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I. Country and Sector Background 
 
1. Yemen, one of the poorest countries in the MENA region, faces daunting challenges in an 
uncertain global and regional environment. Living conditions for much of Yemen’s population of 23 
million remain difficult. With a GDP per capita of US$1,209 (PPP), 34 percent of Yemenis are poor and 
the country ranks 140 out of 182 countries in the 2009 Human Development Index. Yemen is also facing 
rapid population growth (about 3 percent a year), lack of clear alternatives to the oil economy, limited 
institutional capacity and outreach of the State, rapidly-depleting water reserves, poor infrastructure, and 
acute gender inequality issues.  

2. Already a food insecure nation, with about 32 percent of the population considered 
undernourished (one of the highest in the region), and given the high dependence on staple food imports, 
the reduction in oil prices and economic hardships have seen a surge in the food crisis and poverty, 
especially for the majority of the population residing in rural areas. Political crises have meant that the 
limited resources for human development and poverty alleviation are further constrained. 

3. The fiscal situation is fragile. Expenditures far exceeded revenues in 2009, and unless action is 
rapidly taken, the situation is likely to further deteriorate in 2010. This is a severe constraint on the 
Government’s ability to provide essential services and to address poverty. A steep decline in oil revenues 
is evident, attributable in part to oil price fluctuations, but mainly to production decline as reserves 
diminish. The authorities have borrowed domestically to finance a growing deficit (estimated at 9 percent 
for 2010), but have not significantly adjusted expenditure.  
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4. Political tensions and security concerns are long-standing in Yemen. Some recent events have 
led to increased international attention including assisting with increased and redesigned development 
assistance. Most major countries and international organizations have expressed continuing support, and 
in many cases significantly greater support, for the economic development of Yemen.  

5. The World Bank Group is committed to being an integral part of the international effort to 
help foster stability in Yemen and stands ready to work with other donors to help accelerate 
implementation of externally-funded projects. With an IDA allocation of about US$135 million per 
year, the Bank has 20 active projects in Yemen (total commitment: about US$1 billion, of which US$500 
million undisbursed) covering a broad range of sectors (education, water, roads, agriculture and fisheries, 
urban development, energy, public sector, health). IDA also provides significant analytical and advisory 
services. IFC has a portfolio of five operations (total US$150 million). 

6. Reducing poverty in Yemen requires amongst others village-level infrastructure 
improvements and greater access to social services delivered through diversified, localized 
approaches that address the needs of marginalized rural areas where indicators are farthest from the 
targets laid out in the Millennium Development Goals (MDGs). Poverty is pervasive in rural areas, where 
much of the population resides. The dispersion of the population and the difficult topography pose a 
serious challenge to delivering social services: Yemen has around 35,000 official villages (with 
approximately 136,000 human settlements), many with less than 100 households, which makes the 
provision and maintenance of social services very expensive. The Social Fund for Development (SFD) 
has a solid track-record of promoting development in such areas. SFD was established in 1997 as an 
autonomous State organization under the Council of Ministers.  The Prime Minister is the Chairman of its 
Board of Directors. Since its establishment, SFD has become one of Yemen’s main development actors, 
with support from the Government and the donor community. SFD plays a vital role in improving living 
standards in rural areas by providing funds to needy communities so that access to social services can 
improve. SFD follows a demand-driven approach and thereby promotes its activities among the target 
communities and motivates them to apply for priority services. It has been rapidly expanding its 
operations both geographically and sectorally. Its involvement has occurred in areas such as education, 
health, water and environment, agriculture, village access roads (rural feeder roads), micro and small 
enterprise (MSE) development, social protection and workfare programs.  

7. SFD achievements over the past decade have been significant.  These include: 

• First, the latest impact evaluation has shown that a high proportion of its resources are benefiting 
the poorest households in Yemen: 42 percent of SFD funds go to the poorest decile, 59 percent to 
the poorest quintile and 69 percent to the poorest three deciles. Only three percent of resources 
are received by households in the top decile. This pro-poor bias is especially significant given 
Yemen’s very high level of poverty across the population and the relatively flat income 
distribution (Gini coefficient of 0.38). The benefit incidence analysis also shows that SFD is 
targeting poor women. Half of SFD’s beneficiaries are female and about 12 percent of SFD-
affected households are led by a woman (compared with 7.2 percent national average of 
households headed by women). Second, extending basic service coverage to the poorest 
communities continues to be the main focus of SFD’s operations. For example, under the 3rd 
phase alone, the Community Development Program’s support included building and 
rehabilitating  7,606 classrooms benefiting 684,046 children, training 220 health care institute 
cadres and 1992 health care workers, building 187 water harvesting systems, carrying out 114 
hygiene and environmental awareness campaigns, and building 92 feeder roads benefiting 
531,810 people.   



• Third, while Micro and Small Enterprises (MSEs) are of great importance worldwide for poverty 
alleviation, job creation, and economic growth, Yemen is considered an undesirable environment 
for MSEs due to various factors ranging from a lack of skilled labor, low supply of financial and 
non-financial services, high illiteracy rates and a lack of basic infrastructure. In response to these 
challenges, the SFD has been providing microfinance and business services through 
intermediaries, while at the same time building and consolidating their capacity to provide high 
quality services. The number of active borrowers associated with MFIs supported by SFD has 
reached more than 40,000, and 80 percent of them are women. The cumulative number of 
disbursed loans has reached more than 274,000 loans during the past ten years.   

• Fourth, under its newest program, the Labor-Intensive Works program (LIW), to date, 36,000 
people have worked 5,760,000 hours benefiting 16,000 households, and US$6.1 million have 
been paid as wages which is about 75 percent of the total amount disbursed under an IDA Grant 
under the Global Food Price Crisis Response Program. A beneficiary assessment is underway and 
the results are expected to become available early next year. The already evident success of this 
program has recently led to the demand for the program’s expansion and the EU is contributing 
Euro 17.5 million funded through the EU Food Price Crisis Rapid Response Facility under the 
Global Food Crisis Response Program (approved by the World Bank Vice President in mid-
December 2009).   

II. Objectives 
 
8. The Project Development Objectives (PDOs) are to (i) improve access to basic service; (ii) 
enhance economic opportunities; and (iii) reduce the vulnerability of the poor. 

III. Rationale for Bank Involvement 
 

9. The World Bank has been a leading partner in the SFD since its inception and the Government 
has requested the Bank to play its continued leadership role in organizing support for the fourth phase of 
the Social Fund for Development. The Bank would bring its global, regional, and country experiences 
regarding social funds and microfinance to the fourth phase. The Bank’s Project Appraisal Document is 
seen as the base document attesting to the quality of the SFD’s program and hence crucial to mobilizing 
additional resources from other partners. 

10. Moreover, domestic resources remain insufficient for financing basic infrastructure and for 
setting up local systems. The Bank’s support through IDA financing is essential to encourage other donor 
involvement and to leverage large donor resources for promising organizations such as SFD in Yemen. Of 
the US$80 million received in the first phase, IDA financed US$30 million. Phase II received US$175 
million, of which only US$75 million was IDA-financed. In Phase III, IDA’s US$70 million has 
leveraged an additional almost US$800 million in donor funds from other partners. 

11. Implementing lessons learned from previous phases of SFD’s operation can make the fourth 
phase even more effective in alleviating poverty in rural areas. SFD has successfully completed two 
phases of operation and is about to conclude its third phase.  Since its first phase, SFD has adopted a 
policy of continuous learning through its operations and has accessed international knowledge of best 
practices, undergone multiple rounds of impact evaluation and regular internal and external revision.  The 
dynamic nature of SFD’s thinking and operations and its autonomy are important strengths in the 
proposal to support the fourth phase of SFD. 

12. The project would respond to the overall objective of the CAS for 2010-2013, which is to 
facilitate Yemen’s further progress towards the MDGs. By supporting the fourth phase of SFD, the 



project would most directly contribute to the strategic objective of helping to foster human and social 
development, which includes cross-sectoral issues such as gender, youth, and Qat; education and health; 
and community development and social protection. 

13. Finally, in light of the continuing conflict and security-related uncertainties in Yemen, the Bank is 
focusing on interventions that can have an impact even in the short-term, such as addressing basic needs 
and safety nets for the poor through SFD.  

IV. Description 
 
14. The project has four components, consisting of four operational programs which will be 
implemented by the SFD:  

15. Component 1: Community and Local Development (CLD) program (estimated IDA 
contribution US$25 million). The objective of this component is to improve access to basic social service.    
Under this program, SFD will continue to implement Sub-projects in various sectors, while building the 
capacity of local authorities and engaging select districts in implementing development projects.  
Specifically, this component will: 

• provide Sub-grants for the carrying out, by communities and local authorities, of Sub-projects 
consisting of infrastructure and other services in various sectors including: education, health, special 
needs groups, water and sanitation, cultural heritage, agriculture, and rural roads. 

• carry out, through the provision of goods, training and consultants’ services, activities to develop the 
capacity of select local authorities in participatory planning and management of development 
activities. 

16. Component 2: Small and Micro Enterprises Development (SMED) program (estimated IDA 
contribution US$5 million). The objective of this component is to support the overall SMED program of 
SFD which is: (i) strengthening and building capacity of local microfinance providers; and (ii) actively 
promoting entry into the market by creating an enabling environment and by encouraging the 
establishment of new financial service providers managed on a private sector basis by international 
investors with strong technical partners.  This component will be supported through: 

• provision of Sub-grants to Eligible Intermediaries to build up the institutional capacity of such 
Eligible Intermediaries to deliver financial and business development services; and  

• carrying out, through the provision of goods, training and consultants’ services, a program to further 
support the institutional capacity of micro finance institutions and to create an enabling environment 
for small and micro enterprises development including through, the establishment of a credit bureau, 
the development of consumer protection legislation and associated regulations, and the development 
of financial literacy training programs. 

17. Component 3: Capacity-Building program (estimated IDA contribution US$5 million). A third 
set of activities will support the other three programs through a focus on capacity-building of local 
entities, including local and central government bodies, NGOs, and communities. The component will 
also support the strengthening of SFD’s own institutional capacity, to include for example monitoring 
and evaluation, management, and transparency. This component will be supported through: 



• Carrying out, through the provision of Sub-grants, goods, training and consultants’ services, Sub-
projects to develop the capacity of select governmental organizations, local authorities, community-
based organizations, non-governmental organizations, private sector groups and individuals in the 
area of poverty alleviation and good governance. 

• Carrying out, through the provision of goods, training, consultants’ services, and operating costs, a 
program to strengthen the institutional including project management capacity of SFD. 

18. Component 4: Labor-Intensive Works (LIW) program (estimated IDA contribution US$25 
million). The objective of this component is to provide a cash-for-work safety net to target households 
to bridge their consumption gap during shocks and stagnation of agricultural seasons, while increasing 
the productive assets of communities and households. It will also aim to raise awareness among the 
targeted communities about the dangers of malnutrition and damages of Qat, and build the capacity and 
enhance the skills of the targeted communities to cope with future shocks. This component will be 
supported through: 

• Provision of Sub-grants to targeted communities for the carrying out of labor-intensive works Sub-
projects in: irrigation, water harvesting, agricultural terraces rehabilitation, agricultural land 
improvement, maintenance and improvement of village access earth roads, the improvement of 
drinking water sources, watershed management and other fields based on the priority needs of each 
community. 

V. Financing 
Source: (US$m.) 
BORROWER/RECIPIENT 
International Development Association (IDA) 60.00

Total 60.00
VI. Implementation 
 
19. The project will be implemented by the SFD. The SFD is an autonomous organization under the 
Prime Minister’s office. Its Board of Directors has government representation, NGO representation, 
private sector representation, and financial sector representation. The Board reviews policy issues and 
approves important documents like annual plans, budgets, and amendments to the operations manual. The 
Executive body of the SFD is headed by a Managing Director (MD) who has full authority to manage the 
day-to-day operations including all personnel and operational matters. Besides the SFD’s office in 
Sana’a, there are nine regional branch offices country-wide. 

VII. Sustainability 
 
20. The Government of Yemen is committed to extending services to all poor citizens, utilizing the 
SFD as a major instrument. The sustainability of SFD’s investments is ensured by at least two features: 
that a Sub-project is demanded by a community and that the community contributes towards its 
implementation, and SFD ensures that the relevant sector authorities (e.g., in education, health) agree to 
the provision of recurrent expenditures, including staff, as a pre-requisite to commencement of the Sub-
project. In SFD IV, moreover, the added orientation of building capacity of district authorities to 
undertake participatory planning and carry out investments is expected to further improve the 
sustainability of SFD’s investments at the local level.  

VIII. Lessons Learned from Past Operations in the Country/Sector 
 
21. Lessons from Yemen: 



a) Absolute importance of an autonomous SFD, which has been secured by law and will continue 
into this phase.   

b) Strengthen integration of social funds into country and sector strategies and pay more attention to 
long-term effects and ensure efficiency of resource allocation 

c) Significance of coordinating with line ministries as well as other Bank- and donor-financed 
projects, to which the SFD is dedicating concerted effort. 

d) Importance of decentralizing SFD regional offices: the nine branch offices now have more 
decision-making ability and the capacity of staff has been continuously built to reach out to 
remotely located communities. 

e) Importance of using mixed targeting mechanisms to reach out to the poor and vulnerable on one 
hand and to address issues of national priority, like girls education, on the other. 

f) Having robust and transparent policies, systems and procedures has been the backbone of SFD’s 
ability to withstand external pressure, and its neutrality as an organization is key to its ability to 
operate in nearly all communities. 

g) Conflict sensitive development/conflict resolution mechanism: development of guidelines 
supported with staff training. 

h) Major importance of microfinance to the poor and vulnerable, given that the majority of 
employment in Yemen is in the informal sector (with a high proportion of these groups). 

i) Water and Environment: adopt a more strategic and deliberate approach to ongoing reforms, with 
specific targets set for the implementation of SFD technologies and community development 
approaches by other stakeholders; for the development of systematic training and capacity 
building programs (with success measured by increased and improved outcomes, rather than by 
the number of people trained); and for the development and introduction of new technologies and 
approaches to fill gaps identified by the sector working group. 

j) LIW: targeting, selection criteria, communications, implementation, and monitoring process need 
to be strengthened for better results and to improve sustainability.    

k) Community contribution to projects: unified approach to be adopted at national level for the 
relevant sectors (e.g., community mobilization and contribution for water, road, integrated 
intervention programs).  Attention should be paid so that required contributions do not put undue 
pressure on poor communities.   

l) The partnership between local authorities and communities is the best form of sustainability.  
Work to create the partnership and support the role of local authority on a real partnership basis.   

m) Build on its comparative advantage in supporting institutional development and capacity building 
at all levels of governance and government, and particularly in supporting decentralization.  
Applying the best balance in SFD’s support between community-led initiatives and national 
policies (e.g., national strategy, governorate and district plans, etc.) in the implementation of 
poverty reduction program is needed. 

n) Lessons from the Integrated Interventions Program should be captured and transferred across 
other SFD programs, for example, on how to sustain effective community structures that can 
manage and deliver services to their people, and how to deepen the engagement of women in 
programs. 

 
22. Lessons from International Experience: 

a) SFD as a flexible institution is uniquely positioned to deliver a range of social risk management 
functions for poor and vulnerable population with the changing country context and government 
needs:  SFD can strengthen local institutions (risk mitigation), increase access to basic services 



(risk reduction), and assist groups affected by external shocks through public works program (risk 
coping).   

b) Include social fund instruments as part of the central level institutional fabric of the state and their 
ability to complement longer-term efforts aiming to reform the ministries and to decentralize 
authority and institutional capacity at sub-national and local levels of government. 

c) Role of SFD should be a complement to, and not a substitute for effective sectoral policies; nor 
should SFD try to fulfill the investment financing needs of all poor communities.  The impact and 
sustainability of social fund investments are heavily dependent on effective strategies for service 
delivery which are under the auspices of line ministries and local governments.   

IX. Safeguard Policies (including public consultation) 
 
Safeguard policies 
 

Safeguard Policies Triggered by the Project Yes No 
Environmental Assessment(OP/BP4.01) [X]  
Natural Habitats (OP/BP4.04)  [X] 
Pest Management (OP 4.09) [X] 
Physical Cultural Resources (OP/BP 4.11) [X]  
Involuntary Resettlement (OP/BP4.12)  [X] 
Indigenous Peoples (OP/BP4.10)  [X] 
Forests (OP/BP4.36)  [X] 
Safety of Dams (OP/BP4.37)  [X] 
Projects in Disputed Areas (OP/BP7.60)* [X] 
Projects on International Waterways (OP/BP7.50)  [X] 

X. List of Factual Technical Documents 
a) A Mid-Term Vision for SFD, December 2007  
b) Institutional Impact Evaluation, October 2009 
c) Vision for the Fourth Phase (2011–15), November 2009 
d) SFD Operational Manual, Revised December 2009 

 
XI. Contact point 

Contact: Trina S. Haque 
Title: Lead Economist 
Tel: 5772+221 
Fax: 202-2574-1676 
Email: Thaque@worldbank.org 
Location: Cairo, Egypt (IBRD) 

 
XII. For more information contact: 

The InfoShop 
The World Bank 
1818 H Street, NW 
Washington, D.C. 20433 
Telephone:  (202) 458-4500 

* By supporting the proposed project, the Bank does not intend to prejudice the final determination of the parties’ claims on the 
disputed areas 



Fax:  (202) 522-1500 
Email: pic@worldbank.org 
Web: http://www.worldbank.org/infoshop 


