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Country: Djibouti

Social and Economic Background of Djibouti

Djibouti is listed as one of the least developed countries by the United Nations. According to the World Bank, in 2003, Djibouti had a population of 705,480 people, with 54% between the ages of 15 and 64 and 3% above the age of 64. There are several indicators to further breakdown the distribution of the population. According to the African Development Bank (ADB), in 2002 unemployment was 59% and labor force participation 49% (32% of whom were women). There was no information available regarding the population living on $1 or $2/day. In a rural versus urban comparison of wealth, poverty is seven times greater in rural areas than the capital city, according to the International Fund for Agricultural Development. Income disparities, measured by the GINI coefficient, increased from 39.5% in 1996 to 40.9% in 2002. The primary economic sectors are services (71%), such as maritime transport, as well as agriculture, manufacturing and fisheries.
After a recessionary period of 1992-1998, due to shocks such as civil war and aid contraction, GDP growth (3.5%) exceeded population growth (2.8%) for the first time in a decade in 2003, according to the African Development Bank. The 2003 purchase power parity adjusted gross domestic product per capita in terms of current international dollars was $2,086. and the most recent data available regarding remittances sent to Djibouti was US$1,024,777 in 1995, according to the World Bank WDI database. In foreign direct investment, in 2003, Djibouti received US$11.4 million in net inflows and US$78 million in net overseas development assistance, according to the Organization for Economic Cooperation and Development. The money supply as a percentage of GDP was estimated by the African Development Bank to be 69.4% in 2003.
The currency of Djibouti is the Franc (DJF) and it is pegged to the US dollar. The average exchange rate was DJF 175:US$1 in 2002, DJF180:US$1 in 2003 and DJF178:US$1 in 2004. The currency board system is responsible for Djibouti’s low inflation rate due to its restrictive monetary policies, mainly the non-monetary financing of the budget deficit and prohibition of refinancing of the banking sector, according to the ADB.

Djibouti was not participating in the Financial Sector Assessment Program (FSAP) of the World Bank and IMF as of August 2002.
Doing Business in Djibouti

The following information is according to an African Development Bank report. Djibouti has a functional infrastructure in transport and telecommunications, relatively open trade policy, no restrictions on capital transfers, a liberal economy and easily convertible currency pegged to the US dollar. Yet, the challenges for private sector development are mobilizing private savings, a judicial system with limited resources, the development of human resources, labor laws and the cost of factors of production (water, electricity and telephone).  To address these concerns, the Government established the National Investment Promotion Agency (ANPI) to promote investments through a “one-stop service”. There were no measurable indicators available regarding doing business in Djibouti.
Regulatory and Legal Environment of Djibouti

Financial sector reform has occurred recently in the areas of money laundering prevention, auditing, and banking sector supervision. Banking ratio restrictions (capital ratio and risk diversification) were adopted that were stricter than international standards as well as legislation to enable greater cooperation with the international community against money laundering. The Government also plans to institutionalize external auditing of the Central Bank. There were no measurable indicators available regarding the regulatory environment in Djibouti.
Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in Djibouti

The following paragraph is according to the African Development Bank. The financial sector is comprised of three commercial banks, six bureaux de change, two insurance companies and an unspecified number of microfinance institutions. Two commercial banks control 95% of deposits, permitting the cost of financial intermediation at interest rates ranging from 7-13%, as of the end of September 2003. According to the African Development Bank, the level of savings (5.5% of GDP during 1999-2003) and investment (10.3% during the same period) is hurting economic growth. Insufficient private savings are a result of low incomes and financial intermediation issues. Bad debts and contested claims (26.5% of the banking sector portfolio in 2002) impact credit volumes and productivity in the financial sector. Approximately 52% of loans are for the commercial sector and are short-term. In an effort to generate long-term resources, the Government established the Djibouti Development Fund in 2001 to facilitate the funding of SMEs. The $33 million fund will be financed 5% by the government, 25% by the private sector and 70% by development partners, notably the Arab Funds. The Djibouti Development Fund was not yet in operation as of March 2004.

Microfinance is a nascent, yet developing sector in Djibouti, according to the African Development Bank. Initial projects were funded by CARITAS and French Development Agency (AFD). As of the end of February 2004, the primary player was the Social Development Fund according to the ADB, financed by the Bank Group, distributing loans through women’s groups and representing 0.3% of all loans granted by the financial system. The International Fund for Agricultural Development, in cooperation with the United Nations Office for Project Services, approved a $3.95 million loan project in 2002 providing loans and non-financial assistance to savings and credit associations. Information regarding the sustainability of MFIs, networks or number of clients was not available. According to the ADB, the Central Bank has recently prepared guidelines for the operating conditions for microfinance institutions and a mechanism for monitoring micro-credit activities. 
Activities of Djibouti’s National Committee

Djibouti does not currently have a National Committee.
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