THE

INVESTMENT PARTNERSHIP

BETWEEN

THE UNITED STATES AGENCY FOR
| NTERNATIONAL DEVELOPMENT

AND

THE STATE OF ERITREA

USAID/Eritrea
October 1997




BEST AVAILABLE COPY

ELECTRONIC DOCUMENT APPEARS ASIT WAS RECEIVED



DEDICATION

This Investment Partnership is dedicated to the memory of Fessehatsion Ghebrekidan a
faithful employee who served well both USAID and Eritrea - and to all those employees who
serve in the cause of nation building.

ACKNOWLEDGMENT

Many minds and hands contributed to the development of this Investment Partnership.
Foremost is the staff of USAID/Eritrea and their dedicated colleagues in the Government of
the State of Eritrea and other Eritrean organizations. This Partnership is theirs.

Among the USAID/Eritrea staff special efforts were made by Michael McCord, Dawit
Habtemariam, Kristin Loken, Steve Wiersma, Judith Robb-McCord, Kathrin Puffenburger,
Ken Randolph, Mussie Hadgu, Tsega Tewoldeberhan, Elsa Fesshazion, and Tsega Ogbarebi.
USAID/Eritrea's Operations section (OPS) led by Max Walton and Mehreteab Araya provided
its usual excellent support.

The Ambassador, John F. Hicks. Jr., and the Country Team of the U.S Embassy in Asmara
made important contributions particularly on the political and inter-agency portions of the
Partnership. Several regional USAID staff also provided major contributions. Gayle Smith,
the GHAI Advisor was inspirational and drafted sections on political development. Melinda
Wilson, REDSO/ESA Child Survival Advisor and Susan Ross, a Child Survival Fellow (now
with CARE), initiated the health strategy and consultations. Linda Howey and Brian D'silva,
REDSO/ESA GHAI staff were important reviewers. RFMC Nairobi also provided invaluable
support for the process.

Important contributions were made by Washington-based USAID staff. From the Africa
Bureau, Jerry Wolgin, Peter Thorman (now in India), Gayle Schwartz, Jon Bresler, Kathy
Keel and Jeanne Pryor all provided valuable substantive contributions and guidance. Carol
Peasley, Gary Bombardier and Pat Rader provided instrumental support at critical times.
From BHR, Tom Ray's PL-480 and Kristy Cook's food security insights were critical and
Peter Morris provided OFDA inputs. From Global Bureau, Margeret Neuse, Rochelle
Thompson, and Abdi Wardere reviewed the primary health care section and Liz Hall and
Melissa Brown helped to expand the democratic governance section. MSI's Jim Holtaway
provided the rigorous analytical framework for the Investment Objectives.

A special commendation is due the acting Eritrea desk officer (CDO), Shirley Hoffmann, for
her ability to take over a critical and important function and provide vital support both to
USAID/Eritrea as well as contributions to this Investment Partnership.

Finally, many thanks are due to the Partnership's "editor-publisher" Rolf Anderson, whose
unwavering perseverance, analytical skill and good spirit over many more hours and months
than expected, made this document the excellent product it is.



<

RBRoOoo~NooMwNE

= o

Table of Contents

Page
Table Oof CoMtENtS . . ... i
Prologue and EXeCUtiVe SUMMAIY . . . ... it e il
l. Investment Analysis
A. Land and People . . ... 1
B. ParadoXeS . .. 2
C. Political Development . ... ... . 3
D. SOCIO-ECONOMIC SItUBLION . . ..o e e 5
E. External REIAiONS . ... ... 12
F. GSE Strategy, Prioritiesand Preparedness .. ... ... .o 13
G. U.S Foreign Policy and Eritrea . ...... ... . 15
. I nvestment Plan
A. Doing Business Differently . . ... . 16
B. Investment Selection . ... .. 18
C. Relationshiptothe GHAI . . ... e 20
D. God of thelnvestment Partnership . . ... ... .o 23
E. .LO.1: Primary HealthCare. . ... . e 26
F. 1LO. 2: RUral ENtOrPriSe . .ottt e e e e e 38
G. [.O. 3: DemocCratiC GOVEINANCE . . . . . o v ittt et et et e e e e 50
H. Complementarity and Synergy among Objectives . ............... .. ... ....... 60
l. CriS S MO . .. 62
[11.  Investment Requirements
A. Resource Request and OptioNns . . . . ... ottt 64
B. Programming OptioNSMatriCeS . .. ... ..ottt e i 69

1. Operating Expenses
2. Other USAID Support

Organizations and ACIONYIMS . . . . oottt et et e e e e e e e e 71

Annexes

Agency Goals and USAID/Eritrea Objectives
Statistical Highlights

Map of Eritrea

Results Matrix: Primary Health Care

Results Matrix: Rural Enterprise

Results Matrix: Democratic Governance

Health 10: Early Implementation Zones, Subzones and Facilities
Health |O: USAID Implementing Organizations
G/DG Report on Civil Society

Environmental 1ssues

Parameters Cable 96 State 107495

The USAID Investment Partnership with Eritrea Pagei



Prologue and Executive Summary

“Never kneel down” Eritrean revolutionary motto

“Don’'t tread on me” American revolutionary motto

Eritrea has captured much of the world's attention, not only because it is Africa's newest nation, but
also because of its determined spirit of self-reliance in acontinent plagued by dependence and failure.
This new government is seen as proactive and provocative; as strong-willed and stubborn; as
authoritarian yet popular. Its leadership is often thought to set its sights too high, but has
demonstrably achieved goals againgt all odds.

All countries are different, but Eritreais unique. Its 30-year struggle for self-determination was
waged in isolation. Fighting against much larger forces supported by the West and the East, the
Eritrean independence movement had no choice but to rely on itself. Built on the democratic
principles of self-determination and self-reliance, Eritrea today leads a trend towards African
leadership.

Eritreapresentsan exceptional opportunity for USAID. Hereisacountry which disdainsdependence
upon foreign aid, which insists that "partnership” be practiced and not simply spoken, and which
articulates its priorities on the basis of the sovereignty of the community. Eritreatakes the rhetoric
of development in the 1990s -- partnership, participation, "African-led,” and accountability -- and
turnsit into realities. USAID, astheir partner, must also find new ways of doing business. It will
not be easy. The government isyoung, sometimes brash, and has set high goals against the realities
of devastated infrastructure and limited capacity and experience in both the public and private
sectors. This, dong with Eritrean’ s strident insistence that only they own Eritrea's devel opment, can
and has led to miscommunication, equivocal dialogue, and unrealistic expectations.

USAID/Eritreaintendsto meet the challengethrough a mutually beneficial * Investment Partnership”.
USAID will participatein building the future of a country critical to aturbulent region and strategic
to U.S. interests; the State of Eritreawill participate in anew form of genuine partnership with the
world’s most powerful nation. Moreover, Eritreahas a self-interest in an alliance with the U.S.; and
the U.S. a self-interest in a stable, secular friend on the Red Sea.

Although asmall and poor country, Eritrea possesses three qualities which a so enhanceits potential
for success. Its location is strategic and historically significant for trade between the West, the
Arabian peninsula, and the Horn of Africa. Its people possess a strong sense of unity, discipline and
hard work, forged and tempered by the independence struggle. Its leadership is committed to
enlightened self-reliance, to secular, participatory society and an open economy, and to avoid the
mistakes of many failed African states before it. With this unshakable commitment, Eritrea's
leadership is also having increasing regiona influence.
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However, the achievement of successwill necessitate bridging awide gap between vision, potential
and will, and human and institutional capacity which has been severdly limited by decades of neglect
and war. USAID is becoming Eritrea’s leading partner in bridging this gap. After aslow and
difficult start, and intensive wide-ranging dialogue in the context of the President Clinton’s Greater
Horn of Africalnitiative, USAID/Eritreais now pioneering anew kind of assistance relationship, a
“ new way of doing business’ in Eritrea. This new relationship is based on an equal partnership
between two sovereign nations and a set of mutual investments -- an Investment Partnership -- to
meet critical, self-identified needsin the building of the new nation: primary health care services, rura
enterprise, and democratic governance.

Achievementsto date give reason for optimism with this new approach: USAID is now the leading
professiona partner of the Ministry of Hedlth; the U.S. is now Eritred’s leading partner in the
development of its judiciary, its lega and journalism professions, and its business and women's
organizations. Furthermore, American investment, financial systemsand entrepreneurism are sought
as models by the Eritreans, and with the right legal and policy environment, will enable accelerated
economic growth.

Thisfive-year Investment Partnership will help build the capacity necessary for significant increases
inEritreans’ useof primary health care services, thousands of new and expanded Eritrean enterprises,
and new, strong ingtitutions of participatory governance for all Eritreans. Thesewill enable Eritrea
to reach itsambitious goal of self-reliance in adecade. ThisisEritrea’s, not USAID’ s strategy and
goal. The Investment Partnership is led by the State of Eritrea and supported by USAID/Eritrea
through dialogue, institutional linkages, specialized services, training and commodities, and targeted
budgetary support.

Tofulfill thislnvestment Partnership, USAID/Eritrearequestsacommitment over thefiveyear period
of at least $10 million per year in DA resources, $8 million per year of PL-480 resources, and $2
million of regional funding. USAID/Eritrea also requests some procedural latitude from the Agency
to do businessdifferently. The USAID workforce needed for the Partnershipisestimated to be seven
Americans and twenty-four Eritrean staff, with an annual OE requirement decreasing to about
$900,000 per annum.

“USAID has demonstrated attitudes of
partnership and collaboration...USAID is
doing a commendable job.”

President Isaias, 1996
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. INVESTMENT ANALYSIS

A. LAND AND PEOPLE

The Land: Located in the northeastern part of
Africa on the cusp of the Rift Valey, Eritreais
strategically located next to the shipping and
trading routes between East Africa and the
MiddleEast. Eritreaischaracterized by someof
the world's harshest terrain. The size of
England, itissparsaly populated, with only three
million people dotting its expanse, two-thirds of
whichliveinthe rugged mountainsand highland
plateaus. On the east lies the Red Sea and the
desart coastal plain. To the west of the
highlands the country plunges into lowlands, a
relatively rich agricultural region where many of
Eritrea’ s crops are grown.

Lying in the northern Sahelian rainfall zone,
Eritrea gets its scarce rainfall from south-
western monsoons.  In normal years rainfall
variesfrom 200-650 mm annually, depending on
theregion. During drought, rainfall dropsto as
little as 200 mm in the highlands and less than
100 mm in the lowlands.

This scarcity is often compounded by the high
variability and unreliability of both the total
rainfall and its distribution. Almost all of the
country’s existing crop production areas are
prone to drought. Because there are no
perennia rivers, the farmers must depend on
Eritrea’s meager and inconsistent rainfall, or
have irrigation.

Geological surveysindicate that oil and gas are
to befound under Eritreaand its coastal waters.
Its mountains contain deposits of gold, copper,
and other minerals and metals. Eritrea s coastal
fisheries are one of the few unexploited
commercial fisheries in the world. The coast
aso has unspoilt beaches and cora reefs.
Moreover, the country’s two principa ports at
Massawa and Assab are a lifeline for people
throughout the Horn who depend on them for
imports.

The People: Eritreaisculturaly, linguistically
and religioudly diverse. Of Eritrea s nine ethnic
groups, eighty percent belong ether to the
Tigrinya or Tigre tribes. Although each of the
ethnic groups has its own ethnic language, the
country’s working languages are Tigrinya and
Arabic. Amharic, English and Italian are also
widely spoken. The population is roughly half-
Muslim and half-Christian.

One of the unique features of Eritreaisthe sense
of harmony, unity and purpose, despite the
country’s diversity. During the struggle for
independence, Mudlims and Christians fought
side-by-side. Today, the country isin large part
free of therancor and distrust that divides people
of these two religions in many other places.

Eighty percent of Eritreans are subsistance
farmers. Regardlessof their differences, most of
them follow the same routine; one which is
measured by the traditional cycle of crops and
herds. Few people in the countryside enjoy
government services such as hedth care or
modern conveniences such as running water,
electricity or telephones.

“What made the
Eritreans so
effective ... was
their ability--and
willingness--to
learn from their
own
circumstances
and to
continually adapt
ideology, politics
and program to
new realities.”

Against All Odds,
Dan Connell1990

The USAID Investment Partnership with Eritrea
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I INVESTMENT ANALYSIS:

LAND AND PEOPLE

As much as a third of Eritrea’s population
dispersed during the struggle. As many as
300,000 Eritreans still remain in Sudan, many
of whom are expected to return for repatriation.
Of the diaspora that went to America and
Europe, some have begun to return. The
diaspora is important to Eritrea not only as a
source of skills and experience, but also for the
millions of dollars that they send home.

The Eritreans are hard working, determined and
amost incorruptible. They forged a national
sense of discipline and self-reliance during their
independence struggle when, with no externa
aid, they overcame overwhelming odds.

Another mgjor strength of Eritrea is its well-
developed family and community solidarity.
Thistoo played an important role in mitigating
the consequences of war, droughts and famines,
and poverty in general.

B. PARADOXES

1. Unity and Secularism Amidst
Religious and Ethnic Turmoil

The Horn of Africa is one of the world's hot
spots. Thereisethnic strife in Somalia, Sudan,
Ethiopia and Saudi Arabia. Tribalism and
Islamic fundamentalism are destabilizing and
divisive forces throughout the region.

Yet Eritrea’s leadership has emphasized the
building of a stable, secular state. Perhaps the
best measure of that stability and tolerance is
the relative lack of acrimony between the
Modems and Christians or between the nine
different tribes of Eritrea. (There are, however,
occasional random acts of terrorism by an
indigenous Idlamic Jihad movement.) Inaregion
torn by tribal, ethnic and religious violence,
Eritrea’s generally harmonious relations are
remarkable.

2. Popular Participation from
Authoritarian Structures

Eritrea’s government may be characterized as

an early transition to

democratic
governance. It
appears as a control-
oriented, single-party
state which has an
autocratic  decision-

“We are self
reliant. Itis the
cornerstone of
our ideology.”

President Isaias

Afwerki making structure
1994 based on a military
modd.  Yet it has

popular support which
is based on shared experience and sacrifice and
a tradition of popular participation as
demonstrated by self-governed villages in
liberated areasduring theindependencestruggle.

Eritreais steadily taking steps towards building
a progressive, participatory democracy. Local

electionsin Eritrea ssix regionsare taking place
and will be complete in March 1997. National
parliamentary elections will be held in early
1998. Theregional representativeswill form the
Constitutional Assembly, alongwithmembersof
thediaspora, toratify the proposed Constitution.
The Constitutional Commission hasheld “town
meetings’ so that people throughout the country
had a voice in this process. The leadership has
chosen liberal and progressive policies and has
decentralized government to shift power to the
local level. Two-thirds of the army has been

“The most crucial
political
challenge is
getting people to
see beyond their
parochial ethnic
and religious
identities to
make common
cause with one
another as
Eritreans.”

Askalu
Menkerios,
Women’s Union
1994
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I INVESTMENT ANALYSIS:
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demobilized and the civil service reduced by
onethird. These steps are impressive, and
indicative of the progressive direction of the
leadership. It may be amilitary structure, but
they are working hard to transform it.

3. Economic Optimism
Despite Dire Poverty

Eritreais currently one of the poorest countries
on earth. Despitethe bitter result of war, neglect
and poverty, the Eritrean people are
fundamentally optimistic. They believe that
their strengths -- peace, independence, vision,
determination, national unity, human and
natural resources -- will enable them to achieve
their potential.

Although major inflows of investment are direly
needed, the current construction boom, prospects
for mineras and oil, potential for tourism and
exports, and investor interest supports cautious
optimism. Thelarge, successful diasporain the
Mid-East, Europe and the Americas is dso a
major asset and potential source of investment.

4. Visionary Leadership,
Yet Limited Capacity

One of Eritrea’s strengths is leadership. Their
leaders articulate their vison and devel opment
strategy with remarkable clarity. Proof isfound
inthe multitude of achievements and rapid pace
of change over the past six years. During this
short period, the leadership has gained wide
respect throughout the region.

The question remains whether the capacity and
grasp of Eritreans can match the vision and
reach of their leaders. There is a lack of
institutional capacity, skilled workers, middle
managers and trained personnel in Eritrea
Thus, there is a the risk that the pace of
development will not match either the leaders
vision or the peopl€’ s expectations.

5. Modern Nation Building within
a Traditional Society

Traditional culturesand beliefs are central to the
lives of the vast majority of Eritreans. Although
there is a core of progressive, well-educated
Eritreans, most of the population comes from
farming and nomadic communities where the
culture and mores are traditional.  This
traditional cultureprovidesstability andidentity,
but it can dso be aconstraint. Men are usually
more valued while women have lower status. A
small group of men are usually the leaders of the
communities. The vast mgjority of Eritrean
women have modest influence in the socia and
political organization of their communities and
are discouraged from continuing their education
beyond very basic levels.

But a more modern society is sprouting in
Eritrea. The liberation movement fought for a
progressive ideal (equality, economic reform,
end of injustice) and for control over their
destiny. The progressve government has
initiated mandatory education, for both sexes
and al religions. Seeds of change are coming
from outsde as wel. The diaspora,
development assistance, and investment are
bringing new experiences, ideas and tools.

C. PoLITICAL DEVELOPMENT

1. Colonial Past

The forces that have shaped Eritrea include its
importance as a trading route for more than
5,000 years, the influence of both Christianity
and Idam, a millennium of invason and
colonialism by Ethiopians, Egyptians, Arabs,
Turks, Italians, and the British, annexation by
Ethiopia, athirty-year strugglefor independence,
and ashort yet intense period of nation-building.

The USAID I nvestment Partnership with Eritrea
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Eritred sstrategic Red Sea coastlinewas seen as
a stepping stone into the region by a host of
foreign powers. In 1889 the Italians
successfully colonized the territory when,
defeated by the Ethiopians at the Battle of Adua
(1896), they retreated to Eritrea

The struggle for democracy in Eritreawas born
with the conclusion of the war with Ethiopia
During the colonial period. Eritrean sentiments
in favor of independence were expressed by
organized political parties as early as the 1940s
when Woldeab Wolde Mariam, often seen asthe
father of Eritrean independence, used hisleading
role in the Liberal Progressive Party to unite
Eritrea's Christians and Muslims against
colonia authority. Many political parties were
formed during this period and during the years
when FEritrea was governed as a British
Protectorate. While it istrue that one party was
dominated by Muslims and the other included
Eritreans loyal to the Ethiopian Orthodox
Church, the desire for independence crossed
religious lines and was not sguashed by
successive Ethiopian attemptsto deploy religion
asatool of division.

Italy’s defeat in the Second World War ended
Italian colonization of Eritrea, with temporary
administration entrusted to the British. Britain
ended its administration of Eritreain 1952 and
under a UN ruling, Eritrea was federated with
Ethiopia. In return for communications and
military bases, Ethiopia received American
military and development aid and political
support.  Obscured by the silence of an
international community which had pledged to
protect the federal agreement through the UN,
Ethiopia ended federation in 1961 and annexed
Eritreawith Western support, Eritrea becoming
Ethiopia sfourteenth province. Eritrearemained
under Ethiopian rule until the independence
struggle was won.

Thus began three decades of armed struggle
which, inthe eyesof Eritreds mgority, reflected
Eritrea's most important step towards achieving
democracy.

Independence Struggle

“When one
comes to socially
transforming
society...[we
initially thought
that it]... would
come very
quickly...We
have been doing
this for quite
some time--more
than a quarter
century--and we
have not
achieved
anything like
what we had
hoped. This has
been a sobering

Thefight for independence was part of Eritrea’s

long search for self-
determination.  The
liberation struggle
against Ethiopia was
initiated by the
Eritrean Liberation
Front (ELF), a
movement which was
quickly beset by
factionalisn borne of
debates surrounding
the means of
organizing Eritrea’s
diverse peoples.
Within only a few
years, a prominent
group of ELF
members formed the

experience...” Eritrean Peoples
_ Liberation Front

| Rresfg\?t y (EPLF), arguing,
Sa'afggs erKl among other things,
that the ELF's strategy

of organizing people

on the basis of ther
ethnicity would divide, rather than build, an
Eritrean nation and identity. A civil war
emerged, and the EL F shattered into at |east five
factions and was forced across the Sudanese
border in defeat by the EPLF in 1982.

With the UN failing to challenge the abrogation
of the federal agreement with Ethiopia, the
Eritrean movement, from the beginning,
identified self-reliance as a central goa. In the
late 1970s, the Eritreans learned an important
lesson. Having successfully defeated the
Ethiopian Army at all of Eritreas strategic
locations save Asmaraand the port at Massawa,
the independence forces were on the verge of
victory. Suddenly, as the result of a stunning
shift in regiona alliances, Eritrean fighters
found themsel ves facing huge amounts of Soviet
military assistance, now Ethiopiasprimebacker.

Forced to withdraw to the mountains of Sahel,

The USAID I nvestment Partnership with Eritrea
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the EPLF learned important political as well as
military lessons from the 1977-78 setback.
Although Soviet involvement caused the
perpetuation of the conflict, it was, in many
ways, an important devel opment for the EPLF,
which was forced to reckon with the fact that
external ideology and support were neither
dependable nor advisable; in the end, the only
way that Eritrea could win was to rely on its
own experience.

Throughout thestruggle, the EPL F demonstrated
an extraordinary potential to mobilize the
population, utilizing both appeals to national
pride as well as tangible expressions of change.
Unlikethe ELF, which argued that socid change
in Eritrea could wait until after independence,
the EPLF pursued a strategy of challenging the
Ethiopian status quo while, at the same time,
building a new Eritrean nation.

Central to the creation of that nation wasasense
of community and responsbility to the
community. The EPLF included among its
ranks thousands of barefoot doctors, school
teachers, vocational trainers, women'sorganizers
and professionals. Their roles in promoting
social and economic transformation were seenas
equal in importance to the roles of the Front's
combatants. Thisduality in purposegaveriseto
asocial contract between the EPLF and Eritrean
communities which prevails today.

Genuineself-relianceevolved during thestruggle
asthe EPLF's entrepreneurial spirit drove them
to develop factories for the production of
essential goods such as shoes, medical supplies
including drugs and 1V fluids, and sanitary
napkins.

Of necessity, the EPLF was run as a centralized
organization which, within the context of
security imperatives demanding order and
extreme loydty, allowed room for some
manifestations of democracy. The leadership
was elected and policiesformulated during large
organizational congresses attended by elected
participants from both the military and the
civilian population. Out of this "guided
democracy” emerged a cohesve movement

linked fully and genuinely to the civilian
population.

3. Building the State

The 1991 victory over the Ethiopians did not
make Eritrea a “State”. It was at once the
former 14th province of Ethiopia, the EPLF's
liberated areas, and the Dergue-run towns and
cities. Each of these existed in isolation.
Rather than attempt to merge them, the EPLF
and the nascent government chose to create a
new system, specialy designed for a new
country.

“Usually many
Africans blame
colonialism for
their myriad of
problems. ltis
true that
colonialism had
its share, but
the problems
witnessed in
Africa during
the past 30-40
years [are] the
creation of
Africans
themselves. To
solve its
problems and
join the
developed
world, Africa
must first look
into itself.”

President Isaias
1995
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Building the Eritrean stateinitially required both
unifying and disengaging. EPLF members,
many of whom had been living "in the field" for
most of their adult lives, had to come together
with a settled population and an enormous
diaspora. A huge refugee population, most of it
impoverished and exiled in Sudan, aso had to be
integrated into Eritrean society.

In 1991, the EPL F disengaged from the Eritrean
Government and was transformed into the
"People’s Front for Democracy and Justice," a
strong economic, socia and political movement.
While reducing the number of people formally
under arms through an often difficult but
effective demobilization program, the
Government also created a National Service,
which requires that al Eritreans between the
ages of 18-40 undergo six months military
training and dedicate one year to public works.

The Government quickly moved to create the
ingtitutions of the state and democracy, aswell.
A Congtitutional Commission, headed by a
foremost Eritrean statesman, Dr. Bereket
Habtesdlassie, was established and has since
worked to study many of the world's
congtitutions while forging its own out of both
the experiences of others and extensive public
debate in both the rural and urban areas of
Eritrea.

Aware of the new nation’s dependence on
regiona relationships, the Eritrean Government
also moved to consolidate aliances and tackle

economic and other affairs and coordinating on
key foreign policy matters.

Chief among FEritrean
priorities is consoli-
dating the Eritrean nation
while simultaneously

“Direct rule
by Ethiopia led
to stagnation
in Eritrea.”

creating the Eritrean
state. Also of particular
) . : EIU
importance to Eritrea is 1996

stability, and with
neighboring Sudan
continuing to attempt to
undermine Eritreals new-found peace, the
government cannot, in its view, provide any
openings.

Finaly, "Eritrean democracy” posits that
decentralization isasimportant asanything else,
whether it be a the level of economic
development or governance. The GSE, however,
demonstrates a tendency towards centralized
control, such asover the internet; the dominance
of the PFDJasapolitical party, the continuation
of some price controls on such important
commodities as flour, petroleum products and
some pharmaceuticals;, and an expressed
preference for the directed economies of South
Korean and Singapore [Eritrea Profile, June 7,
1997].

D. SocCIO-ECONOMIC SITUATION

“Frankly, 1 think it will be several years
before we see the emergence of credible
political parties in this country. Right now

there is a high degree of consensus in

the society.”

regiona problems. The Eritrean Government
sent its own negotiators into Somalia before the
UN intervention in an effort to resolve the
conflict. Eritreahasbeenintheleadership of the
revitalization of the Inter-Governmental
Authority on Development, or IGAD. The
Government played an important role in the
| GAD-sponsored peace processon Sudan, andis
today in the forefront of regiona efforts to
achieve a durable solution to what is now the 1
regionN's most pressing problem. Most ’
importantly, the Eritrean Government forged an
effective and mutually respectful working
relationship with the new Government in
Ethiopia, forming a Joint Commission on

Yemane Gebreab, PFDJ
1996

Economic History

In the 1930s, while under Italian colonia rule,
Eritrea was one of the most industriaized
regions in Africa. Italian investment focused
mainly on basic infrastructure and agriculture,
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GDP at Current Market Prices

in millions of birr

(&)]

4254

3873

N

3381

w

2oz1

2003

N

Thousands

[

] ] ] ] ]
1992 1993 1994 1995 1996

o

with the objective of supporting the needs of
Italian settlers and exporting primary
commodities such as coffee, cotton, sisal, fruit
and vegetables to Italy. In the 1940s, Eritrea’s
export base was relatively diversified, and
transit trade through the ports of Massawa and
Assab became
increasingly important.
During the Second
World War, Eritrean
industry supplied East
African markets when
imports from Europe
were disrupted.

(20.0%)

recovery from 1993-1996 as a result of the
return to stability after the end of the
independence war, the restoration of some
economic infrastructure, and the improved
availability of essentia imports. Although
Eritrea has made significant economic strides
since independence, the country faces amassive
task of rebuilding its economy. After averaging
less than four percent since independence, rea
GDP growth rose 6.8 percent in 1996 and is
expected by the IMF to rise by seven percent in
1997. Equally encouraging, inflation washeld to
3.4 percent in 1996, down from 11 percent in
1995. Growth in domestic output can be

attributed mainly to a sharp increase in
industrial output, particularly manufacturing and
new construction, with trade, wholesale and
retail, also being leading sectors. Agricultural
output remains volatile due to drought and pest
infestation.

Agriculture:  Though
historically a trade and
service economy since
the time of the Itdians,
agriculture is the
historic backbone of the
rural Eritrean economy.
In 1996 agriculture

Ol Agriculture
Ol other

The economy entered a
period of long-term
declinein the 1950s when Eritrea was federated
with Ethiopia. Inthe1970s, the Marxist Dergue
regime adopted a command economy and
nationalized most private sector assets. The
decline was exacerbated during the next two
decades by war, neglect and drought, which
consequently devastated Eritrea s economy and
its private sector. Whereas in the early 1970s
Eritrea earned about $100 million

contributed only 9.8
percent of GDP and has
suffered significant output decreases in three of
the last four years. Nevertheless, agriculture
remains critical to some 80 percent of the
popul ation which depend on crops, livestock and
fish for income and employment. Despite its
importance for employment, the contribution of
agriculture to both GDP and exports is
relatively small, with most agricultural exports
generated from the livestock sector.

annually from its
agricultural  exports,
this had fallen to under
$10 million by 1992.

2. Current
Situation

The Eritrean economy
made a significant

Agriculture is
dominated by small-
scale mixed farming
which is characterized
by traditional, rain fed,
subsistence farming

with little use of
modern agricultural
inputs such as
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fertilizers, irrigation or tractors. Farmers
depend on human and animal power to till their
fields. The negative impact of these traditional
agricultural practices on productivity has been
exacerbated by progressive environmenta
degradation. Agricultural production levels in
Eritreaare generaly low, with averageyield per
hectare among the lowest in Africa.

Only 10% of the total arable land in Eritrea is
currently under cultivation. In the short-run,
increased land under production and agricultural
productivity would significantly boost incomes
and economic growth. In the longer term,
however, agricultura options and the prospects
for large scale production are limited by the
availability of water. Expansion in this region
will  require appropriate infrastructure,
resettlement, and investments.

Manufacturing: Manufacturing in Eritrea is
concentrated in large and medium-scale
enterprises which are currently government-
owned. In contrast, most private firms are
concentrated in micro and small-scale
enterprises.  Within manufacturing, the oil
refinery located in Assab makes a major
contribution to industrial output.

Major constraints to industrial development
include inadequate infrastructure and lack of
sufficient investment. The country has limited
financial ingtitutions capable of extending credit
facilities to investors, they are not able to
support the demand of the industrial sector.
Commercia and industrial development is aso
hampered by the shortage of business skills,
especidly in planning, management, and
accounting. Many enterprises suffer from
obsolete equipment and insufficient imported
inputs because of the shortage of foreign
exchange. In spiteof such problems, industry in
general, and manufacturing in particular, have
grown at noteworthy annual rates, respectively,
of not less than 28 and 16 percent since 1991.

Income and Poverty:

SELECTED SuUB-
SOCIAL ERITREA SAHARA
INDICATORS AFRICA
LIFE EXPECTANCY 46 50
DAILY CALORIC 1,750 2,096
INTAKE

GDP per capita is estimated in the range of
US$217-254, lessthan half the $490 averagefor
Sub-Saharan Africa.  Eritrea’s poor socid
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indicators are consistent with its low per capita
income: highilliteracy rates, low lifeexpectancy,
high infant and child mortality, high maternal
mortality, and high rates of preventable disease.

MATERNAL MORTALITY RATES

(MATERNAL DEATHS PER 100,000 LIVE BIRTHS)

ERITREA 998
ETHIOPIA 1,000
KENYA 500

Infrastructure: Lack of
physical infrastructure
isoneof Eritrea smajor
stumbling blocks to
economic and private
sector development.
The nation’s transport
infrastructure needs
reconstruction and
expansion. Pavedroads
connect only a few
major population
centers, a prime
impediment to
commercial
development, especidly
for the timedy and
effective marketing of
agricultural goods, and
to the expansion of
trade. Telephones and
electrical suppliesreach
only the major

“After decades
of lost growth,
Eritrea has
become one of
the poorest
countries in the
world.
Preliminary
estimates
suggest GDP
per capita to
be...less than
half the US
$350 average
per capita
income for Sub-
Saharan
African
countries.”

World Bank
1994

population centers. Over 80 percent of the
population lacks electric power.  Energy
supplies are inadequate, and most people still
depend on wood for fuel, exacerbating the
nation’s environmental problems.

However, there is progress being made on al
fronts. The government is aggressively
expanding the road, water, electric and
telecommunications systems. For example:

4 Road construction and rebuilding is underway
on important transportation routes. The main
highway between Massawa and Asmara is
undergoing a much-needed rehabilitation

program that will expand the capacity of this
critical transportation route.

4 Interms of the telecommunication system, a
new direct dial switching system has just been
introduced.

4 Inthe placesthat electric power is available,
reliability is quite good. The Electric Authority
has a new 80MW power plant planned, which
should begin construction soon. Thiswill permit
large numbers of new electric hook ups.
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Fiscal Status: The financial operations of the
Government have come under considerable
pressure in the last two years. As a proportion
of estimated GNP, the overal fiscal deficit
(excluding grants) increased from just 10
percent in 1992 to 28.7 percent in 1995, but
was brought back dightly to 26.0 percent in
1996. Although the government has been
successful in increasing revenues, tota
expenditures have risen even faster (mainly
because of rehabilitation and reconstruction
outlays, and demobilization and resettlement
costs). Thefiscal deficit is being financed by
increased borrowing from the banking system.
By the end of 1995, the Government’ stotal bank
debt reached the equivalent of 22 percent of
GNP.

Thelevels of recurrent expenditures and overall
fiscal deficit are expected to remain high for the
medium term. Strong expenditure pressures on
the budget can be expected to continue because
of expanding socia services (such asincreased
access to education and health care). The
capital budget will also experience ongoing
pressure because of the increasing number of
infrastructure projects which are either planned
or arein the process of being implemented.

The fiscal deficit is troublesome. Without a
substantial  reduction of the fiscal deficit,
government indebtedness will continue to grow,
and private sector investment and expansion
could be sgueezed out.

Current Account Balance

in percent of GNP

[ 1

-17.2
1 1 1

3 1994 1995 1996

Excludes official transfers

ced a high priority on
infrastructure ... and on
basic education and
ment expenditures
f GNP in 1992 to 4.8

995...”

Despite the fiscal squeeze, the authorities have
been relatively prudent in their spending. The
civil service was dimmed down by 10,000
workers in 1995 (thus reducing the size of
government employment by one-third). Line
ministries have adopted strict accounting
guidelines and procedures which have been
carefully designed to prevent unauthorized
spending, mismanagement or corruption.

In spite of concerns about the fiscal deficit, the
analytical bottom lineismild optimism. Most of
the government's extraordinary postwar
expenditures have been completed, including
payments to martyrs' families and reintegration
of ex-combattantsinto the economy. Revenueis
expected to increase due to improved
administration, coverage and collection.
Informed observers are confident that the GSE
will make the hard choices necessary to keep the
economy on track. The IMF, for example,
expects the deficit to decline by nearly half, to
around eight percent of GNP during 1997.

Balance of Payments: Modest surpluses were
recorded in the balance of paymentsin 1993 and
1994 before turning negative in 1995. The
external current account deficit more than
doubled in 1996 to 17.2 percent, up from 7.7
percent in 1995. This risng external deficit
comes from reconstruction and rehabilitation,
imports of related capita goods, and the low
export base. As a consequence, Eritrea is
expected to require outward-oriented policies, a
prudent financial strategy, persistence with her
structural reform process, and increased external
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financing (which could be covered by grantsand
concessiond loans). However, thegovernmentis
looking to trade and investment to cover this

gap.

External Debt: At independence, Eritrea
started with no external debt. By the end of
1996, Eritrea’ s stock of disbursed external debt
was only $42.7 million (5.6% of GNP), though
they had $195.9 million dollars available on a
commitment basis. All of its debt is highly
concessionary, with maturity datesranging from
18-50 years, 5-10 year interest grace periods,
and highly favorable interest rates ranging from
.75% to 5%.

According to an assessment by the IMF in July
1997, given the low level of existing debt stock
and assuming that financing gaps are covered by
grants and concessiona loans, the external debt
profile is expected to remain sustainable.

Investment Liscensing: The licensing
environment has been liberalized in recent years,
which is encouraging for private business
development. Extensive reformsin 1995 were
introduced in the issuance of business licenses,
including trade licenses. Although there are till
some licensing problems, the establishment of a
more efficient Business Licensing Office has
reportedly reduced the time required to obtain a
license from six months to less than a day.

Tariffs. Eritrea’s trade regime is considered
relatively liberal. All quantitative restrictions
have been eliminated and Eritrea has 12 bands
of tariff rates ranging from 2-200%. The IMF
has recommended a further reduction in the
number of bands and limiting the maximum rate
to 80%.

Natural Resources: Eritrea' s natural resource
endowment includes agriculture, minerals and
fisheries. Though each sector should make a
contribution to economic growth, no one single
resource can be counted on for food security or
sharply increasing economic growth.

Eritrea has proven deposits of gold, copper,
potash, magnesium, zinc, iron ore and marble.

Preliminary studies suggest that Eritrea has oil
and gas resources. Anadarko, an American oil
company, is currently surveying Eritrea’ s coast
to identify potential oil fields. It reports the
more datait collects, the better its prospects, and
expects to begin drilling in 1998.

Eritrea’ s coral reefs, beaches and fish are some
of the country’s richest natural resources. The
reefs and beaches are both potential tourist
attractions. The coastal watersarethought to be
among the most productive fishing grounds in
the Red Sea, and remain largely unexploited.

3. Social and Economic
Institutions
Government: FEritrea inherited obsolete

institutions and weak instruments for
making and managing its economic policies.
However, they have made vast strides in
improving their economic ingtitutions --
such as banking facilities -- and policy-
making capacity. Thefinancia system, for
example, has undergone considerable
reforms, including the evolution of a lega
framework which will faciltitateits effective
and efficient regulation. Y et, the financial
system remains rudimentary, concentrated,
and largely owned and controlled by the
GSE. A 1997 IMF review, for instance,
urges the government to develop a
competitive financial system and introduce
market determined interest rates.

Eritrea does not have its own currency, but
is making plans for the introduction of a
new currency, the “nakfa’ in 1997. Eritrea
is still part of the de facto Ethiopian Birr
common currency area which to date has
constrained the scope for independent
monetary policy. The lack of forma
arrangementshashampered the management
of liquidity and credit expansion in Eritrea.
Moreover, the Central Bank of Eritrea is
only now building the institutional capacity
needed to formulate and conduct monetary
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and exchange rate policies. Asthefinancial
authorities recognize the need for adequate
financial policy prerequisites and
preparations for the nakfa's introduction,
the process and timing of the monetary
conversion will be flexible.

The authorities have moved quickly to
address their weaknesses and have placed a
high priority on devel oping capacity through
training, institutional restructuring, and new
policies. Programs are underway to support
the capacity of the key economic agencies
such as the Central Bank, the Ministry of
Finance, and the Tax Administration. The
restructuring of key institutions has helped
to lay the basis for implementing policies
such as improved tax collection and
budgetary planning. The IMF has given
Eritreahigh marksfor itsreform efforts and
for its generally sound management of its
economy but has aso urged strengthening
of reforms in several areas in order to
further support private-sector led growth.

Private Sector:  Although the Eritrean
private sector has an impressive history, the
past three decades of war have taken their
toll; the Eritrean private sector is now
relatively small and underdeveloped. Eritrea
only has about 20 enterprises per 1,000
people. By comparison, Niger has a ratio
four timeslarger (83/1,000). A recent study
estimatesthat there are 55,000 enterprisesin
Eritrea which employ approximately
130,000 people. Most private sector
businesses are small or micro-enterprises
which constitute a  fraction of total
productive output. A small number of
state-owned enterprises account for 90
percent of the nation's manufacturing
output. During the past three years there
was a rapid increase in private sector
activity.  Expatriate Eritrean and foreign
businessmen crowd the hotels in Asmara.
At this point there is more looking than
actual investment, but the interest is

encouraging. Someof thelargeinvestments
underway include a proposed $240 million
resort complex in the Red Sea, a 1,500
apartment complex in Asmara, and
rehabilitation of the Coca Cola soft drink
plant.

Eritrea’s Private Sector

»The number of enterprises per capita is
low for Africa

» 60% of enterprises and 76% of their
employment are in urban areas

»Over 80 percent of businesses employ
only one or two people

»Women own an estimated 43 percent of
Eritrea’s enterprises

»The proportion of manufacturing firms is
low (19%), with most businesses (64%) in
the trade sector

There was a significant increase in private
investment in 1996. However, adequate
private investment sufficient to sustain high
levelsof economic and employment growth,
particularly in the essential export-oriented
sectors, will require structural economic
reforms that address
the domestic and

external financial “‘Already ... a
imbalances; improved hascent

i cati foundation for
communications, shifting to a
power, and trangportation fast growth
infrastructure; reduced track is
governmental role in emerging.”
the economy 'Fhrough Peter
the privatization of Thorman,
state-owned USAID
enterprises; Economist

liberalization of the
trade and exchange
system; aleviation of unfair economic
advantages of the Red Sea Trading
Company (the economic arm of People's
Front for Democracy and Justice); faster
processing of investment applications, in
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particular the finalization of commitments
on projects and details on customs, taxes,
land dlocations and foreign exchange
agreements;, and improved financial and
banking services.

The excessliquidity inthe banking systemis
a critically underutilized financial resource
that could be tapped for investments to
expand growth in the private sector.

Labor Market: The limited data available
suggest adiverselabor market. Whilelarge
public and private establishments have
substantially expanded their employment (up
from 26,277 in 1994 to 54,137 in 1996),
considerable uncertainty exists about un-
and under-employment. The Ministry of
Labor and Human Welfare reported that job
vacanciesrosefrom 6,548in 1995t0 11,380
in 1996, and that registered job seekersrose
from more than 11,000 in 1995 to nearly
23,000 in 1996. The business community
reports a healthy work ethic and no serious
industrial relations problems.

Yet there are labor conundrums: an
estimated 20-30 percent chronic un- and
under-employment; some youth trying to
avoid national service; the non-return of
Eritreans travelling abroad on tourist visas;
and a brain drain reflected by the prevalent
non-return of those with student visas.

Eritreaisimporting labor, most notably for
the construction sector. Part of the
explanation of the apparent contradiction --
the simultaneous import and export of labor
-- requires differentiating between those
seeking manual versus other sorts of

occupations.  Shortages of attractive
professional, office and white collar

positions drive qualified candidates either
abroad or into voluntary unemployment
while they search for jobs more consistent
with their skills and aspirations.

Whilethere are vacanciesin the non-manual
categories, the rewards for those positions
may be disappointing. The level of private
sector salaries, for example, are relatively
modest. At the lower end of the 1996 base
monthly salary range, messengers made as
little as 140 birr, and at the upper end, top
speciaists and managers earned 3,000 (the
exchangerateis 7.2 Birr per USS; the level
of additional benefits that supplement these
earnings vary depending on the employer).

Because of the lack of data, it isdifficult to
get ahandle on the employment situation in
rura areas. A USAID labor economist
conducted a rapid appraisal of the rura
labor market in 1996. He reported a tight
labor market with ahigh reservation wagein
areas that were surveyed. Day laborers
were scarce, and employers had to pay them
higher than average wages. In contrast, an
appraisa in Fall 1997 found that people in
rura Anseba had difficulty finding paid
work, and reportedly were willing to work
for amost any amount.

Non-Governmental and Community
Organizations: There are both formal and
informal  mutual help and community
organizations in Eritrea that serve both social
and economic functions. In most villages the
majority of the population is organized into
groups. By tradition, villagers help each other
solve problems on an informal level.  This
informal mutual help is sometimes called
“wofera’ in Tigrinyaor “kewa’ in Tigre. Some
examples of help include agricultural work like
ploughing, sowing, weeding, and harvesting;
sharing of irrigated fieldswith the lessfortunate;
and hut building among men and washing and
cooking among women. Anocther form called
“mitias’ consists of practical support thevillage
community gives to its members who have to
start anew life such as after getting married.

Besides these common informal activities, there
are many other formal groups:
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Traditional groups like “mahaber” (Saint’'s
groups) and “ekoub” (savings clubs). Members
of these groupsusually belong to the sameethnic
group or economic strata as the business of
lending money requires both trust and
reciprocity. The purpose of the Saint’s groups
is to celebrate the chosen Saint. Ekoub, which
are popular among Tigrinya women, are small
with 8-12 members, and emphasize savings.

Associations with identical or similar rules,
which are typically affiliated with the relevant
national union. Most have been formed in the
past five years. Autonomous groups are the
exception. Examples include women's
associations, youth associations, and peasant
associations. They ae common, with a
women's or youth association in almost every
village. Typicaly very large (100-300
members), they render appreciable socia
servicesfor thevillage such asbuilding of dams,
roads, clinics, and schools.

The reorganization of the Chamber of
Commerce (to eliminate domination by
Ethiopian-oriented interests), combined with the
new American Business Council, should
substantially improve the private sector’'s
dialogue with the government, with aconsequent
effect on the GSE's policy implementation.

Perhaps the most powerful association is the
People's Front for Democracy and Justice
(PFDJ). The PFDJ has ardatively uniquerole
for a politica party. While the PFDJ is
fundamentally the ruling solitary legal political
party, surprisingly for a politica party, it
simultaneoudy manages powerful economic
activities aswell. The PFDJ has invested US$
120 million as operating capital in key firmsand
sectors such as construction. The PFDJ also
owns both the Housing Bank of Eritrea (the only
financia inditution not owned by the
government) and 60 percent of the Red Sea
Trading Corporation, the other 40 percent being
owned individually by party members. Red Sea
Trading is Eritrea’s most powerful trading
company. Recent alegations of corruption at
Red Sea isarare phenomenon in Eritrea; these
allegationsresulted in replacement of its senior

management.

Development project and activity
committees:. There are two types of
committees, thosethat deal with aspecia project
such as electrification of the village, and those
responsiblefor certain activitiessuch ascleaning
the village, distributing land, or maintaining
roads.

Agricultural production groups: Thesearenot
common, and are found only in certain regions
such as Gash-Barka. Usudly, the groups are
comprised of peasants who had been farming
land which did not belong to them or which they
wanted to leave for better land.

The development committees and production
groupsfrequently lack therequisitetechnical and
managerial  skills for their far reaching
responsibilities. With regard to material and
financia sdlf-reliance, there has been little
outside support for these groups and their
activities, so they are necessarily self-reliant.

E. EXTERNAL RELATIONSHIPS

The State of Eritrea has been very active in the
Greater Horn of Africaregion and Middle East,
operating as a peacemaker in Somalia and
Sudan and asan adversary to Y emen and, again,
Sudan. The government has demonstrated to the
once-adversarial Saudi and Isragli Governments
that it wants and is capable of establishing
mutually-respectful equal partnerships.
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Most Eritreans well understand that their own
stability and prosperity will derive to a great
extent from the stability and prosperity of the
wider region. The government has therefore
been an activist and leader in the 1GAD
revitalization process, in favor of IGAD as a
forum for regional planning and harmonization.
Eritrea has been both activein and critical of the
OAU, harshly reprimanding that organization
for both failing to ever address the Eritrean
struggle and to take bold action while, at the
same time, working internally to forge aliances
between and among the OAU's more forward-
looking members.

Some would argue that the Eritreans have not
"read the book™ on international relations asthey
often shun protocol and what they consider the
too-formal niceties of international diplomacy.
They are frank and honest, sometimes counter-
productively so. This attitude and practice
extends into the realm of debate around foreign
ad: the Eritrean Government hasmade clear that
it will not accept foreign assistance being used
as leverage to modify its behavior or positions.
Given the choice, the government would (and
has) declineforeign aid whenit required, what in
their view reflects, an unacceptable compromise
of sovereignty.

Eritreas relations with donors is therefore
different than that of most African governments.
It challenges any manifestation of what it
consders “paternalism,” and is strongly
disinclined to accept aid packages smply
because they include much-needed capital; if
programs are supportive to Eritrea’s priorities
and designed in partnership, the government will
both endorse and support them; if they are not,
it will, asit has time and time again, choose to
go it alone, often at high cost.

Relations between the government and
international PVOs have been problematic.
Many PV Os played animportant role during the
struggle, supporting a maor cross-border
operation from Sudan and working in rea
partnership with the government.  Since

independence, however, the government has
expressed increasing
frustration with the

“Certainly the international PV Os,
country deserves rendered more valid by
t% rsnuecrc?r?d’ the experience of
favorablgil/ f?om Rwanda and Ethiop?a,
almost any citing their
comparison with independence,
the rest of unaccountability,
Africa.... unwillingness to
Perhaps most operate within the
tf?grlle(l?sgn%f ;g’n context of national
of the aid policy, overhead and
dependent operating  expenses,
culture common difficulty with
to so many supporting the

African states.” government’s

programs, and
tendency to foster
dependency rather than
sustainability. The
GSEisaso concerned
that the assistance channeled through
international PVOs makes economic planning
and budgetary management difficult.

Financial Times,
1996

The GSE poalicy for international PV Osresident
in Eritreais evolving. Current policy includes
no exemption from taxation, annual audit and
review, and focus in the health and education
sectors.

A few local NGOs have also come in for
criticism, with the government challenging the
charity-based approach of many religious
organizations as well as their use of relief and
development programs to support evangelism.
Both Christian and Muslim organizations have
come under government scrutiny, with Mudlim
organizations of particular concern given
evidencethat Sudan has attempted to "infiltrate"
Eritrea through these groups.

F. GSE STRATEGY, PRIORITIES
AND PREPAREDNESS

National Development Objectives.  The
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GSE Development Strategy Highlights

4 Human capital formation (with education

and hedlth as the key factors)

4 Export-oriented development

4 Development of infrastructure

4 Environmental restoration and protection

4 Promotion of the private sector
|

Eritrean Government has clearly stated that its
economic and development policies are guided
by the principles of a free-market economy,
wherethe private sector isthe main driving force
of economic growth and the price mechanismis
allowed to allocate economic resources. In the
government’s Macro Policy, issued in 1994, it
defined and articulated the country’s national
development objectives and its development

strategy:

»Free market economy

»Private sector led investment

» Export-oriented development of industry and

agriculture

invesiment code and commercia

policies

» Transparent regulatory and tax regime

»Prudent fiscal policies

» Proactive government intervention to promote
economic growth while meeting social
obligations

»Food security (not based on self-sufficiency)

»Liberal

Y e, as these policies have been implemented,
the government has created ambiguities in the
minds of businessmen about the depth of its
understanding of and commitment to the private
sector. Postures such as the President’ s recent
statement about the private sector, “...it istheir
duty and responshility...to implement the
government’ s program [Eritrea Profile, June 7,
1997];” the continuation of price controls, and
periodic arbitrary policy changes do not support
investor confidence. Clearly the commitment to
the 1994 Macro Policy must be reinforced by a
more consistent and vigorous support of the

private sector.

Disaster Preparedness: Food shortage as a
result of amajor regiona drought isthe greatest
disaster risk to Eritrea. Displacement asaresult
of sudden refoulement of Eritrean refugees into
Eritrea from Sudan or inflow of Sudanese
refugeesinto Eritreaisaso a possibility.

The GSE is aware of these potential disasters
and has made initial efforts to address disaster
preparedness through the establishment of
governmental structures as the Early Warning
and Food Information System (EWFIS),
Eritrean Grain Board (EGB) and Eritrean Relief
and Refugee Commisson (ERREC). The
activitiesof theseinstitutional structuresinvolve
early warning, disaster assessment and response
capacities which are still emerging.

The capacity of the GSE to respond to any of the
disasters mentioned above would depend upon
the scope and severity of the disaster. The
government has realized the disaster potential,
but has not yet been able to undertake a
comprehensive assessment of vulnerability or an
inventory of response capacity within the
governmental ingtitutions. The GSE has
initiated the necessary ingtitutional framework
for both information coordination and response
in the EWHIS, and needs to clearly define
criteria for beneficiaries, response timetables,
sectoral guidelines and operational procedures.

“The overriding
national
development
objective is the
creation of a
modern,
technologically
advanced and
internationally
competitive
economy within the
next two decades.”

Government of
Eritrea
1995

“l do not mean
they have no
contribution, but
NGO funds that
can finance 20
projects, are not
even enough for
implementation
of 10 projects
when they are
implemented by
NGOs”

Governor,
Gash-Barka,
1997
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The EGB program has a system for emergency
grain storage and plans to increase storage

capacity.

Many of the key figures in the GSE are ex-
fighters in the liberation struggle and have
military logistics background. Therefore, it is
likely, given adisaster beyond their institutional
response capacity, the GSE would mobilizeline
ministries, the Nationa Service, and if
necessary, the Eritrea Defense Forces (EDF) to
meet relief logistic, health, sanitation and shelter
needs. The government has recently tested the
readiness of the National Service, a program in
which all able-bodied Eritreans are obligated to
do sx months military training and twelve
months of public service.

Given the GSE's limitations on the role of
international PV Os, international organizations
such as the United Nations High Commissioner
for Refugees (UNHCR) --who normally contact
PV Os to be the implementational partnersin a
disaster -- need to operate differently in Eritrea.
None of the internationd PVOs present in
Eritrea actually implement activities: they
provide technical assistance, training and
support to FEritrean organizations which
implement. The initial responder to a disaster
would not be international PVOs, but the
various agencies of the GSE and loca
governments.

G. U.S. FOREIGN PoLicy AND
ERITREA

Eritreaholds akey position along anarrow edge
of the Red Sea, one of the most important
shipping routes in the world. Its shipping lanes
and two deep water ports, as well as the size,
wedth and volatility of its neighbors give it
strategic importance in the Mideast and Horn of
Africaregion. Access to shipping routes make
it the principa lifeline for humanitarian
assistance to millions of people in the Horn of
Africaregion, especialy in Ethiopia. Moreover,
the current Eritrean government strongly
supports secularism in the region and the
Greater Horn of Africalnitiative.

U.S. security and defense agencies have
demonstrated keen interest in Eritrea, given its
location, strong secular leadership, and interest
in security linkages. Eritrea has aso gained
significant bipartisan support in the U.S
Congress dueto its determined self-reliance and
concern over dependency. The U.S. iscurrently
Eritrea’s largest source of direct foreign
investment but contributes only 2.7 percent of
her imports, tied with Belgium but behind Saudi
Arabia (15%), Italy (14%), United Arab
Emirates (12%), Ethiopia (9%), Germany (7%),
Korea and Japan (each 4%), and Sudan (3%).
As an export market for Eritrea, the U.S. isthe
third most important (taking 7.7% of the total),
behind only Ethiopia (66%) and Sudan (10%).

Eritreaalso reflects American valuesthroughits
determined effort to develop a stable, secular
society and an open private-sector driven
economy in a region characterized by political
extremes, instability and collapse. Asdetailedin
the U.S. Embassy’s Mission Program Plan
(MPP), the U.S. interest is to promote both the
recovery and growth of amarket-based economy
and the emergence of dstable democratic
governance to underpin U.S. national security in
thishistorically volatileregion. Intermsof U.S.
economic interests, Eritrea’s progressive and
liberal Investment Code provides opportunities
for U.S. trade and investment.

The USAID I nvestment Partnership with Eritrea
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“U.S. national interests in Eritrea and the
region are to enhance U.S. power projection
capability and regional stability; guarantee
free and open navigation of the Red Sea;
expand U.S. trade; enhance cordial
relations with Eritrea because of its
important geostrategic location; and ensure
Eritrea’s stability through sustainable
economic development, democratization
and protection of human rights, privatization
of business, education, and continued
commitment as a secular state.”

MPP
U.S. Embassy
1996
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A. DOING BUSINESS DIFFERENTLY

This Investment Plan -- the first “Country
Strategy” for Eritrea -- represents an attempt to
go beyond reengineering towards a new
approach inforeign assistance. Thisapproachis
based on several fundamental premises. First,
many poor nations, while not, at present, perfect
democracies or open economies, are
demondtratively developing in a direction
supportive of U.S. values and foreign policy
gods and are worthy of trust and equal
partnership. Second, that to be sustainable,
these nations' development path must be rooted
in and indigenous to them in the broadest sense
(not only to one group or strata or to an elite).
Third, these nations relationships and
interactions with regional neighbors is of
paramount importance to their future success.
Finally, while foreign assistance can provide
vital inputs to fill critical resource gaps and
strengthen these nations  transition, this
assistance will aways be stopgap and on the
margins of the nation’s use of its own resources
and trade and investment. In fact, foreign
assistance can skew their administration and
direction and foster dependency, if not well
woven into the fabric of the country’ s own self-
development.

The vernacular used throughout this document
reflects this approach. Since the nation's
development strategy and strategic objectives
must beits own and foreign assistance is at best
supportive in a relationship of equality, this
document is more modestly entitled a bilateral
“Investment Partnership”. The widespread use
of the term investment partnership, rather that
traditional terms such as “aid”, “donor”,
“assistance’, or “intervention” reflects both the
equality of the relationship aswell asthe redlity
that theseare actually investmentsin asovereign
nation's development with clearly defined

INVESTMENT PLAN

returns to both partners.

Although often a source of frustration to donors,
Eritreans indstence on setting their own
development agendais likely to be the strongest
element in determining its success. Case studies
reveal that African ownership of reform
programs results in performance and long-term
sustainability. Broad-based participation of an
array of actors and stakeholders reinforces
ownership and thus sustainability. However,
embracing the concept of full ownership in order
to take advantage of the gains associated with it,
require changes in the way USAID conducts
business.

Conditionality: A
main thrust of this new
way of doing business
is eliminating classical
“conditionality" and
replacing it with

“It's been a
policy of the
government not
to emphasize
aid programs.

concept of program We believe
accountability. investment
According to program would be the
accountability, the proper

substitute for
aid. Once you
get in the habit
[of accepting
aid] you forget
to look for other
options.”

partner country’s
performance is
evaluated on the basis
of its own overal
demonstration of
commitment to reform
or change, as well as
on the basis of the
resultsachieved, taking
into account externa
factors affecting its
performance. The purpose of external support
is not to enforce any particular reform, but to
support overall policy objectives over alonger
period of time. The link between performance
and assistance would continue to exist, not
linked to the implementation of any particular
reform, but to the results achieved as defined by

President Isaias
1996
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the partner country.

The use of program accountability promotes a
sense of real partnership while putting the
responsibility for demonstrated results squarely
in the hands of the partner country. Thisalows
donors to shift their focus from specific policy
reform measures (e.g. timetables for elimination
of food price subsidies) to overall policy impact
(e.g. increased agricultural production). Of
course, the country’ s commitment is critical and
usualy distinguishes successful from
unsuccessful reform efforts. However, few
systematic attempts have been made to utilize
demonstrated commitment as a threshold
determining the suitability of reform assistance.

USAID/Eritrea’s PL-480 Title 1l Agreement
reflects this accountability approach. The
assistance is based upon the GSE's
demonstrated commitment to progressive
economic policies and its Food Security
Strategy. Progress will be jointly assessed
annually to hold the GSE accountable and
determine if continuation of the assistance is
warranted.

Riskg/Costs: While the benefits to “doing
business differently” in terms of ownership,
relevance, lower cost, and sustainability are
evident, there are also risks and costs which
must be carefully considered and minimized.
Y oung governments  goals and targets are often
overly ambitious. The intensive dialogue and
participatory process is time consuming and
host-country capacities are usually limited.
Both necessitate patience, extratime and effort,
and long lead times. The preferred use of loca
capacity and expertise with associated
skepticism over high-priced technical assistance
may initially result in alower technical-quality
product as well as delays.

USAID/Eritrea slow rates of expenditures over
thelast year iscertainly symptomatic. However,
benefits are already evident in severa activities.
TheMinister of Justice hasobtained high-quality

“pro bono” assistance for legal reform at a
fraction of the cost and much greater credibility.
The Commercial Bank, not a USAID grantee,
will run at lower cost and greater effectivenessa
Rural Enterprise Unit with an Eritrean -
European manager. The University of Asmara
and the Eritrean Women's Union have worked
out longer-term professional linkages with U.S.

counterpart institutions.

Host country
leadership and
ownership also require
substantial flexibility --
and alittlerisk taking -
- in applying
donor regulationsand
policies, especially in

the areas of
procurement and
reporting. M ost

difficult for donors, is

“Stringent
policies to
stamp out
nascent
corruption have
been
introduced, and
a new round of
streamlining and
salary scales
are scheduled
for the summer

the loss of control, to increase

particularly over efficiency and

short-term  results; ObV'aéefthe
need for

most donor backhanders.”

gover nments demand

alevd of control over EIU, 1996

foreign assistance
which is not only
unrealistic in any
sense, but also prejudges the host country’s
capabilities and honesty. While USAID’s
rules and policies have not always been
followed to the letter by GSE implementing
ministries, the honesty, quality, and
sustainability of activities in repatriation,
health, and justice are without question.
Nevertheless, USAID/Eritreahasnot yet been
able to obtain any exceptions from business-
as-usual procedures and regulations.

The USAID Investment Partnership with Eritrea
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To do business differently, USAID/Eritrea
finds itsdlf constrained by the lightly-staffed
and under experienced accounting and
procur ement processes of the GSE and other
Eritrean organizations. While honesty, cost-
consciousnessand thebest deal arehallmarks
of Eritrean operations, requisite USAID
financial and procurement assessments often
identify staffing and procedural weakness
which then precludes, by USAID standards,
host country management of funding and
procurement. USAID/Eritrea is seeking
solutionsto thisimpasse through a loosening
of USAID procedural requirements, shifting
a shar e of the management burden to USAID
FSN staff, and exploring possible modes of
program or non-project assistance. The
bur densomer equirementsof Global activities,
Congressional notification and PL-480Titlel

are further

impediments to “The

flexibility, Government's

responsiveness and | strategy for the

host <country distribution of

owner ship. food aid has
recently

undergone a
change in the
right direction.”

USAID/Eritrea has
fully considered the
costs and benefits of
doing business
differently. The costs
to USAID daff in
time, effort, and even
ego, aresubstantial. However, with closeand
intensive dialogue, and a keen under standing
of partners, the risks and costs can be
managed and are far outweighed by the
benefits in sustainable development for
Eritrea. This ambitious Investment
Partnership -- and USAID’s current role as
the GSE’'s leading donor partner --
demondtrate the substantial benefits to this
approach.

World Bank,
1996

B. INVESTMENT SELECTION

Few developing countries have demonstrated

Eritreads  determination and success in
acceerating the trangition from relief to
sustai nable development by rebuilding thesocid,
political and economic infrastructure. Eritrea
has shown a strong commitment to establishing
an open economy and democratic ingtitutions; it
won praise from the IMF for the difficult steps
it has taken to accelerate its transition through
trade and investment liberalization,
decentralization and streamlining its central
administration, and decontrolling pricesand tax
reform. It is dso nearing completion of a
democratic constitution and local elections.
Eritrea seffortshave put it into aposition where
it -- with key partners such as USAID -- can
now focus more on completing the successful
trangition to sustainable development than on
relief and rehabilitation.

Thislnvestment Partnership hasbeen developed
and positioned to help Eritrea achieve its highly
ambitious goal of self-reliance within a decade.
Thiswill involve, above al, building the human
capital and key institutions for  successful
nationhood. Of particular concern are those
problems which involve the most acute human
need and potential for crisis: chronic food
deficits, debilitating poor health and education,
and limited capabilities of a new nation --
problems which are most acute in the north and
west, a potential source of destabilization.

1. Background

Numerous USAID teams of specialists from
REDSO/ESA and USAID/Washington visited
newly-independent Eritrea from 1992-1994 to
develop a bilateral assistance program. This
approach and the *“conditioned” program
assistance proposed was roundly rejected by the
new leadership as being inconsistent with its
view of partnership. Nevertheless, severa

The USAID Investment Partnership with Eritrea
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specific types of
projects and food
assistance were
eventually negotiated.
These weredriven by

“As soon as we
announced to
privatize, there
were those who
asked us when

the government’s we will be

need to“fill gaps’ and | implementing it.

thetypes of assistance Our reply to
them was

available, rather than

by any overall USAID ‘Whenever we

see it fit'. They

strategy. said ‘No, you
have to give us
Consistent  with its a time frame;

own food security | otherwise if you

goals, USAID | arenotgoingto
provided large ~ privatize
amounts of PL-480 | Immediately we
Title I food are not going to
ive you the
assistanceand OFDA- gve y

help you need.’
But pressure
doesn’t work
with us
Eritreans...We
will do it at our

funded agricultural
inputs to assist the
post conflict recovery,
demobilization of

fighters, and
repatriation of
returnees.
USAID/Eritrea also
played amajor rolein
dialogue on food

own timetable
and in a way
that is going to
be in the best
interest of our
country. If you
want to work

security and policy
and continues to
support several

with us, this is
our policy, if not,
we are sorry we

smaller agricultural won't take
production enhancing orders.”
activities.
Governor,
Bank of Eritrea
In 1993, USAID and 1997

the Eritrean
Government
negotiated a broad
technical assistance agreement (TAP) to
provide specialized services to the new
government across the board as needed. An
emphasis in the areas of health, energy and
governance evolved.

In 1995, USAID/Eritrea and the GSE agreed to

a major health and population program which
was focused on building primary health care
systemsin target zones of the country.

Later, in responseto the GSE’ s expressed needs,
USAID/Eritrea provided additional support
under the framework of the TAP to build
capacity in governance through  Asmara
University, the Eritrean Management Ingtitute,
Constitutiona Commission, and Ministries of
Justice and Local Government.

2. Options, Priorities, and
Partners

In 1996 USAID/Eritrea (with REDSO and
USAID/W Global and AfricaBureau assistance
due to continuing staffing gaps) undertook an
intensive, consultative, anditerative processwith
the Eritrean leadership to define a cohesive
assistance strategy. As described above,
USAID/Eritrea took the approach of an
“investment partner” with the Eritreans in the
lead; the bilateral investment partnership would
be developed following Eritrean priorities and
using Eritrean knowledge.

Discussions with the President’s Office on the
GSE's Macro-Policy indicated that health (in
target zones) and gover nance (particularly the
legal and management training and the judicia
system) were indeed sectors appropriate for
long-term USAID involvement. USAID would
be consdered the magor partner with the
Ministries of Health and of Justice. The GSE
already had, often with other assistance, well-
funded efforts in related areas such as primary
and vocational education, community
development, and macro-planning. Also, inview
of the likely modest level of USAID budget
dlocationsfor Eritrea, USAID investment in the
rebuilding of primary infrastructure, whiledirely
needed, would not be possible athough the
possibilities for facilitating or leveraging other
finance was not excluded.

Inmid-1996 the Agency’ sAfrica, BHR, Globa

The USAID Investment Partnership with Eritrea
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and Management Bureaus, agreed on a set of
parameters for assistance to Eritrea -- although
with some disagreement over the Agency’s
categorization of FEritrea as a “limited”
transitional rather than a full sustainable
development program (cable 96 STATE
107495, annexed). With these parameters,
USAID/Eritrea brought together broad,
primarily Eritrean “working groups’ made up of
relevant GSE, NGO, other donor, and private
sector representativesin the two sectors selected
to define specific priorities, objectives and
results. It soon emerged from these groups and
field consultations that the focus of USAID
assistance in these sectors should be integr ated
primary health care services; and specialized
capacities for democratic governance.
Refinement and deepening of these Investment
Objectives continued with USAID/Eritrea’s
partners and REDSO/ESA and Globa Bureau
assistance.

Early on, the Eritrean Presdent himself had
encouraged USAID to assst building
Eritrea’s nascent private sector. However,
the Africa and BHR Bureaus concerns (and
the GHAI) over food security necessitated
further dialogue and joint-assessment. An
integrated Africa-Bureau Humanitarian
Responsegroup worked closely with Eritrean
counterparts and partners to assess and
suggest options for USAID investment with
regard to improving food security. In the
assessment of GSE prioritiesand needs, field
realities, and other donor assistance, it was
clear that raising rural incomes was key; and,
further, that there was a gap in the area of
marketing, trade, and, in general, agriculturally-
related enterprise.

Based on this

assessment and | “Whynot tryfa

further consultations new way or -
ith the Presdent's do_lng b_usmess

W't_ ; in Eritrea?”

Office, USAID/Eritrea

brought together a Gayle Smith

broad-based working GHAI, 1995

group including the PFDJ (which was keenly
interested in rural business and investment
promotion) toconfirm thispremiseand decide
on prioritiesand focus. Thisprocessled tothe
focus on the expanson of rural-income
producing enterprises with emphasis on
exports and on the north and west. This new
Investment Objective was then further
elaborated (including a PL-480 Title IlI
program) with AfricaBureau assistanceto focus
on rura banking, smal to medium enterprise
expansion, export and investment promotion,
and selected rural infrastructure in the north and
west.

A growing concern during these discussions
was full integration of the emergent Investment
Objectives within the framework of the goadls
and principles of the GHAI. The close
involvement of regionally-based GHAI advisors,
concurrent with the development of the GHAI
Strategy, led to theintegration of crisisscenarios

"The strategy planning process has established
(MOH) ownership of the project.”

Senior MOH Official, 1996

and a “Crisis Modifier” into the Investment
Partnership to ensure adequate and flexible
response to possible crises.

Eritrea’s other maor donors were fully
consulted  during the iterative processes
described above. The GSE is particularly
concerned over absorptive capacity and overlap
among donors. USAID/Eritrea discussed its
Investment Plan with major bilateral partners,
Italy, Germany, Norway and Netherlands, and
confirmed that no duplication, and even severa
complementarities existed. USAID/Eritrea also
closely coordinated with the E.U. (currently in
water supply/ sanitation and major roads) and
with the World Bank (reconstruction, ports,
socia infrastructure, and education), although

The USAID Investment Partnership with Eritrea
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collaboration has proven to be problematic.
Representatives of the relevant U.N agencies
(UNDP, UNICEF, WHO, UNFPA, and FAO)
were adso included in al working groups.

3. Agency Goals and Priorities

USAID/Eritred sthree Investment Objectives --
primary health care, rural enterprise, and
democratic governance -- with their Crisis
Modifier, fully support overal Agency priorities
and goals. Child survival and health (including
HIV/AIDS and family planning) currently
represent thesinglelargest USAID investment in
Eritrea. Democratic governance hasthebroadest
scope and the most USAID/Eritrea staffing
resources. Broad-based growth through
enterprise will bethe largest USAID investment
in Eritrea over time. Potential humanitarian
needsaredirectly consideredin USAID/Eritrea’s
Crisis Modifier.

As described in the Investment Objective
sections, USAID/Eritrea’'s Investment
Partnership supports four of the five Agency
goals (see Annex).

C. RELATIONSHIP TO THE GHAI

USAID/Eritrea’s Investment Partnership has
not only been developed within the
framework of the GHAI -- it is a GHAI
country strategy. The dual GHAI goals of
food security and crisis prevention aswell as
the principlesof African ownership, regional
approaches, strategic coordination, linking
relief to development, and change amidst
instability have guided dialogue with the
GSE, the analyss and assessment, and
formulation of the investment plan.
Indicators of achievement of these goals are
monitored at the goal level.

1. GHAI Goals

Food Security: FEritrea has a history and
location as a regional trading node and a

relatively limited agricultural potential.
Achieving food security is not primarily a
guestion of agricultural production, but of
incomefrom enter prise and its employment and
exports, particularly in the less-developed rural
areas. With extremely poor educationa levels
and health care in rura areas, attaining food
security will also depend on the socia services
to educate and improve the health of consumer-
producers.

Food security will also be difficult to achieve
or sustain without good gover nance from the
levels of national policy making to loca
administration. Three
decadesof devel opment

A “The
experiencedemondirate Government's
that national prosperity | strategy for the
is a function of distribution of
enabling macro-policy, food aid has
monetary stability, and recently

undergone a
change in the
right direction.”

human resource
development -- al the
purview of government.

Accountable World Bank,
government also 1996
enables broader

distribution of this
prosperity.

Thus, as further described in the Investment
Objective sections, this

Investment Partner-ship
contributes to the
achievement of the
GHAI Food Security
Goal and anticipates the
following resultsin five
years: no non-
emergency food aid; full
rural employment; and
improved health
education.

“We can attain
(food) self-
sufficiency in
five years if we
recognize that
food self-
sufficiency is
not attained
through
development of
the agricultural
sector alone.”

Crisis Prevention:
After thirty years of
war, with neighbors in

President Isaias
1996
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conflict, and being prone to drought, Eritrea

understands crisis and has developed coping
strategies both nationally and at the level of
individua households. The government is
acutely concerned about therisks of divisiveness
from ethnic and economic stratification and is
striving for balanced, broad-based devel opment,
particularly in the predominantly Mudim rural
lowlands. Thus, it has prioritized
decentralization to local governments and
infrastructure development, and has directed
donor resources and private investment to
historically marginalized areas.
USAID/Eritrea’s investments in health and
income-producing enterprise are centered in
these aress.

There is also an abligation or socia "contract”
between the new government and its citizens --
born out of the community welfare efforts of the
EPLF during the struggle -- primarily in the
areas of schooling and health services. Failure
to deliver on thissocia contract nationally or in
any particular area would also be a source of
instability. The policiesand representative and
decentralized structure of governance should
provide the macroeconomic  stability,
mechanisms for dissent and conflict resolution,
fair rule of law, and capacity to mobilizethat are
the "sine quanon" of crisis prevention.

In the event of a criss, the GSE has
demonstrated an ability to rapidly mobilize
resources to deal with problems and has
developed solid survelllance systems. This
Investment Partnership also includes a “Crisis
Modifier” (see Section H.) to assist the GSE.

As further described in the following sections,
the Investment Partnership fully supports the
achievement of the GHAI CrisisPrevention Goal
and anticipates the following results in five
years. No ethnic-based conflicts; economic
growth rate above five percent in the western
lowlands; and successful management of one
crisis (i.e. mgor drought or population influx).

2. GHAI Principles

This Investment Partnership embodies the
principles of the GHAI. Whiletheprinciplesare
evident in the three Investment Objectives, the
following highlights their application:

African Ownership: Few countries in Africa
insist upon
ownership of

externally-assisted
activities as does
Eritrea. This
Ilnvestment

“This ... is right
on target,
creating a clear
model for the

Partnership goes GHAL"
beyond consultation L. Howey
by responding REDSO/ESA/
directly to the GHAI
prioritiesand policies 1997

of Eritrea's
leadership and
people. M oreover, theintensivedialogue over
the last year has moved beyond USAID's
reengineering to a partnership between
equals. USAID is an investor in Eritrean
programs and activities. These investments
are mutually agreed upon based on the
GSE'sassessment itsprioritiesand the social
returns for Eritrea and USAID/Eritrea’s
assessment of U.S
political and economic
returnswithin USAID

“Mission

priorities (and resources are
Congressional programmed in
an integrated
mandate). fashion to
maximize
At the operational impact and to
level this also reflect the
translates to principles of
streamlining theusual President
Clinton’s

program design and
implementation
processesby following

Greater Horn of
Africa Initiative.”

the lead of the GSE. MPP,
Accountability is U.S. Embassy,
1996

based upon theGSE's
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own tracking and anticipated medium-term
results. USAID’sagreements have simplified
requirementsand procedures, and programs
will be managed and evaluated by the GSE
with USAID participation.

Five-year Benchmarks: (1) Establishment of
a joint bilateral programming committee to
oversee the Investment Plan; (2) Full
integration of USAID assistanceintothe GSE
budgetary process as appropriate.

Strategic Coordination: Within the USG,
strategic coordination is now being initiated
through a newly integrated U.S. Embassy
Country Team, which exchanges ideas and
information to facilitate joint programming. The
Mission Program Plan (MPP) process has been
expanded to ensure integrated, inter-agency
planning. ThisInvestment Partnership supports
the 1997 MPP and will inform the annual plans
of USIS, DOD, and PC as well as the 1998
MPP. Within USAID, congstent with
Integrated Strategic Planning, substantial input
to this Investment Partnership was made by
representatives of BHR/FFP, BHR/OFDA,
G/DG, AFR/SD, and REDSO/ESA/GHAL.

Full coordination with other donors has been
more difficult. The GSE ingists that donor
coordination is its role alone; and donors are
hesitant -- given thisstrong view -- to undertake
any formal coordination meetings together.
USAID/Eritrea has, however, experienced good
coordination at the sectoral level and is making
a proactive effort to collaborate with other
donors through periodic consultation with the
ECinBrussas, WFP, FAO, and IFAD in Rome,
and IMF and WB in Washington.
USAID/Eritrea is also currently leading by
example, as in food assistance and primary
health care.

Five-year Benchmarks: (1) Fully integrated U.S.
inter- and intracAgency planning; (2) Full-
integration of USAID assistance into priority
GSE programs; and (3) Coordinated planning

among major donors in consultation with the
GSE.

Regional Approaches. The GSE is g, if not
the, leading proponent of regiondism in the
Horn. Its leadership is playing an active
catayticroleintherevitalization and broadening
of IGAD and has an outward-looking foreign
and trade policy. The politica and economic
bonds with Ethiopia and the joint policy with
Ethiopia and Uganda with regard to Sudan are
particularly strong. Thereisalso strong political
diadogue with Rwanda.

This Investment

Partnership  supports

Eritrea's regional “Ultimately my
leadership through ideal solution--
bilateral dialogue, something |

support for regiona
GHA programs, and

assistancefor tradeand
invesment. At the
activity level,

USAID/Eritrea
supports the sale of
iodized salt throughout
the region and an
expansion of regiona
trade, and looks
forwardtoinitiatingjoint
programming with
USAID/Ethiopia.

Five-Year
Benchmarks: @D
Continued Eritrean
leadership in an
increasingly active
IGAD; and (2)
Increased trade and
joint programs with
Ethiopia and, when
possible, Sudan.

dream to see
before | die--is a
group of
independent
nations,
Ethiopia,
Eritrea, Djibouti,
Somalia,
perhaps Sudan
creating an
economic
common market
in the Horn
which could lead
to a political
union of some
kind and which
could be a
model for the
rest of
Africa...We want
cohesion and
stability and not
disintegration.”

Isaias Afwerki,
1991

Linking Relief and Development: Eritrea has
already moved far initstransition. The GSE has
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taken severa specific policy actions to shift

from relief to development, most supported by
USAID/Eritreac a policy to phase-out feeding
programs and monetize al food assistance,
merging the maor relief and refugee agencies,
and establishing local councils and
administrations to decentralize rehabilitation
implementation. The tough policy on
international PV Os also reflects this shift from
relief and dependency towards longer-term self-
reliance.

Areview of U.S. funded activitiesshowed that
OFDA and State/PRM funding related to the
emergency (including repatriation of
returning refugees) were successful in
providing income-generating assets for
returnees, and Emergency PL-480 Title 11
Food successfully evolved into the current
bilateral Title 11l Food for Development
program. Buildingon

t h e s e ,
USAID/Eritrea’s
Primary Health Care
and Rural Enterprise
I nvestment Obj ectives
will tar get thewestern
lowlandstoensurethe
provison of services
and opportunities to
repatriated and
displaced populations
as well as the local
communities they
impact.

While there are risks
of another emergency
-- gpecifically, amajor

“Currently,
USAID
programming in
the three
investment
objective areas
is building local
capacity and will
have mitigating
effects on any
potential
disasters.”

P. Morris,
BHR/OFDA/
PMPP,
1996

regional drought and/or a massive influx of
the remaining Eritrean or new Sudanese
refugees from Sudan -- the policy and
ingtitutional ~ structures for sustainable
development are now almogt all in place.

Five-year Benchmarks: (1) The GSE relief
agency, ERREC, phased out with emergency

planning transferred to line ministries and local
governments, (2) Food ad monetization
effective; and (3) All remaining relief programs
completed (unless required for temporary
emergencies).

Change Amidst Instability: Currently, there
appear to be four possible threats to Eritrea’s
stability. In order of likelihood: amajor region-
wide drought which derails development and
forces regional and internal competition for
food; a large-scae, destabilizing influx of
Muslim Eritrean repatriates or Sudanese
refugees escaping from civil war and anarchy in
Sudan; a violent breskup of newly federated
Ethiopia with a possible deterioration of
relations; and violence by adisgruntled religious
or ethnically-based faction in Eritrea, possibly
with external support.

Eritrea's current national unity, the efforts of the
GSE and PFDJ to broaden and deepen
participation, the decentralization to regiona
administrations cutting across ethnic lines, and
the leadership's demonstrated early warning and
intelligence capabilities are an impressive
guarantee against sudden destabilization. Also,
should adestahilizing event occur, the Eritreans
have demonstrated a singular ability to mobilize
quickly and to effectively prevent disaster, as
demonstrated during the 1993 drought. The U.S.
Embassy and USAID/Eritreasupport the GSE's
decentralization effort, and its new early
warning system (EFWIS). Assistance in
primary health care and rural enterpriseis aso
focused on the vulnerable western lowlands
bordering Sudan. The U.S. Department of
Defenceis aso providing training and logistical
equipment to improve the Eritreans ability to
mobilize effectively.

Five-year Benchmarks: (1) Regional
administrations fully functional; (2) Early
warning systems operationa; (3) Preparedness
plans established; (4) Accelerated devel opment
in the western lowlands, and (5) Effective
response to a major drought.
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D. GOAL OF THE INVESTMENT

PARTNERSHIP

To enable Eritrea to become a food
secure, democratic and leading
nation in the region through key
investments in primary health care,
rural enterprise, and democratic

governance.

By 2007, Eritrea will be a fast-growing trading
center. Its citizens will be healthier and better
educated with active political and civic
organizations participating in a democratically-
elected government. Revenues from export,
tourism and extractive industries will support
imports of food, capital goods, and other
services. Remaining foreign assistance will be
long-term loans and institutional and
professional linkages. USAID/Eritrea will be
transformed into a bilateral, U.S.-Eritrean
commission.

The goal of this

Investment Partnership
is derived from and
fully supports Eritrea’ s
god of sdf-reliancein
a decade. This First is

ambitious goa is partnership with
achievable, given the the Eritreans....
good prospects for
revenues from the ail
and minera sectors,

“There are three
strong points to
this strategy.

Second is the
relationship with

ot In cgotiead | e S e
and manufactured that this is a
exports, and increasing GHAI
trade with Ethiopia, the strategy....

Middle East, and
eventualy Sudan. The
foundationsfor anopen J. Bresler,
economy as well as AFR/DP

participatory 1996.
democracy arein place.

Third is focus.”

It is also expected that as Eritrea grows and
basic servicesand infrastructureimprove, it will
also attract increasing participation and
investment from Eritreans abroad as well as
emerging market capital.

Thisgod is supported by Investment Objectives
in three areas which are critical to its
achievement: primary heath care, rurd
enterprise, and democratic governance.
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Theindicators of achievement of this goal are asfollows:

COUNTRY LEVEL MACRO INDICATORS

MACRO/GOAL INDICATORS

M EASURE

BILATERAL PARTNERSHIP

GSE as a Development
Partner

Qualitative Assessment (Described in a narrative, with contribution from all
three 10 Teams, and including World Bank experience)

% Counterpart Contribution (Unit: Measured by GSE contribution as a
percentage of specified projects)

REGIONAL

GSE Role in IGAD

Qualitative Assessment (Described in a narrative with contributions from the
Embassy Political Section, GHAI Regional Advisor, and REDSO/GHAI)

GOVERNANCE

Participation and
Democratization

Qualitative Assessment (Described in a narrative by the GVN 10 Team,
including input from the Embassy Political Section. Will include discussion of
elections and progress towards decentralization.)

Lack of Corruption

Corruption free environment in business and government (Unit: Qualitative
assessment utilizing annual independent surveys and local interviews)

EcoNnomY

Overall Economic Growth

Growth rate  (Unit: Annual percentage increase in GDP)

Growth of Exports

Value of exports (Unit: Annual percentage increase in exports)

State of Rural Economy

Livestock prices (Livestock are a major source of income, the major “crop” of
pastoralists, and an important savings mechanism . Livestock prices and sell
offs are a key proxy indicator of the health of the rural economy. )

(Unit: Prices of cattle, goats and sheep in Asmara and major regional markets)

HEALTH & FOOD SECURITY

Infant and Maternal Mortality

Infant Mortality Rate (Unit: deaths per 1000 live births)
Maternal Mortality Rate (Unit: maternal deaths per 100,000 live births)

Availability of Food

Total grain available
food aid)

(Unit: National grain production + commercial imports +

Cereal prices (The price of cereals directly impact the ability of people to buy
food. Cereal prices are also a robust leading indicator of expectations of
coming shortages.) (Unit: Prices of key grains in Asmara and major regional

markets)

The achievement of the goal assumes peace and
stable growth will evolvein Ethiopiaand Sudan,
no more than two major regional droughts, and
no major world recession over the next decade.
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ERITREA'S GOAL, GHAI GOALS, AND

USAID GOALSAND INVESTMENT OBJECTIVES

GHAI GOAL:

FOOD SECURITY
AND
CRISIS
PREVENTION

STATE OF ERITREA
GOAL:

SELF RELIANCE IN A
REGIONAL CONTEXT
WITHIN A DECADE

USAID GOAL:

TO ENABLE ERITREA TO
BECOME A FOOD SECURE,
DEMOCRATIC AND LEADING
NATION IN THE REGION
BY 2007
THROUGH KEY INVESTMENTS IN
HEALTH, ENTERPRISE AND
GOVERNANCE

INVESTMENT OBJECTIVE 1:

INCREASED USE OF
SUSTAINABLE, INTEGRATED
PRIMARY HEALTH CARE
SERVICES

Time Frame: 5 years

INVESTMENT OBJECTIVE 2:

INCREASED INCOME OF
ENTERPRISES,
PRIMARILY RURAL,
WITH EMPHASIS ON EXPORTS

Time Frame: 8 years

INVESTMENT OBJECTIVE 3:

INCREASED CAPACITY FOR
ACCOUNTABLE GOVERNANCE
AT LOCAL AND NATIONAL
LEVELS

Time Frame: 5 years

CRISIS

MODIFIER
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E. INVESTMENT OBJECTIVE 1: mortality also leadsfamiliesto overcompensate,
having more children than desired and spacing
Increased use of sustainable, them closaly. Eritredstotal fertility rateis6.1.

Currently 3.1% of women of reproductive age
are using amodern family planning method. The
annual population growth rate (exceeding 2.6%),
if not reduced, will result in a doubling of
Eritrea's population in 27 years (PRB, 1995).

integrated primary health care
services by Eritreans

As Eritrea’s leading partner in the health sector,
USAID/Eritrea’s investments are central to
improving the health of all Eritreans. By 2002
most Eritreans will be using fully decentralized,
staffed, and equipped integrated health care
services which are sustained by effective
information and financial management systems.

The child mortdlity rate is estimated to be
136/1000 and the infant mortality rate is
approximately 72/1000. Both diarrheal diseases
and ARI are leading causes of outpatient visits
for children and are amgjor cause of mortality
among children under five. Maaria, endemic in

1. Opportunity Analysis
“The average attendance at health facilities --

less than one visit per person per year -- is low
compared to even the sub-Saharan African
average of 1.5 - 2 visits per person per year.”

The Problem

Eritreahasan epidemiological profilethat places

World Bank, 1996.

its health status among the worst in the world.
Recurrences of severe drought, epidemics of
disease and displacement of populations have
resulted in extremely high morbidity and
mortality rates, especially among women and
children.

The maternal mortality rate is estimated to be
998 per 100,000 live births (DHS, 1995). The
immediate causes of maternal death in Eritrea
include hemorrhage, obstructed |abor, infections
and eclampsia (UNICEF, 1995). Additionaly,
as reported by the Ministry of Health Planning
and Management Bureau, fewer than 10% of al
ddiveriesin 1995 took place in a health facility.
The 1995 DHS reports that onein five birthsin
the three years preceding the survey were
assisted by trained medical personnel. Female
circumcision is widely practiced throughout
Eritrea and may a so be a contributing factor to
these high rates.

High risk fertility behavior contributes
significantly to high rates of mortality and
morbidity among women. A study implemented
in Asmara found that 24% of women were
married before the age of fifteen. Infant

thenorthern and western lowland regions, isalso
amajor cause of morbidity and mortality among
children. Vaccine preventable diseases, such as
mead es and tetanus al so threaten child survival.

The poor nutritional status of Eritreans,
especialy women and children, increases their
vulnerability to disease. Approximately 13% of
infants are born with low birth weight (below
2500g). These babies contribute significantly
to child deaths. Indicators relating to protein
and energy status in children show that 66% of
children under fiveyearsof ageare stunted, 41%
are under-weight and 10.4% are wasted. The
majority of manourished children are between
18 and 24 months (UNICEF, 1995). The
protein-energy status of women has not been
documented. It isassumed, however, that their
nutritional status is very poor. Poor nutrient
intake due to harmful feeding practices, low
social status and poverty exacerbate this
situation.
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Investment Objective #1:

Increased Use of Sustainable,
Integrated Primary Health Care (PHC)
Services by Eritreans

Partners: MOH, WHO, UNICEF, SCF, PPAE,
NUEYS, UNFPA

Time Frame: 5 Years

i

Intermediate Result 1:

Access to Integrated PHC
Services Improved

Partners: MOH, UNICEF, PPAE,

Intermediate Result 2:

Client Demand for PHC
Services Enhanced

Partners: MOH, UNICEF, UNFPA,

Intermediate Result 3:

Quality of PHC Services
Improved

Partners: MOH, PPAE, UNICEF,

UNFPA, NUEYS NUEYS, PPAE UNFPA
A
IR1.1 IR 1.2 IR1.3

Policies for PHC Service
Delivery Implemented

Partners: MOH, SCF,
UNICEF, UNFPA, WHO

Micronutrient malnutrition is pervasive and
contributes significantly to overall morbidity. -A
Deficiency Survey (MDS)
conducted in 1993 found that nationally 22% of
children aged 9-11 years displayed signs of
iodine deficiency disorder (IDD). Iron
deficiency anemiais common among women,

Micronutrient

Capacity to Manage and
Plan for PHC Services
Enhanced

Partners: MOH, SCF, UNICEF,
UNFPA, WHO

Availability of Integrated
PHC Services Increased

Partners: MOH, SCF,
UNICEF, UNFPA
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and vitamin A deficiency is aso high.

Thereisgrowing evidencethat seropositivity has
increased significantly since independence.
Increasingtrade, cultural practicesallowing men
to have multiple partners, and prostitution in the
ports of Massawa and Assab are important
factors in the spread of HIV.

Constraints

The Ministry of Hedlth, like the rest of the
government, inherited a neglected and destroyed
infrastructure in most parts of the country.
Many areas are without access to basic heath
services. Eritrea spoor health indicators reflect
the rudimentary and deteriorated health care
system.

Ministry of Health capacity to respond to these
formidable challenges is limited. The country
does not have the number of staff required for
service ddivery in existing facilities, let done
newly constructed or planned facilities. Overall,
there is one medical doctor for every 19,000
people, one nurse for every 6,000, one health
assistant for every 4,700 and one laboratory
technician for every 36,000 persons. These
rates are among the worst in the world.

Access to basic health services is severely
limited. UNICEF reports that 54 percent of
Eritrea’s hospital beds and 19 percent of its
health stations are located in Asmara, which has
about 16 percent of the population. It has been
estimated that 54 percent of Eritreans live more
than 20 kilometers from the nearest health

station. Of the 2,365 villages in Eritrea, only
46% have reasonable access to primary health
care services. For an estimated population of
about 3 million, there are fifteen hospitals, 33
health centers and 113 health stations. Almost
all health facilities inherited from the previous
government, having been neglected or damaged
during the war, require a least some
rehabilitation.

The trangport component of the health systemiis
also weak, especially considering the difficult
terrain and the harsh climate throughout much of
the country. Additionally, the initiation of user
fees may further limit access to hedlth care as
many Eritreans are currently unable to afford
even the most nominal fees.

A more insdious constraint is the socio-
cultural status of women. Specific traditional
practices which are harmful to Eritrean women
and girlsinclude a preference for male children,
male precedence in taking meals, early marriage
and female genital mutilation.

Improving the health status of all Eritreanscalls
for a high degree of positive mae involvement,
which for the most part is currently lacking. In
some Mudim and pastoral nomadic groups,
women must seek their husband’ s permission to
obtain health care for themselves and their
children. Anecdotal evidence suggests that
women will not give birth in health facilities for
fear that their husbands will perceive them as
weak. Men must be educated and mobilized to
seek medical services (both preventive and
curative) for both themselves and their families,

"l have been
involved in the
exercise
(strategy
planning) since
it's inception. It
has been a
fruitful exercise
for all of us.
This strategy
was prepared
with a sense of
reality as to the
present health
situation in the
country and
particularly in
the focus areas,
because all of
the partners
were physically
present in the
focus zones and
not discussing
issues from
some far off

office.”

Senior MOH
Official
1996
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and to- empower women to access and utilize
basic health services.

Faced with the challenges and opportunities of
rebuilding the health sector, Eritrea is in a
position to benefit from years of expertise and
lessons learned in devel opment assistance to the
health sector globally and in the region.

Opportunities

Because of USAID’s experience, areas of
technica expertise, resource levels and
willingness to collaborate as an equal partner
with the Eritreans, USAID/Eritrea has become
the Ministry of Health’s major donor partner.

The GSE is committed to the basic precepts of
health for al adopted in the 1978 Alma Ata
Declaration. The Ministry of Health upholdsthe
principles of primary health care and recognizes
the importance of new approaches such as the
Safe Motherhood Initiative and the Integrated
Management of Childhood IlInesses (IMCI).
Eritreansdemonstrateakeenwillingnesstolearn
and participatein rebuilding their nation and are
highly mobilized and unified in their efforts.

In the years since independence, the Ministry of
Health has worked with donors and other
partners to set out a plan of action to build a
decentralized hedlth care serviceddivery system
and to build the Ministry’ s capacity to manage
and maintain this system. Activities have
included building and renovating hedth
facilities, strengthening the country’'s
immunization program, equipping and training

traditional birth attendants, improving and
expanding water supply and sanitation systems,
training health care workers, equipping health
facilities and devel oping policies which promote
health for all through improved accessto quality
PHC services.

During the liberation struggle, women
experienced some increase in their social status.
These gains offer an opportunity to impact the
health status of al Eritreans aswomen represent
an important contact for health interventions.
Women are being trained in the health services
professions (as nurses, community health
workers, and traditional birth attendants, etc.).
This will improve access to hedth care for
women asconservativetraditiona culturesfound
in Eritrea often prohibit delivery of services by
males. Women are also increasingly activein
demanding health services for themselves and
their families.  Since independence, however,
many gains have been lost as women have been
expected torevert to traditional roles. Thus,itis
imperative to capitalize on these gains and
continue to strengthen womens' role as pivota
actors in improving the health status of al
Eritreans.

GSE Policies and Priorities

The current goal of the GSE health policy is to
make primary health care services available to
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al citizens. To reach this goa, the MOH

stresses improved

quality of maternal and

child health, a phased “The
approach to Government
decentralized has rightly

management support | adopted primary
systems  (logistics, health care as
HMIS, financing, the main

objective and

the number of
facilities and
coverage of

programs have

manpower), an
integrated approach to
service provision, and
community

involvement and increased

support. The GSE's rapidly.”

support for integration

of services is geared World Bank,
1996

toward daily access to
a basic package of
primary hedth care
services with a focus on decreasing missed
opportunities across interventions. The basic
package of services includes safe ddivery,
family planning, antenatal care, EPI, the
prevention and management of childhood
diseases (e.g. malaria, diarrhea and measles),
malnutrition, HIV/AIDS and other sexually
transmitted infections (STIs).

The Ministry of Hedlth's primary hedth care
priorities include:

> Expanson of primary hedth care
services to undeserved populations,
particularly those at greatest risk of
mortality and morbidity;

> Strengthening health  service

management systems,
> Training of al cadres of hedth care

providers,
> Control of communicable diseases; and
> Restoration of hedth care facilities and

construction of training facilities.
Results to Date

USAID assistance to the health sector began in
1994 with grants to UNICEF, the award of a
childsurvival activity with Africare, and support
to the Ministry of Health through a U.S.-based
contractor, BASICS, in primary health care.

USAID assistance to UNICEF ($2.3 million)
expanded the national immunization program
through the procurement of vaccines and solar
refrigerators for health stations, centers and
hospitals; integrated oral rehydration therapy
(ORT), Vitamin A and iron deficiency
interventions with the immunization program,;
and expanded health infrastructure including the
construction of sSx hedth sations, the
procurement of vehicles for difficult-to-reach
facilities, the procurement of maternity, pediatric
and MCH kits as well as training health staff
and upgrading training facilities. Through these
efforts “fully vaccinated” coverage for
children under five hasincreased from 24.3%
in 1994 to 33.6% in 1996.

USAID/Eritrea, through UNICEF and OMNI,
facilitated the development of FEritrea's
regionally-important salt iodization capacity. As
noted above, iodine deficiency disorder is a
serious health threat. The GSE iscommitted to
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increasing domestic consumption of iodized salt
and becoming amajor exporter of iodized salt in
theregion. USAID investmentsin thisareahave
assisted the GSE to increase iodization of
locally produced salt from zero in 1994 to
nearly 90% in 1996.

The main accomplishment of Africare’ sactivity
inNorthern Denkaliahasbeenthetraining of 41
traditional birth attendants (TBAS), utilizing
non-literacy teaching methods, in safe delivery
procedures, the need for referrals, the childhood
immunization schedul e, theimportance of breast
feeding, and oral rehydration therapy. In the
limited time the trained TBAs have been
working, they have assisted approximately
50% of home deiveries in this extremely
remote area. The second major accomplishment
isincreasing EPI coverage from zero to 10%
with only six months of immunization service
provision.

USAID-funded technica assistance through
BASICS enabled the MOH to develop the
National Drug Policy and Treatment
Guidelines, the Primary Health Care Policy
Guiddlinesand thenursing curriculum for the
College of Health Sciences.

BASICS has aso been working closaly with the
MOH to expedite the decentralization of health
services planning and has funded and facilitated
the zona planning workshopsin al target zones.
Panning worksnhops for the Southern and
Central zones will be held in early 1997. This
model has been taken to scale by the MOH with
support from other donorsin the remaining three

Zones.

USAID/Eritrea, in concert with the Ministry of
Health and other partners, is helping to expand
family planning and other reproductive health
services. Since funding through SEATS began
inMarch 1996 the M OH developed a national
in-servicefamily planningtraining curriculum
and conducted thefirst in-service FP training
drawing twenty practitioners from Gash-Barka,
Southern and Central zones. Further training
will be held in 1997.

USAID/Eritreawith SEATS produced avideo
sensitizing health workers about the problem of
maternal mortality and gave two presentations
on femae circumcison in Eritrea a the
country’s first Safe Motherhood Conference.
An assessment of female circumcison was
conducted as well as areview of local capacity
to implement activities to eradicate this harmful
traditional practice.

SEATS worked with the National Union of
Eritrean Youth and Students (NUEYS) to
increase  access to family planning and
reproductive health servicesto persons aged 15-
35 in FEritrea. Information regarding
reproductive health was disseminated to
22,000 youth at the national service training
camp.

USAID/Eritrea has helped rebuild the Ministry
of Hedth's National Drug Quality Control
Laboratory and the Central Laboratory.
Through Contraceptive Central Procurement,
USAID/Eritrea made two million condoms

70% of Eritrean
women recently
reported that
they want to
either space or
end childbearing

DHS, 1995
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available and initiated the procurement of
contraceptives to meet requirements for 1997.

2. Investment Objective

ncreased use of sustainable, integrated
brimary health care services by Eritreans.

This strategy stresses increased utilization of
PHC savices through increased access,
enhanced demand and improved quality of care
for dl Eritreans, and seeks value from the
synergiesthat exist in an integrated approach to
the delivery of primary hedlth care services.

Achievement of the Investment Objectivewill be
measured by:

»An increase in the Modern Contraceptive
Prevalence Rate from 3.1% of women of
reproductive agein 1995 to 9.3% in 2001,

»An increase in the percent of births whose
mothers were attended at least once during
pregnancy by medically trained per sonnd for
reasons related to pregnancy from 49% in
1995 to 80% in 2001;

»Anincreasein theestimateof theproportion
of all cases of diarrheain children under age
five treated with oral rehydration (ORS)
and/or arecommended homefluid from 38%
in 1995 to 80% in 2001; and,

»Anincreasein theestimateof theproportion
of householdswhereiodized salt isused from
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0% in 1995 to 80% in 2001.

Upon completion of this strategy, it is expected
that the capacity of the Ministry of Health to
provide basic primary hedth care services
through the national serviceddivery systemwill
be enhanced. Interventions will be targeted to
increase the demand for, accessto and quality of
an integrated package of basic health care
services. Strategic interventions will lay the
necessary foundations and build the capacity for
a sustainable national health care delivery
system.

Targeted Customers

While significant investment will be made at the
national level (e.g. HMIS, IEC, health financing,
family planning service delivery, IMCI), the
three contiguous zones
of Gash-Barka

(focusing on 4 sub-
Z ones) ,
Southern/Dubab
(focusing on 3 sub-
zones), and
Central/Makal
(focusing on 3 sub-
zones) have been
selected as early
impact zones for four
principal reasons. 1)
the three zones are in
critical need of
improved health
services; 2) over half of
the Eritrean population

“It will take a
few years of
sustained effort
for commonly
monitored
indicators such
as infant and
child mortality
and life
expectancy to
reflect improved
health status.”

World Bank,
1996

livesinthesethreezones; 3) to alow appropriate

field testing of the various systems and
approaches; 4) to facilitate monitoring and
supervision of the activities; and, 5) to enhance
USAID/Eritred' s ability to demonstrate results.
Using a set of criteria jointly developed by
USAID/Eritrea and the MOH, ten sub-zones
and 43 service delivery sites within the zones
have been selected asearly implementation areas
(See Annex A).

Intermediate Results and lllustrative
Approaches

This Investment Objective supports the
ingtitutionalization of the Ministry of Hedlth's
capacity to provide integrated primary health
care (PHC) services. To achieve it, accessto
PHC services for dl FEritreans must be
improved. Support systems such as logistics
and hedth information systems must be
strengthened; policies which guide the delivery
of health services must be in place; and health
worker capacity to plan, manage and deliver
integrated health services needsto be enhanced.
Service delivery infrastructure must be
improved, and the demand for services
increased through knowledge and awareness.
The qudity of service delivery must also be
improved through increased supervision and
training and innovative approaches to service
delivery.
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IR1: Access to Integrated PHC
Services Improved

The Government of Eritrea recognizes the
importance of access to an effective integrated
hedth care system to ensure utilization of
primary health care services. Access will be
measured by the implementation of enabling
policies, the improved capacity of the Ministry
and health workers to plan for the delivery of
services; and the availability of PHC services,
such as family planning, child health services,
and antenatal and obstetric care.

Achievement of this IR will be judged by
tracking progress against the following primary
indicators:

»Anincreasefrom 0% in 1996 to 100% in the
per centage of tar geted servicedelivery points
where IMCI is offered;

»An increase in the percentage of targeted
service delivery points offering arange of FP
services to 100% in 2001 (baseline to be
established); and,

»Anincreasein thepercentageof deliveriesin
target zones that were assisted by trained
medical personnel from 23% in 1995 to 60%
in 2001.

(For a complete listing of indicators please see
the attached Performance and Monitoring Plan).

The Ministry of Hedth has created an
environment conducive to the development and
rational use of policy guiddines. USAID

investmentswill further support thedevel opment
and utilization of the PHC Policy Guidelinesand
completion and dissemination of the National
Drug Policy and Treatment Guidelines.

Target: The proportion of health facilities
surveyed utilizing PHC Policy Guidelines in
theddivery of PHC serviceswill increasefrom
0in 1996 to 50% in 1998.

Increased health management capacity iscritica
to improve delivery of and access to quality
services. Heath management includes the
collection and utilization of demographic and
hedlth statistics, an adequate logistics system,
financial analysis for health care planning and
financing, and manpower planning. USAID
funded Eritrea s first Demographic and Health
Survey in 1995 and will fully support the
Ministry’s efforts to build an effective health
management information system.
USAID/Eritrea has pioneered the use of
decentralized planning methodologies which
have already been institutionalized by the MOH
and local government.

Target: The proportion of zones using an
epidemiological profile to develop plans for
service delivery will increase from 20% in
1996 to 100% in 1998.

Financial planning for sustainability iscritical in
order to strengthen the heath management
capability in Eritrea  Widespread poverty
precludes much cost recovery at this time from
user fees, and it is unclear how the GSE will
meet growing recurrent costs. The MOH is

"This strategy will satisfy the communities,
especially the vulnerable groups....the children

and the women...”

Senior MOH Official
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developing approachesto deal with these issues
-- such as piloting pre-payment schemes using
the existing grassroots investment clubs (Ekub)
--but needs assistance to create financia
management, cost recovery and planning
systems. These systems, if carefully instituted,
can strengthen the Ministry’s ability to meet
recurrent costs for the delivery of health care
services. USAID assistance will provide
technical assistance to the MOH in health
planning and financing and will target the
development and utilization of a Health
Financing Plan.

Target: By 2001, revenue for health service
will equal 25% of non-wage recurrent
expenditures nationally.

The MOH recognizes that the success of health
service ddivery is critically dependent on a
rational logistics system, from drug policy,
procurement, distribution and use of drugs,
contraceptives, and supplies. The absence of
even themost basic equipment and supplies, and
theinconsistent and inadequate supply of drugs,
contraceptives, and condoms impede the
availability and delivery of quality health care.
This stems from the lack of a comprehensive
procurement plan, inadequate logistics, and a
centrally determined allocation system for
supplying drugs to the various levels of the
hedth system. Proper equipment must be
installed at each facility while smultaneoudy
establishing a nationa system for the
procurement of drugs and supplies, and a
comprehensive logistics system. Laboratory
services, in particular, must be improved

through the provision of appropriate equipment
and supplies aswell asthrough proper training.

USAID investments in the health sector will
include the procurement of contraceptives,
technical assistance to the Central Medica
Stores and health facilitiesin the management of
health commodities, the rehabilitation of the
Central Laboratory and the Nationa Drug
Quality Control Laboratory, the provision of
equipment and furniture for these laboratories;
and, the procurement of equipment and supplies
for facilitiesin the early impact zones.

USAID/Eritrea also expects to work with the
MOH to improve the Ministry’ s health logistics
system. This activity will be designed with the
MOH and will run for a period of two to three
years. Technical assistance will help to
strengthen the Ministry’s ability to 1) forecast
and project needs for essential drugs, health
supplies, contraceptives and other commodities;
2) ensure that health facilities have adequate
stocks of essential commodities; and 3) that
health personnd will understand the importance
of stock maintenance and management.

Target: By 2001, 80% of health facilities will
no longer experience stock outs for 13
essential IMCI drugs.

Personnel  limitations result in inadequate
coverage and supervision of services, weak
referrals between levels in the system and
sporadic outreach services at best. The lack of
skilled and trained personnel is a serious
congtraint to the MOH’s efforts to develop
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programs, staff existing hedth facilities and
provide adequate personnel coverage for
anticipated expansion. This situation will
become even more urgent as hedth facilities
increase in number and client awareness and

demand for services grow.

USAID investments
will provide technica
assistance to the MOH
in the devel opment and
use of a human
resources management
plan, the review and
development of
curriculatotrain health
personnel in integrated
PHC, family planning
and reproductivehealth
and to perform
according to
established MOH

“Eritrean
communities
have a higher

than usual share

of households

headed by

women -- about
45% -- as a

result of the war
which killed
able-bodied

men.”

World Bank,
1996

standards. USAID
assistance has
supported the
development of a baccalaureate. Nursing
curriculum at the College of Hedlth Sciences,
University of Asmara.

The lack of adequate facilities has severely
limited access to services and has compromised
the quality of services provided. USAID
assistance will be utilized to rehabilitate, furnish
and equip 43 health facilities, two centra
|aboratories, and three zonal headth stores.
USAID assistance will enhance the capacity of
the private sector to deliver primary health care

services and will encourage the utilization of
rural drug vendors and pharmacists in the
ddivery of these services, thus easing the burden
of the public sector.

Target:  The number of private vendors
selling Eritrean Social Marketing Group
condoms will increase from 0in 1996 to 200
by end of activity in 1998.

IR2: Client Demand for PHC Services
Enhanced

Degpite the demonstrated benefits of health
education in motivating behavior change, there
is no national health education program
providing a framework for information,
education and communication (IEC) activities.
To increase awareness and knowledge of key
child health and reproductive health practices,
there is a need to strengthen this sector and
devote attention to substantially expanding and
improving the quality of the newly initiated IEC
Unit within the Ministry of Health.

USAID will provide funding for a technical
advisor to the |IEC Unit, assist in the creation
and implementation of national, zonal and sub-
zona |EC plans, support the development of
IEC materials and multi-media campaigns
targeting PHC messages, and mobilize
communities through work with the National
Union of Eritrean Women and the Nationa
Union of Eritrean Students and Y outh.

USAID supported activities placeahigh priority
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on non-literacy teaching methods as nearly 80
percent of Eritreansareilliterate. Information on
child survival and reproductive hedlth is being
transmitted through pictorial print materials,
radio dramas, community thestre and other non-
literate approaches.

Target: Thenumber of women of reproductive
age who know at least one modern family
planning method will increase from 62% in
1995to 80% in 2001; the proportion of adults
surveyed who recognize condom use as an
acceptable means of protection from HIV
infection will increase from 35% in 1995 to
70% in 2001.

IR3: Quality of PHC Services

Improved

Quality is essential to the successful delivery of
PHC savices. The availability of quality
services in combination with increased demand
will create a environment for sustainable use of
services which will ultimately lead to improved
hedth status for the population.  Global
experience has shown that investments in
improving the quality of these services can
greatly improve the efficiency and outcome of
these interventions. Innovations in problem
solving, self-assessment, supervision, support
and training will be applied to facilitate quality
improvements.

The Ministry of Health in partnership with
USAID iscurrently developing aQuality Policy.
At the same time and in cooperation with

USAID/REDSO, MOH personnel are being
exposed to quality improvement tools and the
experiences of other African countries. As
quality improvement models are studied and
adapted to the Eritrean context, they are being
promoted in the delivery of care at al levels of
the health system.

Because of its interest in maximizing the
efficiency of its heath
services, these
approaches to quality
are receiving
tremendousenthusiasm

“For example,
there are 54
health centers in
the Region and

and attention by the they should
government. have been
USAID/Eritrea has enough. But,

there are not
enough health
officers, there

been asked to assist in
these efforts because of
its proven comparétive

advantage and are only 313
technical expertise. | "ealth officers.
. - . This is half of
This partnership will the need.”
producerapidresultsin
achieving this Governor,
objective. Gash-Barka,
1997
Target: The

proportion of health

workers in targeted facilities who have been
trained in Safe Motherhood practices will
increasefrom 0in 1996 to 100% in 2001 , and
the proportion of health facilities reporting
one or more visits every three months by a
supervisor will increase (baseline to be
established).
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Role of Partners and Other Investors

The Ministry of Health (MOH) is
USAID/Eritreas key partner in the design,
management and implementation of priority
activities. MOH commitment to this programis
central to overall programmatic success.
USAID/Eritrea works closely with the MOH at
the central, zonal and sub-zonal levelsto ensure
effective management and implementation of
program activities.

UNI CEF is actively engaged in contributing to
thereduction of illnessand death among children
and women. Universal child immunization
(UCl), ORT and control of micronutrient
deficiencies form the basis of UNICEF's
program. A significant portion of UNICEF
assistance to Eritrea’ s immunization activities,
the construction of hedlth facilities and the
establishment of salt iodization plants in
Massawa and Assab has been funded through
grants from USAID over the past two years.

TheWorld Health Or ganization has been most
prominently working to support the National
AIDS Control Program and has provided
valuable support to the College of Hedth
Sciences, the Nursing School and the EPI
coverage survey. WHO and USAID, through
BASICS, will take the lead to introduce and
operationalize the Integrated Management of
Childhood IlInesses.

UNFPA hasworked closely with the GSE, the
Ministry of Health and other donors to produce
the Situation Analysisof Reproductive Healthin

Eritrea, to cosponsor the Safe Motherhood
Conference and to examine cultura and
traditional practices and their impact on the
health of Eritrean women and children. UNFPA
has aso been actively engaged with family life
education through the National Union of
Eritrean Women (NUEW) and the National
Union of Eritrean Youth and Students
(NUEYYS). UNFPA and USAID recently co-
supported a health logistics assessment and will
work with SEATS to manage the reproductive
health component of the youth center recently
established by NUEY S with UNFPA funding.
UNFPA is also procuring the condoms and
funding the packaging for USAID’'s 2-year
condom social marketing activity with
Population Services International.

BASICS and SEAT Sarepartnerswith USAID
inworking with the MOH to strengthen itsPHC
services. Population Services International
(PSl) is working with a local partner
organization to develop a condom socid
marketing activity targeting the prevention and
control of HIV/AIDS and other STDs.

OMNI focuses on strengthening the iodization
of salt, increasing public awareness regarding
the importance of micronutrient, building the
capacity of the MOH to manage the national
IEC program and assessing the needs for
Vitamin A and iron folate supplement
availability and service ddivery points.
BASICS, SEATSand OMNI will work with the
MOH at the centra level to strengthen the
Ministry's capacity to manage the effective
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delivery of PHC services. Implementation of
BASICS and SEATS zond and sub-zonal
activities will take place in the targeted zones.
While OMNI will also work inthethree zonesto
increase awareness regarding IDD and other
micronutrient deficiencies, activities specific to
salt iodization will be

implemented in sat
producing areas, i.e. | theprevalence
Massawa. The MOH of HIV infection
has requested that PSI is higher than
L ) thought earlier,
initially work in presently
Assab, Massawa, | oceurring mainly
Asmara and Keren. in the urban
centers.”
Africare and World
Vison maternal and World Bank,
child health activities, 1996

funded through
USAID/W as
BHR/PVC Child Survival Matching Grants,
support the goals and priorities of the Ministry
of Health. Their programmatic efforts will
benefit from investments made to the health
sector by USAID/Eritreaand other donors. (See
Annex B for amore detailed description.)

Peace Cor psisaso considering involvement in
health education and is using Specia Project
Activity funds from USAID for sanitation and
water supply.

The U.S. Department of Defense Liaison
Officeis apartner through coordination of Title
10 humanitarian assistance funding. 1n the past
such support has included equipment and
furnishing for non-target hedth facilities,

training of medical personnel, and health facility
engineering assessments. The DOD has aso
committed to drill water wells for four health
centersin the Northern Red Sea Zone.

Leveraging support from donors: It is the
policy of the GSE that leveraging resources is
solely within their purview and discretion.
Although USAID/Eritrea maintains active
dialogue with in-country partners to more
effectively coordinate resources and program
activities, it is essentia to emphasize that the
GSEisin thedriver's seat -- USAID and other
donorsrespond to their requests. Therole of the
donor community in Eritreais asupporting role.
So, athough the donor community works to
respond to MOH requests and leverage
resources for specific activities such as EPI, it
is always within the context of the direction,
control and mandate of the GSE.

The GSE has actively leveraged resources for
national water systems development. Severa
players are involved including the Kuwait Fund
for Economic Development, the Arab Bank for
African Development, OPEC, GTZ and KFW as
well asthe European Unionand JICA. UNICEF
has aso been involved in the development of
water systemsat healthfacilities. Consequently,
USAID/Eritrea has limited involvement in the
arena. The MOH recently requested, however,
that USAID fund the construction of a health
center (including a water system) in a remote
areaof theNorthern Red SeaZone. Theactivity
will be implemented through Africare with
Mission funding.
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Sustainability

Central to USAID/Eritreas and the MOH’s
investment strategy is the need to enhance the
Ministry's capacity to plan and manage a
sustainable  primary hedth care system.
USAID/Eritreas investment package relies on
the Ministry’ sdevelopment and delivery of PHC
services and focuses specifically on effective
program management; and, ingtitution and
capacity building.

The Ministry of Health's leadership ensures
commitment to the program and will enhancethe
sustainability of project components and its
overall success.

In support of the Ministry’s decentralization
policy, the drategy is designed to maximize
involvement throughout the health care system,
from the national level to the sub-zonal level.
Close coordination at all levels will help to
ensure that management and planning for health
services is decentralized, the necessary players
areinvolved and that i ssues specificto each level
of service delivery arerecognized and integrated
into the overall plan.

USAID/Eritred s assistance to the Ministry of
Health recognizes the importance client
awareness and demand for services as key to
sustainable people-level impact.

While financial
sustainability will not
be obtained during the

_ : “Outside the
life of this strategy, Capital the
USAID/Eritrea’'s situation is
investments in chronic, and

primary health
care is crucial to
bringing down
infant and
maternal
mortality rates.”

technical assistance,
financial management,
cost recovery and
planning systems will
provide the foundation
for future financia
sustainability.

ElU, 1996

Critical
Assumptions and Risks

In order to ensure the success of the strategy
outlined above, the following assumptions have
been made:
The Government of Eritreawill
maintain political  commitment and
support for a decentralized, integrated
primary health care system,
Adequate USAID and MOH resources
will be available to achieve the |O;
and,
The GSE, donors and communities will
continue their support for primary
health care service.

There are certain risks which could hinder the
increased use of sustainable, integrated primary
health care servicesby Eritreans. Theseinclude:

Large influx of refugeesfurther
straining the country’s social
infrastructure;
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A magjor drought limiting national and
household food security;
Religious/cultural opposition for family
planning and other typesof reproductive
health care;

A dramatic reduction in GSE and/or
donor resources/’commitment for PHC;

Donor/NGO assistance overload with a
lack of centralized MOH coordination
resulting in duplication of services
and/or gaps in assistance.

Crisis Modifier

Planning has begun in cooperation with the GSE
and the U.S. Embassy’ s Military Liaison Office
to determine how current assistance and
experience can best be used and shifted to meet
demands caused by a potentia crisis. Because
of the significance of the USAID/Eritrea
investments in the sector and the geographical
focus givento Gash-Barka, azonelikely to have
an important role in refugee movements or
drought, USAID/Eritreawill be able to play an
important role in responding to these crises.

In the event of acrisis, USAID/Eritreawill take
thelead in coordinating aU.S. response with the
GSE, OFDA, DOD and others, and will shift
resources accordingly. An action plan will be
developedinthenext 6-12 monthsin partnership
with the GSE and will be availablefor review at
that time.

3. Relationship to GHAI Goals
and Principles

This Investment Objective:

» Emphasizessevera key e ementsof the GHAI
through Eritrean ownership of the strategy, a
high degree of strategic collaboration among
partners, and builds a platform to prevent
conflict by meeting essential human needs and
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providing social servicesin Eritreg;

» Contributesto sustained economic growth and
development by enhancing the physical well-
being and productivity of Eritrea s population;

» Addresses the critical health needs of all
Eritreans, but especially infants and young
children and the reproductive health needs of
women and adol escents;

» Will help reduce population growth rates in
Eritrea to levels consistent with sustainable
development as well as unwanted pregnancies,
child mortality, maternal mortality and STI/HIV
transmission among key populations;

» Will help the Eritreans to provide integrated
health care services which are responsive and
accountable to al headth care consumers in
Eritrea.

“We are not going to build any
more (clinics). Let's use what we
already have.”

Minister of Health
1997
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F. INVESTMENT OBJECTIVE 2:

Increased income of enterprises,
primarily rural, with emphasis on
exports.

USAID/Eritrea has a special opportunity to be a
partner in growing a new generation of private
enterprise and investment in Eritrea. By 2002,
Eritrea’s private sector and foreign investment
will begin to “take off” with thousands of new and
expanding enterprises, sharply increased
exports, and economic growth rates in excess of
five percent in northern and western areas with
consequent increases in incomes.

1. Opportunity Analysis
The Problem

Eritreais one of the world’'s poorest and most
food insecure countries. Even in agood year of
agricultural output, half of the population
require food aid, which rises to 80% during
times of drought. In the short run, the country’s
major problem is increasing the availahility of
food, and the capacity of the rural population to
buy food.

Theincome of much of the populationin Eritres,
particularly in rural areas, is $217-254 per
annum, far less than the Sub Saharan African
average of $490. Industry is nascent and rural
households have limited access to productive
assets such as draft animals and land.

While many marginal rural areas are not well-
integrated into the national (food) economy,
trade between the center and provincial capitals
isfairly efficient, although dominated by asmall
number of large traders. Market entry by small
tradersis restricted not only by the poor quality
of rural roads, but also by the lack of accessto
reliable, low-cost transportation and limited
access to investment capital.

Inorder to achievefood
self-reliance,
households must | “Crop cultivation
generate the income and animal
and the country must husbandry
generate foreign account for 60%
exchange for the of rural

incomes,
purchase of food and although in the

@sential development lowlands,
inputs and consumer livestock
goods. Thus, the income is more
solution for food important.”

security will have to
focus on enterprise
development whichwill
help to increase land
under production and
boost agricultura and non-agricultural
productivity, consequently leading to increased
production and exports. Thiswill establish the
foundation for sustainable improvement in rural
incomes and, therefore, food security.

World Bank,
1996

There are fundamentally two types of rurd
economy in Eritrea, the central highlandsand the
lowlands. The central highlands, which are
crowded and lack sufficient rainfall to be a
source of agricultural growth, contain sixty
percent of Eritrea’s population. The lowlands,
partly along the Red Sea littoral, but more
importantly in the southwest of the country, near
the borders of Ethiopia and Sudan, are suitable
for irrigation as well as extensive rainfed
agriculture and livestock, but are largely
underpopulated. Land here is commercialy
faamed much more extensively, athough
management and technology need considerable
upgrading. Outside of thefew townswheresmall
traders and services are prevalent, most of the
enterprisein these areasis currently subsistence
farming and pastoralism.

Constraints

Themagjor constraintsto expanding enterprisein
Eritrea can be divided into five categories:

Financial Services. Lack of accessto financial
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services is a magjor constraint to enterprise,
especidly in rural areas. FEritrea’s limited
financia system currently consists of three
banks, one insurance company and some
donor/NGO funded credit schemes. The
government-owned Commercial Bank of
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INVESTMENT OBJECTIVE # 2:

Increased income of enterprise, Note: Supports

primarily rural, GSE's food
with emphasis on exports security policy

Time Frame: 8 years

T

IR 1: Increa}sed skille.d ] ] IR 3: Increased value of IR.4: Pr.ivat.e sector
employment in enterprise IR 2.0 Value of domestic exports from enterprises liberalization and
goods & services sold by privatization policies
Time frame: 2-5 yrs enterprises increased Time frame: 2-5 yrs implemented
Time frame: 2-5 years Time frame: 2-5 yrs

IR 4.1 Laws & regulations
liberalizing all sectors of
economy passed

IR 3.1: Critical marketing
and technical information
widely disseminated
Time frame: 2-5 yrs

IR 1.2: Viable enterprises IR 2.1: Increased
established/expanded production & productivity
Time frame: 2-5 yrs

Time frame: 2-5 yrs Time frame: 2-5 yrs

T

Partners: GOlsr. Partners: FAO,GTZ,IGAD

Partners: UNDP, BE, GOGer.
4 — A 7'y

IR 1.1: Increased number of IR 2.12: Key rural infrastructure
enterprises using improved improved in targeted areas
financial services

Time frame: 3-5 yrs

Time frame: 2-5 yrs L Note: DG assist. in
Partners: EU,IGAD,ADB,Ku/SA, policy analysis/

Partners: GTZ, ECDF/WB, Abudabi, OPEC, Badea, mO“L‘J‘SO’Ti"G through
ACCORD Netherlands, Italy, Belgium reasury

WB: World Bank | |
EU: European Union |
SA: Saudi Arabia
GTZ - Genossenschaft Fuer Technische
Zusammenarbeit
ADB - African Development Bank
IGAD - intergovernmental Authority for Development
GOI - Gov. of Israel /Mashav
ECDF-Eritrean Community Development Fund
ACCORD-UK
IFAD-International Fund For Agricultural
Development

Weirs built and additional land
cultivated utilizing
Title Il proceeds

Feeder road rehabilitation
completed utilizing Title 111
proceeds
Time frame: 2-5 yrs Time frame: 2-5 yrs
Partners: Mashav

IFAD

Partners: IGAD, ADB

Principal responsibility with GSE,
partners, or other customer organizations
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Eritrea (CBER) dominates the financial sector.
The second magjor bank is the Housing and
Saving Bank, which is owned by the Peoples
Front for Democracy and Justice (PFDJ). A
development bank is being established for
longer-term financing. Although the CBER has
several rural branchesand has plansto broaden
its range of services and to expand from its
urban base into rural areas, therura areasin
the target region are barely served by forma
financia ingtitutionsat the present time. Despite
numerous problems, the CBER is a well-run
bank, somewhat more conservative than
commercial banks in most African countries,
with a broad and performing loan portfolio. It
currently has an excessive liquidity (a deposit
loan ratio of 5:1). Its problems include: staff
shortages; archaic policies, procedures,
authorities and fee structures, limited
computerization; and limited outreach into rural
areas.

Information: The years of war, drought, and
Ethiopian rule have led to isolation from the
dynamic changes going on in internationa
markets, even though there is a strong trading
traditionin Eritrea(horticultural exportsreached
$100 million in the early 1970s). Lack of
information on regional and foreign markets,
new technologies, structures for organizing
individual producers into associations serving
the needs of agriculture for both inputs and
marketing services, pricesinlocal markets, and
new markets and investment opportunitiesare a
major constraint to enterprise development and
growth.

Business Skills:  Many of the new enterprises
will be formed by returning refugees and by ex-
fighters. The ex-fighters, in particular, have a
broad variety of technical and managerial sKills,
but limited experiencein accounting and running
a business. The private sector in Eritrea has
been so suppressed by war and by the socialist
policies of the Derg, that basic business skills
(such as accounting, marketing, inventory
control) are in short supply.

Infrastructure:  Certainly one of the most
critical congtraints to economic growth in the
target region is the rebuilding and expansion of
rural roads, catchment dams, and other public
works. Much infrastructure was destroyed or
has deteriorated. Current transport costs,
particularly from the high potentia areasin the
southwest, are quite high. Water is a limited
resource and is not well-managed. Catchment
dams need to be repaired and irrigation canas
cleaned out or rebuilt.

Agricultural Inputs: The markets for
fertilizer, seedsand equipment inthe commercial
agricultural sector are largely undeveloped.
Although the Ministry of Agriculture (MOA)
runs atractor leasing program which it intends
to privatize, the commercial agricultural sector
is severely underserved and the agricultura
sector in general is virtualy unmechanized.
There are amost no rural dealersin spare parts
for farm machinery or irrigation pumps.

Opportunities

“It is likely that achieving food security through
increased export earnings may be a more
viable prospect than achieving food self
sufficiency through domestic production.”

World Bank
1994
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The GSE is determined to take advantage of the
country’s location and historic trade linkages
and has devel oped an economic growth strategy
that will not only increase national income but
also improve the incomes of Eritreans. This
outward-looking and determined strategy can
produce economic growth rateswell in excess of
5% per year.

In the past, Eritreawas
amajor exporter to the
Middle Eagt, and, to a “But the real
lesser extent, to hindrances to

Europe. 1n 1965 alone, investment are
Eritrea exported | thelow capital
bananas worth US$45 base and the

million to Saudi magg"e?r‘:em
Arabia. Prior to the skills.”
liberation war, Eritrea

factories produced EIU, 1996

textiles, shoes, soaps
and detergent, leather
goods, and canned
goods which found ample markets in Ethiopia,
Sudan, the Gulf States and Europe.  Although
much of this industry remains largely intact,
processing equipment is outdated, and the
markets have shifted to other suppliers.

While the lack of any investment in the past
thirty years has diminished the supply and
availability of production (agricultura and
industrial) inputs, and subsequently output, the
existing business mentality and private interest
in rebuilding a vibrant economy serves as a
solid base to support a significant level of
enterprise development and expansion.

USAID has a comparative advantage in
strengthening enterprise and thereby can provide
key inputsto help expand enterpriseand output,
and consequently raise rural incomes. Initially
it is expected that the greatest potential for
enterprise development in the target region will
be in agriculturally- related activities.

Conditionsthat arefavorableto rural investment
include;

4 The GSE' slong-term vision and devel opment
strategy gives significant weight to export-led
growth through agricultura development and
expansion, the privatization of state-owned
corporations, and foreign investment.

4 Demand for horticultural productsin the Gulf
States area appears to be strong, and Eritreais
geographically positioned to be a strong
competitor in the Gulf States' market.

4 Thefinancial system’scurrent excessliquidity
can meet enterprise development and expansion
demand (production supplies, equipment and
spare parts).

4 Electrical power isadequatein themain towns
and the GSE is committed to improving
infrastructure, roads, air and seaports, irrigation
facilities, and building micro-dams throughout
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the highlands.

4 Eritreans have a strong nationa pride, work
ethic, and ahigh leve of entrepreneurship, with
43% of enterprises managed by women.

Results To Date

USAID/Eritrea has had experience over the last
few years with a variety of enterprise-related
support: reintegration of returnees,
demohilization of fighters, micro-credit, small
enterprise  development, pest management,
irrigation schemes, and trade and investment
missions.

The micro-credit

program was a pllot “In this
activity with predominantly
demobilized women rural country
and women heads of therefore,
households.  With a | opportunities for
modest investment, 55 and ability to
micro-enterprises participate in
have been started or trading and
expanded in 1996. So _ service
far, the repayment | activities appear
rateis 100%. to make &
critical

i . difference.”
Assistance to returning
refugees composed of World Bank,
prepared land, 1996

agricultural hand tools,
tractor services, seeds
and livestock has provided 1,700 familieswith
the means of beginning a new life in Eritrea.
The appearance of avariety of shopsfor goods

and servicesin early resettlement sitesindicates
that new enterprisesareforming with consequent
income growth.

The provision of tractors with accessories for
use by returnees and demohilized fighters at five
settlement sites and a commercial farm has led
to additional land under cultivation with
demonstrably increased production at these
Sites.

Locust control training was highly effective and
resulted intheear ly identification of a potential
locust upsurge and early aerial spraying,
preventing a devastating crop loss in 1995.
Anintegrated pest management training program
and the ongoing research on biological control of
locusts also promise similar impact.

A PL-480 Title I PVO investment is
successfully buildinga4000-hectareirrigation
system in a remote, food deficient region.
Popular participation by the resident population
and the deployment of a contingent of Nationa
Service Y outh by the Ministry of Defense attest
tothecommitment of ther esdent communities
and the GSE.

USAID support is also improving water
resource and a large agro-industry
investments. It also enabled thefirst Eritrean
invesment misson to the U.S. and
horticultural trade mission to Saudi Arabia.

Thirty-five metrictonsof PL-480 Title 11 wheat
helped alleviate a food crisis, build reserve
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stocks, and provided 45.6 million Birr for
rebuilding rural roads (approximately 200
kilometers).

2. GSE Policies and Priorities

The GSE's Macro Policy states that the
objective of the development strategy is the
establishment of an efficient, outward looking,
private sector led market economy, with the
government playing aproactiveroleto stimulate
private economic activity. It views the key to
achieving its economic goals as rebuilding its
manufacturing, agro-industry, export and
finance capability.

The GSE's Food Security Strategy stresses that
food security is not self-sufficiency and that the
nation’s food supply will be secured through a
combination of increased domestic production
and commercia imports purchased with export

working group and consultations with the
President’s Office emphasized that increasing
rural incomes would depend on accelerated
growth of enterprises with income and
employment multipliers in rural areas.
Accelerated growth of enterprise depended on
technology transfer and training, marketing
linkages, rura infrastructure and access to
credit. Due to other GSE programs and
investments, it was jointly decided to focus
USAID’s investment on agriculturally-related
enterprises from the smal to medium-scale in
three under-served regions. This focus would
fill abroad gap between large investments and
micro-credit in rura areas. Thus, this
Investment Objective is amajor contribution to
the GSE priorities.

3. Investment Objective

revenues and income from non-agricultura
employment. The policy commits the GSE tQ
attain food security at the nationa level in

I
[

hcreased income of enterprises, primarily
ural, with emphasis on exports.

decade. The GSE'sapproach to improved food

security, poverty aleviation, and agricultura

development is based on increasing incomes by:

» Agricultural diversification

» High value and export products

» Improved farming practices and natural
resource conservation

» Small scale irrigation

» Revitalization of services and light industry

» Building necessary infrastructure

Severd intensive sessions with a multi-sectora

This Objective focuses on economic growth in
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rural Eritrea primarily through rural-based
enterprises. Itiscentered ondeveloping service,
production, processing and marketing
enterprises, with particular emphasis on high
value agriculture.  As such, the Investment

Objective fits squarely
within the GSE's long-

term vision and “Eritrea has a
devel opment strategy. relatively
sophisticated,
The Investment although now
Objectivewill positively dilapidated,
impact small holders industrial
and the incomes of the ;apac'ty‘
rocessed
poor through grpvvth of foods, soft and
and investment in small alcoholic
to medium enterprises, drinks, textiles
and consequent and leather
increased employment goods,
and rural wages, construction
reduced transport costs, materials,
and increased demand metal,
for rural services. gIaSSW(l)rk and
Multipli ers of increased or O%?L?Se;rrg all
rural incomes and produced
demand for locally.”
manufactured goods,
and services, should ElU, 1996
leed to a significant

“spread effect”.

The Objective focuses on enterprise growth in
the north and west of Eritrea, from Om Hajer in
the far southwest, through the towng/cities of
Teseney, Barentu, Akurdet, Keren, and north of
Massawa. This*growth corridor” serves asthe

marketing channel for the largest expanse of
agricultural and pastora land inthe country, and
is the site of the single largest enterprise, the
Alighidir Cotton Scheme. Much of this region
has high agricultural (including livestock and
fisheries) production and potential for irrigation.
It aso faces Sudan and thus is the main
resettlement area for returning refugees from
Sudan.

Over the medium-to-long term, the increased
production and productivity will result from the
acceleration of investment and growth of
enterprises in the target region. Small holders,
the poor and returning refugees in the targeted
rural areas will be postively affected by
decreased prices, increased employment and
rural wages, and improved infrastructure. This
Objective contributes to enhancing national
income and food security through generating
additional foreign exchange and household
income. Increased production and incomes
should result in nutritional benefits as well,
which will have a cross-over effect on the
primary health care investment objective.

Achievement of the Objective will be measured
in terms of annual gross income and equity of
assisted enterprises, as well as the “multiplier
effects’ in terms of rura incomes and
employment associated with the growth of these
enterprises. The measure of equity for assisted
smal enterprises, without formal financia
management systems, will be assets listed on
loan applications. Once the baselines have been
established, it isprojected that grossincome and
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equity will increase by at least ten percent per
annum. The multiplier effects should cause
similar increases in additional rural income and
employment and will be measured by surveys
and proxie indicators.

Over the life of the project, the expected returns
for our investment include:

I Over 2,000 enterprises will have received
assistance.

I Employment at assisted enterprises will
increase by at least 50%.

I Income generated from assisted enterprises
will increase by more than 30%.

I Owner equity at assisted enterprises will
increase by over 50%.

I The volume of trade transported in the
targeted region will increase by 100%.

I Thevalueof exportsfrom assisted enterprises
will total more than $10 million (about 10% of
current annual national exports).

I Foreign investment

in targeted areas will “Women in
reach $12.5 million. . Eritrea have had
I Thegovernment will more secure
have divested or access to land
privatized 37 state- and other
owned enterprises. productive
assets than is
Customers common
elsewhere in
Enterprises in the (ii\(;lt?gg_g
program’s target
regionswill range from World Bank,
community-based 1996
smallholder

associations and entrepreneurs and associated
marketing, input, and service enterprises to
larger, moreformalized busi nesseswith externa
investment. These include:

»Banana and horticulture grower associations,

»Ex-fighter/returnee settlements involved in
extensve rain-fed agriculture of staple food
crops, with potential to develop sesame
production for export;

»TheAlighidir Cotton Scheme: 2,500 ex-fighters
and returnee farmers;

»Urban processing, marketing, and services
businesses supporting rural enterprise and
employment;

» Service businessesestablished to support larger
extractive industries or other foreign direct
investments;

»Micro-entrepreneurs who establish a business
through group-lending intermediaries.

There are three categories of assisted
enterprises. those receiving financial services,
those receiving direct assistance, and those
receiving indirect assstance due to the
facilitation of externa investments. Each
assisted enterprise will be screened for
environmental impact and mitigation measures.
By 2002, it is expected that 2,600 enterprises
will have received direct financial and other
services.
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Intermediate Results and lllustrative
Approaches

IR1: Increased skilled employment in
assisted enterprises

A higher rate of skilled employment in enterprise
is expected to improve the business planning,
management, technical performance and
production output which will result in higher
incomes of the enterprise. Increased income of
an enterprise will aso alow it to employ
additional skilled labor. USAID/Eritreais not
entirely accountable for this IR since the GSE
and other donor partners have primary
responsibility. Planned activities include
business skills development and the
identification and expansion of entrepreneurial
potential.

Training related to obtaining credit will increase
the skill level of entrepreneurs which improves
their ability to make good business decisions.
Women will particularly benefit from these
programs due to their known discipline in loan
repayment. Farmer associations and
cooperatives will provide opportunities for
business and vocational training for ther
members. Several NGOshave ongoing business
and vocationa training programs in the target
areas.

This IR directly supports the GSE's food
security strategy which calls for the creation of
“... non-agricultura employment opportunities

and raising the purchasing power of the people”.
Thebulk of theresponsibility for improved skills
among thetarget population rests, however, with
the GSE.

Achievement of thisIR will be measured through
a review of applications for repeat loans and
surveys which show increased employment of
skilled personnel in a given enterprise.

IR2: Value of domestic goods &
services sold by assisted enterprises
increased

With an increasein value of domestic goods and
servicessold, enterpriseincomewill increaseand
contribute to achievement of the Investment
Objective. To achieve this IR, production and
productivity of enterpriseswill beraised through
technical assistance and technology transfer as
much as through business training and the
improved access to financial services.

Thefinancial systemin Eritreaisvery immature
as would be expected in ayoung country. The
country’s two banks have limited outreach in
rural areas. No other credit lending financial
ingtitutions exist.  Addressing the internal
congtraints of the major commercial bank
(CBER) at the centra office will permit the
CBER to branch out further and faster into the
rural areas, and makeimproved and morevaried
financial services availableto alarger customer
population. Improving the financial services of
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the magjor commercia bank will also permit that
ingtitution to compete if and when foreign
commercial banks open branchesin Eritrea.

Wl tailored credit and savingsfacilitiesthat are
easily accessible and responsive to the needs of
individual enterprises  will be essentid to
increase productionand productivity. Lendingto
women will increase due to the greater
accessibility of financial services and by newly-
recruited female loan officers.

Enterprises that can benefit from financia
services, businesstraining, technical assistance
and technology transfer range from welding
shops and small food processors to packaging
and transport enterprisesin the target areas. On
the coast, fishermen who wish to obtain
financing for better fishing equipment and boats
or to set up marketing links have equal accessto
the financing, training and technical services.

Increased agricultural production and
productivity will be achieved in target areas
through the provision of irrigation technology,
improved products and production practices,
more available inputs a lower cost, and new
marketing outlets.

PL-480 Title Il resources in the form of
monetized proceeds will contribute to the
achievement of this IR in areas where spate
irrigation is appropriate. The improvement of
secondary roads as a result of PL-480 Title 111
monetization will reduce transport costs for
goods and services to target areas, which will
positively affect quantity and quality of goods
sold.

Progresstowardsthis IR will betracked through
thereview of bank recordsand loan applications
which provide information on the enterprises
financial statements and, as necessary, area
surveys.

IR3: Increased value of exports from
enterprises

Considerable scope for exports exists for
products from the manufacturing and
agricultural sectors. Leather and leather goods,
yarns, fabrics and clothing could find regional
and international markets. Many agricultural
products such as oil seeds, fruits and vegetables,
flowers and spices are good export products.
Horticultural products are expected to be a
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major component of exports generating much
needed foreign exchange to procure production
inputs and staple foods that are not sufficiently
produced domestically.

Initial activities will focus on improving the
quality and quantity of horticultural export
products (e.g. banana, bell pepper, water melon,
sweet melon and tomato) and the expansion of
export marketing opportunities in the Gulf
States. Fisheries,
particularly processing
and marketing, aso

“Because of the
small size of the

offer considerable Eritrean
potential for the economy,
development of export significant
markets. At the locd economic
level, increasing growth and
transformation

exportsfrom enterprise
will produce more
income opportunities
and employment as
well as upstream and
downstream linkages
to other enterprises.

can only take
place if Eritrea
exploits all
opportunities for
export of goods
and services
and is open to

A preliminary foreign

marketing trial in investment.”

Jeddah showed

promising results for World Bank,
1996

theimproved Eritrean
banana.  Critically
needed technical and
mar keting information will be more available
to enterprises focusing on exports, aswell as
improved traderelated financial services.

The achievement of thisIR directly supports
the GSE’sfood security strategy by focusing
on “..high value crops, livestock and fisheries
in order to encourageexports’. Trackingthe
value of export sales from the assisted export
businesses will indicate progress towards
achievement of thisIR.

IR4: Private sector liberalization and
privatization policiesimplemented

Liberaization of the private sector and the
privatization of state-owned enterprises are key
to the development of adynamic economy and to
the achievement of this Investment Objective.
The main responsbility for actions towards this
IR restswith the GSE, although USAID/Eritrea
supports it through dialogue, institutiona
linkages, and its Democratic Governance
Investment Objective.  The enactment of
improved monetary and fiscal policieswill create
the enabling environment for a vibrant private
sector led economy. Rapid privatization of
state-owned enterprises will encourage private
investment whichwill benefit fromimproved and
reliable financial and technical services.

The achievement of this IR will be measured by
the implementation of simplified licensing
procedures and of the privatization of state-
owned enterprises.

Role and capacity of partners and other
investors
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The following are partners in the Investment
Objective:

The National Confederation of Eritrean
Workers (NCEW) has been actively working
to establishing a cooperative association and a
draft of cooperative laws for private sector
development in Eritrea. The implementation of
the policy would be the lega bass for
establishing cooperatives. The cooperatives
would berunning viableenterpriseswhichwould
lead to attaining increased income.

European Union (EU) is working with the
Ministry of Construction on upgrading and
rehabilitating primary and secondary roads. The
EU is also financing a feasihility study of
secondary road rehabilitation in Eritrea

Eritrean Community and Development Fund
(ECDF) is a multi donor financed five year
program (IDA, Netherlands, Italian, Belgium)
under the trust fund of the WB. The Fund and
local community also share the total cost of
socio-economic infrastructure aswell as micro-
credit activities in the areas of agriculture and
traditional crafts.

ACCORD has been involved in designing a
micro-credit and savings program which has
been going on since 1994.

World Vison (WV) isproviding micro credit
to female ex-fighters and households headed by
women to establish small scale enterprise and
small scale irrigation activities.

African Development Bank (ADB): The ADB
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is supplying the MOC with heavy road
construction machinery which enablesthe MOC
to upgrade its capacity to execute programs
focused to improve key rura infrastructure in
the target region.

I nter gover nmental Authority on Development
(IGAD) is in the process of coordinating
financial assistance to its member countries
(including Eritrea) to rehabilitate transportation
and communications infrastructure.

IFAD in cooperation with a Belgium grant of
$5.3 million, has loaned $12.7 to the GSE for
the rehabilitation and expansion of spate
irrigation systemsin Sheib and Labka

Canadian Foodgrains
Bank is supporting

“However, our

ERREC in deveoping
a household food
security  monitoring
system.

The new American
Business Council
provides a forum for
discussion of issues
and investment
information for U.S.
businesses currently or
potentially investing in
Eritrea

The activities
supported by the
institutionslisted above

policy of
privatization
didn’t start now.
It is something
that has been
going on since
liberation. The
first step of
privatization the
government
took after
liberation was
the returning of
houses to their
proper owners.”

Governor,
Bank of Eritrea,
1997

have a dgnificant role in the overdl
accomplishment of this Investment Objective.

Sustainability

The GSE’ s vision for economic growth centers
on avibrant private sector in acompetitive, open
economy with active trade and export. Private
sector initiative is the halmark of this
Investment Objective and the pillar of the
sustainability of the resultsto be achieved. This
commitment to the private sector includes the
privatization of state-owned corporations and
contributes to the sustainability of the support
to rural enterprises.

The upgrading of support services will create
greater demand for services and increased
responsiveness on the part of the service
providers. Although provided initialy through
the Commercia Bank, the impetus for these
activities is based upon private sector initiative,
and will benefit from the liberal investment
policies of the GSE. Trade linkages within the
region are good and are expected to increase
significantly within the time frame of the
planned activities.
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Rural financial services are expected to be
sustainable because they result from
improved banking efficiency and standards,
policies and procedures. The automation of
record keeping and the empowerment of
branch managers will also improve
sustainability. The GSE’ssoon to befinalized

banking proclamation

will enable the
privatization of the
banking system.

Entrepreneurs who
will havetransfor med
their enterprises
through technology
upgrading and/or
managerial
improvements --
including the
establishment of
sound businessplans-
- arelikely to prosper
and will continue to
look for ways to
improve their
oper ationstechnically,
financially and

“We are
encouraging
companies to
aim at export-

oriented
production.

According to our
current policy
any one who
exports goods

from Eritrea can
expect to keep

the dollar she/he

makes.”

Governor,
Bank of Eritrea,
1997

managerially. Key rural infrastructure will
be maintained by local administrations (i.e.
rural roads) or by benefiting communities(i.e.
diversion weirs).

Critical Assumptions and Risks

The following assumptions have been made:

4 A favorable macroeconomic policy remainsin
place and structural policies are implemented;
4 Privatization polices are implemented,
particularly in the areas of agricultural inputs
and agricultural services,

4 Investment rulesfor both foreign and domestic
investors continueto attract external investment;
4 The foreign trade and exchange regime
remains liberal with limited tariffs, no export
taxes, and no quantitative restrictions.

4 CBER and/or new banks will establish a
capital investment fund to provide for equity
capital build-up, and foreign exchange for the
start-up or expansion of larger enterprises;

4 The highway from Keren to Teseney isrebuilt
and the Ministry of Construction can implement
needed road improvementsin the target region;
4 Land tenure and long-leases are ensured and
expeditious,

4 Telecommunicationsin key rural towns are
improved;

4 The GSE will be able to bring additional
electricity generation on linein the target region
as demand increases;

4 Ground water aquifers are adequate to
support significant expansion of agribusiness
activitiesin the target region.

Crisis Modifier

Two types of potential crises are considered in
thislnvestment Partnership: amajor region-wide
drought and a large population displacement
(either thereturn of Eritreansfrom Sudan and/or
an influx of Sudanese into
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Eritrea). USAID/Eritrea maintains close contact
with the GSE (ERREC and the Ministry of
Agriculture) and with UNHCR on these
contingencies.  With the likely imminent
downsizing of the UNHCR, USAID/Eritreawill
soon initiate its own contingency planning
exercise (using a recent UNHCR-ERREC
Contingency Plan) with the Embassy Country
Team. Itisanticipated that representativesfrom
BHR/FFP and OFDA will be invited to
participate in this planning exercise. Should
either crisis scenario occur, USAID/Eritreawill
work closaly with the Embassy Country Team,
USAID’s BHR/OFDA and BHR/FFP, other
donors, and the GSE to coordinate response.

Drought and its Effects on Food Security:
USAID/Eritrea’ s response to a serious region-
wide drought could include the diversion of the
local currency generated under PL-480 Title 11
planned for road rehabilitation, for the purchase
and distribution of additional domestic food
grains from Ethiopia Other near term
alternatives could include the utilization of DA
fundswhich can be diverted to transport or other
services and commoditiesin an emergency, and
the authority to transfer a maximum of 15% of
PL-480 Title Il funding to Title III.
Modifications to ongoing or planned assistance
to enterprises would be determined by the
magnitude of the crisis and the assistance
required, in close consultation with the GSE,
USAID/W and other partners.

The most severe threat would be if the regional
drought seriously affected the best agricultural

production areas in Ethiopia and the
mechanized farming area in Eastern Sudan
concurrently. Asin 1983, this scenario would
be a regional disaster. Ethiopia and Sudan
would also need to import significant amounts of
staple food and Eritrea could not meet any of its
needs from regional surpluses. Consequently,
food aid imports would be needed in al three
countries. This scenario would probably bring
assistance under this objective to a halt, and
USAID in collaboration with the Embassy and
the GSE and the international donor community
would moveinto adisaster mode, with adisaster
declaration for OFDA funding of large-scale
massive food imports. The GSE has taken
actions (with German, EU and WB assistance)
to improve the capacity of its ports and primary
road networksthusimproving emergency import
and distribution capacity.

Population Displacement from Sudan: The
political situation in Sudan could force the
estimated 125,000 Eritreansin Sudan campsand
even a greater number of Sudanese to cross the
border into Eritrea, initidly in the western
lowlands. The extent to which the GSE would
need logistical and commodity assistance to
respond would dictate how the activities under
this Objective would be modified. These
activitieswould assist the GSE and UNHCR (in
collaboration with State/PRM) to establish
temporary camps and meet food, water, shelter,
and health needsfor both returneesand refugees.
The GSE currently has (thanks to PL-480 Title
I11) a nascent food stock. However, this will
require close monitoring. The magnitude of
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such acrisis, the capability of the GSE and the
availability and timing of internationa
community assistance would determine the
magnitude of modification of ongoing/planned
activities.

USAID/Eritreaand the Embassy closely monitor

and will carry out contingency planning onthese
two crisis scenarios. USAID/Eritreawill make
another attempt to increase FEWS presence in
Eritrea and will continue to help strengthen the
GSE's early warning system (EFIWS) and the
regiond early warning network. With the
downsizing of WFP and UNHCR in Asmara,

the U.S. Mission’s role in crisis monitoring
and response hasincreased. Modificationsto
the Investment Objective under either crisis
scenario could range from minor shifts in
funding and delaysin 1.O. implementation to
a complete shut-down of all development
activities. In such cases, USAID/Eritrea

would request

replacement funds to

Eritrean Food compensate for the

Security fundsallocated to crisis
Strategy resolution. During the
Objectives hiatus, performance

_ measur ements towar ds
Increasing IRs would be modified
agricultural or interrupted as
production appropriate to the

magnitude of the crisis

Creating non-
d and new resultsrelated

agricultural clal
employment to emergency activities
would be developed as
Establishing food appropriate.
reserves

4. Relationship
GSE, 1996 to GHAI
Goals and

Principles
This Investment

Objective contributes squarely to thegoal sof the
Agency andthe GHAI. Asexplained earlier, the
rural enterprise approach is expected to lead to
increases in agricultural production, to higher
incomes in rura areas from increased
production, improved productivity, and better
employment, and to greater foreign exchange
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earnings (from exports) to import food -- al
primary to broad-based economic growth and
food security at the national and household level.

This approach, focused as it is in poor areas
adjacent to Sudan, will also enhance socio-
economic and politica stability through
production that is less drought-prone, income
and employment “multipliers’, as wel as
strengthened urban-rural linkagesand intra- and
inter-regional trade -- all important factors in
crisis prevention.

This Investment Objective is aso responsive to
the GHAI principles. It is fully Eritrean
“owned”, building on Eritrean institutions with
minimal external management and derived from
explicit GSE priorities. It is strategicaly
coordinated, both filling alarge gap in Eritrean
and other donor programs and providing a
linkage between “ grassroots’ programs(e.g. PC,
DOD, NGO, UNHCR) and larger trade and
investment initiatives (e.g. Department of
Commerce). It promotes regional business,
trade and investment linkages, and will help
stimulate a“frontier” rural economy.

With regard to relief and development, small
enterprise development is an important linkage
by providing income and employment
opportunitiesfor the displaced aswell aslonger-
term sustainable, economic growth. Finaly,
with its focus on the poor northern and western
areas which are both adjacent to Sudan and
drought-prone, this Investment Objective

recognizes potential sources of instability and
seeks to eliminate them, while also contributing
to overall national economic growth.

“Private foreign investment is
envisaged to pick up slowly while
Eritrea’s social and economic
infrastructure is being rebuilt and
the policy reforms are intensified.”

IMF
1996
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G. INVESTMENT OBJECTIVE 3:

Increased capacity for accountable
governance at local and national
levels.

Well-targeted capacity building investments
from USAID will help Eritrea to establish the
systems of accountable governance. By 2002,
Eritrea will have active, elected local and
national assemblies, a democratic constitution
with judicial review, a legal code and functioning
rural courts, streamlined and decentralized
government, and expanding business, special
interest, and community organizations.

1. Opportunity Analysis
The Problem

Eritrea s determination to achieve anew kind of
nation -- with a clear eye to the many failed
states in Africa -- is a specia asset in building
from scratch its societal and governmental
structures. While the goa of demaocratic
government isunequivocal, Eritrea’ sleadership,
with strong popular support, is similarly
determined that the formation of thisgovernment
be on its own terms, in its own way, and on its
own timetable.

Although local participation was a hallmark of
the struggle, the transition from a military
structure to nationa civilian government has
been the paramount challenge. Some elements of
the trangtion have been difficult. Military
demohilization, while generally expeditious and
well-managed, caused disenchantment among
some ex-fighters. The transitional government
still bears eements of an authoritarian,
centralized military style of operation.

Notwithstanding the difficulties experienced in
transition, the structures and processes of
civilian government are beginning to materialize:
new ingtitutions defined by the congtitution

(representative legidature, presidency, courts),
the new decentralized local electoral assemblies
and administrations, and the new streamlined
and limited role of central government.

Political discourse, though, remains dominated
by the PFDJ. Thisis, in large part, due to the
unity forged during the struggle, but also is due
to the concern over the ethnic and religious
conflict prevalent intheregion. External threats
(terrorism from Sudan) also affect the political
process.

Despitethedemocraticinfluencesof Britishrule,
the Federation and an active and involved
diaspora, Eritrea remains a fundamentally
traditional society. The pace and devel opment of
progressive democratic governance will be
tempered by the range of traditional culture,
custom, and law and the need to incorporate
several  ethnic  identities, languages, and
reigions. The leadership's concern over
preserving the sense of nationa unity forged by
the struggle is aso
important.

“I believe the

Povert is a current
y administration

fundamental problem. | syongly believes
While building itsélf | ~in democracy,
and a democratic even though, it
process, the only had military
government will also experience and
have to promote | akeslongerto

. be exorcized
accelerated economic from that

growth to provide [ giscipline. Had |
incomes for its people | not believed that
and revenues for its this
administration
has democratic

“If this isn’t beliefs, | would
going to be a not have
country we can marched with it.”

be proud of,
then it was all a Dr. Bereket,
waste of time.” University of
North Carolina
Hagos 1996
Ghebrehiwet,
PFDJ
1996

own costs. Furthermore,
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the struggle established a “social contract”
between the leadership and the people. The
evolving new government has to fulfill that
contract by ensuring that food, education, health
servicesand basicinfrastructure are soon widely
available.

Constraints

Eritrea is severely condtrained by a lack of
capacity to develop accountable governance.
Capacity represents the combination of human
resources and democractic institutions without
which the ability to develop self-directed and
self-reliant development policies becomes
untenable. Thislack of capacity is prevalent in
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STRATEGIC INVESTMENT
OBJECTIVE # 3:

Increased capacity for
accountable governance at local
and national levels

A
IR 1: Judicial and legal .
processes and systems more IR 2: Popular participationin | IR 3: Public administration
effective governance increased improved and more effective

IR 2.1: Professional groups key to o

IR 1.1: Suitably qualified legal & accountable governance expanded IR 3.1: Increased civil servant

judicial personnel employed by management skills
ministries & legal system Partners: UA, UNC-CH, 103, DHRF

Partners: EIM, UA, MOLG, UNDP

Partners: MOJ, UA, UNC-CH, USIS, DHRF, UNDP

IR 2.2: Increased citizen access to

N | cod 4 and public information IR3.2: Selected GSE
IR 2: Legal co es created an administrative units properly
consolidated Partners: MOI, 10J, UA, UNC-CH, NUEYS, NUEW, equipped
Usis
Partners: MOJ, UNDP Partners: MOJ, MOLG, CBE, UNDP

IR 1.3: Enhanced availability & access IR2.3: CSO institutional capacity
. . strengthened
to legal research materials & technical
resources Partners: NCNW, NUEWS, DHRF, USIS

Partners: MOJ, UA, USIS, UNDP

IR 2.4: Increased local participation
through decentralization

Partners: PHC (SI01), ENT (SI02) Cross-sectoral results
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the judicial and legal system, in popular
participation inaccountable governance, andin
public administration.

Thejudicial and legal system

Eritrea inherited a mix of jurisprudential
traditions fromits colonial past aswell asfrom
the diverse traditional legal practices developed
by the various ethnic and religious communities.
Still another jurisprudential tradition developed
from rough codes of conduct and methods of
adjudication used by the EPLF during the war.
Eritred s current, formal legal system islargely
based on civil law, as well as customary and
Islamic sharialaw. Ethiopian codes, themselves
largely a result of the transplantation of
Continental law, were received en masse by
Eritrea with certain modifications.

Theentirejudiciary, likenearly all governmental
ingtitutions in Eritrea, was systematically
dismantled by the Derg (the Ethiopian Marxist
Government) to the extent that both physical
infrastructure and personnel were removed to
Ethiopia. The Eritrean court system, known for
itsefficiency, fairnessand independenceuntil the
middle of the Federal period in the 1950s had
amost totally disintegrated.

There is but a handful of formally educated,
licensed lawyersin Eritrea. Further exacerbating
thissituation isthe fact that during the war there
was but amodicum of formal education -- at any
level -- available to the Eritreans. This left a

dearth of educated citizens at the conclusion of
the war with the 20-to-30-year age group most
severdly affected. While the High Court judges
are generadly experienced, the more recent
appointments to the bench at the lower levels,
especidly the village level where most people
have direct contact with the judiciary, have been
almost wholly untrained.

The Eritrean judicia systemislackingin basic
tools. Accesstoinformation and legal resources
is limited. The Ministry, the courts, and the
University of Asmaralaw program arecritically
short of essential research toolsincluding books,
computers, and copiers. The lack of
administrativetechnology playsasignificantrole
in the timeliness of the administration of justice
and in interfering with the judicial process.
Word processing and dictating capabilities are
necessary to improve the decison-making
process through information management and
dissemination, and to facilitate transparency and
consistency.

in accountable

Popular participation
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governance

Thegrowth and level of
participation of civil
society is limited, in
part, by the lack of an
enabling environment
due to several factors.
The first is a pre-
independencehistory in
which civil society and
extra-governmental
association was
suppressed. Second is
the presence of a
singular national unity
and identity that is so
strong and so pervasive
as to have the effect of
suffocating the
development of civil
organizations. Eritrean
nationalism,
independence, national

“...the number
of civil servants
we had in
Eritrea, close to
50,000 was
almost in the
ratio of one civil
servant for
every seventy
Eritreans. We
had decided to
cut the number.
The
government’s
policy is to have
a small, highly
efficient and
well paid civil
service.”

Governor,
Bank of Eritrea,
1997

development, civil

society, and the EPLF are al synonymousin the
minds of the people. Interrelated with these
factorsisarather centralized government and a
lack of congtitutionaly-rooted legidation.
Finally, thereexiststhe GSE’ sdesireto maintain
rather close control over civic organizations to
ensure they operate in accordance with Eritrea’s
development goals and security concerns.

The government’s commitment to decentralize
government functions and the emergence of
groups organized around functiona interests

counter this situation. Also, the government has
stated a commitment to constitutionally protect
rights of organization, assembly, and speech.
Even s0, the support for the central government
and the PFDJ is so pervasive, it can only be
expected that an expansion of the enabling
environment will be incremental.

Even given an enabling environment, Eritrea
faces other impediments to increased popular
participation, including the lack of groups and
ingtitutions considered key to accountable
governance. They include second and third tier
groups organized around functional, sectoral,
and general public interests such as lawyers,
journalists, public administrators, and political
scientists. Thesegroupsoffer capacitiesessential
to good governance, the rule of law, and the
trangition to a market economy. Other groups,
such as labor organizations, student and youth
and women’ s unions are operating in undefined
spheresand their ability to independently engage
the state remains largely untested.

Indigenous Eritrean CSOs also lack
management, organizational, and service
ddivery capabilities, thereby inhibiting their
ability to fulfill their mandates.

Public administration

Good governance depends in part on a public
service that is efficient and responsive, and
public-sector management is essential for the
success of policy reforms. Sound
macroeconomicsand decentralization dependon
an effective civil service. FEritred's ability to
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implement policy reforms is seriously
congtrained by the lack of capacity in the public
sector.

Eritrea inherited its current civil service
structure from the Ethiopian regime. Many of
the senior administrators were Ethiopian and
fled the country at liberation. Many have now
been replaced by ex-fighters. There is a
significant gap between the existing skills of the
civil service and what is needed in the Eritrean
public-sector. Shortcomings are apparent in
financial, personnel, and technical management,
aswell as the capacity to carry out clerical and
computer-based activities at middle and lower
levelsof administration.

Opportunities and Results to Date

With Eritred's first constitution now ratified, its
first loca elections completed, and national
assembly elections planned for early 1998,
Eritrea is on the path towards democratic
governance. With its push for economic
liberalization and a democratic and accountable
government, the GSE presents a promising
opportunity for a sound investment.

Movement
participatory
democracy is
necessarily  tempered
by <caution.
Unstructured political
activity or populism
could increase ethnic
and religious divisons
and erode national
unity. Rebuilding a
nation and restarting an
economy demands
discipline and firm
decison making. The

towards

“Stringent
policies to
stamp out
nascent
corruption have
been
introduced, and
a new round of
streamlining and
salary scales
are scheduled
for the summer

to increase
scae and pressing efficiency and
development needs and obviate the
the lack of human and need for
ingtitutional capacity to backhanders.”
deal with them leadsto

EIU, 1996

decisve action by a
relatively small
leadership group.
Strong authority at this stage may well be
necessary to maintain hard-won unity and to
deliver on its social contract. Nevertheless, the
leadership places highest priority on the
development of capable national and local
administration, the legal and judiciary system,
and participatory community action. Political
pluralism and civil society are at this point
secondary, although the constitution-making
process, unions, and national women's, youth,
and other community and busi nessorgani zations
provide a solid beginning.

Thereiscurrently an opportunity to support the
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leadership’s commitment to develop
decentralized accountable governance. Eritrea’ s
extraordinarily participatory constitution-making
process demonstrated this commitment. With
this determination and commitment to
democratic principles, the success of Eritrea’s
transition to accountable governancewill depend
largely on the rapid development of lawyers,
administrators, professors, council leaders and
village judges and their codes and courts,
training ingtitutesand university programs, local
councilsand administrations, el ectoral board and
information services. The GSE has sought U.S.
and other assistance to build this domestic
capacity through support for training,
computerization and communications, booksand
publications, travel, and start-up costs of
organizations such as the Constitution
Commission.

Results to Date

The results to date of USAID/Eritrea’s
investments in accountable governance, while
modest, demonstrate the opportunity for the
achievement of significant results in the future.

USAID investments contributed to the drafting
of thenew Constitution (ratifiedin May 1997).
It also supported a broad civic education and
outreach effort to vet the proposed
constitution with the entire population.

Another result was the establishment of the first
U.S-Eritrean university linkage which is
working toward building the faculties of law,
public administration, journalism, and

political science. U.S. law professors in
conjunction with Eritrean colleagues have
developed a curriculum for the University of
Asmara Law Faculty. A curriculum for a
bachelor degree program in palitical science
has been prepared in conjunction with Eritrean
partners. Also thefirst certificate program for
working journalists was initiated at the
University of Asmara USAID/Eritrea has aso
initiated a broad array of support programs for
the University including procurement of books
and computer equipment to strengthen the
libraries, computer center and the
Department of Social Sciences. A second
university linkagefor Eritrea snew management
institute is also being finalized.

USAID/Eritrea has been acentral partner of the
Ministry of Justice, providing for the
establishment of a law center and supplying
books, furniture and legal resources. Funding
has supported the trandation of the Ethiopian
legal codes from English and Amharic into
Tigrinya. USAID/Eritrea funded a study tour
in the U.S. for the
Minister of Justice and

her legal advisor to “Until Eritrea
assist the MOJ in has its own
developing a plan for currency,
legal reform. however, capital

will continue to
flow to Ethiopia,
attracted by
higher interest
rates.”

USAID/Eritrea
investments are aso
building the capacity of
the Central Bank which
will enable the
introduction and

ElU, 1996
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management of Eritrea’s own currency this
year.

A linkage between a foremost U.S. women's
organization and the National Union of Eritrean
Women hasbeen established which will develop
the management and educational capacity of
Eritrea’smajor women'’s organization.

2. GSE Priorities

In November, 1994, the government issued its
“Macro Policy” which laid out its aspirations

supplemented by central government funding.
Local governments are empowered to solicit
congtituent contributions for projects such as
building schoolsand clinics. Local governments,
however, are underfinanced, understaffed, and
undertrained. The GSE has restructured |ocal
government by de-emphasizing ethnic-linguistic
divisons and establishing boundaries which
conform to distinguishable development zones.

3. Investment Objective

and democracy.” In order to expedite movemen

and macro-policy framework for “...developmen
toward democracy, the GSE established, b

ncreased capacity for accountable
governance at local and national levels.

proclamation, a 50-person constitution
committee which promoted broad participation
in the writing of the document and encouraged
substantive debate among Eritreans, both in and
outsde of the country. Chapter 2 of the
congtitution, National Objectivesand Directive
Principles, specifies these nationd priorities:
National Unity and Stability; Democratic
Principles; Competent Justice System;
Competent Public Service; and Economic and
Social Development. The government has been
moving deliberately to devolve central authority
and to open up the political arena. Central to the
government’s agenda is the strengthening of
local administration at the district and regional
level. Currently, the central Ministry of Local
Government manages the entire local
government system.

Local governments are supported through a
combination of taxes and user fees and are

This Investment Objective addresses capacity
building primarily in three areas: (1) the legal
and judicia system, (2) popular participation,
and (3) public administration. Withinthesethree
areas, both human and institutional capacity will
be increased.

The Investment Objective will: (1) build on
USAID’s strengths and relationships here in
Eritrea, (2) address the critical capacity areas
that the GSE and USA| D/Eritreacan reasonably
expect to impact, and (3) build on, and remain
consgtent with, GSE's priorities and the
consensusreached during early working sessions
which included representatives of the Ministries
of Local Government, and of Justice, the Office
of the President, the Constitution Commission,
the Universities of Asmara and North Carolina
a Chapel Hill, and the National Union of
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Eritrean Youth and Students. The highly
participatory processin selecting thisInvestment
Objective will go a long way to ensuring
success.

Achievement of thislnvestment Objectivewill be
measured through specific events and conditions
in the area of capacity for accountable
governance. The investment objective will ook
to the following indicators:

» Extent to which key civic organizationsare

better able to serve
constituents.

» Degree to which
selected public
institutions of
gover nance ar e better
able to fulfil their
mandated role.

» Degreeto which the
rule of law is
strengthened through

legal training.
Intermediate
Results and
Illustrative
Approaches

Three Intermediate
Results will be
necessary to achieve
this Investment
Objective:

“In my opinion
these are the
economic
lessons we can
learn from
Singapore.
However, | have
alsoread ifitis
true that
Singapore has
an authoritarian
government.
My opinion in
this regard is
that economic
and political
freedoms should
go hand in
hand. We can
not sacrifice one
for the other.”

Governor,
Bank of Eritrea,
1997

Judicial processes and systems more

effective;

. Popular participation in accountable
governance increased; and

. Public administration improved and
mor e effective.

USAID/Eritrea anticipates that, as the GSE
progresses in its democratic trangition, its
implementation of accountable governance
will likely evolve. Because the GSE is new
and lacks governance experience, flexibility
in USAID’s program design is essential.

Through achievement of the intermediate
results, Eritrea will build the capacity
needed to implement accountable
governance.  Capacity in the Eritrean
context is the combination of skilled human
resources and enhanced i nstitutionsthat will
facilitate the achievement of Eritrea's
development goals.

IR1: Judicial processes and systems
mor e effective

As Eritrea prepares to enter a new phase of
accountable governance under notions of
condtitutionalism, the need for capable and
competent rule of law becomes critical.

Operating under the constraints of severely
diminished capacity and limited resources, the
Ministry of Justice is challenged to fulfill its
mandate to provide Eritrea with the legal and
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judicial system necessary to support Eritrea’s
development goals. Among its responsibilities
are the requirements to coordinate the education
and practice of lawyers, establish courts and
control court processes, draft and codify laws,
provide legal education, and provide lega
opinions to the various ministries and agencies.

The Ministry must address human resource
development, administrative technology, and
legal resources. The lack of trained human
resources dedicated to the administration of
justice is a substantial problem at every level
and reduces the effectiveness of the entire
judicial system. Few personnel hold law degrees
and many personnd require specialized training.
Eritreacurrently has no established standards of
professional conduct or an effective bar
association to guide and regul ate the conduct of
attorneys and judges.

Effortsareunderway to substantially reformthe
Eritrean codes so as to reflect an Eritrean
context, to ensure the codes conform to the new
congtitution, and to meet the jurisprudential and
legal needs anticipated to arise in the face of
Eritreal sdevelopment activitiesand transition to
a market-oriented economy.

USAID/Eritrea is taking a capacity-building
approach to rule of law development which is
linked to simultaneously addressing structural
reform and lega system strengthening.
Structural reformisaddressed through activities
that support congtitutional restructuring of the
judicia system, lega code drafting and reform,
and improved judicia processes. Lega system

strengthening isaddressed through activitiesthat
include support to improvelegal training for law
students and judges, and enhanced judicia
research materials and technical resources. As
opportunities arise, USAID/Eritrea will also
assist the MOJ to strengthen the demand side of
the rule of law, including constituency building
and access improvement.

INDICATORS

. Court management

. Courts presided by trained judges
IR2: Popular participation in

gover nance increased.

The idea that democracy can only be
strengthened when there exists a vibrant,
dynamic and pluralistic civil society is difficult
to dispute. The challenge is to identify and
strengthen those areas of civil society that
present the greatest return on investment while
also recognizing that the breadth and scope of
civil society is directly related to the Eritrean
conception of thenormative rel ationship between
government and civil society.

This Investment Objective looks, then, to both
formal andinformal associationswhoseinterests
may be economic, professional, cultura,
educational, or civic. USAID/Eritrea will work
with Eritrean organizations to expand and
strengthen those professional groups considered
key to accountable governance; to broaden the
participatory basein civil society by working to

“Capacity for effective governance is a
necessary precondition for democracy
and, as such, ‘building capacity for
effective governance’ could be the
program objective, with the goal of
democracy following.”

Participant, USAID Strategy Working
Session
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increase citizen access to public information;
and strengthening CSO organizational capacity
where possible. It will aso work to increase
loca and cross-sectoral participation in
governance through association and local
government capacity building in the health and
rural enterprise investment strategies.

INDICATORS

. Access for women

. Extent to which public policies
changed consistent with CSO
advocacy

. Extent to which development funds

are utilized by CSOs in pursuit of
development objectives

IR3: Publicadministration improved
and mor e effective.

Capacity building in Eritrea’s public sector
involves specific initiatives directed toward
improvement of the capacity of the public sector
to design and implement policies necessary for
Eritrean development. USAID/Eritrea and the
GSE will collaborate to focus on capacity in the
public sector which will support good
governancein Eritreaby facilitating accountable
public sector management through bureaucratic
transparency, sound fiscal management and
publicfinancia accountability, and aresponsive
civil service.

USAID/Eritrea will support the GSE to work
toward an improved, more effective public

administration, at local and national levels,
through activities designed to increase civil
servant management skills; to properly equip
selected administrative units, and to improve
fiscal and monetary management, especidly at
the national level. Aswell, other USAID/Eritrea
investments, through a cross-sectoral approach
in Health and Rural Enterprise, will strengthen
the ability of decentralized government to
assume a more prominent role in the delivery of
local public services and in the management of
local natural resources.

INDICATORS

. Local government delivery of health
services

. Public expenditure per public-sector
employees

. Inflation held below 10%

Targeted Customers

Just as this investment objective reaches across
al three levels of governance, it also reaches
three groups of customers and even, ultimately,
the Eritrean citizens themsalves. IR 1, Judicia
processes and systems more effective, addresses
the judicial and legal system and will impact
local, national, and regional levels. Customers
of this IR include the Ministry of Justice, the
courts, legal practitioners, and the Eritrean
citizens. Infact, virtually al elements of society,
including foreign investors, that stand to benefit
from the strengthened rule of law will be
ultimate customers of IR 1. IR 2, Increased
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popular participation,

seeks to  increase

participation in development of accountable

governance and will
reach CSOs, such as
professional  groups,
the university, and
associations, as
intermediate
customers. Ultimate
customerswill include
citizenswith increased
access to, and
participation in,
accountable

governance. IR 3,
Improved, more
effective public
administration, will

increase capacity for
accountable
governance by
addressing the needs
of intermediate
customers, such as
civil management
skills at local
government levelsand
monetary and fiscal
management  within
the Central Bank. The

“Most Eritreans
are enjoying
greater freedom
and security than
they ever dared
to hope for.
Many would
deeply resent a
government that
put concern with
(relatively
abstract) human
and civil rights
ahead of basic
freedom and
security.
Repression and
fear are not
abstractions but
all too concrete
memories.”

Rights after
Liberation,
Calhoun and
DeLargy, 1996

ultimate customers-- citizens-- will realizemore
responsible and accountable government

Services.

Role of Partners and Other Investors

Although there are a number of other donors

working in related areas, USAID will bein the
vanguard of those supporting accountable
governancein Eritrea. ItisatributetotheU.S.’s
reputation and to USAID’s comparative
advantages.

US| Sisalso actively involved in democracy and
governance activities in FEritrea, and is
USAID/Eritred s closest implementing partner.
USIS, closely complementing USAID/Eritrea s
activities, isworking under a Sub-Theme titled,
“Building Democratic Ingtitutions.” In large
part, USIS activities are working toward the
development of a “hedlthy civic society” with
emphasison: (1) strengthening the University of
Asmara, (2) support for the Constitutional
Commission, (3) support for the Ministries of
Education and Information to develop civic
education programs, and (4) support for
NUEYS, NUEW, and the Eritrean Teachers
Association to strengthen their organizational
capacity and promote the development of
indigenous NGOs in Eritrea. Other USIS
activitiesin democracy and governance include
acitizen exchange program through the Freedom
House NGO Development Program, the
Humphrey Exchange Program, and the
International Visitor Program.

State Department Section 116(e) funds are
managed through the Democracy and Human
Rights Fund Committee to finance small, short-
term, high impact activities which target civil
and political rights, rule of law, development of
civil society organizations, and development of
democratic principles and institutions.
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The Ministry of Justice has recelved some
assistance from the Norwegian and Canadian
governmentsfor rehabilitation of the courts. The
ODA and the Finnish government have
provided support for general curriculum
development in the Ministry of Education
(athough the USG was specifically asked for
support to civic education). The Ministry of
Information has received some small amounts of
assistance from a number of NGOs for short-
term journalist training. The Ministry of Loca
Government obtained support from UNDP for a
study of qualificationsand training needsfor the
civil service.

Norway provided approximately six million
dollars for assistance to the police force for
facilities improvement and personnel training,
and election assistance for the 1993
Referendum.

Sustainability

Sustainability is at the crux of this accountable
governance investment and is a particular
concern of the GSE and USAID/Eritrea. The
GSE intends to be self-reliant in ten years and
understands that only with greatly increased
governance capacity will this goal be realized.
On the other hand, the GSE is wary of heavy
external support for institutions which may not
be sustainable, and is thus, commendably
prudent in expenditures whether supported by
external or domestic resources. The GSE
understandsthat democracy cannot belearnedin
onecourse or ingtitution, or realized through one
election; it can only be built by a nation that

understands and is committed to democratic
principles. The GSE has been and continues to
be very prudent in expenditures on any new
programs or institutions due to their recurrent
cost abligations. All USAID investments under
this objective are geared either towards long-
term capacity building for effective governance,
or towards promoting Eritreans broad
participation in and understanding of
government.

Critical Assumptions and Risks

The development of capacity for accountable
governance in Eritrea will be impeded if the
government does not continue with its stated
plans; namely, if elections do not take place as
planned; if political expressionisneither alowed
nor facilitated; or, if afree-market economy with
liberal investment rules is not alowed to
develop. USAID/Eritrea will also be closely
watching the development of an enabling
environment for civil society and broad-based
political participation.

Current GSE policy congtrains the evolution of
a polictically active civil society, creating
concern about potential  concentration  of
economic and political power in the hands of the
State and the PFDJ, which may result in
undemocratic outcomes later. While the
Embassy and USAID/Eritrea will monitor this,
it is necessary to recognize that the government
is demonstrably committed to participatory
governance through the creation of democratic
institutions (constitution, parliament,
independent judiciary, etc.) and through an
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arduous process of decentralization of power.
The critical assumption is that the democratic
commitment, tendencies, and practices
demonstrated by the government and civil
society to date will be reinforced and expanded.

USAID/Eritrea is confident that it will be
expanded due to: (1) the GSE's progressive
actions in critica areas. decentralization,
privatization, and constitution-making; (2) the
solid USG - GSE bilateral relationship and
consequent collaboration, dialogue, and
planning; and (3) the demonstrated honesty and
integrity of GSE officials made apparent over
several years of working together.

Notwithstanding the steps taken by the Eritrea
government to facilitate the transtion to
accountable governance, Eritrea faces threats
beyond its immediate control; most notably the
destabilizing influence of Sudan. Sudan hasbeen
strongly linked to the threat to Eritrea’ sinterna
stability caused by fundamentalist activities of
the Islamic Jihad. Effortsto contain the terrorist
activities of groups such as the Jihad may,
unfortunately, haveimpact on other non-terrorist
groups. For example, laws that restrict external
funding and restrictions on religious-based
development activities may be imposed with the
intention of limiting the support for, and ability
of, the Jhad to operate. Such laws and
restrictions, however, may have the effect of
constraining the ability of legitimate
organizations to operate as well.

4. Relationship to GHAI
Principles and Goals

This Investment Objective directly supportsthe
Agency goal of building sustainable
democracies. It also supports the other Agency
goas of broad-based economic growth, and
stabilizing population and protecting human
health, by facilitating the devolution of decision-
making and planning, increasing the capacity of
the government to manage and implement, and
encouraging the development of an enabling
environment for commercia and civil society
development.

This Investment Objective contributes to the
GHAI goals of food security and crisis
prevention by building the capacity of
governmental and civic organizationswhich deal
with planning, services, law, and generally, good
governance. It also fully supports the GHAI
principles.

The move to accountable governance is clearly
Eritrean-owned and led by Eritrea. The EPLF,
now the PFDJ, has sustained a vision of
democratic governance since its inception.
Today, the GSE speaks credibly of building a
decentralized and accountable democratic
government. USAID/Eritreais helping to build
the capacity Eritrea needs to meet itsvision.
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This Investment Gash-Barka -- which is dealing with the return

Objective was . of refugees from Sudan -- USAID/Eritrea’s

developed through, The new investments cross sectors and help build local
government

and will utilize, . government capacity for service delivery while
. N restructuring has . -

strategic coordination become also planning for crisis as well as longer-term

across bureaucratic fruitful...to my development.

boundaries. To a | surprise, we have

large extent, its not yet found any

success will depend complaints of
on strategic misunderstanding “Noting the fact that the Eritrean women'’s
coordination. among the heroic participation in the struggle for
Implementation  will ministries and the independence and the values and ideals
depend on the efforts administration.” generated by such struggle will serve as an

unshakable foundation for our commitment and
of the GSE, the U.S. Governor, struggle to create a society in which women and
Embassy, USIS, and Gash-Barka, men shall interact on the bases of co- mutual
other bilateral and 1997 respect, fraternity and equality.”
multilateral
organizations. Draft Constitution

1996

In aregion torn by war and famine, Eritrea has
the potential, and likelihood, to stand asa model
for nation building in the Greater Horn. Eritrea,
through streamlined and decentralized
government and civic mobilization, isdetermined
to deal with those factors that have contributed
to conflict in the Horn such as ethnic diversity,
disproportional economic development, religious
conflict, and dictatorial regimes.

With afocus on decentralization and increasing
the capacity for accountable governance, the
local and regional governmentsof Eritreawill be
better poised to smultaneoudy address the
needs of relief and the goa of development.
Specifically, USAID/Eritrea will target
particular local entities to drengthen their
abilities to deliver services. For example, in
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H. COMPLEMENTARITY AND
SYNERGY AMONG OBJECTIVES

Nation-building isthe unifying common element
among the three Investment Objectives, or, more
specifically, completing a transition from
devastation to stable economic and political
growth. Building health services, rurad
enterprise, and participatory governance are
each necessary and complementary elements of
this effort: effective health services enhance
productivity in enterprise and government;
growing enterprises create the incometo sustain
hedth services and government; and good
governance ensures adequate health servicesand
an enabling environment for enterprise.
Integrating themes and synergies include the
following.

1. Social Contract

During the struggle for independence the EPLF
made concerted efforts to ensure basic social
services, agricultural commodities, and local
governance in liberated areas. The new
government has likewise been explicit in its
pledge to ensure adequate health and education,
basic economicinfrastructure, and participatory
government for all the people of Eritrea. Not
fulfilling this“social contract” would undermine
the government and stability of the country.
However, the government’s current resources
and capabilities are limited.

This Investment Partnership will facilitate
fulfillment of the socia contract by helping: to
ddiver effective primary health care services, to
stimulate the growth of primarily rurd
enterprises, and to build the systems of
governance, each anecessary, but not sufficient
condition for fulfilling this social contract.

2. Capacity Building

Decades of neglect and struggle devastated
Eritrea sinstitutions and human resource base.
The gap between the leadership’s vison and
goals and the capacity of the public or private

sector to achieve them is vast. Severe capacity
constraints limit the achievement of end results,
particularly within agovernment who insistson
leadership of theinvestment process. Acrossthe
board, be it the central ministries, youth or
womens' associations, commercia undertakings,
or local government and communities, a major
effort is necessary to build the basic absorptive
capacity necessary for implementation. This
Investment Partnership emphasizes capacity
building through ingdtitutional linkages and
overseas, local and on-the-job training.

The end results of the Investment Objectivesfor
health, enterprise, and governance will only be
achieved in later years after long and intensive
efforts at capacity building in the early years.

3. Women

Thirty percent of Eritrean independence fighters
were women. Forty three percent of Eritrea's
enterprises are owned by women. The new
constitution will ensure a minimum of thirty
percent of legidative representation to women.
The State of Eritrea’ s commitment to full rights
and participation by women is unequivocal.

This Investment Partnership reinforces and will
help fulfill that commitment across all three
Investment Objectives. Maternal heath and
women's education is a particular emphasis of
the Primary Health Care Objective. Women's
access to credit and business promotion is a
specified target of the Rural Enterprise
Objective. The Governance Objective, with the
strong femae leadership of the Ministry of
Justice and national women's union ensures
attention to women’s legal rights and literacy
training. Women are a mgjor theme of this
Investment Partnership.

4. Financial Sustainability

The fact that Eritrea is starting from scratch
offers a unique opportunity. Furthermore, its
leadership has learned from the legacy of
generaly profligate, unsustainable devel opment
projects throughout much of Africa. As the
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struggle was won by optimal use of limited
resources, so too the new government appearsto
be acutely conscious of the costs of devel opment
and the revenues necessary to support them.

Financial sustainability isafundamental part of
each Investment Objective. Integrated services,
information systems, and cost recovery are
central to effective primary health care services.
Credit and credit management (and later equity
shares) are necessary to expand enterprise as
well as infrastructure in rural areas. Monetary
and fisca management are essential to good
governance. Financial Sustainability is a core
concern of the GSE, and thus of this
Partnership.

5. The North and Western
Lowlands

The northern and western areas of Eritrea
adjacent to Sudan not only offer some of the
greatest potential for agriculturally-based
economic growth, but also the greatest risk of
destabilization from radical Islamic
fundamentalism and spill-over of thecivil war in
Sudan. Many of these areas are fertile and
accessible, but generally underpopulated and
underdevel oped.

This Investment Partnership is focused on those
areas. In particular, al three Investment
Objectivestarget Gash-Barka, Eritrea swestern
region: the investments will help to build its
hedth care system, its nascent, agro-based
enterprises, and its new structures of local
government. Theregionwill increasingly receive
a larger share of USAID/Eritrea's time and
resources, and USAID/Eritrea is considering
establishing a “branch office” in the regional
capital, Barentu.

3. Policy Formulation

While the GSE has defined and formalized a

clear, broad nationa policy framework, the
development of sectora policies is in active
process. The GSE isalso guarded inits policy-
making processto ensurefull internal consensus
and truly indigenous policy process free from
specific external pressure or influences.

Nevertheless, USAID/Eritrea has played and
will continue a supportive role in the GSE's
policy formulation and implementation. Each
Investment Objective has a policy dement
although not as a result for which USAID is
accountable (it is and should be an Eritrean
process). USAID/Eritrea supports inputs to
sectoral policy formulation in several ways and
with linkages across the Investment Objectives.

Dialogue has been the most important aspect of
this support. Discussions with USAID/Eritrea,
USAID/Washington, and USAID-supported
conferees contributed to the GSE food aid
monetization policy as well as the recent policy
on International NGO’s. Dialogue is aso an
aspect of GSE sectora policy formulation in the
areas of hedth, law and finance as well as
privatization and investment.

USAID-supported specialistscontibuteto cross-
cutting policy formulation in commercia law,
hedlth finance, and bilateral legal agreements.
USAID-funded ingtitutional linkages, training
and specialists in each Investment Objective
contribute to the policy processes in primary
health care, HIV/AIDS management, health and
legal education, ethicsinjournalism, commercia
credit and banking, monetary management,
enterprise promotion, and women' s rights.
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l. CRISIS MODIFIER

This Investment Partnership assumes that over
theinitial five-year planning period, Eritreawill
face a crisis. The potential for various types of
crises is discussed in the previous Section C.
Currently, the most likely are a major drought
throughout the region (especialy in Ethiopia)
and a large displacement of population (and
possibly antagonists) from Sudan into western
Eritrea. Theworst case would bea combination
of both. As discussed earlier, each Investment
Objectiveis building capacity to respond to and
mitigate the effects of such crises. An effective
primary hedth care system, robust and
expanding enterprises, and stronger participatory
national and local government will improve
response to and the mitigation of crises.

However, responding to a maor drought or
refugee influx would severely strain Eritrea's
governmental and non-governmental capacity
and resources. The recent decision by UNHCR
to substantially downsize its operations due to
the impasse over refugee repatriation from
Sudan compoundsthe situation. USAID/Eritrea
must help ensure preparedness for and augment
emergency response. Planning is incorporated
into the Primary Health Care and Rural
Enterprise Investment Objectives.  Actua
response, however, would involve temporary
modification of each Investment Objective.

For example, the three public health
physician/advisors funded by USAID/Eritrea
and currently working under 1.0. 1 could be
temporarily assigned to work with response
teams. USAID-funded pharmaceuticals,
equipment, or vehiclescould besimilarly shifted.
Under 1.0. 2, credit funds, food grain shipments,
and/or local currencies could al be shifted to
respond to the crisis. Shifting PL-480 Titlell
resourcesinto the current Title 111 Program may
also be requested. Similarly, USAID/Eritrea
.O. Teams and staff resources -- perhaps
augmented by OFDA resources -- would haveto
shift their attention and efforts to the crisis
situation. During this period, progress towards
achieving expected developmental resultswould

have to be curtailed.

Thus, this Investment Partnership includes a
“Crisis Modifier” which would be triggered by

a cable to
USAID/Washington
explaining the crisis,
USAID/Eritrea sand
others responseto it,
and requesting a
suspension in the
achievement of
selected
developmental
results, while
proposing an
aternative set of
humanitarian results.
Triggering the Crisis

“The GSE would
have to stretch its
institutional
capacity to meet
relief needs in the
event of a
disaster and
would have to
borrow staff from
non-affected
areas.”

P. Morris,
BHR/OFDA/
PMPP,
1996

Modifier would be
done in close
consultation with the
GSE, with the U.S. Ambassador and other
involved agencies (e.g. DOD), and USAID’s
Bureau of Humanitarian Response (FFP and
OFDA). The Crisis Modifier would aso help
ensure that the assets and resources of all of
U.S. respondentswereclosely coordinated under
theleadership of the GSE and U.S. Ambassador.

In the area of primary hedlth care, the effect of
the Crisis Modifier would be greatest. Either a
severe food crisis, epidemic, or population
displacement will require additional hedlth
services. Staff and commodities and equipment
would likely betaken from on-going programsto
meet immediate relief needs. In the case of a
large population displacement, the dotaff
constraints may be longer-term and require
greater modification of the Primary Hedlth Care
Investment Objective.

Therura enterprise investments are targeted in
the western lowlands which would be the area
most impacted by both drought or a population
displacement. Aninflux of returneesor refugees
with minimal community claims and negligible
material goodswill put a strain on the economic
networks. Displacement or food crisis in this
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areawill exacerbate the aready low production
and purchasing power that isin the target areas.
The Rural Enterprise Investment Objective will
have to be flexible to shift credit and technical
assi stance resources to meet immediate needs.

The democratic governance investments would
be impacted directly by acrisis; alarge disaster
will tax the capacity of all levels of government,
especially the Gash-Barka regional
administrations, and even civic organizations
involved in a relief effort. In addition, if the
GSE meets the material needs for relief (e.g.
food purchases) out of operating expenses, all
the governing structures will be budgetarily
affected, thus dlowing the capacity building
effort.
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|
I1l. INVESTMENT REQUIREMENTS

A. RESOURCE REQUEST Table 1
DA Funding Requirements

USAID assistanceto Eritreaisfinanced from the By Investment Objective
Development Assistance (DA) and PL-480 Food ($ Millions)
Assistance, and from PVO Grants. The
operational year budget levels from the DA Investment Base Low
account was $8.5 million in 1996. PL-480 Objective | Scenario | Scenario
assistance was about $10.0 million including
both Title I and Title 11 .0.1-PHC 19.5 16.0

[.O.2-ENT 23.2 19.0
1. Development Assistance

[.0.3-GVN 7.3 -0-
preceding sections describes afive-year country
program with a DA funding level of $50.0 ,
million, with an additiondl $2.0 millioninPvo | '€~ Democratic
grants. This represents an annual DA budget of Governance “Involvement

approximately $10.0 million. Thisis the base
investment scenario. In addition, the
accompanying tablesand narrative outline alow
level scenario of $35.0 million, or $7.0 million
per year per USA|ID/Washington parameters (96
STATE 107495).

Table 1 presents the funding requirements for
the Investment Objectives at the base and low
level scenarios. Funding at the full $10 million
a year base leve will dlow complete
implementation of the Investment Partnership.
The reduced funding scenario will result in a
major change in the Partnership.

Reduced Funding Scenario: A reduction in
OYB to $7.0 million DA for each year could
only be accommodated by the phasing out of an
Investment Objective with amodest reduction of
activitiesand resultsin the other two objectives.
The Rural Income (1.0.2) and Primary Health
Care (1.0.1) Objectives must be preserved near
to current levels. These two Objectives are
immediate priorities of the GSE, they are broad
and deep needs which require significant
resources, and they represent USAID/Eritrea’ s
early commitments to the GSE.

Objective(1.0.3) has a
substantial pipeline and
could be phased-out on
that pipeline while il
acheiving some
significant resultsfor the
next two or three years.
Also, the achievement of
this Objective is “ staff-
intensive’; with reduced
program resourceswould
no longer be a cos-
effective alocation of
USAID/Eritred sstaffing
resources. In phasing
out the Democratic
Governance Objective,
USAID/Eritrea would
likely maintain a
Democracy Felow to
work collaboratively with
the Embassy and USIS
on DG activities and
issues for as long as
possible.

Within the Primary Hedth Care Investment
Objective (1.0.1), the $700,000 annually

in several key
sectors is the
only way to
significantly
impact the
twin priorities
of food
security and
good
governance,
to fulfill the
role as a full
development
partner, to
leverage a
range of other
donor
resources, and
to realize the
promise of the
Horn of Africa
Initiative in
Eritrea.”

USAID/Eritrea,
ABS,
1996
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planned for population activities would have to
be eliminated. Though undesirable, this would
have somewhat lessimpact because $1 millionin
unanticipated, FY96 Regional funding for
HIV/AIDS activities was allocated to Eritrea
and used to contribute to population objectives.
This extra funding would lessen the impact for
this reduction in funding for population
activities.

Within the Rura Enterprise Investment
Objective (1.0.2), the most important activity is
expanding rural financial ingtitutions and,
specificaly, improving credit outreach to rurd

Table 2

Resource Requirements, Base Scenario

(in $ millions)

Investment FY97 | FY98 | FY99 | FYO0 | FYO1l | TOTAL

Objective

.0.1 PHC

DA 3.5 5.0 4.0 3.5 3.5 19.5

PVO Grants -- 1.0 -- 1.0 -- 2.0

I.0.1 Total 3.5 6.0 4.0 4.5 3.5 215

.O.2 ENT

DA 5.2 3.5 4.5 5.0 5.0 23.2

Title Il 6.0 5.0 -- -- -- 11.0

Title Il 2.0 2.0 2.0 2.0 2.0 10.0

1.0.2 Total 13.2 10.5 6.5 7.0 7.0 44 .2

.0.3 GVN

DA Total 1.3 1.5 1.5 1.5 1.5 7.3

Total DA Funding 10.0 10.0 10.0 10.0 10.0 50.0

PVO Grants -- 1.0 -- 1.0 -- 2.0

Title Il & IlI 8.0 7.0 2.0 2.0 2.0 21.0

Grand Total 18.0 18.0 12.0 13.0 12.0 73.0
enterprises.  If required, as much as a 2. PL-480 Food Assistance

$500,000 reductionin this Objectivewould be
borne by reducing the studies and promotional
activities in U.S. investment and rura
infrastructure which are less central to
acheivement of the Investment Objective. This
would involve a proportional reduction in
results.

Eritreahas not yet been ableto meet more than
two-thirds of its cereal consumption
requirements from domestic production. In
drought years only about 30 percent of food
needs come from domestic sources. As a
result of its low per capita food production,
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Eritrea has relied on food aid to meet its
aggregate food needs. Over the 1985-1994
period, Eritrea received annualy between
38,000 to 300,000 metric tons of food aid
which assi sted between 92,000 and two million
people each year. Increased food production,
improved food utilization and higher rura and
export incomes are needed to reverse this
trend.

The GSE aims to

eliminate its
dependence on food

) X “We have a
ad. Its food aid unique
policy evolved over opportunity to
t h e have a full

‘sustainable

past severa years
from widespread
free distribution of

development’
program with a

‘limited
food at the end of assistance’
the war to a more workforce.”

recent policy of full
monetization.
There has also been
a steady
improvement in the
transparency of
actions related to food aid. The GSE food
security strategy is largely aimed at ensuring
immediate food access to the most food
insecure population while attempting to
minimize the negative impact of food aid in
terms of dependency and market disincentives.

Anders-Peasley
Memo
1996

PL-480 Title Il agricultural commodities and
202(e) dollar grants remain a viable
development resourcefor Eritreaat least inthe
short term. Modest alocations of each and in
tandem may be agreed upon on a multi-year
basis provided a “middle ground” is agreed
upon with the GSE, USAID and Title Il
Cooperating Sponsors who are €eligible to
receive PL-480 Title Il commodities and
support grant monies to implement
development activities.

The development impact of PL-480 Title Il
activities on enhanced food security in Eritrea
is naturaly stronger if the activity fits well

with the host country’s stated strategy, is
integrated within  USAID’s investment
objectives, has strong and effective USAID
oversight, and is fully integrated with
Development Assistance (DA) activities. All
of these are operative in Eritrea

USAID/Eritreahashadintensivedialoguewith
involved GSE officials and interested PVO
Cooperating Sponsors to help establish an
environment suitablefor al partnersto achieve
their shared objectives. An operational model
of successful cooperation betweenaU.S. PVO
Cooperating Sponsor and the GSE is the PL-
480 Title Il Africare Bada Activity. Its
lessons learned to date provide an
understanding and common ground between
the GSE's and USG's legidation and policies
regarding food aid. Already, Africare has
developed asolid, trusting relationship with its
counterparts and has maintained its
organizational integrity by playing a crucia,
value-added role in the PL-480 Title Il
activity’ s implementation.

Therecently announced GSE policy ontherole
of NGOs may now enable U.S. PVOs to
access additional PL-480 Title Il resources to
support this Investment Partnership.

The objective of USAID’s PL-480 Title 11l
assistance isto support implementation of the
GSE's Food Security Strategy. First, the
program will improve food availability and
accessibility in rural aress for residents and
returnees. Second, the program will generate
local currency proceeds for the costs of

The USAID Investment Partnership with Eritrea

Page 66



Il. INVESTMENT REQUIREMENTS:

RESOURCE REQUEST

rebuilding a
secondary roads
network (which is

Somehow, the

important for food logic of food
security and for assistance
political and economic enrtzrr?;g]j in
integration).  Third, obsolete rules
the program  will and regulations
enable scarce that

budgetary and foreign cumulatively
exchange resourcesto contribute to
be directed to public perpetuate
. f dependency.
Invest mgnt or Bureaucratic
reconstruction rather inertia, very
than be wused for strong
imported food for agricultural
lobbies in the

consumption.
food surplus

countries in the
north, and
traditional
donor-recipient
relationships
may offer at
least partial
explanation of
this state of

The proceeds from
monetization of food
commodities under
PL-480 Title 11 wiill
be adlocated in its
entirety to the
Ministry of
Construction for the

rehabilitation and affairs.
construction of President
secondary roads in Isaias,
Gash-Barka, Anseba, Address to
and Northern Red Sea World Food
zones. However, if Summit,
requested by the GSE, 1996

USAID/Eritrea may
aso agree to other
recipient agenciesfor rebuilding of other rura
infrastructure to improve food security.

USAID/Eritrea proposes a five-year $19.0
million program (comprised of $11.0millionin
PL-480 Title Il food bilateral grants and
$10.0 millionin PL-480 Title Il PVO grants).

3. Operating Expense and
Personnel Requirements

USAID/Eritreaisoneof the Agency'sfew new
country programs; the office of the USAID
Representative was only officially established

in FY 95 with three FTEs. The workforce and
operating budget levelsfor the current and next
fiscal yearsreflect the establishment of anew
program rather than the consolidation or
contraction prevalent in other USAID
programs.

A formal Management Assessment in January,
1995, conducted by a team of experienced
USAID specidlists remains valid and its
recommendationsprovidethebasisfor planned
workforce levels. USAID/Eritrea intends to
maintain lean operations below the “Present
Course” Assessment’s recommendation (4
USDH, 6 USPSCs, and 28 FSNs). To
effectively and accountably operate and
implement three Investment Objectives,
USAID/Eritrea requests only four USDH
FTEs, three USPSCs and twenty-four FSNs.
USAID/Washington approved thislevel in the
parameter-setting review (cable 96 STATE
107495).

1996 was the critical period for the
establishment of USAID/Eritrea. By January,
1997, a USDH Representative, Supervisory
and General Development Officers and
Program Officer, a USPSC Executive Officer
and Project Manager, a TAACS Hedlth
Advisor and two Fellows were finaly at post
alongwith 22 FSNs. Thisworkforcelevel will
not change substantially through 1998.

USAID/Eritrea has also embarked upon an
ambitious training and team-building effort
focusing onits Eritrean FSN staff. Atleast six
FSN staff per year participate in USAID or
other forma training programs outside of
Eritrea (two-to-three FSN staff in the U.S)).
USAID/Eritrea is also considering a several-
year arrangement with a U.S. management
consultancy to provide regular, intensive
management skill and team building training.
Investment now in the Eritrean FSN staff will
enable more rapid “Eritreanization” of
USAID/Eritrea

By 1999 the operations, program,
grantees/contractors and necessary systems

The USAID Investment Partnership with Eritrea

Page 67



Il. INVESTMENT REQUIREMENTS:

RESOURCE REQUEST

should be well-established, strong working
relationships and acceptable procedures
established with new government, and FSN
employees well-trained and capable of
management responsibilities. Thus, in 1999
the USPSC level would be ableto be decreased
as the FSNs, intermediaries, and government
take greater responsbility for activity
management. Therefore, annual OE
requirements which peak at over $1 millionin
FY96-97 with the maximum US and FN
workforce on board, will begin to decline in
FY98. After FY 98, requirementsshould begin
to decline to the $900,000 range. At these
staffing and OE levels, USAID/Eritrea will
have the leanest ratios of staffing and OE
relative to program level of any USAID office
in Africa

A reduction to an OYB level of $7.0 millionin
DA will not
substantially affect
the staffing or OE
needs through 1999
for two reasons. a

“You've got a
heads-up start on
being the best
Mission in the

funding pipelinehas Agency on
built up due to the teamwork.”
newness of staff

and counterparts (a L. Beyna,

new government MSI
1997

and new FN staff
unfamiliar with
development
assistance or USAID standards and
procedures); and a “critica mass' of
experienced USDH and USPSC staff is
necessary to establish effective operations
with al the assessment, training, dialogue,
reporting, and negotiationsthisentails. For the
next few years, the staffing and OE levels are
more related to the lack of FSN and host
country capabilities, than to changesin OYB
levels. However, at the $7.0 million leve
reduced funding levels, USAID/Eritreawould
begin to reduce its staff in its Democratic
Governance Investment Objective team in
1998.

4. Other USAID Support

In view of its lean staffing, USAID/Eritrea
must draw on considerable technica and
operational support from USAID/Ethiopia,
REDSO/ESA and USAID/W for the success
of this Investment Partnership.

.0.1 (Primary Health Care) will require
periodic technical assistance from the
REDSO/ESA PH office and the Global
Bureau, Center for Population, Health and
Nutrition. Joint programs with USAID/
Ethiopiaare also possible.

1.0.2 (Rurd Enterprise) will require some
support from the regiona GHAI office at
REDSO/ESA and AFR/SD, and BHR/FFPIn
regional agriculture and marketing,
microenterprise development, financial
systems, and trade promation. Coordination
and greater collaboration with
USAID/Ethiopia will also be important.

I.0.3 (Democratic Governance) will need some
technical assistance from the Globa Bureau's
DG Center andthe AfricaBureau’ s SD Office.

Substantial  operational support will be
necessary inthreecritica areas: administrative
and procurement support from the Executive
Office and Regional Contracting Office at
USAID/Ethiopia and financial management
support from the Regional Financial
Management Center at REDSO/ESA. This
support will enable a lean workforce and OE
level and more expeditious Eritreanization of
USAID/Eritrea

The USAID Investment Partnership with Eritrea

Page 68



Il. INVESTMENT REQUIREMENTS: RESOURCE REQUEST

The USAID Investment Partnership with Eritrea Page 69



Il. INVESTMENT REQUIREMENTS: PROGRAMMING OPTIONS

B. PROGRAMMING OPTIONS MATRICES

Table 3
Resource Requirements, Low Level Scenario
(in $ millions)

Investment FY97 | FY98 | FY99 | FYOO | FYO1l | TOTAL
Objective

1.0.1 Health

DA 3.0 4.0 3.0 3.0 3.0 16.0
PVO Grants -- 1.0 -- 1.0 -- 2.0
1.0.1 Total 3.0 4.0 2.5 3.5 2.5 18.0
1.0.2 Rural

DA 4.0 3.0 4.0 4.0 4.0 19.0
Title Il 6.0 50 -- -- -- 11.0
Title 11 2.0 2.0 2.0 2.0 2.0 10.0
1.0.2 Total 12.0 11.0 6.5 6.5 6.5 40.0
1.0.3 DG

DA Total 0.0 0.0 0.0 0.0 0.0 0.0
Total DA Funding 7.0 7.0 7.0 7.0 7.0 35.0
PVO Grants -- 1.0 -- 1.0 -- 2.0
Title Il & Il 8.0 7.0 2.0 2.0 2.0 21.0
Grand Total 15.0 15.0 9.0 10.0 9.0 58.0

The USAID Investment Partnership with Eritrea Page 70



Il. INVESTMENT REQUIREMENTS:

PROGRAMMING OPTIONS

Table 4

USAID/Eritrea Staffing Plan
Base and Low Scenarios (Full Time Equivalent)

Operating FY96 FY97 FYo8 FY99 FY0O0 FYO1
Expense Funded | Actual | BaselLow | Baselow | BaselLow | BaselLow | BaseLow
US DH 3 4 414 414 414 3|4 3
FSN DH 0 0 010 o|o 0]0 o|o 0
FSN PSC 20 22 22 | 22 22 | 22 22 | 22 22 | 22 22
US PSC 1 1 111 1{0 0]0 o|o 0

Subtotal 24 27 27 | 27 27 | 26 26 | 26 25| 26 25
Program Funded
FSN PSC 0 1 112 1(2 113 1(4 1
US PSC 1 2 212 1(2 1)1 1{0 0

Subtotal 1 3 314 214 214 214 1
GRAND TOTAL 25 30 30|31 29 | 30 29 130 27 | 30 26
Table 5
Operating Expenses Projections
($ thousands)

FY97 FYo8 FY99 FY0O0 FYO1 TOTAL

Base Level | $1,100 $950 $900 $900 $900 $4,750
Low Level $1,100 $950 $850 $850 $850 $4,600
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ADB African Development Bank

BASICS Basic Support For Ingtitutionalizing Child Surviva
BHR Bureau of Humanitarian Response

CBER Commercial Bank of Eritrea

CSMHP Child Survival/Maternal Health Project

CSO Civil Society Organizations

DHS Demographic and Health Survey

DOD U.S. Department of Defense

EC European Community

ECDF Eritrean Community Development Fund

EDF Eritrean Defence Force

EGB Eritrean Grain Board

ELF Eritrean Liberation Front

EPI Expanded Program on Immunization

EPLF Eritrean Peoples Liberation Front

ERREC Eritrean Relief and Rehabilitation Commission
EU European Union

EWFIS Early Warning and Food Information System
FAO Food and Agriculture Organization - United Nations
GHAI Great Horn of Africalnitiative

GSE Government of State of Eritrea

GTZ German Agency for Technical Co-operation
IDA International Development Agency

IDD lodine Deficiency Disorder

IEC Information, Education & Communication
IFAD International Fund for Agricultural Devel opment
IGAD Inter Governmental Authority on Development
IMCI Implementation of the Integrated Management of Childhood I1Iness
IMF International Monetary Fund

1O Investment Objective

IR Intermediate Results

MASHAYV  Center for International Cooperation, Ministry of Foreign Affairs, State of Israel
MOA Ministry of Agriculture

MOC Ministry of Construction

MOE Ministry of Education

MOH Ministry of Health

MOLG Ministry of Local Government

MPP Mission Program Plan

NCEW National Confederation of Eritrean Workers
NGO Non-Government Organization

NUEW National Union of Eritrean Women

OAU International for African Unity

OFDA Office of Disaster Assistance

OMNI Opportunities for Micronutrient Interventions
OPEC Organization of Oil Exporting Countries
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ORS
ORT
PC
PFDJ
PHC
PHN
PL-480
PSI
PVO
SEATS

STATE/PRM

STD
STI/HIV
TBA
uCl
UNC
UNDP
UNFPA
UNHCR
UNICEF
USAID/W
USsG
USIS
WB
WFP
WHO
WVRD

Ora Rehydration Salt

Ora rehydration therapy

Peace Corps

People’'s Front for Democracy and Justice
Primary Health Care

Public Health & Nuitrition

U.S. food assistance public law

Population Service International

Private Voluntary Organization

Service Expansion & Technical Support
Office of Population, Refugees, and Migration
Sexually transmitted diseases

Sexually transmitted infection AIDS
Traditional Birth Attendant

Universa child immunization

University of North Carolina

United Nations Development Program

United Nations Fund for Population Activities
United Nations High Commission for Refugees
United Nations Children’s Educational Fund
United State Agency for International Development/Washington
United State Government

United State Information Service

World Bank

World Food Program

World Health Organization

World Relief Devel opment
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V. ANNEXES



ANNEX 1: AGENCY GOALS AND
USAID/ERITREA OBJECTIVES

Mission
Sustainable

Development

Goal 1
Broad Based
Economic Growth

Goal 2
Sustainable
Democracy

Goal 3
Population and
Health

Goal 4
Environment

Strengthen
Markets

Strengthen Rule
of Law and
Respect for
Human Rights

Sustainable
Reduction in
Unintended
Pregnancies

Biological
Diversity
Conserved

Expand Access &
Opportunity for
Poor

More Genuine &
Competitive
Political Process

Sustainable
Reduction in Child
Mortality

Global Climate
Change Threat
Reduced

Basic Education
Expanded and
Improved

USAID/ERITREA
OBJECTIVES

NOT

OBJECTIVE

USAID/ERITREA

Increased
Development of
Politically Active

Society

Sustainable
Reduction in
Maternal Mortality

Urbanization
Sustained and
Pollution
Prevented

More Transparent
and Accountable
Government
Institutions

Sustainable
Reduction in
STI/HIV
Transmissions

Increased
Provision of
Environmentally
Sound Energy

Sustainable
Natural Resource
Management

Goal 5
Lives Saved
Suffering Reduced

Impact of
Humanitarian
Crises Reduced

Urgent Needs Met
in Crisis

Security
Established &
Basic Institutions
Functioning
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ANNEX 2: STATISTICAL HIGHLIGHTS

POPULATION
Population (1995) 3.0 - 3.5 million
Population Density (1995) 28 persons/sg km
Population Growth Rate (1995) 3.0%
Population Distribution (1995) Rural 80%

Urban 20%

Ethnic Groups: Nine major ethnic groups, each with its own language, of which Tigrinya (50%) and Tigre (31%)
Official Language:  Tigrinya, Arabic, English
Religions: Christian, Muslim, Traditional

HEALTH

Infant mortality rate (1995)
Under 5 mortality rate

Maternal mortality rate

Fertility Rate

Children Fully Immunized (1993)
Life expectancy at birth (1995)

Access to safe water: Rural
Urban
Access to sanitation (1994) Rural
Urban

Population per doctor (1995)
Population per hospital bed (1995)

EDUCATION
Net school enrollment (1995) Primary
Junior secondary
Senior secondary
Adult literacy rate Male
Female
Total
ECONOMY

72 per 1,000 live births
135 per 1,000 live births
998 per 1,000 live births

6.1 births per woman
14%

46 years

7%

44%

Less than 1%

48%

28,000

10,000

47%
22%
14%
25 - 30%
10 - 15%
20%

The USAID Investment Partnership with Eritrea
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GDP per capita (1996) US$217-254

Annual average growth rate (1996) 6.8%

GDP by sector (1996) Agriculture 9.8%
Industry 27.4%
Services 62.8%

Principal exports: Raw materials, manufactured goods, food, live animals

Principal markets: Ethiopia, Sudan, Saudi Arabia, Italy

Currency: Ethiopian Birr USD1=EB 7.2
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ANNEX 3: Map of Eritrea

AVAILABLE ONLY IN HARD CoOPY
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ANNEX 4:

INVESTMENT OBJECTIVE #1, PRIMARY HEALTH CARE, PERFORMANCE M ONITORING PLAN

Data source: Targeted household survey
Responsible: OMNI

Performance Definition Baseline 1997 1998 1999 2000 2001
Indicator and Units
Value Y ear Actual Target Target | Target Target | Target
STRATEGIC OBJECTIVE # 1. INCREASED USE OF SUSTAINABLE, INTEGRATED PRIMARY HEALTH CARE SERVICESBY ERITREANS
Modern An estimate of the proportion of women of reproductive age who are using (or 31 1995 5.4 9.3
Contraceptive whose partner isusing) a moder n contraceptive method at a particular point in
Prevalence Rate time.!
Unit: percent
Data source: DHS
Responsible: SEATS, USAID/E
Prenatal Per cent of births whose mother s wer e attended at least once during pregnacy by 49 1995 60 80
Consultation during | medically trained personnel for reasonsrelated to pregnancy
Pregnancy Unit: percent
Data source: DHS
Responsible: USAID/E
ORT Use Rate An estimate of the proportion of all cases of diarrhea in children under age five 38 1995 60 80
treated with oral rehydration salts (ORS) and/or a recommended home fluid.
Unit: percent
Data source: DHS
Responsible: BASICS, USAID/E
lodized Salt Use An estimate of the proportion of households whereiodized salt is used. 0 1995 40 80
Rate Unit: percent

Y| ndicators with DHS as a data source will be measured with a comparable survey at mid-term (1998) and in 2001.
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ANNEX 4: INVESTMENT OBJECTIVE #1, PRIMARY HEALTH CARE, PERFORMANCE M ONITORING PLAN

Performance Definition Baseline 1997 1998 1999 2000 2001
Indicator and Units
Value Y ear Actual Target Target | Target Target | Target

Intermediate Result # 1: Accessto Integrated PHC Services I mproved
Facility-Based IMCI| The per centage of targeted service delivery pointswhere IMCI is offered.? 0 1996 2 10 40 80 100
Coverage Unit: percent

Data sour ce: Facility survey

Responsible: BASICS
Facility-Based FP | The percentage of targeted service delivery points where a full-range of FP 5% 1996 10 25 40 60 80
Coverage services (according to MOH guidelines) are offered. Full-rangeisdefined as 3

methods at a health station, 4 methods at a health center and 5 methods at a

hospital.

Unit: percent

Data sour ce: Facility survey

Responsible: SEATS
Safe Ddlivery The per centage of deliveries assisted by trained medical per sonnel 23 1995 40 60
Coverage Unit: percent

Data source: DHS

Responsible: USAID/E
Knowledge of The per centage of adultsin two targeted communities with knowledge of the TBE 1998
location of location of emergency obstetric care services.
Emergency Unit: percent
Obstetric Services | Data Source: Community Survey

Responsible: SEATS

2Within the context of this strategy, the Ministry of Health has designated three zones as Early Impact Zones. Forty-three health facilities within these three zones will be
targeted for the early implementation of new practices, such as IMCI and Safe Motherhood.
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ANNEX 4. INVESTMENT OBJECTIVE #1, PRIMARY HEALTH CARE, PERFORMANCE M ONITORING PLAN
Performance Definition Baseline 1997 1998 1999 2000 2001
Indicator and Units
Value Y ear Actual Target Target | Target Target | Target
Intermediate Result 1.1: Policiesfor PHC Service Delivery Implemented
Health Facility The proportion of health facilities surveyed utilizing PHC Policy Guidelinesin 0 1996 50 75
Policy Utilization the delivery of PHC services.®
Unit: percent
Data sour ce: Facility survey
Responsible: BASICS
Intermediate Result 1.2: Capacity to Manage and Plan for PHC Services Enhanced
Human Resource National Health Human Resour ces Development plan developed and adopted. No 1996 Yes
M anagement Unit: Y/N
Data sour ce: Plan development and adoption
Responsible: BASICS
Decentralization of | The proportion of zonesreceiving budget allocationsfor the implementation of 0 1996 33 50 75 100
Zonal Financial PHC plans.
M anagement Unit: percent
Data source: Zonal Survey
Responsible: BASICS
Cost Recovery for | The proportion of revenue for health service as compared to non-wage recurrent 16.5 1994 18 20 22 23 25
Health Care expenditures.
Services Unit: percent
Data source: MOH budget survey
Responsible: BASICS
Zonal Planning The proportion of zones using an epidemiological profile to develop plansfor 33 1996 67 100
service délivery.
Unit: percent
Data source: Zonal Planning document survey
Responsible: BASICS

3util

ization of PHC Policy Guidelines to be defined by BASICS.
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ANNEX 4:

INVESTMENT OBJECTIVE #1, PRIMARY HEALTH CARE, PERFORMANCE M ONITORING PLAN

Performance Definition Baseline 1997 1998 1999 2000 2001
Indicator and Units
Value Y ear Actual Target Target | Target Target | Target
Intermediate Result 1.3: Availability of Integrated PHC Services I ncreased
Couple-Years of An estimate of the protection against pregnancy provided by family planning 5900 CYP| 1996 14,600
Protection (CYP) services during a period of one year, based upon the volume of all contraceptives] MOH MOH only
sold or distributed free of chargeto clientsduring that year. only
Unit: couple-years of protection
Data source: MOH/Central Medical Stores Distribution Records
Responsible: SEATS
Social Marketing The number of social marketing outlets selling Eritrean Condom Social 0 1996 120 200
Outlets Marketing Group (ECSMG) condoms.®
Unit: number
Data source: ECSMG distribution records
Responsible: ECSM G/PS]|
Drug supply An estimate of the proportion of targeted health facilities not experiencing stock TBE 1997 50 60 70 80
outs of 13 essential drugslisted on the IMCI list.
Unit: percent
Data sour ce: Facility survey
Responsible: BASICS
Intermediate Result # 2: Client Demand for PHC Services Enhanced
Knowledge of ARl | The proportion of children under three with cough and rapid breathing who 37 1995 50 70
Practices wer e taken to a health facility or provider.
Unit: percent
Data source: DHS
Responsible: BASICS, USAID/E
Knowledge of The per centage of adultsin two targeted communities who are knowledgeable TBE 1998
Maternal about maternal complications of pregnancy and childbirth
Complications Unit: percent
Date Source: Community survey
Responsible: SEATS

3 The ECSMG isthe partnership formed by PSI for the development of the condom social marketing activity in Eritrea.
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ANNEX 4:

INVESTMENT OBJECTIVE #1, PRIMARY HEALTH CARE, PERFORMANCE M ONITORING PLAN

Performance
Indicator

Definition
and Units

Baseline

1997

1998

1999

2000

2001

Value

Y ear

Actual

Target

Target

Target

Target

Target

Knowledge of FP
M ethods

The proportion of women of reproductive age who know at least one modern
family planning method.

Unit: percent

Data source: DHS

Responsible: BASICS, USAID/E

62

1995

70

80

Knowledge of HIV
Preventive Practices

The proportion of adults surveyed who recognize condom use as an acceptable
means of protection from HIV infection.

Unit: percent

Data source: DHS

Responsible: ECSMG/PSI, USAID/E

35

1995

50

70

Intermediate Result #3: Quality of PHC Services | mproved

Provider
Performance of
IMCI

The proportion of patientsin targeted facilities diagnosed by the health care
provider who are prescribed treatment in accor dance with the national policy
(regarding diarrhea, malaria, and ARI).

Unit: percent

Data sour ce: Facility survey

Responsible: BASICS

TBE

1997

Extent of
Supervision

The proportion of target health facilities with personnel reporting one or more
visits every three months by supervisor.

Unit: percent

Data sour ce: Facility survey

Responsible: BASICS, SEATS

1997

30

40

50

60

HMIS Feedback

The proportion of target facilities receiving feedback on HMISreportsin a
timely manner.

Unit: percent

Data source: HMIS Report survey

Responsible: BASICS

1996

20

40

60

80

100

Training Coverage

Proportion of health workersin target facilitieswho have been trained in Safe
M other hood practices.

Unit: percent

Data source: Training records

Responsible: SEATS

1996

10

20

40

80

100
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ANNEX 4: INVESTMENT OBJECTIVE #1, PRIMARY HEALTH CARE, PERFORMANCE M ONITORING PLAN

Treatment of
Obstetrical
Complications

obstructed labor who are treated according to guidelines established in Safe
M otherhood Protocoals.

Unit: percent

Data sour ce: Facility records survey

Responsible: SEATS

Performance Definition Baseline 1997 1998 1999 2000 2001
Indicator and Units
Value Y ear Actual Target Target | Target Target | Target
Appropriate Per cent of women admitted with hemorrhage, eclampsia, septic shock, or TBE 1997 50 70 80 100
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ANNEX 5. INVESTMENT OBJECTIVE #2, RURAL ENTERPRISE (ENT), PERFORMANCE MONITORING PLAN

Performance

Definition

Baseline

1998

1999

2000

2001

2002




ANNEX 5:

INVESTMENT OBJECTIVE #2, RURAL ENTERPRISE (ENT), PERFORMANCE MONITORING PLAN

Value

Year

Actual

Target

Target

Target

Target

Target




ANNEX 5. INVESTMENT OBJECTIVE #2, RURAL ENTERPRISE (ENT), PERFORMANCE MONITORING PLAN

Investment Objective #2: Increased income from primarily rural enterprises, particularly those emphasizing exports

The USAID Investment Partnership with Eritrea 4 Pdge 4




ANNEX 5. INVESTMENT OBJECTIVE #2, RURAL ENTERPRISE (ENT), PERFORMANCE MONITORING PLAN

Gross income of

Increases in gross income of assisted enterprises

TBD

1997

TBD

7%

7%

7%

7%

7%

The USAID Investme
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ANNEX 5. INVESTMENT OBJECTIVE #2, RURAL ENTERPRISE (ENT), PERFORMANCE MONITORING PLAN

Equity in assisted

Increases in assets of assisted enterprises

TBD

1997

TBD

10%

10%

10%

10%

10%

The USAID Investme

it Partnership with Eritrea




ANNEX 5. INVESTMENT OBJECTIVE #2, RURAL ENTERPRISE (ENT), PERFORMANCE MONITORING PLAN

Amount of trade

Increases in the quantity of goods transported over

TBD

1997

TBD

20%

20%

20%

20%

20%
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it Partnership with Eritrea




ANNEX 5. INVESTMENT OBJECTIVE #2, RURAL ENTERPRISE (ENT), PERFORMANCE MONITORING PLAN

Economic multiplier

Increase in income and employment in rural areas

Case

1997

TBD

5%

5%

5%

5%

5%

The USAID Investme
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ANNEX 5. INVESTMENT OBJECTIVE #2, RURAL ENTERPRISE (ENT), PERFORMANCE MONITORING PLAN

I.LR.1: Employment in assisted enterprises increased
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ANNEX 5. INVESTMENT OBJECTIVE #2, RURAL ENTERPRISE (ENT), PERFORMANCE MONITORING PLAN

Number of

Annual percentage increase in number of workers in

TBD

1997

TBD

10%

10%

10%

10%

10%
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ANNEX 5. INVESTMENT OBJECTIVE #2, RURAL ENTERPRISE (ENT), PERFORMANCE MONITORING PLAN

I.R.2.:  Value of domestic goods and services sold by assisted enterprises increased
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ANNEX 5. INVESTMENT OBJECTIVE #2, RURAL ENTERPRISE (ENT), PERFORMANCE MONITORING PLAN

Value of domestic

Annual percentage increase in sales by assisted

TBD

1997

TBD

10%

10%

10%

10%

10%
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ANNEX 5. INVESTMENT OBJECTIVE #2, RURAL ENTERPRISE (ENT), PERFORMANCE MONITORING PLAN

I.LR.3: Value of exports from assisted enterprises increased
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ANNEX 5. INVESTMENT OBJECTIVE #2, RURAL ENTERPRISE (ENT), PERFORMANCE MONITORING PLAN

Value of export

Cumulative value of export sales by assisted enterprises

TBD

1997

TBD

$15

$25

$1,000

$3,000

$6,000
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ANNEX 5. INVESTMENT OBJECTIVE #2, RURAL ENTERPRISE (ENT), PERFORMANCE MONITORING PLAN

I.R. 4: Private sector liberalization and privatization implemented
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ANNEX 5. INVESTMENT OBJECTIVE #2, RURAL ENTERPRISE (ENT), PERFORMANCE MONITORING PLAN

Divestiture of state-

Number of state-owned enterprises privatized or divested

1997

TBD

10

20

30

37
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ANNEX 5. INVESTMENT OBJECTIVE #2, RURAL ENTERPRISE (ENT), PERFORMANCE MONITORING PLAN

Business licenses

Annual percentage increase in the number of licenses issued

TBD

1997

TBD

None

10%

25%

50%

10%
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ANNEX 5. INVESTMENT OBJECTIVE #2, RURAL ENTERPRISE (ENT), PERFORMANCE MONITORING PLAN

I.4.1: Laws & regulations passed liberalizing all sectors of economy
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ANNEX 5. INVESTMENT OBJECTIVE #2, RURAL ENTERPRISE (ENT), PERFORMANCE MONITORING PLAN
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ANNEX 6: INVESTMENT OBJECTIVE # 3: GOVERNANCE (GVN) PERFORMANCE M ONITORING PLAN

Performance I ndicator Definition Baseline 1997 1998 1999 2000 2001
and Units
Value Y ear Actual Target Target | Target | Target | Target
STRATEGIC OBJECTIVE # 3: Increased capacity for accountable governance at local and national levels
Extent to which key civic | Increasein ability of key civic organizations. QA. TBD QA. QA. QA. QA. QA. QA.
organizations are better able| Unit: Qualitative Assessment
to serve constituencies. Data Source: Selected key CSOs (National Union of Eritrean Women, National
Confederation of Eritrean Workers).
Frequency: Annua
Degreeto which selected | Increase in ability of selected public service institutions of governance
public institutions of measured by improvement in units trained, equipped, and utilizing effective
governance are better able |information systems.
to fulfil mandated role. Unit: Percentage increase based on weighted measurement.
Data Source: Ministry of Justice, University of Asmara, Central Bank
Frequency: Annua
Degree to which the rule of | Lawyersformally trained, either through university education or professional
law is strengthened through | in-service training.
legal training. Unit: Percent increase in formally trained lawyers.
Data Source: Ministry of Justice
Frequency: Annual
The USAID Investment Partnership with Eritrea Page 1



ANNEX 6: INVESTMENT OBJECTIVE # 3: GOVERNANCE (GVN) PERFORMANCE M ONITORING PLAN

Performance | ndicator Definition Baseline 1997 1998 1999 2000 2001
and Units

Value Y ear Actual Target Target | Target | Target | Target

Intermediate Result 1. Judicial processes and systems mor e effective

Court management* New case management procedures developed and followed. NO 1996 New
*Developed in accordance | Unit: Yes/No, in accordance with MOJ Plan for Reform procedure
with the MOJ plan for legal | Data source: MOJ, (NCSC) developed
and judicial reform. Frequency: Annua
Responsible:
New case management procedures followed. 10% 20% 40%

Unit: percent of selected courts* following new case management procedures
Data source: MOJ, (NCSC), TBD

Frequency:

Responsible:

*formal government courts. Does not include informal adjudication, customary
law courts, or Sharia courts.

Courts presided by trained | Formal training in adjudication and court management* 25% (est.)| 1996 Trng 30% 40% 55%
judges* Unit: percent of total judges program

*Developed in accordance | Data source: MOJ, UNC-UA, USIS establ’d

with MOJ plan for legal and| Frequency:

judicial reform. Responsible:

*formal government courts. Does not include informal adjudication, customary
law courts, or Sharia courts.

Intermediate Result 2: Popular participation in gover nance incr eased

Access for women* Women elected to public office 0 1996 TBD 30% 30% 35% 35% 35%
*Thisis associated with Unit: percent of total elected body
USAID/Eritrea efforts Data source: MOLG, National Assembly, NUEW, Electoral Commission

toward strengthening civil | Frequency: with elections
society and civil society Responsible:
organizations, including

public administration Women in management positions in selected CSOs (TBD) 5% (est) 1996 TBD 10% 12% 15% 17% 20%
capacity, and organizational Unit: % of total management staff
strengthening of the Data Source: MOL, selected CSOs, NUEW, UNDP
women’s union. Frequency: annual
Responsible:
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ANNEX 6: INVESTMENT OBJECTIVE # 3: GOVERNANCE (GVN) PERFORMANCE M ONITORING PLAN

Performance I ndicator Definition Baseline 1997 1998 1999 2000 2001
and Units
Value Y ear Actual Target Target | Target | Target | Target
Women in mid-level public administration 1% (est) 1996 TBD 2% 3% 5% 7% 10%
Unit: % of total mid-level staff
Data source: MOL, MOLG, National Statistics, NUEW
Frequency: annual
Responsible:
Extent to which public Measure of the ability of CSOs to impact public policy decisions. Thisisa TBD TBD 05% 07% 10% 20% 30%
policies changed consistent | ratio of public policies made consistent with selected CSO advocacy to total
with CSO advocacy* public policy positions advocated by selected CSOs.
*Related to efforts to Unit: percent
strengthen CSO Data source: selected CSOs, TBD
organizational and Frequency: annual
management capabilities. | Responsible:
Extent to which Measure of increased civil society participation in development activities. All TBD TBD TBD TBD TBD TBD TBD
development funds are development activities are controlled and coordinated by GSE. This measure
utilized by CSOsin pursuit |looks to the level of participation by CSOs as well as the extent of
of development objectives.* | decentralization (through delegation) by the GSE. Measure is the ratio of
*Linked to efforts to development funds allocated to CSOs to total development funds.
strengthen CSO Unit: percent
organizational and Data source: selected CSOs, UNDP, Office of Macro-Policy
management capabilities. | Frequency: annual
Also influenced by extent of | Responsible:
delegation of governmental
authority to implent
development activities.
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ANNEX 6: INVESTMENT OBJECTIVE # 3: GOVERNANCE (GVN) PERFORMANCE M ONITORING PLAN

Performance I ndicator Definition Baseline 1997 1998 1999 2000 2001
and Units
Value Y ear Actual Target Target | Target | Target | Target
Inter mediate Result 3: Public administration improved and mor e effective
Local government delivery | An estimate of the capacity of selected local governments to deliver health TBD 1996 TBD TBD TBD TBD TBD
of health services* services. Measured by improvement of health indicators dependent upon local
*This cross-cuts with SIO | government service delivery (TBD).
activitiesin the health Unit: TBD
portfolio. It alsorelatesto | Data source: USAID/Eritrea PHC (SIO1), MOLG, MOH
activitiesintended to Fregquency:
increase the capacity of Responsible:
public administration units
at local level.
Public expenditure to public| Index of public expenditure per public-sector employee TBD 1996 TBD TBD TBD TBD TBD
sector employee.* Unit: Ratio of Nacfa government expenditure/public-sector employee
*Measure of efficiency Data source: MOL G, Budget Office, Commission for Personnel Affairs, World
related to impact of training | Bank
programsin public sector | Frequency: annua
administration. Aspublic | Responsible:
sector administration
becomes more efficient and
productive per civil servant,
there is expected to be a
commensurate decrease in
the number of civil servants
needed. Thisis consistent
with the GSE desire to
reduce the size of the civil
service.
Inflation held below 10% | GSE monetary management to hold rate of inflation to less than 10% per year | 12% (est.)] 1997 <10% <10% <10% <10% <
with new currency following introduction of new currency in July/August 1997 10%
Unit: Percent
Data source: MOF, CBE, World Bank, IMF
Frequency: annual
Responsible:
The USAID Investment Partnership with Eritrea Page 4



ANNEX 7: PHC Early Implementation Zones, Subzones, and Health Facilities
Zone Subzone Referral Hospital Health Center Health Stations
1. Southern 1. Tzerona Adi Caieh Hospital Tzerona -Genzebo

(Pop. 630,027) (43,660)
2. Segeneiti Segeneiti -Hadida
(38,302) -Hebo**
-Gheneseba
3. Areza Mendefera Hospital | Areza -Maydima
(59,149) -Ziban Debri
-Adi Gulti
2. Central 1. Mainefhi Mekane Hiwot Hos. | Mainefhi -Adi Gebray
(Pop. 491,566) (42,185) -Himbirti
-Ketemawlie
2. Serejeka Serejeka -Embaderho
(51,575) -Adi Sheka
-Geshnashim
3. Northern Asmara Edaga Hamus -Central
(10,000) -Edaga
3. Gash Barka 1. Dige Agordat Hospital Keru -Deret
(Pop. 513,977) (41,883) -Dege
-Tekreret
2. Mansura Mansura -Migrah
(47,211) -Duluk
-Gerger
Barentu Hospital Tokumbia -Augaro
3. Gogne -Shilalo
(42,805) -Dassie
Tessenei Hospital Goluj -Gergef
4. Goluj* -Tebeldia

-Omnihager***

(1) Population Estimates--Source, MOH, Eritrea
*Refugee Resettlement Area

**Catholic NGO

***Health Center, behaves like a health station
Last revised 24 July 1996
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ANNEX 8:

BASICS support is designed for a period of
three years (9/1995-9/1998) and focuses
largely on critica system and capability-
building activities with the Ministry of Hedlth.
Areas of technica input under BASICS
include (1) assisting the MOH to assess
planning needs, develop guidelines and
manuas for decentralized health planning,
conducting training workshops for health
personnel at national, zona and sub-zondl
levels, (2) long-term technical assistance to
work with the MOH to establish a
Health/Management Information System; (3)
working with the MOH to strengthen health
system training through updating teaching
curricula, sponsoring health personnel for mid
and short-term overseas training and
building in-service training into project
activities.

SEATS TA is schedule for two years (3/96-
12/98) and will emphasize improving the
quality of and access to reproductive health
services, particularly family planning services.
SEATSwill work closely withthe MOH at the
central, zonal and sub-zona levelsto improve
the management and delivery of FP/RH
services. Specific activities include: FP/RH
training for health workers; clinical service
provision, awareness campaigns, procurement
of clinical equipment and furniture for health
facilities; and, management training. SEATS
will aso work with the Nationa Union of
Eritrean Youth and Students, the National
Union of Eritrean Women and the Planned
Parenthood Association of Eritrea.

Activities outlined in the OMNI Scope of
Work will begin in early 1997 and will run for
aperiod of two years. For this period, OMNI
will work towards three primary objectives:
(1) strengthening the IEC unit in the MOH in
terms of message development and
transmission through aspectrum of mediawith
an initial focus on micronutrient and other

PHC/USAID Implementing Organizations

nutrition messages, (2) providing TA to the
IDD Task Forcefor universal saltiodizationto
include quality assurance and control systems,
improved salt production, distribution,
monitoring and examination of Sustainability
requirements, and, (3) assisting with an
assessment of vitamin A and iron folate
supplement availability and existing delivery
systems and assure appropriate treatment and
prevention measures for micronutrient
deficiencies are in place.

There is a critical need for AIDS prevention
interventionsin Eritrea. Effective STD/AIDS
prevention programs, a major component of
reproductive health, are lacking and required.
Population Services International (PSI) will
work with aloca partner for a period of two
years to develop a condom social marketing
project in four primary locations. Assab,
Massawa, Keren and Asmara. Geographic
target areas were selected by the MOH on the
basis of information which points to these
areas as high-risk for HIV transmission,
paticularly Assab and Massawa. Project
condoms will be introduced initially in these
locations progressing later into the more rural
areas of the country. An estimated five and a
half million condoms will be marketed over
three years to Eritreans at risk of contracting
STDs, including HIV. The project features
high-impact communication campaigns,
distribution strategiesfor both urban and rural
areas, and a pricing strategy that will deliver
affordable condoms to low-income Eritreans
and employ profit marginsappealing to private
sector distributors. The MOH will work
closely with PSI and their partner organization
to ensure the effective design and
implementation of this private sector activity.

Other partners include two BHR/PVC Child
Survival Matching Grant recipients: Africare
(10/94-9/97) and World Vision (6/96-9/99).
All project activities will be implemented
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through the MOH, in close coordination with
the zonal and local medical officers.

Africare assistance to the MOH isintended to
strengthen MOH capacity to provide curative
and preventive health servicesto the sub-zones
of Northern Denkalia and Araeta. Africare
will focus on improving primary health carein
curative facilities in two locations of the sub-
zones. The project will aso include technical
assistance and commodities for provincial and
local headlth staff to train community-based
health workers and introduce preventive
maternal and child health services.

World Vision will work in the Anseba region
to enhance the delivery of EPI, growth
monitoring, nutrition, antenatal care, CDD,
ARI and malaria messages and services to
infants, children under 5 years of age and
women of child bearing age. Activities will
include: updating the technica skills of the
Zona Health Office to plan, deliver, monitor
and evaluate their Child Survival activitiesand
assisting the under served and previously
unreached communities through participatory
rural appraisal (PRA) exercises. World Vision
will also work with the voluntary health
workers, heath communities and TBAS to
encourage the utilization of child survival
messages and services at the community and
household levels.
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ANNEX 10: Environmental Issues

Eritrea’s environment is severely degraded. A century ago thirty to forty percent of the country
was covered by forests -- today it is less than one percent. The Eritrean government is taking
steps to conserve the existing forests, and to reforest large parts of the country which are subject
to soil erosion. Over 60 million trees have been planted with a survival rate of 50 percent. The
loss of habitat from deforestation resulted in the disappearance of most large mammals and
wildlife. Since independence, however, there has been an increase in the migration of birds
through Eritrea.

An American ornithologist in 1992 recorded 13 orders, 41 families and 109 species of birds
migrating through Eritrea. The U.S. Department of Interior’s Fish and Wildlife Serviceis
presently supporting Eritrea to conduct studies on elephants, which have also recently returned to
Eritreafor feeding after years of absence. Action (a British NGO) is working with the Ministry of
Agriculture to develop aforestry management plan, and intends to do an aeria survey of heavily
forested regions.

Eritrea has a 1,200 kilometer long coastline with 300 offshoreislands. Thereis avariety of
marine life including the rare dugong (sea cow) and green turtle. Thereis also arich abundance
of coral reef along the coastline. The Ministry of Marine Resources is developing an
environmental assessment and management program with the assistance of the UK’s Overseas
Development Administration and funding from the World Bank’s Global Environmental Facility.

The disposal of sewage, solid industrial waste and contaminated water poses serious health
problems for Eritreans. The lack of sewage treatment facilities results in contaminating
underground water supplies. Raw sewage is a'so damaging the cora reefs and seabeds. Soil
erosion and land degradation are also problems, preventing expansion of farming. Decreased soil
fertility and loss of natural vegetation is also a problem from poor farming techniques and lack of
water. A number of European donors an d NGOs are active in assisting the GSE with these
problems.

To meet its environmental needs, Eritreaissued in 1995 a National Environmental Management
Plan with European assistance. It ams at eliminating waste of natural resources, and advancing
conservation practices to protect resources and natural habitats. The government’s recent
restructuring has established a new Ministry of Environment, Land and Water Resources and
appointed the country’ s leading expert in thisfield to head this ministry.

Due to the previous and ongoing assistance of other donors in the environmental area, the GSE
does not believe that direct USAID assistance is needed in the environmental arena and has not
requested any. However, USAID/Eritreais actively involved in environmental foraand
assessment and mitigation of the environmental impact of its investment activities.

The Primary Health Care and Democratic Governance Investment Objectives will have positive
effects on the environment through improvements in public health education, public administration
and the legal system. Activities under these Objectives have no environmental impact. The
Primary Health Care Objectives involves some minor construction or rehabilitation of health
facilities, but this impact will be minimal. It may, however, also involve improving water supply
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at some health stations including drilling of water wells which could have an impact on the water
table. However, the extent of this activity is so minimal that it is not foreseen at thistime as
congtituting a significant environmental impact.

The Rura Enterprise Investment Objective will involve activities which may have significant
environmental impact, but also offer opportunities to strengthen the GSE’ s monitoring and
management systems through mitigating measures. The Technical Assistance component of the
Rura Enterprise Investment Partnership qualifies for a categorical exclusion as determined under
the “Initial Environmental Examination” granted in September 1996. With regard to the Rural
Enterprise Unit and Fund, funded activities must observe basic precautions. Enterprises funded
under this program will have their planned activities evaluated to ensure that they are based on
environmentally sound practices, and that they have no substantive adverse environmental impact.

For the PL-480 Title Il supported Bada Irrigated Agricultura activity, an Environmental Impact
Assessment has been completed for the irrigation system component. With regard to the use of
pesticides at the project site, a risk/benefit analysis will be conducted. A watershed management
plan will outline a system to monitor flood regimes, salinity changes, sedimentation and erosion
effects, pollution potential, biological changes, socio-economic and health impacts, and ecological
imbaances.

Environmental officers from AFR/SD and REDSO/ESA are contributing to the development of
environmental screening mechanisms and verification and monitoring plans.
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