61.4.

Sources: IMF, International Financial Statistics; Direction of Trade Statistics, yearbook.
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Ethiopia: foreign trade

($ m)

Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec
Imports cif 1991 1992 1993 Exports fob 1991 1992 1993

Food, beverages & tobacco 24.8 89.3 97.8 Food 126.3 113.2 138.5
 of which:  of which:
  cereals & preparations 14.2 76.3 78.9   coffee 116.2 107.3 129.2
Petroleum & products 50.1 149.5 165.6 Hides & skins 25.1 32.3 32.7
Chemicals 72.7 58.3 106.1 Total incl others 188.6 197.2 201.7
Basic manufactures 76.3 99.4 124.2
 of which:
  iron & steel 15.6 13.9 38.6
  metal manufactures 17.2 15.7 26.2
Machinery & transport equipment 210.5 192.8 208.9
 of which:
  road vehicles 77.5 96.7 113.4
Total incl others 471.8 656.6 771.6

Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec
Imports cifa 1994 1995 1996 1997 Exports foba 1994 1995 1996 1997

Italy 162 221 174 145 Germany 80 156 126 121
US 157 163 163 133 US 33 31 33 66
Japan 80 120 123 117 Japan 61 56 52 62
UK 81 93 85 105 Italy 32 48 48 51
Germany 117 124 105 105 France 15 21 18 28
Jordan 5 18 70 77 UK 18 23 37 25
Saudi Arabia 50 48 53 61 Saudi Arabia 4 22 21 24
China 19 34 46 60 Djibouti 11 14 16 18
Total incl others 1,121 1,379 1,485 1,409 Total incl others 304 472 460 551

a DOTS estimates.

Sources: UN, International Trade, yearbook; IMF, Direction of Trade Statistics, yearbook, quarterly.
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Djibouti: foreign trade

($ ’000)

Jan-Dec Jan-Dec Jan-Dec Jan-Dec
Imports cif 1991 1992 Exports fob 1991 1992

Food 45,028 43,789 Food 4,593 3,393
 of which:  of which:
  cereals & preparations 17,335 16,307   live animals 2,685 326
Beverages & tobacco 11,603 12,412 Hides & skins 661 124
Crude materials 22,715 23,448 Basic manufactures 457 833
Petroleum & products 19,263 17,427 Machinery & transport equipment 1,978 1,845
Chemicals 12,797 14,855 Total incl others 17,347 15,919
Basic manufactures 36,703 35,208
 of which:
  metals & manufactures 13,179 12,851
Machinery & transport equipment 33,306 42,157
 of which:
  road vehicles 13,989 17,072
Miscellaneous manufactured goods 22,719 18,108
Total incl others 214,403 219,926

Source: UN, International Trade, yearbook.

Somalia: trade with major trading partnersa

($ m)

Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec
Imports cif 1994 1995 1996 1997 Exports fob 1994 1995 1996 1997

Djibouti 40 49 57 63 Saudi Arabia 70 89 89 102
Kenya 53 65 76 35 UAE 13 26 24 27
India n/a 5 27 32 Italy 16 20 19 22
Saudi Arabia 14 16 25 29 Yemen 26 21 34 15
Brazil 21 13 17 27 Total incl others 143 169 188 178
Total incl others 309 279 330 316

a DOTS estimates.

Source: IMF, Direction of Trade Statistics, yearbook, quarterly.

Djibouti: trade with major trading partnersa

($ m)

Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec
Imports cif 1994 1995 1996 1997 Exports fob 1994 1995 1996 1997

France 56 55 55 58 Somalia 36 45 53 58
Ethiopia 28 34 40 44 Ethiopia 31 38 45 49
Saudi Arabia 22 23 25 28 Yemen 44 8 28 23
Italy 24 24 28 28 Total incl others 118 107 135 143
Total incl others 374 419 399 387

a DOTS estimates.

Source: IMF, Direction of Trade Statistics, yearbook.


