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I. EXECUTIVE SUMMARY

A. Introduction: The proposed Somalia Economic Rehabilitation Sector Grant
(SECOR) is a five year $60 million program that aims to reform GSDR public
sector institutions over fhe long-term. To do this SECOR, will establish an
agenda, whereby AID, obher donors and Hhe GSDR can set targefs and implemenf
an agreed upon public sechor reform program. SECOR will provide fechnical
assistance and training to the GSDR Lo assist in the reform efforf SECOR
proposes bto ubilize the Somali private sector Lo generate the local currency
£o fund the reform program. Approximately $25 million in commodities,
machinery and equipment will be imported into Somalia for this purpose. If
the reform program is implemented sabisfactorily, these funds will be
supplemented by up %o $25 million in local currency generated Lhrough an
African Economic Policy Reform Program (AEPRP), AEPRP will be added as a
supplement to AID's annual ESF Program. SECOR also proposes o strengthen
the private sector since this will be the sechor which will generate
employment opportunities and tax revenue for $he GSDR. To do this SECOR
will establish a Privabe Sechor Development Fund comprised of The CIP as
well as technical assistance and $raining to administer the commodity
program and to provide technical assistance and %raining to the private
sector. Priority areas will be in the agribusiness and infrasfructure
secgors.

B. Summary Descripfion.

Somalia's enormous economic problems are virtually unmanageable until more
disciplined spending and management practices can be introduced into the
public sector. The importance of this point is underscored in the area of
debt management; one of Somalia's most immediate and significant economic
problems. The GSDR's $1.9 billion outstanding debt is jeopardizing future
external financing which, by some estimates, has been financing over one
half of the government operations and provides critical foreign exchange to
the private sector. Unless the public sector improves ifs debt management
and monitoring operations, in a relatively short time, the harm to the
economy will be crippling. Equally important, Somalia must re-~examine the
range, scope and priorities of its public sector activities with respect to
what iL can effectively finance. The GSDR posts large budget deficits every
year and it is still failing to operate and maintain basic public sector
services such as primary education. Poor performance in the public sector
is also constraining private sector activity. The country's physical
infrastructure, including roads, communication facilities, and the power
station, is deteriorating due to a lack of recurrent budgeting and
maintenance programs. Other public sechor operations, which provide vital
support to the private sector, such as banking, insurance, éhipping, and
petroleum services, are undercapitalized and characterized by high fees and
low quality services. There is a compelling need to encourage greater
private sector investment and participation in the economy; to increase
domestic financing for development activities; and, in some instances
replace or supplement public sector investment and services.

The GSDR is considering major public sector reforms aimed at rationalizing
the GSDR budget, increasing tax revenues, restructuring the civil service,
and expanding private secktor investment and services in the economy. These



reforms are fundamental for building Somalia's long Germ economic recovery
plan. A% the same Lime, the fechnical and financial requirements of
undertaking these reforms are greafer than the GSDR's internal resources.

SECOR is designed as %he USAID input into a multi-donor effort fo support
the GSDR reform efforfs. The SECOR central focus reflecis USAID's principal
interest in encouraging and assisting the GSDR to consolidate and improve
its budgeting system and establish an instifufional structure for civil
service reform. USAID also expects to be a participating donor wigfh UNDP in
implementing tax reforms and with GTZ for promoting private sechkor
developmenf. While the focus of SECOR is public sector reform its
implementation strategy will also contain a strong element of private sector
development, In particular, Somalia's public sector will be encouraged %o
ugilize more private sechor services in ifs operations, and Lo encourage
private investment in those sectors where it is determined to be appropriate.

SECOR contrasts strongly with previous policy reform programs in Somalia.
First, it provides a multi-year time frame to introduce and implemeni policy
reforms. Second, the design of Lhe program recognizes the interdependence
of the different fiscal reforms. Third, it attempts a mulgi-donor approach
to provide the fechnical and financial resources for supporting the broad
range of GSDR reforms. This atbempt at establishing a unified policy agenda
with substantial resources $o supporf it gives SECOR an excellent chance of
success in focussing the GSDR's long Lerm reform efforts. Fourth, LShe local
currency grant program adds leverage §to the reform program, by making the
disbursement of local currency contingenft upon adequate GSDR implementation
of the reform program. Further leverage is added through the provision of
resources under an AEPRP, if the reform program is implemented
satisfactorily.

C. Program Description

The purpose of SECOR is o implement GSDR policy reforms which will improve
the efficiency and sustainabilify of public and private sector development
efforts. SECOR will atbbempt Lo establish a long-term Policy Reform Agenda
between AID, the GSDR, and donor community. Through action on this Agenda,
SECOR will atjempt to achieve the following policy reform targets by the end
of the Grant Program. First, the GSDR will be operating under a unified
budgeting system that allocates and accounts for all receipis and
expenditures. Second, Government revenues from Lfaxes will be the equivaleng
of 8% of the Gross Domestic Product and will utilize a wider range of
revenue sources. Third, the GSDR Civil Service will be restructured to be
more effective and responsive and will be guided by a Civil Service
Commission. Finally, improved incentives and opportunifies will be in place
for the private sector, leading to increased investment and contracting.

SECOR has three components: a public secbor reform component, a privage
sector componenit, and a local currency componeni. The public sector
component supports: (1) the development of an improved GSDR budgeting and
accounting system; (2) modifications to the revenue system aimed at
strengthening the base upon which the tax system is built and improving
collections; (3) the establishment of a Civil Service Commission; and, (4)
introducing and testing improved budgeting, revenue systems, and personnel

practices in key GSDR ministries. The private sector component over time
becomes a mian source of financing the increased costs of civil service
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reform and through expansion of job opportunities an alternative employer
for ex-civil servants. The private sector component consists of a managed
fund to assist small to medium sized firms engaged in or capable of
expanding their operations to producing items for import substitutfion,
exporks, and provision of services for GSDR infrasiruckure construction.

The last component is the local currency one. Inigially, local currency
funding for civil service reform will be provided by generations from the
Mission's ESF program grants. However, as the managed fund for the private
sector component moves forward it will also generafe shillings which would
be applied to civil service reform. All such local currency, whether ESF or
SECOR generated will be placed in a special account %o be released only upon
satisfactory implementation of mutually agreed reforms related %to
improvement of the civil service. Civil service reform will have a large
demand for such shillings because an urgent need o instill professionalism
in the GSDR bureaucracy is raising salaries %o a realistic level in order o
eliminate current practices used to supplement salaries.

A technical assistance contract estimated Lo cost approximately $5 million
will be employed %o assist the GSDR implement public sector reforms and
private sector development activities. The conkrack will provide policy
analysis, financial systems and management, and taxation specialist skill to
support the GSDR's public sector reform activigies and to develop and test
applications for these reforms among GSDR ministries. -

A second component will be the implementagion of a Private Sector
Development Fund. this fund would be administered by a contractor familiar
with business development and investment and would provide foreign exchange
to private businesses in exchange for shillings, and perhaps in some cases
on credit ferms, to be used for importing necessary production inpugs, raw
materials and equipmen%, and for technical services. Businesses with
existing or potential capacity to produce items which replace finished
producis currently being imported or add value o exporis and to provide
services to the government for the construction or maintenance of
infrastructure related %o private sector development would qualify for using
this facility. An additional responsibility of the fund management would be
to carry out studies aimed at solving practical problems impeding privage
sector development, including changing current policies on use of government
monopolies and parastatals which these do not make good economic sense. It
is assumed given the agriculture base of Somalia's economy that a major
focus on agribusiness although this would not be an exclusive focus.

If the Reform Program proceeds in ap acceptable manner, AID expects to
supplement SECOR with funds from The African Economic Policy Reform
Program. AID anticipates an annual $5 million AEPRP during the life of the
Sector Grant.

SECOR can be funded principally through Development Assistance Funds; wikth
AEPRP funds coming from Economic¢ Support Funds.

D. Program Design and Developmenk

Subject to the approval of this document in AID Washington USAID/Somalia
will undertake a series of reviews %o address the feasibility of the
different aspects of the program design. A schedule of design activitgies,
resoirce regniremente and draf: cconee of wark are included as Annev D,



II. PROGRAM FACTORS

A) Conformity wigh GSDR Strategqy and Resources

1) An Economy in Crisis

Somalia's economic problems are enormous. Iis external debt, estimated ag
$l.9 million, is the equivalent of over one years GDP. Annual debt service
payments alone exceed the fotal value of the country’s exporis by fifty
percenti. Trade imbalances are staggering; the value of imports exceed that
of exports by a four o one margin. The Central Government budget is
continually in the red, posting large deficits year in and year out. This is
in spite of the fack that over half of the domestic budget is financed
directly or indirectly by external donors. These budget deficibs are
adversely affecting economic performance by fueling inflation, reducing
finance for servicing the GSDR debts, and pukting a brake on the private
sector growgh., More importantly, until fhese budget deficits can be
controlled it is virtually impossible Lo effect a long range plan for
Somalia's economic¢ recovery. While tax collections have been improving, the
fotal tax revenues still represeng only six percent of the GDP which is low
by international standards. Opportunifgies for significantly increasing
domestic finances are limited by the aiready high use of duties and a tax
sftrucgure which does not allow for much increased reliance on income taxes.
In addition the "informally" collected taxes makes the true burden on the
private sector relatively high with respect o GDP, bub gives litgle revenue
to the government. Complicaking these problems, and efforts Lo
construckively address them, is an inefficient and demoralized civil service.

The causes of the current crises are rooted in Somalia's recent history. The
debt problems, for example, became considerably worse because of Somalia's
war with Ethiopia in the Ogaden in fhe 1970's. The simultaneous influx of
refugees fleeing the war, drought, and the withdrawal of the Soviet Union
exacerbated the exisging problems. Somalia's efforks Lo extkricate itself
from a worsening situafion have also been hampered by the legacy of their
experiment with socialism. This legacy is charackterized by a
deteriorating physical infrastructure, a private sector which is still
recovering from the dismantling of the 1970's, and a public sector which is
ineffectual and financially bankrupt. The international community, while
well intentioned, has contribufed to Somalia's long term problem by
continuing to provide loan assistance, insgead of granis, which has
increased overall debt.

Somalia's economic situation is becoming ever more unstable as a result of
its debt problems noted above. AL the end of 1986 the GSDR was in arrears
to ifs creditors to the fune of $l72 million as a result of failure to have
a Paris Club debt rescheduling session, which has now become a yearly
necessity. The GSDR system for paying its debt is generally to pay only
those debts needed Lo keep or reestablish donor funding flows and then only
at the last minute. They are not ak all prepared for tackling the complex
issues of debt management. AL the same time the lack of initiative on behalf
of the donors to reschedule debt has already resulted in some donor programs
being suspended.



2) Proposed Correcfhive Ackions

The GSDR with the IMF and the donor community have proposed a series of
actions which are aimed ak setiting up an economic recovery plan. These
actions include: 1) a reduction in the GSDR capital spending as ouglined in
the Public Investmeng Plan and a consolidation of funds for meeting
recurrent expenses o maintain infrastructure.; 2) a plan for debt
rescheduling; 3) the endorsement of an IMF agreement which sets limigs on
public sector spending and overall credif levels. The IMF Agreement permits
a 22% increase in civil servants salaries, if funded from a decrease in
other expendigures or an increase in taxes; and 4) a restructuring of the
gax syskem and administration.

Strucktural adjusimenis endorsed in general by the GSDR, and still the
subject of negotiafion with the IBRD and other donors include: 1) reforms of
the Ministry of Finance's budgetary sysgem; 2) civil service reform; 3)
revenue reforms aimed a%i increasing the revenue base and collection system;
4) privagization and privakte sector development.

3) GSDR Capacifpy To Undertake Corrective Actions

The most imporgang factor affecting the GSDR's capacity Lo undertake the
actions which are required %to turn its economy in the righf direckion is
polikical support. The existing economic situation in Somalia, cannot be
improved without a deep political commigment %o weagher the coming storms.
It appears thay this commitment is materializing, although its authenticity
has yet to face a serious test. In the past the GSDR has stayed the course
on other reforms which it has said it would implemenf, namely the
agriculgural pricing and marketing reform and the establishment of a free
market exchange rate system. Another fackor, which heavily influences the
GSDR's ability to carry out the improved reforms, is the extent to which it
is able o mobilize the internagional community to finance economic reforms
and restruckturing. The GSDR is in serious financial difficulty and is
unable Lo completely pay for any of the public sector reform programs which
are needed. In addition, while there is a reservoir of talent among Somalis
which can be expected o contribute tto any reform and resiructuring program,
gpecial technical skills related to budgeting, finance, and taxation will
need to be imported. The private sechtor has proved it resilience over the
last several years and can be expected to provide a significant impetus %o
the reform effort if given the opportunity.

B. Relationships to the CDSS and other USAID Programs

1. Counkry Development Strategy Statement (CDSS)

The Somalia Economic Rehabilitation and Reform Sector Grant received its
impetus from Program Week discussions made during May 1986, As a result of
the discussions, it was decided thaf USAID would explore performance based
sector assistance possibilifies for ESF or DA funding and for other donor
programmming as an option to traditional project assistance. (See 86 State
205248 attached as Annex H.) While th mini-donor conference discussed at
Program Week never magerialized the decisions made at Program Week resulted
in USAID developing a series of USG positions on a number of crucial macro
policy items that need to be discussed with the donor community and the
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GSDR. The posifions covered the areas of Somali budget ragionalization,
private seckor support, foreign exchange auciions, food aid, civil service
reform and the use of local currency. (See 86 Mogadishu 87281 attached as
Annex H.)

The Somalia Economic Rehabilitation Project is directly supportive of both
short-term and long-term objecfives of USAID's Country Development Strategy
Statement. In the shorf-term our skragegy is to provide balance of payment
support, reduce the public deficit and support promising areas for fulture
growth. SECOR will provide extra dimensions o existing AID programs, in
support of these objectives, by supporiing programs fo rationalize budget
receipts and expendifures, and improve the performance of the Civil
Service. Addigionally, the provision of local currency granis from SECOR
increases the leverage available for promoging ofsher projects.

The long-term objecfive of the CDSS is to build a base for productivity in a
diversified and oukward orientated economy. Clearly, the provision of
commodifies, technical assistance and Lraining envisioned in implemenging
public sechor reforms and developing business and agribusiness
opportunities, as well as basic road, water and communication sysgems are
directly supporiive of fhis long~ferm goal. The utilization of the private
sechor will further support this goal. Finally, a Civil Service that is
adequately trained and maintained will address many of the institutional
problems constraining long term economic growhh in Somalia.

2. Relationship with Ofher USAID Projects

The policy reform agenda of SECOR will directly support the ongoing USAID
projects and programs. This is particularly relevant for the Civil Service
reform activities which will have direct effect upon the timely
implementation of all AID and donor community projects.

SECOR will continue programs initiated under the Policy Inigiatives and
Privagization Project (649-0132), SECOR will replace PIP's by undertaking
many of the pathbreaking policy reform and privakte sechor acgivigies
originally underktaken through PIP's,

SOMTAD is probably the program most complementary %o SECOR. SECOR will in
many ways continue on from SOMTAD., Pargicularly as regards the continued
organizational strengthening of key developmental ministries. Also SECOR
will benefit from initial civil service reform work started under SOMTAD
Finally, it is doub%ful that SOMTAD can be successful without an activity
such as SECOR being implemented. The upgrading of GSDR staff will have
lisgle effect unless the long and short-term training programs are supported
by a program of raising civil service salaries and civil service reform.

SECOR will also compliment AID's annual ESF Program. By addressing reform
as & long-term issue, SECOR will provide the inputs by which the annual
program focussing on balance of payments and stabilization can be
rationalized.
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Finally, SECOR complimenfis the work done under the Comprehensive Groundwager
Development Project (649-0104) inigiating private sector water developmeng
activigies., Some of the activigies suggested under SECOR received their
original impetus from the major study conducted by Louis Berger
International and funded under CGDP. The project also funded a series of
well drilling operations implemented through the private sechor.

C. Assessment of Donor Supporf for The Program

The size and complexity of the reform program required under SECOR requires
a multi-donor approach. AID experience with other donors in the past has
been one of positive collaboration where parallel commifments are involved.
There is no reason o assume Lhis type of collaboration cannot be continued
under SECOR. Examples of successful collaboration are pargicularly evident
in germs of ghe Jjoint development of the Somalia Agriculture Sechor Sirategy
between AID, The World Bank, GTZ, and the United Nations. This
collaboration led 0o the design of the Shebbeli Water Management Project,
and o the possible continuation of rainfed agriculfural research by &the
World Bank after AID support ends for this research with the completion of
The Bay Region Agricultural Development Project in FY88. Additional
examples include excellent collaboration among the Consulgative Group
concerning jhe Bardere Dam and the development of the Jubba Valley, and
collaboragion between AID, (through Improving The Efficiency of Education
Systems), The Worid Bank and UNICEF on the Education Sector,

One aspecti of SECOR that would suggest donor supporf is the long-germ
strategy involved. USAID does nof expect the donor community to give SECOR
its inigial, unanimous suppor%, but over time, as prodgress is made, we
expect donors to become more supporfatiive of the Policy Reform Agenda
proposed. SECOR will be AID's conhribution o the %obal reform program.
SECOR support would include technical assisgance, studies and hraining %o
assist the GSDR in reaching rational decisions and in implementing these
decisions. Foremost, however, SECOR will propose Lo provide a definite
periodic forum where the reform agenda can be discussed and the GSDR's
progress in achieving this agenda measured. If adequabe progress is made in
the reform program, SECOR will provide addikional AEPRP funds to supplement
the development assistance funds provided under the Private Sector
Development Fund. USAID expects to develop the mechanism for implementing
this Agenda with other donors and the GSDR during final design of SECOR, and
finetune the mechanism during implementation.

ITI. PERCEIVED PROBLEMS

A. Qverview 0f Reform Program

Somalia's critical economic problems and development constraints have been
highlighted by the GSDR and supporting donor agencies, including USAID, in
great detail, During recent years a myriad of policy and institutional
issues have been identified as the principal impediments to economic
development in Somalia.
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The diversity and complexihky of these issues, ranging from civil service
reform ko private banking, makes it difficul% to visualize the origins of
these problems and how they are related. This is a conceptual problem which
acts as the first hurdle o inikiating corrective action. A simple analogy
may help clarify for the reader the connections between the various
development issues which are described in this paper. Suppose a Mogadishu
taxi cab driver brings his car into your garage and tells you his car isn't
running very well. He highlights its problems &o you; it doesn’'t have much
power, it starts hard, once or twice ikt has stopped cold and, the funny
noises under the hood make him uncomfortable about depending koo much on
this kbaxi to earn his future livelihood. After taking an iniitial look at
the car your suspicions are confirmed. The taxi needs major repairs and
just as importanily, a regular maintenance program.

You have found that the carburetor, which is responsible for mixing the
correct amounts of fuel and air, is faulty. Tracing the source of the
problem, it is also quite evident that the fuel line is leaking and the fuel
pump needs a complete overhaul. By the time you reach the rear of the taxi
more problems have cropped up; the fuel bank is nearly empty and is much too
small for long trips. In order to get the taxi back on the road and earning
money again, you advise the cab driver thak, before anything else, he needs
to keep more fuel in the tank, and if he is serious about long trips outside
of town the tank capacity should be increased. If he would be willing ko
pay the cost of repairs you could overhaul the fuel pump, repair the fuel
line, and rebuild the carburetor. It would be up to him, all the repairs
must be undertaken for kthe taxi ko be roadworthy and dependable.,

One could very well imagine that Somalia's development prospects are similar
to the Mogadishu taxi, economic performance has been weak, the industrial
sector has been operating at only 30-40% capacity. New economic activities
are equally hard to sktart, and foreign currency shortages and/or spare parkts
problems have brought the economy to a slow crawl on more the one occasion.
There are a number of garages and mechanics in town, USAID being one of the
largest, Fukhermore, there is a growing consensus among the mechanics that
in order to get the "development™ taxi back on the road four major
repair/reform actions have to be undertaken simultaneously: budgek
rationalization; civil service reform, tax reform and adminisktration; and,
private sector development. Budget rationalization, which refers to the use
of budgeting principles to betker plan and conkrol the use of public
expenditure and civil service reforms are analogous ko the faulty carburetor
in the taxi. Currently, public expenditure is characterized by too little
financial fuel and too many civil servanks who like the air in the Mogadishu
taxi carburetor are not productive without the fuel of financing. Regular
maintenance and inktermittent overhauls are required to keep the budget and
civil service operating smoothly. The tax reforms are aimed at replacing the
existing fuel pump with a more efficient model. By increasing the GSDR
revenues Somalia's development ackivities can eventually be domestically
financed and maintained. Leaks in the fuel line represent poor collection
and/or accounting procedures which permit legitimate revenues %to escape from
serving the purpose for which they were collected. Finally, the productive
secbor of the economy, largely under private conkrol, symbolize the fuel
tank of the "development®™ taxi. Like the Mogadishu cab driver the GSDR has
not kept enough fuel in the tank by not colleckting taxes adequately, under
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utilizing key sectors of this economy and by failing to create an
environment conducive for expanded private sector acktivities. In summary,
Somalia's economy, like the Mogadishu taxi, can be repaired if there is a
willingness on the part of the owners to pay the cosks. 1I&s only natural to
expeck that the GSDR will look to cut corners, postpone repairs, and look
for a buy now - pay lakter arrangement. Likewise, the garage owners and
mechanics will be hesitant about providing credit. It is clear, however, %o
all parties that the repairs must be made while spare parts are available or
run the risk of lebting the vehicle si%t idle for a long time.

B. Environment Ffor Policy Reform

Based upon the economic conditions highlighted above, a series of policy
reforms aimed at economic¢ recovery and skabilization have been under
discussion between the GSDR and iks financing parktners. These reforms
include revenue reform and adminishration, budget rationalization, civil
service reform, and private secktor development. It should be pointed out
from the start, that the GSDR has not made any firm commitments on these
issues, and there are at present no formal agenda for seeking multi-donor
commitments and cooperation. There is, however, sufficient informatkion to
consider how such an agenda should be developed and the priority areas for
USAID interest. A brief explanation of the circumstances surrounding each
reform and description of its present status is provided below,

1) Revenue Reform and Adminiskration

Given the central role domestic financing will play in the overall policy
reform process it is appropriate to begin with a description of the
performance of the GSDR revenue system and the proposals for modifying ikt.
Although revenues have been rising in monetary terms, they steadily declined
in real terms and as a percent of GDP between 1983 and 1985, This decline
in revenue was caused primarily by a poorly designed tax system and an
inefficient adminisktration of the collection process. With the
encouragement of the IMF Agreement, the GSDR was able to nearly double tax
revenue in 1985 and 1986. The key elements of this effort were: 1) a
currency devaluation and an increase in the exchange rake for calculating
import duties; 2) an increase in the coverage and administration of excise
taxes, and, 3) improving tax administration. A significant change in the
tax structure was introduced when the GSDR switched from specific rates for
valuing imports ko ad valorem rates which made the struckture less

inelastic. However, in the application of the new system add valorem rates
have not really been used. In practice cuskoms officials use a sekt table of
values to avoid under invoicing, and the values in the table have been set
sufficiently high that the table value, rather than the achtual invoice
value, is used. Thus tax rates refleck more fixed rates than ad valorem
rates.

Despite the recent improvements in the revenue system, revenues in 1986 are
estimated Lo represent only 6% of GDP as compared ko about 10% in 1982 and
1983. 1Initial estimates suggests that the ratio between domestically
generated revenue and the GDP will need to be increased to 8% just to cover
the increased cost of the proposed civil service salaries. Reforms to kthe
GSDR revenue system require a change from using essentially income inelastic
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taxes, such as the import duties with specific rates mentioned above, to
more elastic tax rates which increase with inflation and growth of GDP such
as income taxes. It should be poinked ouk thak a quick swikch to income
ktaxes may not result in a quick increase in revenues since a number of
administrative problems would have to be worked out. Based upon kthe
measures which have been adopted in the last three years, it appears that
the GSDR is serious about wanting %o maximize revenues. Likewise, the IMF
continues to puk pressure on the GSDR ko increase its revenues under the
GSDR/IMF Agreements. However, the narrow kax base in Somalia, combined wikth
the growing 2zeal of the GSDR and the IMF &o increase revenues, raise the
possibility that indiscriminate tax increases will occur, sending the wrong
signals to the productive sectors of the economy and adversely affecting
Somalia's long term development prospects. While AID fully supports the
general measures which are required to implement the GSDR revenue reforms
the focus of its interest is in increasing the GSDR analytical and
enforcement capacity to implement tax reform in ways that are consistent
with iks development objechives.

2) Budget Rationalization

The purpose of budget rationalization is ko mobilize and allocate, in the
most efficient manner the financial resources needed to realize the broad
socio-economic goals and objecktives of the country. Budget rationalizaktion
depends upon the establishment of sound accounting and budgeting techniques
and their application to planning and conkrol in the public sector.

The existing GSDR budgeting framework consists of two separate instruments:
the Ordinary Budget(OB) and the Domestic Development Budget (DDB). The
Ordinary Budget corresponds ko the official operating budget. The DDB
represents the GSDR fiscal contribution to development projects which, in
addition to the direct investment by donor agencies, is formally identified
in the planning document known as khe Public Investment Program (PIP). The
PIP is financed almost entirely by local shillings generatked from
non-project assistance programs of external donors.

The basis for focusing attention in the area of budgeting sktems from three
concerns. First, the current budgeting system is inefficient and does not
fulfill its main purpose of mobilizing and allocating scarce resources in
accordance with overall national goals. In the absence of an accounting
framework, there is no clear distinction between operating (recurrent) coskts
and development (capital) expenditure. This, in turn, has allowed the GSDR
to shift the burden of its recurrent costs to donor financed development
programs.

Secondly, the budget allocations under the exiskting syskem are inequikable,
The PIP budget is incomplete, not all projects are listed and those Lthat are
have no consistent sense of priorities, Ministries providing economic and
social services receive only minimal funding from the domestically financed
Ordinary Budget. Some are able to tap counterpart funds in the DDB (e.g.
the Ministry of Agriculture). Others, unable to capitalize their operating
costs within development projeckts (e.g. the Ministry of Education), have
suffered a dramatic reduction in services.
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Thirdly, the GSDR's economic and social programs are almost exclusively
financed from donor's development programs. Donor grants and loans as a
share of botal revenue have increased from 21% in 1983 to 60% in 1986.
Grants in 1986 were almost as large as the Ordinary Budget. This dependence

renders the GSDR very vulnerable. Not only is the country dependent on
donors for foreign exchange, it is also dependent for funding domestic

expenditures. The situation may be worse than it appears, since not all
donor-generated local currency or other aid appears in the budgetk. 1In
addition, only the U.S. local currency is programmed. Thus the remainder
forms a larger pool of funds allowing the GSDR ko increase expenditures and
commikments for the future withoutk any need for sound budgeting.

From a long-term development standpoink, the exishting budgetary situation is
untenable. AL presenk, the GSDR has no plan for sustaining development
projects from domestic financing let alone for evenkually funding fukture
investment costs, The solution to this problem , while not easy to achieve,
must be based upon a recognition of the dangers of dependence on
donor~generated local currency and upon the need for realistically
estimakting all the shork, medium, and long-term public sector financial
responsibilikies,

The GSDR must take immediake steps to reorganize its budgeting system so
thak ib serves its proper function: allocating scarce resources to meeh
recurrent cosks, debt repayment, capital investment and general development
requirements. This includes establishing a plan for evenktually financing
these costs from domestic resources. A cenkral feature of such a system
would be budgeting and accounting procedures which conktrol GSDR revenues and
donor counterpart funds. There appears to be general consensus among the
IMF, World Bank, and USAID on this approach.

For the last several years USAID has been working with the Ministry of
Finance on the portion of the DDB which is funded from USAID generated local
currency. Considerable progress has been made in establishing standardized
procedures. Since the largeskt share of counkterpart funds included in kthe
DDB are generated by USAID programs ik would appear logical that AID
conkinue to work in this area. While the commitment of the GSDR ko
earnestly undertake meaningful budgetary reforms is still solidifying, kthe
large share of the budget directly aktributable to donor resources offers
considerable leverage to donors to point out the benefihks of such reforms.

3) Civil Service Reform

Somalia's Cen&tral Government civil service employs an estimated 45,000
persons. Unless these employees work for a Miniskry thak is able o benefit
from donor programs they are drastically underpaid; a fact that serves as a
disincentive to anyone considering a public sector position, and a general
cause for the poor productivity and output of those who do., During recent
years this problem has become more acute. In 1984, serious budgek
conskraints forced the GSDR to discontinue its policy of hiring all high
school graduates. Furthermore, as part of its IMF Standby Agreements the
GSDR has not raised civil servants salaries since 1981 although a token
increase of 20% is planned under this year's IMF Agreement. The IMF is
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willing %o consider any additional increases which can be funded from
increased revenues or decreased expenditures., This laktter action has
resulted in a situation where, on average, civil servant salaries are only
20% of what they were in 1982, and only a fraction of what is needed for
subsistence. The combined effect of these actions is that civil servants
can only survive by having second jobs or by supplementing their incomes
from sources other than the salary component of the Ordinary Budget.

The conditions of the Somali Civil Service was the subjeckt of a special
study funded by AID in 1984. The findings of this study have provided the
foundations for current GSDR policy. Specifically, the Civil Service Study
recommended: 1) the establishment of a Civil Service Commission ko provide
policy gquidance on all aspecks of civil service employment; 2) the
establishment of a unit within the Ministry if Labour and Sports (MLS) to
provide information and advice on civil service adminiskration and
procedures to implement the findings of the Commission; 3) a restruckuring
of the Civil Service; 4) a reduction in the total number of public
employees; 5) subsequent to this reduckion, an increase of about 400% in
workforce salaries; 6) establishment of a management &training program; 7)
skandardized wage scales among donors; and 8) technical and financial
assistance from donors. A colloguium concerning civil service reform was
sponsored by the GSDR and the Somali Revolukionary Socialist Parkty in 1984.
This event included the participation’ of senior civil servants, party
officials, private seckor representahkives, and cabinet ministers who used
the repork as an agenda for recommending action to a specified drafting
commithee. The colloguium obtained high visibility; ik was held in
Parliament Chambers, opened by the second Vice President, and closed by the
Presidenkt. The final recommendation of the colloquium closely paralleled
those of the Civil Service Study.

In early 1985 the GSDR iniktiakted acktion on one aspect of the proposed civil
service reform program. The GSDR kerminated nearly 5,000 civil servants
either through retirement or reducktion in force. As an incentive, the GSDR
offered individuals either a boat and fishing net or one hectare of
irrigated land &0 leave government service. Since that time, the GSDR has
not acktively pursued khe other areas of the reform program.

The donor community, early on, established a sub-committee to coordinate
with the GSDR on its civil service reform program. This group is chaired by
USAID, and included the IBRD, IMF, FRG, Italy, and UNDP. In 1985 the
sub-commitkee submikted a position paper to the GSDR outlining a joint donor
proposal for providing technical and financial assistance to help the GSDR
implement its program. This position paper has been accepted by the GSDR.
In addition, the GSDR agreed ko appoint an interminiskerial commitbtee from
the Ministries of Finance, Revenue, Foreign Affairs, Planning and Labor, %o
meet with the donor's sub-committee to discuss more specifically the issues
involved, and the types of assistance the donors might provide. More
recently, the IMF has concurred in an increase in civil service salaries for
1987.

The total increase, including fringe benefits, is approximately 20 to 25%.
While raising civil servant salaries 1s a crucial step in the process of
improving the performance of the public seckor, without a corresponding set
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of budget reforms which provide the necessary domestic financing these
salary increases will be short lived. USAID has a strong and longstanding
interest in Somalia's Civil Service Reform based upon our past investments
and the recognition that there can be no significant improvement in the
public sector without a restructuring of the civil service. However, there
are obvious preconditions to AID providing any £financial or technical
assistance. These include: the establishment of a Civil Service Commission,
a plan for reducing the numbers of civil servants, and the establishment of
a special unit in the Ministry of Labor and Sports.

4) Private Sector Development

The private sector has several roles to play in relation to civil service
reform. One is to become a more cost efficient source of services for
construction and maintenance of public infrastructure. Another is to

“ produce more revenue as an expanded tax base to relieve the Government's

current over dependence on donor generated local currency. The private
sector alo needs to expand to provide more employment opportunities so that
the civil service does not continue to be the main employer. This will offer
alternatives to redundant civil servants as well as give new entrants into
the job market greater choice. The increased reliance upon the private
sector for services can be realized more quickly than the other roles, but
while they are longer term in nature, these roles must begin to be developed
now.

The private sector should be encouraged to f£ill the vacuum created by a more
streamlined public sector by participating more in the development process
through increased investment and contracting with the public sector.

Finally it is unrealistic to expect the GSDR to substantially reduce its
workforce if there are no opportunities in the private sector where they can
be expected to earn a living. While this in no way is meant to imply that
the GSDR is responsible for finding its redundant employees alternative
employment, it does, however, highlight the advantages of the carrot over
the stick and how much easier it would be to implement the civil service
reforms if some employment could be generated in the private sector.

The objective of USAID's efforts to develop the private sector is clear: to
promote increased participation of the private sector in the economy as a
source of new investment and self sustaining growth. To achieve this
objective USAID has set two goals. First, USAID will seek to promote a
policy environment conducive to long term self sustaining growth. It will
continue to strongly encourage those government policies that do not distort
prices or stifle incentives. In short, AID will seek to promote policies
which allow private markets to operate more freely and eliminate those
policies that prohibit private sector involvement. Secondly, USAID will
seek to help overcome the constraints to growth that are epidemic to
Somalia's current economic status, including small domestic markets,
inadequacies of local inputs, lack of managerial and entrepreneurial skills,
shortages of investment finance and a rudimentary financial system.
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IV. PROGRAM PROPOSAL

A. USAID Design Considerations

The underlying aim of the SECOR design is to promote economic growth through
a complementary program which facilitates public sector reform and promotes
private sector development. The backdrop against which this proposal is
drawn is described below.

The GSDR Public Sector Reform Agenda is a very broad and ambitious
undertaking. 1Its success depends upon GSDR commitment and support, and
multi-donor cooperation and financing. USAID, through the design of this
project is staking out those areas which we feel are appropriate and
amenable to our assistance program. Clearly. in the areas of civil service
reform and the budget reforms USAID has already invested considerable
resources and acquired experience which have significant value for future
reform programs. In other areas, other donors may be more appropriately
placed. For instance, UNDP is giving considerable resources to The Ministry
of Revenue in tax administration for the next two years. (A copy of the
terms of reference for this assistance is contained in Annex G). However,
due to the sizable domestic financing requirement of each of the individual
reforms AID, as the largest single socurce of local currency, will be called
upon to prodram its counterpart to support those reforms lead by others.

USAID would like to see the private sector get the bulk of SECOR's foreign
exchange resources because we believe they are vital to keeping the private
sector sufficiently healthy to carry the burden of reformed public sector.
In this regard it should be possible to exchange dollars for shillings in
Somalia's private sector and subsequently use the local currency to finance
public sector reforms. Where possible USAID would like the foreign exchange
financing available under our program to be utilized by the private sector
for medium term capital investments, which for a number of reasons have not
previously been attractive to the business community.

At the same time, the re-examination of what the public sector can or cannot
afford offers an excellent opportunity to expand private sector
participation in the economy utilizing both efficiency and expediency
justifications.

SECOR proposes to do more than utilize the private sector to fund public
sector reform programs. If this was the only rationale a Cash Sales Auction
would be a very suitable vehicle for generating shillings. USAID feels the
climate is correct for utilizing SECOR resources to demonstrate to the GSDR
the importance of using the private sector for achieving a series of
development goals. Among these are employment generation, import
substitution and export promotion, as well as improving the countries rural
infrastructure. The mechanism to be used to accomplish these objectives is
to establish a fund, managed by a contractor, which would make foreign
exchange available to the private sector for technical assistance and
production inputs (raw materials and equipment. This is a variation of a
traditional commodity import program in that it is much more discriminating
and directed in its utilization. The fund would also be used by the
contractor to carry out selected studies aimed at practical means for
advancing private sector development. In the absence of a viable banking
system it also offers AID the option of offering financing arrangements thus
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demonstrating the importance of a viable private banking system to GSDR
officials. SECOR would thus complimenk resources made available to he
private sector though existing donor and AID funded auckion program, by
offering alternatives for the privake sector. The development of
agribusiness and infrashructure promise to play prominent roles in SECOR.
The agribusiness sector holds subskantial promise for expansion, in the
medium term for employment generation and import subskitution and in the
long-term for export promotion. Large investments in the Shebelli by AID
under the Shebelli Water Management Project, as well as other donors promise
£0 open up investment opportunities for Somalis' in this area. Furkhermore,
Somalia's large liveskock industry also hold promise for significank
business development in the medium kerm. Finally, Somalia with iks 3000
kilometer coast line is harvesting less than ten percent of an estimated
180,000 ton pokential of pelagic species of fish. Potential exiskts for
private seckor development bokth at the artisanal and the commercial level.
The infrastructure sechor is the seckor in which GSDR leadership has the
greatest interest and one that is basic to the operation of the entire
economy. It is also a very visible sign of USG assistance. The
infrastruckure sector also offers potential &to the GSDR for testing bekter
budget techniques, introducing revenue measures which will capture users
fees and other earmarked taxes. Finally housing the CIP on these &wo
seckors gives a rationale for ukilizing Development Assistance Funds for
supporting essentially a program assistance ackiviky.

B. Program Goal

The Somalia Economic Rehabilitation Secktor Grankt (SECOR) is designed %o
improve the mobilization, allocation, and management of both public and
private developmental resources in Somlia. SECOR is expected to address
this goal in &wo ways. First, it will enable the GSDR to betber mobilize,
allocate, and manage its resources so that increasingly it will be able to
finance and sustain its development programs from domeskic resources.
Secondly, SECOR will promokte the increased participation of the private
secktor in Somalia's development programs through increased investment and
support services,

C. Programs Purpose, and Expected Achievements

The purpose of SECOR is to support policy reforms aimed at improving the
efficiency and sustainabiliky of public and private sector development
efforts. The policy reforms, described generally in the preceding section,
make up the agenda for the SECOR. During the implementation of SECOR this
agenda will be further refined. Through these reforms, the program is
expected ko achieve the following results.

1) Revenue Reform and Administration

SECOR's support ko revenue reform is expected to result in increased GSDR
tax revenue in a manner consistent with Somalia's long term development
interests., One performance target of GSDR revenue reforms is to increase
tax revenues to a level equal to 8% of Gross Domesti¢ Product. Another
measure, equally important although more subjective, is the exktent to which
the sources and collection procedures are conducive to fukure economic
growth.
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In order ko achieve these targets, SECOR resources will be used to modify
the GSDR revenue syskem ko better utilize and account for all appropriate
sources of receipts. This oubpuk will require iwo hypes of ackivities: 1)
an inventory and analysis of potential sources of revenue for public uses
including the inkroduction of user fees and earmarked taxes; 2) measures Lo
improve tax administration including assessment and collechion methods, as
well as, improved accouniing and control procedures, and incorporating
revisions into the tax code and 3) inkroducktion of measures to reform khe
tax system.

Revenue reforms may be tested and assessed for seleckted GSDR water and
transport programs. Specific measures, such as user fees, earmarked taxes,
and/or decentralized services may be examined as potential financing
mechanisms for the maintenance of khese programs.

The inpuk mix required for SECOR in the area of revenue reform includes,
dollar funded technical assistance, commodities, Eraining and operating
costs financed from local currencies,

2) Budgektary Rakionalizakion

SECOR's aim in supporting the GSDR budgetary reforms is &o establish a
unified budget system which plans, allocakes, and accounts for all GSDR
revenues (including donor financing ) and expenditures. An integral feature
of such a system is the establishment of a system for estimating and
financing recurrent costs.

In order to develop this unified budgeting system SECOR's resources will be
used to improve the GSDR Ministry of Finance's budgeting and accounting
system. To ensure the viability and practicality of this program output the
improved system will be Lested internally in the Ministry of Finance, and
subsequently in the Miniskry of Revenue., Three specific activities will be
undertaken in this regard. Firsk, standardized accounting procedures will
be developed. Second, the guidelines and the inskitutional arrangement for
a comprehensive budgeting system will be designed and tested. Third, options
for reducing public expenditures for activities which could be operated by
or in conjunction with the private sector will be pursued. Budget reforms
related to recurrent expenditures could be applied to the GSDR water
development and road mainktenance programs incorporating, wherever possible,
the specific revenue measures discussed above.

The input mix required for SECOR in the area of Budget Rationalization
includes, dollar funded technical assistance and commodities and training
and operating costs financed from local currencies,

3) (Civil Service Reform

The expected result of SECOR's participation in the GSDR's Civil Service
Reform Program is the restructuring of the Somali Civil Service to be more
effective and responsive. The performance targets, against which SECOR's
contribukion will be measured include: the estkablishment of a Civil Service
Commission, reducktion in the overall numbers of the public employees, and

the inktroduction of an improved compensation package for civil servants
which can at&ract and maintain quality personnel in public employment.
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The program oukpukt corresponding to SECOR's aims in the area of civil
service reform is to establish a public service unit which can facilitate
the GSDR's reform program. The most imporkant ackivity included in this
output is the establishment of a Civil Service Commission wikh legal,
policy, adminiskiration and appeal functions at khe interministerial level.
Another planned ackivity is an assessment of the redundant personnel in the
civil service including a strategy for relocation of resigned or separated
employees. Finally, a comprehensive examination will be undertaken of the
wage/salary/compensation syshem of hhe civil service with a plan for its
improvement, . .
Like tax reform and budgekary reform, the civil service reform is a long
term institutional effort which involves hthe entire range of ministries and
public enkerprises. The complexity of the task leads to a significant
design issue for SECOR. Should the Grankt promotke a general, across the
board program of instifukional reorganization, strengthening and
compensation; or should resources be directed toward specific "high
priority" or "lead™ ministries, such as; The Minishtry of Finance, Ministry
of Revenue, Minis&ry of Nakional Planning, Minisktry of Labor and Sports and
The Ministry of Education? Both approaches have their advankzages and
disadvantages. Currently, USAID is leaning toward an approach that will
provide for general civil service reorganization through the esktablishment
of a Civil Service Commission, but focussing resources in institukional
strengthening and compensation programs for the lead reform Ministries.
USAID would also be willing to barget significant logal currency resources
and some technical assistance and training towards compensation programs for
primary school teachers and accelerated reform of The Miniskry of

Education. Such support has the following advantages: (1) teachers
represent approximately half of all non-military government employees, and
primary teachers are the largest cohort in this group, (2) addressing
functional likeracy and numeracy kraining through primary education are key
development goals of the GSDR and would be particularly imporktant in the
rural areas of Somalia, (3) the program would complement proposed World Bank
and existing UNICEF Programs in curriculum and program development and
teacher %training.

According to World Bank eskimates the grant could initially impact on up to
6,500 primary school teachers in Somalia. The goal would be to raise
average salaries to 8,000 Somali Shillings per monkth. Sources of this
income could come from communities {which would tax themselves 70 shillings
per student per month), World Food Program, and from local currency
generated through SECOR. SECOR contribution would be on a declining basis
over the life of the program.

While the above approach has iks advankages, the GSDR may be reluckank ko
accept the prioritized approach. In addition, the approach suggested may
not take into account specific and vital linkages between Ministries which
will make it mandatory to expand the reform package akt the initial stages.
The final design will fully address these issues. We welcome
AID/Washington's inpuk inko this issue ak this inikial stage.
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The inputs required to implement the above activities include: 1) dollar
funded technical assistance to undertake special studies and train Somali
staff; 2) local currency financing for training, increased salary costs, and
other operating expenses. '

4) pPrivate Sector Development

The product of SECOR's efforts in developing the private sector is increased
incentives and opportunities for private sector participation in development
activities. The performance targets for measuring this target includes: a
positive endorsement by the GSDR encouraging specific private sector
participation in development programs; the identification of development
sectors and individual activities where private sector participation can be
increased; and the establishment of financing mechanisms which will attract
and facilitate medium term investments required to support development
programs. In order to meet the private sector development targets outlined
above, SECOR resources will be used to develop mechanisms and procedures for
increasing private sector medium term investment in development projects and
utilizing private contractors more liberally in GSDR construction and
maintenance programs. The activities which are planned to meet this output
include: 1) an assessment and analysis of public sector activities which are
critical to the productive sectors of the economy and are amenable to
private investment and/or increased private sector contracting; 2) a
dialogue with the GSDR on the areas and levels of private sector
participation which can be supported, and, 3) a support system to provide
technical and financial assistance for expanding private sector
participation.

The benefits of utilizing private sector resources for developmental
purposes will be demonstrated in the following areas. PFirst private
investment and employment will be expanded in businesses capable of
producing finished products substituting for products now imported at higher
cost, in firms processing goods, and thus adding value, to exports, and in
the construction and service industries. It is anticipated that much of the
focus of this business expansion will be related to Somalia's agricultural
(including fisheries) sector and that both rural and urban areas will
benefit., Overall this effort should result in an expanded tax base and in
time in reducing the foreign exchange losses now occuring through the
imports of finished and exports of unfinished products.

The required inputs include: 1) dollar financing for technical assistance
and studies, and credit; 2) local currency financing for training, incountry
studies and credit.

C. Program Structure

1) Resource Requirements

Depending upon the GSDRs resolve in addressing the reform agenda SECOR could
make $60 million available to the GSDR and Somali private sector over a five
year period. The estimated SSh 4-6 billion in local currency dgenerations
will be programmed to support specific reform activities. The final design
document will update the cost analysis and modify the budget estimates to
reflect the costs associated with AID activities.
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2) Selection of kthe Assistance Mechanism

A Sechor Assisktance Program is the most appropriate AID assistance mechanism
for supporting the GSDR Public Seckor Reform Program. The general consensus
of AID and other donors at the recent Consultakive Group was thas
development assistance should increasingly be provided through non-projeck
mechanisms. SECOR's design reflechks this approach. Likewise, as required
by the AID sechor drant guidelines, the principle justification for SECOR is
to alleviakte policy conshraints - those associated with the GSDR fiscal and
civil service operatkions. .

Under Bhe umbrella of Sector Assistance, SECOR will ukilize three
implementation instrumenis. A Commodity Import Program will be used to
deliver foreign exchange financing to the private seckor in the form of
letters of credit for importing commodities, machinery, heavy equipment,
construction materials and telecommunications equipment. Since these are
areas in which the US is competihkive it is advantageous both to the GSDR and
the US that the CIP mechanism is ukilized. Modificakions in the traditional
CIP mechanism are required to develop an appropriate pricing sktruckture for
ghese funds and methods of utilizing some porkion of the toktal ko provide
medium term credikt for activikies .

Two technical assistance conkracks are also proposed. The firsk, ko provide
technical assistance, special studies, and kraining to implement kthe public
sector reform program. The other, to manage the c¢redit arrangements
designed for the CIP and to provideée technical assiskance and kraining %o
increase private seckor investment and services in the economy. AEPRP is
proposed contingent upon a suitable annual review of GSDR reform activities.

3) Programming Local Currency

To suppork the Public Seckor Reform Program, SECOR will utilize a
combination of general allocakions and block granks of local currency
General allocations will be used as seed money to finance relatively modest
efforks to get the reform process started. Thereafter, where significant
sums are required block grants will be used which will be released Lo the
GSDR contingent upon meeking pre-specified conditions. The mechanics of how
this will work is provided in the next section.

4) _Phasing

The phasing of the SECOR Program will be finalized during the PAAD design.
Initial feasibility studies proposed for medium term inveshkment
opportunities for the private sector can be funded from the Policy
Inikiaktives and Privatization Projeckt as part of the design process.
Likewise, any iniktial efforts to get public sector reform skarted can be
financed from existing counterpart funds once these activities have been
approved., The first major financial contribution for supporting public
sector reforms will be generated by using the AEPRP supplement though the
private sector to turn SECOR dollars inko local currency. Thereafter,
revenue reforms and budgetary reforms can start simultaneously without much
difficulty. The progress on ¢ivil service reform will depend a great deal
on the success of the other two reforms.
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V. HOW SECOR WILL WORK AND ISSUES FOR CONSIDERATION

The implementation plan of SECOR is ko utilize the combined resources of &wo
technical assistance conktracts and fifty million dollars of foreign exchange
for the purposes of: 1) implementing fiscal and budgeting reforms aimed at
establishing the foundation for a more effecktive public sechor; 2)
generating sufficient local currency from the private sector ko finance
public sector reforms, and secondarily, increasing privake seckor
participation and investment in the provision of social and economic
services; and, 3) demonskrating the impact of improved public sector reforms
in the infrastruckture sechbor, especially in the areas of waker development
and roads. This plan has a number of inkterrelated linkages which will be
highlighted below.

A. Public Sector Reform

The Public Sector Reform Component of SECOR will be implemented according o
an evolving Policy Reform Agenda. A long term technical assiskance
contrack, which provides skills in policy analysis, management, and
financial operations, will be employed to undertake kthe activities required
to implement specific reforms.

1) Policy Reform Agenda

The framework of reforms which will be supported by SECOR has been
summarized above. These reforms have evolved over a period of 3-5 years, and
in all cases are a result of discussion between the GSDR, AID, and other
donors. The participation of AID in the reform programs, in Somalia and
elsewhere, have underscored the importance of planning for re-adjustments as
part of the reform process. On this basis, it is proposed to guide the
implementation of SECOR by way of an Annual Policy Reform Agenda which will
update, refine, and clarify the priorities, requirements, and timing of the
GSDR policy reform program.

The mechanics of how this policy reform agenda would be formulaked have been
preliminary discussed, and several options have been considered. The
preferable option is that a sub~-committee of the resident donor coordination
group (including the IMF and IBRD representative, USAID, UNDP and GTZ) and
GSDR officials would be responsible for developing and monitoring the
agenda. This option offers the advantage of building a broader base for
reforms, in country, and among GSDR technicians and mid level managers.
Anokher option would be to utilize the annual Consultative Group which
offers high level participation, but probably not one where the nitty gritty
of reforms can be hammered out, The option of individual donors negokiating
their own agendas is viewed as potenktially khe greatest weakness of the
program. At issue are the questions "Is there any better way of planning for
the inevitable adjushkments which will crop up in the reform process?" and
" "What is the most desirable mechanism for keeping the GSDR and key donors
moving Ltogether towards the same goals?"
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2) Implementing the Individual Reforms

The implementaktion of &he public seckor reforms which are needed to increase
revenues, rationalize the budgeting system, and restructure the civil
service will be carried out in two stages. The f£irst stage involves
developing and refining the details of the reforms themselves, calculating
their exack cosk in terms of financial and human resources, and proposing a
realistic timekable for their implementation. It is expected thah the
eskablishment of a Civil Services Commission and specific reorganizakion
plans for key ministriee are likely to be the firsk reforms ko move forward.

The second stage of implementing the SECOR Public Sector Reform Agenda
involves the management and financing of putting khe above reforms into
effect. '

The inkensive %kechnical assiskance required during this stage will be
provided under a single conktractor, led by an experienced Senior Policy
Analyst. Long-term technical assistance resident in the parkicipating
ministries will be employed to provide management organizaktion, budgeking
and financial control services, and kraining. It is anticipaked that the
contrackor will also have flexible short term resources which could
supplement the long term staff and also meet the requirements of USAID in
preparing for the annual policy reform agenda. During the second stage,
the technical assiskance requirements will shift from analytical skills to
" management skills and local shilling financing will become the most
important input. One issue which needs further consideration is where %o
locate the public seckor %technical assistance contractor. Two possibilities
have been discussed: either the Miniskry of Finance or the Office of the
President.

Demonstrating the effectiveness of reforms on public sector operations is
recognized as an important ingredient in maintaining the momentum for the
reform process. From a prachical perspeckive, it is easier to measure the
effectiveness of reforms on more focused sectors and ackivitkies than across
the enkire spechrum of public secktor ackivities. Therefore, as part of the
implementation plan for kthe public sector reform program special attention
will be given ko waker development, road maintenance, and other activities
in the infrastructure sechkor where the introduction of users fees {revenue
reform), recurrent budgeting(budget rationalization) and personnel
policies(civil service reform) can be pracktically applied and easily
demonstrated. Qther considerations in selecting this sector include its
aktrachiveness to the GSDR and the fackt thakt these programs have important
benefits for rural communities. This seckor also has an added advantage of
offering potential for increasing private sechor participation and
investment,

B. Private Sector Development

Underlying SECOR's plans for private sector development is a genuine
recognition thakt the private secktor is the only legikimate source for
financing the currenkt reform program and sustaining it over khe long run.
Moreover, as part of the process of redefining the role and scope of the
public sector, ik is advantageous to consider private sector alkernaktives to
public sector services at the same time.
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1) Financing the Public Sector

The implementation of the public sector reform program will require large
sums of local currency. In order to exchange the SECOR's dollar resources
for Somalia Shillings the Program will sell letters of credit to the private
sector for U.S. goods, as well as utilizing a foreign exchange auction for
the private sector, under the AEPRP supplement. The funds generated by
AEPRP will provide the liquidity necessary to keep an even cash flow for
financing the public sector reform program. At the same time, these

foreign exchange sales will be valuable in terms of keeping private sector
businesses healthy. The remainder of the funds, under the CIP, will be
earmarked for medium term development investments, for private sector firms.

The management of these sales will be contracted out preferably to an
investment bank or firm associated with an investment bank. The rationale
for this type of arrangement is based upon several factors. First, the
current banking arrangements in Somalia are not satisfactory, nor have AID's
effort in persuading the GSDR to open a private bank. There are
opportunities, by utilizing the services of an investment bank or affiliate
in SECOR, either to improve Somalia's banking practices and/or more
successfully persuade the GSDR of opening the banking business to more
competition . Secondly, banking experience is required to devise and
operate a means of providing medium term credit to those funds which are
aimed at medium term development investment activities particularly in the
agribusiness and in the infrastructural sector. This service is fundamental
to enlisting the participation of the private sector in development projects
since the private sector does not have access to medium term credit under
current banking arrangements. There are clearly a number of options for
designing this aspect of the program which need to be explored during the
design of the PAAD. First, the contractor could be attached to either the
Somali Commercial Bank or the Somali Development Bank both government owned
credit institutions with very poor track records. Another option would be to
set up a separate window, in Mogadishu under the name of the investment
bank, to disburse letters of credit and devise a credit scheme based upon
the timing of the local shilling deposits. The third option, could have the
contractor set up under the umbrella of USAID.

While the primary aim is to utilize the private sector to finance the public
sector reform program supported by SECOR, it is also important to assist the
private sector increase it's capabilities for financing and sustaining

these reforms over the long run. SECOR is well placed to contribute towards
achieving this secondary objective. With respect to the GSDR's policies for
the private sector, SECOR will act as a catalyst to promote business growth
and investigate and promote opportunities where public services can be
replaced or supplemented by the private sector. Likewise, USAID has not
changed its view on the value of improving the mobilization and allocation
of credit in Somalia. Practical experience with designing financing plans
for medium term development projects should demonstrate the demand for such
services.
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Building on the day to day contact with the private sector that the Mission
has maintained during the past and is planned to continue under SECOR, it is
advantageous and practical to provide limited training opportunities ,
technical personnel, and specialized studies to the business community to
improve existing operations or to explore new areas. Such activities as
industrial sector analysis, investment promotion, and market analyses could
be extremely valuable catalysts for expanding private sector activity. It
is proposed to add a technical assistance component to the contract with the
firm responsible for supervising the commodity import activities to provide
the above policy analysis and technical services. These additional services
can provide valuable support for the long term development of the private
sector with only a marginal investment by SECOR.

2) Increasing Private Sector Participation

There are demonstrated opportunities for the private sector to increase its
investment and to sell its services in Somalia's infrastructure sector.
This sector is especially attractive, in terms of the SECOR objectives,
because: 1) the poor condition of the country's infrastructure is an
obstacle to future economic growth; 2) the public sector has virtually no
way of domestically financing new investment in public infrastructure and
increasingly will need to use all of its available funds for recurrent
expenditures; 3) opportunities for reducing the burden of the public sector
by increasing private sector investment and contracting services have been
identified in the priority areas of water development and road maintenance;
and, 4) the effectiveness of public sector reforms aimed at increasing
revenues through user fees, improved budgeting to meet recurrent costs, and
decentralizing government services can be most easily demonstrated in this
sector. SECOR intends to use the infrastructure sector to apply and
demonstrate the effectiveness of its complementary strategy of private
sector development and public sector reform. Initial proposals for water
development and road maintenance and reconstruction, as well as
telecommunications, are listed in Annex E.

3. Private Sector Productivity and Employment

Infusions of technical assistance and productive inputs to small and medium
sized private sector business with the objectives of increasing local
production of finished good not imported at high cost and processing of
local products for export to earn the value added offers the potential to
reduce Somalia's foreign exchange gap. This is long term output given the
limited industrial base now extant, but the process must start somewhere.
One example is Somalia's textile industry. Once a joint venture, Somatex is
now a parastatal. It produces at only 30% existing capacity and is capable
at full capacity of meeting a significant level of the country's needs for
finished cloth. The managed fund could offer assistance to Somaltex which
would provide technical and managerial advisory services, spare parts or new
machinery, dyes, etc. Such assistance could also be proffered on the
written understanding that Somaltex would move back to the private sector,
The PL 480 program could also be used initially to supply cotton, which is
now being imported, and SECOR and the PL 480 program together could provide
the advice and leverage to restore policies conducive to restoring Somalia's
cotton production capacity.
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While it is anticipated the SECOR would focus primarily on smaller firms
already in the private sector, this example encompasses the range of
potential types of interventions possible through SECOR.

Expansion of private sector activity is also viewed as stimulating
significant job creation, both in the businesses affected and in those
providing them goods and services. Civil service reform and indeed meeting
the demand of the growing numbers of job seekers demand such expansion of
the private sector alternative to employment. Somalia's future development
and stability cannot be assured through the current practice of reliance
upon the public sector as the primary employer.

C. Local Currency

1) Programming Strategy

An estimated SSh 6.0 billion will be generated from the $ 50 million ESF
Program and Commodity Import Program and placed into a special account for
SECOR. USAID proposes to use these counterpart funds to support the
introduction and implementation of specific public sector reforms. It is
anticipated that this support will largely consist of recurrent budget
support for salaries, operating expenditures, and training. In these cases,
local currency funding will be made available either in a one shot deal or
over a limited period of time and on a declining basis. 1In all cases, local
currency support will require a financing plan which demonstrates that the
recurrent costs associated with the reform can be assumed, either from
public funding or specific revenue measures, within a reasonable period of
time. Two mechanisms for disbursing these funds have been discussed. For
initiating the development of action plans for implementing reform programs
in the participating ministries limited operating expenses would be
provided, both to support the technical assistance contractors and encourage
progress by the GSDR. Thereafter, local currency support would be disbursed
in block grants to implement specific reforms. The release of these block
grants would be contingent upon the GSDR meeting specific preconditions. For
example, salaries and operating expenses for the proposed Civil Service
Commission could be released once terms of reference for the Commission had
been approved and members officially nominated by the GSDR to serve on the
Commission. Since there would be an annual recurrent budget to maintain the
Commission a financing plan would be required to show how its operational
cost could be assumed by the GSDR over a specified period of time. In terms
of the total local currency requirements of SECOR these are planned to be
fully funded by counterpart generated by program funds.
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2) 1Illustrative List of Local Currency Financed Activities

An illustrative list of local currency costs associated with the
introduction and implementation of the GSDR policy reforms is provided
below.

a. Local Currency Requirements for Implementing Revenue Reform

An illustrative list of local currency financing which would contribute to
SECOR's objectives for revenue reform include:

- Support for the Operating Budget of the Ministry of
Revenue (MOR)

-'Salary increases, within an overall MOR restructuring plan
for MOR staff

- Training for MOR personnel and other participating
ministries for improved collection systems, utilization of
user fees, etc

- Contributions, on a declining basis, towards an earmarked
tax on fuel sales which would be specificallv used for road
construction and maintenance

~ Projects aimed at establishing decentralized water services
which would be self financing in terms of recovering
recurrent costs

b. Local Currency Requirements for Implementing Budget Reform

An illustrative list of local currency financing which would contribute to
SECOR's objectives for budget reform include:

- Support for the Operating Budget of the Ministry of Finance

- Salary increases, within an overall MOF restructuring plan
for MOF staff

- Training for MOF personnel and other participating
ministries for improved budgeting systems, expenditure
control, etc

- Contributions, on a declining basis, for meeting the
recurrent costs of Ministry of Mineral and Resources and
Ministry of Public Works to restructure their operations to
include more private sector participation
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c. Local Currency Requirements for Implementing Civil Service
Reform

An illustrative list of local currency financing which would contribute to
SECOR's objectives for Civil Service Reform include:

Support for the Operating Budget of the Civil Service
Commission

- Salary increases, within an overall Civil Service
restructuring plan for Ministry of Education
primary school teachers who represent one third of
the total cost of implementing an acceptable salary
increase for the Civil Service

- Training for civil service personnel

~ Compensation package for civil service employees who
are made redundant and lose their jobs as a result of
civil service reform

d. Local Currency Requirements for Implementing Private Sector Reform

An illustrative list of local currency financing which would contribute to
SECOR's objectives for private sector reform include:

~ Training and feasibility studies for private sector
organizations

D. USAID Management

SECOR ushers in new directions in the USAID Somalia portfolio and along with
SOMTAD may serve as the cornerstone of the USAID portfolio for the
foreseeable future. There is really nothing new under SECOR. The sector
grant is a variation on existing programs that USAID has had experience on
implementing in the past. If anything SECOR adds a long-term developmental
approach to USAID's typically short-term Cash Sales and CIP Programs. This
coupled with technical assistance and training gives SECOR the potential for
providing resources for significantly addressing public policy constraints.
While the success of the Grant ultimately depends on the implementation of
all components, each component can be independently implemented on a day to
day basis. The principle management problem will be coordinating the
activities of the various components to assure the interdependance of the
end products takes place.
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USAID anticipates the following Mission resources will be required to
manage, monitor and coordinate SECOR activities:

Project Office:

- Overall Grant Coordination.
- Backstopping and monitoring of
all Grant Activities.

- Managing the Private Sector
Development Fund.

Rural Development/Refugee Affairs Office

~ Implementation of the Reform
Program.

- Monitoring the Policy Reform
Contract.

Program Office

- Managing and monitoring the local
currency programe.

Engineering Office:

- Monitoring all infrastructure
activities.

Mission will be able to manage SECOR within our existing management
structure with only minor personnel changes. For example, an additional
staff will be needed in RD/RA office to monitor the implementation of the
reform program. The Projects, Program and Engineering Offices should handle
the responsibilities of SECOR with existing positions.
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It should be noted that by the time SECOR is fully operation probably by mid
FY89 the USAID portfolio will consist of nine active projects, in addition
to the ESF and Food for Peace Programs. Of the active projects four are
currently scheduled for completion in FY89. Thus there appears ample
management capacity with either current or reduced staffing levels. The
individual component managers will be supported by a project committee,
which will be comprised of representatives from the Projects Office, Program
Office, Controllers Office and Contracts Qffice. SECOR is of such
magnitude and coordination is so important that the Deputy Director will
have to chair The Project Committee. The Projects Office will be
responsible for coordinating the decisions of the Committee.

VI. ESTIMATED COST AND METHODS OF FINANCING

SECOR may require up to $60.0 million over a five year period.

A. Uses of the Funds

- The uses of funds are shown in Table 8 below.

TABLE 10
Uses of Funds for SECOR

Use of Funds Amount Financing Implementation
($ Millions Method Method
1. FX Auction(AEPRP) - $25.0 Letter of

Commitment Direct

2. CIP $25.0 Letter of
Commitment Direct

3. Technical Assistance
Public Sector
Policy Reforms $5.0 Direct Direct
Payment Contract

4, Technical Assistance
Private Sector
Policy Reforms $5.0 Direct Direct
Payment Contract

B) Financing Sources and Obligation Schedule

SECOR will request financing from both the Economic Security Fund (ESF) and
Development Assistance (DA) appropriations.
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The AEPRP and Foreign Exchange Auction will be financed separately from this
project through the ESF account. These will produce initially the bulk of
local currency needed for civil service reform. However, the managed
private sector fund will generate shillings as well, as it sells or lends
foreign exchange for technical services and commodities. These funds will
also be applied to civil service reform or, if an opportunity presents
itself in the future, perhaps placed in a Somali business investment bank
program. The sources of funds for this would come f£rom various accounts, if
the Africa Bureau continues to have such accounts. Specifically, funds
earmarked for agribusiness development will reguest financing under Section
103 increasing the fund supply and increasing rural incomes. Funds
earmarked for purchasing well drilling machinery, spare parts, and water
distribution equipment will request financing from Section 104 (C) account
which supports safe water and sanitation. The machinery, spare parts and
other commodities required for road construction and maintenance will
request funding from Section 103(B)(1l) which supports expansion of rural
infrastructure and farm to market roads. Similarly, Section 106 allows
funding for programs for export promotion.

The technical assistance contract proposed to manage the managed fund and to
identify and assist the development of private sector participation in the
infrastructure sector will request funding from Section 103 (A)(1l). This
account supports efforts to develop a more viable economic base and private
sector opportunities in rural areas.

The technical assistance contract which is proposed for supporting public
sector reforms will request funding from Section 106 (d){4). The
justification for using this account is that public sector reforms will
promote the proper utilization of previous projects and programs financed
with U.S. assistance.

USAID will further justify the use of functional accounts for develcpment
assistance funding in the final design. Financing under the African
Development Fund would also be applicable if such funding becomes available.
The obligation schedule, which follows, is illustrative, based to Mission's
initial concept of SECOR. Mission's actual funding levels may demand
modifications in the schedule. The actual obligation schedule will be
determined during final design.
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TABLE 2

Planned Obligation of SECOR Funding

Category Account FY 88 FY 89 FY 90 FY 91 FY 92
1. PX auction ESF $5.0 $5.0 $5.0 $5.0  $5.0
(AEPRP)
2. CIP DA - $5.0 $10.0 $10.0
3. Technical
Assistance
Public Sector
Policy Reforms DA  $.5 $1.0 $2.5 $1.0
4. Technical
Assistance
Private Sector
Policy Reforms DA  §.5 $1.0 $2.5 $1.0
ESF 5.0 5.0 $5.0 $5.0 $5.0
DA 1.0 7.0 $15.0 $12.0
Total $6.0 $12.0 $20.0 $17.0 $5.0

C. Local Currency Generations

The local currency generated under the program will be made available
in block grants for the purpose of financing specific public sector

reforms. local currency generations is provided in Table 3.
TABLE 3
Projected Counterpart Generations for SECOR
{Millions of Somalia Shillings)

Category FY 88 FY 89 FY 90 FY 91 FY 92
1. FX Auction 600 600 600 600 600
2. CIP - 600 1,200 1,200
Totals 600 1,200 1,800 1,800 600

Note: $1 = Somalia Sh. 120
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VII. FACTORS AFFECTING PROGRAM SELECTION AND DEVELOPMENT

A. Mobilizing the Cooperation of GSDR and Other Donors

Subsequent to AID/Washington approval of this document, the most
critical requirement is to develop an action plan structuring a
multi-donor support program for GSDR public sector reform with the
GSDR and other donors. A two part process is recommended. USAID will
convene discussions with the IMF, World Bank, UNDP, EEC, Italian,
U.K., and FRG representatives in Somalia to describe the SECOR concept
and to request their support and input into a f£inal design. At the
same time, USAID requests that AID/W coordinate similar discussions
with donor head offices located in Washington, New York, and Europe.
Based upon this exercise, USAID will present SECOR to the GSDR and
request that a working group be appointed, consisting of prominent
officials from various Ministries, organizations, and the private
sector, to coocrdinate and complete the final design of the program.

B. Analytical Considerations

During the final design of SECOR a variety of economic, social,
environmental, technical and institutional issues need to be examined
to establish the feasibility of the proposed SECOR activities. These
issues and the proposed approach USAID intends to employ in examining
them in greater detail are listed below.

1. Social Analysis

Reforms aimed at improving the efficiency of the public sector, in a
country where Government occupies center stage, will have a broad and
significant impact on most Somalis'. 1In some cases it may mean
improved social services, such as functioning primary schools and
staffed health clinics. In others, it may mean less capital
investment in new roads. The political, economic and cultural
implications of a public sector reform program may be less apparent
than the impacts mentioned above, but far more critical to
consolidating and sustaining the momentum of such a program. The
reform program will be judged by Somali's against certain
expectations. These expectations will be examined in relation to each
of the proposed activities. With respect to political implications,
reforms have to be seen as successfully improving the general welfare,
TS O P N A : 1251 1hazad, 3t =3ach step of the way.
vl mellcatlons are equally clear, the reform program should
be seen as expanding the pie, not dividing it in a different way.
Finally, the cultural implications of + pablic sector reform program
are closely tied to Somalis' perceptions on why the reforms are being
introduced and how they are put into effect.

o
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The direct beneficiaries of the project include most of the 45,000
employees of the public sector, private sector firms which participate
in either the Commodity Import Program or obtain GSDR contracts and/or
investment opportunities, and rural communities which receive benefits
from improved facilities in the infrastructure sector. Indirect
beneficiaries include Somalis' who obtain improved social and economic
services as a result of improved budgeting, revenue reforms, and/or
civil service reforms. Those who will be adversely affected by public
sector reform include those who have benefited from poor budgeting and
accounting procedures and employees declared redundant as part of the
civil service reform.

The design of SECOR can be expected to increase the participation of
Somali's in the process of public sector reform by opening up
discussions with the GSDR, private sector, and other donors to
consider the most effective approach to a reform program. These
discussions will permit equal opportunity to both men and women to air
their views. With respect to the individual activities proposed for
the Sector Grant, men may have greater opportunities to participate in
the Program due to their numerical advantages in the civil service and
in the private and infrastructure sectors. These factors will be
examined more closely during design. :

2) Economic Analvsis

Alternative approaches to designing a program to support public sector
reform have been considered by USAID. Briefly, these have included a
direct cash grant to the public sector, an infrastructure grant which
would generate local currency from private contractors for financing
public sector reform, and a narrower focus on a single reform. Each
of these alternatives have been discarded as inappropriate for
providing a framework that will facilitate multi-donor support, GSDR
commitment, and a mechanism of harnessing private sector resources to
contribute to Somalia's development program. The economic analysis of
SECOR will examine the benefits of the Grant in relation to its

costs. Benefits are likely to include increased GSDR revenue,
improved productivity of civil servants, and associated government
services, maintaining Somalia's capital assets in the infrastructure
sector, and expanded investment, employment, and income in the private
sector., Costs will include: direct costs of the Grant £financed
technical assistance, training, increased GSDR budgets to support
salary increases for civil servants, and more realistic operating
budgets , and GSDR contribution of its personnel and equipment

Since the quantitative measurement of benefits may prove elusive, the
analytical approach which is recommended is to calculate the value of
benefits which would be necessary to obtain a minimum return, say
15%., on the level of investment proposed after a twenty year period.
This value of benefits would then be examined in terms of what could
be realistically achieved by the Grant.



3) Environmental Analysis

The proposed environmental threshhold decision is contained in Annex B.

4) Technical Analysis

During the design of SECOR the technical feasibility of the various
activities, specially those planned in the infrastructure sector,
needs to be established. These analyses are outlined in Annex D Scope
of Work for Further Design.

5) Institutional Analyses

An institutional analysis of the participating GSDR ministries, led by
the Ministry of Finance; USAID; and, the private sector will be
undertaken as part of SECOR design.

For the GSDR Ministries of Finance, Revenue, Education, and Labor and
Sports, the institutional analysis will examine their existing
organizational structure, personnel levels, and operating budgets.

The institutional analysis will further investigate the conditions
under which these organizations could be expected to be motivated to
participate in a public sector reform program. In addition this
analysis is expected to estimate the resource requirements which would
be necessary for these organizations to effectively participate in a
reform program.

The institutional analysis of USAID Somalia, will address the
personnel requirements of the Mission to mobilize, manage, and monitor
the resources required to implement SECOR. At the same time, this
analysis will examine options for maintaining cooperation and
coordination with other donors.

The institutional analysis of the private sector will assess the
capabilities of the private sector to increase their investment and
services. In the area of water development and distribution this
analysis will build upon previous studies by Louis Berger
International. In the area of road construction and maintenance, as
well as agribusiness development more baseline information will be
required. For water development and road maintenance, the analysis
should examine the contractual arrangements and payment procedures
which would be required to employ private sector firms.

C. Design Strateqgy

The strategy for completing the design of SECOR is based upon
examining each of the proposed components separately prior to
assembling the final project document. This approach will facilitate
USAID's discussion with the GSDR and other donors on the issues and
requirements for each of the proposed reform areas. The USAID
Projects Office will have the responsibility for initiating and
coordinating Mission design actions. A Mission Program Committee will
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be established to review consultants' reports and develop issues for
discussion with other donors and the GSDR as part of the consensus
building which will be required to complete the design of SECOR. This
Committee will be composed of the Program Officer, Program Economist,
Commodity Management Officer, Engineer, and the Chief of the Rural
Development and Refugee Affairs Office.

The phasing of the reviews, which will examine the viability of each
of the program components, is planned over a six month period. The
scopes of work for these reviews are contained in Annex D. Reviews
which relate to public sector reforms will begin first, guided by
Public Sector individual reviews on budget reform, revenue reform, and
civil service reform. The initial review will examine the proposals
for supporting budget rationalization reforms and is expected to
require four weeks. Utilizing the findings of this review, both the
civil service and revenue reform reviews could start simultaneously
2-3 weeks afterward. Two reviews are proposed for the Private Sector
Development component. The first review will investigate the
technical and financial viability of establishing and/or expanding
private sector businesses.

For those businesses which are promising. this review will specify the
commodity, technical assistance, and management requirements to get
started. The second private sector review will utilize the findings
of the first review to examine the financing and credit requirements
as well as the institutional arrangements for supporting the private
sector activities proposed under SECOR. An important housekeeping
arrangement for each review is to require a draft report and exit
meeting with the Program Committee be scheduled prior to the
consultants' leaving country. This requirement is critical to
minimize delays on subsequent reviews and to obtain enough information
to permit ongoing dialogue with the GSDR and other donors.

‘'D. Design Inputs

USAID anticipates intense design effort, requiring inputs from ,
REDSO/ESA, AID/Washington, Mission staff and contractors.

1) REDSO
USAID expects to draw heavily on REDSO resources for the final

design. After the initial feasibility and technical analyses have
been completed USAID expects the following services from REDSO.

PDO(Private Sector) 1.0 P.M
Social Scientist «5 P.M
Environmental Officer .5 P.M
Program Economist .5 P.M
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2) AID/W

USAID would welcome AID/W input into the final design effort. USAID
feels that AID/W inputs will be particularly valuable in terms of
developing the Policy Reform Agenda. USAID requests that ECPR discuss
this issue and that suitable expertise be identified to assist USAID
in the final design.

3) USAID o
The Project Development Office will coordinate the design of SECOR and
will be the principal design office. Strong support will come from
USAID's Office of Rural Development and Refugee Affairs (RD/RA) which
coordinates our civil service reform activities; as well as our
Program Economist who coordinates our budgetary and tax reform
activities. Support will also be required from USAID's Office of
Engineering and the Supply Management Office. The Office of the
Controller, and Program Office will also be required to give support
for the final design.

4) Contractor Support

USAID expects to perform feasibility and technical analyses required
for the final design by utilizing indefinite quantity contracts. One
series of contract will address the Policy Reform Agenda and one will
address the Private Sector Development Program. Following are a list
of advisors and the level of effort required: (A detailed Scope of
Work for the design effort is attached as Annex D.

Private Sector Development Program

Investment Banking Specialist,
Private Sector Development Specialist
Transport Equipment Specialist
Utility Specialist

Leasing Specialist

Transport Engineser

Water Engineer I

Water Engineer II
Telecommunication Specialist
Procurement Specialist

Social Scientist

Economist

wm
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Revenue Generation and Administration

Public Finance Economist 1.5 p.M

Public Finance Economist 1.5 P.M

Agriculture Economist 1.5 P.M

Budget Rationalization

Programming and Budget Specialist 1.0 P.M

Fiscal Management Specialist 1.6 Pp.M

Civil Service Reform

O & M Specialist 1.5 P.M

Institutional Specialist 1.5 P.M
Sub-~total 12.5 P.M
Grand Total 25.25 P.M

This level of effort suggests the need for approximately $500,000 for
the design effort, USAID expects to fund this effort out of a
combination of PD/S and project funds, principally SOMTAD and PIPS.
Currently USAID has $100,000 obligated under PD/S for the design
effort. Mission expects on additional $160,000 in PD/S will be
required. USAID will request this amount as part of our bilateral
PD/S project for FY 88
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LOGICAL FRAMEWORK FOR SUMMARIZING PROJECT DESIGN

Project Title: GONALIA ECONONIC REHABILITATION SECTOR GRANT (649-0143)

NAKRATIVE SUNMARY
Program Goal:

To improve Lhe sobilization,
allocation, and sanagesenl of
Sosalia's public and private
sector developaental
resources

Progran Purpose:

- To support BSDR policy reforas
aised al improving the elficiency
and sustainabilily of public and
private seclor developaent efforts.

OBJECTIVELY VERIFIABLE INDICATORS

~ GSDR able to finance and mainiain
ils developaenl prograss

- Privale sector increases ils
participation in Somalia’s
developaeni

' End of Project Status

- G5DRk operaling under a
unified budget systiea

- B5DR revenues increased to
B% of BOP in 3 manner
consislent with its
developaenl objectives

- B5DR civil service
restructured to be aore
effective and responsive

opportunities for private sector
esiablished

HEANS OF VERIFICATION
BOP figures

Donor surveys and
reporls
BSDR reports

- 65DR data and reporis.

- Project evaluation.

G e T g et S S R

INPORTANT ASSUNPTIONS

- G5DR leadesship

coniinves long-tera
support of private

sector growth and fiscal
responsibility,

Donor cosaunity
continues leverage on
GSDR loward
privatizalion and the
adoption of desscratic
principles of government.

Morid economy grows.

Donor community agrees
on refors progras and
willing o provide
financing and use
prograss as leverage to
achieve goals.

65DR leadership
Political support
{o refora prograa,

SOMTAD successful in
upgrading sanageaent
capabilities of civil servanls
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LOGICAL FRAMEWDRE FOR SUNHARIZING FROJECT DERIGN

Progran Jutputs:

1.

Improved budgeting and
accounting sysies developed
and ipsied in the MDF, NOR,
and NOE

Revenue systea modified

to utilize and account for
all appropriate sources of
receipts

Public Service Unit
established and operating to
facilitate the G5DR civil
service reforas

- Standardized accounling procedures

HOF Budgels
eslablished

Unified budget sysiea designed and
tested

flecurrent budgels developed and

Lested for BSDR Water Distribulion and .
road sainlenance activilies

laventory and analysis ol potential MOK Records
sources of revenue for BSDR

Iaproved collection systes

Revenue measures inlroduced for 6SDR
Water and Transpori prograss which
incorporate allernatives to central
governsent financing records

Set up Public Bervice Comsission
Inplesent reorganization plan for HLS

Deteraine redundant personnel in
consultation with operating ainistries
and develop strategy for educalion of -
reserved or separated esployees

A cosprehensive exasinalion of the
civil service wages salary/coapensation
sysien including recossendations for
ils improvesent

. Policy refora agenda
between donors and GSDK
agreed to.
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LOGICAL FRAMEWORK FOR SUMMARIZING PROJECT DEGIGN

4, Mechanisms and procedures
established to encourage and
suppori privale seclor
investaenil in aedius tera
developsent activifies

Inputs:

I. Private Sector Development
Fund

I1. AEFRP
111, Policy Refore Agenda

1V, Conlingent Granls

- Credil sysies designed and isplemenied Project Evaluation

- Mediua tera developaeni opporiunities '

identified and analyzed lor private
sector invesiment

- Private invesiment expanded in waler
developaent and drilling to replace
GSDK responsibilities

Private sector contracling increased
in GSDR road maintenance programs

" 30,000

25,000
5,000

50,000 {L/C)

Project financial
and aonitoring
reparls

Feasibility siudies

for final design confirs
the privaie secior can
isplesent progras.

flher donors suppord

activities for addilional
infrastructure developaent,

e.g. Ports, elecisic power, eic.

Donor coasunity and BSDR
agree Lo discuss policy
refors issues

e £ T RIS S WU VPR
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Project Environmental Examination

Project Country Somalia

Project Tikle and Number:
Somalia Economic Rehabilitation (649=0143)

Fundings $50 million
Life of Projeck: FY88-93
IEE Prepared by: Edward W. Birgells

Project Development Officer
Environmental Actions Recommended: Negative Determination

Major thrust of the Program will be funding publfé& sector reforms through
local currency generated by a Cash Sales Program and a Commodity Import
Program. While anticipated activities may focus on water development and road
maintenance, AID does not have control over the actual implementation.
However, environmental procedures will be developed and included into
implementation arrangements. AID will monitor the Program for any anticipated
environmental effects.

Mission Director's Decision

Approved:

Disapproved:

Date:

Bureau Environmental Advisor,
AFR/TD/SDP Decision

Approved:

Disapproved:

Date:
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I. Examination of the Nature, Scope and Magnitude of Environmental

Impacts

A. Description of the Projeckt

The Somalia Economic Rehabilitation Grant will attempt to rationalize GSDR
operations and programs. The Grant provide technical assistance and training
to the public sector. The grant proposes to utilize the private sector to
fund the costs of the reform package, through a local currency generated
through a Cash Sales Program and a Commodity Import Program. The local
currency generated will be kept in an account administered by AID and will be
used to fund agreed upon activities related to public sector reform. A
considerable part of the items imported to Somalia under the CIP will be of a
general nature. However, the Commodities may support program in the water
development sector and in road maintenance and construction.

B. Identification and Evaluation of Environmental Impacts

Section 216.2 c(ix) of AID'S Environmental Procedures categorically excludes
assistance provided under a Commodity Import Program when, prior to approval,
AID does not have knowledge of the specific commodities to be financed and
when the objective in furnishing such assistance requires neither knowledge,
at the time the assistance is authorized, nor control, during implementation,
of the commodities or their use in the host country. However, section
216.2(d) of these same procedures requires an environmental assessment for
penetration road building or road improvement projects and for potable water
and severage projects other than those that are small scale.

USAID anticipates the water development activity if implemented will focus on
the following areas: small scale water point maintenance and rehabilitation,
well drilling and rehabilitation and expansion of the Kismayo water system.

It is expected that the following commodities will be imported to implement
the program: Cement, pumps, spare parts drilling rigs, trucks, 4 wheel drive
vehicles, casings, drilling chemicals, pipes and meters. The road maintenance
and construction activity will require, heavy construction machinary, heavy
vehicles and cement. USAID does not anticipate actively monitoring the day to
day activities of the program. Technical assistance and training will be
provided to the private sector and the GSDR to help implement institutional
aspects of the program. Water Development Agency under the USAID funded
Comprehensive Groundwater Development Project (649-0104) has had extensive
experience working with a U.S. contractor (Louis Berger International) and
with AID environmental regulations regarding water development.
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Similary, the Civil Engineering Directorate, The Ministry of Public Works, has
had extensive experience with Louis Berger International under the World Bank
funded program. Nevertheless, USAID expects to develop proper environmental
procedures during the project and to assure that these procedures are included
in every contract executed by the GSDR with private seckor contractor.
Furthermore, AID will periodically monitor the activities to assure that
procedures are adequate and that they are being adhered to. The final
procedures will be developed as a part of The PAAD.
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Annex C

MACROECONOMIC DATA AND TABLES

Somalia:
Somalia:
Graph:

Somalia:

Somalia:

Graph:

External Gap Analysis, 1986-1989

Summary Balance of Payments, 1981-1987
Somalia External Public Sector Debt

External Debft Service Obligations, 1986-1990

Summary of Cenitral Government Operations,
1982-1986

Tax Revenues By Source
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External Gap Analysis 1986-1989

{US § Millions)

fidganced .by'=eecumulationf of arrears.

- (Actual)
- 1986 -—1987—}— 1988 —}—1989
FOTAL FINANCING GAP WITHOUT AID
;A:“ﬁurhent Account Receipts 136 iﬁg 19 176
Exparts | 99 s | o131 | 14s
Private tranafers 37 27 28 30
B. Current Account Payments : 'AAS 490 473 480
Imports 363 431 429 444
of which ¢ _
- Food 58 55 5Q 48
. Petrol 44 50 52 60
. Other non P[P 90 100 110 121
~ » PIP-related 173 226 217 205
Services (net) 70 59 44 36
of which :
» Interest (45) (36) (33) (32)
o IMF/AMF charges (16) (12) (11) (6)
€. Curgent Account Deficit (B-A) : 297 . 348 314 304
-D. Capital Repayments on Debt : 67 224 153 120
Repayment of Principal 57 61 55 54
Net Repurchases from IMF 7 13(a) 40 42
Net: Repurchases from AMF 3 38(b) 22 -
: Reduction of Arrears - 112 36 24
:E. Incﬁéase in Reserves L ~14 8 1 5
'F. Private Capital/Errors and Omissions 33 - - -
G. Jotal fFinancing Requirements (C+D+E+F) | 383(c)| 580 474 430
ta) including $5 million arreat payments.
b) including $15 million artear payments
‘¢) official grants and loans amounted to $330 million and $80 million was

%A,
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‘ : - {472%/885 (9/84) Estieates
o1 19ez 1983 1984 1985 %R wmed) @7

- 'CURRENT ACCOUNT BALANCE -5 -131 -187 ~145 f131 ) ‘ldézé; -130 L
——— — [ — I ......‘%‘_’ P ——
Exports (FIB) MW we g B8 10 108 120 -
-Livestack (98) {106} 72 3 (66) 951 % 17%) {83}
Bananas {4} (14 {15) {14) (13 (s 3un (191
ithers - {10) in {13 {15 {14) {20} (14} (18)
taports (CIF) : -422 -484 -450 -404 ~In -423 -4§7 -431
Trade Balance ) -308 =347 - 4350 -344 -301 -293 -299 =311
Services (net) -1 9 L] -47 -33 -82 -76 ~44
fof whichs interest paysents) -10} (~14) {-21) (~48) {-33) {-7% {-42} (-39}
Transfers (net} (1) 2 am 199 245 25 208 25 214
gfficial 150 157 18 17 205 178 225 212
Private 50 o4 51 . 2 20 30 20 %22
CAPITAL ACCOUNT (NET} 82 R4 LT L] a1 52 33 _?l
o D : " ———— . ?‘_ ———— - ————
“Qfficial . 79 123 100 4 e 82 75 ;i3
Private (2) 3 -3b -39 -40 -38 -10 -20 ‘
GVERALL BALANCE -13 -44 -85 -139 -30 -117 -75 -50
- Financing 13 1) B 139 50 117 75 50
Central Bank 33 b4 47 13 - 28 -1 -1 -57 -
of which: IMF (30) (34} (44) {(-3) (32) {5 (=7} (-28)
Comeercial hank -20 -20 I9 29 -32 12 10 -
fArcears - - - 71 -58 -8 . -10 -19
Deht relief - e - 24 152 - - -
Financing Bap - - - - - 134 g9 126

Sources: Data far 198! through 1984 and 1984 Program data are froe “Somalia - Review Under Stand-By
Arrangesent and Request for Waiver of Performance Criteria,” IMF, April 25, 1984, Tables § and 9.
Export breakdown for 1984 and 1985 is aestimated. Data for 1985, 19B4({revised), and (987 (est.! are from "Sesalia - Staff

Staff Report for the [984 Article IV Cansultation,' August 27, 1984

{1} Tatals for 1981 and 1982 do not add.

(2} Includes net errors and osissions

{3} More recent, unpub1i€hed “IAF slatistics indicate recorded isports for 1986 are closer to $92 sillion, with recorded
resittances increasing to $35 eillion. The iwo almost exactly offset sach other. The change in the voluse of sxports
and resiltances is presumed to be due to seuqggling or under-invoicing af exports to avoid resitting 50Z of the true
value af exports o the Central Bank at the low, official rate. Une un~reported export value is baing resitted through
the external accounts in the free sarket. ‘ '
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Table 4.5
SOMALIA: EXTERNAL DEBT SERVICE OBLIGATIONS. 1986-50 1/

(In thousands of U.S. dollars)
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Covers medium and long~term debts only; service obligations on external debt
outstanding at end-1985.
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Tadble 6 . Somalls: Susmary of Centrsl GCovernment Npecrations, (982-86
198K B
1984 1943 Gtatt eat.
Prel. Preliminney—. — Reviged— - alver Inly o e
fisesl Yese Endlag Dacember 1 1962 1¥83 est.’ Progeas 1/ sctusis 2/ Progeam 3/ viatt A/
: (1o millions of Somali shillings)
‘ - - S - [P, .
1
i veaue and grants 3,316 §,339 5,359 16,349 11,840 13,736 12,053
! ?’:::«:ee & 1,588 TR 3.07¢ 7,574 3,210 ¥, Nt T
o ; Tar | (2,27%) {3.370) (2,979) (6.870% {(&,577) {7 60t {7,500
oy trpoet duty 1,27% 2,198 1,818 &893 . 2,551 S350 5/ B, 150
K Eipore duty 123 128 Y} 250 Cee 130 1%
d tikee tared 817 §, 049 L,126 1,787 1,937 VoMY vt
: Nonkep €313 {7ney {7953 {708) (863) (9001 (1. 0m03
! Goenaneh b/ _ 1,098 1,908 1,980 6760 6,620 10,436 10,653
! 0!l»g?ant srd cosmodity '
; | impoec progres (600) {901} v} (2.760) {2.506) {2,721y (3,759}
: ‘Teanaters fcow local suthoeitlies 172 i 08 2
4 . . -
{  Total expeadteace 7/ 3,366 5,536 11,304 16,528 ° 17,858 FER) 4, 31k
1 Ordinsey espedditure 2,750 5,59 7,90% 7,700 ¢ 9,918 117, 910 Vi, 5%
l Wages and ediscies {..0) .00 (2,150} Coasd {2,152% {2,200} t2, 0
§ fnterése: lomestic {oaod €oesd (38%) Coaod (4863 (800 {hont)
§ Foreligo ece)d (oco} (S&n) Ceanl (1,167} gj (2, 1m) (2, 1y
Hther axpenditure ocul (oeod (4,890} [P | {6,183 (6, 00083 (h 974)
i tavencment éxpendituce .46 1,920 3.124 8,560 7,940 87, 500 Ph nbs
i hevelapment budyet (@11} (498) (504} {1,200 L1 (2,113} (2. nten)
! Teansler to local suthorities 153 17?7 17y 208 aen vee .
Overatl deficit on cowkitment bdaeis R
txctuding graags -1,606 -1,383 -7,490 ~8.713 -12,k38 -0, 100 -9, 14
treluding grants -1,550 “io21? -$,308 -1,97% -§,018 K, hirl -4, 16
;T Change (n domestic counterpact . :
Uk encecnal steeacs {excluding
i debt reltef) - -— 1,800 -} Bh0) ~1,%A0 ~Hy 1, on
i nther adjuntments to cash coe ves 00
; Oversil deficit on cash basis -§,5%0 =4,277 <3, 50% ° -3,815 7,158 RRL ~10,hh1
Ftoancing 1,330 1,277 3,308 1,815 7,154 9,466 1, k6
, © Fodelgn (net) 1,728 1,372 Yoy 3,760 3,03} b, 7t IR
f tadese e <174 f0 <295 2,563 o8 1,043 - 3ty a1
fanking. sydten (vet) (~150)- (=29%) (2,573) (339 {879) = J0mi} [ELTS]
s of cash delances 3/ (-26) {o=) {-8) — (87008 (==} t-1
Unbt telleé — -~ - - 1,080 10/ ses -
#inancing gsp - - == - - 3.n0 14/ LS I
(1In_perdent ol GLP)
Totatl revenué snd grants 13.6 13.7 7.8 1%.9 lv.2 131.6 (R
0t which: revenue (9.3} (10.5) (4.9} (1.7 (4.5) (5.7} (5.1}
Totatl enganditure 19.2 $7.0 16,7 i6.9 19.8 19.5 7.y
vtdingey expendituce {v.4) (. (10.4) t7.9) (8.%) (7.5} (r. N
thoastment axpenditure (8.8) (R.9) (é.1) (8.4} (4.8} (2.0 SENT]
of vhich: developmwent budget (1.2) (t.n (0.8 w1} (1.2} (1.5) ta
Uvergit batance
Yaciuding grancs -%.3 5.1 -9.8 -8.9 =109 <§1.A -12.)
_Inetuding geanes -$.3 «3.) ~6.9 -1.0 «$.2 ~h.0 -5.7
Ehdnge (n Arreats -— - 1.3 4.9 ~1.2 -0.6 -4
External financing {net) H.l 4.0 1.2 1.3 AL} 6.7 n.)
Bank finmnctng (net) 4.6 -0.7 3.4 0.4 0.9 -0.2 --
tebe reitef -— - - - V. - .-
financing gap - - - - -— .8 1.2 -~
ewncandum [Cew:
GUP in cucrent prices 27,912 39,070 76,820 97,762 116,296 t45,405 th, 1%

(in milltons of So. Shiillnge)

Sourcen: Uaca provided by the 3omall suthorities; and staff estimates.

1/ Based an an average olticial exchange cate of %0. $h. 40 per U.5. dollar ansueed in the program

i -phsed oa an Avetage exchange rate of So. Sh. 19.50 per U.5. dollar.

3/ revised fron TNT prograe {n ESS/86/93 to correct some misclassification of [otelgn loane,

4/ Bened on an avecage exchsnge rave of So. Sh. 71,5 per U.S. dollac (n the program and So. Sh.
doilae tn the Juis «isit escimates. /s

5/ Based on theXidxluacion of [;vort- #t commercial exchange twte.

8/ Includes ceah grants (ss vell as grsuts~Ln-kind}, Including project grants, Saudi otl granc, commndfry (mpart
pendenam, and hudgeenry suppoct Ln the form of food sid.

1/ Comm{tment bwsts.

‘!/ includes iInterent payabie of So. Sh. 460 smtifton ($11 millton) which wee ubsequently reechadated 1t the
Parie Clud meeclog of Macch 1985,

9/ tHainly tn the regionsl Treasucy vauits.

10/ Constscs of the debt rellef on smorcirstion of So. Sh. 840 mtlilon {$16 millfon) and nf So. Sh.
($11 witli{on) on intecesc due.

11/ Etxpected to be clomed through debt relief.
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Annex D

DETAILED SCOPES OF WORK FOR THE DESIGN

QF SOMALIA ECONOMIC REHABILITATION
SECTOR GRANT (649-0143

A. INTRODUCTION

USAID anticipates utilizing its own resources and several Indefinite
Quaniity Contracts (IQC'S) or Personal Services Congracts (PSC's) to do the
feasibility and technical, financial, economic, social and administrative
analyses necessary to complete the SECOR Program. The work will follow the
parameters described in The Policy Reform Agenda and The Private Sector
Development Program.

B. PUBLIC SECTOR REFORMS

The SECOR grant proposal will contain a public sector reform agenda that
will consist of the following three elements: (1) civil service reform; (2)
revenue generation and administration; and (3) budget rationalization. The
design work for this agenda will require Lthe services of two public policy
specialist with extensive experience and %fraining in both public
administration and economics.

1. Public Policy Specialist

The function of the public policy specialists (PPS) will be to carry oub the
following two principal assignments: {1) the consolidation and integration
of a series of technical feasibility studies to be conducted on all three
agenda elements prior to actual design work; and (2) the wriging of the
grant proposal, incorporating the technical feasibility studies and all
other sections as required by AID project proposals.

a. Statement of Work

Based upon a review of the work of other consultants, a review of literature
on other similar projects, and discussions with the GSDR, private sector
representatives, and other donors the PPS {eam will prepare a report for
USAID. This report will:

(i) Describe in detail, the key public sectbor policy issues and the
parameters for addressing them within the structure of a sector
grant.

(ii) Recommend an agenda for taking action to resolve the issues.

(iid) Develop ways in which the Policy Reform Agenda may be implemented
over a five to ten year time frame. In doing this the PPS team may
give different scenaries, relative costs and benefits of each
scenario, and options for addressing each scenario.
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(iv) Specify a list of technical assistance, training, equipment, and
supply requirements necessary Lo accomplish the reform agenda.

(v) Incorporate any other information as required by standard AID
regulations governing project paper submissions.

b, Level of Effort and Expertise Required

It is anticipated that 3PM of assistance will be required. The members of
the PPS feam should have a graduate degree in economics and public
administration. They should have 5-10 years experience in developing
countries, working on public sector reform issues, preferably at senior
levels of government and preferably on donor-funded projects.

2. Civil Service Reform

The GSDR and the donor community have discussed the Civil Service Reform
(CSR) for several years. SECOR will attempt to establish a Civil Service
Commission as well as undertaking organizational reform within the Ministry
of Finance, Ministry of Revenue and Ministry of Education. The analysis
required under this study will rely heavily on work being done under %the
SOMTAD Projeck.

a. Statement of Work

(i). Analyse and describe the needs of the GSDR in terms of CSR, in the
light of past work and the current work under SOMTAD and other donor
activity.

(ii). Perform an institutional and structural analysis of Lhe Ministries of
Finance, Revenue, and Education. This analysis should consist of a
comprehensive examination of the present civil service organization
in each of these ministries, and their present operating budgets.
This comprehensive examination will analyze the following: the
number of employees at each level; job positions and job categories
at each level; pay scales and other compensatbion schemes;
policies/practices governing hiring, promotions, transfers, and
separations.

{(iii). Design a time-phased program to reorganize the three ministries in
ways consistent with the overall objectives of SECOR. The
reorganization program should be realistic and depict achievable
outputs over a specified time-frame of no more than five years. The
program should also recommend appropriate levels of technical
assistance, &training, equipment, and operating budgets that would be
required by each ministry to achieve the specified targets. The
program may also present different reform scenarios , the relative
costs and benefits of each scenario, and give options for progress
under each scenario.
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{iv). Design program Lo establish a functioning civil service commission.
The program should depict achievable outputs during a specified
time-frame not Lo exceed five years. It should also prescribe the
technical assistance, training, studies, equipment, and operating
budgets that would be required o implement such a program.

b. Level of Effori and Expertise Required

To carry out the above assignment will require the services of two
specialists who have both extensive (5-10 years) experience in analyzing and
restructuring civil service organizations, policies, or practices, in third
world countries. Both specialists should have done a good portion of their
work in Africa, and should have graduate training in public administration,
public policy formulation, and economics. o

3. Revenue Generation and Administration

In order Lo domestically finance the public sector reform program it will be
necessary for GSDR revenues to be increased. This revenue increase should
be achieved in ways that are consistent with GSDR development objectives,
i.e., the additional taxes should not resulf in undue disincentives to
production or exports, and there should be a general understanding of who
will bear the burden of existing and additional taxes. It is also essential
that the tax system be buoyant and:elastic so that revenues will naturally
increase, with inflation and GDP growth.

At the present Time the revenue system is deficient in several respects.
Although it appears thaf the GSDR places a high priority on increased
revenue generation. It is not clear that the Ministry of Revenue (MOR) has
the capability to analyse the tax policy issues as they relate to overall
development objectives, Furthermore, the MOR is unable to enforce policies
and reqgulations that now exist as part of Somalia's tax codes. An analysis
is needed to determine what changes are needed in GSDR tax policies and what
types of technical assistance, training, further analyses, equipment, and
supplies, are needed to strengthen the GSDR's capacity to analyze tax issues
and formulate Lax policy. 1In addition, an analysis is needed to determine
what changes are needed to strengthen the institubtional capability of the
MOR to Lighten ifs control over and more carefully enforce, existing
policies and practices in revenue collections.

a. Statement of Work

The study will include the following tasks:

(i) The analysis of the existing tax system, in both policy and practice,
recommendations for improvements, and identification of areas for
further study. This includes: 1) an analysis of the tax base and
assessment of the level of tax efforts, 2) the analysis of issues
related to the impact of the system on incentives to produce and
export, 3) the analysis of import taxes to differentiate between
revenue generation and import projection objectives and to identify
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(iii)

(iv)

(vi)
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ways of simplifying the rate structure, 4) an assessment of the
buoyancy and elasticity of the tax system, and 5) the preliminary
identification of tax measures Lo increase revenue in ways that are
consistent with overall development objectives.

An assessment of the capability of the GSDR to analyze tax issues and
formulate tax policy. Based on this assessment, recommend fechnical
assistance and training to strengthen the analytical capabilities of
the MOR.

The analysis of issues related to local revenue generation and the
decentralization of government services. This includes: 1) the
identification of all taxes af the regional, district, and village
levels, 2) assessment of overall GSDR policy regarding local revenue
generation , and recommendations for improvements, 3) identification
of local revenue generation measures that could help alleviate GSDR
budget constraints and improve the level of government services at
the local level, and 4) identify technical assistance and training
needs to increase the GSDR capacity to address issues related to
local revenue generation,

A study of the possibility of an earmarked tax on livestock export to
finance selected government services to the livestock sector. This
will include: 1) an estimate of the cost of existing and planned
services to the livestock sector, 2) a preliminary assessment of the
livestock export market (products, quantities, destinaktions,
competibiveness), 3) an assessment of the impact of existing export
taxes and a possible earmarked tax on the competitiveness of
livestock exporgs, and 4) recommendations regarding the design,
administration and possible uses of an earmarked tax.

An analysis of enforcement, and delineation of realistic alternative
actions for strengthening institutional capability of the GSDR in
general, and the MOR in particular, for imposing tighter control over
the entire process of revenue collection and disbursement.

b. Level of Effort and Expertise Required

The above tasks will require a three person team for a period of six weeks.
The team will consist of:

i,

ii.

A public finance economist to analyze overall tax policy and assess
GSDR capacity to analyze tax issues, and formulate {ax policy, and
enforce tax requlations. This person would also be the jeam leader.
He should have several years of experience advising governments on
public finance policy issues in developing countries, preferably
Africa. .

A public finance economist with special expertise in local revenue
generation., This person should have several years of experience as a
public finance economist in developing countries.,
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iii. An agricultural economist with expertise in the analysis of
livestock export markets. This person should have experience in
analyzing African livestock export markets. He should also be
familiar wigh gfhe use of earmarked taxes to pay for services related
%o the production and marketing of agricultural exports, e.g.,
francophone West African countries.

4. Budget Rationalization

The GSDR has not published a budget in recent years. The last publicly
available document is the Minister of Finance's budget statement of
Parliament at the beginning of 1986. This document includes a summary
budget for 1985 which divides the budget into four broad categories for each
ministry. There is no evidence that there is final reconciliation between
budgeted amount and what was actually spent. There is also no evidence that
there is an annual budgef exercise Lhat systematically relates resource
allocations to government programs and objectives., Finally, the GSDR
excludes the receipt and expenditure of donor-generated counterpart funds
which make up most of the budgets of the economic and social ministries.

The objective of this analysis is Lo analyze the existing budget and
accounting system of the GSDR, recommend improvements, and design a
technical assistance and training project to introduce an effective and
comprehenéive budget and accounting system.

a. Statement of Work

(i) Describe the GSDR budget system as it is supposed to work and as it
actually works. Recommend improvements in the budgets system based
on established budgeting principles, including PPBS. Particular
attention should be given to setting up a comprehensive budget that
covers the receipt, disbursements, and use of all counterpart funds.

(ii) Describe the GSDR expendifure control system as it is supposed to
work and as i}t actually works. Recommend improvements to 1) improve
accountability and 2) establish a clear and timely link befween
actual expenditures and budgeted line items.

(iii) Idensify technical assistance, training, additional analyses,
equipment, and supplies, for introducing improved budgeting and
expenditure conirol methods in the GSDR.

b. Level of Effort and Expertise Required

A two person team will be needed for a period of four weeks:

(i) A programming and budgeting specialist with experience in working
with British and other budgeting systems used in developing
countries. This person should be able to deal with the political and
public policy issues related to changing budgeting systems, specially
the introduction of comprehensive budget.
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A fiscal management specialist fo analyze the GSDR system of
expenditure controls. This person should have previous experience
working wigh ceniral government budgefs in developing countries.

PRIVATE SECTOR TEAM

a. Statement 0of Work

(1)

(ii)

(iii)

(iv)

Analyze the needs for financing and credit by businessmen describing
o the extent possible formal and informal existing credit mechanisms
and their consfraints and limitations. Based on this analysis,
recommend options for providing credit for Lypes of commodities
proposed for the infrastructure sector.

Develop an adminisgrative mechanism for implementing the SECOR
Private Sector Development Program (PSDP}. The mechanism should take
into account the institutional consiraints of the GSDR and the
potential manpower limitations of USAID. Any administrative
mechanism should be focussed purely on the Program and should limit
institutional strengthening of the GSDR.

Feasibilitfy, cost analysis and technical analysis will be performed
for the activities anticipated under SECOR. This will include
analysis for the Kismayo Water System, Bardere-Jilib Road,
Mogadishu-Adale Road, private sector water development and road
maintenance as well as the possibility of equipment leasing entity.

Institutional analyses must be performed on the feasibility of the
private sechtor undertaking the major activifies described. A program
of technical assistance and training should be developed for both the
private sector and the GSDR in terms of contracting with the private
sector.

b. Level of Effort and Expertise Required

(1)

(ii)

(iii)

Investment'Banking Specialist (2.5 P,M). Advisor will be responsible

for establishing credit mechanism and for overall administrative
mechanism. Specialist should have senior level qualifications in
similar type work with exitensive experience in the third world the
Mid-east and Africa.

Private Sector Development Specialist (2.0 P.M}). Advisor will review

potential enterprises as well as make recommendations for the
technical assistance and training resources necessary to achieve
project objectives, Specialist should have extensive experience in
development of business in the third world, especially in the
Mid-East and Africa.

Social Scientist (1.0 P.M). Advisor will review suggested

interactions in light of socio-cultural conditions and make
recommendations concerning socio-cultural feasibility. Advisor
should have graduate degree in a relevant social science with Somali
experience.
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Transport Equipment Specialist. (75 P.M.). Advisor will determine

equipment and supply needs for private sector road maintenance and
construction. Advisor will develop road maintenance activity and
suggest technical assistance and fraining needs for the private
sector and the Ministry of Public Works.

Water Engineer I (75 P.M). Advisor will determine final design of

Kismayo Water System.

Water Engineer II (75 P.M). Advisor will develop P.S. water

development component, suggesting equipment needs, fechnical
assistance and training needs for the private sector and the Water
Development Authority (WDA).

Ubility Specialish (1l.5). Advisor will review ifistitutional

capability of Kismayo WaLer Authority make recommendations and design
a program to develop the Authority to make it self-sufficient over
time. The advisor will also determine the technical assistance and
tralning needs of {he Authority.

Prccurement Specialist (1.0) Develop the GSDR procurement system.

Make recommendations for improving the system. Design a program for
contracting between the GSDR and the private secfor. Program should
include technical assistance and training needs.

Telecommunications Specialists (75 P.M). Advisor will put GLogether

equipment list and specifications for satellite stationm.

Economist (1.0 P.M). Advisor will establish economic feasibility of

suggested enkLerprises.
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ANNEX E
ILLUSTRATIVE LIST OF ACTIVITIES IN T™ E INFRA STRUCTURE SECTOR

Water Development
Drilling and Rehabilitation of Wells

Projections, developed by Louis Berger International, to 19940,
indicate a growth in water consumption to over 1.5 billion cubic
meters, compared to approximately 1.2 billion cubic meters currently
consumed. The lions share, approximately 78% of water consumption
will come from river diversion, 14 percent will come from ground
depression such as wars and berkads. Water from drilled and hand-dug
wells will account for approximately eight percent of the total
consumption., This will require a drilling program consisting of
approzimately 180 wells per year by 1990, well above the current
administrative and technical capacity of the GSDR to implement. If
improved maintenance and rehabilitation procedures can be instituted,
the needed new production could be lessened considerably. In
addition, if current regulations can be modified, the private sector
can take a more active role in the maintenance and rehabilitation
program and eventually undertake the majority of the well drilling
operations in the country.

The Water Development Agency (WDA) and The Ministry of Minerals and
Water Resources are now seriously considering a program which will
enable them to transfer some of the government owned wells to the
private sector. (See FB/23/00650/87). The WDA and the Ministry will
need technical assistance to establish ways on best implementing this
program. SECOR could provide the technical assistance and training
to the GSDR to implement this Program. 1In addition to technical
assistance to community groups and individuals, SECOR could fund a
well maintenance and rehabilitation program through the private
sector. Components of the program would include: (i) a survey to
determine the precise location and condition of non-operational
wells; (ii) the rehabilitation or abandoned or non-operational wells;
(iii) routine private sector contract maintenance program for
rehabilitated wells; (iv) routine well operations program.

Concurrently, SECOR could fund equipment needs for an active private
sector well-drilling program. WDA has had good results from the
number of wells drilled by the private sector under the Comprehensive
Groundwater Development Project. There is no reason to believe the
private sector could not significantly increase the number of wells
dug for WDA on a contract basis as well as, for other donors and
organizations. From our preliminary investigations the limiting
factor appears to be the availability of foreign exchange for
drilling rigs and spare parts to assure continuous operations. 1In
addition financing will have to be addressed, since many of the
"big-ticket"™ items needed, such as rotary drilling rigs costing
approximately $500,000 each will require financing.
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Local currency costs associabed with the program could initially be
financed from shillings generated through the Cash Sales Program or
the CIP. Such an arrangemenf should be on a declining basis. The
intention is ko make the program dependent upon an effechive
decentralized user fee program.

Water Distribukbion Systems

A second area in which SECOR may assist in the water development
sechor is the rehabilitation and development of the Kismayo Water
Supply. AL the request of the Minister of Minerals and Water
Resources, USAID will soon undertake a field appraisal of the costs
involved in the new design of the physical system. SECOR could fund
the equipment costs of rehabilifating the system through private
Somali contractors, if a program can be established that will assure
that the operation and replacement costs of fhe system can be
assured. SECCR would provide the resources to establish and
strengthen the Kismayo Water Authority, in an attempt Lo establish a
viable, long-term institutional capacity to run as a modern public
sector utility. Kismayo is the capital of the Lower Jubba region and
is the third largest center of population in Somalia. Successfully
implementing the Kismayo Water Program would demonsitrate to the GSDR
the importance of user fees and calculating recurrent costs into
development activities. The Kismayo water activity will also serve
as direct link to privafe sector development in the Lower Jubba.
Local currency for the activity could be generated through the Sector
Grant and would be contingent upon an agreed upon program of reform
and user fees being designed and implemented. USAID expects
technical assistance would be needed {o supervise fhe construction
congract., The technical assistance, training and equipment will also
be needed to strengthen Lhe Authority to make it an effective ubility.

Currently, AID is funding the reconstruction of the Kismayo Port. 1In
addition, Kismayo will benefit as one of the three regional
quarantine cengers under the Livestock Marketing and Health Project.
The EEC has pledged to assist the GSDR with the consfruction of the
Kismayo-Laboi road which will serve as a link in opening Somalia to
Kenya. Kismayo will also serve as a key commercial center,
benefiting from the potential developmenf of the Jubba Valley. All
these factors make it crucial that an adequate supply of water for
both domestiic and commercial purposes be developed if the Kismayo
region is o be developed in the long-term.

Road Maintenance and Reconstruction

Somalia has a 7,000 kilometer network of primary and secondary

roads. This network covers the country and is a vital link in
national, and local development. The network is in need of extensive
repair, since in its present condition, goods and services cannot be
transported over extensive sections of the network in a cost
effective manner. 1In essence a comprehensive maintenance program
must be initiated to prevent the loss of Somalia's considerable
investment in roads.
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In 1985 The World Bank funded a study that provided for a five year

plan for the maintenance and rehabilitation of the nations road

system. The plan addressed the policy, organizational and equipment

needs required o put the road network into reasonable condition. 1In

1985 prices, the total cost of the maintenance program amounts to

$50.2 million of which $32.7 million was foreign exchange. This

figure does not include the cost of reconstruction of several

sections of the National Highway system amounting to an additional

$20.2 million. The Council of Ministries accepted the conclusions -
and recommendations of the study in March, 1986 and have requested

donor support to assist in financing the required road maintenance

program. The organizational -changes that have been enacted include: -
i) elevating the Civil Engineering Division (CED) of the Ministry of

Public Works and Housing from a deparfment to a Directorate; ii)

attracting qualified staff; iii) developing management and technical

training programs, and iv) drafting a Road Ackt and Road Traffic Act

to strengthen the legal foundation of Somalia's highway related
responsibilities. v) LBI is developing a user fee schedule for

funding an on-going road maintenance program.

To date donor support for the maintenance reconshruction program
includes:

The World Bank is currently funding a program of technical assistance
and training to the CED, and restoraktion of the bridge network on
National Highway 1 between Bulo Burti and Beled Weyne.

The EEC is currently funding several road/bridge design contracis in
the Jubba abd Shebelli Valleys., Furthermore, it is providing a grant
of ECU 3.0 million for road maintenance equipment and materials for
use on the Afgoi~Jilib road link.

In addifion, the GSDR has made application to the African Development
Bank for assistance amounting to approximately $26.0 million for the
reconstruction of t{he Balad-Jowhar Road; and for a five year
maintenance program essentially for National Highway 1 linking
Mogadishu with Hargeisa in the north.

USAID believes the private sector could be used extensively in ghe
maintenance program, and could work similarly to the water
development program. The program has the advangage of having an
experienced contractor currently operating in Somalia. In addition
the GSDR considers this a high priority area and has already
initiated major institutional and organizational changes necessary to
get an effective program off the ground. AID involvement would be
contingent upon the implementation of the fuel user fee and the
actual earmarking of these fees for road maintenance. In addition to
road maintenance is the definite potential for the development of
private sector capacity for road construction.

Telecommunications

The Ministry of Post and Telecommunications has requested AID
assistance in the preparation of a materials list and cost figures %o
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upgrade or replace the Somali earth station o make it compatible
with the new generation of satellites. 1In Ochtober 1985, USAID
contracted with Teleconsult Lo perform Lthe required analyses. Under
SECOR resources could be made available to fund the necessary
equipment and provide assistance 30 the Ministry of Post and
Telecommunications Ho upgrade or replace the Somali earth station at
Karaan.
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Annex F

Ministry of Fisheries Continues Move Towards

Increased Privagization.

Minister of Education Speech at Donor
Coordination Sub-Committee on Primary Education,

From The General Manager of Water Development
Agency.
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CONTRACT THROUGH TEE MINISTRY OF PU“LIC WOHaS., TRE
CONSULTANT RE QUESTEL ‘WCULD RE BRQUGHT THRUOUGE PRI PS--AND,
SUEJECT TC MINISTEY AND USALD AGRELME NT, EIS PRUGR%M
COULD BE FUNDED TH?OU”? COUNTEHRPAR T&bDING. IT WAS
. ALSC NOTED" THATVPRIVATE ¥X 1'ISH"”I’TS\R"QHIB’.}-‘.ﬁ“”?'«".\'.”4 M{GHL
~ BE FUNDED THROUGH & PROJZCT NOW UNDER DESIGN, FORN T
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TECHENICAL AND VCCATIONAL EDUCATICN IN ORDER TC INCREASE ©
THEIR CAPACITY AND ENHANCE ECONOMIC DEVELOPMENT. TC DC

THIS THE MINISTRY DECIDED TQ IMPRCVE THF IXISTING '
TECHENICAL AND VOCATIONAL SCHOOLS BY: - @

"B} RETISING AND UNIFYING TEE CURRICULUM OF TECENICAL Lo
AND VOCATIONAL EDUCATION. e

B) UPGRADING TEACHER QUALITY. |
€C) PRODUCTION AND DISTRIBUTION OF INSTRUCTIONAL

MATERIALS. !
al

D) IMPROVING THE QUALITY AND GUANTITY OF EQUIPMENT. f

5. STRENGTHENING THE SUPERVISORY AND MANAGERIAL k1

.. FUNCTIONS CF TEYX SYSTEM. -

6. DEVISING STRATEGIES TOC MAXIMIZE THE, EFFICIENT USE OF (€

THE RESOURCES AVAILARBLE TO US.

7. IMPROVING DONCR COORDINATION AND SUPFORT RBY (5

ELIMINATING WASTAGE AND REDUNDANCY. ;}

8. IMPROVING TEEX PRIMARY STYSTEM AT THE'LOCAL LEVEL &

THROUGE DECENTRALIZATION AND STRENGTHENING THE LOCAL

ADMINISTRATION. FIVE ELEMENTS ARE BASIC TO THIS

DECENTRALIZATION PROGRAM: TLOCAL RESPONSIZILITY FOQR ®
+TEACHER TRAINING, SUPERVISION, PLANNING, MATERIAL

DISTRIBUTION AND STCRAGE, AND SCHCOL BUILTING.

TO ATTAIN THIS GOAL WILL REQUIREF INCREASED STAFF :
DEVELOPMENT AND. SUPPORT FOR TEE LCCAL OFFICES. F

THE FOCAL PCINT OF THIS PLAN OF EDUCATION IS PRIMARY
EDUCATION FCR TEAT IS THE AREA THAT NEEDS THE GREATEST
ATTENTION AT THIS TIME. HOWEVER, AS THE EXPERIENCES OF %
NATIONS THROUGHOUT THE WORLD EAVE SHOWN, NO PROGRAM OF )
EDUCATION FOR CHILDREN CAN SUCCEED WITHOUT CCNCOMITANT
SUPPORT FOR THE DEVELOPMENT OF LITERACY IN THE ADULT (%
.«COMMUNITY. TO THIS END THE MINISTRY OF EDUCATION V¥ILL
ALSO STRESS THE IMPORTANCE OF NONFORMAL EDUCATION. !
ADULT LITERACY PROGRAMS WILL BE LINEED WITH PRIMARY R
"EDUCATION AND WHEREVER THERE IS A PRIMARY SCHOOL, THERE ;
TOO WILL THIRE EE EVENING CLASSES FOR ATDULTS. 1IN ;

ADDITION, PAMILY LIFE CENTERS WILL TEACE WOMEN HOME S
BASED ACTIVITIES TO SUPPORT THE WELFARE OF TEE HOME AND e

- FAMILY. T
- [ @

THE SUCCESS OF THIS AMBITIOUS, HERQIC PLAN WILL LARGELY
DEPEND ON OUR FXFFORTS, BUT YOUR SUPPORT AND ASSISTANCE
IS ESSENTIAL, VWVITHE OUR EFFORTS AXD YOUR CONTINUED AND (%
+ INCREASED SUPPORT WE MAY BE ON THE THRESHOLD OF A NEW :
ERA" IN EDUCATION, A DECADE AGO THBIS COUNTRY LAUNCHED AN
"EDUCATIONAL CAMPAIGN THAT WAS SO SUCCESSFUL IT ATTAINFD
INTERNATIONAL RECOGNITION AND ACCLAIM, - PFREAPS TOGETHER
WE GAN ERING FORTH ANOTHER GRrAT CAMPAIGN THA™ wiiny,
RETURN US TO THE HEIGHTS OF PAST ACCOMPLISHMENTS.
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I CANNOT CONCULDE MY SPEECH WITHOUT THANYXING YOU FOR®
YCUR GENUINE INTEREST AND EFFCRTS. I WISH TC

PART ICULARLY THANK THE GQOD OFFICES OF UNICEF FOR
SPONSCRING THIS GATHERING. I HOPE THAT WILL NCT RBE THE
. LAST OF SUCH MEETINGS, TUAT WT WILL MERT AGAIN ARL WCORE
TOGKTEER FOR THE DEVELOPMENT Or EDUCATICON IN' SOMALIA.
UNQUOTE.

4. BASED ON DISCUSSIONS WITH IBRD, UNICEF, IEES STAFF,
AND THE MINISTRY, USAID WILL BAVE A PRIMARY EDUCATION
. .COMPONENT IN THE FY 1988 NEW START PID, NOW IN
PREPARATION. RAWSON
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WATER DEVELOPMENTYT AGENCY
P. . Box 525 - MOGADISCIO

e

,. - .._,'--:.:..,._...‘.-...—E
APR - 9. ';7‘(

g = N _¢ORY ~ 4 f

‘ ACTION TAKEN Lol Ftsi™ ’
]
Ujeeddo = — Signature (¥ Detc. %M%'Ch 24, 1987

5FI G40

“Taar.

Pl

Mr, L. Cohen
Mission Director
USAID, Somalia

Dear Mr. Cohen:

The Water Development Agency ard the Ministry of Minerals and Water Resources
‘are now in a position to consicer the implementation of a program which enables
them to transfer some of the gcvernment owned water wells to the private sector.

A reference to this matter has been in the study of LBI on the private sector
prrticipation in Somalia's water resource development. This study recommends

ten~year program of water industry development for Somalia to be carried out in
three phases,

Howrever; the study needs further assessment in order o be more realistic and
eaiily applicable. The Water Development Agency is plimning to transfer some of
tle state owned existing water wells to the private sector but to implement this -

idea there are a lot of options to consider and lot cf questions to answer. Among
these are the following: .

1. Total or partial transfer of the property ownership - to whom to transfer?
. ' community like village committees or a single perscn? How can the investment cost
be recovered or should WDA has to drop it or it ha: to transfer on a loan
pay-back bases of the investient?

2, Partial transfer of the ownership on share holding bases and if so what share
will be given or be transferwd to the private sector?
ki

3 Contractinq first the operation of a substantial portion of its wells to the
Somali private commmnities,
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45 What is the best beneficial role to be assumed by WDA_:in order to have an
effective water resource development program in Somalia ?

- —

These and other points are the key issues to be addressed before we proceed
‘the implementation of our plan. To address these issues the Agency needs

/ to get inputs from donor commumities in order to achieve a success )

implementation of this program, therefore ; we hereby formaly request USAID

to assist us in the implementation of this programe The kind of assistance

we need can he the following but not limited to; lay down a step by step

implementatidn plan to operate and maintain the water wells in Somalia
and introduce a water use legislatione

Enge. Ahmed Mohamoud Handulle

‘] The Gener;a% MaLnag er,

Water Development Agencyj_

e

fl

ﬁ, ‘ ‘.
ccs Ministry of Minerals and - F e, -
’ Water Resource

Mogadishu
N
AC DISTRIBUTION
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Annex G

Description of UNDP Tax Policies and Administration Activity with The
Ministry of Revenue.



PROJECT OF THE GOVERNMENT OF THE

DEMDCRATIC REPUBLIC OF SOMALIA

Ticle

Number

Primary Function

Seccndary Function

Sector (ACC Class and Code)
Sub-Sector (ACC Class and Code)
Government Implementing Agency

Executing Agency

Estimated Starting Date
Govermment Inputs

UNDP Inputs

This Project Document and its annexes constitute the Agreement among the Signatories.

on behalf of the Goverrment

-

on behalf of the Executing Agency

¢n behalf of the United Nations
Developrent Programme

=72

sTax Policies and Administration
+SOM/86/003/4/01/01 Duration : 2 years
z;nstitutim Building

:Direct Support

:UNDP:02 ~ General Development Issues

:UNDP:0230 - Public Administration

Ministry of Reverue

:United Nations Department of Technical
Cooperation for Development

:1 Janvary 1987 Project Site : Mogadishu

:(In Kind) : So. Shs 911,000

:US § 617,000

Date

Date

Date
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PART I, LECGAL CONTEAT : e e

This Project Document shall be the instrument referred to

as such in Article 1, paragraph 1, of the Assistance Agreement
between the Government of Somalia and the United Nations
Development Pro gramme, signed by the parties on 16 May 1977
(Annex 5).

The Governaent Implementing ' Acency shall for the purpose
of the Stan'ard Basic Agreement, refer to the Government

fo=operating Aoency described in the Agreement.

D™ bl e
P:R7 I, TUE PROJZCT
T

- o @

Develonnent -0

To contritute *o the Somzli Democratic Republic's

Tovirnmenita

2CInomic recovery Pro/Tamme turoau i entancin tieo
czpacity in revenue collectiong a:d mobiliz tion of newu

revenue sources,

1) Identification of additional *2xadle cources in order 4

c h w0
cxpand the tax bace and thum contribute to zchicvin~ innuzl
2

2 percent in revenue collecction,.

2) Sstablishment of tax audit systems and investigation
procedures supportied by relevant uidelines and manuals in
order to rcducc caces of tax and customs duties under—

assessment, under-valuation and under~collection,
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3) Senior and middle=level staff counterparts trained
and qualified to carry out the functions and responsibilities

related to above irmediate objectives

PART IIC, Special consideration

Wone

CAT 1D, Back round an’ Juctification

o

ssainet 2 bacl: round of virtunl nt-rmztion in ceconomic nctivitsr
: - kS L

and mounting financial imhilanses, the Covernment of *xo

. : N . -
Sermonratia Reonblic of Jaalis Yhasliit, in mif-12%3) 2

4 LY pamyggh o T2 <4 £ e d . aed .- - I
simificznt adjurtoont effort,  Ovoar Lha nmomt tuo an? -1

cooToy plizind pyevelconiritulc? Yo o= dicheun in

L2y 2.3 ok} N ek -1
SYTGTY L TOTINnTLC AN ot alra

wt
oy - 3«1 P PR I U h = @ A s - 2 1T S - -
Slvauoial i3 nrer, In i g F cong o et fisaenial
< . - e e ™ eed A - - e e e 3 .~ ~ myomm 4 4 3 eps +o.
crfslc rrermipoe D owith 2 rlor o An econozie activiiy, 2

Thnrp decline in sxporis, o etazdly ricing inflation, -
2 vornotining in the exitormal
N

S .a

czctor pomitione Domand munn oot solicien nleo eulforal o

set bhacx witliy on the budgsstary <ide, a clipspaze in ihe
rcvenue collection wnd a chinrp rice it expeniitures, The

billion in 1983 to So0,Shs 5,0 billion in 1224,

In view of the Zrowing imbalanceg, thz Somali Covernment
2dopted a major adjustment prozorme in 1985 with a renewed
comnitment to sustain policy roforms to reduce inflation and
the balance of pgyments deficit and stimmlate economy activity,

The core of the adjustment programme comprises a major

devaluation, the establishment of a free foreism exchance market

for most non-covernment transactions, the virtual elimination
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of export and import restriction, the dismaantling of price
controls and fiscal and monetary measures to constrain

demand through increasing revenue and limiting government
expenditure, and reducing the rate for monetary expansion.

The programme also includcs an acceleration of the reform -
of public enterprises, and reform of the banking systea,

On the fiscal fromt, the Government adoptcd a number of
tax mcasures that are erxpected to contridbute to expandin-
the revenue base and improvins the elacticity of the tax
gysten, These measures inclule the abolichmont of exenpiion
from import duties enjoyed hy wany public enterdrises, the
ronvarsion of specific inpert 2nd ezport duties to an

22 _vzloren bazis, the 1ovi-ing of al wvaloren import duties
an the hasic of letfers of credit, ithe intrafustion of

~ .. L ad 4 - R 3 - :
wrenarzes of 27 pereent on mon-—ere~niizl fmparis and £0

~

r}
H

*J

croant on irdorts throush ertemal nocowts, i the
introduction of senersl zalon tax, Aurinermiorz, in oorler
to zvoid loss of customc Jaties due to wider-invelein, of
ledters of eredity an wo=*a--aie liz* Tor imporiad -oole
2enominated in US dollors lzs been orizblichcl, Zuston:z
duties are levied on thin Tasis of the prices in the letters

a

of credit or the pricc lict, which is ever ki ier, Finzlly,
the Government has revisced the manner in sthich the public
cnterprises are taxed, rcplacin; the turnover tax, chare of profit tax

cnd the charges on depreciation with zn income tax,

To complete the above-nentioned tax measures, the Government
has emphasized the neced for structural and adnminisirative

reforms to improve tax administration and audit, Ixtraordinary
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measures have been taken to improve revenus collection
among whichs '

-~ g door-to-door real estate property inventazy:

~ abolishment of the "Concordato' system of negotiating
tax liabilitys

~ increased penalties for property and import/éxport tax
evasions,

The prop05ﬁd project will, therefore, help the newly
established Ilinistry of Revenue in its efforts to mobilize
additional financia resources for the Covernuent®s economic
recovery pro-rarie, It will almo help the customs and  tax
departmonts in 2eveloding expertise, desisning methods and
training personnel to nandle tox administratiorn issues and
implementation proceduras with full officiency and

ffectiveness, tkercby nettinz more revenue and reducin -

losres on 2 it of tax ecvasion and tax avoidance
losres on zccount of tax evas an? 1 oid

2 2drinistration and

ﬁ
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inmplementation nrocedures lies in the lac’s of zn in-houre
techniczl and profenrional capabilit:s for tax information
oathering, collection and audit, To help sirea-lining and
strensthening the Ilinictry of Rovenue's capadility in this
areas, the services of tax policy, >mirnistration and customs
advisors, supplemented by personncl irzining are required
during the period 1 January 1987 = 31 December 1388, However,
the techknical cupport that this contribution will make poscible
will be crucial for the return of Scmalia to sustained
econonmic recovery and growth. The m2in elements of the
required support are indiczted in the ne:t part of the present
Document,
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Quiputs

Related to immediate obipctive'1:

Revised regulations concerning
tariff exemptions on importe,

income tax structure rationaliszation
~and internationzl transaetions
valuation and assccocomenty

Format of reporting from dicirict
offices 1o directorates to

Hiniztry of Revenucs

Sales tox extension %o retail trade,
inprovel income and properiy tocier
collection an? introduction of
szleetive eicice duties to imnoric
and domestic protfation

e .yd 5 - 2 _ £ e o~
Lompurtericsd orozTmmTie Tor tamoand
Mg med poe BT I —

VATUNnT i icrs tosarcoent,

ey ' n e + 3

raluntfon nnl collectiong

Haniboslt and midelinas for fan

dminintration covorinz tariff,
excise, income and projerty ccoceczment
valuation, collection audit,
investizztion and progccuulon;

Related to immcdiate objective 3:

Training ond cominar programmes in
all key areas to attain selfw~
reliance in customs and tax
adrinistration;
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PART I F, Activities

1021

1]

1e321

10322

20129

26281

2321

Je121

3,122

Related to the outputs of immediate objective Tz

Redesi=. revenue collection and
control rezisters at the distriet,
regional ond Ministiry levelcs

Prepare model variance
rtatements, inspection ruidelines
znd testing and useg

Desim alphabetical indexes and
specizal ledser cards to identify
tax payors with more than one
income;

Comparec and ronitor information
srovided by taxpzyerst clientc or
purchascrs;

Q

RAnlztad to the outmuts of immediste objective

Bstablish prosrammed audit
systcns at rezional and
Minisiry lcevels;

Draw up suidelines and manuals
on teriff, excise, income and
property tax systems methods and
procedure;

Related to the output of immediate ob3ective

Identify suitable trainins courses
and sclcet staff for overscas
trainings;

Select suitable participants for
group training/study tours and
gelect countries and organisation
for the purpose

BESTAVAMABLECOPY



3,123 Design and conduct in-house
training programmes;

PART II G Inputs

&, Governnent innuis

The project Wudpet covering the Governnmentts contribution

is shown as Annex 1.

1¢ Assignment of lNational Staff

NMational ctalfl either holdirn responcibilities
for components of project deliver: or to be

zusired as counternarts or cunjpeort sinff are
listed Dbelow:

24 mfm services of one Senior officia '
Director of Staticiipr ~nd Rescarch -7 the
Hinisiry of Revenue to Bz the Proincet
Hational Dircectors
60 n/m serviece of three Zemiar ofTiciale

' from the Gemsrzl Dircetorate of Curtonn,
Zirect Tommtion and Indirect Tamtion, o
act 2o national cownt:rparic for inicrnational
stalfy

144 m/& scrvices of national prof~zrional
staff to be ascismed to proicct.

43 w/m services of typists

24 m/h services of drivers

2+ Premises and cquipment

The Government will arrange for aporopriate
and sufficient office space to accomodate
project manacement and staff and will provide
necessary office materials for project's
facilitation,

3. Local travel

The Gowermment will arrange for appropriate
transport for nstional staff in order to
Tacilitate project implementation.,

BEST AVAILABLE COPY
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The project budget covering the UIDPts con‘tri‘bution

is
1s
11,01

shoim as Ammex 2,

Assiggment of international staff

12 n/n services of a Tax Policy
Advicer and Chief Technical Adviser
responsible for overall project

- manazeoent, advising on tax policy

11.02

N
H

13,01
13,02

3e

luh‘:s, dezisning new systems and
improving cxisting ones; and training
national counterpartss

24 =/m cervices of an Adviser in
Tax Adninistration, responsible for
adviesin_ on practical stenc

nocecsnry to implement, direct and
indireet tzmation iczsues, 301“12:
in deci mins t2x information cootc
and tr::u n2 national cowntorport

2 2,/ ~erviens of an Adviser in
Sustomr ~un? Tozice Adoinistootion
recponcivls for advicinT on
seozosment ond valuation *”chriqucs
helninz in imdrovins clearance
orocedures wnd tralnln: nztional

o

Job deccripiions with required cqualifications
and duties are attachod as Annex 3 (A=C)

Assi mment of support staff

72 m/;m services of secrctaries/typists;
24 m/n services of drivers;

Official travel

A total of g 6,000 is provided to meet the
ost of iravel, durlnv asnlcnment,by
in't ernational staff, ‘

BESTAVAMABLECOPY
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PART II H.
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Mission cost

# 3,000 is provided for mission to be
fielded by DICD,

Training

A total of J69,000 is provided for the
following astivitiess

31,00 Fellowships and short study tours
to selected developing countries to
study operational sysitcmeo;

312,00 Scnminars and group training courses;

33,00 In~cervice training:

£0,C00 iz »rovidedi for the purch.c2 of
o followin: najor itomss

2 minizommuters, one caoch for the
Dirsctorates of Custonsz, Direct
Paation and Indircct Toation

2 small wvehicles;

2zl typowriiers;

1 ohotocopiers

troro and iraining aideg

Uiscellancours

Provicion for miscellaneous cxpenses arising
during project inplementation including those
for operation and maintenance of equipment is
g 9,000,

Preparation of Hork Plan
_ -

A detailed workplan for the project will be prepared
by the Adviser in Tax Policy/CTA and agreed with the
Government, UNDP and Executing Agency not later than
four months after project?s inception. The agreed
workplan will be attached to the projoct Document as an
annex and will e cénsidered as part of that dooument.
A tentative workplan (Annex 4) will provide guidance in
the preparation of the detailed workplan,

BEST AVAILABLE COPY
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PART ITI I, Pre ticn of the Fr for effective Participation

of Eational and International staff in the Pro;gct

The respective roles of the national and internatioval staff
will be determined by iheir supervisars, by sutual disoussion
and agreement at the begimming of the project, and set out in

a framework for effectivs participation of natiomal and
international staff. The framewark, which will be attached

to the Project Document as an annex, will be reviewed from time
to time, The respective roles of the natiomal and international
staff shall bs in accordance with the establizbod concept and
gpecific purposes of technical cooperation. The Tax Poliocy
ldviaer/Chief Technical Adviser and the Projsct National Director
ghall jointly decide onr selecting acting CTA for the second year
ef the project.

PART IT Jo Development Sum Commmications

The success of the project will depend in part on the activities
prosecuted by the Govermment to commmicate to concerned parties
the implications of changes in tax administration and
implementation procedures, The Minisitry of Revenue and other
concerned Government bodies should coordinate relevant
information addressing enterprises and the public,

PART IT Ko Ingtitutional PFramework

The ceniral tax and customs collecting body in Somalia is the
Ministry of Revermme which is headed by a Ministere The Ministry
of Revemmse is composed of the following departments and
directaratess

Secretariat Office of the Minister

Department of Statistics and Research

Department of Inspection and Control

General Directorate of DHreot Taxation responaidles’

for property, income and business profit taxation

e) Ceneral Directorate of Indirect Taxation responsible for sales,
excise, registration and other indirect taxes. e

f) Ceneral Directorate of Custom®# responsidle for impart and

oxpart duties as well as stamp taxes,

The Directorates of Direct and Indirect Tamtion coordinate the
activities of 13 distriots and 17 regions entrusted with the
agsesmment and collection of taxes, However, the bulk of custom
and tax asseszment and collection activities is located in
Nogadialm, The Ministry of Revenma will coordinate with other
Govearnment dodies related activities,

o o

+
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Prior obli-ztions and prerccuisites

PART II I,

The Governaent will undertalie to assism suitable

countcrpar%s to worlk with the internatienal oroject staff,
During c:ecution of the project the Government will, prior
to the reocruitnmant of ench amert, confirm the nomination

and availability of a suitzable counterpart or counterparts,

The Projact Document will be simed byr the Resident
Reopaseontative on benalf of UIDP =nd MIDP assistanne
to the project uwill be prévided subject to UMDP
satinfzaction $hat the orarequiziioz mizted shova

are likely 4o be fulfilled, ¥zilin
UMDP mey, &% its discretion oiither suspend or

terninate i%c nooictance,

1
Suture MO? n~scistance

PART III.

Mo Furthsr ULDD amoictones i envrisa

W leee

L}
A
i

WA~ YA Ferag? PRE TR ~ R L
has baon conséivad Lo oo calinlSie and Sine-linitag
: + + e FR - p-¥) A R 3% 3
input to tiz Covernmoni's romewcd 22fcrdts 25 “ogeribaed

3 & I . ; IS I I S Ak : 8.
irn the 2ovnlozmont and immaliznte objectivros,

Schedules of Honitoring, Zvaluzation and Reports

A,

Be

Tripartite Reviews

The project will be subject to amnual tripartite
review in accordance with the policies and procedures
established for this purpose by UNDP, for monitoring
project and prorramme implemsnitation, The first such
review should take place within 12 months of the
arrival of the first internatiomal sxpert,

BEvaluation

The need for an evaluation will be determined in course
of project implementation. The organization, terms of
of reference and timing of the evaluation will be decided
by consiltation bsiween the Government, UNDP and DTCD,

BEST AVAILABLE COPY
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Progress and Terminal Reports

The project management will submit six-monthly
progress reports in accordance srith UNDP policies and
procedures for monitoring projects and orograrme
implementation, With every second report, and prior
to each TPR meceting, the project management shall
submit an intocrnal evaluation report in accordance
with the standard format. A terminal report will be
sutmitted b the CTA three nonths prior to the end of

hic assignment,

' ’
T
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Annex |
Project Budget Covering:
Government Contribution in Kind
{In Somali Shillings)
Total 1987 1938
m/m So. Sh m/m So Sh. m/m So. Sh
Government Staff —
Director of Department 24 72000 12 36000 12 36000
Senior counterparts 60 120000 20 50000 30 60000
Staff counterparts 144 259200 .72 129000 72 129600
)Typists 48 72000 24 36000 24 36000
Driver 24 30000 , 12 15000 12 15000
Component Total 00 £53200 150 275500 150 276600
Premises and equiopment 240000 120000 120000
Local travel 40000 20000 20000
Sundry 77800 38900 38900
Grand Total 200 911000 155 4555872 150 455500
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11

11.01
11.02
11.03

13.00

15.00
16.12

19.00

30

31.00
32.00
33.00
39.00

40.00
41.0G0

PROJECT PERSONNEL

Adviser in Tax Policy/CTA
Adviser in Tax Administration
Adviser in Customs and Excise

Administration

Administrative Support Personnel

Local travel
Mission cost

Component Total

Training
Fellowship

Seminars
In-service

Component Total

EQUIPMENT
Expendable

PROJECT BUDGET COVERING UNDP CONTRIBUTION

12 m/m
24 m/m
24 m/m

96 m/m

{in US Dollars)

Total

90,000
175,000
175,000

30,000

6,000

3,000
479,000

50,000
13,000

6,000
69,000

7,000

12
12
12

43

m/m
m/m

m/m

m/m

1987

90,000
85,000
85,000

14,400

3,000

277,400

30,000

8,000
3,000
41,000

5,000

1988
12 m/m 90,000
12 m/m 90,000 .
48 m/m 15,600
3,000
3,000
201,600
20,000
5,000
3,000
28,000
2,000|

zouny
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42.00
49.00

50.00
51.00
53.00
59.00

99.00

Non Expendable

Component Total

Miscellaneous

Maintenance
Sundry
Component Total

GRAND TOTAL

53,000
60,000

3,000
6,000
9,000

617,000

50,000

55,000

1,500
3,000
4,500

377,900

3,000
5,000

1,500
3,000
4,300

239,100
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Annex 3 A

Rtﬁn&st from the Covernment of the Democratic e
Republic of Somalia

Project: Reform in Tax Policies and Revesus Administretion -

JOB DESCRIPTION

Post Title: Adviser in Tax Policy/Chief Technicel Adviser
Qﬁiéﬁiggﬁ 12 months SRS

Dats Required: January 1987

Duty Seation: Mogadishu

Duties: The Adviser will be attached to the Ministry of Revenue vwhere
under the general dirsction of the Director of the Department
of Statistics and Research and in close cooparaticon with the
Directoratas of Direct Taxation, Indirect Taxation and Customa

and in colladboration with international and pational staff he
will assist in:

"l. reviewing the national tax and customs systems with & view

o to streanlining asgessment, valuation and collection systems
and procedures;

2. quantifying the expected yield of selective taxes and customs
and exciss duties to be introduced and/or extanded in Somalia;

3. Qotarmining the price affect of those measurws;

developing appropriate management revorting systems at the
districts, departments and directorstas lavels;

S. setting up tax audit system and investigation procedures;
6. drafting relevant legislation, rules and regulations;

7. coordinating the work of the advisers in tax and customs
adninistration;

8. enhancing the tax and customs skills of national staff
through training techniques and organization of seminars; and

9. performing any other duties that may be entrusted to him
from time to time by the Ministry of Revenue.

Qualifications: Advanced uﬁivcrtity degree in economics with specialization in

taxation; wide experiences in tax policy and sdministration at
the national level; previous exverience in comparable work in
Somalia or in countries with similar economic and fiscal
circumstances. :

PR
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Languages :
Background

Information:

-89~

English; koovledge of Italian desirable.

:iihi aévi£ﬁm¢£§'6f»fhcvncmocratic Republic of Somalis has

undertaken & major recovery programmg comprising policy
reforzs to reduce inflation, the budget and balance of
payments deficits and stimulate economic activity. The
programme calls for the implementation of fiscal measures
to constrain demand through increasing revenus and limiting
Government expenditurs. In order to achieve these objectives,
the Ministry of Revenue is in the process of streangthening
further its revenus generaticn and administration capacity
through expert assistance in tax and customs policy and
administration. The present project provides for United
Nations assistance in the above-mentioned field aresas,
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Annex 3 3

Request from the Covernment of the Democratic S e
Rapublic of Somalia '

Project: Reform in Tax Policies and Revenue Administration

Post Title:
Durstion:

Date Required:

. Dugy Station:

Duties:

Qualifications:

JO3 DESCRIPTION

Adviser in Tax Administration e
12 months with possibility of extension - -
January 1937

Mogadishu

The Adviser will be attached to the Ministry of Revenue whers
under thne general direction of the Director of the Department
of Statistics and Research and in close cooperation with the
Directorates of Direct and Indirect Taxation and in collabora-
tiocn with the international and national staff he will assist
in:
1. desizning practical steps necessary to implement direct
and indirect tax revenues, including organizational
chapnges ip Tax Directorates;

2. organizing & tax audit unit and methods of investization;

3. designing data processing and other informaticn systems
for tax assessment, collection and audit purposes, with
emphasis on cross-checking of information collected by
different units of the Tax and Customs Directorates;

L, revieving the existing tax legislation with emphasis on
assessment and collection procedures, and the system of
penalties;

5. preparing guidelines and manuals in selected work arseas;
6. redesigning forms, registars, etc.

7. training pational counterparts on-the-job and through
in-house semipars; and

8. performing any other duties that may be entrusted to hinm
from time to time by the Ministry of Revenue.

Advanced university degree in economics with specislization in
tax administration; vide experience in tax administration at
the national leavel; pravious expsrience in comparable work in

Somalia or in countries with similar ecconomic and fiscal
circumstances.

/ouns
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Languages:.
Background

Information:
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English, knovledge of Italian desirable.

The Government of the Democratic Republic of Somalia has
undertaken a major recovery programme ccaprising policy
reforms to reduce inflation, the budget and balance of
payments deficits and stimulate ecopomic activity. The
progranme calls for the implemsentation of fiscal measures
to constrain demand through increasing revenue and limiting
Government expendisure. In order to achieve these objlectives,
the Ministry of Revenue is in the process of strengthening
further its revenue gemerstion and administration capacity
through expert assistance in tax and customs policy and
administration. The present project provides for United
Nations assistance in the sbove-menticned field areas.



.02~ _ -

Anpex 3 C '

Republic of Somalis

Project: Reform in Tax Policies end Revenue Administration

Fost Title:
Durstion:

Dats Required:

Duty Station:

Duties:

Qualifications:

Lan as:

JOB DESCRIPTION

Adviser in Customs and Excise Administrstion - -

12 mooths with possibility of extension — - -

January 1987

Mogadishu

The Adviser will be attached to the Ministry of Revesnue where
under the general direction of the Director of the Department
of Statistics and Research and in close cooperation with the

Directorate of Customs and in collaboration with internaticpal
and pational staff he will assist in:

l. improving and streamlining clearance procedures, especially
for air travelers;

2. designing steps to be taken for the impiemantatioa on
imports of selective excise duties;

3. the introduction into Somalis of bonded warshcuses:

L, assessment tachniques of excise duties, including physical
surveillance;

5. improving customs valuation;

6. training national counterparta on-the-job and through in-house
seminaras; and

T. performing any other duties that may be entrusted to him
from time %o time by the Ministry of Revenus.

Advanced university degree in economics with specialization in
custom and excise administration; wvide experiencs in customs
and excise admipistration at ths national level; previous
experience in comparable work in Somalia or in countries vith
aimilar economic and fiscal circumstances.

English, kndwlldge of Italian desirable.

fooen

Request from the Government of the Democratic e e e

e o o maine  e +
y ¢



Backeground

Information:

-93- .

The Government of the Democratic Republic of Somalia has
undertaken a major recovery Prograume comprising volicy
reforms to reduce inflation, the budget and balance of
payments deficits and stimulate econonic activity. The
programmes calls for the implementation of fiscal measures
to constrain demand through increasing revenue and limiting
Government expenditure. In order to achieve these objectives,
the Migistry of Fevenue is in the process of strengthening -
further its revenue geperatioz and administration capacity '
through expert assistance in tax and custous policy and
adnipistration. The present project provides for United
Nations assistance in the above-mentioned field areas.



L
I
3}

[

[ ov—
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PROJECT WORK PLAN

1987

1988

elated to Immediate Objective One and its outputs Responsibilities

I1

1

v v Vi ‘ VII VII1

.1 Redesign revenue collection and control registers Govt /DTCD
at the district, regional and Ministry levels

.1 Prepare mxdel variance statments, inspection Covt /DTCD
quidelines and testing and use

.1 Design alphabetical indexes and special ledger
cards to identify tax payers with more than one Govt /DICD
income. ‘

1.2 Campare and monitor information provided by

Govt /DTCD
taxpayers clients or purchasers /

lelated to Immediate Objective Two and its outputs

1.1 Revise tariff classification, property valuation -
and income tax assessment to conform to Govt/
harmonized conputeiized- systen

2.1 Establish programed auditsystems at regional and .

Ministry levels Govt /DTCD

3.1 Draw up guidelines and marmuals on tariff, excise,
income and property tax systems methods and procedure bIcD

Related to Inmediate Objective Three and its output

I.1. Identify suitable training courses and select staff
for overseas training Govt /UICD

[N

1.2. Select suitable participants for group training/
study tours and select cauntries and organization -for Govt /UICD

the purposes.

b3 ‘k51m and wt in-hgsse trainine nroorammac 1

\h
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™
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Annex 5

ORGANIZATION OF THE PROJECT

Ganeral Responsibilities

1. The Government, the USDP and the Executing Agency shall Joiﬁtly bve
responsible for the execution of the preject and the realisation of its
cbjectives as described in Part II of ¢his Project Document.

2. The Government skall provide €0 the project the national projsct
personnel, training facilities, land, buildings, equirment and other
regquired services Qnd facilities. ‘It will designate the Government
Co-operating Agency named in the cover page of this document, which will
hereinafter de referred to as the "Co-operating Agency" and which will

be directly responsible for tha implementstion of the Government contribu-
tion to the project. -

3. The UNDP undertakes to complement and supplement the Government's
participation aad will provide through the Executing Agsncy the required
expert services, training, equirment and other services within the funds
available to the projecst.

L, Upon commancement of the project the Executing Agency may be requestad
to assume primary ruspénsibility for execution. However, that primary
responsibility shall be exercised in consultation and in agreemant vith
the Co-operating Agency, Arrangfmants t0o this effact shall be atipulated
in the project Work Plan as vnllxaa for fhe transfer of this responsibility
to the Government or to an antity designated by the Government during

ths execution of the projecst.

5. Part of the Govermment's participation may take the form of a cash

[oois
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contribution to UNDP. In such cases, the Executing Agsuey will provide
the related services and facilities and will account annually tc the

UNDP ind to the Government for the expenditure incurred.

Participation of the Government

6. The Government shall provide to the project the servicss, squipment
and facilities in the quantities and at the same times specified Work
Plan. Budgetary provision - either in kind or in cash ~ for the
Government's participation so specified shall bte set forth in the Project
Sudgets.

7. The Co-operating Agency shall in consultation witk the Executing
Agency assign a director for the project on & full-tims bagis. He shall
carry out such responﬁibilitios in the ﬁrojact as are assigned to him by
the Co-operating Agency. |

8. The estim#ted cost of items included in the Goverament contribution,
as detailed in the Project Budget, shall be based on the best information
available at the time of drafting this Budget proposal. It is understood
that price fluctuations during the period of execution of the project may
neceasitate an adjustment of said contridbution in monetary terms; the
latter at all times shall be detarmined by the value of the zervices,
squirment and facilities required for the proper exscution of the project.
9. Within the given number of m:n-mﬁnths of personnel servicss described
in the Work Plan minor adjustments of individual assignments of project
perscnnel provided by the Governzent may be made b? the Coverpment in
consultation with the Executing Agency, if this is found to be in the

best interests of the project.

AN
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10. The Goverument shall continue to pay the local salaries ;nd
appropriate allowvances of national project personnel during the pericd

of their absence from the project while in UNDP felleowships.

11. The Government_shall defray any customs duties and other charges
related to the clearance of project equipment, its transportation,
handling storege and related expenses within the country., I%¢ shall be
responsible for safe custody of the equirment, its installation’ and
maintenance, insurance, and replacement if necessary, after delivery to
the project site. |

12. The Government shall make available to the drojlect - subject to
existing security provisions - any published and unpublished reports,
maps, records and other data wvhich are considered necessary toc the
implementation of the project.

13. The Govermment shall assist all project personnel in finding suitable
housing accomcdation at reascnable rents, . |

14, The gservices and facilities specified in the Work Plan which are to
be provided to the project by the Government by means of a contribution

in cash shall be set forth in the Project Budget._ Payment of this amount
shall be made in local currency to the UNDP in accordance with the Schedule
of Payments by the Government.

15. Payment of the above-zmentioned contribution to the UNDP on or before

" the dates specified in the Scheduls of Payments by the Government is.a

pre-requisite to commencement or continustion of project oparations.

/oo
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Particivation of the USDP snd of the Executing Agency -

16. The UNDP shall provide the project through the Executing Agepcy

the ssrvices, equipment and facilities described ip the Work Plan,

3udgetary provision for the UNDP éontributica a8 specified shall be set .
forth in %the Project Buigst.

17. The Executing Agency shall consult w}th the Government, on the
candidature of the Chief Technical Adviser (CTA) who, under the direction ?
of the Executing Agency, will be raapénsible in the country for the Exacuting ;
Agency's participation in the prerct. The CTA shall supervise the experts |
and other Agency persoﬁnel assigned to the project, snd the on-the-jobd

training of natiocnal project personnel. He shall be responsible for %he
management{of all equipment prafidcd to the project frem UiDP funds.

18. The Executing Agency, in comsultation with the Government, shall assign
internatiopal staff and other personnel to the project a3 apecified in the

Work Flan, select caﬁdidntes for fellovships and determine standards for

the training of national project personnel.

19. Fellowships shall be admipistared in accordance with the fellowships
regulations of the Executing Agency.

20. The Executing Agency may, in agreement with the Government and UNDP,

sxscutes part or all of the project by subcoatract. The selection of
sub-contractors shall be made, after coasultation with the Government, in
sccordance wvith the Exscuting Agency's procedures,

21. All material, equipment and supplies which are purchased from UNDP

resources will be used exclusively'ror the sxacution of the project, and

will remsin tha property of the UNDP in whose name it will be held by the

/ooen
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Exgcuting Agency. Equipment supplied by the UNDP shall be marked with
the insignia of the UNDP and of the Executing Agemcy.

22. Arrangements may be made, if necessary, for a temporary transfer
of custody of agquipment to local authorities during the lifetime of the
project, without prejudice to the final transfer. '
23. Prior to ths completion of UNDP aasistance to the project, the’ﬂ‘
Government, the URDP and the Executing Agency shall coasult as to the
disposition of all project equirment provided by the UNDP. Title to such
equipment shall normally be transferred to the Government, or to an entity
nominated by the Government, when it is required for continued operation

af the project or for sctivities f?llaving directly therefrom. The UNDP
may, however, at its discrefion, retain title to part or all of such
equipment. \

24, At an agreed time after the completion of UNDP assistance to the
project, the Government and the UNDP, and if necessary the Executing Agency,

shall review the activities continuing from or consequent upon the oroject

with a view to evaluating its results.

Facilities, privileges and irmmunities

UNDP and Exscuting AgZency personnel

25. In accordance with the sgreemsnt concludad by UNDP and the Government
concerning the provisicn of assistance, the personnel of UNDP and other
United Nations organisations associated with the project, shall be accordaed

racilities, privileges and immunities svecified in the said sgreement.

/oo
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Subeontractors and their personasl

26. The Executing Agency's coatractors and their personnel (except

Government nationals smployed locally) shall: —

(a)

(v)

(e)

(a)

{e)

Be immune from legal process in respect of all acts performed
by them in their official éapacity %ﬁ the axscution of the
project; | “

Be immune from national service obligmtion:

Be immune togqthervwith their spouses and relatives dependent
on them from immigration restrictions;

Be accorded the privileng of bringing into the country
ressonabls amounts cf foreign currency for the purpose of

the project or for personal use of such personnel, and of
withdraving any suéh amounts brought into the couxtry, or, ino
accordance with the relevant foreign exchange regulations,
such smowunts as may‘be earned therein by such persornnel in
the exscution of the project;

Be accorded together with their spouse and relatives dependent

op thex the same respatriation facilities in tha event of

international crises as diplomatic envoys.

27. All pesrsonnel of the Exscuting Agency’s contractors shall enjoy

inviclability for all papers and dociuments relating to the project.

28. The Covernment shall either exsmpt from, or bsar the cost of, any

taxes, duties, fees or levies vwhich it may impose on any foreign fim

or organisation which may be resained by thv Exscuting Agency and on the

foreign personnel of any such firm or organisation in respect of:

Joeon




(s)

{v)

(e)

(d)

The salaries or vages earned by such personnel in the execution
of the project; _

Any equipment, materials snd supplies brought into the cowntry
for the purposes of the project or vhich, after having been
brought inte %ﬁb country, may be subsequently withdravs
therefrom;

Any subatantial quantities of egquipment, materials and supplies
obtained localiy for the sxacution of the project, suck as,

for example, petrol and spare varts for the operation and
main£-nance of equipment mentioned under (b) above, with the

provision that the types and approximate quantities to be

exexpted and relevant procedures to be followed shall be agreed’

upon wibth the Governnent and, as appropriate, recorded in the
Work Flan; and

As ip the case of concessions currently granted to UNDP and
Ezncutiﬁg Agency's personnel, any property brought, inecluding
one privately ovned automobile ver employee, by the firm or
organisaticn or its perscnnel for their personal use of
consumption or vhich, after having been brought into the
comtry, may subsequently be vithdrawn thersefrom upon departurs

of such personnasl.

- 7 (8)

29. The privileges and immunities to which sweh firm or organisation and
its versonnel may bte entitled, referred to in the paragraphs above, may
be vaived by the Exachting Agancy vwhere, in its opinion or in the opiniom

of the URDP, the immunity would impede the course of Justice and can be

/oen
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vaived without prejudics to the successful completion of the project

or to the interest of the UNDP of the Executing Agidcy,

30. The Executing Agency shall provide the Covernment through the
Resident Representative with the list of personnel to vhom the privileges

and irmunities enumerated above shall epply.
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Annex H

Concept Cables

State 205248 - Somalia Program Week Decisions and Conclusions.

Mogadishu 07281 - Proposed Agenda For Mini-Donors Meeting Somalia.
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‘REGARDS THE ACTION PLAN, WE AGREFD THAT WHILE THE PLAN

: SESSION CHAIRED BY DAA SAIERS END SUMMARY.
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AIDAC

£.0, 12356: N/A
SUEJECT: SOMALIA PROGEAM WEEF DECISIONS, AND CONCLUSIONS

1. SUMMARY. THE SOMALIA PROGRAM UNDERWENT INTENSIVE (;
REVIIW DURING TEY WEIEK OF MAY 26, 1¢86. TEIS CABLE
RECORDS THE KEY DECISIONS, CONCLUSIONS AND ACTION
ASSIGNMENTS RESULTING FROM THIS REVIFW. ALL SESSIONS
WERE CHAIRED BY DAA/AFR LARRY SAIERS., TEE MISSIQN WAS
REPRESENTED RY DIRECTOR LOUIS COEEN, PROGRAM OFFICER
AXIM MARTINEZ, PROGRAM ECONOMIST MEREDITE SCOVILL, AND
IDI ROGER GARNER. THE WEEK PROVIDED AN OPPORTUNITY FOR
BQTH AID/¥W AND THE MISSION TO AIR THEIR VIEWS COMPLETELY
AND THOROUGHLY AS REGARDS THE ACTION PLAN, ABS AND
PROPOSYD SEEBXELLI WATER MANAGEMENT PROJECT IN
PARTICULAR. THERE WERE SEVERAL MAJOR DECISIONS. AS

~.
-

= - {

Pravegy

GAVE A TOQD SENSE OF DINUCTION AND STEPS PLANNED, THE

MISSION SHOULD DEVELOP A CONCEPTUAL FRAMEWORK FOR ITS

POLICY DIALOGUE IN CONJUNCTION WITH A WORLD BANK

ARRANGED MINI-DONORS CONFERENCTF THIS SUMMER AND IN

ADVANCE OF THE CONSULTATIVE GROUP PLANNED FOR THIS B
FALL. WE ALSO AGREED TO INCRFASE THE PROPORTION OF -
NON-PROJECT ASSISTANCE TO BETTER REFLECT SOMALIA “S NEEDS '

AND CAPACITY. FURTHER, WF DECIDED TO TURN DOWN THE NEW

e SR
Fo-Ros SO G O L IR -~ ot

N
oy
£

e

START FY 1988 EHRFUNDED PRIMARY EDUCATION PROJECT. i
~PFNALIT~WE AGREED 70 CONSIDER THE POSSIBILITY OF ADDING
SOMALIA TO THE LIST OF COUNTRIES ELIGIBLE FOR AFRICA ’ o gﬁ
ECONOMIC POLICY RFFORM PROGRAM ASSISTANCE. CONCLUSIONS : e
AND DECISIONS DESCRIBED BELOW WERE REVIEWED AND CLEARED .
WITH THE MISSION DIRECTOR DURING AN OFFICIAL WRAPUP: - g“

'2. PROGRESS TO DATE - \

CONCLUSION: VWHILE SOMALIA HAS MADE IMPRESSIVE PROGRE;E\
IN LIBERALIZING GRAIN PRICES, COMMODITY MARKETS, AND
FOREIGN EXCHANGE TRADING, PUBLIC FINANCES REMAIN
SFRTOQUST.Y OUT OF BALANCF. TO CORREQT THESE BALANCFS.
THE U.S. IN GONSCRT WITH OTHER .DUNCR3, HUST MGTE. BETQNE
THE CURRENT PIECEMEAL APPROACHE TO A. MORE COMPREHENSIVE
ECONOMIC REFORM PROGRAM THAT INGLUDES.g;;

ri

UNCLASSIFIED i} STATE = 205248/81
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sqzjm 285248/01
RFDUCTION oz_qvanNMINT ACTIVITIES AND PARASTATAL
REFORM ;

BUDGET RATIONALIZATION

REVENUE ENHANCEMENT

FOREIGN EFXCHANGE MANAGEMINT

DEBT MANAGEMENT

TRIMMING OF PUBLIC INVESTMENT PLAN
EFFZCTIVE DONOR RESOURCE ALLOCATION

LI I B I |

WITE FACE DONOF PROCIEDING IN PIECEMEAL FASHION, IT IS
VERY HARD TC ASSESS WHAT THE BEST APPROACH IS TO SUCH
DIFFICULT ISSUXS AS: A FOREIGN EXCHANGI AUCTION SYSTEM,
PARASTATAL REFORM, AND BUDGET RATIONALIZATION.
THEREFORE, IT IS IMPERATIVE THAT THE MAJOR DONORS MEET
PRIOR TO THE FALL 1986 CONSULTATIVE GROUP TO SORT OUT
AND PRIORITIZE THE MAJOR OBJECTIVES FYOR SOMALIA.

3. ACTION PLAN TARGETS.

CONCLUSION: 1IN THE ABSENCE OF AN AGREED UPON POLICY
REFORM FRAMEWORK AMONG DONQRS, THE POLICY AND PROGRAM
PRIORITIES SET FORTH 1IN THE ACTION PLAN APPEAR
APPROPRIATE ON TEE WHOLE. SPECIFIC,DECISIONS ON EACH
TARGET AND ISSUE IDENTIFIED IN THF ISSUES PAPER ARE AS
FOLLOW: :

A, STABILIZATION,

~ ¥} WILL PUSH'FORAA MINI-DONOR MEFTING NEXT MONTH TO
TAKE UpP THE ISSUE OF ESTABLISHING A COMMON POLICY REEORM

FRAMEWORK AS PART OF IMPLEMENTING AN IMF/WB SPECIAL
STRUCTURAL ADJUSTMENT PROGRAM. THE TIMING IS PROPITIOQUS
BECAUSE THE IMF PROGRAM IS PRECARIOUS AND A NEW STANDBY
MUST BE NEGOTIATED IN THE NEXT SEVERAL MONTHS, AND THE
CONSULTATIVE GROUP MEETING WILL BF HELD IN THE FALL
1886. AID/W WILL FOLLOW UP ON THIS WITH THE WORLD BANK
SHORTLY AND PROPOSE THAT THE WORLD BANK TAKE THE LEAD IN
PREPARING FOR A MINI-DONOR MEETING EARLY THIS SUMMER TO.
REACH A COMMON UNDERSTANDING OF THE POLICY ISSUES THAT
MUST RE ADDRESSED AND TO ENSURE THAT THEY ARYI ADEQUATELY
ANALYZED AND RECOMMENDATIONS MADE BEFORE THE CG. THIS
VOULD EEX DONE IN LINE WITH BAKER PLANS FRAMEWORK. V¥E
SHOULD ALSO WORK TO ENSURE THAT KEY DONORS HAVE A CHANCE
TO REVIEW THE SCOPE OF DOCUMENTATION PRIOR TO THE CG.

= MISSION NEEDS TO DEVELOP AN AGENDA WITH A RECOMMENDED
U.S. POSITION AND'COMMUNICATE TO AID/W BY JULY 7.
OBVIOUS AREAS INCLUDE: FOREIGN EXCEANGE AUCTION, 'FOOD
%%D, CIVIL SERVICE REFORM, USE OF LOCAL CURRENCY ~ .
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 GENERATIONS AND.SOMALI BUDGET RATIONALIZATION. |
~ ALSO WE WILL CONTINUY TO EINCOURAGE DONORS TO USE THEIR C:
LOCAL CURRENCY FOR ON-BUDGET EXPENSES AND EXPLORE WAYS <
TO USF LOCAL CURRENCY DIRECTLY TO SUPPORT REFORM NEEDS, ¢
INCLUDING POSSIBILITY OF USING DA TO PURCHASE LOCAL (.
CURRENCY FOR PROJECT LOCAL COSTS AND FUNDING RECURRENT o
COSTS AS PART OF CIVIL SERVICE REFORM. €
§ B. PRIVATFD=ECTOR P TH P DA  GE  DES AWD SKINS, PRIVATE AAl
¢ EANCING, AND PRIVATIZING THE PETROLEUM SECTOR) ARE -
RFASONABLE ELEMENTS BUT THE FUTURE DIALOGUE ON THE MORE ol
AD HOC REFORMS OF THIS KIND SHOULD TAKE PLACE IN THE 2
g CONTIXT OF A COMPREHENSIVE REFORM PROGRAM. WE WILL LOOK &
Y . TO CONSOLIDATE GAINS AND ALLOW THE PRIVATE SECTOR T0 !

" RESPOND TO LIBERALIZATION, WHILE WE CONCENTRATE OVER THE L

¢  NEXT TEAR'OR TWO ON PUBLIC SECTOR BUDGET RATIONALIZATION. | &
C. AGRIQULTURE PRODUCTIVITY, LIVESTOCK AND IRRIGATION R

¢ PRIORITIES ARE APPROPRIATE. “FOOD AID REMAINS ..
PROBLEMATIC, SINCE TIMING AND AMOUNT OF U.S. AND OTHER | L

it TDONOR FOOD SEIPMENTS CAN CREATE DISINCENTIVE EFFECTS AND 111
.. UNDERMINE GRAIN MARKETING LIBERALIZATION AND EXPANSION P
~#  OF LOCAL PRODUCTION. WF WILL SUGGEST FOOD AID BE PLACED L

* ON MINI~DONOR GROUP AGENDA. L

-~ &, PROJECT IMPLEMENTATION. ' €

2" CONGLUSION: DELAYS IN IMPLEMENTATION CAN BE DIRECTLY

TRACFD BACK T0 STRUCTURAL PROBLEMS OF PUBLIC SECTOR ' T
FINANCIAL IMBALANCES AND CIVIL SERVICE INEFFICIENCIES.
‘. DONOR PROJECT PROLIFERATION AND LOOSF LOCAL CURRENCY r mn ABLE COPY 1
{§li PROGRAMMING BY MOST DONORS EXACERBATES THE PROBLEM. FeT A : gggf
=" THIS SUGGESTS A NEED FOR DONORS TO LIMIT THE NUMBER OF .
. TRADITIONAL PROJECTS, ALLOCATE LOCAL CURRENCY L
GENERATIONS FOR ON BUDGET PRIQRITIES (CONSISTENT IF NOT P :
IN SUPPORT OF REFORM OBJECTIVES), AND TO EXPLORE L+
SECTORAL ASSISTANGF APPROACHES. ; L L

- PROJECTS, DESPITX IMPLEMENTATION DIFFICULTIES, PROVIDE

. AR IMPORTANT ENYREE TC OPERATING MINISTRIPS ¥HICH CAN B3E
' HELPFUL ALLIES IN PROMOTING REFORMS., THFRE ARE OTHER .

WATS TO DEAL WITH LINE MINISTRIES. THAN THRO¥GH

it UNGLASSIFIED - STATE 205248/02 .
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" 9 TRADITIONAL Ta PROJECTS, THOWGH.

DECISION - MISSIQN WILL EXPLORE PERFORMANCE-FASED SECTOR |
ASSISTANCE POSSIBILITIES FOR ESF OR DA FUNDING AND FOR -
OTHER NONOR PROCRAMMING &S AN OPTION TO TRADITTONAL

"i§ PROJELT ASSISTANCE, IN VIt# GF IMPLEMENTATION FROBLEMS.
THE SEFBELLI WATER MANAGEMINT PROJECT SHOULD NOT,
HOWEVER, BE THE TEST PROJECT FOR THIS CONCEPT.

5\ SHEBELLI WATER MANAGEMENT ECPR DECISION:

THE PID WAS APPROVFD (S¥E STATE 186128) WITH THEX
FOLLOWING PP DESIGN GUIDANCE:

THE PP INTRODUCTION WILL SET THE CONTEXT FOR A LONG TERM
AID COMMITMENT TO SHEEBFLLI VATFR MANAGEMENT

- (APPROTIMATELY DOCLS 5@ MILLION OVER 1@ YEARS), BUT L.
~{B} DETAILFD PP DESIGN WILL FOCUS ON PHASE I ACTIVITIES Eg:
o (APPROXIMATELY DOLS 12-15 MILLION FOR FIVE YEARS)® THE .

PURPOSE OF PHASE I IS TO LEARN HOW TO GO ABOUT IMPROVING ~ -

WATER MANAGEMENT AND INCLUDES INTERVENTIONS REQUIRED TO
ACHIEVE TEE PURPOSE. PHASE I WILL INITIATE SOFTWARE

AT

PROJECT COMPCONENTS (T.A. AND TRAINING IN WATER .

- MANAGEMINT AND SUPPORTIVE IRRIGATED RESEARCH) AND WILL T
( INCLUDE FUNDS FOR LIMITED IRRIGATION SYSTEM UP-GRADING, é‘
AS WELL AS DESIGN STUDIES FOR PHASE II. PHASE II VILL :

- BE AUTHORIZED WHENEVER THE NECESSARY HANDS-ON EXPERIENCE e e
g AN. STSTEM MANAGEMENT ~EAS BEEN OBTAINED, THF G

& INSTITUTIONAL FRAMEWORK FOR LARGER SCALT REHAB EAS BEEN R
{§§ ¢ESTABLISHED, AND DESIGN STUDIES EAVE BEEN COMPLETED. | iRl
¢ 'SEUS, PHASE I1 MAY OVFRLAP WITE PHASE I DURING e
AIMPLEMENTATION, AUTHORIZATION OF PHASE I IS EXPECTED
“DURING FY 87, AND WILL TAKE PLACE IN AID/¥.

€

N

€. FY 1988 ARS REVIEW DECISIONS

* . ° KEY DECISIONS MADE DURING THE REVIEW OF THE FY 1988 ABS ~2?
» VERE: o

L. TO DROP PROPOSED NEW-START IN THE EHR SECTOR L2
(IMPROVING EFFICIENCY OF PRIMARY EDUCATION PROJECT, ‘

.y i
if} 649-2142). | s

THIS DIFFICULT DECISION IS BASED ON THE FACT THAT <
BILATERAL INVOLVEMENT IN PRIMARY EDUCATION LIES OUTSIDE -
THE APPROVED CDSS STRATEGY AND WOULD PUT ADDITIONAL oo
DEMANDS ON MISSION STAFF AND BUDGET AT A TIME WHEN WE i;;
CANNOT AFFORD TO SPREAD OUR LIMITED RESOURCES, NOT THAT .
~.-  EDUCATION IS NOT CRITICAL IN SOMALIA. THE MISSION VS
s SHOULD NOT UNDERTAKE A NEW PROJECT FUNDED UNDER EHR IN b
FY 88, CONSIDERATION SHOULD BE GIVEN INSTEAD TO

- BT
- #5248
NNNN
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UNCLASSITFIED ... STATE 205248/82 . . . ..

S e e e e e e s e e e = e ot e




R UNCLASS(Z)ED ~1o8= s{)e 205248/03 'yigig
R WCTION: AID  INFO: CDA ECON - e
VZ0LOMGO337 LOC: 722 839 .t
PP RUFHMG 22.JUL 86 8525 .
ny RULHC #5248/82 1811622 ‘ CN: 53266 v
ZNE UUUUU ZZH CBRG: AID -
P 3016182 JUN 86 DIST: AID ¢
FM SECSTATE WASHDC ‘
TO AMEMBASSY MOGADISHU PRIORITY 539@
BT P
- UNCLAS SECTION 83 OF B4 STATF 285248 ,ﬁ;i
Bl 1
~ BITAC | ‘-

INCRIASED S¥CTCRAL OR PROGRAM ASSISTANCE AIMED AT GIVIKG

AID SOME LEVERAGE TO INFLUENCE GSDR POLICY REFORMS, -
PARTICULARLY IN CIVIL SERVICF REFORM, WEILE AT THE SAME g:
TIME SUPPORTING STABILIZATION OBJECTIVES. e

B. TO CONTINUE TOQO LIMIT PORTFOLIO DIVERSITY AND (O
PROLIFERATION.

: IT VAS AGREED THAT THE MISSION IS MAKING SATISFACTORY L

fAf  PROGRISS IN THE REDUCTION OF THE NUMBER OF ACTIVITIES IN A 111

¢ 1TSS PORTFOLIO. WITH THE DECISION TO ABORT THE NEV ER :

“  PROJECT (PRIMARY EDUCATION) PROPOSED FOR FY 88 FUNDING, €
THE BUREAU WAS SATISFIED THAT PORTFOLIO DIVERSITY IS

g  EEING CONTAIRED.
: C. 70 KEEP FOOD FOR PROGRESS AND AEPRP OPTIONS OPEN FOR !
FT 1987, -
£ ¢
: ALTHOUGH THE MISSION’S EXISTING FOOD FOR PROGRESS (FFPR)
 PROPOSAL HAS BEEN TURNED DOWN BY AID/W, THE MISSION MAY -~
{ - PUHSUE THF POSSIBILITY OF DEVELOPING A NEW FFPR PROPOSAL C
f¢§ -~TOR FT 1987. USE OF AN AEPRP IS ANOTHER MODALITY THAT AEA
' _TEY BUREAU SEOULD CONSIDER MAKING AVAILABLE TO SOMALIA ~
2% 'NOW THAT CONTINUED HIGH RISOURCE LEVELS ARE NOT ASSURED. | €.
D. PL 488 TITLE . IT WAS AGREED THAT WEILE WE NEED TO oty
MAINTAIN OUR AID LEVELS TO SOMALIA, TOO MUCH FOOD IS DIV &
EFING SHIPPED WHICH SOMETIMES ACTS AS & DISINCENTIVE TO ; 2y
PRODUCTION. THEREFORE, FVA/FFP IS TO EXPLORE THE a 34
POSSIEILITY OF OBTAINING COTTON OR OTHER NON-FOOD (.
COMMODITIES UNDER THE TITLE I PROGRAM. 3R
E. TO ADJUST OYB AND CONTINUE TO PUSH FOR SDA FUNDS. {
A% THE TABLES BELOW SHOW THE CHANGES WHICH WERE AGREED UPON BN -
M BETWEEN THF MISSION AND AFRICA BUREAU FOR THE FY 86 OYE, xd
- TRE FY 87 DROPOSED OYB AND FY 88 AAPL ON A &
PROJECTBY~PROJECT BASIS., THESF RECOMMENDATIONS,. | : 3
HOWEVER, ARE SUBJECT TO FINAL AFR BUREAU WRAP-UP REVIEW : o
AND CANNOT BE CONSIDERED FINAL UNTIL RECONFIRMED BY | | &
AA/ATR. FUNDING WILL BE REQUESTED FROM SECTION 186 L e

e (SDA) ACCOUNT IN FY 88 FOR TEE FVO DEVELOPMENT PARTNERS
v PROJECT {(8408173) AS INDICATED IN THE MIRSINN'S ARY, '

o -t

» B E ST~ «, ';,LL;-‘;»
IN ADDITION, SDA FUNDING WILL BE REQUESTED FOR THE . . . o
.. POLICY INITIATIVES AND PRIVATIZATION PROJECT (645~ 0132).-,

A8 | " R
) UNCLASSI FIED STATE zesasa/as
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“sCURKINTLY FUNDFD UNDFR FSF, AND ANT NEW CIVIL"SERVICE
REFORM SECTOR GRANT,

PROJECT PROJECT - = REVISED PLANNED FY PROPOSED.
NUMRER TUTLE FYRR OTE 87 BUNGET FY8B AMT
. ?"A .
f}"ﬁ (DOLS THROUSANDS)
ARDN: |
©,  B45-p109 LIVESTOCK MKTGC - 2,680 3,000 200
N 649-2109 - LIVESTOCK MKTC
ESTIMATED REOF - 2,080 - -
646-B126 AC RES & ANALYSIS = @ e e
. 649-¢129 SHEBELLE WATER MGT- g 5,900 9,100
) 6462134 JUBA DEV STUDIES ~- 558 ) o
| £ 649-0138 PVO DEV PARTNERS - 5,434 2,438 723
:H 649-¢51¢ PDS - 45¢ 20¢ 252
1
T~; ARDN SUBTOTAL - 8,434 11,538 16,278
. PLUS ESTIMATED REOB, -~ 2,323 -
POP
649-6131 TFAMILY HEALTH - 2,838 2,772 ¢
.( POP SUBTOTAL - - - 2,838 2,772 o
I BE | '
¢  549+9138 PVO DEV PARTNERS 1,566 1,100 ¢
% 549-p138 PVO DEV PARTNERS - 3,100 - -
{§} PLUS-ESTIMATED RFOB.
€ mpidusroraLs - 1,502 1,100 g
| PLUS ESTIMATED REOB, - 3,100 - -
. 649-9119 MGT TNG FOR DEV - 2,800 3,200 4,472
¢~ 649-0518 PDS - ) 2 250
EHR SUBTOTALS - - 2,008 3,000 4,722
»<  SDA
M 649-2132 POLICY INIT & PRIV 2 e 1,008
‘> 649-8138 PVO DEV PARTNERS - 0 8 1,000
\.- 649~XXXX CIVIL SERV REFORM - g e 1,410
. SDA SUBTOTALS - - ¢ g 3,410
. DA TOTALS - 14,772 18,419 18,418
% PLUS FSTIMATED REOSB. 5,100 -
| ESF SR - L
. §4°-013¢ FX MARKET SUPPORT - 21,011 g e
e :
e wozee
~ NNNN
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. g
UNCLAsq::}ED
INFO: “CDA ECON
VI0ICME0338 LOCs 722
DD RUInNNMG 23 3L oo
Dk RUEHC #5248/84 1811622 CN: 58270
ZNR UUUUU ZZH CHRG: AID
P 3016187 JUN 86 DIST: AID
FM SFCSTATE WASEDC
TO AMIMEASSY MOGADISHU PRICRITY 5301
BT '
UNCLAS SECTION @4 OF @94 STATE 205248

AIDAC

£49~-A132
645~-0132Q
£49-0143

ES¥ TOTALS

POLICY INIT & PRIV-
FYX MARLET SUPPCRT -
ESF PROGRAM SUPF Il

1,08@
2
g

22,811

2,002
28,02¢
g

30,809

35,0600
35,082

COUNTRY TOTALS - -

36,783
PLUS ESTIMATED REOB. -

48,410
5,1@8 ' -

53,412

COUNTRY TOTALS FOR DA &
ESFT INCLUDING ¥Y 86
DEOES/REOBS - -

41,883 48,413 53,417
AFRIGAN REFUGEE ASSISTANCE
649-014¢ RFFUGEE SETTLEMENT~ 1,500

5. LIVESTOCZ MAREFTING AND HEALTH PROJECT LOP FUNDING
INCREASE.

2,509

»
~- FOLLOWING THE ABS REVIEW, AID/W PROJECT COMMITTEX
STAFF AND MISSION MANAGEMENT MET 5/29 T0 DEVELOP A
RECOMMENDATION ON THE DOLS 8.36 MILLION LOP FUNDING
SUPPLEMENT REQUESTED BY THE MISSION. AS A RESULT OF
THIS MEETING, THE AA/AFR DELEGATED AUTHORITY (STATE
181157) FOR APPROVAL OF A PP AMENDMENT TO THF FIZILD
WHICH WILL ADD DCLS 6.5 MILLION, FOR A NEW LOP FUNDING
OF DOLS 17.5 MILLION. THE ADDITIONAL FUNDS WILL BE USED
TO COMPLETE CONSTRUCTION OF THE THREE QUARANTINE
STATIONS ACCORDING TO SCALED DOWN SPECIFICATIONS (18,00¢
HEAD OF CATTLE EACH), AND TO MEET REQUIREMENTS OF TEER
LIVESTOCK INVESTMENT FUND COMPONENT. THIS MORTGAGE
SUPPLEMENT WILL BE PAID COFF BY REOBLIGATION OF
APPROXIMATELY DOLS 2 MILLION OF ARDN FUNDS RECOVERED
FROM OTEER PROJECTS IN THE PORTFOLIO IN FY 86, AND EY
POSTPONING FY 87 AND FY 88 PATMENTS TOWARDS THER
REMAINING ARDN MORTGAGE IN THE PVO PARTNERS PROJECT (IF
NFCESSARY). SEVERAL ADDITIONAL CONCERNS WEREF DISCUSSED,
WHICH WERE INCORPORATED IN THE AA/AFR DELEGATION '0F
AUTHORITY CABLE AS PP AMENDMENT DESIGN GUIDANCE.

+ k
. !

REC}D AT TATT AT TITD AMDY ARl AQOoTaANwmpAMm . -
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I. THE MISSION SHOULD DEVELOP AN -AGENDA:OF KEY POLICY.

ISSUES FOR THE MINI DONORS MEETING AND SUBMIT IT.TO . ‘”;;m¥

UNCLASSIFIED STATE 205248/04
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II. MISSION SEOULD DEVELOP PRFLIMINARY POLICY FRAMEWORE

O TTS vrw WHICE SULLIFES THE LIRIATION THE U502 3HCULT
TAKE .
III, AID/W WILL CONTACT THE WORLD BANK TO DISCUSS THIS

SCENARIO AND ENCOURAGE THET BANF TO ORGANIZE THE MINI
DOKORS MEETING AS SCON AS PCSSIBLY TO DEVFLOP A COMMON
POLICY FRAMEWORK.

IV. TDONOR FOOD AID SHOULD BE PLACED ON THE MEETING ‘S
AGENTH., i

V. MISSION SHOULD EXPLORE SECTOR ASSISTANCE TD SUPFORT
NEEDEL CIVIL SERVICE REFORM.

VI. MISSION SHOULD NOT DEVELOP NEW ESF/DA ACTIVITIES
THAT IO NOT SUPPCET THY REFORM AGENDA. IT SHOULD TARGET
FUTURE DA TOWARDS CIVIL SERVICE REFORM TO THE EXTENT
PRACTICAL.

VII., THE MISSION SHOULD SEEK TO CONSOLIDATE ITS GAINS
IN PRIVATE SEICTOR, PL 48¢ SHOULT FOCUS ON PRIVATE
SECTOR PARTICIPATION, AND ESF SHQUL) BE AIMED AT PUBLIC
SECTOR RIFORM. WE SEOULD ALSO FOCUS ON RATIONALIZING
PUBLIC SECTOR FINANCES,

VIII, AID/W WILL REVIEW THE POSSIBILITY OF ADDING -~
SOMALIA TO THE LIST OF COUNTRIES ELIGIELE FOR AEPRP

ASSISTANCE AND LOOK INTO NON-FOOD COMMODITY
POSSIRILITIES UNDER TITLE I. WHITEHEAD .
BT
#5248
NN ,
;
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DE RUEAMG #7231/81 189 **

ZNR TUUUU ZZH CLASS:
P @8@?11Z JUL &8s CHRGE s
T # AMEMBASSY HMOGATISHU APPRY ¢
TO SECSTATE WASHDC PRIORITY 2287 ‘ DRFTD:
BT CLEAR:
UNCLAS SECTION @1 OF * MCGADISHU 87281 DISTR:
AIDAC

E.0. 12356: N/A
SUBJECT: PROPOSED AGENDA FOR MINI DONORS MREETING -
SOMALIA

REF: STATE 2%52%8

THXI PROPOSED AGENDA FOR SOMALIA MINI DONOR MEETING

FOLLOWS:
1. FORYIGN XXCHANGE AUCTION:
- MAINTENANCY OF THE FRYIE MARKET RATE OF EXCHANGE.

RECOMMENDED POSITION: TEE MISSION BELIEVES THAT IT IS
EXTREMELY IMPORTANT THAT THE EXCHANGE RATE UNIFICATION
Is DONE)AT THE FREE MARKET RATE (AND REMAINS FREE
MARKEIT.

2. TF0OD AID:

A) ELIMINATION OF SUBSIDY OF FOOD COMMODITIES SOLD
THROUGH THE PUBLIC SECTOR, BY USING A MORE REALISTIC
PRICING MECHANISM (MOVING TOWARDS IMPORT PARITY.)

B) CHANNEL MORE DONOR FOOD AID THROUGH THE PRIYATE
SECTOR.

RECOMMENDED POSITION: THE SUBSIDIES INCLUDED BY GSDR IN
DONOR FQOD AID SBRVES AS A DISINCENTIVE TO FARMERS AND
DISTORTS THE CONSUMER EATING HABITS. DONOR SEOULD
PRESENT A UNITED FRONT TO REQUEST THAT DONOR FOOD BE
PRICED AT IMPORT PARITY AND DISTRIBUTED, AS MUCH AS
POSSIBLE, THROUGH THE PRIVATE SECTOR. . e
3. CIVIL SERVICE REFORM:

A) COMPULSORY RETIREMENT OF MEN AT THE AGE OF SIXTY
(62) AND WOMEN AT THE AGE OF FIFTY-FIVE (55), OR EITHER
SEX AFTER 25 YEARS OF GOVERNMENT SERVICES. (THESE
STANDARDS ARE BASED ON THEE ILO CONVENTION,) “

B) ISTABLISﬁHENT OF A CIVIL SERVICE COMMISSION.

C}) ADOPTION OF A REVISED PAY SCALE FOR CIVIL SERVANTS .
THAT ALLOW FOR'THE RECRUITMENT AND RETENTION OF i/ '

"QUALITIED INDIVIDUGALS, ALSC TC ESTASLISE A PRONC ION*f/'

PROGRAM BASED ON MERIT,
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D% REDUCTION OF THE TOTAL NUMBER OF CIVIL SERVANTS BY g?
~LEAST, 5,208 PER ANNUM OVER THE NEXT FOUR YEARS. THE ‘e
_IU’CRUITFWN"I OF N¥w EMPLOYFES SHOULD BF LIMITED TO TROSE o (ﬁ
S« ILLS NOT AVAILABLE FROM REDUNDANT LABOR. ~ ) '

i

—~
~

s+ E) STRENGTHEN THE INSTITUTIONS INVOLVED IN THE TRAINING 'kﬁ
="  QOF CIVIL SERVANTS AND THOSE INVOLVED IN MANAGEMENT OF g
ENTREPRENEURIAL ACTIVITIES.

_‘."x v 2 .:
-, F) DIVELOP A COMPREEENSIVE PLACEMENT SYSTEM FOR THE C
-A§} CIVIL SERVICE BASED ON SYSTEMATIC MANPOWER PLANNING. ﬂﬁm

RECOMMENDED POSITION: THE REFFORM OF THE SOMALI CIVIL C
SERVICE SHOULD BE ACCORDED A EIGE PRIORITY AT TRE CG N
>~ MEETING., DONORS SHOULD EARMARK LOCAL CURRENCY, TO THE e
*-*  EXTEND POSSIBLE, TO FINANCE SALARY INCREASES OVER A
- BRIDGING PERIOD UNTIL INCREASED GSDR REVENUES CAN FUND
~, THE NE¥ SALARY LEVELS IN EXCEANGE FOR THE ADOPTION OF
°  REFORM MEASURES. IN THIS CONNECTION, IT IS IMPERATIVE
THAT REDUCTION IN FORCE ACCOMPANY SALARY INCREASES.
"+ 4. USE OF LOCAL CURRENCY GENERATIONS:

ot e -
PR
o d
RUC IR I I

4

"B A) U.S. GENERATED LOCAL CURRENCY WILL CONTINUE TO BE
(;  ADMINISTERED BY TEE DOMESTIC DEVELOPMENT DEPARTMENT
~ (DDD) AND USEID TO SUPPORT THE DEVELOPMENT BUDGET.

. ﬁﬁt B) OTHFR DONOR~GENERATED LOCAL CURRENCIES SHOULD
£

;T

g .. K

CONTINUE TO BE REFLECTED IN THE NATIONAL BUDGET AND/OR
TEE DEVELOPMENT BUDGET. THOSE LC INCLUDED IN THE
DEVELOPMENT BUDGET WILL BF ADMINISTERED BY THE DDD.

oy
%4

35
k)

o
. )

]
4

© C) SPECIAL LC ALLOCATIONS SHOULD BE MADE IN SUPPORT OF
-~ THE CIVIL SERVICE REFORMS.

.
'—.

i D) THE PUBLIC INVESTMENT PROGRAM (PIP) TO BE PRESENTED
-~ AT THE CG MEETING AND THE GSDR CONTRIBUTION FINANCED
-/ PRIMARILY WITHE DONOR~GENERATED LC SHOULD BE KEPT LEAN |
-~ AND THE NUMBER OF PROJECTS LIMITED. DONORS SHOULD AVOID -
' HAVING PROJECTS ACTIVITIES OUTSIDE OF THE PIP.

‘_ " " ‘ e .
o 000>
s E A

.7
b

 ti RECOMMENDED POSITION: ALL DONOR GENERATED LOCAL
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Peleh§ SECTION 02 {:]bz MOGADISHU 87281 @

CURRENCY SHOULL BE RFFLECTED IN THE BUDGET, EITHER

'ORDINARY OR DEVELOPMENT BUDGET., ALL DONOR GENERATED

LOCAT CURRENCY SHOULD BR DEPOSITED INITIALLY IN A

SPECTAL BANK ACCOUNT TO INSURE ITS INTEGRITY. TECHNITAL

, - ASSISTANCE SHOULD BX PROVIDED TO THE DOMESTIC

Mt

¥

E

ot

o

DEVELOPMENT DEPARTMENT AS WELL AS TO THE BUDGET
DYXPARTMENT OF THF MINISTRY OF FINANCE.

5, SOMALI BUDGET RATIONALIZATIONS

A) DEVELOP AND IMPLEMENT A MECHANISM TO BUDGET
SOMALIA’S FOREIGN EXCHANGE REQUIREMENTS (TO INCLUDE
REVENUES AS WELL AS EXPENSES )

B) 1IN THE SHORT-TERM, IDENTIFY AND CORRECT THE MOST
GLARING, INEFFICIENCIES IN TAX ADMINISTRATION AND
SIMPLIFY CUSTOMS RATES. 1IN THE LONG-=TERM, REVISE THE
ENTIRE TAX STRUCTURE.

C) REDUCE BUDGET DEFICIT BY ADCPTING MEASURES TOQ
ELIMINATE SUBSIDIES AND UNNECESSARY EXPENDITURE, AND
INCREASE TAX COLLECTION,

RECOMMENDED POSITION: BASED ON RECENT DIFFICULTIES
REGARDING BUDGET RATIONALIZATION ENCOUNTERED BY A RECENT
WB TEAM, THE GSDR WITH DONOR ASSISTANCE SHOULD IMPLEMENT
A SYSTEM THAT PROVIDES PROMPT AND ACCURATE REVENUE AND
EXPINDITURY DATA, DONORS SHOULD DISCUSS THEI BEST METHOD
OF PROVIDING THIS TECHNICAL ASSISTANCE. 1IN ADDITION TO
INCRIASED REVENUES, OVERALL TAY REFORM SHOULD BE
ACCORDED HIGH PRIORITY,

6., PRIVATEY SECTOR SUPPORT:
A) MAINTENANCE OF THE FREE MARKET RATE OF EXCHANGE.

B) APPROVAL OF REGULATIONS FOR THE ESTABLISHMENT OF
PRIVATE BANKING AND INSURANCE INSTITUTIONS. ;
C) REPEAL OF CURRENT REGULATION REGARDING IMPORTATION
AND DISTRIBUTION OF PETROLEUM PRODUCTS AND ALLOVWING THE

~’' - PRIVATE SECTOR TO IMPORT AND DISTRIBUTE PETROLEUM

PRODUCTS.

- D) LIFTING OF THF MONOPOLY ON HIDES AND SKINS, THUS,

"7, PROJECT VS, PROGRAM ASSISTANCE:

‘.

ALLOVING FOR THE PRIVATE SECTOR TO ENTER THE INDUSTRY.

E) ESTABLISHMENT OF A FULLY-PRIVATIZED CHAMBER OF
COMMIERCYF,

RECOMMENDED POSITION: LIBERALIZATION OF THE ECONOMY
SHOULD REMAIN A HIGH PRIORITY IN THE DONORS’ AGENDA, IN
THIS CONNECTION, DONORS SEQULD INCLUDE THEE BREAKING OF
MONOPOLIES AND ﬁLIMINATING OF INEFFICIENT PARASTATALS IN
THEIR CONDITIONATLITY AND POLICY DIALOGUE AGENDA. 'THE

‘ESTABLISEMENT OF PR VAT BANKS SECULD 22 ACCORDED & HIGH

\Jl\unu
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