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Yemen Quarterly Economic Review is a quarterly report produced by the
World Bank Country Office in Sana’a. Major economic and social
developments are reviewed It also provides information on ongoing World
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SUMMARY

While growth achieved higher rates in 2010, the overall
economic prospects for the Yemeni economy remained moderate.
The overall growth is estimated to reach about 8 percent of GDP,
hydro-carbonic sector growth is estimated to increase to around
51 percent of GDP largely due the new production of the
Liquefied Natural Gas (LNG) plant. Growth in the non-oil
sector, however, remained relatively moderate at about 4.4
percent of GDP. The government reform program supported by
the 3 IMF years support arrangement which was approved in
The World Bank Group, July 2010, achieved a lower fiscal deficit of around 4.1 percent of

Sana’a Office GDP compared with 10.2 percent in 2009. Exchange rates
maintained stability during the second half of 2010 leading to
dampened inflationary pressures. The current account recorded

an improvement to about 4.5 percent of GDP (from about 10.7
. . . percent in 2009). Inflation, however, firmed up to about 10.6
For more information about this . .
update, please contact the World ~ percent (from 3.7 percent in 2009) as global prices became
Lrel e e o Sanne e Ly volatile coupled by higher domestic fuel prices resulted from
yqer@t)lxzrizn;;ﬁk.org subsidy reduction, and unstable exchange rate for the Riyal
mainly in the first half of 2010.
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I. MACROECONOMIC DEVELOPMENTS

International Oil prices stabilized in the second half of 2010 trading mostly in the $75-
90/bbl price region. Brent crude oil prices averaged at about $82 per barrel for the period
from July to December compared to $77 in the first half of this year and to $71 during the
same period in 2009. Meanwhile, Yemen’s crude oil output continued to shrink reaching
about 258 thousands billion/day in October 2010 compared with 275 thousands
billion/day in January 2010 (about 6 percent less).

Figurel. Yemen Crude Oil — Monthly Price and Production
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The fiscal deficit for 2010 is estimated to reach about US$1.6 billion after taking into
account the implementation of the government’s fiscal adjustment measures for 2010.
However, the very prudent implementation of the public investment program and
unforeseen budget support (about US$180 million) from Saudi Arabia could reduce the
actual 2010 fiscal deficit to US$1.2 billion. The financing of the deficit relies largely on
domestic sources, except for about $250 million that is financed externally through budget
support operations from the World Bank and, as before mentioned from Saudi Arabia. As
a result, domestic public debt has increased substantially since 2008 but is since 2010
again on a descending trajectory due to the stabilization and reform measures taken by
the government. Given the dependence on o0il revenues — about 65 percent of total
revenues — any fiscal deficit in Yemen is highly vulnerable — for the better or for the worse
— to movements of the international oil price.

The Government of Yemen has demonstrated its willingness to address the fiscal
challenges from the dwindling oil revenues through an on-going reform program
supported by the IMF. The program targets a fiscal deficit reduction in 2010 from about 8
percent to 5.6 percent of GDP, and for the medium-term, a budget deficit of around 4
percent of GDP or lower. The government’s fiscal adjustment program, which is
supported by the IMF, calls for (i) savings from a gradual reduction of domestic fuel
subsidies, a reduction which is planned to amount to 1.4 percent of GDP in 2010, (ii) full
application and implementation of the General Sales Tax including on the government’s
own purchases, and (iii) no granting of new tax exemptions.
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The reduction in fuel subisdies is accompanied by an expansion of social protection
programs implemented by the Social Welfare Fund and the Social Development Fund.
Given the size of the susbsidies (roughly 25percent of public expenditures, depending on
the international oil price) and the distortive effect the subsidies have on the economy, it
has become inevitable to reform the energy subsidy in order to safeguard public resources
not only for critical basic services in education and health, but also to help boost public
investment in support of economic growth and a diversification of the economy.
Tablel. Yemen Main Economic Indicators

Economic Indicators 2008 2009t 20102
Real GDP growth (in %): 3.6 3.9 8

Growth of hydrocarbon sector -8.1 1.6 51

Growth of non-hydrocarbon sector 4.8 4.1 4.4
Current account balance (in % of GDP) -4.6 -10.7 -4.5
Fiscal balance (in % of GDP) -3.2 -10.2 4.1
Inflation (in %) 19 3.7 10.6
1 Preliminary.

2 Projected.
Source: GoY and Staff calculations.

The Balance of Payments (BoP) in 2010 remains under stress although the current account
deficit is projected to shrink significantly to about 4.5 percent of GDP compared with
10.7 percent in 2009. The significant improvement is the result of the tightening of fiscal
policy and the launching of Liquefied Natural Gas (LNG) exports as well as higher than
budgeted international crude oil prices, which improve oil revenues. The overall export
value is expected to increase by 40 percent. Non-hydrocarbon imports increased by 13
percent in the first three quarters of this year compared with 2009, possibly suggesting a
slow recovery in the non-oil sector. Net international reserves of the central bank are
higher than expected at US $5.8 billion as of end-October, and given the higher than
expected international oil prices, the reserve is estimated to continue to grow. Although
the international oil price has been favorable and temporarily took off some pressure from
the BoP, the structural pressure on the Balance of Payments remains, as demand for
import continues to rise, the remittances have not yet fully recovered, and foreign direct
investment (FDI) remains sluggish, possibly due to the uncertain security situation in the
country, compounded by the political changes in the region, the main source of FDI in
Yemen.. The recovery of the regional economies would improve the outlook for
employment of Yemeni migrant workers, and the flow of investment from the region.
However, the country needs to make sustained efforts and implement structural reforms
which support urgently needed non-hydrocarbon growth and employment.

Yemen has taken significant reform steps to improve its investment climate. The reforms
implemented in 2010 (WTO required legislative package, Investment Law, Income Tax,
and Customs Amendments) improve greatly the investment climate and introduce
international best practices for key pillars governing domestic as well as foreign
investment, taxation and investment incentives. These reforms are considered crucial for
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attracting non-hydrocarbon investments to diversify the economy and reduce the
dependence on the oil sector.

Table2. Current Account Balance (in Billion US$)

2006 2007 2008 2009t | 20102

BExports of goods 7.9 7.1 8.9 5.6 8.2

of which: petroleum 6.7 6.3 7.9 4.5 6.7
Imports of goods -7.8 -7.5 -9.3 -8.1 -8.9
Services balance -1.3 -1.1 -1.1 -0.8 -0.5
Current account balance 0.2 -1.5 -1.3 2.7 -1.4
Current account (in % of GDP) 1.1 -7 -4.6 -10.7 -4.5
1 Preliminary.

2 Projections.

Source: GoY and Staff calculations.

Yemen'’s external public debt to GDP ratio has steadily declined over the last few years.
Despite an increase in nominal value, the external public debt to GDP has fallen from 38
percent of GDP in 2004 to about 21 percent in 2010. Latest figures released by the Central
Bank of Yemen (CBY) show external public debt of $6.08 billion at end-October 2010,
about 2 percent higher its level of two months ago. The majority of this debt is borrowed
on highly concessional terms and is owed to public creditors. The composition of the
external public debt continues to shift towards multilateral agencies such as IDA, GCC
countries, and AFESD while debt to some of the Paris Club members and others has

shown general decline in recent years. IDA has, however, shifted to offering grants to
Yemen instead of concessional loans.

Table3. Yemen’s External Public Debt Composition

Creditor OUTSTANDIG DEBTS INC. TOTAL ARREARS (In Million USD)
31.12.2007 | 31.12.2008 | 31.12.2009 | 30.06.2010* | 31.07.2010* | 31.08.2010* | 31.10.2010*
PARIS CLUB COUNTRIES 1,737.0 1,7576 17434 17293 17425 17476 1,7616
NON-PARIS CLUB COUNTRIES 845.9 862.0 934.3 8417 844.0 842.2 850.6
MULTILATERAL 3,046.6 3,0734 3,158.4 3,052.7 3,129.8 3,169.0 3,262.4
IDA 20713 2,095.1 21788 2,085.4 21450 21340 2,209.9
IMF 169.0 9.8 523 36.3 374 89.7 79.1
AFESD 566.8 645.7 669.2 675.3 683.8 682.6 7008
IFAD 1203 1203 129.0 1235 1274 1275 131.3
OPEC 355 316 21 37 313 309 309
ISLMIC DEV. BANK 79.2 80.7 932 9.8 101.2 1005 106.5
EC 45 42 39 37 37 37 37
OTHERS 190.7 195.6 198.6 200.7 2015 2014 205.5
Grand TOTAL 5,820.2 5,888.6 6,034.7 5,824 4 5917.8 5,960.2 6,080.1
* Preliminary
Source: CBY

The nominal exchange rate of the Yemeni Riyals has been stabilized at around US$/YR214
since early August 2010. The current monetary policies are geared to support the external
value of the Yemeni Riyal, allowing for gradual adjustment. In March 2010, the CBY
supported the Riyal exchange rate through selling reserves and meeting demand, raised
the interest rate benchmark on Riyal deposits to 20 percent. This rate is considered high
and is unlikely to improve the level of private sector credit (lending) in Yemen. The
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austere monetary policy was, however, necessary to stabilize the exchange rate and
address its volatility. The measures taken during the first half of 2010 and in early August
2010' in conjunction with a tight fiscal policy, could restore public confidence following
the central bank’s heavy intervention in the first half of the year, and in early August. An
easing of interest rates would be possible as next step.

Table4. Yemen Exchange Rate against the US Dollar

Period Period Average End -Period Change over Change over
(annual) previous End- previous period

Period in % (annual) in %
2006 197.05 198.5 175 2.94
2007 198.95 199.54 0.52 0.96
2008 199.78 200.08 0.27 0.42
2009 202.85 207.32 3.62 154
10-Jan 209.08 212.26 2.38 3.07
10-Feb 213.91 215.23 1.40 231
10-Mar 217.93 222.31 329 1.88
10-Apr 224,04 225.32 135 2.80
10-May 225.32 225.45 0.06 0.57
10-Jun 225.82 225.96 0.23 0.22
10-Jul 229.97 239.69 6.08 1.84
10-Aug 231.78 214.9 -10.34 0.79
10-Sep 214.85 214.6 -0.14 -7.30
10-Oct 214.4 214.1 -0.23 -0.21

Source: GoY and Staff calculations.

Inflation is expected to show an overall increase reaching around 12 percent in 2010.
Early estimates suggested an average inflation rate of around 9 percent for 2010, and the
expected increase reflects the rising prices of local commodities, the recent energy price
adjustments (fuel subsidy reductions), and impact of the 2010 Riyal volatility during the
first half of the year. Inflation in the third quarter of 2010 continued the modest upward
trend of the previous quarters, reaching an average of around 12 percent compared to the
same quarter last year (figure 2.). Overall, inflation in Yemen has followed the trends in
global price indices, although with a lag especially where domestic retail food prices are
concerned.

Figure2. Changes in Monthly Consumer Price Index

Changes in Monthly Consumer Price Index

O I. Food and Non-Alcoholic Beverages O Cigarettes, tobacco and qat M All-items

Source: GOY

! Including enforcement of foreign exchange regulations with the effect that foreign currency dealers and money exchangers are now no
longer allowed to export non-dollar convertible currencies. Instead, commercial banks are now performing this function, bringing
equivalent amount of dollars to the system, which was not the case before.
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The Government has begun implement an expenditure Commitment Control Systems
(CCS) on a pilot basis in the Ministries of Public Works, Education, Health and Finance.
The commitment control system aims primarily to prevent payment arrears for delivery
of services. The size and age of the accumulated arrears in Government of Yemen remains
largely unknown as there was no system in operation to capture, record, and monitor
arrears. There are however indications, including through COCA’s audit activities, that
suggest that the arrears may be substantial. The introduction of Commitment Control
System (CCS) should allow the Government to measure the extent of the stock of arrears,
and to bring the problem under control. The government plans after successful
introduction of the CCS on a pilot basis in selected ministries to extend the Commitment
Control System to other ministries.

Yemen’s business environment marks a slight deterioration in the Doing Business Report
of 2011. According to the latest Report for 2011, Yemen, in comparison with last year, did
not witness any improvement in the business environment as the overall “Ease of Doing
Business” ranking has declined moderately from 104 to 105 in 2011, mainly due to
declines in the areas of “Starting a Business” and “Registering Property”. Yemen'’s
regional ranking in “Ease of Doing Business” remained at the 9" place amongst the 18
surveyed countries in the Middle East and North Africa region. The report suggests that
the main factors that continue to negatively affect businesses in Yemen are related to
paying taxes, financing, trading across borders, and legal protection of investor’s rights.
However, since the latest report only covered only the period from June 2009 to the end of
May 2010, many of the government’s latter reforms such as central bank’s credit registry,
new income tax and investment laws, and customs law amendments?, were not taken into
consideration for the report which could impact positively on the country’s ranking of
next year.

Table5. Yemen’s Ranking in the Doing Business Survey (2011)

Doing Business Doing Business

Ease of Doing Business 2011 Rank 2010 Rank Change in Ranking
Ease of Doing Business - Overall 105 104 -1
Starting a Business 57 53 -4
Dealing with Construction Permits 50 50 0
Registering Property 53 50 -3
Enforcing Contracts 34 34 0
Closing a Business 90 90 0
Protecting Investors 132 131 -1
Paying Taxes 146 145 -1
Trading Across Borders 123 123 0
Getting Credit 152 150 -2

Source: Doing Business 2011.

2 The new legislative reforms came into effect following parliament’s approval in July and August 2010.



II. STRUCTURAL REFORMS AND POLICIES

A new investment law, approved by the Parliament on August 1¢, 2010 to improve
foreign and domestic private investment is clearly critical for Yemen to support
investment, economic diversification, and employment growth, as well as to stimulate
innovation and productivity improvements. The new law is coordinated with a package
of parallel reforms in the income tax law and of the Customs Code, which will rationalize
the incentive framework, eliminate the large number of firm-specific tax holidays, and
offer investment incentives (such as accelerated depreciation and loss carry-forward)
through the tax code. Furthermore, the new investment law not only eliminates inefficient
tax holidays under the old investment law (in favor of investment incentives built into the
income tax law), but also set the basis for the General Investment Authority to shed
regulatory functions and separating actual investment incentive policies from core
activities of investment promotion, investment facilitation, investor services (aftercare),
and investment advocacy, which are now strongly embedded in the revised legal
framework and in the past, incentives were impeded by inconsistent, discretionary and
distortive uses allowed for in the income tax, investment and customs laws and by a lack
of modern investment promotion practices.

Yemen continues its efforts to complete the WTO accession requirements by 2010. The
GoY aims through the WTO membership to improve trade and investment growth
performance and ultimately reduce dependency on the hydrocarbon sector. Yemen, as
part of the completion requirements by the WTO, has as of October 2010, signed seven
bilateral agreements with the last one with Honduras that followed earlier successful
negotiations with six countries including USA, China, and EU, leaving only two
countries, Ukraine and El Salvador, yet to complete negotiations and sign the bilateral
agreements with Yemen. In addition, Yemen has achieved a substantial progress towards
the legislative commitment aspects through the cabinet’s approval of the required
legislations package (17 laws and amendments covering areas from customs
administration to trademark and ownership rights) and referring it to the Parliament,
which has so far ratified a the majority of them. Yemen’s acceding to the World Trade
Organization is expected to occur in mid 2011.

Following the simplification of business entry procedures in Sana’a, the simplified
procedures have now also been applied to the governorates of Aden, Taiz, Al-Hodeidah,
Hadhramout and Ibb, to strengthen Yemen’s investment climate. The procedures
included the launch of a one-stop shop for business entry, and the introduction of
simplified registration and building permitting in the governorates of Aden, Taiz, Al-
Hodeidah, Hadhramout and Ibb. Currently, obscure and discretionary administrative
procedures deter investors and delay new projects. Following the business process
simplification project the Doing Business Report of the World Bank has recorded a
significant improvement in business entry procedures in Sana’a, reducing the days
required to open a business from 63 to 13 and a decline in cost equivalent to 85 percent of
per capital national income, and a reduction in the number of procedures from 12 to 7. It
is expected that these business regulatory simplification measures help to realize
measurable benefits eventually in all five locations. The costs for building permits have
already markedly declined between 2008 and 2010.
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The subsidies for oil derivatives were reduced in October for the third time in 2010.
Latest price adjustments covered Diesel fuel by about 11 percent from 45 YR/L to 50 YR/L,
Regular Gasoline by about 7percent from 70 YR/L to 75 YR/L. However, the continuous
rise of international prices for oil products did reduce the savings obtained from the
subsidy reductions, which so far are expected to achieve saving of around 0.8 percent of
GDP in 2010. Energy subsidies amounted in 2009 to about 20 percent of the overall public
expenditures, and around 8 percent of GDP. The GoY’s efforts to bring domestic fuel
prices closer to world prices are expected to be complemented with improvement of the
social safety net to help protect the most vulnerable segments of the population against
the price increases.

Table6. Domestic Prices of Fuel and Recent Reform Measures
(Prices in Yemeni Riyal per Liter (YR/L), unless indicated otherwise)

Item Price in early Action taken since Feb. 2010
2010
Diesel for transport 39 In October 2010, price for large industrial
and other small consumers (except for Agricultural use) were
consumers liberalized to International prices whereas

pump prices for small users also increased by 5
YR to 50 YR/L.

LPG 750 per cylinder Price of LPG cylinder rose to 1,000 YR.

Kerosene 40 In October, price increased to 50 YR/L.

Gasoline - regular 65 In October, price increased to 75 YR/L.
Gasoline- Unleaded 135 Unleaded 90-octane gasoline (imported) was

increased to 153.5 YR/L in October 2010.

Source : GOY.

Yemen has made some progress towards establishing a Special Economic Zones (SEZ)
regime, building on the Aden Free Zone concept. The GoY anticipates to complete the SEZ
draft law and implementation regulations during the first half of 2011. Based on
international good practices, the GoY aims for the SEZ law to be private sector-oriented
and to promote greater private sector involvement in a number of areas. The SEZ law is
expected to offer a streamlined regulatory framework for investments, and flexibility to
permit an array of investments, including manufacturing, services, tourism, among
others. Anticipating the reform, the restructuring of the Aden Free Zone set-up has
already begun with the abolishment of its Central Authority to offer a broader approach,
both conceptionally and geographically, toward investment.

In October 2010, the GoY has approved a new targeting methodology for beneficiaries of
the Social Welfare Fund (SWF), based on the survey conducted by the Social Welfare Fund
in 2008. Following the results of the SWF survey in 2008, the Council of Ministers
approved the new targeting mechanism that categorizes poor households that currently
benefit from a SWF income supplement, and households that should benefit from a SWF
income supplement but currently do not, on a meritorious basis (household categories A-
F). These categories are grouped as either a social or an economic case for support, as
defined in the Social Welfare law of 2008. The implementation of this method is expected
to result in households in categories E to F (estimated at 272,000 households) to be phased
out over a period of about three to 5 years, and to admit gradually the new households
categories A to D that were identified by the 2008 survey to merit support but are
currently waitlisted for support.



The GoY adopted the executive regulations for the Social Welfare Law, No. 39, of 2008.
While the 2008 Social Welfare Law has provided legal authority to the SWF to assess the
eligibility of its applicants and recertify households with defined regularity, the executive
by-laws complete the legal framework and strengthen the operation of the Social Welfare
Fund (SWF). Moreover, the by-laws improve the functioning and effectiveness of the SWF
and the application of the stipulations made in the law, including application of regular
due diligence towards its beneficiaries to ensure that only those in need receive cash
assistance. The approval of the by-laws confirms the GoY commitment to improve social
protection and represents a great step forward towards making the SWF an effective and
more efficient institution in Yemen. This is especially important in light of the GoY policy
to reduce the fuel subsidy which is expected to have a negative impact on incomes in the
short term for poorer households. Therefore the reforms would help to focus on those
most in need of support, and strengthen the operations of the SWF through giving its
precise eligibility criteria for inclusion.

The GoY has taken concrete steps to fulfill the candidacy requirements for the Extractive
Industries Transparency Initiative (EITI). The preparation of the first full reconciliation
report for the years 2005 to 2007 has been concluded and approved by the Yemen EITI
Council (YEITI). The report was published in November 10, 2010. It concluded that "no
material" differences exists between Government and company statements. Currently, the
report is widely disseminated in the country to establish a consensus on the scope and
methodology for the future EITI process and reports. Furthermore, the final step towards
full EITI membership, the validation process of this first round of the EITI process, has
been initiated and is likely to be concluded by late February 2011. The implementation of
the Extractive Industries Transparency Initiative (EITI) in Yemen is a positive step and
signal of political will to fight corruption, improve good governance and promote
transparency in the oil and gas sector, even if much remains to be done.

Box 1: Yemen and EITI

Yemen applied to join the EITT in August 2007, a step that was accompanied by the establishment
of the Yemeni Council for EITI (YEITI) with the aim of enhancing extractive industries
transparency, including payments and revenues, and exposing the extractive industries sector and
its processes to public scrutiny. The Council comprises representatives from government, oil and
gas companies, and civil society organizations. The role of the council is to ensure adherence to
the principles of EITI to improve transparency and accountability in managing hydrocarbon
resources. This comes as part of Yemen’s efforts to enhance transparency, achieve better
governance and accountability, and improve performance of public financial management.
However, between 2007 and mid 2009, the YEITI council has held more than 12 meetings, which
have resulted in limited progress towards actual implementation of the initiative causing delay
and failure to meet the original deadline of July 2009. Such lack of progress appeared mainly due
to the failure of the council members to reach a consensus on two issues: (1) the council’s voting
mechanism (i.e. whether the decisions should be taken by a majority voting or, as suggested by
the oil companies be carried through 2 round voting process) and (2) the scope of the EITI exercise
with regards to whether the EITI process should be limited to a reconciliation of payments and
revenue data, or, as requested by some non-government institutions, be complemented by some
form of audit of underlying data. A one-year extension was granted to the YEITI to complete the
validation process by March 9, 2011. The EITI validation has the objectives to evaluate EITI
country progress and process against a set of 15 standard criteria. It is an opportunity to
strengthen the EITI process in the implementing countries.
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In October 2010, the Governor of the Central Bank ratified the by-laws for the
Microfinance Banking Law No. 15 approved by the Parliament in April 2009. This
progress is meant to widen credit and savings options for smaller enterprises as well as
for lower income households, in urban as well as in rural areas, and in general, widen the
market for financial services in Yemen. Recently, two banks have entered the market, Al-
Amal Bank in 2009, and Al-Kuraimi Bank in June 2010. The latter’s license was approved
in line with the spirit and principles of the new Microfinance Banking by-laws. The law
and the new by-laws allow also for the traditional banks to enter this segment of the
financial market and offer microfinance services. The microfinance market has today
about 51,000 clients and is believed to be growing rapidly. Apart from credit
arrangements, the legislations also allow for deposit taking, laying the base for a rise in
saving accounts in the country.

Box 2: Micro-finance in Yemen

The concept of micro-finance was introduced in Yemen only in 1996. The provision of
microfinance services remained confined to the provision of credit, excluding deposits. The main
providers were NGOs, which by law are not allowed to take deposits, or to offer insurance or
payment services. Since households and enterprises with modest income or turn-over volume
rarely have access to financial services, and because a large share of the population lives in rural
areas that are difficult or costly to access, financial intermediation is limited and demanded by
only a small segment of society, mostly in urban areas. There is little tradition of credit
arrangements in Yemen, also because Islamic practice discourages interest rates but favor other
forms, based on profit sharing. Microfinance institutions (MFIs) in Yemen are therefore a fairly
recent phenomenon. Until 2009, microfinance was exclusively operated and extended through
regional non-governmental organization, with a technical support through the Social Fund for
Development (SFD). The success of these operations paved the way for the Microfinance Banking
Law of 2009, which aims to put the industry on a sound legal footing to ensure a stable
development path of microfinance, as deposit-taking is now also allowed for MFIs. The new law
has already made an impact with one MFI bank, Al-Amal Bank, established in 2009°. In addition,
the largest money exchange/transfer company in Yemen, Al-Kuraimi, obtained in June 2010 a full
license as a microfinance bank. The Al-Kuraimi Bank, an operator with a large and geographically
spread network and client base has entered this segment, offering to exploit synergies between
payment transfers services (current business line) and microfinance (business line under
development), which, if successful, would bring banking services to areas in Yemen that never
had any. The micro credit sector as a whole has today about 51,000 active clients with an
outstanding loan portfolio of the equivalent of almost US$ 10 million and extends an average
credit of $200. While the sector is still small, it is growing fast.

The GoY continues to struggle in resolving the worsening water scarcity in Yemen which
calls for drastic reforms. Water issues requires the government’s efforts through a
multiple-sectors reform approach since the demographic pressure on water resources is
one of the major causes of water shortage in Yemen. The government actions/reforms
need to include better enforcement of the Water Law, strategic capacity building in the
sub-sectors, and accelerated implementation of Water Sector Strategy, including the
National Water Sector Strategy and Investment Program (NWSSIP) update, and using a

3 Al-Amal Bank estimates to have reached over 10,000 clients in less than one year. This bank is in the process of changing its charter to
comply with the new law and anticipated by-law.
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basin-wide planning approach. However, approval of the bylaw of the Water Law is a
priority to strengthen enforcement of the Water Law and make investments in the Yemeni
water sector more sustainable. Current water scarcity in Yemen has three major causes: (i)
population growth which is about 2.9 percent and considered highest in the MNA region,
(ii) expansion of irregular irrigation by introduction of deep tube wells with high
powered diesel engine in order to increase agricultural production, in particular
production of Qat. The random irrigation could be resolved via better enforcement of well
drilling regulations, improving public awareness on the limitation of groundwater
availability, and by applying modern irrigation techniques that could reduce
groundwater use by around 40 percent while increasing crop yield by 10 to 20 percent,
and reducing use of diesel, and (iii) climate change which has impacted on the recharge of
groundwater aquifers and reduced the available groundwater in shallow aquifers.
Addressing the water sector requires an integrated approach, encompassing the
education and health sectors, both having an impact on population growth and the
absorption of new technology, or the level of Qat consumption.

Box 3: Water Sustainability in Yemen

Water availability in Yemen is among the lowest in the world with 115 m3/capita/year,
compared to the already-low MNA average of 1,250 m3/capita/year. There are no perennial
rivers: water comes from rainfall, springs, seasonal flash floods (spate), and groundwater.
Yemen’s limited water supply has been rapidly depleting throughout the last 3 decades, due to
expansion of irrigated agriculture (which escalated after introducing drilling rigs and energized
pumps, encouraged by the diesel subsidy) and due to the rise of demand in urban areas. Use of
groundwater to grow the Qat crop has been a particularly significant feature in the highlands.
While Qat crop has brought some economic prosperity to rural areas, growing Qat is not
sustainable because of intensive water use, and ultimately undermines the agricultural and
farmers’ opportunities for diversification.

Yemen continues to lag behind many other countries that spend as much or less on health.
The challenges to improving the health status are enormous, there are limited financial
resources both public and private, limited infrastructure (less than half the population has
access to basic health services), and few systems or resources in place to support service
delivery (e.g., for medical supplies, drugs, etc.). In addition, most of the population lives
in isolated rural communities which make the delivery of services at the community level
difficult, and make it difficult for these people to travel to larger referral
facilities. Moreover, the quality of health services is generally poor with low birth weight,
high prevalence of malnutrition amongst children, and a low rate of births delivered by
skilled attendants, and coverage of antenatal services. Important factors such female
educational level and community health care outreach are likely to play a larger role in
explaining these differences, as does the nature of health care expenditure and the choice
of investments made in Yemen as compared to other contexts. Notably, the choice to
invest in primary and preventative health services is recognized as highly cost-effective
relative to improving health status and avoids unnecessary inpatient treatment.
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Public health facilities have increased in number but they remain understaffed and
underfunded. The health care facilities network has increased significantly over the past
two decades, although adequate staffing of facilities has not expanded apace. Between
2000 and 2005, the number of hospitals increased from 121 to 178 (47 percent increase),
health centers increased from 688 to 895 (30 percent increase), health units increased from
1,818 to 2,730 (45.1 percent increase), and maternal and child health (MCH) centers
increased from 241 to 460 (90 percent increase). Despite these developments, only 42
percent of the population has access to public health care. Health personnel are
disproportionately distributed between urban and rural areas and between and within
governorates. In addition, the quality of existing services is a major concern, with chronic
shortage of resources such as drugs, equipment, and manpower, weak governance, and
lack of accountability.

Box 4: Health Spending in Yemen

Total public spending for health in Yemen is low and estimated at 3.1 and 6 percent of total
governmental spending and approximately 1.3 and 2.1 percent of GDP respectively in 2008 and
20094. Total per capita health spending (public and private) was approximately US$ 41 in
20075 These figures suggest that, first, that governmental spending on health has appeared to
decrease gradually between 2004 and 2008 and increase slightly thereafter in 2009, from 5.2
percent of governmental spending in 2004 to 3.1 percent in 2008. Secondly, wide regional
disparities in the provision of care continue to be evident particularly for child and maternal
health programs, threatening the progress on Millennium Development Goals that the
Government of Yemen has set out to attain. Thirdly, results from the 2005/6 Yemen Household
Budget Survey (HBS) suggest that income-associated inequity has increased with respect to access
to, utilization of and out-of-pocket payments for health care since the 1998 HBS. The distribution
of out-of-pocket payments by service and sector has been estimated from a national perspective,
indicating that medicines make up the largest component of spending, although it is estimated
that many Yemenis seek care abroad. Furthermore, public spending on health services is
imbalanced and characterized by low allocation to maintenance of facilities and equipment. The
financial management issues have been further compounded by the quasi decentralization
program whereby local government finances the construction of new infrastructure, which is to be
staffed, equipped, and operated by the central Ministry of Health (MoPHP). To equip and staff
the health facilities that are currently under construction would require significant spending
increases which in light of the revenues decline and widening fiscal deficit would seem rather too
ambitious to achieve.

The 2000 Health Sector Reform Strategy criticized the over-dependency on public health fixed
facilities because of their inability to reach the entire population and meet their health
needs. The geographic dispersal of the population makes it not easy to reach these stationary
facilities for all their needs, and low health awareness makes many remain unaware of the need
for preventive and early curative services, and as such need a proactive health service.

4 MOF Preliminary Fiscal Accounts 2009.
® National Health Accounts 2007.
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ITI. OUTLOOK

Enhancing political stability requires governance reforms. Despite the recent truce in
Sa’ada and the agreement on the national dialogue, the situation is still fragile. Peace
requires progress in addressing the fundamental causes of conflict and a review of
governance structures to enhance accountability, inclusion, and service delivery by the
government. In the South, secessionist sentiment continues to rise in face of the slow
progress in improving economic conditions and wunease about the equity and
transparency of government actions. The presence of Al-Qaeda is making the overall
security situation more complex. The ability of the government to address resentment has
been narrowed with the deteriorating fiscal space since 2008.

Yemen’s economic prospects depend on the hydrocarbon sector for the short—term and on
the identification of new sources of economic growth over the medium—term. Oil
production is expected to continue to decline, with the current reserves expected to run
out perhaps as early as 2021, in the absence of new 0il discoveries and developments. The
production and export of liquefied natural gas (LNG) via the Yemen LNG project (YLNG)
will offer some cushion, but cannot compensate for the loss of oil revenues. However,
even if oil and gas resources are found and developed, this is unlikely to be adequate to
address the employment challenge Yemen faces. Regardless of new oil sector
development, it is of importance to develop the private sector in Yemen to and push for
jobs and employment creation in Yemen.

In conjunction with the IMF program, the government had set a fiscal deficit target of 5.6
percent of GDP in 2010 compared with an estimated deficit of 10.2percent of GDP in 2009.
However, the government appears to have over-performed and is likely to have reached a
fiscal deficit of 4.0 percent for 2010, largely because of better than anticipated international
oil prices, the reduction in energy subsidies, and a contraction of the public investment
program. The future fiscal deficit is highly dependent on oil revenues and therefore on
international oil prices. Identification of new sources of revenues other than oil would
therefore underpin fiscal sustainability. The government’s current reform program
includes a range of revenue-raising measures, including the reform of the tax regime.

V. ECONOMIC AND SECTOR DIALOGUE

Education Sector - Development Partners (WB, UK, Germany and Netherlands)
concluded the semi-annual review of the Basic Education Development Project (BEDP),
Secondary Education Development Girls Access Project (SEDGAP) and the Fast Track
Initiative Phase III. (FTI III). The review covered project implementation progress, but
also discussed several important policy issues, including teacher redeployment plans
prepared by governorates, and the organization of the Comprehensive School Survey
(CSS) that will take place in 2010-11 with support from BEDP. Development partners
were briefed on the effect of the conflict prevailing in Sa’ada on the delivery of education
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services in the affected areas, where about 200 schools are not operating, and agreed to
provide support. There was also discussion on the future support to basic education. The
group of Development Partners recognized the need to continue supporting the basic
education, with the aim to assist the country in achieving the MDG of universal primary
education and ensuring gender parity. A workshop is been planned for March 2011 to
discuss future support to basic education in Yemen with participation of regional and
international donors.

Health Sector - The World Bank is financing a number of projects that aim to improve or
provide access to those populations which have poor or no access to MNCH (maternal,
newborn and child health) and public health services in geographic areas with poor
MNCH indicators and nationwide public health problem, Schistosomiasis. This access is
expected to contribute to addressing some of the major constraints to the achievement of
MDGs 4, 5, and 6. Three of these projects are under implementation namely the
Schistosomiasis Control Project, the Safe Motherhood Project, and the Healthy Mother
Project; and one is under preparation, the Health and Population Project.

Water Sector - The Development Partners (World Bank, EKN and German Development
Cooperation--KFW/GIS) with the Government of Yemen (Ministry of Water and
Environment , Ministry of Agriculture and Irrigation, Inter-ministerial Steering
Committee and sub-sectors, including National Water Resources Authority, General
Authority for Rural Water Supply  Projects, National Irrigation Plan, and
Urban Water Supply and Sanitation) held the review mission of the Water Sector Support
Program (WSSP) from October 16 to 30, 2010. WSSP is a multi-donor funded water sector
support program that the GOY, with support from development partners, has developed
in order to implement the National Water Sector Strategy and Investment Program
(NWSSIP). The review mission in particular focused on identifying major bottlenecks that
continue to hinder successful implementation of water projects in Yemen. These include:
(a) lack of ownership and leadership; (b) lack of enforcement of the Water Law which
requires, among others, banning illegal drilling, particularly in critical basins such as the
Sana'a basin, using water efficiently and economically under all schemes, and banning
drilling in protected zones; and (c) lack of institutional capacity in various sectors and
sub-sectors, and lack of meaningful progress on the civil service reform. The joint review
mission also identified lack of strategic coherent institutional development in the
irrigation and urban water sub-sectors many players working in various directions.

Mining and Mineral Sector - The country has been prepared, with support from the
World Bank, its mining sector development strategy® that is now in the final stages of
approval. In November 4%, 2010, the Yemeni Parliament passed the new Mining Law that
has been drafted with support from the World Bank Group/PEP-MENA. The Yemeni
authorities have been actively engaging in promoting the country's mining sector. In
March 2009 and 2010, the Geological Survey and Mineral Resources Board (GSMRB), with
support from the World Bank and Danish Geological Survey (GEUS) participated in the
largest mining convention, Prospectors and Developers Association of Canada (PDAC),

® World Bank support for the mining sector is handled through a technical assistance project that focuses on

the development of the industrial minerals sector.
14



held annually in Toronto, Canada, and the GSMRB also took part in MENA Mining
Congresses organized annually in Dubai. International investor interest in Yemen's
mining sector remains limited, but there are some encouraging developments. Last year,
Vale, one of the largest mining companies worldwide, has entered into a Joint Venture
with Cantex (an existing investor in Yemen) for the Suwar, Wadi Qutabah nickel, copper,
cobalt and platinum mines. As of November 2009, Vale had met their US$ 2 million
exploration expenditure commitment to the Suwar project and has committed to
spending an additional US$ 1 million in 2010. Thani Dubai Mining, which holds a gold
concession since 2007, announced in 2010 that it has found proven gold reserves of 2.2 m
ounces valued at US$ 3 bn. .

Social Protection - Support to the Reform of Social Welfare Fund (SWF) - The Bank is
providing technical assistance as well as guidance to ongoing efforts reforming the cash-
transfer program, and makes it more effective and targeted. As a result, the government
completed in late October the legal framework for social protection by adopting a by-law
for the law on Social Welfare of 2008, which sets the legal rules for Yemen’s cash-transfer
program. These activities are well coordinated with ongoing EU support to the SWF.

Investment Climate - In response to a request from the Yemeni Government, the World
Bank has conducted an enterprise survey to update and extend its understanding of the
Yemeni investment climate, following the Investment Climate Assessment (ICA) of 2005.
The latest technical assistance has utilized an enterprise survey (ICA) to update an
understanding of the performance of the private sector and its current costs and
challenges, as well as the impact of recent policy and institutional reforms. The aim is to
finalize the report towards the beginning of the 2011 after completion of the survey’s field
work in 2010.

EITI - the Extractive Industries Transparency Initiative, EITI, is the widely-accepted
international framework for strengthening transparency and accountability in the
extractive sector. EITI was launched in 2002, and is currently implemented in 33
countries across the globe. It is unique in terms of bringing together representatives from
three different groups - private sector, civil society and Government - to work together,
through the verification and full publication of company payments and government
revenues from oil, gas, and mining. Yemen adopted EITI principles and was accepted as
an EITI candidate in September 2007. After initial delays, the country produced its first
report in October 2010. An official dissemination of the Yemen EITI report took place in
November 2010 in Sana'a, with an active information work then followed in the
provinces. EITI is also currently undergoing the validation process - a requirement by the
EITI Board to assess each country's EITI process compliance against 20 standard
criteria. Yemen should complete the EITI validation process before March 9, 2011. EITI
validation in Yemen has been fully funded by the Government through a special
allocation. The World Bank has been supporting EITI implementation in Yemen since
February 2008 through a Mutli-Donor trust fund and technical assistance. Some costs
were assumed by the government. Further information can be found
on www.yemeneiti.org
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V. NEW & NOTEWORTHY LAWS, DECREES, AND
AGREEMENTS FOR THE PERIOD JULY 15T- DECEMBER
315T, 2010

Cabinet Decisions:

e Approved a loan and grant agreement signed between Yemen and Islamic
Development Bank for financing literacy and vocational knowledge for fighting

poverty project in the amount of US$ 10.8 million;
e Approved a draft executive by-laws for the Electricity Law;

o Ratified the loan agreement signed between Yemen and OPEC Fund for
International Development for the contribution to Vocational Training and Skills

Development Project in the amount of US$ 9.1 million;

e Approved economic and technical cooperation agreement signed between Yemen
and China for offering interest-free loan in the amount of 50 million Yuan for

funding 48 Model Hospital in Sana'a;

e Approved a package of immediate and medium-term measures to improve

performance of Funds and activate their role in development process;
e Approved legal provisions and bylaws for Yemen WTO accession;

o Ratified financial agreement for the fourth phase of Social Development Fund

Project signed between Yemen and IDA on June 28;

e Approved grant agreements for Integrated Urban Development and Higher

Education Improvement signed between Yemen and IDA;

e Approved grant agreement for Agro-Biodiveristy and Climate Change Project

signed between Yemen and the World Bank;

e Approved the credit agreement signed between Yemen and the Arab Fund for
Economic and Social Development in the amount equaling to US$ 100 million as a
contribution for funding the fourth phase of the Social Fund for Development

project;

e Approved grant agreement for the Social Welfare Fund Institutional Support

Project signed between Yemen and IDA for the amount of 6.6 million SDR

o Approved draft republican decree regarding establishing a national stock board in

the framework of the continuous efforts for establishing the stock market;

o Approved draft republican decree regarding the bylaw regulating land ownership

claims in the Capital City and governorates;

» Approved final accounts of the state budget and public and mixed sectors units for

2009;

o Approved draft decree regarding distributing central support and public resources

in the amount of YR 23.4 billion to administrative units of local authorities in 2011;

o Endorsed a draft decree regarding establishing Accreditation Unit at the Yemeni

Quality Control, Standards and Specifications Organization;

o Approved draft law proposed by the Minister of Interior to regulate work of

private safety and security companies;

o Approved draft amendments to the Law 15/2000 regarding Police Authority

proposed by the Minister of Interior;
o Approved draft republican decree regarding regulating Aden Free Zone;
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Approved draft administrative control system and requested the Minister of Civil
Service and the Minister of Legal Affairs to finalize its formulation;

Approved establishing Yemeni Council for Transparency in Extractive Industries
and setting up its General Secretariat;

Approved the outcomes of the field survey carried out by the Social Welfare Fund
regarding the database of cases benefiting from the Fund and including new cases;
endorsed a draft republican decree regarding Executive Regulations for the Law
39/2008 on Social Welfare proposed by the Minister of Social Affairs and Labour;
Endorsed a draft republican decree regarding Executive Regulations for the Law
1/2010 on Combating Money Laundering and Financing Terrorism proposed by
the Minister of Finance;

Approved increasing the capital of the General Potato Seeds Production
Corporation by YR 155.3 million from the government share from surplus profits
during 1998-2009;

approved opening state budget supplemental appropriation for 2010 in the
amount of YR 287 billion and referred it to the Parliament for completing
constitutional procedures;

Presented a report regarding the situation of the Yemeni Oil Refinery Company
and its development program;

Approved a credit agreement signed between Yemen and the Islamic Development
Bank for the amount of US$ 12.5 million as a contribution towards Rural
Development Project;

Approved the draft State Budget for fiscal year 2011 with estimated revenues of YR
1.519 trillion and expenditure of YR. 1.821 trillion, and 3.6percent deficit, as well as
draft budgets of autonomous units and special funds;

Requested the Ministry of Legal Affairs, the Ministry of Finance and Al-Shoura
Council to forward draft budget with associated laws to the Parliament for
completion of constitutional procedures.

Received the directive from the President to continue the policy of austerity and
expenditure rationalization and to tighten control over financial institutions;
Presented a number of the reports to the President regarding the performance of
the government and preparation for the next meeting of the Friends of Yemen
Group to take place in Saudi Arabia;

Approved draft decrees regarding establishing (i) public authority for electricity
power generation and transmission, and (ii) public authority for electricity power
distribution;

Approved draft executive by-laws for the Law No. 33 regarding Water;

Took a number of decisions for improving the situation of a number of public
authorities and economic units which have undergone the restructuring process.

Economy/ Finance:

Revenues of Yemeni fish exports increased to US$ 108 million during first half of
2010 compared to US$ 105 million during the same period last year;

The Supreme Committee on Crude Oil Marketing approved oil sale quantities for
November at 6.6 million barrels;
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The overall output of the Yemen Steel Manufacturing Co. Ltd. reached 77,000 tons
during the first half of 2010 compared to 66,500 tons during the same period of
2009 registering 16percent increase;

The total number of local and foreign investment projects licensed by the General
Investment Authority during the first half of 2010 reached 113 with YR 31.9 billion
capital;

The government share in o0il exports increased to US$ 1.1 billion during January -
May 2010 compared to US$ 483 million during the same period of last year
attributed mainly to increase in oil prices;

The Ministry of Oil and Minerals received 17 applications from world petroleum
companies for o0il exploration in 10 open blocks in Yemen announced during the
Third Oil, Gas and Minerals Conference;

SFD Board of Directors approved the draft budget for the Fund in the amount of
YR 30.9 for 2011 signifying increase of 18percent;

An agreement was signed between the Aden Free Zone and the Saudi Almjul
Company for a lease of the 30,000 square meters plot where the company would
build paper, ceramic and vegetable oil factory at a cost of US$ 40 million;

A Law No. 20/2010 regarding Industry Regulations and a Law No. 21/2010
regarding National Production Protection from Harmful International Trade
Practices were passed;

Law No 22/2010 concerning mining and quarries was passed. It contains 144
articles divided into eight chapters;

Law No. 24/2010 concerning trademarks and geographical indicators was passed.
It contains 61 articles divided into six chapters;

Ministerial Executive Office for Priorities approved results of McKinsey Global
consulting firm on government ten priorities to be included in the fourth five-year
socioeconomic development plan upon the Cabinet's approval;

A contract for drilling the first geothermal exploration well in Yemen in the
amount of US$ 1.8 million was signed between the Geological Survey Authority
and Al-Madhla'e Company;

Revenues from fish exports during January - September 2009 reached US$ 186
million compared to US$ 172 during the same period of 2009;

The Special Ministerial Committee for Food Security approved the National Food
Security Strategy;

Yemen oil revenues rise to US$ 1.9 billion by the end of the third quarter of 2010
compared to US$ 1.2 billion for the same period of 2009 due to increase in oil
exports and oil prices.

Development Cooperation:

The World Food Program provided food aid to 24 thousand beneficiaries including
mothers, pregnant women and children in Shabwa governorate;

The Yemeni Women Union launched a project funded by the World Bank through
Japanese grant in the amount of US$ 2.56 million aimed at supporting women and
youths and combating unemployment, qat and environmental pollution;

Italy and Germany have each contributed €600,000 and €500,000 respectively for

purchasing food commodities for IDPs;
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A grant agreement was signed between Yemen and USA for the amount of US$ 6.5
million towards support to agricultural and health sectors;

The French government allocated US$ 150,000 in support for the French Medicines
du Monde to carry out a medical project for war-afflicted people in Sana'a and
Hajja governorates;

Algeria allocated US$ 1 million for IDP support in Sa'ada governorate as a
response to UNHCR;

The European Commission announced a funding package of €10 million to
respond to IDP humanitarian needs to be distributed via UNHCR, Medecins du
Monde, Care International, Oxfam, ICRC and WFP;

A financing agreement was signed between Yemen and the Arab Development
Fund for the amount of US$100 million to support the 4th phase of Social
Development Fund Project;

A technical cooperation agreement was signed between Yemen and GTZ for the
amount of €2 million to implement the sixth component of public education
improvement project;

UNESCO allocated US$1.3 million to supporting the literacy and adult education
activities in Yemen,;

The International Monetary Fund approved a three-year Extended Credit Facility
Arrangement for Yemen in the amount of US$369.8 million to support economic
reforms in the country;

The USAID has offered a grant of US$ 3.5 million for the implementation of a
project to enhance civil engagement of youth in five Yemeni governorates in
cooperation with the Ministry of Youth and Sports;

An agreement was signed between Yemen and WEFP to extend the project for IDP
food aid with a total cost of US$ 29 million;

Japan extended two grants in the amount of US$ 199,586 to water and health
projects under its "Grant Assistance for Grassroots Human Security Projects”;

The United States pledged to increase its annual aid to Yemen to US$ 300 million.
Japan extended two grants in the amount of US$197,070 to two education projects
in Sana'a and Dhamar governorates under its scheme "Grant Assistance for
Grassroots Human Security Projects”. Japan extended a grant in the amount of US$
100,396 to improve water supply system in Al-Jawf under its scheme "Grant
Assistance for Grassroots Human Security Projects”;

A grant agreement for the amount of US$6.7 million was signed between Yemen
and Japan as aid to Sa'ada war IDPs;

The Arab Fund for Economic and Social Development announced an allocation of
US$500 million to support development projects in Yemen during 2011-2015;

An agreement was signed between Yemen and Japanese International Corporation
for Systems for a clean energy project with total cost US$ 6.5 million. Japan
extended two grants under its "Grant Assistance for Grassroots Human Security
Projects" scheme to health and water projects in Al-Fara's, Ibb and Magbana,Taiz
in the amount of US$ 204,293;

A memorandum of understanding was signed between Yemen and the World
Food Program for the amount of US$37 million to meet global rise in food prices;
An agreement for US$3 million to support the Elections was signed between the

Supreme Committee for Elections and Referenda and UNDP;
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o Two agreements were signed between the Government of Yemen and the
European Union for the total amount of €24 million to support food security.

o The USAID has offered a grant of US$3.5 million for the implementation of a
project to enhance civil engagement of youth in five Yemeni governorates in
cooperation with the Ministry of Youth and Sports;

» An agreement was signed between Yemen and WFP to extend the project for IDP
food aid with a total cost of US$29 million;

» Japan extended two grants in the amount of US$199,586 to water and health
projects under its "Grant Assistance for Grassroots Human Security Projects”;

o The Netherlands granted Yemen US$17 million for business development and
social protection thorough SFD and SWF projects;

» Qatar extended annual financial grant to the Ministry of Higher Education and
Scientific Research in the amount of US$600,000 to support scholarship for Yemeni
students to study abroad;

e An agreement was signed between the Ministry of Public Health and WHO,
UNICEF and UNFPA for the amount of US$ 2million for financing update of the
2003 National Family Health Survey;

e The Arab Fund for Economic and Social Development committed US$500 million
for funding development projects in Yemen during 2011-2015.

Workshops/Seminars:

o Training course on Combating Money Laundering for judges and prosecutors was
organized by the Ministry of Justice in cooperation with the French Government
during July 3-7;

e A training course on productive economies and operations was organized for the
Aden Refinery by the Training and Rehabilitation Center in cooperation with the
Egyptian International Training and Development House during July 17-22;

o A workshop on Future Vision for Education in Yemen was organized by the
Ministry of Planning and International Cooperation in cooperation with the World
Bank on July 18;

e A TFood Security Workshop was organized by the Ministry of Agriculture and
Irrigation in cooperation with International Food Policy Research Institute during
September 17-18;

o Launch ceremony of the Second National Report on MDGs was organized by the
Ministry of Planning and International Cooperation on October 20;

e The Second Arab Tourism Investment Forum was organized by the Ministry of
Tourism during October 23-25;

o A workshop on the Dutch Program for Business Partnership with Private Sector
was organized by the General Investment Authority in cooperation with the Dutch
Ministry of Economic Affairs and the Dutch Embassy during October 26-27;

e A training course on Enhancing Budget Transparency was organized in
Hadhramaut by the Cultural Development Projects Foundation in cooperation
with United Nations Capital Development Fund during December 14-15;

e A training course on the Process of Identifying the Victims of Sexual Exploitation
and Human Trafficking was organized in Aden by the International Organization

for Migration during December 19-21.
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VI.

WORLD BANK GROUP OPERATIONS IN YEMEN

As of December 31, 2010, The World Bank is financing 28 projects in Yemen, with a total
commitment of USD 1,141 millions, and of which USD 673.5 million have been
disbursed. Most of the lending operations are investment projects covering vital sectors

like Water, Urban Developments, Education, Agriculture and Rural Development,

Transportation, and energy. In addition, to the investment portfolio shown below, the
World Bank provides also Technical Assistance (see table 8) which includes the World
Bank’s on-going technical assistance operations in its areas of activities, e.g. Energy,

Climate Change, Education, transportation, rural development, and others.

(As of 31 December, 2010)

Table 7: Yemen Current WB Portfolio

Project Financing | Sector Share | Total Disburs- | Disbursment
Project Name Sector Closing (inUS$ |in % of Total | ment (US$ | Rate by Project
Date million) Financing million) (in %)
Rainfed Agriculture And Livestock Agriculture & Rural 30-Jun-12 20 2.1 10.9 55
Global Enviorment Facility Agrobiodiversity
and Adaptation 31-Aug-14 4 4 100
Basic Education Development Program 30-Jun-12 65 54.7 84
Second Vocational Training 31-May-13 15 5.4 36
Education Development And Girls Access Education
31-Jan-15 20 11.7 5.8 29
Education for All — Fast Track Initiative (EFA-
FTI) Catalytic Fund III 30-Sep-12 20 8 40
Higher Education Quality Improvement 31-Aug-16 13 1.6 12
Rural Energy Access Energy 30-Jun-15 25 6.6 1 4
Power Sector 31-Dec-10 50 43.6 87
Fisheries Resource Management & .
Conservation Environment 30-Sep-11 25 2.2 9 36
Institutional Reform Credit (IRDPG) Financial & Private 30Jun-11 51 10.6 27 53
Private Sector Growth & Social Protection 30-Dec-11 70 68.9 98
Yemen Health-Safe Motherhood Health 30-Jun-12 6 2.7 3.8 63
Schistosomiasis Control Project 30-Jun-16 25 57 23
Emergency Social Safety Net Enhancement 30-Jun-11 23 2 9
SWF Institutional Support Project Social Protection 31-Mar-17 10 93.0 0 0
Social Fund for Development IV 31-Dec-15 60 6 10
Second Rural Access Transportation 30-Nov-13 80 13.6 33 41
Third Public Works 30-Jun-11 75 74.8 100
Port Cities Development 2 25-Jul-15 35 10 29
Taiz Municipal Deve?opment & Flood Utban Development
Protection 15-May-13 100 25.2 77.4 77
Integrated Urban Development 30-Sep-15 22 1 5
Urban Water Supply & Sanitation Project APL 31-Dec-10 130 121.6 94
Groundwater & Soil Conservation Project 31-Oct-11 55 48.9 89
Rural Water Supply & Sanitation Water 31-Dec-10 40 16.2 41.2 103
Water Sector Support 31-Aug-14 90 8.2 9
Public Finance Modernization Project Public Sector 31-Dec-15 12 1.1 0 0
Total 1141 100 673.5 59

Source: WB




Table 8: Yemen Current WB Group Technical Assistance & Advisory Services Portfolio
(As of December 31, 2010, in thousands US$, unless mentioned otherwise)

. . Share in % Total Disbursement
Effective | Closing Net .
Trust Fund Name Sector of Total |Disbursement| Rate by
Date Date Grant . X . . X
Financing | (US$ million) |Project ( in %)
Assessing Community and Household Resilience to
10/15/08 | 12/23/11 157 39.91 25
Climate Change in Rainfed Areas of Yemen
Y d China Knowledge Shari Sy stemati Climat
emen an a Knowledge ng on Systematic imate 4/1/09 12/30/10 150 4 89.63 60
Management of Coastal and Marine Areas in Yemen Change
Adaptation to the Impacts of Climate Change on Coastal
o 8/1/10 1/31/13 500 0.00 0
Communities in the Southern Red Sea and Gulf of Aden
Institutional Development Fund Capacity Building on Legal| Economic 6/23/10 46/13 08 2 60.84 14
Aspects of WTO Accession Developmen
Yemen Household Budget Survey 7/20/10 11/15/11 71 0.00 0
Yemen Basic Education Development- Bank Executed 11/30/04 | 6/30/12 344 266.70 78
Porition of the Grant
Yemen Education Multi Donor Trust Fund Bank-Executed Education 12/1/06 6/30/12 | 1,084 1 465.80 43
Trust Fund
Education Program Development Fund for Yemen 9/26/08 8/31/11 1,055 803.50 76
Education for All (EFA) - Fast Track Initiative (FTI) Phase 3 10/26/09 9/30/12 124 46.13 37
Supervision Costs
Yemen Mining Investment 9/12/07 | 12/31/10 | 450 435.70 97
Support to the Extractive Industries Transparency Inititative 3/4/08 10/31/10 | 350 221.20 63
Developing the Domestic Gas Market Energy 9/16/08 4/30/11 500 7 294.26 59
Yemen Oil & Gas Strategy 2/12/10 4/30/12 108 0.00 0
Study the Incentives Scheme for Improving vehicle
2/7/10 12/31/11 200 0.00 0
energy Efficiency in Yemen
Institutional Development Fund for Monitoring and .
) ) o Environment | 10/29/07 | 10/29/10 | 297 10 297.00 100
Evaluation of Benefit Streams in Mineral Resources of
Strengthening National System for Disaster Risk Reduction 11/1/07 6/30/11 948 526.04 56
Avian Influenza Preparedness and Control Project 11/5/08 6/30/11 1,080 128.73 12
Yemen Nutrition (project preparation) Health 12/15/09 | 6/30/11 110 2 45.80 42
Integrated Routine Outreach Health Services 4/1/10 12/31/10 | 120 96.30 80
Safe Motherhood & Baby Health Service 6/14/10 6/30/12 171 114.90 67
Global Tax Simplification Project 4/16/08 6/30/11 1,001 928.55 93
Regional Management 7/1/08 6/30/13 348 99.05 28
Privte Sector Advisory Services Project 7/1/08 6/30/13 | 2,700 28.40 1
Monitoring and Evaluation and Program Management Private 12/15/08 | 12/15/11 | 310 56 176.20 57
Private Public Partnership 12/15/08 | 12/15/11 | 1,309 731.90 56
Access to Finance 12/15/08 | 12/15/11 | 1,452 1020.54 70
Business Enabling Environment 12/15/08 12/15/11 | 4,266 3436.82 81
Environmental and Social Sustainability 12/15/08 | 12/15/11 | 331 0.00 0
Corporate Advice 12/15/08 12/15/11 | 1,087 691.20 64
: i Rural
Yemen:Strengthening the Powerless Groups through 11/9/09 6/30/13 137 1 67.00
Family-Community Led Programs Developmen
Rural Electrification and Renewable Energy Development 1/15/10 12/31/10 130 13.00 10
Disaster Risk Reduction Institutional Mai i
R T 3/28/08 | 2/28/11 | 230 22921 100
Stratedy and Priority Intervention Areas in Sana'a
Strengthening National System for Disaster Risk Urban 3/28/08 6/30/11 948 6 526.04
Reducation Developmen
Yemen Water for Urban Centers 5/20/10 6/30/12 251 45.80 18
Water Partnership Program (Water Resources Management) Water 12/23/09 | 12/31/10 60 0 59.40 99
Offering Second Chances to At-Risk and Marginalized Youth 7/28/09 7/28/13 90 0 69.41 77
Total 22,894 100 12054.96 53

Source:\WB
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VII. KEY INDICATORS

Yemen: Key Economic Indicators

prel. proj.
2006 2007 2008 2009 2010

(In percent, unless otherwise indicated)
National income and prices

Real GDP 3.2 33 3.6 3.9 8.0
Hydrocarbon -8.3 -13.1 -8.1 16 51.0
Non-Hydrocarbon sectors 4.7 5.3 4.8 4.1 44

CPI (period average) 10.8 7.9 19.0 3.7 10.6

Hydrocarbon production (In thousand barrels per day): 357 310 284 290 442
Crude Oil 357 310 284 274 275
LNG (oil equivlent) 16 167

Average oil export price (US$ per barrel) 62.8 72.3 95.5 60.3 772

(In percent of GDP)
Central government finances

Revenue 38.6 33.2 36.7 25.0 25.7
Ofwhich oil: 28.9 22.6 27.8 14.6 16.2
Bxpenditure 374 40.3 41.2 34.6 298
Current 28.2 314 345 28.7 252
of which: wages and salaries 9.9 10.9 10.0 11.0 8.7
subsidies 8.2 95 14.0 8.2 8.7
Capital 7.3 7.2 5.9 6.5 4.6
Overall fiscal balance -0.7 -5.8 -3.2 -10.2 -4.1
Primary non-oil fiscal balance (cash) -42.0 -26.9 -21.9 -24.2 -19.9
Reserwes
Gross official reserves (billions of U.S. dollars-end period) 6.8 7.0 73 6.2 4.7
In months of imports of goods & non-factor services 10.2 8.0 93 7.4 4.8
External Debt
External debt (in billion of U.S. dollars) 54 5.8 59 6.1 6.4
External debt (in percent of GDP) 28.7 26.9 21.9 24.2 19.9

Exchange rates

Exchange rate ( per US$, period average) 197.1 199.0 199.8 202.9 228.1
Memo Items

GDP in billion Rial 3,760 4,309 5,376 5,008 6,889
GDP in billion US$ 19.1 217 26.9 25.1 314
Population (in millions) 21.7 224 231 23.7 24.4
Crude birth rate (per 1,000) 38,5 38.3

Immunization, DPT (% of children under 12 months) 85.0 87.0

Incidence of tuberculosis (per 100,000 people) 79.1 76.5

Surface area (sq. km) 527,970 527,970

Population density (people per sq. kmof land area) 41.2 424

Source: GOY and Staff calculations
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