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First, Thank You...

* To the Planning & Statistics Department of the
Ministry of Finance, without which the budget
analysis would not have been possible

* The Ministry of National Planning & Development and

other line ministries and stakeholders for dialogue and
discussion
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Successful state-building through:

b Private
| i through: /,,——--$$$$$ Sector
. (among others) /

I /

I

Y

Disarmament, demobilization, Beginning with the New currency Establishment of

and reintegration of provision of basic public a police force

ex-combatants services and a national army
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Building on the successful state-building
requires Development

» State-building has been about strengthening state
institutions.

 Development requires a sustained effort to promote
standards of living:
— To achieve a healthier, more educated, population...
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As despite successful state-building,
health indicators remain poor

For every 100,000 live births:

L\ 200

Somaliland : Ethiopia iDjibouti

Source: Somaliland Health Sector Strategic Plan 2013-16 and World Development Indicators
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As despite successful state-building,
health indicators remain poor

Children who die before the age of 1:

Somaliland XX 1 out of 14
Djibouti X 1 out of 15
SUb‘S/a_\*;f‘?‘rriig X 1 out of 18
Ethiopia x 1 out of 21

Source: World Development Indicators
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...and education indicators are also poor

In Somaliland, 1 out of 2 children aged 6 to 13 does not go to school

% of children 6 to 13 years old not attending primary school

Somaliland |

Djibouti
SSA
Fthiopia
0% 10% 20% 30% 40% 50%
% of children 14 to 17 years old not attending secondary school
Somaliland
1 | | [ 1 | | | 1A
0% 10% 20% 30% 40% 50% 60% 70%
79%

Soource: Somaliland MICS Preliminary Results 2011 (Somaliland Ministry of Planning and National Developrment and UNICEF)

SSA = Sub-Saharan Africa :
and World Development Indicators
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Which is consistent with a historic lack
of Investment in social services

. Due largely to increase

B AL : ,
o YA ffl“-wl in salaries under the i
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Y A A /| Silanyo administration |
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Constrained by low domestic revenue

Tax revenue / GDP ratio
% 20 Keny2

417 6%

15 Sub-Saharan Africa average is
: double the Tax Revenue/GDP
: ratio of Somaliland.

\\\\\\\\\\\\\\:“'—1 1.7%Including revenue from
10 = \\\\@“‘ W semi-autonomous agencies
e Ethiopia - 8.5%

’ SOMALILAND..*

0 | | | | | | | | | |
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

e o oo From 2004 to 2011, Somaliland Tax /GDP estimated based on a 2012 GDP of US$1.39bn
and using a constant 2% deflator per year

i Estimated tax revenue/GDP ratio incluing revenue from semi-autonomous agencies and estimating a 2% GDP growth for 2013

----- Estimated Sub-Saharan Tax Revenue/GDP ratio. Last available data: 2007.

Source: Word Development Indicators and Somaliland Government budget
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Largely due to:

* A narrow domestic revenue base, heavily reliant on trade

taxes.
Share of different taxes of the goverment revenue

2012
100 - -

Others
80-- 72% of the revenue

IS T Stamp tax (5.2)

60 - - Export Levy (12.7%)

: mmm Administration Tax (4.3%)
: Harbour Tax (3.7%)

+ mm Sales Tax (10.4%)

B [mport Tax (36.7%)

40- -

20--

0,,

In 2012, the Profit Income Tax levied only 1.57% of the total revenue

Source: Planning and Statistics Department of the Ministry of Finance
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Largely due to:

A narrow domestic revenue base, heavily reliant on trade
taxes.

A small formal sector dominated by a few large businesses
which pay insufficient taxes

A historical lack of inclusion of sub-national revenue -
comprising local revenue generation, a Municipal Tax and half
of the Transfer Tax — in the national budget

Historical mistrust over the use of taxation by old regime
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There have been great recent strides
to Increase domestic revenue

Main drivers of the revene increase:

End of the ban on livestock

|
|
. . |
exports to Saudi Arabia ' USs Milions Goverment Budget
I~ : 180
/ 1
$ SLS Change in the official exchange rate : 160 \\\\\\‘
\ from 3,500 to 4,500 SLS per USD I 140 S
4’100 N0 §___
: 120 |
: Revenue |
/;\/ \E Improvements on the tax 100 increased |
K = administration, especially inland 80 three-fold
“ I
revenue & |
/ 40
Consolidating national accounts, 2
(including sub-national &
”~ semi-autonomous bodies) 0 v

| | | | | | | | |
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

. i Including revenue from semi-autonomous agencies
Capturlng some external resources

(SDF accounted for from 2013)

Source: Planning and Statistics Department of the Ministry of Finance
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But the security sector continues to
[ )
absorb most domestic revenue

Need to: .
Protect recent stability gains == 1 out of 2 SLS spent on security

e of the government revenue (2002-2012)
Counter threats of destabilization J

Budget security expenditures (2002-2011)

% of the budget
SMIllions 50 - - - - - - oo oo e e e e 100
o 90
Moo N 80
'Due largely to increase 4 \
" in salaries under the | 7 !
' Silanyo administration | : /
30....._..__L>Nanyoadministration ; 7 /
| /
| // Average: 51.1%
20 - - - - o | \\, B o
N P

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Security sector includes: National Army, National Police, Immgration Office, Coastal Guard, Presidential Guard, Intelligence,
Custodial Corps, NDC, Ministry of Interior, Ministry of Defence

Photo credit of the combatant: Stuart Price
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Whereas social services continue
to pale in comparison

Budget expenditure on Education, Health and Security

$Millions 50 - - - - _ - - .

59
Education / 27
W e
0 |_-'|'_|_-|'_-|=:| S I "'\Health
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
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In summary, so far...

* Somaliland undertook a remarkable state-building
achievement, thanks to a lot of support from the private
sector

* Butvery low levels of domestic revenue, with so much
spending on security to protect the valuable gains of peace,
has meant very little investment in social services

* Therefore health and education indicators remain low, and
Somalilanders desire a move to better standards of living,
which is Development...
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How to build on the state-building success
and transition to development

Continued efforts at two levels:

1- Targeted economic reform _‘ $

2- Enhanced provison of public servies
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Targeted economic reforms
to enhance resources

Tax CoL-ordinatioP/
everage 0
Reforms external aid
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Targeted economic reforms
to enhance resources further
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Low tax rates in comparison to neighbouring
countries

Corporate Profit Tax

LY £ A N S Sub-Saharan Africa- 18.4%

0 ________________________________________________________________
Djibouti  Ethiopia ~ Kenya

Source: "Doing Business' report, The World Bank
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Targeted economic reforms
to enhance resources further

Access to finance is the #1 Business Frien(“y
constraint on the private Environment Z

sector
%

M "j;_ In summary, this requires:
Pass the Banking Credit = A new agreement between the public
and Financial Institutions Bill = . .
and private sector for more appropriate

YES s levels of taxation, in a business friendly
5§ investment, to enhance domestic

Need a Conventional Banking System 5.5" resources for Development...

to complement (not replace) 5

the Islamic system $
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Improving capacity for
public service delivery
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Improving capacity for

Fixing
decentralization
policies
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Improving capacity for
publlc service delivery
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Implement PFM Reform Strategy
(2013-17)

Maintain aggregate
fiscal discipline
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Promote the
efficient delivery
of services
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Now there’s a strategy.
Now, it requires funding and implementation
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Summary Recommendations for
Targeted Economic Reform

1. Adopt an Economic Reform Strategy
— On principles of inclusive growth, and investing in social services

2. Adopt a Tax Strategy

1. Detailed review of rates, while increasing tax capacity
2. Focus on consistent and moderate taxation of large companies

3. Engage development partners around supporting the
Somaliland Special Arrangement and utilizing the
Somaliland Development Fund



5.
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Summary Recommendations for
Enhancing Service Provision

Fix Decentralization Policies

— Better match finances with functions, while improving local level
tax collection

Pass the Banking Credit and Financial Institutions Bill

— There are many examples of states with both Islamic and
Conventional banking systems in place

. Continue to build on successful linkages in Planning

and Budgeting

Implement the PFM Reform Strategy (2013-17)



Much of the transition from’State-Buildingto™"
Development requires a new model of
operating
between the public and private sectors

State-building o

----- Development




