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Executive Summary

The Financing Options Working Group, which is part of the Somalia Donor Group, commissioned a group of consultants to provide practical guidance on the most appropriate mechanisms for financing the Reconstruction and Development Framework (RDF) for Somalia.

Currently, most donor funding for Somalia is provided bilaterally. However, this poses serious difficulties: 
· Based in Nairobi, most donors have very limited capacity to monitor activities in Somalia. Also, due to the highly insecure environment, it is expensive, and sometimes impossible, to carry out independent monitoring and financial and performance audits. 

· In the absence of a functioning administration, Somali NGOs or private households or small firms provide many of the activities that donors like to fund – basic social services and livelihoods, As a result, it is difficult to ensure that funded activities are complementing existing services, fillings gaps in coverage adequately and contributing systematically to reconstruction.

Due to these challenges, donors would like to reduce their dependence on discrete project funding and move funding to pooled mechanisms. Therefore, the report reviews a range of such mechanisms, which may be sector-specific or aimed at district or community levels:

· The current Health Sector model in Somalia, used to manage grants from the Global Fund for HIV/AIDS, Tuberculosis and Malaria;

· The structure used by UNDP for its Governance projects;

· The Common Fund for funding humanitarian activities in Sudan and the DRC, based on UNDP’s Administrative Agent procedure, which is used for all UNDP-administered MDTFs;

· The Humanitarian Response Fund, administered by OCHA on behalf of the Humanitarian Coordinator (used in Somalia and several other countries, mainly to fund NGOs);

· A District Fund, based on the notion of giving each district administration a grant to use this for small infrastructure and basic services so they can put into practice the structures being developed;

· Social Equity Funds (comprising a Community Social Fund and a Social Access Fund) to provide funding to remote rural and marginalised communities to enable them to prioritise and disburse funds for the benefit of all their members and to help develop social protection strategies;

· Bilaterally managed pooled funds, managed by one donor on behalf of others (in Somalia, for example, the EU manages some Italian projects); 
· Multi-Donor Trust Funds (MDTFs) that are traditionally managed by the World Bank or UN and have been used for a variety of purposes in post-conflict situations. Since MDTFs can have a wide variety of structures and purposes, this report outlines one which would be appropriate in the Somali context (see sections 4.4.2 and 4.4.3). This includes a discussion about the possible size and costs of an MDTF in Somalia.

Current levels of donor funding fall well short of the USD 450 million a year over 5 years that the World Bank and UN estimate is required to finance the RDF. Therefore, the Working Group tasked the team with exploring various options for alternative funding sources. This report reviews the following mechanisms:

· A Diaspora Fund, which would issue bonds to raise money from the Somali Diaspora;

· Challenge Funds, which award grants competitively to the private sector, to subsidise innovative business or NGO models;

· Sukuk certificates, a Sharia-compliant financial instrument that might be aimed either at the Diaspora or at non-Somali Islamic investors, particularly in the Middle East;

· Microfinance initiatives that might be used to fill some of the serious current gaps in access to financial services in Somalia.
Finally, the report considers two trust funds, the Interim Support Fund for Somalia (ISFS) and one for Institutional and Policy Development for Somalia (IPDS), set up by the UN and the World Bank respectively. Neither of the funds has received funding though donors encouraged their establishment. Nevertheless, it was suggested that these be considered as potential interim funding mechanisms, until an MDTF or other longer-term mechanism is established. 

Table 1 of the report summarises the strengths and weaknesses of each of the funding mechanisms reviewed. Based on this, section 7.1 discusses the various options available to donors. These can be summarised as follows:

· Donors have ambitious expectations from an MDTF (outlined in section 4.4.2) and these will not be met by sector-specific pooled funds alone.

· An MDTF may meet many donor expectations but it will need to have duplicate governance and administrative structures in two, if not three, zones because Somalia is not a unified territory. This will substantially increase running costs. Also, the level of security, the degree to which government structures are established and the types of need vary across the three zones so the application of the same, rule-based, MDTF structure across the zones may not be appropriate.

· Therefore, rather than investing in establishing full-scale MDTF structures across three zones straightaway, donors may wish to consider variations such as:

· An initial MDTF for Somaliland and/or Puntland, where conditions are more conducive;

· An MDTF with a thematic focus, such as reconciliation activities and/or governance, where there is agreement that an MDTF can add value;

· An approach that is phased further so that the District and Social Equity Funds are brought under the MDTF only after they have been tested and are to be scaled-up. 

· Donors can choose whether to adopt a broad-based or phased approach to an MDTF, with the main difference being the extent to which basic social services funding is scaled-up. The phased approach is recommended since the optimal service delivery mechanisms are unclear and funding to key sectors should not displace existing service provision.

· Given the need for zonal structures, a unified MDTF would be more cost-effective than two funds.

· An effective MDTF will require a significant presence in Somalia (to staff structures in the different zones). The UN, already has an in-country presence and is planning to expand this (including moving international staff to South-central Somalia). It also has both a political and development mandate so it can cover a range of activities such as security sector reform. So, although a range of Somali actors criticised the UN’s performance and UNDP has difficulties funding non-UN agencies through an MDTF, UNDP remains a logical choice of administrator. 

· An MDTF should have a Management Committee to decide on resource allocations. In line with international practice, this would consist of contributing donors and Somali authorities. Thus, UN agencies would not have a formal vote and avoid the conflict of interest issues that were raised in relation to the ISFS. 

· All actors want the World Bank to be more engaged in Somalia. If UNDP is selected to administer a unified fund, the Bank would not have a direct role in the MDTF since it is unlikely to be a fund contributor. However, it could be invited to co-chair the Management Committee to contribute directly to fiduciary management of the MDTF.

· It may also be beneficial for the Bank to manage activities under the MDTF, e.g., for public finance management. This may be administratively difficult, though, so it may be more practical to use the IPDS or similar trust fund. While this would mean that Bank funding flows outside the MDTF, the Bank could undertake to share information and coordinate with MDTF policy fora.

· It may not be appropriate to include the District and Social Equity Funds in a rules-based allocation mechanism like the MDTF initially. This is because they will need to operate flexibly, to be highly experimental in their early stages and to be carefully evaluated to adjust their functioning. Therefore, donors may wish to fund them separately through an umbrella project until optimal procedures are identified.

·  If donors want to fund key sectors like health and education in a structured way outside of an MDTF in the phased approach, they could build on the existing health sector model in Somalia. However, this will require donors to be actively engaged in oversight and for the committees to be strengthened with greater technical expertise and the inclusion of Somali actors.

· With regard to private sector financing, Challenge Funds and microfinance initiatives appear to be more viable mechanisms than a Diaspora Fund or Sukuk certificates. This is because the environment is not yet conducive for mechanisms which, in other countries, are underwritten by governments. Also, based on comparisons with Diaspora Funds in other countries, it is unlikely that a Diaspora Fund for Somalia would raise enough money to be feasible.

· With regard to interim mechanisms, donors have had serious concerns about the structure of the ISFS and, since it will take some time to re-negotiate the Terms of Reference with each participating UN organisation, it is not feasible to use this as an interim mechanism. The IPDS trust fund has a very specific remit to support public finance management and policy processes and, as an IDA trust fund, does not involve other actors in its governance. This may be useful for some small donors who wish to fund such activities without investing in a field presence.

Whatever combination of funding mechanisms the donor community selects, in dialogue with the Somali authorities, they need to be realistic. There is no fast, simple and cheap solution to helping Somalia to develop its administrative, economic and social infrastructure and capacity. 

The report concludes with a range of design and implementation issues for the second phase of the study. 
1.0 Introduction

The Financing Options Working Group, which is part of the Somalia Donor Group, commissioned a group of consultants from three organisations – Scanteam, Development Initiatives (DI) and Oxford Policy Management (OPM) – to provide practical guidance on funding mechanisms that would be most appropriate for financing the Reconstruction and Development Framework for Somalia, which is due to be finalised shortly. The Terms of Reference are attached as Annex 2.

The main impetus for the study came from the Joint Needs Assessment (JNA) for Somalia, conducted in 2006. This was developed into a draft Reconstruction and Development Framework (RDF) so the international community wanted to explore ways of financing this. Donors are also interested in a range of sources of funding for the RDF, which estimates needs at USD450 million a year. At present, donors are providing approximately USD270 million a year, mostly for humanitarian assistance. Somali authorities raise very little revenue so there is a substantial funding gap for the RDF. While the study examined some alternative sources of funding for the RDF, such as the Diaspora, it has not looked at ways to increase the government’s capacity to raise revenues internally.

There was considerable time pressure on the study since the international community wanted the results of this paper to inform the European Commission’s Country Strategy Paper (CSP) for Somalia and the World Bank’s Interim Strategy Note (ISN) for Somalia.

With the Transitional Federal Government’s (TFG’s) ousting of the Union of Islamic Courts (UIC) from Mogadishu, some members of the international community believe that there is a window of opportunity to demonstrate that the TFG can deliver peace and services to citizens. However, the TFG will need financial support from the international community to do this so, again, this underlines the need for developing appropriate funding mechanisms.

Finally, despite the plethora of coordination mechanisms for Somalia, donors have been dissatisfied with the lack of effective policy fora and opportunities for consensus building. They see pooled funding mechanisms, like a Multi-Donor Trust Fund (MDTF), as a way to bring donors together around concrete financial issues. Therefore, this report covers a range of such financing tools. 

2.0 Methodology

2.1 Scope of the study

The ToR outlined a range of options for the team to consider, including MDTFs, sectoral or tactical funds and mechanisms for leveraging funding from the Diaspora and the private sector. This report describes several potential funding mechanisms, outlining their strengths and weaknesses, and offers some suggestions at the end. 

2.2 Timing

The study has been commissioned in two phases. The purpose of the first phase was to develop a shortlist of appropriate funding mechanisms. Phase two will involve developing a detailed design and implementation plan for a limited number of these mechanisms. 

The timeframe for the field work for phase one was very short. DFID approached the three organisations in mid-January, on behalf of the Working Group. The three organisations put together a joint proposal by the end of January and revised this in the first week of February, based on feedback from the Working Group. The first members of the team arrived in Nairobi on 14th February for two weeks of consultations. 

As per the Terms of Reference, the team presented interim findings at a feedback workshop in Nairobi on 1st March. These findings were also presented at a European Commission meeting to discuss the Country Strategy Paper on 8th March. A draft synthesis report was prepared in a week after the end of fieldwork in Nairobi. Following comments from the Working Group, a substantially revised synthesis report is presented here. The aim is to help the Working Group decide on the options that will be the focus of phase two, the timing of which remains to be decided.

2.3 Consultations

Five members of the team conducted interviews with a range of respondents from donor agencies, UN agencies, international NGOs and Somali NGOs in Nairobi. In addition, Scanteam interviewed staff at donor headquarters. A sixth member of the team consulted with a wide range of respondents within Somalia, including Somali authorities, NGOs (both international and Somali), remittance companies and Chambers of Commerce. The list of informants is attached at the end, while the report from the consultations within Somalia is attached as Annex 1..

2.4 The team

The team comprises six consultants in total. Arne Disch and Riselia Bezerra from Scanteam have focused on donor consultations and pooled funding mechanisms. Tasneem Mowjee of DI covered service delivery and the interim funds. She has also served as team leader. Mary Ann Brocklesby was brought in by OPM to provide input on poverty targeting and worked on developing mechanisms to finance community-driven development and increase access to basic services. Robert Stone of OPM has examined options for mechanisms involving funding from the Diaspora and the private sector. James Kormon is an independent consultant who carried out consultations within Somalia from 14-22 April.

3.0 Issues informing funding options

This section outlines the issues that have informed the funding options outlined in this report, for example, section 3.2 underpins options like the Diaspora and Challenge funds while section 3.3 outlines the team’s approach to poverty reduction within the framework of the RDF, which has led to the development of the District and Social Equity Funds. 

3.1 Donor funding

The annex to the Terms of Reference (attached as Annex 3) estimates that DAC donors, Global Funds, UN agencies and NGOs are currently responsible for USD271 million in aid to Somalia. This annex and the SACB reports on donor funding for 2004 and 2005 suggest that 50-70% of this assistance is humanitarian, leaving only USD80-135 million for development activities. The need for humanitarian aid is likely to continue for some time, but even if the extent of humanitarian need declines, this will not necessarily increase funding available for reconstruction and development, since humanitarian aid is provided through budget lines that are tied to this objective. 

The UN and World Bank estimate that approximately USD450 million a year is needed over 5 years to cover the RDF. Given the low amount of internal revenue raised by the Somali authorities (USD21 million in Somaliland and USD16 million in Puntland), there is a substantial shortfall in available funding
. Consultations with current donors did not provide any clear indication of the extent to which donors are willing to provide additional development assistance to Somalia. Despite its best efforts, the team was only able to obtain limited information from non-DAC donors regarding their levels of funding for Somalia and whether they would be interested in channelling funding through an MDTF. This was largely non-committal. For the potential to raise funds from the private sector, see the next section.

3.2 Private sector funding

Although the RDF and various documents mention remittances to Somalia of USD1 billion a year, it is important not to exaggerate the potential for funding from the Diaspora for reconstruction and development activities. This is because the sum represents the gross flows through the remittance companies. It includes money that goes to Somali communities in neighbouring countries (such as Kenya and Ethiopia) and counterpart transfers that are part of normal business transactions. UNDP estimates that the net flows to households in the territory of Somalia, as a contribution to gross national income, are between USD300-500 million per annum, and probably at the lower end of that range.
 This is probably reasonable because, while it is generally agreed that there are 1 million Somalis in the Diaspora, the key unit for estimating potential flows is the household, not the individual. UNDP estimates that there are about 5-6 people in the average Diaspora household. Assuming 5 per household means that there are only about 200,000 households in the Diaspora.

In Bangladesh, DFID is planning to support the raising of a Diaspora Bond of up to USD500 million, equivalent to 15% of annual (official) remittances of about USD3.5 billion. Even if net remittances to Somalia were USD500 million, a 15% target would imply a fund of only USD75 million, assuming that conditions were as favourable to such a fund in Somalia as they are thought to be in Bangladesh. In practice, given the high costs of raising and managing this type of fund, it is doubtful whether a fund of less than USD100 million would be feasible.

These figures underpin the assessment of a Diaspora Fund in section 5.1. Interviews with Somalis in Nairobi and within Somalia also revealed the following characteristics about remittances:

· People from particular parts of Somalia tend to emigrate to particular places so, for example, the Somali Diaspora in Cardiff hails almost exclusively from Somaliland. 

· The largest emigration has taken place from Northern parts of Somalia and from better-off clans. Therefore, remittances from the Diaspora are focused on these areas and groups.

· When the Diaspora provides support other than direct payments to a family or clan, this is focused on their village or community. They are highly unlikely to assist other communities or clans directly.

· There have been several examples when the Diaspora has raised funds for a social benefit such as a school or to provide aid in the aftermath of a natural disaster. These funds are always targeted at a specific community and channelled through trusted members of the clan, such as elders, or NGOs with a good reputation.

3.3
Poverty reduction in line with the RDF

Humanitarian assistance will continue to parts of Somalia in the medium term, particularly due to the recurrent natural disasters. However, the RDF signals that recovery and development interventions are also required and these call for a more poverty targeted approach, aimed at disadvantaged social groups and areas of greatest need. There is an assumption that the competencies and mechanisms for effective poverty reduction are already operational or can be scaled up relatively swiftly once implementation begins. However, the study did not find the evidence to support this: humanitarian interventions do not necessarily disaggregate within households or differentiate operationally between different social/vulnerable groups in terms of poverty/disadvantage levels
, nor do they explicitly develop policies and practice which address poverty differentials. Therefore, in reality, the databases, skills, programmatic structures and procedures are not institutionalised within the aid agencies expected to support RDF implementation. 

Components, such as pro-poor/gender budgeting, enabling policies, social protection strategies etc. are clearly a long way in the future for Somalia with, as yet, little on-the-ground experience to build on. Some NGOs (e.g. Horn Relief; Oxfam GB; AFREC – see Box 1) have begun to test out and refine community-based socially inclusive poverty targeting but this is still in its early stages. Somali NGOs also have not generally operationalised poverty targeting. This is because they have been modelled in the image of humanitarian international NGOs (INGOs) so their focus is mainly the provision of relief in the cycle of emergencies that has been afflicting Somalia
. 

As a result, when rolling out the RDF, it will take time to:

· Build capacities in pro-poor planning, implementation and poverty targeting ; 

· Identify best practice approaches that work and are cost effective in urban, peri-urban, rural and pastoralist settings and, 

· Embed and scale-up the approaches across sectors and within governance structures.  

To ensure that aid flows to the RDF support and strengthen the operational and policy shift from the humanitarian to the developmental “way of doing business”, the District and Social Equity Funds presented in this report are premised on three key elements.

1. Targeting Aid Flows.  It is acknowledged that there is a lack of absorptive capacity to deliver the RDF in full. The RDF is also clear that the continuing political uncertainties, particularly but not exclusively, in South-central Somalia make immediate implementation of many components within the three pillars problematic without first establishing basic peace and security. A targeted funding approach, which lays the foundation through building core capacities to deliver is, therefore, more likely to succeed in an uncertain and volatile political climate.  The targeting may be either phased: selecting key elements of the RDF for initial support or broad-based: cutting across all three pillars to deliver on agreed priorities.  

2. Promoting citizen-state engagement at all levels of governance (local, district, zonal and national) and investing in mechanisms and capacities for transparent, equitable governance across Somalia. As the RDF emphasises, it is important to respond flexibly to the different governance contexts in the three zones of South-Central Somalia, Puntland and Somaliland. 

3. Ensuring social inclusion of poor, marginalised and vulnerable groups especially women through targeted support. The RDF highlights the spatial disparities in existing coverage and support. Extant private sector and Diaspora support has been focused mainly on urban areas and the socially better off. Poorer, isolated, disadvantaged social groups and communities have limited access to basic services (due to both an inability to pay and distance from facilities) and resources which could support them in moving out of poverty. However existing aid flows are acknowledged to be too fragmented to address these gaps systematically. Equally, lack of voice within existing formal and informal governance structures is exacerbating exclusion from processes aimed at improving access. In response to these twinned barriers to access, targeting of aid flows will need to be considered on two fronts: supporting targeted initiatives to extend coverage to communities and social groups falling through the gaps of existing provision and, empowering marginalised and disadvantaged groups to participate actively in decision-making and resource allocation.  
3.4
Current provision of aid and services

Given the lack of available data on the geographical distribution of assistance and channels for current aid to Somalia, the team attempted to gather this information directly from UN agencies and NGOs but was only able to collect limited data. This, together with anecdotal evidence and information from in-country consultations (see Annex 1), shows that the provision of aid and services in Somalia has the following characteristics:

· A very high proportion of projects are actually implemented by Somali NGOs though funding flows through UN agencies and international NGOs because there are very few sources of direct funding for Somali organisations. This is particularly true in South-central Somalia, where there is a very limited international presence.

· Despite the claims of international NGOs that they have been building the capacity of Somali counterparts, there was a widespread feeling amongst Somalis that existing capacities are not recognised and local perspectives are not taken into consideration when designing and implementing projects (see Annex 1).

· While members of the international community cite the lack of security as the main obstacle to delivering services in Somalia, Somali organisations well-rooted in their communities are not as affected. Also, a UNDP survey demonstrates that Somali citizens feel secure in their own communities, though they may feel insecure crossing clan lines.

· A number of interviewees felt that the way in which international organisations (and many Somali NGOs) have provided assistance – with a perceived lack of transparency – has created resource conflicts in communities and increased insecurity. Humanitarian organisations are now developing a code of conduct to address the issue.

· Aid flows have been focused on the North, where security conditions are better. 

· Aid and private sector basic services have a “tarmac bias”, focusing on urban and peri-urban areas, rather than remote rural areas.

· Private sector services are aimed at urban areas and those who can afford to pay for services.

· As highlighted by the JNA, the private sector and religious organisations provide a considerable proportion of basic services in Somalia. However, the coverage of these services in unclear (to date, assessments have focused on need rather than service delivery mechanisms). For example, the RDF states that only 22% of Somali children are enrolled in school but UNICEF and other organisations estimate that 80% of children are attending Koranic schools. The effectiveness of this provision is also unclear. Therefore, the JNA has called for assessments of existing provision (such as the forthcoming World Bank assessment of health systems). This will avoid displacing existing services with subsidised external assistance. It has also suggested scaling up service provision mechanisms, rather than geographical coverage, once the efficacy of particular mechanisms has been determined.

3.5
Coordination

There are several coordination fora in Somalia, which can be categorised as: (i) joint Somali and international community mechanisms, and (ii) international mechanisms.

3.5.1
Joint Somali-International Coordination

The Coordination and Monitoring Committee (CMC) was formally established in February 2005 with the aim of facilitating, harmonising, coordinating and monitoring international support for the implementation of the Transitional Federal Charter of Somalia, and the effective functioning of the Transitional Federal Institutions (TFIs: the President, the Transitional Federal Government (TFG), and the Transitional Federal Parliament (TFP)). The CMC had two preparatory meetings shortly after its establishment but it has not convened since Autumn 2005, largely for political reasons. 

As shown in Figure 1 below, the CMC was supposed to have a policy and a programme tier. The JPC had a couple of initial meetings, where among other things the Joint Needs Assessment process and structure was agreed. The JPC was intended to provide policy oversight of the JNA and subsequently the Reconstruction Development Plan (which was later changed from a Plan to a Framework). But, since the CMC is not operational, the programme tier bodies have not met, and the JTCs were never constituted.
Figure 1: Coordination and Monitoring Committee Structure
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3.5.2
International Coordination Mechanisms

In 1993, the international community set up the Somalia Aid Coordination Body (SACB) as a broad-based forum of partners for Somalia's development. It had a Secretariat (see below) and some sector working groups, but was seen as increasingly inefficient. 

In 2005 it was replaced by a more tightly structured Coordination for International Support to Somalia (CISS). The CISS is co-chaired by the World Bank and the UN Resident Coordinator
, and consists of two representatives from the UN country team, one from the IASC, two from SDG, two from the NGO Consortium, two sector chairs (see below), and one from the secretariat. 

The CISS has a number of Sector Committees, which were largely taken over from the SACB. The Sector Committees are working at various levels of intensity and effectiveness. The Health Sector Committee is perhaps the most active since it has taken on the responsibility of managing Global Fund financing. It has, in turn established several theme-oriented Working Groups. The Health System Working Group, for example, has just been established, with its own Terms of Reference and participants. 

Due to the continuing need for humanitarian assistance and responding to a global request, OCHA created the Inter-Agency Standing Committee (IASC), comprising UN agencies, NGOs and the Red Cross Movement, in January 2006. In principle, this meets on a monthly basis. To streamline its operational work, the IASC has eight thematic Clusters (health; nutrition; water and sanitation; food; education; agriculture and livelihood; protections; and logistics), chaired by various UN agencies. 
Since the IASC Clusters and the CISS Sector Committees cover many of the same technical fields, and also because there is the hope that humanitarian needs may be decreasing, a policy decision to merge the CISS Sector Committees and the IASC Clusters has been taken. Some of these merged committees, referred to as Coordination Committees, are now formally established, though in practice there is still some way to go before they function as fully integrated bodies. The SSS has prepared general guidelines for them, to ensure some cross-sector harmonised procedures and operational focus.

Bilateral and multilateral donors based in Nairobi have formed the Somalia Donor Group (SDG), to focus on issues of concern to funders. It has ad hoc working groups to address particular issues. One of these is the Financing Options Working Group, chaired by DFID, which is the body that contracted this study.

The international community (excluding NGOs) has also lately set up the International Contact Group, to try to push the political process inside Somalia towards some negotiated peace and reconciliation. Although the US has not participated very much in other donor bodies, it is taking a lead here, along with key donors and Somalia's neighbouring states
. 

International and Somali NGOs have established the NGO Consortium in Nairobi to address issues relating to activity implementation on the ground, and to provide a link to the international funding community. 

The Somalia Support Secretariat (SSS) was established
 to service the SACB and subsequently the CISS. It was to support the CMC, but so far this part of its work has been minimal. It also supports the SDG, and to some extent the NGO Consortium. While the SSS is in principle a general secretariat, it also has the mandate to provide technical assistance to the Committees, and has begun housing technical expertise to for the sector committees. The first such expert has been in place for the Health Sector Committee for almost one year, but other sector specialists are now being recruited.

While the sheer number of coordination committees is straining limited human resources, current sector/committee structures are also not aligned with the RDF pillars. However, this has been planned and the re-alignment should take place as the RDF is finalised.

3.5.3
Coordination and Somali Voice and Participation

All the active coordination bodies described above are not only internationally driven and managed, but also based in Nairobi. Hence, the voice and contribution of Somali stakeholders – both authorities and civil society representatives – is quite weak (NGO consortium) or absent. The SSS mandate included the establishment of offices and coordination structures in the field, in Somaliland and Puntland in particular. Some coordination exists but is not structured and has no support services.

Somali NGOs, in particular, have been marginalised from existing co-ordination mechanisms since the latter are based in Nairobi. Consultation processes are neither regular nor systematic, and the NGOs largely perceive them as tokenism. Their frustrations relate to the undervaluing of their existing and potential role in policy development and generating experiences and models for future aid delivery, since they are usually simply sub-contracted to deliver specified services. While most aid flows through the UN and INGOS
, because of security issues, a significant proportion of service delivery is done by Somali NGOs. As such, there is a yawning gap between what is being achieved on the ground – particularly in South-Central Somalia – by local NGOs and their involvement in planning, decision-making and resource allocation. Where they do have representation (e.g. the HRF board), it is seen as limited, with Somali NGOs not being accorded the same status as international agencies.

As the situation in Somalia stabilises, policy dialogue and decision making on resource allocation clearly need to move increasingly onto Somali soil. The UN, the EC and international NGOs already have a presence on the ground, particularly in Somaliland and Puntland. This provides a base from which secretariat services such as the SSS can become operational in these areas. It also means that the pre-conditions for joint structures, as foreseen with the JPC and JTCs, can be established
. Original plans considered for the CISS Coordination Committees to provide the international side of the JTCs (as well as of regional coordination in the field with Puntland and Somaliland), and for the CISS itself to be replaced over time or become a part of the JPC. However, the various joint coordination bodies will need to find practical solutions to the problem of the fragmentation of the national polity and, in particular, the existence of different authorities in Somaliland, Puntland, and South-central Somalia. 

4.0 Mechanisms for Channelling Development Assistance

This section looks at a range of mechanisms for channelling official development assistance (ODA) to Somalia. The first two, direct bilateral funding and sector-level pooled funds, are existing mechanisms while the other two, pooled funds for community-driven or community-level activities and pooled funding for national programming, are potential options that would address existing gaps. Thus, the majority of the mechanisms considered here are for pooled funding. 

Pooled funds can be set up in various ways: 

· Jointly managed by the contributing donors, or by one donor on behalf of others (delegated management); 

· Formally set up as a Multi-Donor Trust Fund (MDTF) with legal agreements between donors and the Administrator of the fund.

Pooled funds can take various forms and be: 

· All-encompassing in terms of objectives, or more narrowly focused on only some concerns;

· Developed in phases, due to the particular circumstances of the given situation (discussed below); 

· Administered by different institutions. In Iraq, the donor community set up two MDTFs, one administered by the UN and the other by the World Bank, in order to take advantage of the two organisations' comparative advantages as MDTF administrators. 

4.1 Bilateral Project Funding

Currently, donors generally fund projects in Somalia bilaterally. Project proposals are submitted to donor agencies by eligible implementers, such as UN agencies and NGOs. Donors can also identify activities, organisations or sectors that they wish to support in the UN’s Consolidated Appeal Process (CAP), earmarking down to project level if they like. The CAP is a detailed planning exercise undertaken each year, with a revision once during the year, so that donors receive two CAP documents a year.

The EU is presently the single largest donor to Somalia. It provides around EUR 50 million per year, of which about one third is channelled through the UN and the remainder largely through NGOs, though the UN share is increasing. Other donors are also channelling most of their funds through these two sets of actors. Some of this is through structured programmes like the CAP or longer-term framework agreements with larger international NGOs. But much funding is also going either to stand-alone projects, or using international NGOs as funding channels to local CBOs and the activities they are implementing locally.

The advantage of direct funding is that donors are able to control their funding and to select particular channels or types of activities. However, bilateral funding poses several challenges for donors:

· Based in Nairobi, most donors have very limited capacity to monitor activities in Somalia. Due to the highly insecure environment, the cost of information is high: it is expensive, and sometimes impossible, to carry out independent appraisals, monitoring, and financial and performance audits. This means that the donors face a daunting challenge if they wish to ensure the quality of the activities they are funding.

· In the absence of a functioning administration, there is a plethora of external and local actors playing various roles in the provision of humanitarian and reconstruction activities in Somalia
. Somali NGOs or private households or small firms, rather than the public sector, provide many of the activities that donors like to fund – basic social services and local livelihoods. Since the wide range of providers have limited planning capacity, there is potentially a lack of consistency in activities and it is difficult to ensure that funded activities are complementing existing services, fillings gaps in coverage adequately and contributing systematically to reconstruction.

· Sector Committees have, in part, been set up to strengthen the coordination and quality assurance aspects of donor funding but there are limits to what can be achieved since the committees are also based in Nairobi.

Due to these obvious and costly challenges, the donor community is seeking to reduce its dependence on discrete project funding, in part by encouraging the national authorities to take on a greater role in planning and managing public goods provisions, but also by moving funding to joint or pooled mechanisms, if and when such mechanisms become operational and credible.

4.2
Sector-level Pooled Funds
In many countries, the existence of sector working groups have led donors to also pool their funds. This is particularly true when government-led sector groups are able to come together around SWAps (sector wide approaches), or what are termed, increasingly, Programme Based Approaches (PBA)
. Thus, pooled funds are made available to finance the agreed-upon objectives and key activities contained in the PBA. These funds can be administered in a number of different ways, depending partly on the focus of the PBA. This section outlines some sector-level models that already exist in Somalia as well as the Common Fund (CF), which is being piloted in Sudan and the Democratic Republic of Congo (DRC).

4.2.1
The Health Sector 

The Global Fund to combat Aids, Malaria and Tuberculosis and other global health funds are, in effect, pooled health funds, though the pooling takes place at the global level. These pooled funds are then made available at the national level to address the objectives for which the fund was established. In the case of Somalia, the CISS Health Sector Committee has been charged with managing global health funds (though the money itself has been channelled through UNICEF). This has been one of the "drivers" behind this sector committee taking on a number of quality assurance tasks. The latest is the establishment of a sub-group on health systems, through which donors wish to adopt a more strategic approach to funding health interventions that are to contribute to longer-term capacity in Somali health institutions. 

As noted earlier, there is a health sector specialist supporting the Health Sector Committee, who has his offices in the SSS. This added capacity has enabled the Committee to take on both the management responsibilities for the global health funds and to extend its activities into other technical and quality assurance aspects regarding support to health interventions. This means that in the health sector, there is a platform for providing guidance to donors who are channelling funds into the sector. The Committee has already been given a role in an upcoming EU health project, and this role could clearly be expanded to become more general. It would presumably entail more permanent capacity – today it is Italy that is managing the sector, and both Italy and the other donors active in the committee are dedicating considerable time to this. In order to take on this responsibility on a more permanent basis, the technical support via the SSS might have to be scaled up. 

The health sector experience shows that this model has certain advantages:

· It is an existing model for sector committees to take on a coordination and quality assurance/technical control function, till there are credible Somali institutions able and willing to assume these tasks – alone or in collaboration with the donors. 

· It is feasible to replicate it in those sectors where the donors are heavily engaged and thus have a keen direct interest in ensuring better coherence and quality in what is being funded. 

However, it also has the following limitations:

· It will require a considerable increase in technical capacities, including more permanent technical advisory services, probably in the SSS. 

· The pooling mechanism, because it is donor-driven and managed, risks building up a "parallel" management structure for the sector which is both outside Somalia and outside the public sector. This is neither sustainable nor desirable in the medium term and may undermine what little planning and management capacity there is in the sector inside Somalia. On the other hand, if there is a clear exit and hand-over strategy in place from the beginning, that ensures that Somali capacities are built as quickly as possible and responsibilities handed over, this approach could be used to support public sector capacities at sector level in Somaliland at least. 

4.2.2 Governance Fund

UNDP currently has an embryonic pooled funding mechanism for the governance sector whereby it tries to get several donors to fund a given activity
. This is both to increase the range of contributors and to manage funding risk better. UNDP has a portfolio of activities in the sector that some donors are beginning to fund through more structured agreements (e.g., DFID has entered into a framework agreement), though each project is still analysed and negotiated on its own terms. More donors are expected to come on board using these kinds of broad-based funding agreements.

While this mechanism represents donor support for the Paris Agenda in principle, UNDP feels that governance sector funding could be structured better to overcome the following difficulties: 

· Funds are tied to specific projects 

· Donors have a tendency to micro-manage so that UNDP staff have to address two or three specific requests from individual donors every day. 

· There is little harmonisation and acceptance of standardised and joint reporting. 

· UNDP has to negotiate with different Somali authorities, so it spends considerable time preparing and negotiating the various projects.

· There is a potential conflict of interest because UNDP is not only the manager of the joint funds, but also the implementer. This is one of the reasons for close monitoring by donors. 

Thus, while the governance sector provides another pooling "model", it is quite different from the health sector, because the same agency is the fund manager, the implementer and responsible for overall quality management in the sector.
4.2.3
Common Fund (CF)

The Common Fund (CF) is a humanitarian fund established to fund key priorities in the CAP. The aim is to support a more strategic humanitarian response by enabling the Humanitarian Coordinator (HC) to direct funds to priorities identified in-country, rather than picked in donor capitals. Pilot funds were established in January 2006 in Sudan and the DRC to test the mechanism. The funds are financially administered by UNDP, using the Administrative Agent procedure used for MDTFs. OCHA plays a role in coordination and tracking funding so, for example, there is a small unit to oversee the fund in OCHA DRC.

An evaluation of the funds in late 2006 found that the funds have had a number of beneficial impacts (see Stoddard et al (2006)):

· increased the proportion of aid flows to activities within a strategic planning framework;

· contributed to increases in aid volumes for the countries;

· enabled funding to be directed to under-funded geographical areas or sectors.

However, the evaluation also identified several areas which require improvement, such as:

· the timeliness and predictability of funding from donors; 

· the shift of transaction costs from donors to field-level actors;

· transparency of fund allocation and information on fund administration;

· funding to NGOs.

On the issue of NGO funding, there were two main concerns. One was that funding was channelled almost overwhelmingly to UN agencies, potentially because they play an important role in deciding on funding priorities (particularly in the DRC). This has reduced the availability of direct funding for NGOs (they have had to access funds as UN agency sub-contractors). The other concern relates to UNDP’s administration. As an Administrative Agent, UNDP can simply pass funds to UN agencies, without additional reporting requirements, since the UN agencies have standard reporting formats agreed by donors. However, it cannot do this for non-UN agencies. Therefore, it used its standard NGO application and reporting procedures, even though these were inappropriate for humanitarian programmes. Although UNDP has attempted to change its internal legal requirements to make it easier to fund NGOs using the same ‘pass-through’ mechanism as for UN agencies, serious obstacles remain. UNDP has devised one way round the problem, which is to transfer funds from UNDP as Administrative Agent to UNDP the agency, which can then fund NGOs through a lighter contract. However, in terms of oversight and reporting requirements, the playing field is still far from level, Also, UNDP has to charge a higher administrative fee when using this process (5% instead of its 1% Administrative Agent fee).

4.2.4
Humanitarian Response Fund (HRF)

As its name implies, the Humanitarian Response Fund (HRF) is a pooled fund specifically for humanitarian activities though it differs from the CF because it funds responses to emergencies that could not have been foreseen in the CAP
. While similar funds have existed in other countries since 1997, the Somalia HRF was established in 2004, in response to the drought in Sool-Sanaag. It is under the control of the Humanitarian Coordinator (HC) and managed by OCHA on his behalf. Between 2004 and 2006, the Somalia HRF had channelled approximately $8 million. OCHA provides six-monthly financial reports to donors on the projects funded.

The HRF largely funds NGOs, though it can fund UN agencies as well. Until mid-2006, the HRF had not funded Somali NGOs but it has started to provide small grants
. Since the HRF is administered according to the financial rules and regulations of the UN Secretariat, Somali NGOs must comply with these, like other HRF recipients. This includes providing an audited financial report at the end of the project, which is paid for by OCHA. If Somali NGOs have difficulties with form-filling, reporting etc., OCHA can provide support. However, OCHA main concern about funding Somali NGOs was their implementation capacity. It has addressed this problem by checking the performance of applicants with international NGOs and UN agencies. OCHA also monitors HRF-funded projects through its eight offices throughout Somalia.

The HRF has an advisory committee comprising the main UN agencies, two international NGOs and one Somali NGO. It is this committee that vets project proposals and recommends them for funding or requires revisions. Proposals are sent to committee members electronically to speed up funding decisions. The final funding decision rests with the HC. Since OCHA is not an operational agency and is not involved in funding decisions, it is purely a fund administrator. 

The HRF’s strengths are that it is a well-established pooled fund administered according to strict financial rules with input from various stakeholders and with a clear separation between the roles of administrator and implementer. There is also a precedent for financing post-conflict reconstruction through the HRF in Indonesia. Therefore, during presentations in Nairobi and Brussels, the team suggested that it could be used for similar activities in Somalia. However, donors made it very clear that they would not be comfortable about extending the HRF’s remit. UN agencies were also concerned about OCHA exceeding its humanitarian mandate.

4.3 District or Community-level Pooled Funds

As noted in section 3.4, local organisations or private firms provide most basic services in Somalia. Private firms are more active in urban areas where there is a greater capacity and willingness to pay, largely because cash transfers from the Diaspora go primarily – though not exclusively – to urban-based households. However, poverty is concentrated in rural areas, so the challenge is to get funding to actors that are able and interested in working there, and can deliver value-for-money. In other countries, donors have used community-level funds for this purpose. 

This section draws on these experiences to outline three types of funds that could be used to realise the RDF’s intention to empower and support community-driven development. The first is to support and build capacities of public administration at the district level while the other two funds are aimed at communities and given the umbrella term Social Equity Funds (SEFs) here. The first of the SEFs is a Community Social Fund to enable communities to address their own reconstruction or service delivery priorities and the other is a Social Access Fund to support targeting and social protection. 

4.3.1 District Fund

The Charter and the RDF emphasise a more decentralised public administration, and working in partnership with the private sector. While the public sector should take advantage of, build on and further support existing service delivery capacity – from the private and non-profit sectors – the state still needs to put in place its own policy, regulatory and oversight functions, in addition to any direct delivery for which it is responsible. There is thus a need to strengthen the districts because the RDF is meant to be delivered, and should be coordinated, at district level.

One of UNDP’s governance projects is a capacity development programme for district-level government. This project is being implemented in collaboration with other UN agencies, such as UNICEF. It is designed to provide basic skills - and some resources - for key infrastructure that will allow the district administration to function. But the project does not have funds for actual recovery and development programmes. The best form of skills development is that of practice – "learning by doing". Past experience shows that, without such funds to put the acquired skills and formal district administrative structure into practice, both will remain theoretical and may quickly deteriorate. Therefore, to build the capacity of the district administration and ensure that it delivers added value to the population, it must have real resources to allocate and manage.

The creation of a District Fund would fill this gap. This can be structured in a number of different ways, but, at its core, it is usually based on the notion of "entitlement": each district is entitled to receive a certain amount of money. It is then responsible for allocating this and monitoring the performance of the implementing organisation.

One issue is whether all districts that have a formal administration in place should automatically be given a first small grant, or if there are certain criteria that need to be met before the first disbursement takes place (such as a minimum accounting capacity, the existence of deliberative bodies to decide on resource allocations, oversight capacity and adherence to audit principles, a minimum level of social inclusion etc). A case can be argued for both options. If the administration does not receive any funds, it is often difficult to build the necessary capacities to qualify for them. On the other hand, without a minimum fiduciary capacity and clear rules of accountability, simply disbursing some funds may send the wrong signals about public fund management and the standards which the government is seeking to establish. Since a UN capacity development project is already in place, it would be logical to ensure that disbursements from the District Fund are linked to technical assistance through UNDP’s project and the implicit monitoring and quality assurance that this project can provide. 

The District Fund would therefore aim to: 

· Build the capacities and systems for equitable and accountable management of public funds at district level;

· Encourage community based public/private sector partnerships to strengthen basic services;

· Set standards for the social inclusion of marginalised and vulnerable groups, such as women, IDPs and minority groups, in local governance structures and processes.

The District Fund will be disbursed at district level and would be open to partnerships wanting to implement small-scale infrastructure/rehabilitation schemes in their area or to test out different ways of delivering services to hard-to-reach communities. The Fund should be designed to take active advantage of different service delivery options such as the private sector, Islamic charities and NGOs. 

Appraisal of projects and disbursal of funds could be through a District Committee with district officials from health, education, and finance, representatives from private sector service providers, CSOs and community representatives. 

4.3.2 Community Social Fund (CSF)

The World Bank social fund (presently being piloted), UNDP’s community development programme and Oxfam UK’s planned community fund, are all based on the idea of giving communities small grants for micro-infrastructure and other community projects. The aim of these mechanisms is to empower communities to manage their own development. The Community Social Fund (CSF) is meant as a general funding mechanism that can build on the experiences above and provide lump sum grant payments targeted at remote rural communities and marginalised urban and peri-urban settlements that have little or no private sector services or aid flows coming to them. 

The CSF will help communities demonstrate that they can prioritise, implement and disburse funds for the benefit of all their members. It will complement existing funds by a) widening the geographical area covered for direct funding to communities and b) offering other donors a pooled funding mechanism for channelling funds to communities. It should also strengthen co-ordination because it is linked administratively to the District Fund and aid synergies between community-based funding and capacity building for local governance.

The CSF would not proscribe how grants should be spent: communities would determine priorities for themselves and request support. This will allow for flexibility and encourage greater ownership by participating communities. However, there should be some guidelines to ensure that benefits are distributed equitably or in favour of the more resource-poor. 

Lessons learned from the three existing pilots will be critical for the design of a possible CSF, particularly for establishing a cost-efficient management structure, reasonable parameters, and effective monitoring and quality-assurance procedures. The donor community and Somali authorities also need to resolve other issues during the design phase: 

· Will the grant be the same for all communities, or based on size of community population, or modified by concerns such as whether the community contains a large number of very poor or marginalized?

· Should the CSF provide just one grant to each community or should it have the option for further funding? State support and transfers for community development is, in most cases, many years away. One-off small-scale funds may have little if any impact, and if the community is genuinely poor, it will have few if any alternative ways of mobilizing further resources. One possibility is for communities to be eligible for District Fund financing over time. But this requires that the District Fund scheme is established and well functioning. Districts with many poor communities are likely to be the ones with the weakest administrations at first. Thus, they may need considerably more time before they can take on the management of such small-scale grants schemes. 

4.3.3
Social Access Fund

A Social Access Fund (SAF) is a small-scale fund used to address equity of access to basic services. It is often used for innovation and piloting of social transfer programmes targeted at disadvantaged and marginalised social groups within and across communities in rural, peri-urban and urban areas. Providing funds in this way has two broad aims:

· To encourage risk-taking and testing of a range of social transfer options and, in doing so, establish best practice models for social transfers in the Somali context, and 

· To contribute to an evidence-based and contextualised social protection strategy for Somalia through lesson-learning and knowledge transfer.


As noted in section 3.3, assistance to Somalia has been largely humanitarian and, therefore, not disaggregated to target the poor and marginalised. The SAF would thus address a critical gap by supporting "good practice" targeting of vulnerable and marginalised groups and begin to develop a social safety net. The fund should also provide grants for feasibility studies and programmes piloting conditional cash transfers, voucher schemes, fee waivers and exemptions, and other models (outlined in Box 3).

Lessons from other social transfer initiatives in developing countries, such as Progresa in Mexico and Cash for Education in Bangladesh, strongly suggest that schemes need to be developed slowly, tested widely, and evaluated, before being scaled up. The SAF would, therefore, build on existing cash transfers initiatives and the participatory community based targeting piloted through the Cash Consortium (see Box 2), and support replication to other districts within Somalia when that is found relevant. Financing impact evaluation, lesson learning, and dissemination will also be key to the fund’s success. The specific criteria and parameters for the fund will need to be determined in phase two in consultation with service providers, donors and community organisations.

SAFs should be coordinated at the district level, and preferably by district administrations. As these administrations become established, they would need to set up some form of social protection sub-committee. This could be made up of officials working in the health, education and finance sectors; representatives from the District fund, and from service providers, whether in the private or non-profit sectors, that work with socially marginalised communities and groups. In areas where the district administration is not yet functioning satisfactorily, other coordination mechanisms will have to be found, perhaps building directly on service providers, or some intermediary agency like the larger NGOs that are active in these marginalised areas.

This approach has several strengths:

· It establishes a technical and programmatic link between humanitarian and development support by establishing a mechanism that can be used in times of crisis as well as during recovery and reconstruction;

· It supports poverty-targeting procedures that are flexible and responsive to local conditions and support greater effectiveness in reaching poor and marginalised people;

· It involves targeting and delivery of social transfers in areas of limited infrastructure (shown to be possible by the pilots);

· Lessons from Somalia, Somaliland and elsewhere strongly suggest that linking social protection to community-based targeting decreases the possibility of mis-targeting or capture of benefits by the better off;

· The empowering aspect of social transfers cannot be over-emphasised – hitherto excluded groups of people have the opportunity to plan, prioritise and control resource allocation to their households in ways which bring them into mainstream local governance processes.

However there are also limitations:

· Initial start-up is time and resource-intensive in training, capacity building and piloting;

· It can exacerbate conflict between areas – particularly in south-central – without careful planning and disbursement of transfers. Security costs will need to be factored into overall costs of the scheme;

· Existing capacities for planning, managing and co-ordinating social protection schemes are non-existent within existing government structures and at low levels elsewhere. Current pilot schemes have been driven by a small number of CSOs although numbers of participating organisations are increasing all the time. In order to ensure that social protection does not by default become externally driven (either by donors or CSOs), capacity building needs to include government officials (where in place) right from the beginning. 


4.4 Pooled Funds for National Programming

The pooling mechanisms reviewed above – for community-driven activities or thematic areas like governance – can build capacities and systems at the district/community level or in the sector that is supported. However, in post-conflict situations, it is also key to help national authorities establish overarching public administration and public finance management systems. This is because, while district or community driven funds can be effective at attaining their direct objectives because the intended beneficiaries have greater control over them, the new capacities that are created risk being dysfunctional unless there are clear national guidelines or systems in place to which the lower-level capacity building can link. To support the development of systemic and institutional capacities, funds need to be made available for programming at national level, to ensure coherence, consistency and coverage of longer-term development, particularly of the state. This is done with the expectation that, over time, such funding may be transformed into direct budget support.

4.4.1
Bilaterally Managed Pooled Funds

A pooled fund for national programmes can be managed by one donor, using its own administrative rules and procedures, on behalf of other donors. For example, in Malawi, Sweden has handed over its financial support for the country to Norway to manage through its procedures and capacities (delegated management). Sweden participates in programming and any quality assurance activities that it wishes but, otherwise, relies on the activity cycle management tools, reporting, etc that Norway uses. This provides major economies of scale, since the marginal costs to Norway of managing the additional funds from Sweden are low. The intention is that Norway and Sweden will replicate this model in other countries, though roles may be reversed.

In Somalia, the EU is managing some Italian project funds (until recently, the procedural rules for such EU management of member country funds did not make it clear if this was either desirable or even permitted. However, recent changes to EU regulations make this an added service that the EU can offer its member states). 

The Italian role in the health sector could lead to Italy taking on a management role for funding to this sector – probably based on some sharing of administration costs. The existing notion of "lead donor" could thus evolve into a management role.

Despite these examples, bilateral donor management of pooled funds is problematic. Fiduciary responsibility is one of the main difficulties. The managing donor uses its own rules and procedures and these are never fully compatible with those of other donors. This creates an accountability problem in case of fund mismanagement, particularly if the procedures of one or other contributing donors could have better prevented or uncovered the mismanagement. 

However, in the Somalia context, where donors have very different management capacities on the ground, this may be an acceptable option. Accountability concerns can be minimised through "due diligence" procedures, whereby contributing donors can verify that the pool manager’s systems are rigorous enough for their internal audit procedures or identify amendments or special considerations that need to be put in place.

4.4.2 Multi-Donor Trust Funds

National level pooled funds can also be managed through a formal arrangement whereby a multilateral body, like a UN agency or the World Bank, takes on management responsibilities. This is attractive to donors because: 

(i) 
they sit on the boards of these institutions and thus both know, and are partly responsible for, their administrative and fiduciary standards and procedures, and 

(ii) 
donors already provide funding for and through these institutions in many different circumstances. 

MDTFs are being used increasingly in post-conflict situations with weak to non-existent capacities in the public sector and a weak civil society. The Somalia donor community has expressed an interest in an MDTF as a funding vehicle for the JNA/RDF. This is based on their expectations that an MDTF:

· Can function as a consensus-building mechanism for the international community and Somali partners

· Build an united political voice in the international community on key issues

· Advance the political/reconciliation process in Somalia

· Improve aid coordination and prioritisation

· Provide voice and accountability for Somali authorities

· Improve transparency and trust in aid delivery to Somalia

· Leverage additional funding and resources for reconstruction in Somalia 

· Offer quality information in an information-poor environment

· Decrease the administrative demand on donors, especially smaller donors

· Reduce transaction costs for aid delivery

· Enable them to conform with the Paris Declaration.

But an MDTF may also pose the following challenges that need to be considered:

· The harmonisation of procedures means that, if disbursement is dependent on external factors like security or benchmarking of reconciliation, it may be slowed down considerably.

· If Somali decision making is critical to releasing of funds (key design challenge), changes or disagreements on the Somali political side are likely to affect disbursement rates;

· Harmonisation may lead to less innovation since project and funding approvals may, to some extent, be "rules driven". In the context of Somalia, where piloting and testing of alternatives should remain important, this needs to be mitigated by building in innovation and monitoring/learning mechanisms that will disseminate "good practice" but also remain risk-taking. This is hence another design challenge; 

· Donors that make a political commitment to Somalia need to ensure that adequate resources are available so that the joint programming is credible. Somali authorities on the other hand will have to deliver on their commitments, some of which are still to be clarified; 

· Donors, national authorities, and administrators need to be aware of the high investment cost up-front to get MDTF/s in place. Lessons learned from past experiences show that sizable resources, especially the right mix of experienced human resources, are key for the establishment of MDTFs and to create an enabling environment for the mechanism to function well, notably in post-conflict situations where capacities on the ground are weak or non-existent. 
MDTF size

In most countries, only a small proportion of ODA has flowed through MDTFs (e.g. Afghanistan, Sudan, Iraq). However, in Somalia, a considerably higher share of ODA funds is likely to be channelled through an MDTF, for several reasons:

· The current and expected future volume of aid to Somalia will presumably remain fairly low, and for most donors it does not make sense to split this across many different instruments;

· An MDTF with a low funding volume would neither achieve the consensus-building function many donors expect of the mechanism nor attract a potential administrator, or joint-administrator such as the World Bank.

· The percentage will be influenced by the fact that, at least to begin with, there will not be many large-scale infrastructure projects, which tend to be funded outside MDTFs; 

· New and small donors are in favour of a joint mechanism like the MDTF because it is difficult to administer and monitor direct bilateral funding in Somalia. 

· An MDTF has the potential to deliver on many of the stakeholders’ expectations:

· It is a highly visible instrument that can help move the political and development agendas from emergency to reconstruction; 

· It can provide a forum for continued dialogue and joint decision-making among actors committed to a process of reconciliation;

· It is a flexible funding mechanism that enables donors to respond to changes in the funding environment: it can move from having explicit disbursement criteria to providing unconditional support; it can move from project to budget support, and from off-budget to on-budget funding; and change procedures so that new implementing bodies can be given access to funding, etc. .

· It is a means to share risks amongst donors, and between donors and national authorities:

· It increases accountability and builds trust;

· It improves coordination and prioritisation;

· It reduces administrative costs for donors and demand on donor resources;

· It can include a variety of stakeholders in coordination and implementation.

While the share of donor resources that will be channelled through a future MDTF may be fairly high, the absolute level of funding is most likely to be limited. As noted in section 3.1, there may be USD 80-135 million available for development financing today. Most current donors believed that it is unlikely that their funding will change dramatically. While there will be some new donors coming in, their contributions are also considered to be limited in terms of funding through the MDTF. If an optimistic assumption about the higher level of USD 135 plus a ten percent increase is available, and that half of this will be channelled through the MDTF, it will disburse about USD 75 million a year. 

Non-traditional donors

A limited number of donor countries, typically those DAC donors that have a history of providing pooled financing, fund most MDTFs. There has been only limited funding from new donor partners for post-conflict MDTFs. Arab states have contributed to MDTFs in Afghanistan, Iraq, and Sudan. Other countries such as Portugal, India, Turkey and Iran have also participated in MDTFs, but usually with limited amounts and for specific reasons: Portugal in Timor-Leste, India to its neighbour Afghanistan, Islamic countries when a fellow Islamic society needs assistance. In general, these donors tend to provide their assistance directly through favoured channels.

The team was able to get only limited information from possible non-traditional donors to a Somalia MDTF. This indicates that an MDTF may be an interesting option once it has established a positive track record. But, at first, the donors are likely to fund specific projects, through UN agencies for example, where they can better track how their financing is being used. Therefore, a Somalia MDTF should not count on major contributions from non-traditional donors in its early stages. If, however, it proves to be a success, it may be able to mobilise additional resources from a wider pool of funders over time. To encourage this, the MDTF should be as inclusive as possible and interested parties, even if they are not yet providing funding, should be able to participate in key activities and exchange funding information, as is the case with the MDTF in Indonesia. 

Associated costs

In Somalia, both the start-up and running costs of an MDTF will be considerable. Firstly, administrative structures will need to be established within Somalia, both because this is the only way to ensure that Somali voices can begin to be heard, and because the administration of programmes and projects will be more efficient and effective if decision making is moved closer to the field. This will entail one-off costs of establishing functioning secretariat facilities. On the other hand, one of the advantages of an MDTF is that a joint secretariat can be set up (at least in Somaliland and Puntland), even if most donor offices remain based in Nairobi.

Given the political realities on the ground, the MDTF will have to consider Somalia as consisting of three zones, each with its own authority. This adds another cost dimension because the MDTF secretariat, negotiations, planning etc has to cover three different situations. It is not clear how many functions can be rationalized through having similar tasks replicated using the same instruments across the three zones, but there would be a need for three secretariat offices, with a fair amount of duplication as a consequence.

Furthermore, public administration and civil society in Somalia is weak, and thus much of the planning, implementation and quality assurance costs fall on the donor community. Donors have funded this by paying INGOs and UN agencies for project preparation and monitoring. Since most of these actors still have their management and logistical base in Nairobi, the overall costs are high. If the MDTF secretariat moves to Somalia, hopefully, implementing partners will also transfer at least some of their functions inside Somalia – but the costs of getting people and supplies into Somalia and operating in an infrastructure-poor environment will remain high.

As noted earlier, a weak or absent public sector is characteristic of countries where MDTFs have been established. In the West Bank/Gaza, the World Bank helped establish a Project Management Unit, PECDAR, to plan and run MDTF operations. PECDAR was established not only for efficiency reason, but also to enable Palestinians to direct participate in MDTF operations. In Afghanistan, a strong and dynamic Minister of Finance ensured that the public sector got involved and provided the minimum of public administration management necessary for the government to play its role. Even then, the World Bank only got the ARTF disbursing quickly by scaling up funding to existing projects prepared by the World Bank and KfW. In both countries, there was also a well-established civil society with skilled staff and experience of managing large budgets that had been providing services that contributed to building up capacities in-country for delivery on the ground.  

In Iraq, the MDTFs were originally set up in Baghdad, but due to the deteriorating security situation the administrations were moved to Amman. This has increased some of the direct administrative costs, but has in particular forced the MDTFs to rely more on local staff to carry out supervision and other quality assurance tasks. Despite this the MDTFs seem to be able to implement activities on the ground and ensure disbursements, though actual results and impacts are still unclear. In the case of South Sudan, the lack of a functioning public administration and access difficulties for NGOs meant that disbursements have been extremely slow. 

If an MDTF is the preferred option in Somalia, previous experiences can assist to minimize start-up and running costs, taking into consideration the specificities of the country. But it is worth noting that donors and especially the World Bank as the administrator of most post-conflict MDTFs have underestimated start-up costs. This particularly applies to the costs associated with staffing MDTF Secretariats at the appropriate time and with the right mix of skills and levels of experience. One major cost has been time needed by the administrator to sort out all the legal issues, prior to and during, MDTF establishment.

The most cost-efficient way of disbursing MDTF financing is budget support. This is not a realistic option for Somalia due to the weakness of administrative structures. The MDTF is therefore going to have to disburse to discrete projects and possibly some lump-sum transfers to district administrations through a District Fund. The closest comparator to this situation is perhaps the Multi-country Demobilization and Reintegration Program (MDRP) covering seven Central African states (www.mdrp.org). While the MDRP consists of seven national programmes, there has been a fair amount of standardization and across-country learning (like there most likely would be with an MDTF that covers three zones in Somalia). But despite the fact that the seven countries all have functioning governments (though admittedly to different degrees), the MDRP has had to step in with considerable technical assistance to make the different programmes work. The multi-donor fund for the MDRP has provided about USD 240 million with IDA adding USD 190 million. The typical annual disbursement when all programmes were up and running is around USD 80-85 million – somewhat higher than a Somalia MDTF can expect. 

Both the UN and the Bank have an MDTF overhead fee policy that tries to keep the costs to 2% but the overhead cost of the MDRP is now close to 7%. The Somalia MDTF will probably be more expensive to run than the MDRP, because the programme is likely to be more complex. While there are only three zones in Somalia versus the seven countries in the MDRP, the MDRP national programmes are a fairly focused set of "deliverables" in a highly structured context. A Somalia MDTF will most likely be most structured in Somaliland and have to be a lot more flexible and perhaps even ad hoc in South-Central, since the situation on the ground remains volatile. 

4.4.3
MDTF design considerations

The main consideration with MDTFs is to ensure that they are as efficient in their disbursements as possible. The problems with disbursements of the MDTF in Sudan led the World Bank and the UN in Nairobi to propose a design based on the experience in Iraq. This comprises two funds, one administered by the UNDP and the other by the World Bank. The MDTFs together would cover the priorities set in the RDF, with the division of labour between the two funds based on the comparative advantages of the administrators. This model was presented to the international community in September 2006. This proposal was considered by the team when developing the options for MDTF structures presented below.

The concept has been further refined with a proposal that the two funds have a joint account. Funding for the two funds from this single account would be decided by the joint MDTF governance body. Allocations between the two funds would then be driven by identified needs and actual disbursement rates, to ensure maximum flexibility in disbursement. However, this single account model may be difficult to implement because it is not clear that one administrator could take fiduciary responsibility for the single account without being able to exercise financial control over funds allocated by the other administrator. 

Most informants were not immediately concerned about whether there should be one or two MDTFs, and the selection of the MDTF administrator. Instead, the focus was on designing and implementing a well-functioning mechanism that can best match their needs and those of Somalia. 

In the options presented below, the starting point is that the MDTF should have governance structures supported by permanent secretariats in the zones that are to benefit from donor financing
. This is because the status of Somaliland would make it impossible to have one central set of structures. Also, consultations with the Puntland authorities made it clear that they would expect to have a decisive say in funding for their zone. 

The zonal councils and management committees assume an active and substantive participation of Somali stakeholders - as consultations with Somalis show, the various social groups are very keen to be involved. The MDTF secretariat would presumably have at its core the current SSS and its skills, but most of this moved from Nairobi to Somalia. What remains in Nairobi could be a donor coordination or liaison office, which could among other things organise preparatory meetings for donor visits to the zones (see below).

The donors will undoubtedly remain in Nairobi for the time being. Therefore, they will need to travel to Somalia to participate in zonal council and management committee meetings. Since these will exist in each zone, donors could travel once a month to the different zonal capitals: one month in Hargeisa, the next one in Mogadishu or Baidoa, etc. That would mean that there would be one meeting every quarter in each of the zones. During the day or two of the joint meetings, the Council would meet first for broad-based policy discussions, then the Management Committee for resource allocation decisions, and subsequently there could be technical meetings if required. The exact organisation of these meetings would obviously depend on the issues to be discussed and the situation on the ground.

One advantage of this approach is that the Somalis would be challenged to organise and present their views and proposals, since they would be hosting and (co-)chairing the various meetings. The dominant role of the donors will therefore be reduced somewhat, in line with the Paris Agenda. 

Different approaches

During discussions with the donors, there were some concerns about whether it would be wise to set up an MDTF that would fund all the areas of the RDF straightaway. Therefore, the report presents two possible approaches: 

(i) 
a phased approach, where the capacity and scope of MDTF activities are increased over time, or 

(ii) 
a broad-based MDTF that can fund activities across the range of RDF objectives. 

The main difference between the phased and broad-based options is the level to which the funding of basic services is scaled up. Under the phased approach, service delivery in the inception phase will be at district and community level (for example financed through District and Community Social Funds). In the second phase, or in the broad-based approach, the financing of service delivery would be scaled up to much more comprehensive coverage. 

Phased Approach

The arguments for a phased approach are: 

· A sequenced approach is foreseen in the RDF, as a means to pave the way for transiting from humanitarian to reconstruction efforts (rather than scaling-up services immediately, which may not be feasible);

· There is consensus among stakeholders around certain issues but not wide consensus to move towards an all-encompassing harmonized instrument. It may therefore be too early to create one single mechanism with a wide mandate because it may exclude those who could otherwise participate in a focused approach. Furthermore, those who choose not to participate can potentially undermine the performance of a harmonized MDTF if the aid volume flowing parallel to the MDTF is large.

· Dialogue between the international community in Nairobi and Somali authorities has been evolving but is unclear about how to move forward in the delivery of the Charter and RDF. A sequenced approach would enable a more focused dialogue on key issues, including how the political agenda would support the reconstruction agenda and vice-versa.

· The experience from Sri Lanka warns against an MDTF that is separated from the peace and reconciliation process. MDTFs can be politically important instruments that can help solidify peace. MDTFs, however, are mostly donor-driven while peace and reconciliation have to be nationally-driven. Politically, MDTFs function as a mechanism to bring different actors together to move forward on an already existing national commitment to peace and reconciliation. When sufficient commitment exists on the ground, MDTFs can then provide structure, instruments and incentives to deliver on and monitor such commitment as well as a forum for joint decision-making and continued dialogue between the parties. In such fora, donors play a mediating role. The purpose and design of an MDTF should be driven by the political functions it has to play. In the case of Somalia, conflict analysis should be taken into consideration so that the entry-point for a potential MDTF captures and supports genuine, nationally-driven processes on the ground. A sequenced approach can be best adept at linking and pacing aid delivery to political developments on the ground.

· The management of funding across two or three different zones (Somaliland, Puntland, and South-Central Somalia) creates challenges for aid delivery from both political and administrative viewpoints. A sequenced approach would enable different models/experiences to be tested out. 

· There are a number of coordination mechanisms that an MDTF should build on, but it will take some time to address the political and operational issues before the total structure can be streamlined and harmonized (the merging of the CISS Sector committees and IASC Clusters are an example of the time and preparation needed for such changes). A phased approach can better accommodate this process;

· Government capacities vary by zone but are generally weak. A broad-based MDTF may be taking on too many capacity challenges at the same time. 

The design options below are provided without much detail regarding governance structures because these will need to be addressed in phase two. However, one key feature that has to be carefully considered is how to address the political differences between Somali authorities in the different zones. 

One proposal is that the funding agencies agree on a fund allocation model between the different zones as an overarching decision, and that the MDTF then develops decision-making/fund allocation bodies – where Somali voices are clearly heard – at the zonal level. This is the thinking behind the Zonal Councils and Zonal Management Committees presented in the models below. This would have to be a flexible arrangement that can be modified as the political situation evolves. But the MDTF needs to be structured such that political differences on the ground do not block the possibility of delivering the activities that the donors wish to support. 

In the inception phase, which would last 1-2 years at least, the focus should be on creating the conditions for a transition from humanitarian aid to reconstruction and development. The MDTF(s) would focus on the following areas:

· Reconciliation;

· Security;

· Governance and Capacity Development, possible including a District Fund;

· Targeting the poor, such as through Community Action Funds.

In the second phase, the MDTF(s) would continue to focus on the above areas but would bring in the following sectors, as appropriate:

· Infrastructure;

· Scaled-up delivery of basic services:

Within this phased approach, there are two design options: a division of responsibility between two fund administrators or a unified fund under one administrator. These are shown as options 1 and 2 in the diagrams below.

As with any funding option, there are trade-offs to the phased approach. The risks are that it:

· May not deliver on coordination expectations without basic services

· May increase administrative demand on donors at first

· May limit choice of administrators due to the limited funding size/scope.
However, the advantages of the phased approach are that it:

· Allows flexibility to re-organise aid delivery and to adjust to still volatile political process.

· Allows the scaling-up of service delivery to benefit from assessments of current supply, suppliers, gaps in delivery and consideration of the most effective delivery mechanisms. 

· Is consistent with the consensus on the importance of building on what exists. A phased approach would enable time to understand existing provision, without displacing it through MDTF-funded large-scale interventions. Nonetheless, small-scale service delivery through District funds and Community Social funds, can ensure that those without access to private services start to benefit from them. 
· Can mobilise wide support from the international community and Somali stakeholders.

Broad-based Approach

A broad-based approach would involve the MDTF(s) scaling-up basic service delivery immediately. Therefore, the fund(s) would cover the following areas:

· Reconciliation;

· Security;

· Governance and Capacity Development, including District Fund;

· Targeting the poorest, including Social Funds;

· Delivery of basic services;

· Option to bring in infrastructure.

The advantages of the broad-based approach are that if donors channel the majority of their funding through the MDTF(s), it has the potential to deliver on coordination expectations. It would decrease administrative demand on donors because most areas are covered by the fund(s), so there would be a "one-stop shop" for donor financing (in theory). It would no doubt reduce transaction costs for both the donors and the Somali authorities, and it could improve the links between donors and field level mechanisms. 

However, the best delivery mechanisms for basic services are not yet known, so taking this broad-based approach may turn out not to be cost-effective. This is furthermore a high risk strategy due to the political volatility of Somalia. By channelling all the funds through one mechanism, donors may face some difficult situations regarding whether to release funds or not, where rules-based decisions may lead to unnecessary rigidity in a situation where flexibility will remain important. 

Option 1: Phased Approach – Two Funds

Zonal allocation of Funds (Somaliland, Puntland/South-central)


Zonal Councils & Management Committees: Core group participate in all Zonal councils, Somali Reps meet in each zone.

Technical Committees can be designed in different ways, taking into account the merged CISS Sector Committees and the IASC Clusters, but zonal in nature to incorporate Somalis.

 Option 2: Phased Approach – Unified Fund

Zonal allocation of Funds (Somaliland, Puntland/South-central)


Role of MDTF Administrator and of Quality Assurance/M&E given to different institutions/organizations.

Zonal Councils & Management Committees: Core group participate in all Zonal councils, Somali Reps meet in each zone.

Technical Committees can be designed in different ways, taking into account the merged CISS Sector Committees and the IASC Clusters, but zonal in nature to incorporate Somalis.
Option 3: Broad Approach (shown here with Two Funds)

Zonal allocation of Funds (Somaliland, Puntland/South-central)



Zonal Councils & Management Committees: Core group participate in all Zonal councils, Somali Reps meet in each zone.

Technical Committees can be designed in different ways, taking into account the merged CISS Sector Committees and the IASC Clusters, but zonal in nature to incorporate Somalis.

4.4.4
Common Design Features

Regardless of whether the MDTF adopts a phased or broad approach and whether there is one fund administrator or two, the models presented above have certain features in common, both in terms of governance and funding structures. 

The Zonal Councils will be open and broad-based policy fora, where it should be easy to accommodate civil society and private sector representatives as well as the Somali authorities and all interested donors, whether they are providing funds to the MDTF or not. This would ensure coordination between the various stakeholders, including donors channelling funds outside the MDTF.
Below the Council, which should set general policy and priorities, aligned with the RDF and the local authorities' particular priorities, would be the Management Committees (MC). This is where funding proposals would be discussed and decided. The voting rights on the MCs would normally consist of contributing donors and the authorities. The exact rules for vote allocations would have to be looked into. 

In the two fund model, the allocation of sectors is based on the comparative advantages of the UN and World Bank. For example, the World Bank cannot fund security-related activities but it is already engaged in building the public finance management capacity of Somali authorities. 

The governance and capacity development ‘window’ incorporates the District Fund, where public administration interfaces with citizens, and the Social Equity Funds because these can be financed through an MDTF. However, it is probably better to view them as separate "mini-funds" with their own administrations because:

· Providing financing to district administrations, and even more to small-scale community-based activities, requires particular skills to support and monitor performance. Flexible and tailored solutions need to be tested to avoid administrative costs becoming too high;
· Piloting, testing and lesson-learning will be key to scaling them up successfully. The administrator therefore also needs to have capacity to support such activities and to be able to learn lessons as experiences are accumulated – again something that requires an administrator that can focus on the content of the funds; 

· It is important for the District and Social Equity Funds to be linked together. This is because it is hoped that communities that demonstrate their ability to manage Community Social Funds effectively will eventually be able to access District Fund financing. Also, the linkage will enable the district administration (with support at first) to ensure that communities are including the poorest and most marginalised.

The link to the MDTF may therefore be similar to a project: the District and Social Equity Fund administrator(s) present their proposals for financing to the MDTF Management Committee, which can discuss strategies and performance. The administrator(s) would then be responsible for onward distribution and financial and performance monitoring of the individual districts and communities that received financing from MDTF resources. This also allows these Funds to receive financing from other sources, not necessarily just from the MDTF. Exactly how the links between the two Funds can be ensured would need to be discussed, but would also evolve over time 
4.4.5
Learning Lessons: Quality Assurance, and Monitoring and Evaluation 

Quality assurance and monitoring and evaluation (M&E) will play an important role in guiding MDTF activities, particularly the Social Equity Funds, as noted above.  

Such expertise should be secured at the Secretariat immediately after an MDTF is established on the ground. QA and M&E should play a role in appraisals for funding proposals over a certain amount (to be established) and in structuring and managing a monitoring and evaluation program for performance tracking and for disseminating lessons learned. Activities should be actively monitored both for quality, financial prudence and to learn lessons. In the case of a unified fund, an agency other than the MDTF Administrator should be appointed to undertake QA and M&E in order to avoid conflicts of interest (and this is made explicit in diagram 2). Even in the two fund model, it is possible to appoint a QA and M&E agent that is independent of the Administrators. though this is not made explicit in diagram 1.

The cost of M&E is likely to be a concern but the advantage of an MDTF is that the cost is shared across donors, as is the lesson-learning.

5.0
Private Sector Funds

In assessing the scope for leveraging private sector funding in support of the RDF, the team has built on the findings of the DFID funded study on “Financing Modalities for the Recovery and Development Framework for Somalia” (Spooner, 2007). Neil Spooner’s major focus was on (a) a Diaspora Fund and (b) Challenge Funds, to which this report adds (c) Sharia-compliant funds and (d) microfinance.

5.1 Diaspora Fund

The key issues to be explored in considering the feasibility of a Diaspora Fund or Funds are:

· How can the demand side (i.e. the potential users of capital) and the supply side (i.e. the potential suppliers of capital) best be matched?

· What are the implications of current information gaps?

· How much money is there likely to be on the supply side?

· What are the optimal business models for a potential Fund or Funds?

On the demand side, in order to undertake a realistic feasibility study on a potential Diaspora Fund, it will be necessary to identify likely investment candidates at a very early stage, for two reasons. Firstly, it needs to be established that it will be possible to find investment projects that are likely to be attractive to potential Fund investors. Secondly, some information about likely investment candidates will need to be available for use in the market testing of the supply side. Potential investors will need concrete examples of potential Fund investments in order to judge whether the Fund might be of interest to them.

This requirement is particularly important for Somalia, given the current political situation. Virtually all successful Diaspora Funds or Bonds in the past have been issued by government or state entities.
 It is difficult to imagine a Somali government entity issuing an investment grade bond in the near future. Even if this were not a problem, any specific government entity under the current political configuration that issued a bond or supported a fund would be restricted in its potential market. For example, a bond or fund issued or supported by the Transitional Federal Government might have little appeal in Cardiff, where the Diaspora community is made up mainly of people whose families originate in Somaliland; whereas the Diaspora in Minnesota, who hail mainly from Puntland and South-Central Somalia, would be an unlikely target for a Somaliland bond or fund.

Given these difficulties, it is possible to envisage, as an alternative to a government fund, a fund or a bond issued to finance infrastructure or commercial activities through a special-purpose vehicle (such as, say, an autonomous corporation established to take over, refurbish and operate Mogadishu Port, or a group of ports).  For such an issue to be attractive to investors while at the same time meriting support or sponsorship by the international community, however, it would be necessary for the activity financed by the issue both to maximize potential profitability and at the same time to have a positive (and additional) growth and/or poverty impact. It would also be necessary for potential investors to be fairly certain that the infrastructure facilities in question to be relatively free from political interference. The design of such a vehicle would be a challenging task.

In the absence of a sound legal and judicial infrastructure in Somalia, any financing vehicle – whether a general bond, an investment fund or a special purpose vehicle –will also need to be designed to include risk mitigation mechanisms. Thus, for example, investors are likely to require the absence of sound company law, bankruptcy law, accounting standards etc to be mitigated by (a) the inclusion of provisions in the articles of association of the investment vehicle that would substitute for such legislative provision, and probably (b) some form of direct or indirect guarantee by, for example, MIGA or a combination of international institutions.

Finally, as Neil Spooner points out, “The success of the private sector in adapting to the difficult investment conditions in Somalia has implications for development strategy and associated funding mechanisms. The Somalia specific institutions and mechanisms that the private sector uses to reduce transactions costs and manage risk will need to be incorporated in any financing programme which aims to support further private sector development.” (Spooner, 2007, p.3)  Somali businessmen have developed effective mechanisms for cross shareholdings in each other’s business, to diversify their risks and to raise capital for expansion. It would be useful if these mechanisms could be built as far as possible into any vehicle used to raise private sector funds from the Somali Diaspora.

On the supply side – the possible sources of funds for investment in a Diaspora Fund - there are some crucial questions to be answered that will determine not only the feasibility of such a Fund, but also the focus of the vehicle and its potential shape. For example:

· Would there be one Fund for the whole Diaspora or different funds for different communities – given that, as mentioned above, some Diaspora communities hail from specific parts of Somalia?

· Would the Fund be for the Diaspora only (as in the case of the India Resurgence Fund) or for any Somalis? If the former, how would the Diaspora be defined, since many business people have homes abroad and in Somalia?

· Would it be sold primarily as a profit making investment – and thus compete with other potential investments available to the Diaspora – or primarily as a form of Jaliyaad or community contribution – and thus compete with the direct contributions that Diaspora Somalis already make to their communities?

· Would the Fund be aimed exclusively at Somalis or also at international portfolio investors, who would take a different view of the sovereign risk and require greater risk mitigation than might be required by the Diaspora?

This last point raises particularly intractable issues. As the World Bank put it, with characteristic understatement, “The absence of comprehensive and regular statistics and the informal nature of the economy have made economic analysis of recent economic and social developments very difficult.” (World Bank, Somalia, 2006)  Information is the life blood of investment, and the calculation of the risks involved in any investment in Somalia is rendered extremely difficult by the absence of reliable information. The resultant uncertainties will make it very difficult to achieve a pricing (i.e. level of return on investment) for the Fund that would be both affordable for Somalia and attractive to international investors.

In sum, a SWOT analysis of Diaspora Bonds is given below. We consider in section 5.1.3 the possibility of a Sharia compliant Sukuk certificate.

Diaspora Bonds – SWOT Analysis

	STRENGTHS

· Strong commitment by Diaspora to home country

· Existing flow of remittances has demonstrated that innovative yet sound financial mechanisms can be developed, even in an anarchic environment

· Positive response in principle from focus groups surveyed in UK by Neil Spooner
	WEAKNESSES

· Diaspora Bonds are generally raised by Governments – the TFG is unlikely to  be seen as a credible borrower

· Diaspora is only about 200,000 households

· Flow of remittances to Somalia itself is relatively small – only $300-500 million

· Insufficient information currently available on supply side or demand side, compounding the uncertainties resulting from the political situation

	OPPORTUNITIES

· Vigorous private sector would benefit from, and could pay for, improved infrastructure that could be financed from a bond

· Private sector extends to social provision (health, education etc) that could also be financed by a bond
· Diaspora Bonds currently being explored in other very poor countries, e.g. Bangladesh
· Diaspora Bond could be Sharia-compliant (see 5.1.3), and thus attract Islamic finance
	THREATS

· Largest emigration is from better off areas and most remittances go to those areas

· Donors unlikely to support or underwrite a bond that does not primarily benefit the poor

· Diaspora appears to favour direct support to specific communities channelled through clans or trusted NGOs

· Threat of political interference in large infrastructure projects would undermine attractiveness of a Bond

· No Diaspora Bond has yet been successfully launched by a very poor country


A key weakness that might be resolved is the paucity of accurate information on the supply side or the demand side, but gathering that information is likely to be costly. The decision that needs to be made by the donors for Phase II is whether they consider that the evidence to date would justify the considerable cost of a fully-fledged feasibility study for a Diaspora Bond, such as is currently being financed for DFID Bangladesh. The SWOT analysis is not encouraging in that respect.

5.2 Challenge Funds

Challenge funds are mechanisms through which grants are awarded competitively to the private sector, to subsidise innovative business or NGO models. Such grants are only awarded in situations in which the market fails to deliver without public sector assistance: the competitive bidding process for grants helps to ensure that they are not used to unnecessarily subsidise the private sector. DFID has been a pioneer in the development of challenge funds, including the Business Linkages Challenge Fund, the Civil Society Challenge Fund and the Financial Deepening Challenge Fund.
 

Many of the issues discussed in relation to a Diaspora Fund also apply to Challenge Funds. However, as Neil Spooner points out, “The Challenge Fund concept recognises that the risks of doing business in less developed countries is high, particularly for those businesses which address the needs of small scale entrepreneurs and the poor, and in the case of Somalia because of the complete absence of an established regulatory framework. Challenge Funds therefore allow committed businesses to access grant funds to test business propositions by reducing the risk involved through grant funding and possibly other kinds of technical support.” (Spooner, 2007, p.14) Challenge Funds also allow the donor to build in specific developmental or poverty impact dimensions into the projects to be supported, thereby helping to resolve possible tensions in the allocation of investment between return on investment and, for example, poverty impact.

The Challenge Fund route may therefore be more promising at this stage for Somalia than a Diaspora Fund. In investigating further the feasibility of Challenge Funds, particular attention needs to be given to the following questions.

· Should the focus be general or specific? If specific, should it be geographical or sectoral?

· Would it be advisable for there to be a special window for private sector social provision (schools, hospitals etc)?

· Given the uncertainties in Somalia, how could exit strategies be designed to ensure a sustainable legacy for the Challenge Fund(s)?

The lessons learnt from existing Challenge Funds, such as the Business Linkages Challenge Fund and the Financial Deepening Challenge Fund could usefully be applied to answering these questions if it is decided to explore this mechanism further in Phase II, as well as the principles underlying the Africa Enterprise Challenge Fund recommended by the Commission for Africa.

5.3 Sukuk certificates

At the request of the Financing Options Working Group, consideration has also been given to the possibility of using an Islamic financing instrument, of which the most common international form is Sukuk certificates. These are Sharia-compliant financial instruments that might be aimed either at the Diaspora or at non-Somali Islamic investors, particularly in the Middle East. There has been a very rapid growth in Sukuk issues in recent years, with over $16 billion of certificates issued since 2001, over $11 billion being in the past two years (see graph below):

Figure 2: Global Sukuk Issues, 2001-2006

[image: image3.emf]

Source: Data from Liquidity Management Centre, Bahrain (calculations by OPM)

Most of these issues have taken place in the Middle East, though Sukuks have also been issued in Malaysia and Philippines and, interestingly, in Germany and the UK. Pakistan has raised two Sukuk issues:

· the Pakistan International Sukuk Company Ltd. (a Government issue), which raised $134 million in January 2005; and

· WAPDA First Sukuk Company Ltd (a corporate issue by an SOE), which raised $134 million in January 2006.

It is significant that, Standard & Poor’s gave the first of these a rating of B+, the same as for non-Islamic Pakistan Government debt, which indicates that Sukuk certificates can be rated on the same basis as conventional debt.

Because the Sharia requires that Sukuk financing must be exclusively raised for trading in, or construction of, specific and identifiable assets, the certificates are particularly relevant to infrastructure, including social infrastructure in health and education.

Sukuk certificates, would, however, confront many of the same issues as those already discussed in relation to Diaspora Bonds – particularly in relation to (a) the small scale of the Somali economy, (b) the political situation, (c) insufficient and/or unreliable economic and business information which increases the risk for investors.

5.4 Microfinance

The Spooner study makes some reference to microfinance, but the potential role of microfinance in Somalia merits more detailed consideration. Microfinance might be used to fill some of the serious current gaps in access to financial services in Somalia. While the use of microfinance in conflict situations remains controversial, “Examples of some successful microfinance experiments that have achieved considerable outreach and sustainability have convinced many of its use as a promising intervention mechanism in conflict situations to reactivate the damaged economy” (Nagarajan & McNulty, 2004). There are good precedents for the constructive role of microfinance in conflict and post-conflict situations, and CGAP has developed useful guidelines in this area (see, for example, CGAP, 2004).

 In the absence of a functioning formal banking system in Somalia, informal and semi-formal mechanisms have been developed by Somali communities and businesses to ensure that basic financial services are available. In addition to the well known remittance companies, there are also continuing networks of informal savings and credit mechanisms, including Rotating Savings and Credit Associations (ROSCAs), Accumulating Savings Credit Associations (ASCAs) and similar groupings throughout Somalia, where they are known as Haghad, Shaloongo or Aiuto (GDRC, 2005). 

These informal networks could be built upon by NGOs already providing some forms of financial service in Somalia, and/or by organizations that have experience in the rapid development of microfinance in difficult environments, such as BRAC International and FINCA International.
 Consideration might be given to establishing a support facility analogous to the successful Microfinance Investment Support Facility for Afghanistan (MISFA) within the MDTF or associated with it.

5.5
Strengthening private sector remittance flows and foreign direct investment

The Spooner report also mentions the requirement to strengthen flows such as remittance flows and foreign direct investment. These subjects fall within the wider remit of macro-level financial sector development, which is the responsibility of the International Financial Institutions and falls beyond the scope of the current report. It is worth noting, however, that the prospects for the development of the financial sector in Somalia will have a significant impact on the success or failure of efforts to increase financial sector flows through Diaspora Funds, Challenge Funds or microfinance.

6.0
Interim Funding Models

There have already been some attempts at using trust funds for Somalia. One is the UN developed Interim Support Facility for Somalia (ISFS), while the other was a more traditional trust fund between the World Bank and a bilateral donor. Neither of the funds has received any money but, since the Working Group suggested that the team explore whether and how an interim funding mechanism could operate until the establishment of a longer-term pooled fund, this section reviews the potential of these two mechanisms to fulfil this role.  

6.1
Interim Support Fund for Somalia (ISFS)

The ISFS was established in 2005 to meet the immediate recovery needs of Somalia and the then newly established transitional institutions. The fund was designed quickly but took 11 months to become operational because, as with other UNDP-administered MDTFs, the Terms of Reference had to be negotiated between UNDP as Administrative Agent and the UN Participating Organisations. This was problematic for the UN because the ISFS was meant as a quick response mechanism to what the international community perceived as an opening "window of opportunity" at that time. 

Despite original interest, donors did not fund the ISFS because of the following concerns about its design:

· UN-centric, and thus excluded active participation by other stakeholders as decision makers (donors) and as implementers (NGOs);

· Open to conflicts of interests because the UN would be the fund allocators, implementers and monitors;

· Unable to fund non-UN agencies, particularly NGOs, directly
.

Without design changes to address these issues, potential donors do not regard the ISFS as a pooled funding mechanism that could deliver on the expectations that they have from an MDTF (listed in section 4.4.2). The UN has consulted donors extensively about their concerns but has not changed the structure. One practical problem is that any change to the ISFS Terms of Reference will require re-negotiation with all the UN Participating Organisations (which is likely to take several months). This impasse means that the ISFS is not available as an interim mechanism. 

6.2
World Bank Trust Fund for Institutional and Policy Development for Somalia (IPDS)
In October 2006, in response to a request from a bilateral donor, the World Bank set up an IDA Trust Fund. The objective of this fund is to provide targeted technical assistance to Somalia in order to develop core capacities in public financial management. This will prepare Somali authorities for the implementation of reconstruction and development activities. 

Specifically, the fund is supposed to support the following activities:

· Training staff in public finance management and the formulation of sectoral policies; 

· Reviewing existing government policies for various sectors such as health, education, poverty reduction, budget etc;

· Establishing a functioning public finance management unit by training staff in public financial management and providing accounting software and other relevant accessories; and

· Strengthening decentralized service delivery and local governance by training local and regional government officials in public finance management, policy reviews and formulation.

Hence, this is a targeted fund focusing on key activities that many donors are keen to support in the immediate future, until more large-scale reconstruction and development activities get under way. It is also intended to be relatively short-term as it is due to cease operating by the end of 2008.

This trust fund would be managed according to existing World Bank rules and procedures so it does not include other actors, such as donors, in any governance structure. It may be useful for smaller donors interested in a mechanism that supports capacity building of the Somali authorities with reliable financial control but without requiring them to commit human resources to engage in active fund oversight. 

7.0 Funding options

This section provides a summary of the strengths and weakness of the various mechanisms reviewed in the previous sections before going on to discuss the various options available to donors.

Table 1: Summary of strengths and weaknesses of reviewed mechanisms 

	Mechanisms
	Strengths
	Weaknesses

	Bilateral Project Funding
	· Direct control over funding;

· Ability to select channels/activities funded.
	· Direct grant management is resource-intensive for donors;

· High cost of monitoring activities, particularly from Nairobi;

· Wide range of service deliverers so difficult to coordinate activities;

· Hard to ensure funded activities complement existing services, fill gaps in coverage adequately and contribute systematically to reconstruction.

	Health Sector Pooled Fund
	· Existing model for coordination and quality assurance/technical control function; 

· Feasible to replicate in sectors where donors have keen interest in ensuring better coherence and quality of funded activities;

· Can fund range of implementers, including Somali NGOs and authorities.
	· Will require considerable increase in technical capacities of sector committees. 

· Would strengthen management & administrative capacities of donors, administrators and implementers, rather than building public administration and public finance management systems. 

· Would require donors to be actively engaged. 

	Governance Fund
	· Based on existing capacities;

· Maintains direct donor-implementer relationship.
	· Funds tied to specific projects; 

· Donors have tendency to micro-manage; 

· Little harmonisation of reporting; 

· Administrative cost currently covered on project-by-project basis; 

· Based on one agency being responsible for portfolio of projects in the sector so difficult to replicate;

· Potential conflict of interest because same agency is fund manager, implementer & responsible for quality assurance.

	Common Fund (CF)
	· Promotes funding to activities within strategic planning framework;

·  Can lead to increases in aid                      volumes;

· Enables funding to be directed to under-funded geographical areas or sectors;
· Can support decentralised decision-making.
	· Funding to NGOs problematic because decision-making favours UN agencies and due to UNDP’s legal restrictions under the Administrative Agent procedure.

	Humanitarian Response Fund
	· Administrative procedures and governance structures well-established;

· Clear separation between administrator and implementers;

· High fiduciary standards & standardised reporting accepted by donors.
	· Managed by OCHA so donor & UN agency resistance to extending its remit beyond humanitarian aid.

	District Funds
	· Support emerging district administrations and providing funding to implement RDF activities based on its decentralisation principles ;

· Link to existing governance project by giving districts resources to operationalise new structures and processes, build capacity through "learning by doing";

· Encourage partnerships to implement small-scale infrastructure/rehabilitation schemes.
	· Intensive to administer to ensure financial accountability & to monitor inclusion of marginalised and vulnerable groups.

· Requires considerable political support from zonal authorities to ensure consistency in support across districts and over time

	Social Equity Funds (Community Social Fund and Social Access Fund)
	· Puts communities in control of their own resources to implement their own priorities;

· Introduces social protection strategies;

· Supports “good practice” targeting;

· Supports innovation & the development of context-specific solutions.
	· Social transfer initiatives need to be developed slowly, tested widely and evaluated, before being scaled up so will require investment in lesson-learning;

· Resource-intensive to manage because communities may need support in managing resources & social inclusion.

	Bilaterally Managed Pooled Funds
	· Could lead to rationalisation of donor management capacities.
	· Fiduciary standards – dependent on managing donor’s rules & procedures, which may not be acceptable to other donors.

	MDTF managed by UN and/or World Bank
	· Will provide a forum for Somali-international community engagement on financing the RDF;

· Can provide large-scale aid coordination & lesson-learning across range of activities;

· High fiduciary standards;

· Potential to reduce administrative burden for donors and transaction costs for donors, Somali authorities & fund recipients;

· Attractive to small donors so could increase resources for RDF.
	· Start-up and running costs likely to be high;

· If Somali authorities have control over funding decisions, could slow disbursement for political reasons;

· “Rules driven” processes could reduce innovation.

	Diaspora Fund
	· Diaspora’s strong commitment to Somalia & positive response, in principle, from UK Diaspora to idea of fund;

· Could be Sharia-compliant & attract wider Islamic finance;

· Could support private sector provision of social services.
	· Diaspora Bonds usually raised by governments & Somali authorities unlikely to be seen as credible borrowers;

· Available funding likely to be maximum of USD75 million. Given the high costs of raising and managing fund, doubtful if fund of less than USD100 million would be feasible;

· Lack of quality information necessary;

· Diaspora appears to favour direct support to specific communities through trusted channels so may not be supportive of generalised nation-wide Fund;

· No very poor country has successfully launched a Diaspora Fund.

	Challenge Fund(s)
	· Encourage small-scale entrepreneurship with funds for technical support or to test new business propositions;

· Allow donors to build in specific poverty impact dimensions into projects to be supported;

· Competitive application process avoids unnecessary subsidies to private sector;

· Financed by donors, not individuals or the private sector, so easier to determine available funds.
	· Lack of information to reliably assess track record and integrity of potential applicants;

· Uncertainties in Somalia make it difficult to design an exit strategy that ensures a sustainable legacy.

	Sukuk certificates
	· Rapid growth in Sukuk issues, indicating attractiveness to investors;

· Could be aimed at Diaspora or non-Somali Islamic investors;

· Must be used exclusively for trading in, or construction of, specific and identifiable assets so useful for infrastructure, including social infrastructure in health and education
	· Similar problems faced by Diaspora Fund, particularly in relation to: 

(a) small scale of Somali economy 

(b) Somali political situation 

(c) insufficient and/or unreliable economic and business information which increases risk for investors.

	Microfinance
	· Could fill some serious current gaps in access to financial services;

· Good examples of the constructive role of microfinance in conflict and post-conflict situations;

· Could build on existing informal & semi-formal mechanisms;

· Could be built into MDTF.
	· Microfinance is labour intensive and reaches only a small proportion of the population;

· Reaches mainly households and micro-enterprises, less useful for the economically important SME sector

	Interim Support Fund for Somalia
	
	· Not feasible due to donor concerns about flawed design.

	Multi-Donor Trust fund for Institutional and Policy Development for Somalia 
	· Existing IDA Trust Fund, based on World Bank rules and procedures acceptable to donors;

· Would complement UNDP’s existing governance projects.
	· For specific technical assistance with governance & public finance management;

· As an IDA Trust Fund, does not include donors in governance structure;
· Not received funding to date.


The table above demonstrates that bilateral project funding is both resource-intensive and difficult for donors, given the insecure environment in Somalia and the fact that donors are based in Nairobi. Therefore, this report has outlined various ways in which donors can pool funding for the RDF. It also outlined a couple of options for attracting funding from the Diaspora and/or other Islamic investors, though these are likely to be difficult to implement in the short term and not likely to raise large amounts of funding. Donors will need to decide on how they want to combine different options so the next section weighs the pros and cons. 

7.1 Discussion of Options

Donors have ambitious expectations from a pooled funding arrangement (see section 4.4.2). Sector-specific pooled funds will not deliver on the full range of these expectations. Also, the sector-based pooling arrangements described in this report do not currently involve Somalis in decision-making. This will be critical for arrangements for financing the RDF, particularly as consultations within Somalia have shown that a wide range of Somali groups are interested in being involved in the reconstruction of their country. So, if donors want to use these mechanisms, they will need to be adapted to include Somali voices. 

An MDTF has the potential for meeting many donor expectations, as long as it can avoid some of the mistakes committed elsewhere, and the weaknesses of the ISFS. However, it, too, has its limitations in the Somali context. A key problem is that Somalia is not a unified territory so the MDTF will be required to have duplicate governance and administrative structures in two, if not three, zones. This will substantially increase running costs. Also, the level of security, the degree to which government structures are established and the types of need vary across the three zones. But the application of the same, rule-based, MDTF structure across the zones will reduce flexibility.

While an MDTF is likely to reduce transaction costs for donors and Somali authorities
, from the Somali perspective, it is questionable whether the limited resources available will be best used if channelled through an MDTF rather than more scaled-down and better targeted funding vehicles at first. There are no hard data to prove the latter case but donors may wish to consider variations such as:

· An initial MDTF for Somaliland and/or Puntland, where conditions are more conducive;

· An MDTF with a thematic focus, such as reconciliation activities or governance, where there is agreement that an MDTF can add value;

· An approach that is phased further so that the District and Social Equity Funds are brought under the MDTF only after they have been tested and are to be scaled-up. 

With regard to fund structure, though the UN and World Bank themselves proposed two funds, a unified one will be more cost effective. Operating the MDTF in two or three zones will be expensive in any case and two MDTFs, with some inevitable overlap and duplication of functions, will increase costs further. 

Donors will need to consider the issue of which institution should manage a unified MDTF. The UN is actively working to get a more permanent presence on the ground, has a wider political mandate than just the development agenda which also makes it logical for it to have a stronger presence, and it is more willing to base international staff in South-central Somalia. A wide range of Somali groups criticised its performance during consultations. Also, as noted in the description of the Common Fund, it remains difficult for UNDP to finance non-UN organisations. However, UNDP has put forward the solution of moving funds internally from Administrative Agent to agency so that it can use its normal procedures for funding non-UN entities. This would be less problematic in the Somalia context than with the CF because the MDTF is not financing humanitarian programmes, for which UNDP’s procedures are unsuited. Therefore, the UN remains a logical candidate for MDTF administrator. 

To avoid conflicts of interest, UN agencies would not have a vote on the MC, since they are not contributors. This would leave them free to put forward proposals for funding, like any other potential implementer, and it would be the donors and Somali authorities on the MC that would make funding decisions. This will address the conflict of interest issue which is so obvious in the ISFS. If UNDP is the MDTF administrator, it will also ensure that the "firewall" that UNDP has said it wants between its potential role as administrator and that of project implementer is put in place. UNDP can then put forward project proposals along with any other agency, for example for its governance activities, without its administrator role affecting this. 

All actors want the World Bank to become more engaged in Somalia. At present, it is using its special grants facilities to finance an annual work programme of around USD 1.8 million, focusing on analytical and policy services. Since the Bank may choose not to be a contributor to the MDTF (it usually does not make own contributions), it would not have a direct role in an MDTF managed by UNDP. However, it could be invited to co-chair the Management Committee on behalf of donors, and perhaps also the Zonal Councils (though these may be co-chaired by the UN). The idea would be to ensure that the Bank's analytical capacities and its considerable quality assurance skills would be available to the MDTF, and in particular to all discussions on resource allocations.

Having the Bank co-chairing the MC does not solve the issue of how the Bank might manage programmes for which it would be the logical partner under the MDTF, such as a public finance management programme. It may be possible for the Bank to become a Partner Agency, similar to the way UN agencies can be Partner Agencies under Bank-administered MDTFs. This solution has not been very successful so far, though, because it has required a lot of negotiation and legal work to ensure that the Bank’s demands as Administrator are fulfilled by the UN as Partner Agency. The reverse situation is unlikely to be much easier.

A more pragmatic alternative is to use the IPDS trust fund that has been established, or create a new IDA trust fund specifically for the activities which the Bank should execute. These funds would flow outside of the MDTF and, thus, would not be subject to the decision making of the MDTF MCs. However, the Bank should present and discuss these projects so that all parties are aware of them. This would address the issue of coordination.

As noted above, one option for an MDTF would be to include the District and Social Equity Funds in the MDTF at a later stage. This is because: 

· they need to be highly experimental in their early stages;

· they may need to operate differently in the different zones because of the varying extent to which district administrations have been established and the implementers available to communities; 

· they need to be studied and evaluated to adjust their functioning. 

Placing them under a rules-based allocation mechanism – the MDTF – may create parameters and communication costs that may discourage experimentation and create stumbling blocks to smooth implementation at the local levels. Therefore, as long as the funds are under a single manager, donors may wish to fund them through an alternative mechanism, such as an umbrella project that will provide guidance, capacity development and quality assurance services. Once optimal procedures have been identified, then they may benefit from the more structured and predictable flow of funding that an MDTF can provide. But, in the initial design stages, the experimentation and failures may be better handled by a body specialising in managing this.

The structure of the MDTF outlined above would address the needs of various stakeholders because it would: 

· have open fora that are easily accessible by Somali stakeholders and where Somalis have a role in decision-making; 

· minimise administration costs by having a unified MDTF; 

· make a distinction between implementers and decision-makers to avoid conflicts of interest; 

· give donors a say in resource allocation decisions;

· ensure that the District and Social Equity Funds can be experimental at first and receive structured funding from the MDTF once they are scaled up.

Large-scale funding of basic services would not be included in a phased approach to an MDTF, which is the recommended approach, though these would still be funded through the District and Social Equity Funds. This is to avoid displacing existing service delivery while the most effective delivery mechanisms have yet to be identified. However, if donors wanted to support activities in these sectors in a more structured way, they could build on the existing health sector model, though it will be necessary to increase the technical capacity of sector committees and find a way to include Somali voices. 

With regard to private sector financing, the team found that a Challenge Fund and microfinance would be more viable alternatives than a Diaspora Fund or Sukuk certificates. 

Whatever combination of funding mechanisms the donor community selects, in dialogue with the Somali authorities, there needs to be realism regarding what is involved. There is no simple and cheap solution to assisting Somalia build up its administrative, economic and social infrastructure and capacity. This is going to take time and will be costly. While some rationalisation of financing channels may reduce some of the costs involved, these savings are still going to be second-order when compared with the overall task at hand. 

8.0 Issues for phase 2

This study was commissioned in two phases so this section outlines the design and implementation related questions that will need to be addressed in the second phase. 

8.1
Mechanisms for Channelling Donor Assistance 

· The idea of an initial MDTF allocation by zone needs to be clarified; the allocation criteria agreed to; procedures for changing the allocations made clear; and the overall transparency in the allocation process agreed to; 

· There needs to careful consultation with Somali authorities and other Somali representatives on the policy making (Council), resource allocation (Management Committees) and funding proposal appraisal bodies. The participation, the voting rules in the Management Committees, and the rules of transparency and information dissemination need to be agreed to and should ideally be the same for all two or three zones (there should be structural homogeneity for ease of administration and possible future merging);

· There need to be further consultations with non-OECD donors to clarify which pre-requisites they would like to see in place to channel at least an important share of their resources through an MDTF;

· There needs to be consideration given to how the current coordination mechanisms and the MDTF administrative structures can be aligned or merged. In particular there needs to be some rationalisation of the time that donors need to allocate to their Somalia planning, monitoring and quality assurance tasks, and where the MDTF and its secretariat presumably can take on much of the costs over time;

· The physical location of the secretariat, and the physical location of the meetings of the zonal bodies – Councils, Management Committees, funding approval bodies – need to be looked into with the vision that as much of the MDTF decision making and administrative capacity should be located inside the Somali zones as possible;

· The possible implantation of MDTF capacity inside Somalia will have consequences for donor coordination and donor dialogue, which thus also needs to be reviewed;

· Since most of the activities, particularly in the South-Central zone, will remain community driven, the transaction costs to local Somali actors of accessing MDTF funds must be carefully looked into. The various funds – District, Social Equity Funds, possible micro-finance support funds, possibly others – may present intermediate bodies that can move resources closer to the ground – but the management and accountability issues need to be addressed satisfactorily, as well as the rules for fund access by different classes of implementers;

· The design of District and Social Equity funds in terms of administrative procedures (and thus costs), and their formal linking to the MDTF, needs to be clarified. A particular issue will be how to resolve the classic confrontation between central authorities' wishes for managing and wanting direct control over donor funds through central public institutions (a legitimate concern in an environment with very limited funding) versus getting funds to implementers on the ground.

· There should be some clarification if the international community wants the MDTF to be linked with political developments, such that disbursement to public sector entities will be dependent on benchmarking against progress on Charter implementation, for example (a possibility raised by some);

· Finally, the MDTF structure and rules need to include mechanisms and procedures that will ensure risk-taking for learning lessons; ability to assess and review the experiences for identifying emerging "good practices", how the MDTF will contribute to generating, collecting and disseminating poverty targeting/distributional outcome data, and in general how MDTF information will be made available to relevant stakeholders, given the challenges of information dissemination in the various Somali regions.

8.2
Private Sector Funds

Despite the formidable constraints to the development of a Diaspora Fund outlined above, donors might think it worthwhile for a pre-feasibility study to be undertaken. After all, the lack of reliable information might mean that conditions are more favourable for a Fund than appears to be the case on the information currently available. The same applies to Sukuk certificates.

Given that Challenge Funds appear to be more promising at this stage of Somalia’s development, a feasibility and preliminary design study would appear to be justified.

It is also recommended that discussions with possible microfinance stakeholders might be held, to explore the scope for the expansion of microfinance facilities in Somalia, and the pros and cons of establishing a microfinance investment support facility for Somalia analogous to MISFA in Afghanistan. The discussions might include such stakeholders as NGOs operating in Somalia that already provide or could provide some form of microfinance service, community groups that are involved in the existing informal ROSCAs, ASCAs and similar facilities, and international organizations like BRAC and FINCA.
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Consultations and Advice on the Financing Options for the RDF
Introduction

Somalia remains fragmented
, despite all efforts by the international community to find a lasting political solution. Notwithstanding, in an attempt to continuously address the deplorable humanitarian situations as well as cater to developmental needs, several assessments have been undertaken and policy documents validated. In 2005, a comprehensive Joint Needs Assessment (JNA) under the sponsorship of the United Nations Development Group (UNDG) and the World Bank (WB) led to the preparation of the Reconstruction and Development Programme (RDP)
 document. 


The desire to finance the RDP under a Multi Donor Trust fund
 resulted to the identification of four major funding mechanisms
 in a synthesis report prepared by three reputable research institutions
. Taken into account the original Terms of Reference (ToR) of the synthesis report, an email from the UK Department for International Development (DFID) and Development Initiatives’ Work Plan of 29th January 2007, a follow-up consultancy was undertaken ( from 14th – 22nd  April, 2007) to: 

· Consult with a range of Somali respondents on the financing options outlined in the synthesis report

· Contribute to the overall aim of producing practical and technical advice on a range of financing modalities 

This report therefore constitutes the findings from the above objectives. It begins with the methodology used to arrive at the findings; follows by the constraints and then the major crux of the report – findings from consultations as well as practical and technical advice. The report finally ends with a conclusion and falls short of recommendation which is adequately addressed under the practical and technical advice.

Methodology

Although there were discussions of concepts, focus group interview was greatly relied upon. A questionnaire comprising fifty (50) questions was prepared (Appendix I). The questions cover a range of issues. Various stakeholders ranging from government officials to local NGOs were identified within each zone – Puntland, Somaliland and South-Central Somalia. Interview questions were allotted and responded to depending upon the roles and responsibilities of stakeholders (Appendix II column 6). An average of thirteen (13) questions with a maximum time of two hours was spent on each focus group interview. 

Constraints

While most respondents were au courant with the JNA and the RDF documents, the MDTF concept had to be explained
. Time was also taken to elaborate on the various funding options (Appendix III) that are outlined in the synthesis report, yet some respondents could not comprehensively grasp the concept and its ramifications. Some respondents expressed reservations over past assessment missions undertaken by the UN and other humanitarian partners which failed to address concerns, for examples, the UN Transitional Plan and the European Union’s (EU) Country Strategy Paper (CSP), thereby prolonging the duration of some interviews. Finally, 82% of focus group interviews were done through an interpreter. 

Findings - Consultations

Consultations were held with a total of twenty focus groups – six, seven, and seven, from Puntland, Somaliland and South-Central Somalia respectively. The findings below present an analysis of the views expressed. 

A. What is the level of awareness on the MDTF?

Although 73% of respondents emphatically stated that it was their first time hearing about the MDTF, they were in full support of a pooled fund, while 55% could not emphatically state the mechanism through which the fund should be administered. In Garowe, Hargeisa, and Baidoa, government officials and the Chambers of Commerce were aware of the MDTF and stated that it would be the funding plan of the RDF, but how it would be implemented was not known. The Chamber of Commerce therefore advised that “what belongs to Caesar should be given to Caesar” If a project is for welfare, funding should go to non profit organizations; funding for business projects should go to members of the Chamber of Commerce, whilst those meant for development, should go to the district council. 

Despite being better organized, the Somaliland Chamber of Commerce expressed little interest in the financing options of the MDTF, but emphasized its financial constraints
 with the outside world. The government of Somaliland represented by the Minister of National Planning and Coordination, Hon. Ali Ibrahim, and other senior government officials had a critical perspective. The minister inquired about the status of the MDTF and maintains that it does not take into account Somaliland unique qualities and problems, instead it concentrates on the impediments the UN faces in the allocation and utilization of funds.  

The officials further insisted that the MDTF concept applies to countries in conflict; and should not be applied to Somaliland which has enjoyed sixteen years of independence as well as peace and tranquility; has institutions that are functioning coupled with a multi party democracy and an elected bicameral parliament. The government has moved from the humanitarian phase to the development phase, therefore should not be lumped with Puntland and South-Central Somalia. Out of constraints, the minister stated that the government was forced to accept the MDTF after repeated requests for direct budgetary support which was denied due to the non recognition of Somaliland by the international community

B. Which funding option should be used?

Against the backdrop of limited knowledge on the various funding options, most focus groups, after a brief lecture on the funding options, advocated for the option in which it would play a prominent role, despite its excesses
. The Transitional Federal Government opted for a centralized approach; whilst the secessionist / zonal governments in Puntland and Somaliland insisted that they should be the medium through which development and humanitarian funds should be channeled to their people. The Zonal governments will then decentralize the process by utilizing the relevant line ministries and districts, which will enable them to get a clear picture of aid flow; avoid the duplications of efforts, allocate aid to where it is most needed and help to legitimize their respective government. Anything short of this will undermine their authority.

District officials maintained that they were closer to the beneficiaries; therefore they should be the conduit (District Fund). Moreover, the closer the fund is to the vulnerable (Social Equity Fund), the better it will be. It will also be a form of decentralization since centralization of resources has contributed immensely to the perennial problems in Somalia. In Puntland, the Chamber of Commerce advocated for the active involvement of the business community (Private Sector Fund, in particular the Challenge Fund), since it is the medium through which thousands of people are surviving, but ruled out the Diaspora fund for fear that most contributions from the Diaspora do not take into account utilitarian interest
, instead clan and family interests. Apart from being critical
 of the UN, remittance companies in Somaliland ruled out the Diaspora fund on the basis of being a strange concept for most Somalis.
 

Irrespective of the preferred option, and taking into account the performance of the Interim Support Fund for Somalia (ISFS) which was UN Centric, most focus groups including national and international NGOs called for greater partnership, accountability, efficiency and mutual respect. Consequently, all stakeholders should be involved, be it at the level of project planning, project implementation or the monitoring and evaluation of projects. Most importantly, the management of the fund should not be left exclusively in the hands of few stakeholders. Instead, there should be a co-management structure which should do away with bureaucratic red-tape which has the propensity to delay funding and frustrate the implementation of projects. 

Moreover, actual pledges received will determine the success or failure of the MDTF. If the total amount received does not meet up with the commitments of the three zones as envisaged in the RDF, the MDTF will be viewed negatively. Centralization of funds should not replicate the bad experiences where the allocation of resources has been one of the major reasons for conflict in Somalia. Therefore, there should be a mini account for each zone which should make up the MDTF with no allowance for budgetary transfer from one mini account to another.  

C. Is there capacity?
Interestingly, most respondents found it very hard to convincingly state their level of capacities. On the contrary, they maintained that capacity should also take into account indigenous knowledge, skills and cultural background. According to the Puntland Chamber of Commerce, the need for capacity does not mean that people should learn English or change their ways of life or religion. Instead, the building of capacity should take into consideration cultural relativity and be built from the grassroots and not dictated from the top. Consequently, some programs in particular, the distribution of condoms and sex education was seen as a promotion of promiscuity, and advocating for gender equality was culturally and religiously unacceptable to many respondents. 

Despite the above conceptions, almost all respondents made reference to the need for qualified personnel, tools, and capacity building programs as well as in-dept knowledge on procedures, programs and reporting format of the UN. Somaliland acknowledged the capacity gap and made reference to a five-year development plan which will address the issues of civil service reform (freeing the dead woods), in-country training, statistical and technical capacities as well as the implementation of TOKTEN programs. Reference was also made to an on-going financial training under the sponsorship of the World Bank. The Government in Puntland also mentioned its development plan and a series of consultative workshops that were held in 2005 and early 2006. The Transitional Federal Government in Boadia, South-Central Somalia, cited the lack of basic infrastructure. 

Comparatively, Somaliland is more stable and peaceful than Puntland and South Central Somalia. It has emerging civil society organizations with good structure and Track records. However, women remain to play a marginal role in decision-making, despite the presence of two women in parliament.
D. What are the views on the coordination and management of external resources?
With the exception of international NGOs, most respondents expressed serious reservations on the coordination and management of external resources.  While expatriates would be appreciated for implementing bigger projects, for examples, construction of roads and processing plants, most respondents expressed rancor over a three-room school being under the supervision of an expatriate. Some local NGOs even prefer UN agencies and international NGOs to play the role of monitoring and evaluation and not to get directly involve with the implementation of small projects. 

Several references were made to failed projects in which local expertise were not consulted. Wells were dug in places where the water table was very low. Cartoons of condoms were still in stock and never to be used. Schools were constructed in places with little or no impact. For example, in Puntland reference was made to a school which was constructed by an Italian NGO (LIV) in 1994. The school was constructed in an area where Normads were concentrated during the rainy season. But right after the rain, the Normads left, and the school is now a white elephant.  In East Bossoso, reference was made to a school which was built and well furnished by UNDP, but yet to be fully utilized. Another example is the school in Awis village which is also underutilized. 

In spite of the reservations, most respondents prefer NGOs and UN agencies to coordinate and manage external resources. Unlike in Somaliland, NGOs operating in Puntland signed Memorandum of Understanding (MOU) directly with the communities. According to most international organizations, the authority of the government is not felt politically, and UN field workers are not closer to the beneficiaries due to complexities
. Consequently, the identification and implementation of priority needs should involve all stakeholders, for examples, line ministries, local authorities, the UN, NGOs, INGOs, and the communities. Most importantly, the sharing of information should be encouraged, a proper coordination mechanism put in place and local NGOs invited to coordination meetings
.   

E. What are the main sources of Funding?

The main sources of funding depend upon the nature of the service, whether public or private service. For most businesses, the main sources of funding come from the marketing of livestock, fish and charcoal. Major exporting countries include the Gulf States, Ethiopia, and Kenya. However, issues surrounding the Rift Valley fever
 are adversely affecting the livestock trade in the three zones. Apart from this, respondents in Puntland and Somaliland attributed the low volume of trade to the lack of a well-structure regulatory body and a Central Bank as well as commercial banks that could provide essential services like Letter of Credit (LC). According to most private service providers, the scaling up of activities would depend upon security, improved infrastructure, transportation and business friendly policies.    

In Baidoa, a cross section of local NGOs asserted that their major sources of funding came from INGOs, and the business community. The major disadvantage with these sources is the lack of sustainability and the expectation that the UN may fund their projects.  Consequently, local NGOs spoke of good partnership with INGOs which covered, amongst other activities, information sharing and joint assessment mission, but were critical of the UN procedures
 in awarding contracts.  Most often, local NGOs complained of gaps between the approval of projects and funding. 

Unlike in Baidoa, some local NGOs in Garowe received funding from UN agencies, international organizations and from the Diaspora. For example, SWS received funding from ILO and WFP; Kaolo received funding from UNICEF, UNHCR, WB and Habitat. Thus, partnership was seen to be good when projects were funded, unlike for SWA and SWV that did not receive funding from the UN. However, funding from the UN was based upon certain basic requirements, for instance, working within a specific target area and adhering to particular accounting and reporting procedures. 

In Somaliland, local NGOs are perceived as institutions that are engaging into too much fundraising, while the government is facing economic stagnation. In the absence of a legal framework, there is fear that the government may decide to ban any NGO. Interestingly, funding does not come from one of the major donors in Somaliland- the EU. It is therefore speculated that the departure of International NGOs that implement EU projects would create a serious sustainability gap. In a nutshell, there is no ownership of EU projects in Somaliland. However, the extent to which these local NGOs can meet EU basic reporting and accounting procedures remains to be seen. 

For public service providers, the main sources of funding, although not reliable, came from contributions. For example, the Baidoa Hospital in South-Central receives medical supplies from INGOs and LNGOs; receives fuel and food from the District Council and the President’s office; and consultation and coordination come from the Ministry of Health. Due to the inflow of war casualties, the hospital has been focusing on emergency cases. Unlike some schools
, the hospital charges no fee. But in order to scale up services, the hospital needs serious renovation, the provision of medical equipment and improving the financial capacity of its workforce. With only one medical doctor and an average patient load of one hundred and five (105) from neighboring villages and towns as well as wounded civilians from the fighting in Mogadishu, there is a dire need to also provide qualified medical practitioners and supplies. The situation has been exacerbated with the outbreak of cholera. The death toll amongst women and children is very alarming. There is an urgent need to address the prevailing situation through Quick Impact Projects (QIPs). A belated MDTF will not resurrect the dead. Fast and efficient structures which are patterned along OCHA’s Emergency Relief Fund (ERF) need to be established immediately to address critical cases. Most importantly, the disbursement of funds should be fast, but efficient, transparent and accountable. Appendix V shows a vivid picture of the prevailing conditions at the Baidoa Hospital.  

F: Are there ways of providing services to those who can not afford?
Culturally, Somalis practices and beliefs take into consideration both nucleus and extended family concepts. Charity is also a major attribute. According to most respondents, the primary aim of business is to make profit. Notwithstanding investment brings improvement to people’s livelihood, for example, when a hospital is constructed. With the collapse of government, it became imperative for businesses to perform their social responsibility, and not to only be concerned with profit maximization. When there is a compliant or disagreement, there are many mechanisms for conflict resolution which include business, religious, traditional and Islamic norms. The police and clans are the last resort.  

G. Which roles do remittance companies play?
In the absence of a formal banking system in Puntland and Somaliland, remittance companies have filled the gap. Remittance companies enable the business community to receive and sent money. Charges depend on the amount, the nature of the transaction and destination. Notwithstanding the above indicator, the service charge ranges from 0.20 to 6%. There are about twenty-five (25) remittance companies in Somaliland; fifteen (15) in Garowe and Baidoa respectively.  In Puntland, business transactions over the past year range from US$400.00 to 50,000.00. Moreover, remittance companies are greatly relied upon by poor families to receive money from relatives and friends in the Diaspora, most especially from Australia, USA, Canada, Saudi Arabia and Europe. According to the three major remittance company in Puntland, (Dahabshiil, Amal and Global) the monthly amount received by families range from US$50 to 1000.00
. With an average amount of one hundred customers per day, thirty percent of consumers received monies on a monthly basis. 

H. Are there communities that should be targeted for direct funding?

Responses expressed were mixed, most especially from international NGOs. For example, Care International expressed confidence in some of its areas (Aeyl, Qoaidho, et cetera) of operation, whilst most felt that a significant number of communities were still lacking capacity. However, if direct funding is recommended, the village development committees have to actually involve women in the design and monitoring of projects. A framework should also be established to define the roles of each stakeholder in the project cycle – planning, implementation and monitoring and evaluation.   ADRA and Save the Children UK have taken the lead role in Puntland by encouraging 30% of women participation in all phases. 

Findings - Practical and Technical Advice

Based upon the above consultations, coupled with prevailing realities, for examples, the lack of capacity and security in the three zones, a holistic approach led by the UN and the Transitional Federal Government and firmly supported by other stakeholders, in particular the zonal governments would be the best funding option for the MDTF. Consequently, the following practical and technical advice should be taken into serious consideration:

I. A broad based discussion should be held to discuss each options as outlined in the synthesis report

II. A comparative analysis should be undertaken to thoroughly determine the similarities and dissimilarities between and amongst the three zones.

III. The capacity of major stakeholders should be built, most especially, those of line ministries, local NGOs and CBOs

IV. A participatory M&E committee should be comprised of individuals with impeccable characters

V. Periodically, programs and projects should be monitored by independent M&E specialists

VI. In order to enhance productivity, there is a need to build human resource capacity for the purpose of long term sustainability

VII. While there is a need to take into account cultural values and practices, advocacy groups should be supported to discuss the merits and demerits of cultural practices

VIII. In addition to making its presence felt by establishing sub offices in Somalia, the UN needs to be more proactive in achieving the objectives of projects and programs

IX. The World Bank, in addition to making funds available, needs to be visible

X. The allocation of funding under the MDTG should take into account the unique priorities of each zone

XI. Addressing the immediate humanitarian needs call for the implementation of quick impact projects which should take into account transparency, accountability and the full participation of all stakeholders

XII. A quick impact funding mechanism should be put in place to urgently address the prevailing humanitarian concerns

Conclusion
Despite the reservations against the UN, most respondents felt that the UN remains the only viable institution through which the MDTF can be administered. Comparatively, it has the technical and institutional capacities, and can galvanize the necessary support from all stakeholders. Notwithstanding, the success of the UN will depend to a large extent on transparency and accountability as well as the active participation of all major stakeholders in the decision-making and implementation processes; and the speed with which quick impact projects can be implemented to address urgent humanitarian needs. Most importantly, the transition from relief to development would be successful when capacity building and sustainability are given the desired attention. 
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Box 2: Reaching the poorest through community based targeting





Reaching the poorest households for service delivery and resource allocation is a major challenge in all developing countries. In Somalia, the difficulties are compounded by the lack in institutional infrastructure and the disaggregated poverty/gender data that could help extant service deliverers in targeting their initiatives more effectively. Community-based targeting is currently the main instrument for dispersing aid to constituent communities. Several different approaches are in use, all based on community consultation. Most of them work through consultations with clan elders and key informants. These approaches have proved problematic in ensuring the inclusion of poor and marginalised people in resource allocations with few gaining access to development benefits.   





A recent participatory methodology to community based poverty targeting pioneered by a joint Somali and International NGO Cash Consortium, (Horn Relief, Oxfam-GB, AFREC, WASDA, Norwegian People’s Aid and Development Concern) has gone a long way towards refining and improving existing approaches. The approach was developed and tested as a response to a humanitarian emergency in 2004 (Sool Plateau) by Horn Relief and taken up by the Cash Consortium for similar emergencies in 2005 (Somaliland), and 2006 (southern Somalia). A further phase is planned for May 2007. The targeting methodology was used initially to target cash relief to the poorest households in drought-affected regions and then to ensure their involvement in cash for work and micro-infrastructure schemes (Somaliland and Southern Somalia). All evaluations of the interventions showed positive impacts on the well-being and livelihoods of targeted households. In all areas, criteria used for targeting ensured the most vulnerable were reached. In Sool Plateau for example 97% of benefits were well targeted through the distribution process with only 3% of the beneficiaries meeting criteria that should have excluded them from the programme: a figure much lower than typical beneficiary profiles. 





Key elements of the methodology for replication include:


 Prior social mobilisation of communities for up to 3-4 months before programme start, to establish trust, transparency and accountable ways of working.


Establishing a broad-based village relief committee (VRC) with elected members drawn from across the whole targeted community including clan elders, women, young people, minority groups, pastoralists, traders and business people.


The use of social contracts drawn-up and agreed within the VRC which included roles, responsibilities and membership guidelines. This was publicised widely throughout target communities.


Responsibility given over to the VRCs to identify the most vulnerable people based on agreed selection criteria that were both clan and village based. 


Public and transparent registration of targeted households. In the absence of established data, context-based indicators such as “blood price” to estimate populations was both innovative and effective for targeting and registering vulnerable households.


A deliberate strategy to target women since women were seen as better equipped to prioritise household expenditure.


The promotion of gender inclusion by registering both men and women in dual-headed households and informing all families that women should collect the cash grant.


The careful selection of staff with the skills, competencies and the contextual knowledge of clan structures and social dynamics.  This was seen as critical to averting potential conflicts arising through targeting and disbursement of benefits.


Monitoring as an essential component. Formal monitoring agreements were negotiated with the VRC, targeted households and the money transfer companies used to disburse the cash.





Whilst further piloting will be necessary, initial results look promising for extending this method for use in broader-based poverty reduction programmes. The comparative advantage of the approach is two-fold: 


Empowerment of households and communities to control and manage resource allocation and 


 Transparent targeting of vulnerable, hard to reach households which gives them the freedom to prioritise their needs and includes them in mainstream development initiatives


Source: Ali et al, 2005; Acacia consultants, 2005,Majid and Hussein 20007 

























































































Box 3: Social Transfers: What are the Options?


Social transfers are regular and particular grants that are provided to vulnerable households and individuals regarded as living in conditions of long-term extreme poverty or vulnerability. Evidence from existing social transfer programmes in developing countries suggests that they can help tackle hunger, increase incomes, improve the education and health of the poorest families, promote gender equity and contribute to empowering poor people. In addition there is evidence that social transfers can contribute to growth and development of local markets. 





Social transfers can be provided as cash, in-kind (often as food or agricultural inputs) or as vouchers. There are three broad types of transfers:





Targeted transfers can be targeted at the poorest households or at sections of the population considered as vulnerable such as older people, survivors of disasters, those living with disabilities and children. The size of the transfer will vary according to location and, in some cases, income of the household. Emergency Cash transfers have been piloted in Somalia with promising results. A feasibility study on cash transfers as a long-term safety net for poorer households is currently being conducted in Somaliland and Puntland by Save the Children and Horn Relief.


Conditional cash transfers. Targeted mostly at poor households and provide cash on condition that the children attend school and health clinics. User fees need to be waived for those receiving CCT or else fees consume most of the transfer.


Work programmes in which cash or food is provided to the unemployed in exchange for work. Offers a safety net for those not in the labour market and leaves in place community assets (such as infrastructure).  Work programmes are not appropriate for chronically poor households for whom direct transfers should be the main focus of support.


Source: DFID, 2005 and HelpAge International 2006, “Social transfers for Africa: A transformative agenda for the 21st Century”.
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Box 1: Social Protection Strategies


Current policy directions directly link social protection strategies to pro-poor growth and encompass the following range of activities: a) provide support for those who are unable and may never be able to help themselves – the chronically sick for example; b) actions to protect the poorest against destitution, and their gradual climb out of absolute poverty; c) protect against risk (e.g. fiscal reform, climate change) and reduce vulnerability (e.g. social exclusion, food insecurity) by providing assistance during crises such as economic downturn; famine and other major risks to livelihood security and, d) actions to combat social exclusion and enhance equity particularly with regard to exposure to, and the effects of, adverse shocks such as natural disasters or other events that may pose major risks. All of these activities are compatible with, and reinforce, the 3 pillars of the RDF.
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� Since there is limited absorptive capacity on the ground in Somalia, expenditure would probably be considerably lower in the early years and then increase over time as capacity develops. 


� The principles on which the figures are calculated are explained in UNDP, 2002. The figures quoted are current estimates by UNDP Poverty Reduction and Sustainable Livelihood economists. The figures are consistent with 40% of the 200,000 Diaspora households remitting an average of USD4,000 per household per year, which would produce remittances of USD320 million a year.


� For example, while there is profiling data on IDPs which goes some way to differentiate between different categories of poverty and disadvantage (Danish Refugee Council), this data does not seem to inform the operational practice of the majority of aid agencies who focus on broad brush vulnerable groups without necessarily analysing and addressing different levels of disadvantage within vulnerable groups or across communities.


� It is instructive that Novib/Oxfam’s new capacity building programme focuses on emergency planning and preparedness capacities since that is where the funding is seen to be for Somali NGOs. 


� The co-chairs were selected on the basis of the fact they also co-chair the JPC. The revision of the SACB and the SSS focus on re-organizing the international coordination structures to be better prepared for joint coordination with Somali partners.


� The ICG’s mandate is not clear but, presumably, it is an ad hoc body that will no longer be needed once the political situation has become more stable and national authorities are able to take their rightful place in the CMC and other relevant coordination mechanisms.


� The SSS replaced the SACB secretariat, mainly to reflect developments in the political process. The main changes were the name and a new emphasis on de-centralizing coordination to the field where possible, as well as professionalising the secretariat through recruitment of technical advisers.


� Until recently most funding for Somali NGOs went through UN and INGOs because of legal issues. This changed to some extent with the Global Fund coming on stream for Somalia and the change in procedures for the Humanitarian Response Fund (HRF), managed by OCHA.  However, monies available from these funds are small and peripheral to the mainstream aid flows.  


� Although this is unlikely to happen until an agreement is reached on the CMC.


� For example, one international NGO is providing many of the veterinary services, including planning and capacity development, in large parts of the country. Others are filling humanitarian and development needs, both as activity implementers and by taking on some coordination and planning roles.


� The term SWAp is being replaced more and more by PBA, partly because not all SWAps were sectoral – HIV/Aids being the typical example – but also to underline that it is the approach that is important, not the sector dimension.


� UNDP also has about USD 1.6 million of its own funds that provide flexibility, which has turned out to be critical in some situations.


� This means that funds are un-earmarked by default.


� HRF projects have a ceiling of USD250,000, with the expectation that 80% of funding will be spent on deliverables. However, Somali NGOs have been receiving much smaller grants until they establish a track record with OCHA.


� Though if the security situation in South-Central Somalia does not permit a permanent presence, then the MDTF would only have secretariats in Hargeisa and Garowe.


� See, for example, Ketkar, 2006, and Newland & Patrick, 2004; for relevant legal issues relating to the India Resurgent Bond, see Acquista & Ly, 2005.


� � HYPERLINK "http://www.dfid.gov.uk" ��www.dfid.gov.uk�. A summary description of the way in which challenge funds generally operate can be found in Spooner, 2007, page 14.


� Our Common Interest: Report of the Commission for Africa, March 2005, section 7.4.1


� Including all Islamic Sukuk issues except Malaysian domestic Sukuk issues and Al Salam Sukuk issues, from January 2001 to December 2006.


� Both BRAC and FINCA are running successful microfinance programmes in Afghanistan. FINCA International, which originated in Latin America, has programmes in five African countries including the Democratic Republic of Congo and Tanzania, while BRAC International, which originated in Bangladesh, has recently launched a programme in Tanzania, having successfully established programmes in Afghanistan and Sri Lanka. For FINCA, see � HYPERLINK "http://www.villagebanking,org" ��www.villagebanking,org�; for BRAC, see www.brac.net.


� See Nagrajan, Knight and Chandani, 2006. 


� As with the Common Fund described earlier, under UNDP’s Administrative Agent arrangement for MDTFs, NGOs can only access funding as a UN agency implementing partner.


� Even in Afghanistan, an example of the very successful introduction of microfinance in a post-conflict situation, microfinance institutions had only about 200,000 clients by the end of 2006, about 0.8% of the population. 


� Though transaction costs for fund recipients may be higher as they have to comply with more stringent project verification and more complex application and reporting procedures.


� With the end of Mohamed Siad Barre’s twenty-one (21) years of dictatorial rule in 1991, Somalia descended into more conflict when clans partitioned the country.


�The RDP originates from the Reconstruction Development Framework (RDF). It was derived from the JNA and has three clusters, viz, (1) Deepening Peace, improving security and establishing good governance, (2) strengthening essential basic services and social protection, and (3) Creating an enabling environment for private sector-led growth to expand employment and reduce poverty. The JNA came about as a result of a request from the Transitional Federal Government. It has six clusters, namely, Governance, security and the rule of law, (2) Microeconomic Policy Framework and Data development, (3) Infrastructure (4) Social Services and protection of vulnerable groups, (5) Productive Sector and the Environment and (6) Livelihoods and solutions for the Displaced. 


� Multi Donor Trust Fund is a pooled fund in which all resources from donors are deposited into a single account. The size of the target group for eligible country (ies) is estimated in order to ensure proper funding. Usually a committee of donor countries checks on the allocation and utilization of the MDTF resources. Source: ( http:///www.awcfs.org/features/womendevelopment0605.html) 


� The four major funding mechanism identified were District Fund, Social Equity Fund, Interim Fund and Private Sector Fund. Social Equity Fund covers Community Social Fund and Social Access Fund. Interim Fund included Interim Support Fund for Somalia (ISFS) and the MDTF for Institutional and Policy Development for Somalia (MDTF-IPSD); whilst the Private Sector Fund covers the Diaspora Fund and the Challenge Fund


� The three research institutions were Development Initiatives, Scanteam, and Oxford Policy Management


� The three governments and few INGOs had some rudimentary knowledge; it was briefly discussed at coordination meetings, but no one from the Financing Working Group (FWG), which includes key donors, the UN and World Bank really elaborated on the funding mechanisms and its characteristics.


� The major constraints include non recognition by other chambers of commerce, the lack of a central Bank, the inability to obtain letter of credit, no loan facility and poor judicial system


� According to Government officials, UN agencies have their own complex bureaucratic problems and limitations; NGOs are not transparent and usually submit reports to donors that are not factual. On the other hand, UN agencies and NGOs maintain that governments are not accountable and lack the requisite capacities; there are too many interventions from line ministries coupled with the lack of information flow between government agencies. 


� Utilitarian interest, according to John Stuart Mill, a renowned British Philosopher, Political Economist, and Politician (member of Parliament) is the greatest good for the greatest number of people. 


� According to a remittance focus group in Hargeisa, most Somalis in the Diaspora believe that the UN does not work in the interest of the Somalis. Majority of UN personnel assigned to Somalia lived in Nairobi; but get pay from writing graphical armed chair reports and portraying to donors that most Somalis are bellicose individuals, while women and children are dying from hunger and diseases. 


� Although most Somalis would not contribute towards a MDTG trust fund, there are ample examples of their contributions toward clan projects and very few national projects, for example the two storey library in Puntland. There are also clan organizations abroad that subsidize teachers and health workers’ salaries, for example, the El Teachers’ incentives in Garowe and the Hargeisa Bridge in Somaliland. Usually the fund is managed by a committee that reports to members of the Diaspora. 


� With the exception of few UN agencies, most UN field officers in Puntland and South- Central do not leave the tarmac/ main road due to security precautions. Moreover, according to the INGO, it is cheaper for them to implement projects than the UN


� In Garowe, local NGOs complained of not being invited to OCHA coordination meetings. 


� After diagnosing series of fever and bleeding cases that led to several deaths, WHO, the Kenyan Ministry of Health and other medical institutions disclosed in 2006 that there was an outbreak of Rift Valley Fever (RVF) virus. The virus is common in livestock during the rainy season and can be easily contacted by humans, most especially through the consumption of livestock and malaria bites (Source: http:www.cdc.gov/mmwr/preview/mmwrhtml/mm5604a3.htm).


� According to three local NGOs – Golyome Rehabilitation and Development Organization (GREDO), Bly Women Development Network and Isha Human Rights Organization, the UN awards contract to individuals in Baido unlike in Mogadishu where contracts are awarded to local NGOs. 


� According to the Principal of Baidoa Model School, teachers are expected to be paid, therefore students who can not afford to pay tuition fees are sent home. This policy equally applies to other schools, for examples, Salayndin, Alolam, Fathurahman, Aiup primary School and Dr. Abdallah Derow Girls School


� Sitting together, these companies were not prepared to give detailed financial information. Serious discussions were held in their vernacular / language prior to stating any figure. 
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