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Somaliland Budget Analysis 2021

Introduction

Before | look Somaliland Fiscal Year Budget 2021 in detail, | must say a word or more about the definition
of budget. A budget is a financial statement of estimated revenue and expenses based on future plans
usually a year and goals of a government for a certain period. In another words budget is the annual
financial plan or economic strategy for nation, it shows how revenue will be raised, and how these funds
will be used to address specific needs of country. Also, budget is an annual statement of a country’s
expected revenue and expenditure. It is the most important tool that government uses to translate
development aspirations of the nation into reality.

The budget helps the government to prioritise the different needs of country; whether it is strengthening
the economy, maintaining security, promoting good governance, empowerment of provinces and
districts, supporting vulnerable sectors, or improving livelihoods- and make sure the responsible
ministries, departments, agencies or programmes get to access to the resource they need. The budget is
prepared to present the government’s revenues and spending plans to accelerate socio- economic
transformation that the government uses to allocate public resources among identified priorities agreed
upon through different consultative forums where citizens participate. The parliament approves the
budget at central level and the district council for decentralized entities. On 8" Dec 2020, Minister of
Finance Dr. Sacad Ali Shire presented fiscal year budget 2021 to the House of Representatives.

Figure 1 Somaliland House of Parliament

Article 55 (sub-4) of the Constitution mandates the executive branch of the government to prepare the
annual fiscal budget as well as the ensuing final accounts, while the House of Representatives reviews,
debates and has the power to make amendment before it is finally approved. Therefore, in this report by
using budget data from the 2021 Financial Year, we will make a number of analyses regarding the budget
source of revenues, allocations, spending priorities and mismatches. Also, we focus on efficiency,
effectiveness, transparency, prioritization of expenditure rationalization activity, service and projects,
Where the increase will come, how the regions and departments allocated in the FY of Budget 2021.
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Budget and Economic Overview

Somaliland is an independent state in the Horn of Africa which stands for peace, democracy, stability,
prosperity, and cooperation in the region, officially declared independence from Somalia in 1991.
Somaliland has open borders and an open economy, its heavily dependent on international trade
(specially import goods), livestock, remittance, and grants. It shares boundaries with Djibouti on the West,
Ethiopia in the South, Somalia in the East, and Yemen to the North.

Somaliland’s GDP amounted to $2.5 billion with GDP per capita estimated yearly at $566 and on living less
than $1.5 per day (PPP). The 2020 GDP growth rate was recorded slightly decline but projected to grow
at a conservative rate of 2% per year in the mid-term of 2021. Almost 30% of GDP is derived from livestock
followed by 24% from trade, 22% from remittance, 8% from crops, 7% from tax revenue, 6% from real
estate activities and 3% other sectors!. While the state lacks official international recognition, the
population of around 4 million, food insecurity and poverty remain prevalent in many regions of the
country more than 1 of 3 people in rural and more than 1 of 4 people in urban living poverty. Furthermore,
it has very low levels of investment and low employment to population ration, with 28% for males and
17% for females®.

According to the Africa Development Bank, (Economic Outlook Paper) East Africa is leading the continent
in economic development with an estimated GDP growth of 5.1% in 2020 (pre Covid-19), followed by
North Africa with an estimated GDP growth of 4.9%. West Africa comes in 3" with 3.3% GDP growth,
followed by Central Africa with a 2.2% growth and Southern Africa with a 1.2% estimated GDP growth.
Rwanda is in the lead as the fastest growing economy with a predicted 7.8% economic growth in 2021,
while Ethiopia is a close second at 7.2%; Tanzania follows at 6.6%; Kenya at 6%, Djibouti at 5.9%, Uganda
at 5.3% and the Somalia economy was expected grow by 2.9%. All East African countries were projected
to positively contribute to the growth, expect for Sudan whose economy was projected to slow by 1.6%
in 2020 due to conflict. The region’s growth is largely driven by strong public expending in infrastructure,
rising domestic demand, the benefit of improved stability, new investment opportunities and incentives
for industrial development?.

Somaliland economy has been hit hard by Corona Virus, locust, pilgrimage restrictions and traffic
disruptions. In the first six month of previous year recorded a trade deficit of $161 million and decline of
7.5%, imported $230 million worth of goods and exported $230 million. Due to the country high depend
on imports, this was led to instability and imbalance trade.

For the fiscal year 2021 the average inflation rate is projected at 6.4% and it is expected to be contained
in the medium term at 4.5% in 2021. In October 2020, the exchange rate against the US dollar was 8,560
SLSh/USD, up from the 8,470 SLSh/USD recorded in Sept—representing a 0.9% depreciation. The currency
shilling was fairly stable between November and December 8,500 SLSH/USD and 8,600 SLSH/USD.*

The latest published GDP data

2 Somaliland Profile Poverty and Overview Living Conditions, World Bank Assessment
3 East African Economic Outlook, ADB, July 2020

4 Central Bank of Somaliland
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Figure 2 Headline Inflation Rate (Annual) and Average Exchange Rate, Jan 2019 — Dec 2020
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The Somaliland Budget for the fiscal year 2021 amounts to $339 million, this represents an increase of
2.9% from the previous fiscal year budget. The budget consists of six codes; central government budget
was allocated $247.2 Million which is 2.7% higher than 2020, independent governments agencies $29.1
million, local governments had a budget of $43.3 million, SDF $10.4 million, World Bank projects $7.5
million, and JPLG are $1.5 million, which shall account for 72.9%, 12.8%, 8.5%, 2.3% 3.07% and 0.43% of
the total budget respectively. The budget continues to follow an upward trend for the past five years.
The 2021 had increased a whopping 117% from 2015 when the actual budget was $156.1 million.

Figure 3 Parities Budget Consist of Fiscal Year 2021 current price in market exchange SLSH (8500S)
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The fiscal year budget prioritizes following;
1. Security and justice 3. Production and infrastructure
2. Public service 4. Good governance, elections and recognition
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Tax revenue and non-tax is expected to constitute 94% of the budget, with the remaining portion of 6%
being expected to be financed from external sources comprising of grants. The main source of revenue
for the year will be 41.1% import tax, good and services tax 15.0%, sales tax 17%, administrative tax 5.2%,
civil service 5%, property tax 5%, profit tax 2%. These taxes 60% while represent more than total domestic
revenue collection.

Figure 4 Source of tax revenue
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Somaliland budget is based on the recurrent expenditure or operational cost of the government,
structurally is a comprehensive budget, but the process it uses are called a line-item budgeting system.
The internal revenue collection process is regionalized system, but in management revenue are
centralized system. The centralized system provides more economic power and benefit to the capital as
more than 75% of it will spent, also, Somaliland the allocation way of municipal budgets does not based
on population and district needs.
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Revenue Analysis

Somaliland government receives different revenue from different sources. Domestic revenue is the engine
that drives government operations, social service (public service) and infrastructure development. More
than three of the fiscal year budget will come from 94% of internal revenue in the form of taxation, the
remaining 6% will come from donor countries and international organizations in the form of assistance.

Somaliland is very reliant on revenue from customs duties and various fees and levies on imports; is the
source of income most powerful resource of government get. Overall revenue for the 2021 budget
comprises $247 million which is 3.9% more than in previous year. The main income in the budget are
customs account the largest amount 76% of $193.2 million, while Inland Revenue contributes only 18%
of $44.6 million and the rest contain 6%. Taxes charged on imports (custom taxes) claims the largest
source of taxes Somaliland has 20 customs, the four largest customs with 96% revenue is Berbera 66.4%,
Kalabaydh 21.2%, Zeila 6%, Hargeisa 2.4%, Borama 1.2%, Togwajaale 1.1% and other customs 1.6%. figure
6 and table 1 illustrate the income estimates for the six regions, it’s important to note that this revenue
expect for customs and inland revenue.

Figure 5 Source Revenue FY 2021 Figure 6 Comparing Domestic Revenue in Somaliland Regions
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From 2010 there has been a concerted effort to increase the tax revenue between 2010-2020 the annual
real growth rate of the overall tax in the country was more than 20%. The largest geographical sources of
internal revenue from the regions of Maroodijeex $79M, Saaxil $136.8M, Awdal $16.7M, Togdheer $2.4M,
Sool $1.5M, Sanaag $0.75M and ministries $9.4M.

Table 1 Custom and inland revenue allocated to come regions

Estimation Revenue Estimation Revenue 2021 Percent
2020 age
Description SL Regions| SLSH Dollar SLSH Dollar
Maroodijeex 601,529,384,586 70,768,162 675,587,776,520 79,480,914 29%
Awdal 161,544,919,845 19,005,284.68  [141,986,536,102 16,704,298 6%
Saaxil 1,130,011,020,169 132,942,4729 [1,163,252,073,615  [136,853,185.1 49.9%
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Togdheer 16,067,131,330 1,889,074.2 20,814,854,995 2,448,806.47 0.8%
Sool 13,245,270,048 1,558,267.0 12,877,297,463 1,514,976.1 0.5%
Sanaag 3,226,870,379 379,631.8 6,403,279,618 753,327.0 0.27%
Total 1,925,624,596,357 226,542,893.38 (2,020,921,818,313 237,755,507.77 86.6%

The above table shows the estimated revenue from six regions, 85% coming from the Western Regions

while less than 1.6% will come from Eastern Regions. Awdal region’s projected income for the year will
$16.7 million, which is down -3.1% while the target for 2021 was $19 million, all other regions show a

slight increase in revenue as will expected.

Figure 7 Revenue allocated to come six regions in the form of taxation

Revenue Allocated to Come Six Regions in the form of Taxation
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Table below also shows the revenue projected to the ministries, grants, balance treasury, port rent etc.

Table 2 Main Revenue Allocated to Central Institutions

Estimation Revenue

Estimation Revenue

2020 2021

Description SLSH Dollar SLSH Dollar
Customs 1,592,122,934,832 |187,308,580.5 |1,642,245,360,896 [193,205,336.5
Inland Revenue 338,963,620,313 39,878,072.9 378,676,457,417 44,550,171.4
Ministry of commerce 17,710,930,466 2,083,638.8 20,404,779,702 2,400,562.3
Ministry of Public Work 280,263,760 32,972.2 980,793,249 115,387.4
Ministry of Livestock & fisheries 754,627,776 88,779.7 1,532,120,656 180,249.4
Ministry of Energy and Natural Resource 521,316,282 61,331.3 503,270,593 59,208.3
Ministry of Agriculture 378,832,693 44,568.5 372,321,260 43,802.5
Ministry of Environment 476,165,979 56,019.5 572,932,532 67,403.8
Ministry of technology and communication [1,648,825,046 193,979.4 10,886,452,009 1,280,759.0
Ministry of Information 136,077,400 16,009.1 1,415,285,598 166,504.1
Ministry of Employment and family affairs  [13,281,348,872 [1,562,511.6 3,000,000,000 352,941.1
Sale for fixed assets 2,200,662,876 258,901.5
Ministry justice 8,954,768,860 [1,053,502.2 209,563,214 24,654.4
Local government subsidy 51,132,584,747 6,015,598.2
Treasury balance 5,000,000,000 588,235.2 5,000,000,000 588,235.2
Berbera Port Rent 35,000,000,000 4,117,647.0 35,000,000,000 4,117,647.0
World Bank Grants (TMP) 3,150,000,000 370,588.2 3,500,000,000 411,764.7

Total 2,069,512,297,026 243,472,034.9 [2,106,500,000,002 [247,823,529.4
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local governments budget was estimated for the total budget will $43.3 million, of this 77.5% came from
income from taxes, fees, fines and penalties collected by municipalities and the 22.5% remaining receive
two main types of fiscal transfer from the central government. The first is a transfer from the Ministry of
Finance that comprises 10% of the revenue it collects from all customs duties within administrative
boundaries of the districts. The second form of intergovernmental fiscal transfer amount of 12.5% from
Central Government to local governments to support the development of the districts as well as provide
equalization but divided according to article 89 (sub-2), Law No.23/2019 states district A 6%, district B 2%,
district C 3%, and district D 1.2%. expenses not covered by revenues. Some districts more than 50% of
their municipia budgets receive from fiscal transfer in the central government, which 50+ of their budgets
form of subsidy for example Berbera and Gabiley.

When you look at the income that municipalities receive from taxes that law allows same way, the amount
of tax depends on the size of town, population density and consumption commodities. Therefore, region
with larger population has more taxpayers than others.

The local governments in terms of allocation Berbera allocated $12.4M of budget, Hargeisa $11.6M,
Borama $2.4M, Burco $3.2M, Lascanod $1.8M, Gabiley $4.6M, Saylac $1.4M, Erigavo $1.2M, and other
projected $4.7M. 67% of LGB will spent in Hargeisa, Berbera and Gabiley.

Figure 8 Budget local governments
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The local governments in terms of allocation Berbera allocated $12.4M of budget, Hargeisa $11.6M,
Borama $2.4M, Burco $3.2M, Lascanod $1.8M, Gabiley $4.6M, Saylac $1.4M, Erigavo $1.2M, and other
projected $4.7M. 67% of LGB will spent in Hargeisa, Berbera and Gabiley.
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Expenditure Analysis

Government expenditure in 2021 compared to 2018 significantly increased for each major
spending line- with the exception of loan repayment. Allocation spend figures for compensation
of employees, use of goods and service, and assets increased the most in absolute terms. When
you read the budget statement of GoS, you find that 85.9% of the total budget are salaries,
allowances, utilities expenditure, travel expenses, maintenance vehicle’s, repair buildings and
machinery and repayment of national loan. All of this are not relating to any development of
country but are only operational cost of the government.

Lasty years owing to expenditure growing at a faster pace than revenue, budget implementation
has resulted to budget deficits. In FY2021, $127.7 million allocated to spend on compensation of
employees, representing 51.6% of total expenditure, its higher than 2020’s 3.2%, more than half
of the government’s underspend in 2021 will go to salaries and allowances. On another hand
$63.02 million will to spend operational cost 26.18% of total expenses in 2021, slightly higher the
previous year 1.5%.

Expenditure projected on subsidies will allocate $5.6 million (2.4%), government subsidies come
in the form of Budget Subsidy and a Food Price Subsidy. The budget subsidy is a contingency for
any expenditure line that was not budgeted for while the food price subsidy is used to support
the army in times of significant food price increases.

Table 3 Expenditure summary 2020-2021

Budget Forecast 2020 Budget Forecast 2021 %TB
Description SLSH Dollar SLSH Dollar
Compensation of employees 1993 087,863,702 116,833,866.3 [1,085,772,241,357 (127,737,910.7 5}1-6

(0]

Operational cost 537,843,600,182 [63,275,717.6 [552,461,330,471 |64,995,450.6 | 26%
Fixed Assets 158,068,655,888 (18,596,312.4 [108,994,635,488 [12,822,898.2 | 5%
Government Projects 169,008,689,428 [19,883,375.2 (163,744,401,884 [19,264,047.2 8%
Subsidies 46,891,190,800 [5,516,610.6 49,282,390,800  [5,797,928.3 2%
Contingency fund 61,100,000,000 [7,188,235.2 |61,245,000,000  [7,205,294.1 3%
Grants 146,351,429,000 [17,217,815.1 [164,629,613,120 [19,368,189.7 | 6%
Loan Repayment 75,000,000,000 [8,823,529.4 (75,000,000,000 [8,823,529.4 3%
[Treasury balance 5,000,000,000  [588,235.2  [5,000,000,000  [588,235.2 0.24%
Total 2,192,351,429,000 [257,923,697.5 [2,266,129,613,120 [266,603,483.8

Fixed assets forecasted amount to $38.87 million (5.2%) and loan repayment on domestic debt
will $8.8 million equivalent to a reduction of 3.6%. Heads of contingency fund and treasury
balance are projected at total of $7.7 million. Development projects show a slight decrease of -
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3.1%, were only allocated 8% of the budget which is a low allocation compared to government
expenditures on recurrent activities that account for more than 73% of the total budget.

Figure 9 Expenditure Allocation 2020-2021 BY Pie Chart
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The chart below explains the bugdet partners acress the ministries and agencies of the country
are aggregated and divided into 11 part partners such as security and defence 35%,
administration 20%, economy 14.8%, education 9.2%, health 5.2%, infrastructure 4.7%,
production 2.5%, environment 1.4%, water 1.1%, energy 0.65% and other sectors 4.8%.

Figure 10 Partners of budget 2021
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The fiscal year proportion of regions taxpayer 2021 budget target estimated of $339, $71.2M or
21% of the total budget will come from taxpayers in Awdal region, $125.4M or 37% will come
from Maroodijeex, in amount of $61M will from taxation collection the people of Togdheer
region, Sool will generate 10% or $34M projected revenue taxation, $27.1M which si equivalent
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to 8% of the total tax coming from Sanaag, and the Sahil region its taxpayer will pay $20.3M in
tax at rate of 6% of total budget allocated (Quantitative Scenario Model).

Figure 11 Proportion of regions taxpayers
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Priority for Social Service

The prioritizing basic service that backbone of society is the number one priority for any government in
the world to provide adequate services depending on the country’s economic energy. Somaliland is one
of the countries with low social service and its annual budget allocation is relatively small compared to its
peers, but joint efforts by civil society, government and international organizations are working together
to provide effective and reliable service. The sectors of education, Health and Water are foundation of life
in society, the fiscal year budget allocated 16% for total budget 2021. This shows that the government will
not do much better for social service this year.

Figure 12 Social service budget
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Health is one of the necessary basic needs of human life. The FY2021 budget allocation for
upgrading, improving and expanding health services in Somaliland is 5.2% of the total budget of
$12.9 million, up from 4.72% last year. The $12.9 million allocation will be sharing by the health
sector institutions including Ministry of Health ($11,403,308.8), Quality Control Commission
(5759,585.7), Somaliland National HIV/ADIS Commission ($484,368.6), and the Health
Professionals Commission ($285,082.8), as show below the figure 11 Lack of quality of health and
poor service to regional hospitals, lack of care for equipment and vehicles, low sanitation in
wards, lack of ambulance’s in some districts/areas/hospitals, this budget planned health sector
will not make significant difference to the health service that Somalilander’s needs.

Education

Education is one of the most important determinants for individual’s productivity and future success and
is also the foundation of humanity; it guides for human to the right path and way of success. Better
educated citizens are the backbone for production and prosperous nation. Education is one of the key
drivers of economic development, the budget allocated to Education sector FY2021, has shown a decrease
1.39% in this year, but normally government funds to the education sector have remained low. In 2021,
the government of Somaliland has allocated $22.8 million to the education sector, a significant decrease
up from $23.1 million last year. Within the region of Horn Africa, Somaliland aggregate education sector
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spending levels are very low. The UNESCO database of government expenditure, which uses education

national accounts to allow for cross-country analysis, ranks Somaliland lowest among East African

countries, with an investment in public education standing at less than 1 per cent of real GDP in 2017.

Figure 13 A Student in the elementary classroom, MOE

Consequently, the Ministry of Education increased primary school teachers’ salaries by 25%, and

hire an additional 300 primary school teachers to enhance the workforce. One major gap is that

95.4% of the sector budget goes to basic Education, with higher education and university

subsidies receiving only 4.6% of the total education budget.

Water

In Water is a basic right, it plays a crucial role in our lives. In past years GoS has carried out several
national works geared towards the provision a safe water. 40% to 60% of people still lack of
access to safe drinking water and often relay on open water sources like unprotected
springs/wells, rain water, gravity flows and dam water. Somaliland’s water sector is under
intense pressure due to rapid population urban areas growth.

Figure 14 Student washing his hand in the pipe on school, Source UNICEF

Less than 46% of the population in
Somaliland have access to clean a basic
water supply. The budgetary allocation
for water resources saw a significant
increase, which was a 4% increase from
last year. The water sector was
allocated 1.4% of the overall national
budget. Capacity limit private water
supplier often lead expensive price,
forcing families to fetch water from far
and from unsafe open wells.
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Subsidies for Non-state Actors

A review of the past three years shows that GoS support as assistance for the non-state actors
the approved expenditure estimates have been growing in absolute terms; however, certain year
have had high growth rates. The budget allocated subsidies for non-state actors are $5.7 million,
which 2.3% of the total budget and the previous more than 2.91% which was $5.4 million. This
financial allocation will be supporting specific organization in Hargeisa and other NGQO’s cities of
country no financial allocation was planned totally.

Judiciary Institutions

Supremacy of judiciary and rule of law it’s the way for the Somaliland to achieve better
development and a fair. It’s very important for rule of law to reach different sections of the
society at region and village levels, connecting and strengthening the legal chain from police
investigations to courts are the backbone of justice process. The independence and transparency
of the judiciary is paramount to governance. The key to good governance, and development is
the rule of law and the equality of citizens. Partner agencies of the various branch’s judiciary fund
allocated at $35.1 million of the total fiscal year budget. It’s small budget that does not
contribute much to the expansion of justice system in the country, the capacity of the lower court
staffs, and promotion rule of law.

Figure 15 fund allocated major partner judiciary agencies
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Recommendation

1.

The process of regulating budgets of local governments should be reformed and amended
by the laws that was central to the economy, especially Law No.23/2019.

The government need to increase the resource mobilization efforts that will enable
adequate funding for health, education, water, domestic production, and infrastructures.
Government should reduce unnecessary excessive expenses and should also further
enhance the capacity of economy-forecasting bodies, in order to achieve accurate
estimates of revenue and expenditures and to eliminate the perennial budgetary deficits.
The GoS should invest public spending infrastructure and domestic production. In order
for the economic growth of the community, small fishing port should be established in
Zeila and Lasqoray.

In the system of good governance, responsibility and accountability are inseparable, it’s
essential Somaliland have an independent auditor, capable of conducting audits,
monitoring, supervising, holding accountable and disclosing to the public and state annual
financial statements in transparent manner.

Development project are only allocated 8% of budget 2021 which is a low allocation, the
cost of the projects should increase at minimum 25%.
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conomic and Social Analysing Centre (ESAC) is an independent think tank

and a civic forum that seeks to promote pluralism of ideas through open,

active and informed public debate on key economic and social issues, with
a mission to foster sustainable growth and development in Somaliland through advancement of
research —based knowledge and policy analysis. Our aim is to build new models that build on and
improves the existing ones. The ESAC is non-governmental and nonprofit organization, free from
political, clans, region, and ethnic divisions that was founded in Borama, 2019. The institute is
formed by group intellectuals, opinion formers, research professionals and practitioners whose
objective is about creating new way to think about and solve range of complex challenges from
state economics and socio-economic through research and analysis.
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