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Annex 6: YEMEN STREAMLINED COUNTRY DIAGNOSTIC 2025

Resilience Beyond Fragility: Empowering Jobs and Livelihoods

Yemen stands at the epicenter of one of the world’s most acute humanitarian, economic, and social crises. A decade of
conflict has devastated the economy, fragmented institutions, and left the population facing unprecedented hardship.
The ongoing conflict between the Internationally Recognized Government (IRG) and the Houthi movement has created
two distinct economic and administrative zones, deepening fragmentation and complicating prospects for peace and
recovery. Years of conflict have halved economic output and caused widespread infrastructure devastation, with
approximately 75 percent of Yemenis now living in poverty and basic services largely collapsed. Food insecurity,
malnutrition, and violence are among the highest globally. Reconstruction needs are estimated at USD 20-25 billion,
as over a third of homes, schools, hospitals, and water/sanitation facilities are damaged or destroyed. Humanitarian
needs remain vast and largely unmet: 19.5 million people—including 15 million women and children—require
assistance, and half the population faces food insecurity. Yemen’s rapid population growth, high vulnerability to climate
change, and acute dependence on imports further intensify these challenges, while unreliable data complicates policy
responses and underscores the need for robust analysis to inform recovery and development efforts.

This Streamlined Country Diagnostic (SCD) provides an assessment of Yemen’s development challenges and
opportunities, drawing on existing country diagnostics to inform the forthcoming Country Partnership Framework
(FY26-FY28). The SCD analyzes key developments since 2014 and evaluates the most pressing challenges and
emerging opportunities. * Its aim is to inform strategies that foster inclusive and resilient growth in Yemen by
strengthening job opportunities and livelihoods, supporting the country’s transition beyond fragility, and guiding the
World Bank Group’s future engagement.

1. Country Context and Key Recent Economic and Social Developments

Macroeconomic Performance: Subdued Growth and Declining GDP Per Capita

1. Yemen’s economy has endured one of the world’s most severe contractions over the past decade, driven by
persistent conflict and instability. Between 2015 and 2024, real GDP shrank by 43 percent, while real GDP per capita
fell even more sharply — by an estimated 58 percent - reflecting both economic collapse and rapid population
growth. The impact on living standards has been dramatic: nominal GDP per capita plunged from USD 1,430 in 2014
to just USD 469 in 2024, a staggering 70 percent drop. This precipitous decline has pushed Yemen from the 40" to the
3" poorest country globally in terms of nominal GDP per capita.

2. Although 2022 briefly offered hope for economic recovery, this optimism was short-lived. The April UN-
sponsored truce temporarily halted hostilities, reduced conflict-related fatalities, and spurred economic activity,
creating a window for potential stabilization. However, the truce expired in October 2022 without a lasting political
settlement. While the military truce within the country has largely held, the economic warfare has intensified and
conditions have deteriorated rapidly. The downturn was exacerbated by the Houthi movement’s blockade of IRG oil
exports beginning in October 2022 and further compounded by the ban on Marib LPG sales in Houthi-controlled areas
from May 2023 onwards. As a result, Yemen’s economy remains under severe strain: in 2025, national real GDP is
projected to contract by 1.5 percent for the third consecutive year, and nominal GDP per capita is expected to fall by
another 14.2 percent.

3. Over the past three years, both IRG and Houthi-controlled areas have experienced accelerated economic
deterioration, albeit through different channels. In IRG-controlled areas, the sharp depreciation of the rial in Aden,
driven by halted oil exports and continued reliance on imports, has fueled inflation of around 30 percent annually,
raising the cost of essentials and eroding household incomes. Limited foreign aid, currency shortages, and delayed

3 This SCD draws on the latest data and analytical work, including the following core diagnostics: Country Economic
Memorandum, Country Climate and Development Report and Poverty Assessment — all published in 2023-2024.
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public sector salaries - stemming from collapsing public revenues (from 23.6 percent of GDP in 2014 to just 8.6 percent
in 2024) - have further reduced consumption and imports. Meanwhile, rising input costs and frequent and lengthy
electricity blackouts have disrupted production and essential services. In Houthi-controlled areas, strict currency
controls have helped maintain exchange rate stability; however, these measures have also resulted in liquidity shortages
and cash withdrawal limits. Combined with irregular and partial salary payments, these constraints have suppressed
consumer spending and business activity. The functioning of the financial sector has worsened as institutions relocate
as a result of sanctions. Externally, the conflict in the Middle East and the military hostilities in the Red Sea resulted
in airstrikes on Hodeida Port and Sana’a that have severely damaged power and transport infrastructure and restricted
imports, while heightened security concerns - including UN staff detentions - have curtailed humanitarian operations
and reduced support for vulnerable families.

Economic Fragmentation, Weak Governance, and Structural Challenges Characterize a Highly Complex FCV
(Fragility, Conflict, and Violence) Environment

4. Yemen’s protracted conflict has entrenched the country’s division into two distinct economic and
administrative zones, each governed by separate institutions and policies. The emergence of parallel institutions in
both IRG and Houthi controlled areas has severely undermined the core functions of the state, affecting everything
from national statistics and monetary policy to public finance and civil service management. This has resulted in two
separate bodies of public sector workers. IRG institutions, in particular, have suffered significant losses in data,
systems, and technical capacity since their relocation to Aden in 2016. Fragmentation risks persist even within the
IRG, evident in some governorates’ reluctance to remit revenues to the central government, underscoring the urgency
of strengthening IRG core central institutions. The fragmentation has also negatively impacted businesses that
previously operated nationwide. Houthi-controlled areas, which account for roughly 70 percent of the population, have
historically served as Yemen’s banking and trading hub, attracting significant remittance inflows and aid-agency
payments through the formal financial system. However, recent developments, including the U.S. designation of the
Houthi movement as a Foreign Terrorist Organization (FTO) and escalating security concerns, have disrupted these
financial channels and complicated the delivery of humanitarian aid. In contrast, IRG-controlled areas possess Yemen’s
oil and gas resources, yet the Central Bank of Yemen in Aden (CBY-Aden) faces acute challenges in securing sufficient
foreign exchange liquidity, largely due to the halt in oil exports since October 2022 and limited access to external
financing.

5. Economic policymaking has been severely complicated by the lack of coordination between monetary
authorities in the two economic zones. This fragmentation has deepened since 2016, when the Houthi authorities
banned the use of new currency issued by Aden, opting instead to rely on old banknotes. This policy has resulted in
persistent liquidity shortages within Houthi-controlled areas. In response to these shortages, the Central Bank of Yemen
in Sana’a (CBY-Sana’a) recently introduced new coins and banknotes. This move has escalated tensions with the
Central Bank in Aden (CBY-Aden), further exacerbating the divide between the two zones, and led to an almost
complete stop in civil service salary payments in Houthi-controlled areas. Meanwhile, the IRG in Aden has faced its
own monetary challenges, including dwindling foreign reserves and a record depreciation of the Yemeni rial, which
reached 2,905 per USD in July 2025. To address this crisis, the IRG established an import committee to manage hard
currency flows, resulting in an appreciation of the rial to 1,676 per USD. However, underlying vulnerabilities -
particularly limited foreign exchange reserves - persist. Despite these interventions, a significant exchange rate gap
persists between the two zones. In Houthi-controlled areas, the rial is maintained at a fixed rate of 540 per USD through
strict regulatory controls.

6. Beyond economic fragmentation, Yemen faces deep structural challenges rooted in weak governance and a
fragmented political landscape. Growth in the oil sector depends on durable peace, effective governance, and
institutional reforms to address aging infrastructure and entrenched patronage networks, while the blockade of IRG oil
exports and politicization of resource management have intensified fiscal stress. Non-oil activities such as trade and
agriculture are severely constrained by conflict, service interruptions, input shortages, widespread corruption, and
regulatory uncertainty. Weak institutions, inconsistent law enforcement, and limited transparency and accountability
create a high-risk environment for businesses, with corruption stifling private sector growth and innovation.
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7. Remittances and aid remain critical lifelines for alleviating social hardship in Yemen, yet these sources of
support are increasingly constrained. Official Development Assistance (ODA) has been declining since 2018, and
humanitarian support is severely underfunded. As of early September, the 2025 UN Humanitarian Response Plan
received only USD 471 million—just 19 percent of the USD 2.5 billion required—compared to 58 percent coverage
for the entire year in 2024. This marks the lowest funding level since the onset of Yemen’s conflict in 2014 and
represents a significant drop from the 2020—24 annual average of approximately USD 2.5 billion. The suspension of
World Food Programme (WFP) aid in Houthi-controlled areas since late 2023 due to funding shortfall and security
concerns, coupled with the termination of USAID-funded programs in early 2025 and a reduction in global aid, has
further reduced assistance to vulnerable households. In Houthi-controlled areas, heightened security concerns -
including the detention of several United Nations personnel - have prompted a significant scaling back of UN
operations. Meanwhile, engagement with the IRG has continued, evidenced by the IMF’s resumption of Article IV
consultations after an 11-year hiatus and support by donors. With limited exports and foreign assistance, Yemen’s
reliance on remittances for foreign exchange inflows has grown. However, this source is reportedly becoming
increasingly constrained, particularly as worsening conditions prompt Yemeni workers abroad to relocate their families,
further reducing remittance flows.

8. Yemen’s private sector has been both a victim and a pillar of resilience amid the country’s ongoing crisis.
Despite unprecedented challenges — including economic contraction, physical destruction, fragmentation of markets,
and the collapse of public services — the sector remains the backbone of economic activity, employment, and essential
service provision, playing a critical role in averting an even deeper humanitarian catastrophe. Composed
overwhelmingly of micro, small, and medium-sized enterprises (MSMEs), which account for 97 percent of firms and
employ 73 percent of the workforce, Yemen’s private sector is responsible for importing 96.5 percent of food and the
bulk of fuel, maintaining the food supply chain, and providing agricultural output. It also delivers over 60 percent of
healthcare services and has stepped in to provide education, water, and electricity as public sector capacity collapsed.
However, most businesses operate informally, with only about 12 percent banked or registered, and more than a third
of businesses have closed since 2015, while over half of surviving firms have downsized or relocated. Infrastructure
damage, especially to ports, roads, and factories, has severely disrupted logistics and supply chains, and the split
between Houthi-controlled and IRG-controlled areas has led to fragmented markets, multiple currencies, inconsistent
regulations, double taxation, and frequent changes in law, leaving businesses to navigate a landscape of uncertainty
and competing authorities. Access to finance is also severely limited. Private sector credit, already low before the
conflict, fell from 9 percent of GDP in 2008 to just 2 percent in 2021, further restricting economic activity. Sanctions
have also weakened formal private sector resilience by depressing formal activity and expanding informal and illicit
channels, particularly in trade. While the availability of goods may be maintained, it comes at the expense of state
revenues, regulatory oversight, and the long-term viability of the formal sector. The growing reliance on illicit trade is
especially risky.

9. Overall, Yemen exemplifies a highly complex FCV environment, where protracted conflict, institutional
fragmentation, and recurrent shocks have created overlapping crises and persistent vulnerabilities - albeit with some
pockets of resilience. On the 2024 Fragile States Index, Yemen ranked as the sixth most fragile country out of 179
countries. Classified as a high-intensity conflict setting, Yemen faces five key drivers of fragility. First, the erosion and
fragmentation of national institutions weaken governance and state legitimacy, often accompanied by repression of
dissent. Second, a dysfunctional social contract and shrinking civic space fuel disenfranchisement and grievances.
Third, the collapse of the economy and public services fuels poverty and erodes coping capacities. Fourth, intense
competition over natural resources - exacerbated by mismanagement, as well as climate shocks — heightens tensions.
Firth, external geopolitical influences act as a threat multiplier, exacerbating existing FCV dynamics. Together, these
dynamics have entrenched Yemen’s vulnerabilities and complicated efforts toward recovery and stability. Nonetheless,
pockets of resilience persist. Local small businesses continue to provide essential goods, services, and jobs — rapidly
adapting to an evolving environment. In parallel, support and investment from Gulf actors helps sustain critical services
and imports. Building on these areas of resilience could preserve livelihoods in the near term while laying the
foundations for broader recovery.

Social Impact: Poverty, Food Insecurity, Human Capital, Gender Inequality and Youth Employment
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10. Yemen’s economic collapse has triggered profound human and social consequences, dramatically worsening
poverty and vulnerability across the country. Before the conflict, poverty affected 49 percent of the population; recent
estimates now indicate that 74 percent of Yemenis live in poverty. Humanitarian needs are immense: 19.5 million
people—including 15 million women and children—require assistance, and half the population faces food insecurity. In
August 2025, inadequate food consumption was reported by 64 percent of households in IRG-controlled areas and 62
percent in Houthi-controlled areas. These hardships are compounded by additional vulnerabilities such as climate
hazards, ongoing conflict, poor health, and mental health challenges. Malnutrition rates are among the highest globally,
with 17 percent of children wasted, 49 percent stunted, and 41 percent underweight. The number of internally displaced
persons (IDPs) has reached 4.58 million (14 percent of the population), with over 89 percent living on less than USD
40 per month. The latest IPC update (September 2025) and Food Security and Nutrition Joint Monitoring Report (JMR)
(November 2025) warns of worsening food insecurity, raising the risk of catastrophic hunger by the end of 2025. Acute
food insecurity is already undermining labor productivity, and persistent malnutrition—especially among children and
working-age adults—threatens Yemen’s long-term human capital and economic growth.

11. As traditional coping mechanisms have been exhausted, households are under mounting economic pressure
and increasingly forced to adopt extreme measures. Alarmingly, 45 percent of households have resorted to last resort
coping strategies, such as withdrawing children from school and sending children to work. Of particular concern, 19
percent of families have turned to child labor or high-risk work, exposing children to serious threats to their safety and
health. These practices not only jeopardize the well-being of children but also undermine the social fabric of
communities, with long-term consequences for Yemen’s development and stability. Some households have shifted to
subsistence agriculture, but further investment is needed to support a transition to sustainable livelihoods. Phone
surveys reveal that daily wage and casual employment support around 3738 percent of households, while public sector
jobs are notably more common in IRG-controlled areas (18 percent) than in Houthi-controlled areas (4 percent) (World
Bank 2022). Agricultural labor is a vital lifeline in Houthi-controlled regions - more rural and concentrated in the
northern highlands where livelihoods are largely agrarian - supporting nearly one in five households, compared to less
than 5 percent in IRG areas. Non-labor income remains crucial, especially in IRG areas where it accounts for 9 percent
of household income. Most households report a significant decline in income compared to the previous year, with over
a quarter in both regions stating their income has dropped to less than half. These findings underscore Yemen’s
persistent economic fragility and highlight the urgent need for diversified livelihood opportunities and stronger social
protection measures.

12. The prolonged conflict has also deeply eroded Yemen’s human capital, one of its most critical resources. The
country’s quality-adjusted stock of human capital has been diminished by reduced access to education, deteriorating
health services, conflict-related deaths, and permanent outmigration. According to the Human Capital Index (HCI), a
child born in 2020 will only be 37 percent as productive in adulthood as they would have been with access to
comprehensive healthcare and a complete education. Overall, education and health outcomes have sharply declined:
one in four children of basic school age are out of school. In 2023, neonatal mortality was estimated at 21 per 1,000
live births, while the infant mortality rate - a key indicator of national health - stood at 35 per 1,000 live births. Yemen’s
Human Development Index score has dropped to 0.470 in 2023, placing the country 184" out of 191 countries and
territories, compared to 160™ out of 188 in 2014.

13. Gender inequality in Yemen is among the most severe globally, with women and girls facing entrenched
barriers across economic, social, and political spheres. Yemen consistently ranks at the bottom of the Global Gender
Gap Index, with female labor force participation at just 5—6 percent—Dby far the lowest in the region and the world. The
conflict has exacerbated pre-existing inequalities: women’s mobility and participation in public life have been further
restricted, and job losses among women have averaged 28 percent, compared to 11 percent for men. Women are
disproportionately affected by poverty, food insecurity, and lack of access to essential services, including healthcare,
education, and financial resources. Only 5 percent of women have a financial account, and less than 1 percent have
access to formal credit, severely limiting their ability to start or grow businesses. Gender-based violence, early
marriage, and child labor have increased as negative coping strategies amid economic hardship and displacement, with
76 percent of internally displaced persons being women and children. Women play a critical role in agriculture and
livestock systems yet face persistent barriers to services, finance, and markets. While the conflict has set the conditions
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for rising discrimination countrywide, Houthi-controlled areas have intensified it through stricter enforcement of
practices such as the mahram requirement (restricting women’s mobility without a male guardian), which exists across
Yemen but is more rigorously enforced in Houthi areas. Strengthening women led producer groups, improving mobility,
and expanding access to practical skills can increase their productivity, incomes, and leadership in local value chains.

14. Yemen faces a mounting youth employment crisis. Projections based on UN Population Prospects and
ILOSTAT data indicate that by 2035, approximately 10 million young people will enter the labor market, while only 2
million new jobs are expected to be available. This leaves a staggering gap of 8 million youth at risk of unemployment
or underemployment. The situation is compounded by Yemen'’s already highest rate of youth who are Not in Education,
Employment, or Training (NEET) among comparable countries. The NEET rate has steadily increased over the past
decade, rising from about 43 percent in 2006 to around 45 percent by 2024, signaling a worsening trend in youth
disengagement from both the economy and the education system. Limited employment prospects and inadequate
service delivery heighten youth vulnerability, increasing risks of recruitment by armed groups and continued conflict;
persistent youth marginalization destabilizes society. These dynamics highlight the urgent need for targeted
interventions to bridge the gap from classrooms to careers and to address the persistent vulnerabilities facing Yemen’s
youth.

Infrastructure, Capital, and Service Delivery under Climate Change

15. Years of war have imposed enduring damage on Yemen’s physical capital, drastically reducing the country’s
potential output and creating formidable barriers to recovery. The conflict has not only caused direct destruction of
infrastructure but has also accelerated its depreciation due to the lack of maintenance and resources. Severe fiscal
constraints limit funding for essential upkeep, while reconstruction is hampered by capacity bottlenecks. According to
the World Bank’s Yemen Dynamic Needs Assessment Phase 3, damage in 16 assessed cities as of January 2020 is
estimated at USD 6.8 to 8.3 billion—equivalent to 3644 percent of Yemen’s 2024 GDP. The housing sector has
suffered the most, accounting for over 74 percent of total damage, followed by health and power infrastructure. In
particular, damages and deterioration in the power transmission and distribution networks have had a cascading effect
that brought the power sector to paralysis. Significant damage has also been recorded in water and sanitation, transport,
and education sectors, with losses estimated in the hundreds of millions. Overall, the conflict has damaged or destroyed
more than one-third of the country’s homes, schools, hospitals, and water and sanitation facilities, further undermining
Yemen’s already sluggish productivity. Recovery and reconstruction needs in the assessed sectors and locations are
projected to be between USD 20 and USD 25 billion over five years.

16. Infrastructure and service delivery in Yemen are critically impaired, impacting millions of people across the
country. Currently, only about 55 percent of primary health facilities and 35 percent of district hospitals are operational,
leaving large portions of the population with limited access to essential health services. Chronic shortages of healthcare
personnel, medicines, equipment, and supplies—worsened by a significant brain drain and irregular salary payments
to health workers since 2016—have further diminished the availability of doctors and nurses. An estimated 225,000
civil servants in areas controlled by the Houthi movement - primarily health and education sector workers - are not
receiving regular salaries. This has resulted in increased absenteeism and widespread reports of informal payments
being demanded at schools and health centers. Electricity access is severely constrained: although 76 percent of
Yemenis have some form of access, only 12 percent rely on the public grid due to its severe dysfunction, resulting in
widespread dependence on expensive private generators or solar systems. Conditions differ sharply across the country:
acute grid collapse in urban centers—especially Aden—coexists with chronic energy poverty in rural areas. Overall,
energy sector dysfunction is a binding constraint to economic recovery and fiscal stability, with a significant share of
the strained public budget spent on fuel for inefficient service delivery. Yet, the dynamism of the private energy sector
presents opportunities—if the right de-risking instruments are introduced. Road infrastructure has deteriorated
significantly, hindering mobility and restricting access to markets and vital services. Digital connectivity remains
among the lowest in the region, with internet usage at just 14 percent (compared to 27 percent in 2017) and mobile
broadband penetration at 14 percent as of 2022. Financial inclusion is also extremely limited, with only 11 percent of
the population owning a financial account, and just 5 percent of women having access. Water scarcity is acute and
worsening. Per capita renewable water resources have plummeted from 221 cubic meters in 1992 to only 80 cubic
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meters in 2014, leaving several major towns facing severe shortages or running out of water entirely. Less than 62
percent of the population has access to at least basic drinking water services. Overall, deficits in infrastructure and
service delivery compound Yemen’s humanitarian crisis, undermining health, livelihoods, and resilience across the
country. These gaps are also increasingly magnified by climate-related shocks that disrupt power, water supply,
transport, and communications.

17. Yemen is among the world’s most vulnerable and least prepared countries to confront climate change, being
one of only four nations facing both low income and absolute water scarcity. By 2050, temperatures could rise by up
to 1.69°C, with precipitation becoming more variable and intense. These changes are expected to increase the
frequency and severity of climate shocks, such as floods and droughts, which threaten infrastructure, service delivery,
food security, and livelihoods, and heighten risks of land conflict and internal displacement. Currently, half of Yemen’s
population is exposed to significant climate hazards—including extreme heat, drought, and flooding—compounding
food insecurity and poverty. Climate change is intensifying water scarcity and undermining agricultural productivity,
with pessimistic scenarios projecting an annual GDP decline of 3.9 percent by 2040 compared to the baseline, due to
reduced crop yields and infrastructure damage (Yemen CCDR). Climate impacts are further eroding Yemen’s already
fragile production base, undermining the livelihoods of millions who depend on rural jobs. While optimistic scenarios
with increased rainfall could boost annual GDP by 1.5 percent above the baseline, the challenges of more frequent
intense precipitation and longer dry spells remain formidable without robust adaptation measures. The fisheries sector
is also at risk, with potential losses of up to 23 percent by mid-century from rising sea temperatures, and climate-related
health impacts could cost Yemen over USD 5 billion by 2050, further straining its fragile health system.

2. Development Priorities

18. This SCD identifies three pathways to accelerate and sustain inclusive and resilient growth for poverty
reduction and shared prosperity in Yemen: (i) rebuilding economic foundations and strengthening governance; (ii)
strengthening local service delivery and infrastructure and advancing human capital and social protection; and (iii)
advancing food security and laying the foundations for private sector-led economic recovery. The cross-cutting themes
are (i) fragility, violence and conflict (FVC), (ii) climate resilience and (iii) gender equality. The first pathway focuses
on restoring macroeconomic stability and strengthening institutions and governance - essential for recovery and future
growth. The second pathway emphasizes investment in local service delivery and infrastructure, human capital
development and increased inclusion - creating the foundation for improved livelihoods. The third pathway focuses on
boosting domestic agricultural production, enhancing food security, and enabling private sector-led growth -
driving economic recovery and job creation. Gender equality is highlighted as a cross-cutting issue, recognizing that
closing gender gaps is critical for unlocking Yemen’s human capital and achieving inclusive development. Climate
resilience is also mainstreamed, given Yemen’s acute vulnerability to climate shocks and the need for sustainable, area-
based approaches to build long-term resilience. FCV is recognized as cross-cutting challenges in Yemen’s broader
development context, requiring integrated and fit-for-purpose approaches across sectors that address FCV challenges,
enhance resilience and support prevention.

19. The SCD outlines a pragmatic, stakeholder-backed reform agenda that balances ambition with feasibility under
binding constraints. Given the scale of needs, the pathways are necessarily expansive; yet with limited resources and
capacity, disciplined selectivity and securing stakeholder endorsement are essential. This implies a government
prioritized agenda focused on rebuilding state—citizen trust and social cohesion, reducing social inequalities, and
addressing specific vulnerabilities through feasible, high impact interventions, while strategically leveraging private
investment and partnerships to broaden coverage, improve efficiency, and sustain outcomes. Although substantial
reforms are needed to unlock growth, political fragmentation, access constraints, FCV-related challenges, and the
absence of a comprehensive settlement will remain binding constraints in the short to medium term. Accordingly, the
SCD prioritizes near-term, status quo—feasible reforms under prevailing constraints, while identifying longer-term
reforms that would be achievable in the medium to long term under a settlement or peace scenario.
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20. Restoring Macroeconomic Stability. Restoring macroeconomic stability is the essential foundation for Yemen’s
recovery and future growth. Years of conflict have led to sharp contractions in GDP per capita, persistent inflation, and
a weakened currency. The fragmentation of monetary and fiscal authorities has resulted in divergent policies and
deepened regional disparities. Immediate priorities include stabilizing prices, mobilizing revenues, reducing reliance
on monetary financing of deficits, strengthening core public financial management, resuming civil service salaries to
support livelihoods and service delivery, and securing external financing to address arrears and urgent reconstruction
needs - aligning donor and government resources for maximum impact. Enhanced coordination between national and
subnational authorities, alongside improved data collection on public debt and fiscal operations, is critical for restoring
price stability and laying the groundwork for renewed investment and economic activity. Increasing oil and gas
production and exports is essential to boost revenues, foreign exchange and growth; however, this depends on the
removal of the Houthi blockade and broader improvements in security and access. Over the longer term, and contingent
on a political settlement, Yemen would benefit from reunifying central banking and fiscal authorities and consolidating
macro-fiscal governance to sustain stability and growth.

21. Strengthening Institutions and Governance. Strengthening institutions and governance is equally
fundamental. Weak governance undermines macroeconomic stability, resource management, public service delivery,
and private sector development. Years of conflict have fragmented core state systems and functions, including public
finance, statistics, and civil service management, while parallel institutions and informal arrangements have eroded
legitimacy. Near-term priorities include rebuilding and modernizing the central banking system; improving integrity in
management of public resources, including payroll and wage bill management; strengthening institutional
infrastructure and capacity for effective governance, policymaking, and service delivery. This means developing robust
legal and regulatory frameworks; enhancing independence, transparency, accountability and performance across key
institutions; and improving coordination and inter-governmental fiscal relations between central and local
authorities. Transparent and accountable management of public resources, especially oil and gas revenues, advanced
budget credibility and cash management, and improved spending control and efficiency are necessary to protect state
functions from elite capture and corruption, increase state revenues and private sector growth, restore public trust and
the social contract, and support peacebuilding. Over the longer term, establishing robust natural resource revenue
management mechanisms will be essential for fiscal sustainability and development.

22. Fostering Transparency and Data Availability. Reliable data and transparency are critical for evidence-based
policymaking and donor confidence. Yemen’s statistical system has been severely weakened, with fragmented and
outdated datasets. Rebuilding the Central Statistics Organization, investing in data collection, and enhancing public
access to information are vital steps. Reliable data will enable better resource allocation, strengthen accountability, and
facilitate effective monitoring of recovery and development efforts. Improved transparency and greater performance
management also supports fiscal discipline and helps attract external financing for reconstruction. Spatially
disaggregated data and geo-targeted monitoring frameworks should be developed to support area-based approaches,
ensure that interventions reach the most vulnerable populations, and respective results can be monitored effectively
and efficiently in Yemen’s complex operating environment.

23. Local Service Delivery and Infrastructure. Local service delivery and investment in infrastructure are central
to Yemen’s resilience and recovery. Empowering local institutions to deliver essential services - particularly in
electricity, health, education, water, and sanitation - is crucial. The destruction of physical infrastructure and the erosion
of administrative capacity have left many communities vulnerable. Immediate priorities include expanding energy
access locally, rehabilitating roads, restoring water systems, and rebuilding schools and hospitals. Investments in
energy sector reforms—including addressing energy costs, reducing inefficient subsidies, and expanding renewable
energy—are needed to improve fiscal health, competitiveness, and climate resilience. Strengthening local governance,
supporting community mobilization and citizen engagement will help bridge the gap between national policy and local
needs, fostering social cohesion and enabling more effective service delivery. As institutional capacity increases, these
efforts can be embedded within a clearer decentralization framework.
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24. Promoting Human Capital Development. Human capital development is a long-term priority for Yemen'’s
sustainable growth. Years of conflict have led to widespread poverty, food insecurity, and a collapse in basic
services. Restoring access to education and healthcare, supporting nutrition programs, and building the capacity of
teachers and health workers are vital for improving productivity and reducing poverty. Investments should focus on
rehabilitating infrastructure, ensuring the availability of medicines and equipment, and supporting community-based
health and nutrition programs. Special attention is needed for pregnant women, lactating mothers, and children under
five, who are most vulnerable to malnutrition and disease. Strengthening Yemen’s education systems—including robust
support for teachers and the creation of safe school environments—is essential to prevent a “lost generation” and
empower youth to drive future recovery and development

25. Maintaining and Scaling Up Aid and Social Protection. Aid remains a lifeline for millions of Yemenis, with
over 80 percent of the population dependent on external assistance to meet basic needs. Even temporary reductions in
aid can lead to sharp increases in food insecurity and malnutrition. In the current context of declining donor funding
and rising needs, it is critical to maintain and, where possible, scale up assistance. This includes not only food aid but
also cash transfers, nutrition programs, and shock-responsive social protection mechanisms that can help households
absorb future shocks. Improved targeting—using geographic, demographic, and vulnerability criteria—will ensure that
the most at-risk groups, such as displaced families, rural households, and female-headed households, receive timely
support. Integrating humanitarian and development approaches, and coordinating with local institutions, will be
essential for building resilience and laying the groundwork for recovery. Geographically focused packaging of social
protection and aid interventions should be scaled according to local capacity and resource availability, with equity
considerations to maximize synergies and results across sectors.

26. Boosting Domestic Agricultural Production and Food and Nutrition Security. Agriculture is one of Yemen’s
largest employers and a key income source for rural households, especially women and youth. Despite conflict driven
declines, the sector offers immediate opportunities to restore livelihoods, strengthen food security, and reduce import
dependence. A resilient agrifood system can create jobs, improve nutrition, and broaden participation. Yemen faces
acute food insecurity due to conflict, economic collapse, and heavy dependance on imports, with up to 85 percent of
staple foods sourced from abroad, leaving the country highly exposed to global shocks. Domestic production meets
only 15-20 percent of food needs, limited by water scarcity, degraded infrastructure, and restricted access to
markets. Investments in climate-smart agriculture, irrigation, and support for smallholder farmers, especially women,
can restore assets, increase yields, and raise incomes. Strengthening market linkages and supporting livestock and
fisheries will further improve food security. These efforts must be complemented by stronger area-based climate
adaptation, improved water management and targeted disaster risk reduction. Adaptation of crop and fisheries
production to climate scenarios, with attention to high-value crops and the blue economy, will help secure
livelihoods. Scaling up targeted interventions and scaling up women and youth participation across value chains can
expand income and reduce dependence on aid. Finally, integrated coastal zone management is needed to protect
fisheries and coastal infrastructure from climate impacts. High potential value chains -dairy, poultry, horticulture, honey
and coffee - can quickly boost productivity, income and employment.

27. Laying the Foundations for Private Sector-Led Growth. Revitalizing Yemen’s private sector is essential for
recovery after years of conflict. Given persistent fragility, a fit-for-purpose approach should tackle the most binding
constraints to firm activity and jobs first, with clear sequencing and targeted modalities reflecting implementation
capacity. It should also enable private participation to help fill gaps in public service delivery. The immediate focus is
a small set of practical, conflict-sensitive reforms that deliver short to medium-term gains for MSME:s - the backbone
of private sector activity and essential services - and can scale as conditions improve: (1) Simplify trade and logistics
at key checkpoints by simplifying processes, digitizing licensing and customs, and harmonizing tax and inspections to
cut delays and costs for food, fuel, and essential goods; (2) Address critical infrastructure deficits, especially reliable
electricity and logistics; expanding electricity access via public—private partnerships (PPPs) - particularly off-grid and
distributed solar - to crowd in private capital and lower operating costs for firms; (3) Unlock working capital for
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entrepreneurs and MSMEs through microfinance and innovations such as village savings and loan associations,
complemented by simple credit guarantee and tiered KYC for mobile money to overcome low banking penetration; (4)
Support a few high-impact value chains (e.g., food systems, essential-goods logistics) with targeted matching grants
for storage, cold chain, market linkages, and last-mile distribution to reduce losses and create jobs quickly. These
“good-enough” measures can operate across Yemen’s fragmented market, require limited central capacity, and deliver
tangible benefits. As conditions improve and peace takes hold, medium-term actions can address structural deficits
needing more capital and coordination - broader business-climate harmonization, modernized payments and credit
information systems, and a more diversified PPP pipeline (e.g. water, telecom, agriculture, fisheries) — supported by
robust public-private dialogue, stakeholder coordination, and better data for inclusive, adaptive reforms.

28. Addressing FCV. Addressing FCV is central to Yemen’s development trajectory. These challenges stem from
historical, geographic, socioeconomic, and political factors, reflecting deep-seated grievances. If left unaddressed,
these challenges risk fueling future tensions and will profoundly impact the country’s prospects for recovery and long-
term resilience. Despite the universal impact of FCV, Yemen can leverage several sources of resilience. Key factors
include robust local governance and effective service delivery, active grassroots participation and social solidarity, the
engagement of civil society and women, involvement from the private sector and civil society, transparent community-
based resource management, and support from donor funding and formal social safety nets. Collectively, these elements
demonstrate that while fragility in Yemen often stems from top-down institutional and economic failures or geo-
political influences, resilience is cultivated from the bottom up—through local initiatives, community engagement, and
sustained external support.

29. Investing in Climate Resilience and Disaster Risk Management. Yemen is increasingly vulnerable to climate
change, with recurrent droughts, hazard, and the intensity of climate-related disasters is expected to rise. For millions,
strengthening climate resilience is essential for survival. Adopting spatially targeted, scalable, and people-centered
area-based approaches is vital. By concentrating efforts on districts most affected by overlapping risks—climate,
conflict, and food insecurity—these strategies ensure interventions are both fair and effective. Area-based methods
facilitate multi-sectoral support tailored to local needs, offering a more comprehensive solution to multidimensional
poverty than isolated sectoral initiatives. To enhance outcomes, these approaches should be paired with investments in
water management, infrastructure rehabilitation, and early warning systems. Such integrated measures enable
communities to better adapt to evolving risks, especially in fragile settings where single-sector interventions may fall
short. Supporting climate-resilient livelihoods, including drought-resistant agriculture and sustainable fisheries, further
reduces vulnerability and fosters long-term recovery. Integrating climate resilience into public health planning and
disaster risk management is also crucial, as climate shocks can intensify health emergencies and strain already fragile
systems. By embracing holistic, locally adapted, and multi-sectoral strategies, Yemen can bolster its ability to withstand
climate-related challenges and protect its population.

30. Promoting Gender Equality and Women’s Empowerment. Gender is a critical cross-cutting issue, as large gaps
constrain the economic potential, health, and dignity of women. Addressing gender disparities in access to education,
employment, finance, and decision-making is essential for inclusive growth and poverty reduction. Empowering
women through targeted support for female entrepreneurs, improved access to services, and protection from violence
and discrimination will unlock Yemen’s human capital and contribute to a more resilient and prosperous society. Efforts
must also focus on increasing women’s participation in the labor force, supporting women’s leadership in community
and political spheres, and ensuring equal access to vocational and skills-based training. Given the strong role rural
women play in local food and production systems, expanding their access to assets, services, and market opportunities
is essential for strengthening their economic empowerment and household resilience. Expanding legal protections,
combating gender-based violence, and promoting social norms that value women’s contributions are vital for
sustainable progress Further policy dialogue and targeted interventions focusing on economic empowerment should be
prioritized in IRG areas, as the current situation in Houthi controlled areas appears intractable. Special attention should
be given to adolescent girls and young women, whose education and health outcomes have been disproportionately
affected by conflict and displacement.
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3. Knowledge Gaps

31. Despite the availability of recent core diagnostics - including the Country Economic Memorandum, Country
Climate and Development Report, and Poverty Assessment - critical knowledge gaps remain. These gaps are
particularly pronounced in four domains: 1) labor market, employment, and monetary poverty; 2) local institutions and
service delivery, including private sector participation; 3) public finance, fiscal decentralization, and statistical systems
(including national accounts); 4) ODA reduction and reconstruction needs.

32. Labor Market, Employment and Monetary Poverty. There is a significant lack of reliable, up-to-date data on
labor force participation, unemployment rates, informal sector activity, workforce skills, and monetary poverty in
Yemen. The absence of a comprehensive labor force survey prevents policymakers and development partners from
accurately assessing unemployment, underemployment, and skills mismatches. These gaps limit the ability to design
and monitor effective interventions for job creation, vocational training, and private sector development, and hinder
progress toward inclusive growth and poverty reduction. Moreover, the lack of robust data on monetary poverty makes
it difficult to identify the most vulnerable populations, target social protection programs effectively, and measure the
impact of policy interventions.

33. Local Institutions and Service Delivery. The ongoing conflict has fragmented governance, produced parallel
local authorities with widening disparities, and increased reliance on informal actors whose roles and importance are
being redefined by the conflict impact on who can deliver services. Key entities include the Social Fund for
Development (SFD), Public Works Project (PWP), local water and sanitation corporations and PMUs, rural water
agencies, local councils and CSOs, and road/access programs such as the Rural Access Program (RAP). Several of
these entities have been assessed by UN agencies that subcontract them, and their ability to operate throughout Yemen
is particularly valuable, although information on how their performance is perceived by the public is not readily
available. More broadly, granular subnational data on resource allocation; service quality and coverage in health,
education, water, and social protection; and community strategies for accessing services are lacking. These evidence
gaps make it difficult to evaluate service delivery, identify underserved populations, design responsive interventions,
and strengthen the social contract. When feasible and as data become available, benchmarking Yemen'’s sector policies
against global best practices would help inform reforms. In addition, the role of the private sector in service delivery -
especially as fiscal constraints limit government provision - should be explored.

34, Public Finance, Fiscal Decentralization and Statistical Systems. Knowledge gaps in public finance are acute
due to institutional fragmentation and weakened systems and capacity. Data on government revenues, expenditures,
arrears, and the public sector wage bill are limited and often unreliable, as financial management and payroll systems
are split between the IRG and Houthi controlled areas. Incomplete fiscal reporting, extra-budgetary transactions, and
poor cash management further obscure the financial picture. Limited public access to fiscal information, and
inadequate internal and external audit coverage undermine accountability and impede evidence-based policymaking,
donor coordination, and the restoration of fiscal discipline and public trust. Analysis of fiscal decentralization and
intergovernmental transfers is also lacking. Furthermore, the absence of statistical systems - including national
accounts, balance of payments and financial sector data - significantly hampers the ability to monitor macroeconomic
performance, assess the scale and structure of economic and financial activity, and inform fiscal and monetary policy
decisions.

35. ODA Reduction and Reconstruction Needs. ODA has declined sharply in recent years, and its implications are
not yet well documented - including the gap between current funding and financial needs. At the same time, recent
engagements and ongoing diagnostics give a solid base for a readiness-focused reconstruction plan in the social sectors,
energy, and water, but critical gaps remain. Transport, in particular, lacks an up-to-date, actionable diagnostic that can
be quickly translated into a prioritized program when conditions permit. Closing these gaps with targeted assessments,
asset mapping, and clear recovery steps will speed up planning and better align investments.
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