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1. Background 

Somalia’s emergence from prolonged civil conflict is being constrained by poor economic and social governance and inadequate capacity of integrity institutions to formulate and implement sound policies for economic and social revitalization. Poor governance also undermines the attainment of sustainable national security, social stability, and building credible and effective integrity institutions
. Rebuilding and enhancing economic and financial governance is thus critical for ensuring proper management of the country’s resources, and implementing home-grown economic policies and reforms.  

The most important task facing Somalia, except for security and national reconciliation, is the restoration of effective good governance and building public trust and credibility in Government operations. This fact is true of most countries recovering from severe and prolonged conflict. Without good socio-economic governance, strong adherence to the rule of law, and delivery of justice and security, the attainment of stability and recovery are demanding. 

Accountability, transparency, and integrity—all mutually reinforcing—are the pillars of good governance. Where there is effective financial accountability, public sector performance is managed and reported fairly and honestly. This in turn curtails systemic corruption; mitigates fraud, waste, and abuse in the use of public resources; and highlights breakdowns in the rule of law to be handled in an appropriate and timely manner. Accountability is the objective to deliver one’s responsibility in a proper manner and to be answerable to actions taken. Transparency entails free access to governmental activities, operations and decisions that should enable citizens to monitor government policies, operations, and final outcomes. Integrity is the use of public resources in accordance with authorized purposes and with honesty and trustworthiness in the discharge of duties.

The recently established National Economic Advisers (NEA) of the National Economic Council (NEC) plan to undertake a comprehensive assessment of the state of the economic and financial governance and integrity institutions in the country to be submitted for discussion and deliberation of the National Economic Council (NEC) at its inaugural meeting scheduled for January 2019. 
The report is organized as follows.  In section I, introduction and background of the study.  In section II, recent development in the restructuring and buinding of financial integrity institutions and provide detailed analysis, for each institution on how it is performing, identify weaknesses and strengths and more so on where they stand on the legal and institutional framework.  Section 3 highlights some of the policy issues and areas for reform that emerge from the study on the functions, roles and responsibilities of the various levels of institutions.  Propose a different approach to address key issues.
2. Recent Developments
Today, Somalia stands at a critical junction that determine its future as a peaceful, stable and democratic country. The 2017 elected government has taken power against a backdrop of a worsening security situation in the country and endemic corruption. The immediate prospects for peace and stability cannot be secured unless a sustained effort is made to tackle corruption in the country. Experience from post-conflict countries around the world shows that poor governance undermines the authority of the state and its institutions and provides fertile ground for criminal networks to develop and terrorists and insurgents to operate spontaneously. Corruption also deprives the poor and vulnerable of essential services and limits their access to quality delivery service. By weakening the bonds of trust between citizens and the state, it heightens the risk of conflict remerging. 
The Federal government of Somalia has made clear its commitment to build and establish critical financial integrity institutions and fighting corruption through a comprehensive reform agenda. To support these efforts, the National Economic Council is undertaking in-depth research studies to establish a baseline of the country’s institutional landscape, particularly of the financial integrity institutions (PFM, Auditor General Office, Procurement Agency, Parliamentary Committee for Budget and Central Bank of Somalia, and Civil Service Commission) about integrity, accountability and transparency. The studies represent an important milestone for the first time, there National Financial Integrity Institutional Assessment. It aims to serve as a springboard for much needed Financial integrity institutional building and reform in the country.

2.1 Preliminary Findings of Recent Reform
The Federal Government of Somalia (FGS) is committed to promoting sustained and inclusive growth, which requires robust institutional foundations, sound policies, good financial and economic governance, and skilled human capital to implement reconstruction and development programs. However, essential central institutions among financial integrity institutions suffer from significant capacity deficiencies due to inadequate legal framework, physical infrastructure, financial and human capital resources. On-going reform programs are nearing completion and it is time for a new generation of reforms aimed at consolidating gains achieved as well as extending capacity building interventions to selected financial integrity institutions. Moreover, the current tight fiscal space, with extremely limited capacity to raise revenue, combined with the challenging security situation, and poor working environment, make it difficult to attract skilled professionals into the public sector, limiting the Government’s capacity to deliver public goods. 
Some achievements were made in economic and financial governance during the past ten years, notably the re-establishment of the Central Bank of Somalia, which is still struggling to adopt international standards and codes and improved systems for transparency and accountability. The relaunch of the federal budget, which is progressing at slower pace, creation of the debt management function, establishment of the civil service payroll, deployment of the Somalia Financial Management Information System (SFMIS). Furthermore, the FGS has developed new policies and instruments to underpin the next generation of public financial management (PFM) reforms. These include the National Development Plan (2017-2019), the New Partnership for Somalia (NPS) of 2017, Public Financial Management Bill that is still pending in parliament and the Public Procurement, Concessions and Disposal (procurement) and the Auditor General Bill referred to parliament for further consideration and many other legal frameworks are still being developed or pending approval.  Implementation and rollout of these new policies and laws require significant technical and financial assistance to strengthen institutional capacity at the level of the MoF and other ministries. Despite the above-mentioned progresses many weaknesses remain in the current PFM system, both at the level of the MoF and line ministries, and most important at states and at the federal levels. Limited state capacity to formulate policies, raise adequate revenues and allocate resources for improved service delivery, is a key impediment to state building, and strengthening critical financial institutions. 
The assessment reveals that most of the established financial integrity institutions were responses to the challenges that Somalia was facing in the time. Responding to these challenges, various bodies, agencies and commissions have mushroomed through the past decade, often established in ad hoc manner without comprehensive strategy, adequate resources and personnel, and most of the time just appeasing the donor community without considering the reality on the ground. Today, there are many transitional (interim) institutions partially established with no legal framework, no systematic structure and needed personnel. They are operating partially and in some cases are counter acting to each other to address financial transparency and accountability.

These can be observed by the identified weaknesses in the regulatory framework for public financial management. For example, the PFM suggests that the OAG to be under the MoF, while the Bill of the OAG proposes the OAG to be independent with-it own budget. Several efforts were made to strengthen the legal and regulatory framework to establish the foundation of a sound system, but with minor achievements. 

2.1.1 Assessment of Anti - Corruption Institutions 
Somalia is one of the world’s poorest country having suffered from decades of acute political fragility, instability, violent conflict and lack of development. According to Corruption Perception Index (CPI) 
 of the Transparency International (TI) Somalia (Appendix 1) is ranked as the most corrupt country in the World in 2017.  Emerging from civil conflict the country is still characterized by endemic corruption, poor governance performance and weak or inexistency financial integrity institutions. All these contribute to low state legitimacy, ineffectual capacity, and weak rule of law.  

In this context, corruption opportunities continue to thrive through a combination of weak financial integrity institutions, poor governance structures, low absorption capacity, combined with donors’ own good intentions to pressure establishing transitional institutions and implement broad reforms have all too often unintentionally undermined long-term institution-building, by sapping the skills base available to national institutions and bypassing national decision-making structures. Last, there has been little attention paid to the relation between transitional oversight and delivery mechanisms and long-term national institutions building.  

Federal Anti-corruption Commission was put in place by the Transitional Federal Government in 2011 to deter and eliminate graft in Somalia. Unfortunately, the commission remained just on paper and has never been operationalized or put into practice. Several attempts made to establish a comprehensive and systematic framework to find corruption have been delayed due to political and technical capacity.
In 2012 with the established of the Federal Government, the government agreed with the international community to establish a joint Financial Dispensation Management Board to ensure transparent release of government and donor funds. This was followed in 2013 with launch of Public Financial Management Policy to render more transparent, accurate and timely improved the public sector financial system, and to strengthen the delivery capacity of the government's financial sector. 

2.1.2 Public Financial Management Institutions
The PFM bill even though drafted in the 2011 was not taken through the approval process to the Parliament as required by the law to upgrade and strengthen the existing legal framework. This was interpreted to be an obvious indication of weak commitment and poor ownership from the leaderships to speed up the approval process for sound PFM system. Considerable efforts were made towards establishing the foundations of a sound PFM system in many areas. Achievements have been negligible, and there is still much to be done to achieve a level of performance to ensure significant impact on the achievement of outcomes of aggregate fiscal discipline, strategic allocation of resources and efficient, transparent and accountable public services delivery.

Since the establishment of the Federal Government several transitional or interim institutions, such as commissions and committees were put in place to undertake  some of the programs and activities of PFM. Among the key ones included:

· Financial Dispensation Management Board;
· Financial Governance Committee;
· Special Financing Facility; and
· Recurrent Cost and Reform Financing (RCRC), etc.

During this period the performance of the PFM was weak, despite all the efforts made by the PFM program with substantial technical and financial support from the donors. 
The assessment PFM reveals several key strength and remaining weaknesses.  Among the weaknesses are:  

· Credibility of the budget is still deficient,

· Policy-based budgeting and sectoral analysis are lacking;

· Predictability and control in budget execution need improvements; 

· Accounting, recording and reporting systems are inadequate for operational decision making; 

· External scrutiny suffers from a severe delay in the submission of the Auditor General’s reports to Parliament.  The Auditor General’s audit is basically a transaction and account balance audit.  Risk-based audit is not in place and audit opinion does not accord with international standards. 
The Strengths include the following:

· World Bank and EU decided to put through budget more funding and implement the support on budget through the treasury single account. 
· Related operations are implemented through government-wide systems, which have been developed to great extent with donor funded technical assistance. 

2.1.3 Procurement (Tender Board)
On the transitional basis, the Interim National Procurement Board (INPB) is the procurement agency mandated by the Federal Government to oversee the contracting of all FGS concessions and any contracts above US$ 2m in value until such a time as procurement Act is fully implemented. Financial Governance Committee also covers procurement monitoring. In many instances FGS line ministries have been responsive to the feedback provided by the FGC, which is encouraging. However, the FGC notes with concern that some FGS agencies bypassed the FGC altogether and have not faced any penalties for doing so. There have been other encouraging signs over the past year; more contracts are starting to be submitted to the FGC/INPB in draft form, and FGS has demonstrated its commitment to the competitive tendering of rations contracts for the security sector. In addition, in line with FGC advice, FGS is moving to strip out the cash component that is included in the rations contracts and is instead pushing to pay rations cash directly to personnel through the salary payment system. Less encouragingly, some contracts are still being signed without following any evident due process. A lack of transparency around the disposal of public assets is also an increasing concern to the FGC, as such disposals serve to generate public mistrust and sustain perceptions of corruption. 
2.1.4 Auditor General Office (AGO)
One of the key financial integrity institutions to enhance accountability. It is an independent institution accountable to the Parliament, which approves the budget of the AGO. The legal framework for AGO has not been finalized yet and is operating on interim basis. There are a series of proposals on what this office should be and how it should operate either as an independent institution or be under the executive. The legal framework needs to be finalized and operationalized so that the AGO does its assigned constitutional tasks. 

2.1.5 Central Bank

The CBS is legally established, through the central bank act and financial institutions act. The Somali financial sector is a nascent institution is still in development and at rudimentary stage. Good central banking requires a thorough understanding of financial institutions, markets, and systems infrastructure.  For monetary policy purposes, understanding the role of financial institutions and markets in the transmission process from central bank decision-making to their ultimate economic effects, aids efficiency in policy implementation. However, moving into this direction currently is constrained by weak capacity at four levels: financial resources availability, infrastructure, staffing levels, and staff skills.  

The financial sector comprises five domestic commercial banks and 14 licensed Money Transfer Businesses (MTB). The most pressing obstacles to increased financial intermediation include: (i) absence of centralized and inter-bank payment systems; (ii) weak re-licensing, supervision, regulation, and compliance of MTBs, which has significant implications for securing inflows of remittances to Somalia; (iii) shortcomings in the Anti-Money Laundering and Countering Financing of Terrorism (AML/CFT) framework and its weak implementation, which constrains correspondent banking relationships; and (iv) a still-weak central bank capacity and widespread Somali shillings (SOS) counterfeiting.   

2.1.6 Revenue and Tax Administration Institutions
The government lacks capacity both to collect taxes and to control the country territory, which is under the control of Al Shabab. This is a crucial institution that need to be strengthened and made fully operational, so domestic revenue can be mobilized and allocated to services for the citizens.  Moreover, revenue authorities are constraint by several factors that are hindering revenue mobilization, which is currently at its lowest levels 2.9% of GDP compared the average of 16% of GDP for African countries. These levels of revenue are insufficient resources (domestic revenue) to build a functioning government that can deliver expected services to its citizens. The tax base is currently narrow both in geographic and economic terms, with revenues that are mostly generated from customs at Mogadishu Seaport and Airport (negotiated fees from a handful of corporate entities). 
2.1.7 Parliamentary Finance and Budget Committee
It has been observed that the committee has not been performing in accordance to its mandate. The performance of the Committee has been constrained by inadequate or lack of strong legislation. It could also not perform its duties well because of limited capacity of its members and lack of professional staff support to assist in the delivery of its responsibilities. 
2.1.8 Civil Service Commission

The commission should act as an impartial body free from the influence of the Government and should be professionalized to ensure efficient and impartial delivery of basic services to citizens. As of now the commission is powerless as most of the key civil servant positions are appointment by the Ministers or other powerful individuals without the involvement of the commission. The civil service reforms should focus on strengthening the commission to make it independent as this body is a critical actor in the oversight of the public sector. The commission should be given adequate financial and human resources to operate and lead by example in eliminating political interference from within its own ranks. That means ensuring that the appointment, promotion, and dismissal of all civil servants are based on merit rather than political considerations or personal connections.  Appointment procedures and outcomes must be fully transparent and civil servants’ salaries and benefits should be based on a uniform, transparent and adequate salary structure financed from the government treasury.

3. Overcoming institutional bottlenecks 

Despite substantial financial and technical support for strengthening the financial integrity institutions since the establishment of the federal government in 2012, the record in this endeavor has modest. This is true for most post-conflict countries, where the question remains open as to whether institutions are evolving towards greater reliability, responsiveness, integrity and fairness. Achieving effective and accountable institutions depends not only on political will and buy-in, but also on finding solutions that are specific to country’s needs. There are several persistent barriers to success, which include among others: 
· Deficiency in government ownership of reform initiatives; 
· Application of technocratic solution, “one-size-fits-all” approaches not tailored to the country’ legal, administrative, and cultural reality; 
· Inadequate sequencing of management strategies that do not allow for adaption to country needs or changing circumstances; and 
· Complex political-economy challenges that involve multiple stakeholders such as Federal Government, and Member State governments. 
· Also, necessary changes to legal procedures should be assessed and implemented, and systems should be put in place to co-ordinate implementation among different levels of government.      

Annex  1

	Annex 1: Analysis of Transparency International Corruption Perception Index (CPI) for Somalia

	
	 How the Somali CPI is calculated by Transparency International: Data and sources of information for 2017

	Transparency International 

Collects data and indexes from 
	 The African Development Bank (AfDB)
	Sustainable Governance Indicators
	Global Insight Business Conditions and Risk Indicators


	International Country Risk Guide
	Varieties of Democracy

	The content and description of each individual institution’s rating
	The AfDB CPIA
 - this index assesses the extent to which the executive can be held accountable for its use of funds and the results of its actions by the electorate and by the legislature and judiciary.
	The Sustainable governance indicators measures the level of corruption based on both qualitative and quantitative measures.
	The GI risk indicator ratings assess the broad range of corruption, from petty bribery-paying to high level political corruption and the scores assigned to each country are based on a qualitative assessment of corruption in each country/territory.  
	The index is the actual or potential corruption in the form of excessive patronage, nepotism, job reservations, exchange of favors, secret party funding and suspiciously close ties between politics and business.
	The Index (VDEM) measures six distinct types of corruption that cover both different areas and levels of political realm, distinguishing between executive, legislative and judicial corruption. Within the executive realm, the measures also distinguish between corruption mostly pertaining to bribery, and corruption due to embezzlement.

	Actual rating by instituion
	0
	9
	10
	12
	12

	Transparency International Composed Index – CPI
 
	9 out of 100


	
	What can Somali authorities do to improve the CPI rating

	
	Authorities need to 

	
	· Obtain clarification from AfDB of why Somalia is given a score of zero

· Request correction for any anomaly or mistake 

· Take appropriate action


	· Put in place appropriate anticorruption agencies/

· Fight corruption within a comprehensive anti-corruption framework
	· address legal and constitutional issues as they relate to anti-corruption laws and institutions. 

· Build and provide adequate funding to anti-corruption institutions and make them independent and transparent
	· build strong institutions, empower them and insulate from political influence.

·  Increase institutional collaboration between and among law enforcement and anti-corruption agencies.


	· build synergy effects between the three arms of government to entrench good governance, transparency and accountability 

· fight corruption through a comprehensive framework of anticorruption.



	
	Communication and Awareness Creation

	
	Develop A Clear Communication Strategic (Public Awareness Creation) Dedicated To Inform And Spread Anticorruption Measures To Inform The Public On The Ongoing Anticorruption Reforms And Strategy.  Respond To Any Critic And Misinformation Coming From Anywhere.



Annex 2

Annex 2: Status of Financial Integrity Institutions

	Policy and strategy
	Baseline 
	Recommended action
	Responsible institution
	Output
	Challenges
	Timeframe

	

	Anti – corruption Commission 
	The 2015 approved Anti-Corruption Commission was never made operational and the allegations of corruption in the public sector uninvestigated.
	Speed the process of finalizing the bill through parliament
	The executive: Office of the President/Office the Prime Minister  
	Establishment of anti-corruption commission
	Be Independent and autonomous from other arms of government 
	Immediate 

	Anti - corruption strategy
	Not much in place
	Develop anti-corruption strategy that is locally owned and comprehensive  
	Government and all the other stakeholders
	Comprehensive, country owned and implementable strategy
	Avoid external donor driven strategy
	

	Public Financial Management policy and strategy
	Operational Plan for reforms in place but  slow and lack country ownership
	· Avoid piecemeal implementation approach, and 

· Implement country owned reforms 
	MoF and stakeholders
	Implemented Comprehensive and systematic reforms 
	Avoid putting in place temporary institutions 
	

	PFM Bill 
	Draft Bill developed in 2011 still pending in parliament
	Speedup the processing of the Bill through parliament
	MoF & Parliament and stakeholders
	Bill Approved 
	Lack of accelerated enactment
	


Status of Financial Integrity Institutions

	Policy and strategy
	Baseline 
	Recommended action
	Responsible institution
	Output
	Challenges
	Timeframe

	

	Financial Governance Committee
	The FGC an arrangement made between the FGS, donors to provide a forum for dialogue and advice on strategic financial governance issues and procurements control
	· Continue assisting on procurement 

· Advice on financial issues

Fiscal Federalism 
	MoF
	· Contracts reviewed and awarded according to the rules;

  
	The challenge is the FGC should not replace government institutions, such as Interim Procurement board and other  integrity institutions of the FGS
	

	
	
	
	
	
	
	

	Auditor General Office
	Legal framework is not yet in place, the Bill was passed by the Parliament was not signed by the President in 2016. 

The bill has been retuned to the Parliament for consideration  
	Revise and update the Bill and put through the Parliament process for approval 
	Executive 
	Approved Bill and the AGO to have a legal framework to operate 
	Linkage between the PFM Bill and AG Bill need to be established and coordinated
	

	
	
	· 
	
	
	
	

	Procurement 
	Legal frameworks to regulate public procurement are weak and few mechanisms are in place to ensure transparency in the sector
	Put in place appropriate framework for public procurement and ensure transparency 
	MoF 
	Approved Legal framework by the parliament but never put into practice
	Avoid establishing ad hoc temporary institutions 
	





	Policy and strategy
	Baseline 
	Recommended action
	Responsible institution
	Output
	Challenges
	Timeframe

	

	Financial System (CBS)
	legal framework for the Financial sector is place; there is:  

a) absence of centralized and inter-bank payment systems;
 (b) shortcomings in the (AML/CFT) frame work; and 
(c) still-weak central bank capacity 
	· Address capacity issues, 

· completed needed legal & regulatory issues 

· Adopt international standards and codes & systems for transparency & accountability


	CBS
	· Improved capacity

· Established & centralized interbank payment

· Monetary policy

· National payment system
	The financial sector institutions in Somalia have few qualified staff. Commercial banks and money transfer institutions have slowly been building their capacities.


	

	Revenue and Tax Administration
	Total FGS tax revenue  

weaknesses reflect in poor policy, weak administrative capacity, and inadequate coordination of institutions at all levels of governments and between the federal government and Federal Member States (FMS)
	· Modernizing revenue institutions;

· Strengthening, consolidating, and harmonizing the system.
· Crafting and passing needed legislations;
· Reducing loopholes, removing exemptions, and introducing strict control 

	Revenue Department; MoF and stakeholders
	· Autonomous revenue authorities;

· Improved capacity of tax and customs administration.
· Revenue administration operating efficiently
	
	

	Parliamentary Budget and Finance Committee
	 A very weak institution that is not able to perform according in accordance with its mandate.
	· Assess the per4fomance of of the parliamentary budget and finance committee
	Parliament
	· Address issues related to corruption and accountability;

· Capacity performance 

	Weak working relation b/w the AGO and the BFC contribute to poor performance of both institutions
	

	

	Public Services commission
	Weak PSC with limited legal authority and operational independence
	· Make civil service business free from political interference
	· Civil Service Commission

· Ministry of labor
	Civil service independent from political interference 
	
	

	
	 
	
	
	
	
	


� Integrity Institutions include among others: public financial management entities, the Central Bank, anti-corruption agencies, the auditor general, state procurement authorities, and Parliamentary external scrutiny committees. 


� See Annex on Corruption Perception Index


� Country Policy and Institutional Assessment 


� TI a) select data sources, b) rescale data sources, c) calculate average, and d) report uncertainty  
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