DJIBOUTI
Growth is estimated at 6.5 percent in
2016 and expected to remain strong in
2017. Growth in 2017 will be supported
by improved net exports, compensating
for a decline in investment, and pick-up
in private and government consumption.
Although fiscal and external positions are
improving, debt and fiscal sustainability
risks remain. Unemployment, at almost
40 percent of the labor force, continues to
cripple the country.
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Recent developments
GDP growth is estimated at 6.5 percent in
2016 as in 2015. The growth pace in 2016
was mainly driven by continued capitalintensive activities in port development,
construction of a new free zone, and a
railway to link from Addis-Ababa
(Ethiopia) to the Djiboutian ports of Tadjoura and Doraleh. Inflation accelerated to
3.5 percent in 2016 from 2.2 percent in
2015, spurred mainly by demand for
housing and services.
The fiscal deficit is estimated to have declined to 15.5 percent of GDP in 2016,
from 21.7 percent in 2015, given the softening of infrastructure projects for port
development and construction of a new
free zone and the railways, which had
triggered large capital expenditure. The
external deficit also improved slightly to
an estimated 31.1 percent of GDP in 2016,
from 33.0 percent in 2015, as capital imports wind down with the ending of infrastructure projects. FDI remained strong in
2016, estimated at 9.1 percent of GDP,
compared to 7.2 percent in 2015, stimulated by industrial development in the new
free zone and operations of the newly
constructed railway. Foreign exchange
reserves remained strong in 2016, sufficient for coverage of broad money and
currency board, at 3.4 months of imports
in 2016. The REER appreciated by an estimated 1.1 percent in 2016, reflecting the
combined effects of the supply side constraints and high consumer prices. The
banking sector remains weak with a dete-

riorating loan portfolio of commercial
banks and rising nonperforming loans
(NPLs). The ratio of NPLs to total loans
increased from 14 percent in 2013 to 23
percent in 2016. The authorities attribute
this increase to the introduction of stricter
loan classification requirements.
The statistical system in the country has
faced important limitations in terms of
welfare and poverty monitoring. There
have been only two, non-comparable
household surveys collected in the last ten
years, with both missing the nomadic
population – a group that represented 20
percent of the population in 2009 and are
highly vulnerable due to the recent extended drought period. Unemployment
remains widespread with the rate reaching 39 percent in 2015 according to official
estimates. The rate is higher among women (49 percent) and in rural areas (59 percent). Meanwhile, the labor force participation rate is less than 25 percent.

Outlook
Growth is expected to reach 7 percent in
2017 as the sharp drop in investments due
to the end of the infrastructure projects is
expected to be more than offset by the
sharp decline in capital goods imports
leading to an improvement in net exports.
Growth will also be supported by an expected pick up in private and government
consumption. The medium-term outlook
for 2018-2019 remains favorable, with the
expectation that the recent capital investments will generate revenues to service

the debt. The fiscal position should gradually improve, narrowing to low single
digits in 2017-19, under the assumption
that current investments will create new
production and export capacity, spending
is rationalized, and fiscal policies to improve the business environment for SMEs
and increase revenues as well as fuel subsidies reform are implemented effectively.
The current account deficit is projected to
decline to 22.2 percent of GDP in 2017 and
further down to 14.4 percent by 2019, with
a gradual pick up in exports over imports.
FDI inflows and capital transfers should
continue to finance the deficit. Reserves
are expected to continue to guarantee adequate currency board and import coverage (of well over 3.7 and 3.6 months of
imports, respectively in 2018 and 2019),
thus allowing the peg of the Djibouti
Franc to the US$ at 177.72 to be sustained.
Inflation is projected to remain at 3.5 percent in 2017-2018 as demand in the housing and services sectors remains strong.
As growth is mainly driven by infrastructure investments, its impact on job creation is expected to be limited.
Djibouti has embarked on a program to
update its statistical system. A new National Strategy for Development of Statistics is being developed, and a nationally
representative household survey is expected to be rolled out during the first half

of 2017. These are expected to substantially improve the monitoring of vulnerable
populations in the country.

Risks and challenges
Economic diversification, strengthening
institutional capacity and accountability,
and improving public services delivery
remain key challenges to overcome Djibouti’s entrenched macro-economic problems. Addressing the skills mismatch
through active labor markets programs
will also be instrumental in reducing unemployment. Macroeconomic stability
remains subject to high risks, considering
Djibouti’s own internal macro-imbalances
and its vulnerability to global economic
conditions, due to its heavy reliance on
transit trade and transshipments. To ensure macro-economic stability, the government needs to engage in reforms to rationalize spending and effectively implement
fiscal reforms, to improve the business
environment for private sector development, and promote domestic resource
mobilization. Social instability and discontent as well as security issues on the Red
Sea could also pose a risk to growth prospects.
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