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‘TO BE WITHOUT KNOWLEDGE 
IS TO BE WITHOUT LIGHT.’
SOMALI PROVERB

All patterns and colours used in this 
publication are inspired by Somali textiles
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EXECUTIVE 
SUMMARY
Advancing the establishment of local governments through district 
council formation (DCF) is a priority for the Federal Government 
of Somalia (FGS). While the FGS’s Wadajir Framework provides 
an extensive roadmap for pre-DCF and DCF activities, it includes 
little discussion of post-DCF issues, including the issue of district 
council (DC) sustainability. Currently, where DCs have been formed 
in south and central Somalia, they tend to be in more rural and 
remote areas of states with low revenue-generation potential 
where financial sustainability is a challenge. In contrast, districts 
with high revenue-generation potential—and thus greater ability to 
sustain their operations through the collection of local revenues—
tend to have complex, protracted conflicts and entrenched political 
interests which make the DCF process difficult. 

Newly established DCs that lack a revenue source may rapidly 
become defunct, eroding citizen–state trust and wasting 
significant financial resources (the WF estimates a cost of 
1.3 million USD per each DC formed). As a result, in order to 
ensure that DCs remain sustainable after formation, there is 
a need to strengthen the ability of local governments to raise 
revenues, either through local taxation or through the provision 
of intergovernmental fiscal transfers (IGFT)—the transfer of 
funding from higher levels of government (federal or state) to 
the local level. The establishment of systems for local taxation 
and IGFT should occur through a fiscal decentralisation 
process that involves the distribution of revenue-raising and 
expenditure responsibilities across different government levels. 
Currently, Somalia lacks a clear, harmonised framework for fiscal 
decentralisation; the Provisional Constitution, for example, does 
not provide clear functional or revenue assignments between 
the federal, state, and local levels, resulting in competition over 
revenue-raising and expenditure responsibilities.
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RESEARCH DESIGN

The framework for the research considers two 
main components of DC sustainability, or revenue 
types: (1) local taxation and (2) intergovernmental 
fiscal transfers. The process of establishing local 
taxation is divided into four components: developing 
a tax system, identifying and registering taxpayers, 
determining tax liabilities, and collecting taxes. For 
intergovernmental fiscal transfers, key components 
include developing an allocation formula for 
transfers to districts, transferring funds from 
higher levels of government to DCs, and regulating 
transfers. These components are underpinned by 
the development of legislative frameworks for fiscal 
decentralisation.

Given these components, the report analyses 
a set of primary considerations that may pose 
challenges to, or opportunities for, DC sustainability. 
These include political economy considerations, 
such as intergovernmental dynamics and the 
potential for elite capture of government; technical 

considerations, such as the adequacy of human 
resources and equipment; and harmonisation, which 
looks at current and potential programme support 
for the phase and synergies between existing 
programmes. The report also analyses potential 
issues related to long-term sustainability and equity, 
including issues of the adequacy of revenues, 
accountability, and long-term support.

The research utilised qualitative methods including 
a desk review, key informant interviews (KIIs), and 
focus group discussions (FGDs). Two districts were 
selected as representative case studies for the 
research: Baidoa (a Category A district where DCF 
has not yet occurred) and Berdale (a Category C 
location where DCF has successfully occurred). In 
total, 45 KIIs and 7 FGDs were conducted in these 
two districts as well as with members of the FGS, the 
South West State government, the governments of 
Puntland and Somaliland, and external actors.

Image credit: ©SSF
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LOCAL TAXATION

Legislative frameworks for local taxation do not 
always clearly define the level of government 
responsible for tax collection and revenue retention 
and assign a limited number of revenue sources to 
local governments. In some cases, these frameworks 
also empower multiple levels of government to 
collect the same taxes. Partially in accordance with 
these legal frameworks and in part due to technical 
and political economy constraints, in Somalia, local 
revenue-collection systems often focus on small 
business, transport (checkpoint), and livestock taxes 
with low revenue potential. Revenues collected 
from local taxation are generally insufficient to 
cover government operations, suggesting a need to 
establish more robust local taxation systems.

The establishment of local tax systems first 
involves clarifying legal frameworks by selecting 
the types of taxes that should be collected by the 
local government, tax rates, and the frequency of 
collection. The development of these frameworks 
may be challenging for a variety of technical and 
political reasons. 

• Most tax sources in Somalia have low revenue 
potential: widespread poverty and informality mean 
that there are few options for revenue generation 
due to a lack of taxable economic activity. 

• Intergovernmental dynamics and political economy 
challenges may affect the development of local 
tax systems: Currently, many local-level taxes are 
levied in state capitals by the FMS; if, during the 
development of a tax system: a local government 
claims the right to levy taxes that were previously 
levied by the FMS, this may lead to intergovernmental 
conflict over the control of resources. 

• Popular acceptance of various taxation types may 
also influence the types of taxes that can be levied 
by local governments; respondents generally 
expressed lower levels of acceptance of taxes 
that were also levied by Al-Shabab, particularly 
taxes on businesses, transportation, and land.

• Capacity to record tax payers and liabilities is 
limited: After the development of tax systems, 
local governments must establish a means to 
identify and register taxpayers and determine tax 
liabilities. A fundamental challenge regarding the 
identification of taxpayers is that local governments 
generally lack official, comprehensive records of 
eligible taxpayers in their districts. The registration 
of taxpayers and determination of tax liabilities is 
further challenged by local governments’ low levels 
of capacity and access to resources to track taxable 
economic activity. Additionally, political economy 
challenges related to this may further restrict local 
governments’ abilities to register taxpayers and 
determine liabilities, including: defining residency 
requirements for an area; the lack of state control 
over districts; potential conflict over revenue-
raising responsibilities between districts and the 
FMS; and potential government capture by elites.

• Capacity and knowledge of tax collection is 
limited: The final component of local taxation 
is the collection of taxes. Local governments 
often lack the capacity and knowledge of how 
to effectively collect revenues, with low skill 
levels and morale of tax collectors and a lack of 
equipment. In addition to this technical challenge, 
the lack of a state monopoly on tax collection is 
a salient political economy constraint: Al-Shabab 
has substantial control over tax collection in 
many areas of Somalia, resulting in situations of 
double taxation or in the complete inability of the 
government to collect taxes in some areas.



12

INTERGOVERNMENTAL FISCAL TRANSFERS

Intergovernmental fiscal transfers can fill the gap 
between the revenues raised by local governments 
and their expenditure needs. It is vital for 
intergovernmental transfers to arrive consistently, 
rather than on an ad hoc basis, as this allows local 
governments to plan for expenditures. Currently, 
however, local governments rarely receive IGFT as 
legal frameworks for state–district transfers do not 
exist, and the FMS have few resources to transfer to 
districts. Where state transfers to local governments 
exist, they tend to be sent on an ad hoc basis, 
resulting in discretionary, inequitable, unpredictable, 
and unreliable allocation of resources.

It is generally desirable to develop an allocation 
formula for IGFT based on the need of districts 
(potentially including population, poverty rates, 
and land area) in order to help equalise spending 
across districts. Measuring indicators of the needs 
of districts may, however, be a challenge in some 
areas of Somalia, particularly those areas with large 
numbers of internally displaced persons or with 
substantial Al-Shabab presence. Additionally, the 
development of allocation formulae will be heavily 

influenced by political economy considerations: 
Particularly in states where relations between the 
FMS and district administrations are contentious, 
the establishment of an IGFT system may risk 
exacerbating conflicts as districts vie with the FMS 
and with each other over control of resources.

Funding the IGFT system may also be a substantial 
challenge. Budget deficits are a major problem for 
both the FMS and FGS, and, in general, there is 
insufficient money to share through IGFT. Mistrust 
between different levels of government also means 
that most groups with control over resources 
are reluctant to relinquish control over them and 
deposit money into a central account which could 
be used to finance IGFT. Exacerbating this issue are 
weak or only partially adhered-to public financial 
management (PFM) systems to monitor funding and 
transfers to districts, which can result in the delay 
of transfers, the provision of fewer transfers than 
expected, and miscommunication over transfers 
between district administrations and the FMS, 
leading to further mistrust.



13

RECOMMENDATIONS FOR DC SUSTAINABILITY

While DC sustainability is a substantial challenge, 
several recommendations emerge from the analysis. 

• There is a need to clarify legal frameworks 
around taxation and establish frameworks for 
IGFT from the FMS to districts. The success of 
this process will rely on buy-in from the FMS 
and districts, and may necessitate substantial 
intergovernmental negotiations, particularly given 
the need to ensure that agreements are not just 
de jure, but are actually adhered to in practice.

• Given major constraints facing local taxation, the 
fiscal decentralisation process should focus on the 
adoption of an objective, transparent system for 
IGFT from the FMS to districts to fill the gap between 
local revenue generation and expenditure needs. 
Given major funding limitations for IGFT, however, 
adoption of this system may require budgetary 
support for the FMS. While development assistance 
channeled through the FMS to be provided to 
districts via IGFT faces risks of diversion, corruption, 
and vulnerability to political dynamics, it also 
provides an opportunity for donors to incentivise 
the development of a robust IGFT system and 
thus better address DC sustainability issues.

• There may be some opportunities to expand 
local taxation. Reform of small business taxes, 
which are currently charged at inefficiently low 
rates and high frequencies in some areas, may 
increase local government revenues without 
posing an additional burden on taxpayers. 
There may also be some opportunity for local 
governments to levy taxes on property occupancy, 
particularly in districts where the FMS do not 
currently collect these taxes. However, expanding 
local taxation will require clarification of legal 
frameworks and may overall have limited potential 
due to the small size of Somalia’s tax base.

• There is a need to better sequence activities 
related to DC sustainability within the DCF process. 
Sustainability issues must be addressed early in 
the DCF process through support for local revenue 
generation at the local level, the clarification of 
revenue-generation (and expenditure) responsibilities 
at the state and local levels, and the establishment 
of functioning state–district IGFT. Layering of these 
activities is likely to strengthen both the DCF and 
DC sustainability processes; community support 
for local government, for example, is fundamentally 
linked to local revenue generation, while the 
clarification of fiscal roles and responsibilities at 
the national, state, and local levels will likely help 
to reduce political economy constraints to DCF, 
such as competition over control of resources. 

• DCF and DC sustainability must be viewed by 
actors within the broader framework of fiscal 
decentralisation. Programmes implemented solely at 
the federal or state level may have major implications 
for DC sustainability by, for example, stipulating the 
legal revenue-raising and expenditure responsibilities 
of all levels of government. Similarly, programmes 
implemented to address DC sustainability may 
substantially affect the FMS or FGS; for example, 
the devolution of a property tax to the local level 
may have major implications for the financial 
solvency of the FMS. As a result, there is a need to 
improve coordination between actors working at the 
national and state levels in revenue mobilisation and 
public financial management, and actors working 
on issues related to DCF or local governance.

Image credit: ©AMISOM
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INTRODUCTION
The Federal Government of Somalia’s (FGS) Wadajir Framework 
(WF) establishes a roadmap for local governance, with the 
aim of a governance system that builds from the bottom 
up, supports reconciliation, and enables civic dialogue. 
As a component of the WF, the FGS aims to create a more 
representative local governance system through the creation 
of District Councils (DCs). Within the context of the WF, the 
Provisional Constitution of Somalia, and the constitutions 
of the FMS—all of which state the intention to pursue a 
decentralised system of governance—DCs are expected to 
provide public services and governance to their respective 
locations, which necessitates tax and revenue collection 
that will be used to finance service provision and general 
operations. Legal frameworks for revenue-raising and 
expenditure responsibilities of DCs in south and central 
Somalia, however, are generally unclear or unestablished; 
Somalia’s constitutional framework, for example, does not 
provide clear expenditure or revenue assignments between 
the federal, state, and local levels, resulting in competition over 
revenue-raising and expenditure responsibilities among all 
three levels of government.

While Somaliland and Puntland have established district 
councils in most districts, with the exception of some 
contested areas, the DCF process is in early stages in most of 
south and central Somalia, where very few DCs currently exist 
or are functional. Where DCs have been formed in these areas, 
they tend to be in more rural and remote areas of states with 
low revenue potential (referred to as Category C locations). 
Currently, official and de facto state capitals Kismayo, Jowhar, 
and Baidoa (Category A locations) and even Mogadishu have 
not established DCs. Council formation has also not been 
completed in the other secondary cities and economic hubs 
(such as Beletweyne and Afgoye) of the southern states 
(Category B locations).

The prevalence of DCF in areas with low revenue-generation 
potential, rather than in economic or population hubs, is 
problematic, as the majority of funding for the ongoing 
operations of DCs is intended to come from local revenue 
generation. Newly established DCs that lack a revenue source 
may rapidly become defunct, eroding citizen–state trust and 
generating financial inefficiencies. Unfortunately, however, 
districts that have high revenue-generation potential—
Category A and B locations—tend to have complex, protracted 
conflicts and entrenched political interests which make the 
DCF process difficult. In general, there is a lack of political 
will from the federal government and Federal Member States 
(FMSs) due to fear that DCs will form independent political 
identities, and, consequently, seek political autonomy. 

Image credit: ©SSF
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In contrast, districts with low revenue-generation 
potential—Category C locations—often experience 
little political or economic opposition to DCF; 
however, DCs in these districts are less sustainable 
due to their weak tax base and low levels of human 
and administrative capacity, and may require 
subsidisation by FMS governments or other parties, 
at least in the immediate term. Subsidisation, 
however, faces further problems, as there is a lack 
of clear legal frameworks for the transfer of funding 
from the FMS to districts and a variety of technical 
and political economy challenges that will make 
establishing a funding transfer system difficult.

Overall, among local community members, there 
is little resistance to the idea of district council 
formation. In contrast, the greatest challenge to 
implementing DCF projects has been managing the 
relationship with the different levels of government. 
Districts that have successfully implemented DCF—
such as Adaado district in Galmudug, which has had 
a largely autonomous DC for over a decade—have 
tended to have good cooperation between different 
levels of government, while in districts where the 
DCF process has been halted, such as Beletweyne, 
Baidoa, and Kismayo, there have been accounts of 
political and economic spoilers who do not wish to 
see council formation completed.

The above dynamics necessitate a better 
understanding of the challenges and opportunities 
to fiscal decentralisation, DC sustainability, and the 
implementation of the WF in Somalia, particularly in 
the south and central areas. The report proceeds 
as follows: Section II describes the research design 
and methodology; Section III introduces the context 
of decentralisation and DCF in Somalia, including an 
overview of the Wadajir Framework and legislative 
frameworks and theoretical models for fiscal 
decentralisation; Section IV discusses the status 
of DCF, including programming related to DCF and 
DC sustainability; Section V discusses options for 
revenue generation through local taxation; Section 
VI discusses intergovernmental fiscal transfers; and, 
finally, Section VII summarises key opportunities and 
challenges and concludes.

Image credit: ©SSF
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RESEARCH DESIGN
The overarching goal of this report is to assess the potential for district council financial sustainability 
in Category A, B, and C districts across Somalia. Access to sufficient financial resources to sustain DCs 
formed under the auspices of the Wadajir Framework has, to date, proved to be a substantial challenge in 
areas where DCF has successfully occurred, with most districts unable to access enough revenue to pay 
staff salaries, maintain infrastructure, and provide key government services. Revenue generation and DC 
sustainability face a number of challenges, including economic issues, such as a small or mostly informal 
tax base; political issues, such as competition over the control of revenues and expenditures; and technical 
issues, such as limited capacity of local government staff to collect taxes or manage budgets.

RESEARCH OBJECTIVES AND ANALYTICAL 
FRAMEWORK

Within this context, the framework for the research 
considers three main phases for district council 
sustainability: first, establishing a system for DC 
financial sustainability; second, operationalising 
the system; and third, ensuring that the system 
is equitable and sustainable in the long term. The 
financial sustainability system includes two main 
components or revenue types: (1) local taxation and 
(2) intergovernmental fiscal transfers (IGFT), or the 
transfer of funding from higher levels of government 
(federal or state) to the local level.

Each of these two revenue types is broken down into 
key components. For local taxation, these include 
developing a tax system, identifying and registering 
taxpayers, determining tax liabilities, and collecting 
taxes. For intergovernmental fiscal transfers, 
these include developing an allocation formula 
for transfers to districts, transferring funds from 
higher levels of government to DCs, and regulating 
transfers. This division into key components and 
phases allows for a better understanding of the 
specific points in the DC sustainability process at 
which challenges or opportunities may occur.

For each phase, the report analyses a set of 
primary considerations that may pose challenges 
to—or opportunities for—DC sustainability. For 
establishing and operationalising the system, 
these include political economy considerations, 
such as intergovernmental dynamics and the 
potential for elite capture of government; technical 
considerations, such as the adequacy of human 
resources and equipment; and harmonisation, 

which looks at current and potential programme 
support for the phase and synergies between 
existing programmes. For long-term sustainability 
and equity, the main challenges are adequacy, 
including whether the system will provide 
adequate and reliable revenue over the long term; 
accountability and equity, including whether the 
system is responsive to all constituents, and  
whether systems exist to hold governments 
accountable for implementation; as well as long-
term support, including support from external and 
government actors.

Using this as a structure for analysis, the report 
analyses the cross-cutting implications of these 
issues. For example, a key political economy 
challenge to establishing local tax systems may be 
the potential for conflict between DCs, the FMS, and 
the FGS due to increased autonomy over revenue 
generation, which may prevent DCs from developing 
a tax system at all. A key political economy 
challenge to operationalising the development of a 
tax system may be local government autonomy to 
alter the tax system as needed. For example, if DCs 
lack autonomy, they may not be able to adjust tax 
systems or rates as needed based on the conditions 
in their districts, while if DCs have excessive 
autonomy, they may alter tax systems inefficiently to 
curry favor from constituents. 

Table 1 shows a simplified version of the analytical 
framework; the full analytical framework, including 
some indicative, but not exclusive, cross-cutting 
areas of analysis, is included in Annex 1.
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TABLE 1: SIMPLIFIED ANALYTICAL FRAMEWORK

Phase Establishing the system Operationalising the 
system

Long term 
sustainability and 

equity

Challenge or consideration

1. Political economy 
considerations 
2. Technical 
considerations 
3. Harmonisation

1. Political economy 
considerations 
2. Technical 
considerations 
3. Harmonisation

1. Adequacy 
2. Accountability and 
equity 
3. Long-term support

Revenue 
type

Component of 
revenue generation 
system

   

Local 
taxation

A. Developing tax 
system 
B. Identifying and 
registering taxpayers 
C. Determining tax 
liabilities 
D. Collecting taxes Cross-cutting areas of analysis

Intergovern-
mental fiscal 

transfers

A. Developing 
allocation formula 
B. Transferring funds 
C. Regulating 
transfers

Given this framework for analysis, the key research objectives of the report are: (1) to understand 
opportunities and challenges for the establishment, operationalisation, and long-term sustainability and 
equity of local taxation systems in Category A/B and Category C districts; and (2) to understand challenges 
and opportunities to the establishment, operationalisation, and long-term sustainability of an IGFT system 
with a clear allocation formula and regular and accountable transfer of funds.
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METHODOLOGY

The research utilised qualitative methods including 
a desk review, key informant interviews (KIIs), and 
focus group discussions (FGDs). The desk review 
was conducted prior to data collection in order to 
inform the analytical framework and tool design and 
to enable the selection of interviewees with informed 
perspectives on issues related to DC sustainability.

The desk review covered a wide range of literature 
and reports related to DCF, local government 
sustainability, fiscal decentralisation, and revenue 
generation. Documents reviewed included academic 
literature on fiscal decentralisation and taxation; 
research on taxation in Somalia and Somaliland; 
progress and programme reports from implementing 
agencies such as the United Nations (UN) Joint 
Programme on Local Governance (JPLG) and SSF; 
taxation and financing strategies for Somali states; 
and research on fiscal decentralisation in other 
relevant states, such as Kenya and Tanzania, among 
other documents. The results of the desk review 
were used to develop tools addressing the various 
challenges and opportunities to establishing, 

operationalising, and ensuring the long-term 
sustainability of local taxation and intergovernmental 
fiscal transfer systems. 

After concluding the desk review, two districts were 
selected as case studies for the research: Baidoa 
and Berdale. Baidoa was selected as a representative 
Category A district with substantial potential for 
local revenue generation given its large population 
size and relatively strong economic activity, but 
where political economy spoilers have, to date, 
prevented the formation of a district council. Berdale, 
in contrast, was selected as a representative 
Category C district where DCF has successfully 
occurred, but where there are limited opportunities 
for DC sustainability through local revenue collection 
due to the small size of the district’s tax base. These 
contrasting case study districts provide a wide 
range of data on the potential political, economic, 
and technical challenges facing DC sustainability 
throughout Somalia. The table below shows 
respondent types by district.

TABLE 2: RESPONDENT TYPES BY DISTRICT

Location Respondent type Method Number Disaggregation

Baidoa

Senior government official in Ministry 
of Finance KII 1

Senior government official in 
administration and finance KII 1  

Government official in finance KII 1

Government official in financial 
management KII 1  

Youth leader KII 2

Female community leader KII 2  

Business owner KII 2 1 male, 1 female

Clan elder KII 2 1 minority clan (Shabello), 1 majority 
clan (Boqol hore)

Community members FGD 3 2 male, 1 female

Berdale

Senior government official in finance KII 1  

Senior government official in finance KII 1

Tax Collection Officer KII 1  

Youth leader KII 1

Female community leader KII 2  

Business owner KII 1 Female

Clan elder KII 2 1 minority clan (Moalim Weyne),  
1 majority clan (Leysan)

Community members FGD 3 2 male, 1 female
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In addition to these two case study districts, KIIs 
were conducted with members of the Federal 
Government of Somalia and the South West State 
government to better understand national and 
state-level political dynamics that may affect 
DC sustainability. KIIs were also conducted 
with members of the Puntland and Somaliland 
governments to draw “lessons learned” for DC 
sustainability in south and central Somalia. DCs in 
Puntland and Somaliland have been established 
for substantially longer than in south and central 
Somalia, and the intergovernmental fiscal transfer 
system is somewhat more developed in both 
Puntland and Somaliland, so an understanding 
of DC sustainability in these two areas provides 
highly relevant data on the potential challenges 
and opportunities for DC sustainability. Lastly, 
interviews were conducted with representatives 
from key international agencies, non-governmental 
organisations (NGOs), and academic groups 
(“external actors”) working in areas related to DCF 
and fiscal decentralisation. The list of interviewees 
by category is as follows:

FEDERAL GOVERNMENT OF SOMALIA (4)

• Senior government official, Ministry of Planning, 
Investment, and Economic Development

• Senior government official, Budget 
Department, Ministry of Finance

• Senior government official, Revenue 
Department, Ministry of Finance

• Senior advisor, Ministry of Interior, 
Federal Affairs, and Reconciliation

SOUTH WEST STATE GOVERNMENT (4)

• Senior government official, Ministry of Finance

• Senior government official, Ministry of Planning

• Senior government official, Ministry 
of Interior and Federalism

• Senior government official, Office of the President 
and former elected government official in Baidoa

PUNTLAND GOVERNMENT (3)

• Senior government official, land taxation

• Senior government official, tax compliance unit

• Senior government official, 
transportation and customs

SOMALILAND GOVERNMENT (4)

• Member of Ministry of Finance

• Member of local government

• Senior government official, External Assistance 
Fiduciary Section (EAFS) in Ministry of Finance

• Consultant for fiscal decentralisation 
in Ministry of Finance

EXTERNAL ACTORS (9 KIIS & 1 FGD)

• Representative from Electoral Institute for 
Sustainable Democracy in Africa (EISA)

• Representative from Finn Church Aid (FCA)

• Two representatives from International 
Organisation for Migration (IOM)

• Representative from UN Joint Programme 
for Local Governance (JPLG)/UN Capital 
Development Fund (UNCDF)

• Representative involved in Public Resource 
Management in Somalia (PREMIS)

• Macroeconomics and fiscal policy expert 
with extensive experience in Somalia

• Representative from Somalia Stability Fund

• Seven representatives from Somalia Stability Fund, 
including the Somalia Country Manager, regional 
specialists, and governance specialists (FGD) 

• Researcher with the International 
Centre for Tax and Development

In total, 45 KIIs and 7 FGDs were completed for  
the research.

Researchers noted several limitations during data 
collection. Firstly, government respondents in 
Puntland were reticent to answer questions related 
to intergovernmental fiscal transfers. As such, while 
data from Puntland provides useful information on 
some aspects related to DCF and local taxation, it 
was of limited value for drawing “lessons learned” 
regarding IGFT.

Secondly, insecurity was high in Berdale at the time 
of fieldwork, as Al-Shabab militants were active in 
areas surrounding the town. While the researcher in 
the field stated that this did not affect the willingness 
of respondents to answer research questions 
honestly, respondents were reluctant in some cases 
to provide any information that could identify them.
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Outside of these challenges to the data collection 
process, several other methodological limitations 
affect the research. Given the scope of the research, 
a comprehensive comparative evaluation of taxation 
throughout south and central Somalia could not 
be conducted. The research instead relies on two 
case study areas, Baidoa and Berdale, and draws 
conclusions from the findings in these areas with 
further contextualisation based on interviews with 
members of the FMS, FGS, and external actors. While 
many findings are likely generalisable, there are 
inevitably a diverse range of local-level technical and 
political economy factors affecting local taxation and 
IGFT which may not necessarily be fully captured 
through the two case studies. 

Similarly, and again due to the scope of the research, 
the case studies and interviews with FMS officials 
focused on South West State (SWS). Political 
economy considerations in particular may vary 
across other FMSs; for example, relations between 
district administrations and the FMS government 
tend to be far more contentious in Galmudug and 
Jubaland than in SWS. The research notes areas 
where these differences are particularly apparent 
and relevant; however, future studies on this topic 
in other FMSs could be helpful to further fill this 
methodological gap.

Image credit ©AMISOM
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DECENTRALISATION 
AND DISTRICT COUNCIL 
FORMATION
Somalia’s Provisional Constitution, signed in 2012, 
establishes a federal system of government with 
two defined levels: the federal government and 
the federal member states (which are comprised 
of FMS governments and local governments).1 
Constitutionally, this federal system decentralises 
“power” to “the level of government where it is likely 
to be most effectively exercised” (Federal Republic 
of Somalia, 2012). “Power”, in this case, explicitly 
includes revenue-raising and explicitly excludes 
matters concerning foreign affairs, national defence, 
citizenship and immigration, and monetary policy, but 
is otherwise nonspecific.

Decentralisation can address three main aspects 
of governance: political, administrative, and fiscal 
responsibilities (or “powers”). 

• Political decentralisation aims to give citizens 
or their elected representatives more decision-
making power, generally by allowing citizens to 
select representatives for their local electoral 
jurisdiction, and can provide incentives for 
local governments to use resources for 
service delivery for their constituents. 

• Administrative decentralisation enables local 
governments to have the required staff and 
authority to manage the delivery of services. 

• Fiscal decentralisation allows local governments 
to have the financial resources (and management 
systems) to deliver public services under their 
mandate (Ssewankambo et al., 2016). 

Theoretically, federal structures and the 
decentralisation of responsibilities can be beneficial 
as they can help to accommodate regional political 
interests within a single country (Frank et al., 
2015). Furthermore, in theory, decentralisation of 
public service delivery is desirable because local 
governments have better information about local 
preferences and are thus more able than the central 
government to address the needs of local citizens. 

Similarly, because local governments are in closer 
geographic proximity to public service beneficiaries 
than the central government, citizens are more able 
to pressure local governments to provide better 
public services (Sow and Razafimahefa, 2015). 
Decentralisation can also address perceived ethnic 
and political bias by giving local communities greater 
control over resources and expenditures (Hobdari et 
al., 2018).

In the context of Somalia, the adoption of a federal 
system and the decentralisation of responsibilities 
was a response to the development of the country 
after state collapse, with the establishment of highly 
autonomous member states. As a result, despite a 
lack of constitutional clarity over the decentralisation 
of most powers, functionally, Somalia currently 
has a very high level of decentralisation at the FMS 
level, as the authority of the federal government 
is largely confined to the Benadir Regional 
Administration (BRA) (including Mogadishu) (Sharma 
and Dillinger, 2020). Constituents of each FMS select 
parliamentarians2 who then elect a state president,3 
and FMS officials and ministries have a high level of 
control over administrative decisions and revenue- 
and expenditure-related decisions.

However, federalism in the context of a third tier 
of government—local or district—remains under 
development. Notably, while the Provisional 
Constitution states that local governments fall 
under the purview of the FMS, the DCF process 
has mostly been an initiative at the FGS level under 
the auspices of the Wadajir Framework. As a result, 
frameworks for decentralisation (particularly at the 
local level)—especially fiscal decentralisation—are 
not always clear or agreed upon across different 
levels of government. Furthermore, even where 
frameworks for decentralisation exist, they are 
often not operationalised due to a range of political 
economy and technical barriers, as will be discussed 
extensively throughout this report.
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THE WADAJIR FRAMEWORK

The Wadajir Framework is the main framework 
established by the FGS regarding the establishment 
of local governments under the decentralised 
system of governance. The Wadajir Framework is a 
“rapid pathway to the formation of permanent local 
administrations” established in acknowledgment of 
the need for local governance structures that enable 
the full participation of all Somalis in decisions 
that affect their lives and livelihoods (Federal 
Government of Somalia, 2016). The WF contains five 
components: social reconciliation, peace dividends, 
civic engagement, local governance, and strategic 
communications. These components primarily focus 
on the preconditions for successful DCF, with a need 
for social healing, reconciliation, understanding 
of democratic norms and fundamentals, and civic 
dialogues in order to create inclusive and accepted 
local governance structures. Correspondingly, the 
overarching goal of the framework is “to establish 
functioning permanent local government councils 
and administrations owned and managed by 
citizens, in partnership with the central and regional 
governments” (Ibid.).

While the WF provides an extensive roadmap 
for pre-DCF and DCF activities, it includes little 
discussion of post-DCF issues, including the issue 
of DC sustainability and functional responsibilities 
of DCs. Support for sustainability is included as 
an activity under the peace dividend component; 
this activity proposes that 10% of the district’s 
District Development Fund (DDF), a fund earmarked 
for nascent local administrations to build local 
infrastructure through a community-driven process, 
be reserved to support the initial sustainability of 
district projects. However, neither the total amount 
of funding nor the source of funding for DDFs are 
fully specified within the WF; in a footnote, the WF 
states that this fund will be created using funding 
mechanisms such as “USAID’s TIS+ programme, 
the Somalia Stability Fund, DFID’s accountability 
project, EU’s Local Governance project, and the 
UN’s JPLG, among others” but does not specify 
any mechanisms for these actors to coordinate or 
negotiate funding amounts. Additionally, outside 
of earmarking a percentage of an existing fund 
for sustainability, this activity does not suggest a 
longer-term roadmap for DC sustainability through 
the collection of new revenues or the reassignment 
of revenues currently collected by the FMS, nor does 
it include any mention of funding from the state or 
central governments. 

Revenue collection is only discussed under the 
local governance component of the WF as part of 
a proposed capacity-building programme for newly 
formed local administrations that aims to enhance 
their ability to deliver services. The relevant activity 
is as follows:

Activity 4.2.2. Capacity building on 
revenue collection, expenditure, 
planning, financial procedures 
& management, transparency & 
accountability, etc.

This activity will be phase 2 of the WF. 
The MoIFA[R] and the FMS will begin 
to work with partners like JPLG and 
others on the design, proposed budget 
and the operational guidelines of this 
important component in early 2016 
so that by the time the first district 
councils are formed, their [sic] will be 
a project ready to work with them on 
the important issues around revenue 
collection, expenditure, planning, 
financial procedures & management, 
transparency & accountability, etc.

However, no specific details or concrete goals of this 
proposed capacity-building activity are included.

SEVERAL KEY ISSUES REGARDING DC 
SUSTAINABILITY EMERGE FROM THIS 
ANALYSIS OF THE WF. 

• DC sustainability appears to be a secondary 
consideration within the WF, which includes a much 
stronger emphasis on reconciliation, inclusion, and 
the involvement of local citizens in governance 
structures and decision-making. While these 
components are certainly of vital importance in 
the context of Somalia, not enough attention is 
given to the risk that DCs which are not financially 
sustainable may become defunct, reversing the 
gains made through reconciliation and community-
building, and reducing citizen trust in local 
governance and inclusive governance processes.

• Even where DC sustainability is included as a 
consideration, it is presented as a primarily technical 
(government capacity-related) issue, as in Activity 
4.2.2 quoted above. As will be shown throughout 
this report, however, political economy issues have 
major implications for DC sustainability—and in 
many cases, are a more binding constraint to local 
government revenues than government capacity.  
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 As such, an approach which focuses solely on 
building government capacity to collect and 
manage revenues will not address many of 
the major challenges facing sustainability. 

• The WF’s approach to DC sustainability is vague and 
general; there is no clear plan for capacity building, 
nor acknowledgment of the different challenges 
and needs of various types of districts. While the 
lack of a specific roadmap for sustainability-related 
activities may have some benefits, allowing for 
the design of specifically tailored interventions 
based on district-level conditions, it also makes 
it difficult to monitor the implementation of 
interventions or evaluate their success.

• DC sustainability is not fully embedded into the 
DCF process, but rather considered a secondary 
component—“phase 2 of the WF.” While it may 
not necessarily be appropriate for newly formed 
DCs to begin collecting taxes in the very early 
stages of DCF before trust is formed between 
the local administration and the community, 
clear plans for funding service provision must 
be embedded into the initial stages of DCF in 
order to ensure that DCs will remain sustainable. 
This includes planning what services DCs will 
provide, and how both service provision and the 
DC itself will be funded, whether through local 
taxation, IGFT, funding from international partners 
or the diaspora, or another mechanism. 

Arguably, the WF primarily focuses on political 
and administrative decentralisation through the 
establishment of permanent and inclusive local 
administrations that enable the participation 
of all community members in decision-making 
processes. However, the WF includes very little 
acknowledgment of fiscal decentralisation, an issue 
fundamentally linked to DCF and DC sustainability. 
This is problematic not only because it undermines 
DC sustainability, but also because while there is no 
one “best” level of political, administrative, or fiscal 
decentralisation, it is important to ensure that these 
factors are aligned, and to ensure clarity of roles and 
responsibilities for each level of government in order 
to generate accountability (Page et al., 2020). If these 
factors are not aligned, local governments may, for 
example, lack the political mandate to undertake 
functions for which they have administrative and 
financial capacity, or may lack the financial or 
administrative ability to provide services which  
local constituents demand. 
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LEGISLATIVE FRAMEWORKS FOR FISCAL 
DECENTRALISATION

In light of these gaps in the WF related to 
fiscal decentralisation and DC sustainability, I 
now discuss other legislative frameworks for 
fiscal decentralisation relevant to DCF and DC 
sustainability. As noted above, fiscal decentralisation 
involves the distribution of fiscal powers and 
resources, including, most fundamentally, the 
power to raise revenues and to make decisions 
about expenditures, across different government 
levels. Relevant legislative frameworks thus 
relate to revenue raising—including taxation and 
intergovernmental fiscal transfers—and expenditure 
responsibilities.

Access to an adequate level of revenues—either 
raised locally or transferred from the central 
government—as well as authority to make decisions 
about expenditures is a prerequisite for local 
governments to carry out decentralised functions, 
such as public service delivery, effectively (World 
Bank, 2001). Decentralisation of expenditure 
decision-making powers allows local governments 
to provide public services in accordance with the 
demands of their constituents, while local revenue 
generation provides autonomy for local governments 
to allocate resources as needed and strengthens 
local accountability, as the public are more likely 
to demand quality services if they know that they 
contribute to them directly (Ssewankambo et al., 
2016). Additionally, the fiscal decentralisation 
process can lead to a broader strengthening of local 
government capacity. Revenue collection requires 
governments to develop a complex bureaucratic 
apparatus, strengthen rule of law, and cooperate 
across branches of government, and can thus lead 
to the strengthening of state capacity and efficiency 
across a range of government institutions (Jordan, 
2016). As a result, taxation can be a strong lever to 
improve governance and contribute to state building 
(Brautigam et al., 2008; Cantens and Raballand, 
2021).

However, an adequate institutional and legislative 
environment is needed for fiscal decentralisation 
to serve as a tool to improve public service delivery 
and strengthen government capacity. This includes 
effective autonomy of local governments, strong 
institutional accountability, and strong capacity at 
the local level. If these conditions are not met, local 
governments may allocate expenditures inefficiently, 

such as by spending based on the demands of local 
elites rather than to improve service delivery, or may 
not be able to raise or manage enough revenues to 
fund service delivery (Sow and Razafimahefa, 2015).

In order to ensure that fiscal decentralisation is 
effective and, more broadly, that there is alignment 
between political, administrative, and fiscal 
decentralisation, it is vital for fiscal decentralisation 
to take place as part of a comprehensive 
framework. However, legislative frameworks for 
fiscal decentralisation at the local (and state) level 
remain incomplete. Currently, relevant legislative 
frameworks include FGS and FMS legislation 
related to revenues, public financial management, 
and IGFT. Notably, there is little legislation related 
to the division of expenditure (service provision) 
responsibilities at the local level in south and central 
Somalia, nor to state–local IGFT—both major gaps 
in current fiscal decentralisation frameworks. 
Below, I provide a broad overview of the relevant 
legislation of the FGS and SWS as they relate to 
fiscal decentralisation, with a particular focus on 
the district level; Annex 2 discusses legislative 
frameworks from other FMS. Additionally, in 
Section V (Local Taxation), I provide more detailed 
information on legislation related to specific  
tax types.

FGS LEGISLATION
The Provisional Constitution states that pre-existing 
laws which have not been redefined remain in place; 
as a result, the federal legal framework for revenue 
raising includes laws from as long ago as 1961.4 
Substantial progress has been made by the FGS 
in recent years, however, to modernise this legal 
framework, with the passing of the Revenue Act 
(2019); the PFM Act (2019); PFM Regulations (2020); 
and the FGS Public Procurement, Concessions, and 
Disposals Act (2019) and Regulation (2020) (Somalia 
Ministry of Finance, 2021) (see Box 5 for details on 
upcoming reforms of FGS PFM systems).

The Somalia Revenue Act, enacted in December 
2019, has notable implications for taxation at the 
federal and state level; it states that laws governing 
major taxes should be made at the federal level and 
gives the FGS Ministry of Finance responsibility for 
administration and implementation of revenue laws 
(Raballand and Knebelmann, 2020). 
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This Act additionally stipulates a number of revenue 
sources to be generated and regulated under federal 
law “in consultation with the Federal Members 
States” (specific revenue sources are discussed 
further in Section V), and states that taxpayers shall 
deposit taxes into an account held by the National 
Treasury—i.e., a treasury single account (Federal 
Government of Somalia, 2019). However, while this 
Act has major implications for the delineation of 
taxation responsibilities across the FGS and FMSs, 
it does not address taxation responsibilities of local 
governments, nor does it cover an exhaustive list of 
taxation types.

In addition to revenue-raising responsibilities, 
the legal division of functional responsibilities 
remains a work in progress. An interim agreement 
reached by the FGS and FMSs in 2019 reiterated the 
FGS’s responsibilities as set out in the Provisional 
Constitution; however, functions such as education 
and policing are allocated both to the FGS and the 
FMS, as well as to undefined “regional governments” 
(Sharma and Dillinger, 2020).

This interim agreement has additional implications 
for revenue sharing and IGFT, as it calls for 60%of 
“shared revenues” to be allocated to the FGS, 
with the remainder to be transferred to the FMS. 

However, the agreement does not define the source 
or composition of shared revenues, nor does it 
stipulate a process for allocating revenues to states. 
Additionally, the agreement calls for recurrent FMS 
expenditures to be financed from “own revenues” but 
does not define “own revenue” sources (Sharma and 
Dillinger, 2020). Outside of this agreement, objective 
criteria for sharing revenues from the petroleum 
and fisheries sectors have been agreed upon 
(IMF, 2020a); however, there is no comprehensive 
revenue-sharing system for IGFT.

Of additional relevance for IGFT and revenue raising 
is the PFM Act, which was passed to regulate 
all aspects of national budget preparation and 
execution (Somalia Ministry of Finance, 2021). 
Additionally, a treasury single account (TSA)—or 
unified government bank account for revenues—has 
been established by the FGS, although its use is 
still being operationalised; the use of a TSA system 
assists in revenue management and enhances the 
effectiveness of PFM systems. As IGFT from the FGS 
to the FMS come from the national budget, proper 
management and execution of this budget is critical 
to the establishment of an effective federal–state 
transfer system. 
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BOX 1: STRENGTHENING OF FGS PFM SYSTEMS

In August 2021, the Ministry of Finance of the FGS published the Somalia Public 
Financial Management Roadmap Action Plan (2021–2024). This plan includes 
reform actions meant to improve budget reliability, the transparency of public 
finances, the predictability and control of budget execution, and accounting 
and reporting, among other outcomes. Of particular relevance to IGFT are 
actions meant to improve the transparency of public finances related to fiscal 
federalism and transfers to FMSs. Some of these relevant reform actions 
include:

• Ensure that budgets and budget execution reports contain a clear 
disaggregation of allocations and expenditure by FMSs/Benadir Regional 
Administration

• Ensure transparency of fiscal transfers through inclusion in the pre-budget 
statement paper (budget strategy paper)

• Harmonise FGS and FMS planning and budget calendars

• Launch a new unified chart of accounts for use by FGS and FMS in budget 
preparation, execution, and timely financial reporting

• Harmonise FGS and FMS systems in areas of budgeting, chart of accounts, 
and government finance statistics integration

• Improve coordination between FGS and FMS/Benadir Regional 
Administration (budgeting, treasury, and revenue functions) through joint 
capacity-building activities in planning, budgeting, and reporting

• Implement a treasury single account model adapted to Somalia’s 
circumstances

Overall, while this roadmap provides a useful plan for the improvement of PFM 
at the FGS and FMS levels, it also emphasises that a great deal of work remains 
to be done to establish strong PFM systems. It also shows the need for a strong 
level of coordination between the FGS and FMS, as well as external actors 
involved in supporting the reform process (including the World Bank, UNDP, 
International Monetary Fund (IMF), and EU).
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This overview of FGS legislation related to fiscal 
decentralisation shows firstly that substantial 
gaps remain in legislative frameworks delineating 
revenue-raising, expenditure, and revenue-sharing 
responsibilities across levels of government. 
Additionally, in general, FGS legislative frameworks 
do not apply to the district level, but rather stipulate 
responsibilities only between the FGS and FMS. 

Image credit: ©SSF



28

SWS LEGISLATION
As local governments fall under the purview of the 
FMS, as described in the Provisional Constitution, 
FMS legislation is generally of more relevance to 
the revenue-raising and expenditure responsibilities 
of districts. Within SWS, relevant legal frameworks 
include the SWS Constitution, Revenue Act (2018), 
PFM Act (2018), and Local Government Laws (see 
Annex 2 for a more detailed discussion of legislative 
frameworks for all FMS).

The SWS Constitution states that SWS “exercises 
the principles of decentralisation to village, 
district, and regional level” and that regional and 
district administrations are to be formed using 
community participatory processes based on laws 
proposed by the state government (SWS, 2014). 
These statements, however, fall under Chapter 8: 
Decentralisation of Administrative Powers [emphasis 
added], and apply only to administrative and political 
decentralisation. The Constitution does not include 
any provisions related to fiscal decentralisation, nor 
any detailed prescriptions for decentralisation of any 
type outside of the statements above.

The Revenue Act of 2018, meanwhile, includes 
detailed information on the types of taxes and tax 
rates to be collected within SWS, and addresses 
“taxes, fees, licenses, and other charges that may 
be imposed by State and Local Governments” (SWS, 
2018a). However—as will be discussed further 
in Section V—this Act does not clearly delineate 
district taxation responsibilities, with the exception 
of taxes on market stalls, which clearly fall under 
the purview of district governments.5 While several 
other revenue sources, including taxes on property 
and business licenses, are stipulated to be either 
allocated to district governments or collected by 
district governments, there is a lack of clarity on the 
methods by which revenues are to be consolidated 
(including the level—FMS or district—at which 
revenues should be consolidated6) and the means by 
which revenue sources and revenues themselves are 
allocated to districts.

Local Government Laws provide additional clarity 
on fiscal responsibilities, listing taxation types and 
service responsibilities of district governments.7 
However, these laws are not necessarily aligned 
or harmonised with other legal frameworks. A 
respondent from an international partner, for 
example, described how the passing of Local 
Government Laws (in SWS and other FMSs) has now 
led, in some cases, to legal double taxation, where 
road or livestock taxes, for example, must legally 
be paid to both local and state governments. In one 
particularly egregious example of this issue, this 
respondent described a situation where a livestock 
trader seeking to export his livestock was, at various 
points in the export process, required to pay taxes 
to Al-Shabab, the Baidoa local government, the SWS 
government, the Benadir Regional Administration, 
and the federal government.

This analysis suggests that, although legal 
frameworks for local taxation do exist within SWS, 
these legal frameworks designating revenue-raising 
responsibilities tend to lack clarity and specificity 
and are not harmonised. Additionally—as will be 
discussed further below—current legal frameworks 
assign a very limited number of revenue sources to 
local governments.
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BOX 2: LEGISLATIVE FRAMEWORKS FOR TAX SYSTEMS 

IN PUNTLAND AND SOMALILAND

Despite having relatively more established district governance systems, 
Somaliland and Puntland have also faced challenges to clearly delineate 
government responsibilities for the design of tax systems. In Somaliland, for 
example, the ability of local governments to establish tax systems is challenged 
by the fact that there is no comprehensive tax code; laws governing revenue 
collection are instead spread across many pieces of legislation, including 
the Constitution, laws, presidential and ministerial decrees, and policies and 
regulations (see Annex 2). As a result, no single law clearly delineates central 
and local government taxation responsibilities and authority, which can result 
in situations of double taxation. Furthermore, reforms to coordinate tax policy 
have largely been undertaken at the national level without consideration of 
local taxation needs (Haas, 2017). Respondents did, however, describe some 
involvement of local governments in the design of tax systems; an official with 
the External Assistance Fiduciary Section in Somaliland, for example, stated 
that taxes are mainly set through discussions between the MoF, MoI, and local 
governments, with specific tax rates subject to approval by parliament. 

In Puntland, a government official described the following challenges to the 
creation of taxation guidelines for local governments:

When [the council of local governments] reviews and creates new revenue 
sources that can be implemented by the local government, they would 
propose it to the parliament and then the parliament would pass it into law. The 
challenges that can arise from this is sometimes the taxes of the local and state 
government would clash because both would take the same taxes, so they need 
to sit down together and iron out the challenges.8

Overall, the fact that these challenges remain in Puntland and Somaliland 
despite their more established systems of district governance suggests that 
these legislative issues may pose a major challenge for the development of 
local tax systems across Somalia.

Image credit: ©SSF
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In addition to these frameworks stipulating revenue-
raising responsibilities, the SWS government 
passed the Public Financial Management Act in 
2018. This Act stipulates that all SWS revenues 
are to be deposited into a consolidated fund 
and states that the “banking arrangement of the 
South West State of Somalia will reflect, to the 
extent possible, the principles of a treasury single 
account.” It additionally places responsibility 
for budget preparation and execution within the 
Ministry of Finance, and states that accounting rules 
are required to be applied consistently across all 
government agencies and at the local level (SWS, 
2018b). Treasury single accounts have indeed 
been established at the state level; for example, a 
senior official from the SWS MoF stated that “the 
Ministry of Finance and local government ensure 
all government revenues and expenditures are 
controlled and managed through a treasury single 
account.” However, as will be discussed further in 

later sections, it is not always clear that revenues are 
actually deposited into the TSA; additionally, local 
capacity to use FMS accounting systems is limited. 

Several major gaps are clear from this analysis, 
in addition to those applying to revenue-raising 
responsibilities listed above. Firstly, there is no clear 
legal framework for IGFT from SWS to districts. No 
mentions of IGFT or revenue sharing from the state 
to the district level are included in the PFM Act, the 
Revenue Act, or other relevant frameworks. Second, 
similarly, there is a need to strengthen frameworks 
delineating expenditure responsibilities across the 
SWS government and local governments. While 
expenditure responsibilities fall somewhat outside 
the scope of this report, it is still important to note 
this legislative gap, as clarification of expenditure 
responsibilities should come early in the sequencing 
of fiscal decentralisation.

MODELS FOR FISCAL DECENTRALISATION

Given this overview of current legislative frameworks 
related to fiscal decentralisation and gaps therein, 
I now discuss several theoretical models for fiscal 
decentralisation. This theoretical discussion helps 
to contextualise the later in-depth discussion of 
specific challenges to, and opportunities for, local 
taxation and IGFT within the sphere of all options for 
decentralisation.

The decentralisation of government functions, 
including fiscal responsibilities, can take a variety 
of forms, ranging from deconcentration, which 
redistributes decision-making authority and 
financial responsibilities to extensions of the central 
government; to delegation, in which the central 
government transfers responsibility for decision-
making and administration to semi-autonomous 
organisations that are accountable to the central 
government but not controlled by it; to devolution, 
in which the central government transfers authority 
to local governments that exercise authority 
within clear and legally recognised geographical 
boundaries. Different approaches to decentralisation 
can all be effective; rather than prescribing any 
one form of decentralisation, it is most important, 
as stated above, to ensure clarity of roles and 
responsibilities across levels of government. 
Along these lines, it is important to note that in 
Somalia, not only is there little clarity about fiscal 
decentralisation, as discussed above, there is 

also little clarity on the distribution of decision-
making powers (whether through deconcentration, 
delegation, or devolution).

Fiscal decentralisation in particular can be pursued 
through a range of strategies, including self-
financing or cost recovery through user charges; 
co-financing or co-production arrangements in 
which users contribute money or labour for the 
provision of services and infrastructure; revenue 
generation through property, sales, or other taxes; 
intergovernmental transfers from the central (or 
state) government to lower levels of government; 
and authorisation of municipal borrowing through 
loan guarantees (World Bank, 2001). Local revenue 
generation can further take the form of complete 
local control over tax systems (including rates, types 
of taxes used, and tax base), central government 
assignment of certain taxes or tax systems to local 
governments, or some combination of the two (for 
example, where the central government sets a ceiling 
on tax rates but does not prescribe exact rates to 
local governments) (Likwelile, 2018). Overall, the 
extent of fiscal decentralisation can be understood 
through the degree of local control of the ownership 
of tax revenue, the choice of tax base, the choice of 
tax rate, and tax administration (Bird and Zolt, 2003).
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When implementing a system of fiscal 
decentralisation, in general, it is efficient for local 
governments to levy taxes on immobile factors (such 
as property taxes), and higher-level governments to 
levy taxes on mobile factors (such as income taxes). 
Additionally, it may be efficient for local governments 
to levy cost-recovery user charges for public 
services. However, this method of tax assignment 
often does not provide sufficient revenues for 
local governments; local revenues therefore must 
often be supplemented by intergovernmental fiscal 
transfers, which are the dominant source of revenues 
for subnational governments in many developing 
countries (World Bank, 2001).

It is worth noting that some local areas will find it 
much easier to raise substantial tax revenues than 
others due to higher levels of economic activity or 
larger populations; in Somalia, for example, Category 
A and B districts have much higher revenue-raising 
potential than Category C districts. As a result, in low 
revenue-potential areas, the decentralisation issue 
may be primarily about providing centrally collected 
tax revenue to lower levels of governments (through 
IGFT), rather than seeking to empower lower levels 
of government to collect taxes (Bardhan, 2002). 
However, if taxes are collected by local governments 
and then shared with national governments, and 
in particular if sharing rates are higher for areas 
with higher revenue-potential, there may be an 
undesirable incentive for high revenue-potential 
areas to reduce local tax collection or to misreport 
revenues (World Bank, 2001). 

SEQUENCING OF FISCAL 
DECENTRALISATION
The normative approach to sequencing fiscal 
decentralisation, including adoption of a 
decentralisation framework, is as follows. Firstly, the 
process should begin by establishing a consensus 
among key stakeholders, including officials at 
various levels of government, to ensure buy-in 
to the fiscal decentralisation process. The fiscal 
decentralisation policy should then be designed, 
followed by the passage of a decentralisation 
law. This should be followed by the adoption of 
implementing regulations that stipulate how fiscal 
decentralisation will be operationalised in order to 
provide guidance for central and local government 
officials who will implement the new system. 
Lastly, the fiscal decentralisation system should 
be implemented in accordance with the clear rules 

and regulations already set, and its implementation 
should be regularly monitored and evaluated to 
ensure accountability (Bahl and Martinez-Vazquez, 
2006). Notably, it can be argued that none of these 
sequencing steps have yet been completed in south 
and central Somalia. 

FINANCE SHOULD FOLLOW FUNCTION

One important aspect of sequencing is that 
“finance should follow function”—in other 
words, expenditure responsibility should first be 
assigned to subnational governments, followed 
by assignment of revenue-raising powers and 
intergovernmental fiscal transfers. Sequencing in 
this manner allows for a more accurate estimation 
of local government revenue needs, preventing 
over- or under-assignment of revenues which can 
lead to overspending or the provision of insufficient 
resources to local governments (Bahl and Martinez-
Vazquez, 2006).

This aspect of sequencing, however, may be 
challenging for several reasons in the context  
of Somalia.

Limited service delivery: The service provision 
responsibilities of local governments (and, to a 
somewhat lesser extent, the FMS and FGS) are often 
limited to security, in large part because of a lack 
of funding and government capacity. As a result, it 
may be difficult to accurately estimate local revenue 
needs for the provision of new services. Additionally, 
due to the gap in government capacity to provide 
services, many services that could traditionally 
fall under the purview of the public sector—such 
as health and education—have effectively been 
privatised in Somalia. Nationalisation of these 
services at this time may be inefficient; the 
government’s role in provision of these services, 
at least in the medium term, will likely be restricted 
to a regulatory role. However, there may be little 
space for districts to provide these services, as 
the responsibility for regulation would be more 
effectively held at the state or national level. In 
addition to this regulatory role, there may be some 
scope for districts to provide services such as 
garbage removal, water and sanitation (in areas 
where these services are not privatised), street 
lighting, or road construction and repair (again, 
where these services are not already being provided 
by the private sector or another level of government).
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Lack of clarity on responsibilities: the analysis of 
legal frameworks showed that there is currently no 
legal clarity over the division of service-provision 
responsibilities across levels of government 
(including FGS, FMS, and local). Furthermore, there 
are no established legal mechanisms by which these 
responsibilities should be clarified. Establishing 
agreed-upon legal systems for the division of 
expenditure (and taxation) responsibilities will 
be an important precondition for effective fiscal 
decentralisation to take place.

Political economy competition: Such competition 
exists not only over responsibilities for local 
revenue generation and IGFT (issues discussed 
at length below), but also over expenditure 
responsibility, making it difficult to devolve functional 
responsibilities to lower levels of government. 
Boex and Tidemand (2020) note that because 
“almost every government structure in Somalia is 
grossly under-resourced compared to the need 
of services… federal, state, and local officials are 
contesting functional responsibilities over services 
which in some cases are not even being provided 
by the public sector in practice.” Along these lines, 
in the research, a respondent from a development 
partner9 described how the UN Capital Development 
Fund had supported the federal Ministry of 
Interior to develop responsibilities for each level 
of government, but this process encountered 
challenges because the Ministry of Finance felt 
that they had not been consulted over a process 
with substantial fiscal implications, while the FMS 
felt that they had not been consulted over an issue 
under their purview (district responsibilities). While 
decentralisation of functional responsibilities falls 
outside the scope of this report, it is still important 
to note that decentralisation of both revenue-
raising and expenditure responsibilities may thus 
be a politically contentious process necessitating 
intergovernmental dialogue and negotiation.

This discussion of models for decentralisation, 
along with the above discussion of legal frameworks, 
emphasises the need for foundational work to 
establish a legal basis for fiscal decentralisation 
at the state–district level. Legal frameworks for 
fiscal decentralisation are not comprehensive, with 
major gaps related to expenditure responsibilities 
and IGFT, and a lack of clarity around revenue-
raising responsibilities. Furthermore, key aspects 
of sequencing fiscal decentralisation, including 
the need for buy-in and consensus among all key 
stakeholders, are not currently in place. Outside of 
aspects directly related to fiscal decentralisation—
revenue raising and expenditures—there is also little 
clarity on the distribution of decision-making powers 
across levels of government, further problematising 
the decentralisation process.
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STATUS OF DISTRICT 
COUNCIL FORMATION
Given the above legal and theoretical context 
for DCF and decentralisation—especially fiscal 
decentralisation—I will now discuss the status of 
DCF within Somalia. This is followed by a discussion 
of current programming related to DCF and DC 
sustainability.

As stated above, the third tier of government—local 
government—remains nascent in south and central 
Somalia. However, although not defined as a level 
of government in the Provisional Constitution, 
in the context of the federal system, advancing 
the establishment of local governments through 
DCF is a priority for the FGS. Correspondingly, the 
DCF process has accelerated in recent years (UN 
JPLG, 2017). However, district council formation 
in the south and central areas of Somalia is in 
its early stages, and very few district councils 
currently exist. Those DCs which do exist tend 
to be located in rural and remote areas and tend 
to struggle with resources (Miettunen, 2020). 
While new DCs have generally been welcomed by 
citizens with high expectations, DCs tend to have 
few staff, little or no revenue, and no mechanisms 
for policy implementation; DC members are thus 

often reluctant to engage with citizens, as this will 
generate expectations that the DC will not be able to 
fulfill (UN JPLG, 2021).

Table 3 shows the status of DCF by state as of 
2019. Within Hirshabelle, DCF has occurred or is 
occurring in three districts, but the process has been 
paused in all districts except for Warsheikh. Within 
Galmudug, five districts have undergone or are 
undergoing the DCF process, but progress on DCF 
has mostly been paused since 2018 due to political 
conflict in the state. Similarly, in Jubaland, DCF has 
been paused in all districts due to disagreements 
between the FGS and the Jubaland administration. 
In South West State, DCs were established in three 
districts (Berdale, Ceel Barde, and Xudur) as part of 
a 2016–2018 round of European Union (EU) funding 
for the WF, and an additional council was established 
recently in Dinsoor through S2S; however, there 
is no ongoing DCF at this time (Miettunen, 2020). 
Somaliland and Puntland were early adopters of 
decentralised local governance in Somalia, and DCF 
has been completed in all districts in both regions, 
although DCs are not fully established in some 
contested areas.

TABLE 3: STATUS OF DCF BY STATE

State Total number of districts
Number of districts with 
completed DCF

Number of districts with 
DCF ongoing

Benadir 17 0 0

Galmudug 10 1 4

Hirshabelle 12 1 2

Jubaland 14 0 4

Puntland All

Somaliland All

South West State 18 4 0

Source: Miettunen (2020)

Within south and central Somalia, the state capitals 
and de facto capitals Kismayo, Jowhar, and Baidoa 
do not have DCs, nor do other secondary cities or 
economic centers, as districts with good economic 
potential also tend to have complex conflicts and 
entrenched political economy interests which make 
undertaking DCF difficult. In Baidoa, for example, 
the dominant Hariin and Leysan sub-clans have 

often used control of local government institutions 
to dominate major economic resources (Zaki, 
2021a); any attempts to reduce this control through 
the establishment of new, more representative 
district councils are thus likely to face resistance. 
Additionally, the districts that have successfully 
undergone DCF tend to have good cooperation 
between different levels of government, 
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while those districts with a bad relationship between 
local authorities and the relevant FMS have not seen 
successful DCF (Miettunen, 2020). 

This overview of the status of DCF emphasises 
that substantial challenges face the widespread 
establishment of a third tier of government with 
decentralised responsibilities, as well as the 
sustainability of DCs that have been formed. To date, 
DCF has only occurred in areas with little political 
economy competition over resources—in other 
words, poor or rural Category C districts where 
poverty and a general dearth of economic activity 
means that there are few resources over which 
to compete. Because of the low levels of taxable 
economic activity in these districts, newly formed 

DCs have little potential to raise substantial revenue 
from local taxation in order to provide services or 
sustain their operations. Ideally, this gap would 
be filled by IGFT from the FMS to districts. The 
state–district IGFT system, however, is not currently 
defined within legislative frameworks, nor functional 
on an extralegal basis, as will be discussed further in 
Section VI. 

These dynamics emphasise the need to better 
understand ways of mobilising local revenues in 
Category C locations, bolstering revenue collection 
by local governments in Category A/B locations, and 
strengthening the IGFT system in order to improve 
the sustainability of local governance in all districts.

PROGRAMMES RELATED TO DCF AND DC 
SUSTAINABILITY

A variety of programmes in Somalia, implemented 
either by the government, international 
organisations, or other actors, exist to address 
challenges to DCF and DC sustainability. If well-
coordinated and effectively designed, these 
programmes have the potential to help strengthen 
the fiscal decentralisation process, improve local 
taxation and IGFT systems, and thus improve the 
sustainability of DCs formed under the WF. The 
main actors involved in programming related to 
DC sustainability include the FGS and FMS; the 
European Union (EU); the United States Agency for 
International Development (USAID); the International 
Organisation for Migration (IOM) and UN Habitat; the 
UN Development Programme (UNDP); the UK Foreign, 
Commonwealth, and Development Office (FCDO); the 
World Bank; the IMF; and SSF.

Among various initiatives, the FGS supported 
WF implementation through the Support to 
Stabilisation (S2S) programme, which sought to 
enable the Ministry of Interior, Federal Affairs, and 
Reconciliation (MoIFAR) to support district-level 
governance. The programme sought to establish 
basic governance at the district level in order to 
contribute to broader peace- and state-building. 
The first phase of S2S sought to establish caretaker 
administrations and inclusive district Peace and 
Security Committees in order to put in place the 
conditions for future DCF. The most recent phase 
of the programme intended to form DCs, and did so 
in Dinsoor (Miettunen, 2020). However, S2S is now 

closed, and there is thus no longer any fiscal support 
being provided to support the recurrent costs of 
local governments (UN JPLG, 2021).

The EU funds WF implementation in nine districts, 
including South Galkayo and Adaado in Galmudug; 
Buloburde, Jowhar, and Mahaday in Hirshabelle; and 
Afmadow, Beledhawo, Doolow, and Luuq in Jubaland. 
The work has been awarded to a consortium of 
NGOs coordinated by Finn Church Aid (FCA) and 
implemented by the Center for Research and 
Dialogue and the Electoral Institute for Sustainable 
Democracy in Africa (EISA) (Miettunen, 2020). The 
core activities of EU-funded programming include 
working with the FGS and FMS to select districts 
appropriate for DCF; supporting civic dialogue, 
social healing, and reconciliation at the village level; 
providing electoral trainings to enable election of 
mayors and deputy mayors; and providing capacity 
building for DC members after DCs are established 
and inaugurated. After these activities are 
implemented, FCA and EISA hand over programming 
to JPLG, which provides more support for  
DC sustainability.

The USAID-funded Transition Initiatives for 
Stabilisation + (TIS+) includes various projects 
on local government, although the programme 
functions somewhat differently than the WF. The 
programme first implements activities that precede 
DCF, including community consultations, then 
supports formation of the DC, and then supports 
newly founded DCs through capacity-building and 
other activities. 
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Due to the emphasis of TIS+ on stabilisation, TIS+ 
activities tend to be most focused on pre-DCF work. 
TIS+ activities related to DCF have occurred in 
Berdale, Xudur, Las Canood, and Erigavo (Miettunen, 
2020).

IOM and UN Habitat are involved in local governance-
related programming through the Midnimo project, 
which focuses on social healing/reconciliation 
and peace dividends. However, this project does 
not currently support DCF (Miettunen, 2020), but 
rather engages in pre-DCF work. Some of IOM’s 
work related to DCF, however, involves assessing 
community priorities for service provision by the 
local government and mobilising community funds 
to support these priorities, in a process of some 
relevance to DC sustainability. The mobilisation of 
community funds utilises an online accountability 
platform called SOKAAB; this platform is linked to 
the bank account through which community funds 
are contributed, and allows community members 
and external partners to monitor funding (IOM, n.d.). 
A respondent from IOM10 stated that this project 
had been generally successful and well-received 
by community members, although funding often 
was provided by the diaspora or wealthy politicians 
or businessmen with ties to the community rather 
than by local community members, meaning that its 
transferability in the context of local taxation may  
be limited.

Of most relevance for DC sustainability are 
programmes run by JPLG and FCDO. JPLG supports 
two aspects of decentralisation—the devolution of 
functions from states to districts, which began in 
Somaliland and Puntland around 2010, and fiscal 
decentralisation from the state to the local level. Five 
UN agencies work within JPLG, including the United 
Nations Development Programme and UNICEF, which 
support capacity building of staff in DCs and local 
administrations as well as district-level planning 
processes, such as the adoption of strategic four-
year District Frameworks including priorities for 
district developments. The other three agencies 
include the International Labor Organisation (ILO), 
which primarily supports the construction of 
infrastructure and is involved in public procurement 
processes; UN-Habitat, which supports programming 
related to natural resource management and 
PFM, including financial management information 
systems; and the UN Capital Development Fund 
(UNCDF), which leads work related to fiscal 
decentralisation, including  
local revenue mobilisation.

Previous phases of JPLG focused on strengthening 
the contribution of local governments to service 
delivery in Puntland and Somaliland, where DCs 
have long been established; the third phase of 
the programme has now expanded to support 
local governance in the south and central 
regions of Somalia, including work in the districts 
Xudur and Berdale where DCs were recently 
established (Miettunen, 2020). A main pillar of JPLG 
programming is to establish clear legal frameworks 
to allow local governments to operate effectively and 
improve service delivery. Along these lines, JPLG has 
supported building relationships between various 
levels of government to produce Local Government 
Laws and to contribute to building peaceful 
relations between federal and state governments 
and among state governments themselves (UN 
JPLG, 2017). JPLG also provides grant funding for 
local infrastructure initiatives and service delivery; 
however, grants are only deployed after governments 
have planned projects and have budgets, revenue, 
trained staff, finance management systems, and 
functional relationships across levels of government. 
These conditionalities can take years to achieve 
(UN JPLG, 2021). JPLG also works to ensure that 
newly formed DCs are selected on the basis of 
peacebuilding principles and are representative of 
their respective communities (UN JPLG, 2017).

FCDO’s Public Resource Management in Somalia 
(PREMIS) programme is not linked to the WF in a 
systematic way, but supports the development and 
enactment of revenue legislation, human resources 
policies and procedures, and systems for managing 
and accounting for expenditures at the FGS and FMS 
levels, as well as supporting district administrations 
to become more responsive and capable (Miettunen, 
2020). PREMIS aims to establish the foundation for a 
public resource management system that will enable 
the provision of core state functions in Somalia. At 
the FMS level, PREMIS programming has supported 
the establishment of regulatory frameworks around 
revenue collection; PREMIS programming has, 
however, moved away from revenue collection in 
recent years as this area was highly politicised.

The World Bank is neither involved in DCF nor 
directly in activities related to district governance. 
However, the World Bank monitors the transfer of 
funding from the FGS to the FMS and is also involved 
in some aspects related to national and state-level 
taxation, such as advocating for a national customs 
administration. Through the Recurrent Costs and 
Reform Financing Project, the World Bank also 
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supports day-to-day functioning and financial 
management systems of key ministries of the FGS 
and FMS (“Helping…”, 2021).

As with the World Bank, the IMF is not involved in 
DC-related activities, but supports higher-level 
macroeconomic programming with implications for 
DC sustainability. This includes programme support 
to develop a federal fiscal framework balancing 
development priorities and fiscal sustainability, 

strengthen PFM reforms, and improve the capacity 
of the central bank (IMF, 2020b). Additionally, an IMF 
priority for Somalia in 2022 is the establishment of a 
federal income tax.

In recent years, the number of stakeholders involved 
in DCF has declined. As a result, a representative 
from SSF stated that current programming was 
insufficient to meet the demand for DCF.

HARMONISATION AND COORDINATION OF 
PROGRAMMING

Miettunen (2020) finds that while there is some level 
of coordination between the aforementioned actors, 
there is no common operational data and projects 
are not consistently coordinated. The DCF and DC 
sustainability process could benefit from improved 
coordination and from a joint plan developed by 
various government and external actors. Additionally, 
more communication between different actors 
and the government is needed to better sequence 
the different phases of local governance work and 
establish a strategy to sequence DCF to address 
issues of revenue generation and political  
economy challenges.

In the research, actors involved in DCF and 
stabilisation described several methods for 
coordination and harmonisation of programming. A 
representative from FCA stated that there was an 
annual meeting between all organisations involved 
in DCF, including FCA, UN agencies, SSF, TIS+, 
and S2S; in this meeting, actors agreed upon the 
districts to be targeted for DCF and coordinated 
roles and responsibilities. This respondent also 
described quarterly meetings between DCF actors 
organised by the federal government and bilateral 
monthly meetings between donors and key actors, 
in which plans and lessons learned were discussed. 
Similarly, a representative from SSF stated that SSF 
exchanges information with JPLG and FCA in order 
to be aware of potential overlaps in programming 
and to better coordinate activities. Respondents 
from SSF and EISA also emphasised the role of the 
FGS and FMS in coordination; a representative from 
EISA described the involvement of government 
partners including the Ministries of Women,  
Youth, and Interior, while several respondents from 
SSF stated that the MoIFAR organised information-
sharing meetings with all organisations involved  
in DCF.

There is little coordination, however, between 
actors involved in broader issues of fiscal policy—
such as national or state-level tax regimes and 
IGFT—and actors involved in DCF. A representative 
from PREMIS, for example, stated that PREMIS 
does not coordinate with organisations primarily 
involved in DCF and DC sustainability because 
PREMIS is not directly involved at the district level. 
Similarly, a representative from one agency stated 
that while they were aware of some programmes 
implemented by the World Bank with implications for 
DC sustainability, there was very little coordination 
between the World Bank and themself in this area. 
There may also be some challenges in coordinating 
between UN agencies and other international actors; 
a representative from one implementing programme, 
for example, stated that coordination between them 
and another local governance-focused agency was 
occasionally difficult.

In addition to this issue, another local governance-
implementing agency stated that the coordination 
of DCF could face challenges when government 
ministries were not fully invested in the process; for 
example, DCF in Galmudug was initially effectively 
coordinated by the state Ministry of Interior, but 
became less effective when shifting political 
interests reduced the state government’s buy-in into 
the DCF process. This respondent emphasised that 
in order to continue with DCF, local administrations, 
the FMS, and the FGS needed to take more 
ownership, as projects run and coordinated solely by 
external actors were not effective.
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Several considerations emerge from this analysis:

DCF AND DC SUSTAINABILITY NEED TO BE 
VIEWED BY ALL ACTORS AS BEING WITHIN 
THE BROADER FRAMEWORK OF FISCAL 
DECENTRALISATION: 

Programmes implemented solely at the national 
or state level may have major implications for DC 
sustainability by, for example, stipulating the legal 
revenue-raising and expenditure responsibilities 
of all levels of government. Similarly, programmes 
implemented to address DC sustainability may 
substantially affect the FMS and (to a lesser extent) 
FGS; for example, as will be discussed at length in 
Section V, the devolution of a property tax to the 
local level may have major implications for the fiscal 
capacity of the FMS. As a result, there is a need to 
improve coordination between actors working at the 
national and state levels in macroeconomic policy 
and actors working on issues related to DCF or local 
governance.

DC FISCAL SUSTAINABILITY CONSIDERATIONS 
SHOULD BE A PRE-REQUISITE OF DCF: 

A representative from one agency also emphasised 
a need for actors involved in DCF and DC 
sustainability to operate in a less linear fashion. 
Currently, programming is often sequenced so that 
specific actors handle pre-DCF and DCF activities, 
and then other actors take over the post-DCF and 
DC sustainability process. In contrast, this report 
highlights the need for issues of DC financial 
sustainability to be considered as a prerequisite—or 
at least corequisite—for DCF. Sustainability issues 
must be addressed early in the DCF process through 
support for local revenue generation at the local 
level where feasible, the clarification of revenue 
generation (and expenditure) responsibilities at 
the state and local levels, and the establishment of 
functioning state–district IGFT. Layering of these 

activities is likely to strengthen both the DCF and DC 
sustainability processes, as inclusive governance 
and community support for local government, for 
example, are fundamentally linked to local revenue 
generation, while the clarification of fiscal roles 
and responsibilities at the national, state, and local 
levels will likely help to reduce political economy 
constraints to DCF, such as competition over control 
of resources. Where sustainability issues cannot be 
effectively addressed, the merit of DCF should be 
carefully considered as, in these cases, DCF may 
have little value for money and may actually risk 
harming community perceptions of the legitimacy of 
local governance.

INCENTIVISE STATE ADOPTION OF POLICIES 
THROUGH IMPROVED DONOR COORDINATION: 

One respondent suggested that improved 
coordination of external actors could help to 
incentivise the FGS or FMS to adopt effective 
policies related to DC sustainability. For example, 
the dominance of budget support funds in total 
government revenues may provide some opportunity 
to incentivise the development of an effective IGFT 
system, particularly at the FGS–FMS level, if donors 
are able to coordinate a reduction in funding should 
policies not be enacted or adhered to. While the 
withdrawal of funding is not an action that should 
be taken lightly, it may be an effective option in 
situations where power dynamics and political 
economy constraints mean that one powerful actor 
has no incentive to alter a dysfunctional system 
because the system benefits that actor. In the case 
of IGFT, for example, the FGS has little internal 
incentive to formalise rules for the sharing of budget 
support funds (as this reduces their control over 
these funds); however, the potential reduction of 
budget support funding from international donors if 
an IGFT is not operationalised provides an external 
incentive for the FGS to participate in this process. 
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KEY TAKEAWAYS: FRAMEWORKS FOR DCF AND DC 
SUSTAINABILITY

The above analysis of legislative and theoretical 
frameworks for DCF, fiscal decentralisation, and 
DC sustainability shows that legislative frameworks 
for fiscal decentralisation at the district (and state) 
level have major gaps. While frameworks delineating 
taxation responsibilities are actually more developed 
at the state level than the federal level, these 
frameworks: do not always clearly define the level 
of government responsible for tax collection and 
revenue retention; in some cases, empower multiple 
levels of government to collect the same taxes; and 
assign a limited number of revenue sources to local 
governments. Additionally, there is no legislative 
framework for IGFT from states to districts, 
and limited legislation related to expenditure 
responsibilities.

In part because of weak legislative frameworks—
including for both fiscal decentralisation and DCF 
itself—and in part because of political economy 
issues, DCF often does not occur. Where DCF has 
occurred, it has been in districts with few revenue 
sources where political economy competition is less 
salient. As a result of these dynamics—as well as 
the lack of a functioning state–district IGFT system 
and the low number of revenue sources assigned to 
districts—DCs are often not sustainable and may 
quickly go defunct. 

This is a substantial waste of resources: the 
Wadajir Framework, for example, estimates that 
DCF activities cost 1.3 million USD per district 
(FGS, 2016). Establishing a DC just for it to quickly 
become defunct due to a lack of revenue sources 
is clearly financially inefficient and further risks 
harming communities’ views on the validity of local 
governance.

These issues point to a clear need to strengthen 
DC sustainability. This may occur through two 
primary means: the strengthening of local taxation 
and IGFT. For both of these means, there is a clear 
need to strengthen legislative frameworks to clarify 
the revenue-raising responsibilities of districts 
and develop a codified IGFT system. To inform 
development of these legislative frameworks, 
however, a better understanding is needed of 
technical and political economy challenges to—and 
opportunities for—local taxation and IGFT. In Section 
V: Local Taxation and Section VI: Intergovernmental 
Fiscal Transfers, I discuss these considerations 
at length, before concluding with the implications 
of these findings for the development of more 
robust fiscal decentralisation frameworks and the 
strengthening of DC sustainability.



40

LOCAL 
TAXATION
The tax collection process includes identifying and registering 
taxpayers, determining tax liabilities, and collecting taxes. 
Prior to these steps, a legal framework for taxation must also 
first be developed, stipulating the types of taxes that will be 
collected and taxation rates. Achievement of these tasks 
requires the political will to administer taxes effectively, a clear 
implementation strategy to achieve this goal, and adequate 
resources for the task (Bird and Zolt, 2003). There is also a 
need for harmonisation of tax systems to ensure that taxes 
do not vary widely across locality. All of these factors may be 
challenging in the context of Somalia.

In the long term, the local taxation system and the tax collection 
process must provide the following:

• Adequate revenue for the local government to sustain itself 
(or, in other words, to fill the gap between total budgetary needs 
and the revenue provided through IGFT or other sources).

• Equity: As taxes that pose an undue burden on the poor 
may have undesirable distributional effects, be politically 
unpopular, and lower citizens’ willingness to contribute to the 
local (or higher level) government through tax payments. 

• Accountability: Tied into this is the need for citizens’ ability 
to hold local governments accountable through democratic 
processes or community engagement in governance. This may 
help to prevent elite capture of local government that results 
in inequitable taxation, as well as ensure that tax liabilities 
are accurately calculated, taxes are collected from all eligible 
taxpayers, and tax money is spent on community priorities.

In light of these considerations, the sections below define 
several types of taxes that are common either in Somalia 
or in most countries’ tax systems. This is then followed by a 
discussion of considerations for the development of local 
taxation systems in Somalia, including taxes best suited to the 
context of Somalia and for collection by local governments; this 
section focuses on the case study areas of Baidoa and Berdale, 
as well as on drawing lessons learned from Somaliland and 
Puntland. Following this, I discuss challenges and opportunities 
for operationalising local tax systems, including identifying and 
registering taxpayers, calculating tax liabilities, and collecting 
tax money. Lastly, the section concludes with a reflection on 
what tax systems are sustainable and equitable.
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CURRENT LEGAL AND FUNCTIONAL RESPONSIBILITY 
FOR TAX TYPES

Building upon the earlier discussion of legal frameworks for revenue responsibilities, I now further discuss 
legal and functional assignment of taxes between the FGS, the FMS, and districts, focusing on SWS. Where 
relevant, I also note taxes collected by Al-Shabab. Table 4 below shows the legal delineation of taxation 
responsibilities by level of government and specific tax type; this does not fully correspond to functional 
taxation responsibility, however, as will be noted. The taxes included below—taxes on small and large 
businesses, property, livestock, transportation and roads, the sale of goods, and incomes; excise and 
customs duties; and user charges for service provision—were selected for analysis because of either their 
prevalence in current Somali taxation systems, their common inclusion in local taxation systems in other 
developed or developing countries, or their potential for substantial revenue generation.

TABLE 4: LEGAL TAXATION RESPONSIBILITIES BY LEVEL OF GOVERNMENT AND TAX TYPE

  FGS SWS Districts
Relevant 
legislation

FGS Revenue Act 
(2019)

SWS Revenue Act (2018); Local 
Government Law

SWS Revenue Act (2018); Local 
Government Law

Small business 
tax    

Market fees; “all operators 
of businesses or stalls in the 
designated market areas must 
pay a fee… the proceeds of the 
fee must be allocated to the 
relevant district government”

Medium and 
large business 
taxes

- “Fees and taxes 
imposed on 
telecommunications, 
financial companies, 
and financial 
transactions”
- Corporate profit tax

Turnover tax on businesses  

Property tax “Income tax including 
taxes on property”

Urban property tax “payable on each surveyed plot of land in the 
jurisdiction of an urban district government in SWS”11

Livestock tax   Livestock tax Livestock tax 

Transport tax “Road transportation 
tax”

Road user tax “levied on 
commercial or goods-carrying 
vehicles entering or leaving the 
territory of [SWS]”

Transport tax

Sales tax
“VAT [value added tax] 
for goods and services 
including sales tax”

   

Income tax Income tax (and payroll 
taxes)

Personal income tax “imposed 
on the gross salaries of civil 
service employees [in SWS]” and 
payroll tax “imposed each year 
on the value of gross salaries 
paid to employees of businesses 
[in SWS]”

 

Excise duties “Taxes from production 
(excise duties)”

- Fuel tax “paid by all bulk 
purchasers of fuel” 
- Khat and cigarette taxes

 

Customs 
duties

“Import and export 
taxes”

- Port fees (“tariff of fees 
payable for services rendered”) 
- Airport fees (“tariff of fees 
payable for services rendered”)

 

User charges  
Business licenses12
Vehicle licenses and registration  
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Notably, this table shows that there is substantial 
overlap between legal taxation responsibilities for 
each level of government (although, given that the 
FGS generally does not levy taxes outside of BRA, 
there is functionally less overlap than this table 
would suggest). Most notably in the context of DC 
sustainability, several taxes are assigned to both 
SWS and district governments (or lack clarity over 
the legal level of assignment). Additionally, it is 
notable that few tax sources are legally assigned 
to districts by SWS legislation, and those that are 
assigned have relatively low revenue potential. Given 
this overview, I now discuss both legal and functional 
responsibilities in more detail for each taxation type.

BUSINESS TAX 

Business taxes are one of the most common 
forms of local taxation in Somalia, and comprise 
of payments collected by tax collectors13 from the 
revenues earned by businesses. Business taxes in 
Somalia are generally differentiated by the size of 
the business on which the tax is levied; this report 
distinguishes between taxes on small and large 
businesses. Small businesses—distinguished 
by low levels of revenue, few employees, and/or 
informality14—may be charged small daily (2,000 to 
6,000 shillings, or less than 0.25 USD) or monthly 
(10 USD to 20 USD) fees, which are collected by 
local governments. Notably, while the research was 
conclusive about local governments’ collection 
of small business taxes, the local government’s 
responsibility for this tax is not stipulated in the SWS 
Revenue Act (2018), which rather specifies local 
government’s responsibility only for fees charged to 
stalls in designated markets.

Larger businesses, such as those in 
telecommunications and electricity, may be charged 
more substantial monthly fees ranging from less 
than a few hundred dollars per month (Jordan, 2016) 
to as much as 60,000 USDper month for the largest 
telecommunications companies (SWS Revenue Act, 
2018).15 Business licensing fees are also routinely 
collected in some areas of Somalia, and are included 
below as a form of user charge (for the service of 
business licensing). 

In addition to local governments, which generally 
only levy taxes on small businesses, business 
taxes may be levied by the FMS, FGS, and Al-
Shabab. The FMS often collect taxes on medium 
and large businesses in areas under their functional 
jurisdiction (generally only state capitals); in 
Baidoa, for instance, taxation of medium and large 
businesses falls under the authority of the SWS 

government, while taxation of small businesses 
is managed by the local administration. The FGS 
collects some revenues from a corporate profit tax16 
as well as taxes on telecommunications and financial 
companies, although these taxes are generally 
only levied on a subset of companies and—as 
with all taxes collected by the FGS—only in BRA. 
Additionally, Al-Shabab collects substantial taxes 
from businesses, estimated at around 3.5 million 
USD in Mogadishu and 500,000 USD in Bossaso in 
2018 (Hiraal Institute, 2018).

PROPERTY TAX 

Traditionally, property taxes are ad valorem17 taxes 
based on the assessed market value of real estate 
or immovable property (including buildings or 
land). Property taxes can be levied on the transfer, 
ownership, or occupation of property (Franszen and 
McCluskey, 2017). The FGS‘s tax policy enacted in 
2018 taxes property based on rental income, setting 
a 15% to 22%tax rate on this income (Raballand and 
Knebelmann, 2020). The SWS Revenue Act (2018), 
meanwhile, stipulates flat annual taxes based on the 
type of property.18 These taxes are payable by the 
registered owner of the property or, in the absence 
of the owner, the occupant of the property. Notably, 
the SWS Revenue Act (2018) further stipulates that 
“the revenue derived from the property tax must be 
allocated to the district government in terms of  
the approved annual budget.”

In state capitals, in accordance with this legal 
framework, property taxes are often collected by 
the FMS, which has higher capacity to levy property 
taxes than local governments. However, local 
governments outside of state capitals may also 
collect property taxes; for example, Jordan (2016) 
finds that in some locations in Somalia, land taxes 
are paid yearly to local administrations, calculated 
as flat yearly fees (between 35 USD and 45 USD in 
the locations studied by Jordan (2016)). These taxes 
may also be charged by Al-Shabab.

Overall, while property taxes are defined in both FGS 
and FMS legislative frameworks, property taxation 
remains fairly nascent in south and central Somalia.19 
Functionally, while legal frameworks for property 
taxation refer to yearly taxes, property taxes are 
most frequently levied on the transfer (purchase or 
sale) of property, and in particular on the acquisition 
of land by businesses (Jordan, 2016). Taxes levied on 
the transfer of property are generally collected at the 
point of sale based on the value of the transaction.
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Where necessary, this report distinguishes between 
taxes on the transaction of property and taxes on 
the ownership or occupation of property. The former 
are more administratively and politically simple to 
administer than the latter and are thus more common 
throughout Somalia, but have lower long-term 
revenue potential than taxes on property ownership 
or occupation.

LIVESTOCK TAX

Livestock taxes are collected at livestock markets 
on the sale of animals (camels, cows, donkeys, 
goats, and sheep) generally as a fixed fee per 
animal. Livestock taxes may also be collected for 
the slaughter of animals. These taxes are fairly 
widespread across all regions of Somalia and 
Somaliland and are levied in various locations by 
local administrations and Al-Shabab. While these 
taxes may be administratively simple to collect at 
livestock markets, the maximum revenue potential of 
livestock taxes is relatively small. 

TRANSPORT TAX

Transport taxes, also known as checkpoint fees, are 
fees collected from vehicles to cross checkpoints 
on roads. These fees are generally taken from larger 
commercial vehicles but rarely collected on private 
vehicle transport, and may be quite substantial, 
ranging from 100 USD to 800 USD per crossing 
(Jordan, 2016). Notably, transport taxes are assigned 
in various legislative frameworks to the FGS, FMS, 
and districts, all of whom also functionally collect 
these taxes in areas under their control. Transport 
taxes are also commonly used by Al-Shabab and 
other armed groups who charge fees to citizens to 
cross checkpoints on roads. Government-employed 
soldiers may also charge informal fees (baad, also 
meaning extortion) at checkpoints for their own 
benefit, rather than on behalf of the government, 
creating resentment from citizens (Abshir et al., 
2020).

Sales tax: Sales taxes are consumption taxes levied 
on the sale of goods and services, traditionally 
collected by the retailer at the point of sale and then 
transferred to the government. Sales taxes remain 
nascent in Somalia, although a 5% sales tax on some 
goods was introduced in 2018 by the FGS (Raballand 
and Knebelmann, 2020). In most countries, sales 
taxes are primarily levied and collected by state or 
national governments; local governments may levy 
additional sales taxes in addition to those charged 
by higher-level governments, but the collection 
responsibility for these taxes still generally falls on 

the higher level of government. As a result, while 
sales taxes may comprise some portion of own-
source revenue for local governments, they are 
primarily a state or national-level concern.

INCOME TAX

Income taxes are paid by individual taxpayers as a 
percentage of taxable income earned. Income tax 
rates often increase as taxable income increases 
(known as a graduated or progressive tax rate). While 
income taxes exist in Somalia and Somaliland and 
are defined in both FGS and SWS Revenue Acts, 
they are primarily levied on public sector workers 
by the FGS and FMS, with only a limited share 
of private sector workers contributing (primarily 
those working in hotels, telecommunications, and 
electricity companies, as well as non-governmental 
organisations). In Somalia, income taxes are levied 
by the FGS using three progressive tax brackets and 
are collected every three months (Raballand and 
Knebelmann, 2020); however, overall, there is very 
limited collection of income taxes by national, state, 
or local governments (Jordan, 2016). As with sales 
taxes, in most countries, income taxes are primarily 
levied by state or national governments; while they 
may also comprise some portion of own-source 
revenue for local governments, the income tax 
rates charged by local governments are generally 
stipulated (exactly or with a ceiling) by state or 
national governments.

EXCISE DUTIES

Excise duties are imposed on the sale or use of 
specific products, such as fuel, tobacco, or—of 
most relevance for Somalia—khat. Taxes on khat 
are an important source of revenue in Somalia and 
are charged both as excise duties and on the import 
of khat (discussed further below). Excise duties on 
khat are collected by the FGS, FMS, and some local 
governments,20 and may be substantial; in Puntland 
prior to the COVID-19 pandemic, for example, khat 
was taxed at 153 USD per 100 kilograms, while in 
Somaliland, it was taxed at 95 USD per 100 kilograms 
(Koshin, 2020). 

CUSTOMS DUTIES

In most countries, customs duties charged on the 
import of goods generally fall under the purview 
of national or, in some cases, state governments, 
and are not an appropriate source of tax revenue to 
assign to local governments. However, in Somalia, 
all levels of government—including the FGS, FMS, 
and, in some cases, local governments—may collect 
customs duties, although the responsibility for 
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customs duties is technically assigned to the FGS.21 
Customs duties are, for example, the largest source 
of revenue for FMS (Raballand and Knebelmann, 
2020), particularly for Puntland and Jubaland 
where there are seaports (Abshir et al., 2020). Local 
governments in areas with ports, roads, or airports 
through which goods are imported, meanwhile, 
may additionally charge some customs duties; this 
occurs, for example, in some districts that border 
Ethiopia, where taxes on the import of khat are levied 
(Yusuf and Wasuge, 2021).

USER CHARGES

User charges (also known as utility charges or user 
fees) are fees levied on the consumption of publicly 
provided goods and services, including utilities such 
as water, electricity, and sanitation, and services 
such as business licensing or vehicle registration. 
User charges are usually levied per unit (for example, 
per kilolitre of water consumed); as a result, the 
total cost to users varies with the quantity of public 
goods and services consumed, and residents of an 
area who do not use public goods or services do 
not have to contribute to their funding (through user 
charges—they may indirectly contribute through 
taxation). User charges thus establish a direct link 
between government expenditures and revenues 
(Advisory Commission on Intergovernmental 
Relations, 1987). In addition to providing funding for 
local governments who levy these fees, user charges 
also provide useful economic information on demand 
for services, including which services should be 
provided, in what quantity and quality, and to whom 
(Bird, 2003). 

In Somalia, user charges are most frequently levied 
for vehicle registration and business licensing 
services. The SWS Revenue Act (2018) specifies 
charges for these two services; vehicle registration 
is assigned to the SWS government and collection 
of business license fees is assigned to district 
governments, although the level of government with 
ultimate responsibility for this revenue is unclear. 
Few other user charges exist, primarily because local 
and state governments generally provide few goods 
or services for which a user charge could be levied.

LOCAL TAXATION SYSTEMS 
IN BAIDOA AND BERDALE
In Somalia, in accordance with Table 2 above, local 
revenue collection systems often focus on business, 
transport, and livestock taxes (van den Boogaard 
and Santoro, 2021). Income taxes, value-added 

taxes, and corporate income taxes are not levied at 
the local level, although this is not problematic, as 
these taxes are best levied at the national level due 
to the need to harmonise tax rates across areas and 
prevent the cost of taxation from being passed on to 
consumers outside the taxing jurisdiction (Hobdari  
et al., 2018).

Data from Baidoa reiterate the importance of 
taxes on small businesses (collected daily in small 
amounts), transport (checkpoint) taxes, and livestock 
taxes within local government tax systems. The 
vast majority of respondents, including government 
staff, community members, and community 
leaders, stated that these taxes were collected in 
Baidoa. Respondents also frequently mentioned 
the collection of taxes on land sales and building 
permits, and, less frequently, on khat and airports. 
Several respondents, including a senior official at 
the Ministry of Finance, female and male community 
members, a businesswoman, and a female 
community leader, stated that the government also 
collects income taxes and payroll taxes. However, 
while these taxes are legally assigned to the SWS 
government, in the research, it was not clear that 
respondents knew the level of government collecting 
these taxes. For example, an official in the Baidoa 
local administration stated that the FMS collects 
payroll taxes, while a senior official in the Baidoa 
Ministry of Finance stated that the local government 
collects payroll taxes; a businesswoman in Baidoa, 
meanwhile, stated only that “the government” 
collects these taxes.

Government officials in Baidoa stated that while 
tax revenue was not sufficient to fully cover local 
government operations—in particular, the provision 
of services to the public—the district was able to 
pay all staff salaries through local revenue collection 
without any supplemental external support. However, 
a senior official involved in district finance stated 
that tax collection was vulnerable to disruption from 
road closures, which could affect the collection  
of transport and livestock taxes; in these cases,  
the district required additional support from the 
state government.

The district is self-reliant when 
it comes to covering the cost of 
its operation, and all of the local 
government staff are provided their 
salaries through tax funds. Still, 
sometimes when rains come, the city’s 
main roads are closed due to the rain 
waters, and livestock cannot access the 
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district market. Therefore, the overall 
economy declines, and the district 
government gets support funds for the 
state government.22

Tax collection is far more limited in Berdale. Most 
respondents stated that the only tax collected by the 
local government was a transport tax collected from 
vehicles at checkpoints. Respondents emphasised 
that insecurity was a major limitation on tax 
collection; a tax collector in the local government, for 
example, stated that:

The reason we chose to collect the 
tax from the road is that there is no 
livestock market as Al-Shabab has 

closed it. Also, the local businesses 
are struggling due to lack of potential 
returns and [because] Al-Shabab takes 
tax from them.23

Revenue collected from these sources is insufficient 
to cover government operations or to provide 
services to those living in the district.

[A] large number of communities 
in the district have many unmet 
needs and tax revenue collected from 
transportation vehicles using the main 
roads cannot help much. I can say 
that revenue only covers 10%24 of local 
government’s operations.25

ESTABLISHING LOCAL TAX SYSTEMS

The first step towards institutionalising local revenue 
collection is to develop local tax systems. This 
involves selecting the types of taxes that should 
be collected by the local government as well as tax 
rates and frequency of collection. In developing 
these systems, several theoretical considerations 
apply. These can be broadly categorised into 
technical considerations, such as those related to 
the types of taxes included in the system and their 
revenue potential; political economy considerations, 
such as those related to intergovernmental dynamics 
or popular acceptance of various tax types; and 
harmonisation-related considerations, such as the 
need to ensure that tax systems do not vary widely 
across localities.

Currently, as discussed above, frameworks for 
local taxation and tax rates are unclear and lack 
harmonisation in much of south and central Somalia. 
The weakness of these frameworks is a fundamental 
challenge for all further steps involved in local tax 
collection; a representative from JPLG, for example, 
described how the lack of local taxation frameworks 
led taxpayers to argue with tax collectors over the 
types of taxes and tax rates they were charged.26 
Where tax frameworks do exist, they may not be well 
designed; current legal frameworks, for example, 
create situations of legal double taxation (the levying 
of the same tax by different levels of government) 
and assign few tax sources to district governments. 
While the absence of clear local tax systems is 
currently a challenge for local revenue generation, 
there is also a substantial opportunity to develop 
new, effective frameworks from the ground up, 

consolidate taxes that are levied by multiple levels 
of government in order to improve efficiency, and 
formalise and adjust current local taxation systems.

TECHNICAL 
CONSIDERATIONS
Technical considerations comprise a first-order 
constraint on the types of taxes which can be 
included—or which are efficient to include—in local 
tax systems, which political economy constraints 
may further narrow. For example, inclusion of a tax on 
large businesses may not be effective in small, rural 
districts where no large businesses exist; similarly, 
inclusion of an income tax may not be effective if all 
or almost all residents of an area have low enough 
incomes to qualify for exemption from the tax. 
Technically, the development of robust and efficient 
local tax systems may be challenging in Somalia, 
where widespread informality and poverty make the 
size of the tax base small, particularly in Category  
C districts. 

When establishing a new tax system (or revising 
existing systems), the revenue potential of taxes 
should first be analysed. It is useful to design a tax 
system to focus on potentially high revenue potential 
sources (such as property or businesses). Revenue 
potential may be high either due to the number of 
potential taxpayers—for instance, as with an income 
tax which applies to a large number of citizens—or 
due to the potential value of tax revenues—for 
instance, as with a tax on large businesses, which 
may not be levied on many taxpayers, but which may 
provide substantial revenue. 
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REVENUE POTENTIAL MAY BE A CONSTRAINING 
CHALLENGE TO DC SUSTAINABILITY: 

In areas where poverty and informality are 
widespread and few high revenue-potential sources 
exist, such as many Category C districts, a lack of 
revenue may be an obstacle to DC sustainability. In 
general, if local tax systems do not have sufficient 
revenue potential, local governments may (in the 
absence of substantial support from IGFT) be unable 
to provide services to their constituents or otherwise 
sustain government operations, such as the payment 
of salaries or the maintenance of government 
buildings and infrastructure.

LOW REVENUE NUISANCE TAXES AN OBSTACLE 
NOT A BENEFIT:

Analysis of revenue potential is also important 
to avoid “nuisance taxes,” or taxes which bring in 
relatively little revenue compared to collection costs. 
Haas (2017), for example, finds that in Somaliland, 
given the ratio of tax revenues to the number of 
collection staff, some taxes may actually cost more 
to collect than they provide in revenue. These taxes 
are inefficient and may lower taxpayer morale, as 
taxpayers may feel that the government collects 
excessive (or excessively frequent) taxes but does 
not provide sufficient services in return (due to the 
low net amount of revenue collected). Avoidance of 
nuisance taxes relates both to the types of taxes 
included in the system as well as to tax rates and the 
frequency with which taxes are collected. In general, 
a balance should be struck between excessively 
high tax rates which pose an undue burden on 
taxpayers and rates which do not bring in sufficient 
revenue in comparison to collection costs. Similarly, 
overly frequent collection of taxes increases costs 
of collection, but infrequent collection may make 
it more difficult for governments to manage their 
budget due to the need for expenditure smoothing.

LACK OF HARMINISATION MAY INCENTIVIZE 
NON-COMPLIANCE:

An additional technical consideration relates to 
the types of taxes included in the tax system. It is 
generally most effective for national governments to 
hold responsibility for taxes which, if not harmonised 
across localities, may result in distortionary 
economic effects. For example, if local governments 
are given responsibility for income taxes and, as a 
result, income tax rates vary widely across districts, 
in the long term, residents may move between 
districts to avoid paying higher tax rates. While 
income taxes may thus be a promising source of 
revenue for local governments, particularly in large, 

urban areas, it may be undesirable for these taxes 
to be collected at a local government level. In most 
developed countries, in line with this consideration, 
local revenue collection tends to be dominated 
by property taxes and user charges; in the United 
States, for example, these two revenue sources 
make up around 82%, on average, of the revenues 
collected by local governments, with the remainder 
coming from sales, income, or other taxes (Tax Policy 
Centre, 2020).

PARTICULARLY IN RURAL AREAS, TECHNICAL 
CONSTRAINTS ARE A PRINCIPAL REASON FOR 
CURRENT LOW LEVELS OF LOCAL REVENUE 
GENERATION AND A BINDING FACTOR FOR THE 
DEVELOPMENT OF LOCAL TAX SYSTEMS WITH 
HIGHER REVENUE POTENTIAL. 

Several external actors noted technical limitations 
to the development of local tax systems in rural 
areas. A respondent from IOM, for example, stated 
that in impoverished rural areas, there were very few 
options for revenue generation because there was 
extremely little economic activity. A representative 
from SSF similarly argued that when undertaking 
DCF, it was important to first understand economic 
activities in the district and the potential for a district 
to support itself through the development of a local 
tax system, as some districts simply had very few or 
no sources for local revenue.

Additionally, in both rural and urban areas, poverty, 
informality, and other technical barriers affect the 
design and efficiency of tax systems. Tax rates, 
for example, are often inefficiently low because 
taxpayers cannot afford to pay high rates. A 
respondent in Berdale, for example, described how 
the low level of revenue he generated from property 
ownership could restrict his ability to pay taxes on 
the value of his property:

The rent cost of the houses are $4 for 
a month which is equivalent to $48 a 
year. Therefore, when the government 
charges a yearly fee on my house, the 
amount of money I generate from my 
land will not even cover the amount of 
fees the government wants.27

One respondent also noted that most local 
governments have few formal timeframes by which 
tax documentation must be provided and taxes 
must be paid, so payments are often delayed or 
irregular. To deal with this issue, in some cases, 
local governments have chosen to collect taxes 
with inefficiently high frequency. A characteristic 



48

example of these issues occurs in Baidoa, where very small 
tax amounts—between 2,000 and 6,000 shillings (less than 
0.25 USD)—are collected daily from small businesses. While no 
information is available on the exact costs of collecting these 
taxes, it is likely that the costs of collection are on par with  
the revenues collected.

In light of these technical considerations, respondents to the 
research had varying opinions of promising taxation types for 
local governments. For large, urban areas, government officials 
from the FGS and SWS considered many types of taxes to be 
promising sources of revenue for either local or higher-level 
governments, including taxes on small and large businesses, 
property, livestock, transportation and roads, and the sale of 
goods. Respondents had more mixed views on the promise of 
income taxes; for example, a government official from SWS28 
stated that “income tax is one of the most important for the 
state,” but an official from the FGS29 stated that while income 
taxes may contribute to the overall mobilisation of resources, 
they may not be the most promising source for revenue. This 
may be because Somalia’s formal economy is relatively small 
and wages are relatively low and, as a result, an income tax 
would apply to a fairly small tax base. Regardless of their 
promise, however, it would be undesirable for income taxes to 
be included as a component in local tax systems due to the 
mobility of these taxpayers.

Contrastingly, in rural and poor areas, government officials 
viewed very few revenue sources as promising. 

All FGS officials interviewed for the research stated that there 
were no promising local revenue sources in rural areas; one 
official30 stated that he did not believe that taxes in rural areas 
would be promising for at least five to ten years. Officials from 
SWS, however, were somewhat more positive about potential 
tax sources, stating that taxes on large businesses, livestock, 
roads and transportation, and the sale of goods (especially 
khat) had some promise. 

Outside of the taxes discussed above, user charges may 
provide additional revenue for local government. However, as 
discussed above, services are often not provided by the public 
sector in Somalia, particularly in areas where DCF has only 
recently been completed or is still ongoing. Overall, while user 
charges may be relatively administratively simple to collect, 
the lack of service provision by Somali local governments 
limits the extent of revenue that may be collected through 
these means.

Image credit: ©SSF

Image credit: ©SSF
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BOX 3: TECHNICAL CONSIDERATIONS FOR TAX SYSTEMS IN 

SOMALILAND AND PUNTLAND

Data from Puntland and Somaliland provides further insight into the types of taxes that 
may be technically feasible and efficient for local governments in urban areas to include 
in tax systems. In both Puntland and Somaliland, government officials respectively 
stated that the Puntland or Somaliland government is primarily responsible for the 
collection of income taxes, taxes on large businesses, and sales taxes (although 
these taxes were nascent, and were occasionally confused with customs duties). In 
Puntland, the state government is also responsible for taxes on transportation. Local 
governments, in contrast, are responsible for taxes on small businesses, property, 
and livestock (see Annex 2 for further detail on legislative, rather than functional, 
responsibilities for taxation). 

Respondents from Somaliland and Puntland described similar limitations on tax 
potential in rural areas. Two respondents from Puntland31 stated that no taxes were 
collected in rural areas. Government officials in Somaliland stated that the most 
promising sources for local taxation in rural areas were taxes on land, especially 
agricultural land, and taxes on livestock, as the majority of households in rural areas 
owned livestock. One official32 emphasised, however, that “the economic activities 
that exist in rural areas are very small compared to urban areas”, limiting options for 
developing robust tax systems in these areas.

In both Puntland and Somaliland, property taxes—most commonly taxes on the 
transaction of property, but also taxes on the construction or improvement of buildings 
and yearly taxes on the value of property—were seen as one of the most promising 
sources of tax revenues for local governments due to their high revenue potential, 
particularly in rapidly growing urban areas where land was frequently bought and sold:

The district government collects good taxes from [property], like 
buying land, building land, and leasing land. And as you can see, 
Garowe is a growing city and every day there is land being bought and 
built, [so this] is a good source of revenue for the district.33

In addition to property taxes, small businesses were also seen as effective sources of 
revenue due to the prevalence of these businesses in urban areas. A government  
official in Somaliland,34 however, noted the importance of charging these businesses 
low tax rates, as the revenues of most small businesses were low. He noted that 
the revenue potential of a small business tax mainly comes from the fact that small 
businesses comprise a large tax base, rather than because small businesses are 
particularly profitable.

Despite the relatively stronger establishment of local taxation systems in Puntland 
and Somaliland than in south and central Somalia, most local governments are unable 
to fund all public services for which they are responsible35 due to limited resources. A 
study by the JPLG programme (UN JPLG, 2017) found that only category A districts—
such as Hargeisa, Berbera, or Garowe—were able to raise sufficient funds from locally 
raised revenues to provide a range of public services. Van den Boogaard and Santoro 
(2021) further found that 70% of expenditures in municipalities in Puntland are spent 
on salaries and administrative costs, suggesting that revenues are insufficient to cover 
service provision. These findings suggest that even if robust legislative frameworks for 
local taxation are developed, revenue potential will remain constraining in small, rural 
districts—and perhaps also larger municipalities—in south and central Somalia.

Image credit: ©SSF
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POLITICAL ECONOMY 
CONSIDERATIONS
Intergovernmental dynamics may also affect the 
development of local tax systems. If, during the 
development of a decentralised tax system, a local 
government claims the right to levy taxes that were 
previously levied by state or national governments, 
this may lead to intergovernmental conflict over the 
control of resources. If the establishment of a DC 
would lead to local government levying taxes on 
high revenue-potential sources that were previously 
controlled by other government officials—or other 
elite actors—then there may be incentive for these 
stakeholders to undermine the DCF process.

As discussed in Section III, Somalia’s constitutional 
framework does not resolve any of the key issues 
that pose challenges to the establishment of a 
functioning intergovernmental system with local 
governance, as the framework does not provide 
either clear functional assignments or revenue 
assignments between the federal, state, and 
local levels (Boex and Tidemand, 2020). Policies 
around power-sharing are also unclear, especially 
as they relate to tax assignments among levels 
of government (van den Boogaard and Santoro, 
2021). The provisional constitution does not assign 
revenue-collection responsibilities to different 
levels of government, but rather to “the level of 
government that can exercise that responsibility 
most effectively”. In practice, this has resulted in 
the federal government collecting revenue from 
the Benadir region and the FMS collecting revenue 
in their regional jurisdictions (Jordan, 2016). 
Municipalities and districts also levy taxes with 
uncoordinated and often overlapping revenue-
collection systems, many of which began during 
the period of state collapse in the 1990s, and some 
of which are not formalised in current legislative 
frameworks (van den Boogaard and Santoro, 
2021). While the passing of Revenue Acts and 
Local Government Laws has begun to establish a 
framework for local taxation, this framework has 
flaws, as discussed above, and is also not always 
functionally adhered to, increasing the scope  
for political economy competition over control  
of resources.

CURRENT POWER DYNAMICS OVER LOCAL TAX 
SYSTEMS

Interviews with government officials in SWS, the 
FGS, and Baidoa, as well as with external actors, 
suggest that the FMSs currently have a large role 
in the development of local tax systems. In SWS, 
respondents described the FMS setting tax rates and 
taxation processes through the Ministry of Finance 
and making decisions on when and how taxes 
should be collected; fiscal control was generally 
not decentralised to the local government level. 
Control by the FMS was more salient in Baidoa than 
in Berdale, where few taxes are collected and the 
SWS government has little presence. In general, the 
FMSs only collect taxes from state capitals, with the 
exception of Galmudug, where revenue collection by 
the FMS takes place in around ten towns. 

While the FMS was considered by all respondents 
in Baidoa to have a large role in tax collection and 
control over tax revenues, respondents had differing 
views of the extent of this control. A senior official 
with the district Ministry of Finance stated that “all 
the taxes collected from the community go to SWS 
offices, and the [SWS] government staff decide how 
to use the money after paying [staff] salaries”. In 
contrast, another official in district finance stated 
that “the district administration is independent to 
decide how [tax] revenue should be used”. Similarly, 
another Baidoa government official stated that “the 
local government does not contribute money to the 
state government because it often does not require 
our contribution”, suggesting that many “local” taxes 
are collected by the SWS government, but that taxes 
collected by the local administration are retained 
by that administration. In corroboration with this, a 
respondent from the FGS36 further stated that many 
taxes in Baidoa are collected by SWS. 

In accordance with these current power structures, 
a representative from one implementing agency 
stated that the FMSs do not want to share revenues 
and responsibilities with DCs, and that, in general, 
state officials believe that they should be highly 
involved in tax collection because they will then have 
access to more funding and, consequently, more 
power. Similarly, a respondent from an international 
partner37 stated that “making districts more 
responsible for local taxation would undermine the 
fiscal capacity of the states” as the FMSs currently 
generate a substantial portion of their revenues from 
tax collection in state capitals.
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In contrast, the FGS has very little involvement in 
local taxation. An FGS official38 stated that the FGS 
was involved in decision-making to “improve revenue 
collection” and implement a legal framework for 
taxation; another official in the MoIFAR39 argued 
that the FGS “should have a supervision/oversight 
role” for taxation. However, officials did not describe 
either current involvement or plans for substantial 
future involvement in local taxation.

The current status of state control over local 
taxation systems suggests that if fiscal powers were 
devolved to district governments, FMS officials 
would lose substantial power over revenue-related 
decision-making, particularly in Category A and B 
districts. While outside the scope of this report, it is 
important to note that the research suggests that 
FMSs may also have substantial power over service 
provision and decisions surrounding expenditures 
in some districts, in addition to decisions around 
revenue generation. A local government official in 
Baidoa, for example, stated that:

Currently, we do not provide public 
services such as free education and 
free health because the district is the 
state’s temporary capital. All ministries, 
including the health and education 
ministries, are based in Baidoa. 
Therefore, they are responsible for the 
provision of those services.40

This dynamic suggests that FMS governments 
in particular may be reluctant to fully support 
the operationalisation of a functional fiscal 
decentralisation system with local-level control 
over revenue raising and expenditures. An external 
actor with PREMIS stated that, along these lines, 
while the FMSs provide some technical support 
for local governments to raise revenues, in 
general, there is so much contention between 
government levels that FMS officials feel a need 
for issues related to intergovernmental dynamics 
and assignment of responsibilities to be clarified 
before additional support can be provided. This 
respondent emphasised the need to establish a 
clearer rules-based system clarifying the taxation 
responsibilities of different levels of government, but 
also speculated that this process may be difficult, 
particularly given the current large role of FMSs in 
collecting taxes in some Category A and B districts, 
such as Baidoa and Kismayo. Further complicating 
this issue, a representative from an external actor41 
stated that the decentralisation process is generally 
viewed by the FMSs as a means for the FGS to 

undermine their power; as a result, FMSs do not 
necessarily support DCF and decentralisation 
of taxation powers—which they view as their 
responsibility—to the district level.

The research suggests that some efforts have been 
made to improve cooperation and better delineate 
responsibilities between the FGS, FMSs, and local 
governments regarding taxation. A government 
official in Baidoa,42 for example, described meeting 
with the SWS government about local taxation, and 
described these meetings as beneficial because 
of the SWS government’s involvement in revenue 
collection and expenditures in Baidoa, as well as 
because these meetings provided the district 
government with the opportunity to gain additional 
support from the state. In Berdale, a government 
official described meeting with the SWS Ministry of 
Interior to discuss local tax collection:

We have had many meetings with 
officials from the Ministry of Interior 
of SWS… and in those meetings the 
modalities of tax collection in the 
districts and how best to manage 
tax funds were discussed. In those 
discussions, needs and economic 
gaps were identified and then it was 
agreed that the district administration 
would use tax revenue to cover its 
operations since there are no external 
funds to support local administrations 
throughout the state.43

Berdale government officials also described 
meeting with the SWS government to discuss 
potential sources of tax revenue for the district 
government, including taxes on transportation, and 
to explore options for the district government to 
secure additional funding through taxation. These 
meetings were described positively. In general, 
government officials in Berdale expressed a desire 
for SWS government involvement in the design of tax 
systems and in expenditure decision-making.

Overall, these findings point to a need to better 
establish a clear, rules-based system delineating 
FGS, FMS, and local government taxation 
responsibilities. This system should undertake the 
following:

• Specify the level of government responsible 
for collection of all tax types. 
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• Harmonise current legal frameworks on local 
taxation to ensure that multiple levels of government 
are not responsible for the same taxes. 

• Delineate tax rates and tax collection 
timeframes for all taxes. 

• Specify the method by which revenues are to be 
consolidated (i.e., within the FMS TSA or within 
accounts established by district governments). 

Consideration should be given to the revenue 
potential of taxes assigned to district governments; 
if revenue potential is insufficient, revenue gaps 
will need to be covered through IGFT (discussed in 
Section VI).

For areas like Berdale and other Category C districts, 
this process is unlikely to be contentious, as officials 
from the FMS and FGS have little current involvement 
in revenue collection, revenue potential is low, 
and local government officials seem to welcome 
greater involvement and support from higher levels 
of government. For areas like Baidoa and other 
Category A and B districts, however, this process 
may be problematic, as it may involve altering current 
systems of government power and control over  
local revenues. 

After initial establishment of a tax system, local 
governments will also likely face the need to alter 
the tax system or tax rates over time; this may lead 
to further intergovernmental conflict if state or 
national governments are unwilling to provide local 
governments with sufficient autonomy to alter tax 
systems. Alternatively, if higher-level governments 
provide excessive autonomy to local governments, 
tax systems may be changed too frequently in 
response to local political conditions (for example, 
to curry favor from constituents prior to an election). 
There is thus a need to balance state and national-
level involvement in both the establishment and 
operationalisation of local tax systems. Excessive 
involvement from higher levels of government may 
result in, as described above, insufficient local 
control over revenue sources as well as insufficient 
abilities of local government to alter tax systems as 
local conditions change. Insufficient involvement 
from higher levels of government, however, may 
result in a myriad of uncoordinated and contradictory 
local tax systems—an issue discussed further 
below—and suboptimally frequent changes to tax 
systems. These considerations again point to the 
need for a clear rules-based system that specifies 

taxation responsibilities and the roles of various 
levels of government in coordinating the design and 
alteration of tax systems.

Outside of intergovernmental dynamics, local-
level dynamics may also affect local governments’ 
abilities to design tax systems. Local governments, 
particularly those established in areas recently 
liberated from Al-Shabab, may not be representative 
of local communities but, due to their control over 
the nascent government, may be able to quickly 
capture key economic sectors and establish long-
term control over government systems. These 
non-representative governments may be reluctant 
to engage in any process which may reduce their 
control over resources, and, if they are able to 
consolidate enough power over governance, may 
not feel a need to develop functional or equitable 
tax systems in order to provide services to their 
constituents. Similarly, the capture of government 
by economic elites may also affect the design of tax 
systems. Owners of large businesses, for example, 
may encourage the government to reduce rates on 
business taxes or exclude them from tax systems 
altogether. These issues may be particularly salient 
in areas where democratic systems have not been 
fully established, as constituents may not be able 
to hold the government accountable for effective 
tax collection (and expenditure). This is discussed 
further below as a challenge for long-term equity 
and accountability.

POPULAR ACCEPTANCE OF TAXES

Outside of intergovernmental and local power 
dynamics, an additional political economy 
consideration affecting the development of local tax 
systems is popular acceptance of taxation types. 
Clearly, taxes only have high revenue potential if 
taxpayers are willing to pay them, particularly given 
the low ability of all levels of government in Somalia 
to enforce tax payment. In Somalia, for example, 
while property taxes may be a promising source of 
revenue, they also have the potential to exacerbate 
conflict in areas where land tenure is weak and 
conflict over land is common.

Currently, even among municipalities and districts 
that levy their own taxes, many locations do not have 
a formal or codified tax code. As a result, while in 
many locations local taxation is viewed as legitimate, 
in others, payments to state actors are viewed 
as extractive, exploitative, or illegitimate (Jordan, 
2016). In the research, while most respondents 
in Baidoa and Berdale described taxation as at 
least theoretically fair, several issues stood out as 
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reducing popular acceptance of various types of 
taxation. Respondents did not consistently mention 
any specific tax types that garnered more—or less—
popular acceptance than others; issues are rather 
related to the general design of local tax systems.

RESPONDENTS OFTEN EXPRESSED 
RELUCTANCE TO PAY TAXES OF ANY TYPE 
BECAUSE THEY DID NOT FEEL THAT TAX 
REVENUES WERE RETURNED TO THE 
COMMUNITY VIA THE PROVISION OF SERVICES: 

This effectively reiterates the importance of “finance 
following function.” This reluctance also relates to 
the implicit social contract between a government 
and its citizens, in which the government is required 
to provide services for its citizens (especially 
security) and, in return, citizens agree to pay taxes 
and obey laws.44 In the context of Somalia, where 
all levels of government—FGS, FMS, and district—
provide few services (especially high-quality 
services) and, furthermore, may not even be capable 
of ensuring citizens’ security, the social contract that 
compels citizens to pay taxes may not be upheld.

Along these lines, a businesswoman in Baidoa, for 
example, stated that “the government system of 
Baidoa is getting better, but the community still 
believes the taxes are money that government 
officials use for their interest, not the public interest”. 
Similarly, in Berdale, a businesswoman stated that 
most community members believed that the local 
administration used tax revenues for their own 
interests. Across both Baidoa and Berdale, this 
sentiment was commonly expressed by male and 
female community members, women and youth 
leaders, clan elders, and even some government 
officials. This sentiment may, in some cases, be 
related to perceptions of corruption, but may also 
simply relate to the reality that within districts (and 
the FMS), the majority of government budgets are 
used for administration and security costs, rather 
than service delivery. Community members may 
therefore have legitimate concerns that increased 
revenue collection will not result in increased 
provision of public services, but rather be used to 
bolster administrative costs.

While this finding does not have direct implications 
for the design of tax systems, it emphasises 
the importance of the reverse side of taxation: 
expenditures. While outside of the scope of 
this report, it is still important to note the vital 
importance of transparency of government 
expenditures and of ensuring tax revenues are 
spent efficiently on public-facing services that are 

in demand by the local population, as the effective 
use of tax revenues is a key component to increasing 
popular acceptance of all types of taxation. If 
revenues are not spent on services that are highly 
visible to the public then there will be a need to at 
least actively communicate how district councils are 
using taxpayer money.

RESPONDENTS EXPRESSED LESS ACCEPTANCE 
OF TAXES THAT WERE ALSO COLLECTED BY 
AL-SHABAB: 

In particular, taxes on businesses, transportation, 
and land. Situations of double taxation by both the 
government and Al-Shabab greatly reduced the 
popularity of taxes. A community member in Berdale 
described the situation as follows:

There is Al-Shabab outside the city who 
take money from anyone building a 
house and if the person refuses it he 
cannot go out of the city or else Al-
Shabab will kill him. But people cannot 
pay double tax. For instance, if the 
government takes $1,000 you have to 
give $7,000 to Al-Shabab and people 
cannot afford that. Another example is 
that there are many vehicles that were 
restricted in the roads because they 
could not pay such a huge amount 
of money to Al-Shabab as well as the 
government.45

In the context of designing local tax systems, it 
is thus important to acknowledge the reality that 
Al-Shabab have, in many areas, far more control 
over the tax base than local governments. Local 
governments may thus have to adjust tax rates and 
systems to avoid situations of excessive double 
taxation which reduce popular acceptance of state 
taxation or push communities into poverty, with the 
understanding that these systems will later undergo 
adjustment as areas are further liberated from Al-
Shabab control.

FREQUENT CHANGES IN TAX RATES 
DETRIMENTALLY AFFECTED POPULAR 
ACCEPTANCE OF TAXATION:

The road and transportation taxes 
are the most difficult for the local 
government to collect because the 
local government changes its rules 
every month by increasing the road 
and transportation taxes… I believe 



54

collecting taxes are fair, but the local 
government must not increase the 
taxes every time.46

This respondent also emphasised that the 
community was willing to pay taxes but was “not 
happy to pay taxes every day”, and recommended 
that the local government collected taxes from 
business owners on a monthly basis. While 
these sentiments were not expressed by other 
respondents, they still suggest a need for the  
clear stipulation of tax rates in a formal local tax 
code and for less frequent collection of taxes 
in order to increase popular perceptions of the 
system’s fairness.

HIGH BURDEN OF ADMINISTRATION AN 
OBSTACLE TO COMPLIANCE: 

Finally, a community member in Berdale stated that 
he believed transportation taxes were fair because 
the administration only collected a small amount  
of money from each vehicle. Along a similar line, 
many respondents in both Baidoa and Berdale 
mentioned that small business owners often 
struggled to pay taxes due to low revenues. This 
emphasises the importance of ensuring that tax 
rates stipulated in the tax system do not impose an 
excessive burden on taxpayers in order to improve 
popular acceptance.

HARMONISATION
As outlined above, the development of robust local 
tax systems will require harmonisation of current 
legal frameworks for state and local taxation, as 
these frameworks—in some cases—allow for legal 
double taxation by different levels of government. 
Harmonisation of these frameworks will help to 
better clarify the role of district governments in 
revenue raising, as well as help to improve popular 
acceptance of taxation by avoiding double taxation.

A final, broader consideration for the harmonisation 
of local tax systems is the need for harmonisation 
of tax systems across various localities. If tax 
systems vary widely across districts, this may result 
in undesirable economic incentives, such as the 
movement of businesses or economic activities 
to districts with lower tax rates. In Tanzania, for 
instance, the legal system allows local authorities 
to introduce new taxes and make rate changes; 
there are no clear criteria imposed for tax design; 

and there is little coordination between governing 
bodies with regard to taxation. These issues have 
resulted in a large number of different tax structures 
and systems; as a consequence, there are often 
large variations in the tax rates imposed by local 
governments on similar revenue bases. This leads to 
tax evasion, for example through the movement of 
agricultural goods across governing boundaries in 
order to pay lower taxes (Fjeldstad, 2001).

In this regard, the high level of control exerted by 
FMSs over local taxation in some districts may be 
beneficial, as this process avoids the development 
of a myriad of widely varying tax systems. However, 
if the fiscal decentralisation process progresses and 
fiscal powers are further devolved to the local level, it 
will be important that efforts are made to coordinate 
the design of tax systems across districts. This 
process will be particularly important for taxes 
on factors with higher levels of mobility, although 
some coordination of tax rates will be needed 
even for immobile factors to prevent distortionary 
economic effects. It will also be important for the 
tax harmonisation process to include government 
officials and other key stakeholders from local, state, 
and national administrations, as local officials will 
have a better understanding of specific constraints 
to—and opportunities for—taxation within their 
districts, while higher-level government officials will 
have a better understanding of overall budgetary 
needs and can facilitate agreements between 
different district governments.

Nascent local tax system coordination appears 
to already be occurring in Somalia; for example, 
an official in Baidoa47 described meeting with the 
FGS MoF and state governments to discuss khat 
taxation and agree upon harmonised khat tax rates. 
However, most respondents from SWS48 stated that 
no major steps had been taken to create taxation 
guidelines for district governments throughout the 
state, although—as described above—the SWS 
government was involved in setting local tax rates. 

In general, these findings suggest that harmonisation 
of local tax systems across districts is not currently 
a pressing issue in Somalia. However, establishing 
official taxation guidelines and a system by which 
local governments and state governments can meet 
to harmonise taxation could help avoid a proliferation 
of contradictory tax systems, like that in Tanzania, 
which would complicate local taxation in the future.
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IDENTIFYING AND REGISTERING TAXPAYERS AND 
DETERMINING TAX LIABILITIES

After the development of local tax systems, the 
next step for establishing and operationalising local 
taxation is to create and implement systems for: first, 
identifying taxpayers; second, registering taxpayers; 
and third, determining tax liabilities. As with the 
development of tax systems, potential constraints on 
these components include technical considerations, 
such as resource and capacity limitations to 
building effective systems, and political economy 
considerations, such as issues related to conflict 
over who qualifies as a taxable citizen of a district or 
government capture by elites. 

TECHNICAL 
CONSIDERATIONS
LOCAL GOVERNMENTS LACK OFFICIAL, 
COMPREHENSIVE RECORDS OF ELIGIBLE 
TAXPAYERS IN THEIR DISTRICTS. 

The identification of all eligible taxpayers (including 
individuals, businesses, vehicle owners, property 
owners, or other potential taxpayers) within a district 
may be a major technical challenge, requiring 
either the completion of a local census or the 
establishment of a system by which local community 
members can register themselves as taxpaying 
residents of a district. Both of these systems may 
be logistically complicated, expensive, and require a 
high level of government capacity and enforcement. 
Additionally, the government must have capacity 
to continually update its list of eligible taxpayers as 
residents move in or out of the district, or as their 
eligibility for specific taxes changes.

Identifying taxpayers may also be challenging where 
nomadic populations are large. Nomadic populations, 
including both pastoralists and seasonal migrants, 
routinely move between districts, states, and even 
countries. Registration of these populations, most 
often discussed in the context of eligibility for voting 
in democratic elections (Peterson, 2020), may also 
be a contentious and complicated issue affecting the 
identification and registration of taxpayers, as the 
most appropriate jurisdiction to levy taxes on these 
populations may be unclear.

TECHNICAL CAPACITY TO REGISTER 
TAXPAYERS IS LIMITED:

In addition to these fundamental issues, the 
research suggests that technical capacity to 
register taxpayers and determine tax liabilities is 
also limited across Somalia. A principal challenge 
related to the registration of taxpayers is the 
informality of Somalia’s economy; business taxes, 
for example, may be challenging to levy in areas 
where informality is widespread and the majority of 
businesses are not registered with the government. 
Indeed, a businesswoman in Baidoa emphasised the 
importance of effective business registration by the 
government to ensure that every business owner 
pays taxes. 

Baidoa, government officials described the use of a 
manual system—i.e., a system using written records 
kept in books (see Figure 1)—for registering small 
businesses.

FIGURE 1: BAIDOA FINANCIAL REPORTS

Opinions of this system were mixed, with some 
officials highlighting the need for an online system:

The local administration uses a manual 
system to register the taxpayers… This 
system is not satisfactory, and it will 
be better if the system can be improved 
into an online system to record all the 
data.49

The tax collection staff do not have 
enough equipment and do not have 
effective tax data as they use manual 
methods, which puts the taxation on a 

Image credit: ©SSF
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book. Therefore, what they need is to 
establish digital or online data record 
systems.50

Other officials, however, said that the current system 
was satisfactory, particularly given the low capacity 
of many government staff to use computerised 
systems:

We use manual books to record the 
taxpayers. Then, according to the 
calculation of the tax percentage, there 
is a system for the local government 
and MoF of SWS that calculates the 
amount of tax every business will 
pay. Right now, this manual system is 
effective because most tax collectors 
don’t have the computer skills to record 
the data.51

In Berdale, systems for taxpayer registration were 
even less developed given the low number of taxes 
currently charged by the district administration. 
A government official52 stated that the local 
administration had registered all the vehicles that 
use the roads using a manual system to allow for the 
collection of transportation taxes. A senior official in 
finance, however, stated that no registration of local 
businesses had been completed.

COMPLEXITY REGARDING THE REGISTRATION 
OF PROPERTY ELIGIBLE FOR TAXATION 

In Berdale, a senior official in finance stated that 
land taxation was not possible because there 
was no legal documentation of land ownership, 
properties did not have official addresses, and 
there were no geographic information systems (GIS) 
for land registration and administration. Similarly, 
a tax collector stated that there were no official 
land ownership documents for landowners. A 
representative from JPLG further noted that some 
properties—including high-value properties—
were not frequently visited by their owners, who 
might belong to the diaspora or reside elsewhere; 
government officials may face particular difficulties 
contacting and registering these landowners. 
Overall, the lack of formal land ownership records or 
mapping systems—in addition to political economy 
constraints detailed below, including disputes 
over land ownership—may make the registration 
and taxation of property based on ownership very 
difficult. Taxation based on the occupancy of land 
is logistically easier—and, in fact, the SWS Revenue 
Act (2018) stipulates that where landowners are 
not available, occupants of property should pay 

taxes—but may still be technically challenging if the 
demarcations of property are not clear. Taxation of 
property occupancy, rather than ownership, may also 
be regressive if it allows wealthy property owners to 
avoid taxation.

CHALLENGES IN DETERMINATION OF TAX 
LIABILITIES. 

In Baidoa, government officials and community 
members described the following process for 
calculation of tax liabilities for businesses based on 
the size and type of the business:

The government divided all businesses 
in the city into different categories 
such as categories A, B, C, and D.53 
Some of the staff are sent to the market 
to evaluate the stock of every category 
and then their percentage of tax money 
for each category is decided in that 
way.54

Interestingly, this description of the tax liability 
calculation process seems to fall outside of 
the legislative framework for business taxation 
stipulated in the SWS Revenue Act. This Act 
prescribes a fixed tax amount payable per month for 
grades A through D businesses in various sectors; 
for example, grade D restaurants are required to pay 
5 USD monthly, grade D electronics businesses 8 
USD monthly, and grade D hardware businesses 4 
USD monthly (see Annex 2 for more details). While 
this process still requires an estimation of business 
size (in order to categorise businesses into grades), 
it does not require the calculation of taxes as a 
percent of business stock or revenue, which is 
clearly more logistically complicated. It is unclear as 
to why these differences between legally stipulated 
processes and actual processes exist.

Even for the charging of flat taxes on businesses, 
however, government staff must be able to 
accurately evaluate or verify the revenue of 
businesses in order to classify them into grades. 
This may be challenging, particularly given that 
businesses face incentives to report lower 
levels of revenue in order to pay fewer taxes; a 
government official in Baidoa,55 for example, stated 
that calculating tax liabilities for businesses was 
challenging because “business owners will hide their 
profits and not allow the government to check their 
bank accounts or business transactions”. A senior 
official with the Baidoa MoF additionally cautioned 
that many large business owners might refuse to 
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share their balance sheet with the government 
“because of fear that other business competitors 
would see their transaction history”. 

Even for businesses that do not engage in tax 
evasion, calculation of tax liabilities may be difficult. 
A government official in finance in Baidoa stated 
that many businesses “do not use bank accounts or 
mobile money services, and the government cannot 
track their profits”. Similarly, an official in finance in 
Berdale stated that:

The overall capital and profits of the 
local large businesses is not known 
to the government. For them to pay 
taxes they should register and issue 
licenses for businesses first so that 
the government knows the amount 
of capital invested in the business so 
that percentages of their profits can be 
allocated for taxation.56

In addition to the process whereby tax liabilities were 
calculated based on business revenue, community 
members57 also described a standard tax for small 
businesses of between 2,000 and 6,000 shillings 
(less than 0.25 USD) collected daily. While this 
system of determining tax liability is technically 
simple, it may result in regressive tax collection 
if small businesses with low levels of revenue 
are charged the same amount of taxes as small 
businesses with higher levels of revenue— an issue 
discussed further below.

For property taxation based on the value of land, 
the determination of tax liabilities depends on 
the government’s ability to accurately value land 
and update land values over time. Currently, land 
taxation in Baidoa occurs upon the sale of land as a 
simple 5% tax levied on the money from the sale.58 
This tax is administratively simple, as the values 
of land sales are clear and documented when the 
sale occurs59; operationalising a yearly property 
tax is more technically complex. Currently, systems 
for property valuation are not clear; as a result, 
a representative from one implementing agency 
stated that some landowners had objected to the 
tax liabilities imposed on their property, arguing that 
their houses were not worth the amount calculated 
by the government. 

A respondent from an international partner60 
described one system implemented in several 
areas of Somalia for progressively operationalising 
a property tax used to avoid technical (and 
political) challenges surrounding land valuation and 

ownership. The first stage of this system is a flat fee 
of 15 USD on property occupants; the second stage, 
establishment of a different tiers of fees, whereby 
owners of larger (greater area) properties pay 
greater fees; the third stage, further differentiation 
of fees based on build type of the property (i.e., hut, 
iron sheet, concrete, etc.); and the fourth stage, 
implementation of an ad valorem property tax. Only 
stage one of this system has been implemented thus 
far, although tax collection agencies in Kismayo have 
begun to move towards stage three (directly from 
stage one). In SWS, the Revenue Act stipulates an 
urban property tax most in line with stage three of 
this system, whereby residential, industrial, business, 
and agricultural properties are charged different 
flat fees, but it does not appear that this system has 
been operationalised.61 

It is worth noting that although this progressive 
implementation of property taxation is currently far 
more feasible than property taxation based on land 
valuation and ownership, to date, this system has 
seen limited rollout, with no collection of property 
taxes reported in SWS or Galmudug financial 
statements in 2020 or 2019 respectively.62 Some 
success has been seen in Kismayo, however; after its 
implementation of the PREMIS Property Tax Support 
Programme, collection of property taxes increased 
from around only 7,000 USD in fiscal year 2017 to 
around 88,000 USD in fiscal year 2018 (Granger, 
2019) and a substantial 1,800,000 USD in fiscal 
year 2019 (as reported in the consolidated financial 
report). This suggests that revenue potential from 
property taxation—even using relatively rudimentary 
systems—is substantial, but that more work needs to 
be done to expand property taxation to other areas.

Respondents stated that some technical training 
had been provided to local governments to improve 
their capacity in these areas; in Baidoa, for example, 
a senior official with the local MoF stated that staff 
had received training on how to keep records of 
taxpayers. An official in administration and finance in 
Baidoa also described efforts to modernise  
the taxpayer registration system to deal with 
technical constraints: 

Since I was appointed to this position, 
I am trying to issue digital registration 
and issue ID cards to all people who 
should pay taxes.63

Many government officials, however, expressed 
a need for more training for staff. While 
additional training may help reduce some of the 
aforementioned technical constraints, a respondent 
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from JPLG noted that high levels of staff turnover due to low 
salaries made it difficult for local governments to retain trained 
staff and benefit from trainings. He described, for example, UN 
agencies investing in training staff who then move on to more 
high-paying jobs instead of utilising their training in their current 
role to improve local taxation processes.

POLITICAL ECONOMY 
CONSIDERATIONS
In addition to technical challenges, identifying and registering 
taxpayers and determining tax liabilities may be a substantial 
political challenge in many areas of Somalia. The most salient 
political economy considerations affecting these components 
of taxation are issues of “belonging”, or what qualifies a person 
to be a resident of a particular area; issues related to the lack  
of state control over districts; issues related to potential conflict 
over revenue-raising responsibilities between districts and  
the FMS; and issues related to potential government capture  
by elites.

CITIZEN REGISTRATION MAY HAVE POLITICAL AND 
PEACE BUILDING IMPLICATIONS:

Issues of “belonging” to a particular area (and thus being 
registered as a taxable citizen of that area) are often unclear 
and highly contentious in Somalia—a problem that may 
affect both identification and registration of taxpayers. The 
act of identifying and registering citizens of a district may 
have political and peacebuilding implications, particularly if 
registration of land ownership is also required in order to levy 
property taxes (see Box 3).
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BOX 4: PROPERTY TAXES AND LAND RIGHTS IN 

SOMALIA

Property taxes on the ownership or occupancy of land—commonly the main 
source of revenue for local governments in both developing and developed 
countries (Hobdari et al., 2018)—may be particularly politically challenging 
in Somalia due to complex and contentious issues surrounding land tenure. 
While property taxes may provide a substantial opportunity to raise significant 
amounts of local revenue, they may also pose a major risk to peace and 
government legitimacy in many areas.

Land has substantial political significance in Somalia due to its value as a 
resource and basis for many Somalis’ livelihoods. Even prior to state collapse, 
the value of land and its centrality to political patronage in Somalia led to 
duplication of land titles and displacement. During and after state collapse, clan 
militias engaged in widespread land grabbing, particularly in the riverine and 
inter-riverine areas. This pattern of land-grabbing, along with the collapse of 
cadastre offices and land registries along with the government, increased the 
potential for violent disputes over land ownership (Expanding Access to Justice 
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Programme, 2020a). Respondents in the research verified the lack of land registration 
documents, with one community member in Berdale64 stating that “the land in the 
district is not registered and there are no legal ownership documents.”

The lack of land registration records means that there are few formal means to verify 
claims to land ownership. Instead, justice providers—who may include courts, clan 
elders, or district Peace Committees—often rely on neighbors to act as witnesses for 
the claimant or on visits to land to validate measurements and descriptions in existing 
title deeds. Once ownership is verified, it may be formalised in documents called sabor 
logo; this process, however, is vulnerable to bribes, intimidation, forgery, and nepotism 
(Expanding Access to Justice Programme, 2020a). If ownership cannot be verified—
either for technical or political reasons—then groups with political power (generally 
the majority clan in the area) tend to benefit and may seize land from minority groups. 
These dynamics may drive land claimants to Al-Shabab courts as a last resort for justice 
(Expanding Access to Justice Programme, 2020b).

In the research, when asked about challenges that the government might face to charge 
landowners a yearly fee based on their property value, no respondents mentioned 
the risk of exacerbating intra-community conflict. However, a government official in 
Baidoa65 described several challenges relating to land tenure and land ownership in 
addition to those described above. First, many landowners had old land ownership 
documents under which they had received bank loans for their land purchases, and 
updating land ownership documents could be difficult because banks fear losing money 
tied to the previous documentation. Second, during state collapse, many residents had 
claimed large amounts of land and would now not be able to pay taxes on all of their 
landholdings; these residents are likely to be resistant to land taxation.

A businesswoman in Baidoa had a notably negative perception of land registration, 
although this sentiment was not echoed to the same extent by other respondents:

I don’t think [land taxation] will be easy because when the local 
government started registering Baidoa houses with serial numbers, some 
people had a gun and said no one can stick the serial number to my house 
because the government didn’t buy this house for me. So the community 
can start fighting with the local government if land taxation starts.66

Overall, however, most respondents expressed willingness to pay property taxes 
(as long as tax money was used by the government to provide public services), but 
mentioned a need to sensitise the community on land taxation, as most community 
members had not experienced land taxation since state collapse:

it is difficult to collect taxes from landowners because people never saw 
taxes on land since they were born… The most important thing is to 
mobilise and educate people on the meaning and objective of  
[property] taxation and we are planning to do before we introduce  
taxation on lands.67

These findings generally suggest that it may be possible for local governments to 
establish regular systems to tax ownership or occupancy of property, but that any such 
process must be handled with a high level of sensitivity, both to the risk of exacerbating 
conflicts over land and to the risk of legitimising land ownership claims that arise as a 
result of the marginalisation of minority groups.

Image credit: ©AMISOM
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INSECURITY MAY BE PROHIBITIVE OF 
REGISTERING TAXPAYERS:

Because many local governments lack functional 
control over the entirety of their district—often 
controlling only the central town or city, while 
Al-Shabab control surrounding areas—security 
issues may prevent governments from identifying 
or registering all taxpayers in the district. This 
challenge may occur either because, logistically, 
the government cannot safely reach all eligible 
taxpayers, or because residents are reluctant 
to register with the government out of fear of 
retribution from Al-Shabab. This dynamic reduces 
the effective size of the tax base.

Legally, issues of control over districts may also be 
contentious due to unclear demarcation of district 
borders. In Puntland, for example, ten new districts 
were legally established between 2012 and 2020 for 
political (including clan-related) reasons. No mapping 
was conducted as these districts were created; as a 
result, in some cases, the boundaries of districts are 
unclear and contested (Peterson, 2020). Although 
issues related to border demarcation are unlikely 
to immediately generate conflict between districts, 
as most districts lack the capacity to levy taxes 
outside of the central town or city, in the long term, 
these issues will need to be resolved to ensure that 
taxation responsibilities are clearly defined between 
districts.

INTERGOVERNMENTAL CONTESTATION OVER 
CONTROL OF PROPERTY TAX MAY BE AN 
OBSTACLE TO REGISTRATION OF LAND: 

Conflict over the control of property taxation 
between district governments and the FMS may 
affect registration of land. Currently, where property 
taxes on the ownership or occupancy of land are 
levied, they are generally the responsibility of the 
FMS, who have greater capacity to register property 
ownership. If these taxes are devolved to the local 
level, then there may be little reason for the FMS to 
support land registration initiatives as the process 
would be politically contentious and the revenues 
accrued as a result of land registration would go 
to the district government, rather than the state 
government. In Berdale, an official noted that plans 
to register land adopted by the SWS government had 
not yet been operationalised:

There is a strategic plan developed by 
the interior ministry to improve the 
tax revenue by imposing land taxes, 

but that plan has not yet been put into 
practice because the ministry has not 
yet started to issue land and property 
ownership documentations.68

This statement emphasises the involvement of the 
FMS in land registration and suggests that FMS buy-
in into land registration processes may be vital to 
operationalise a property tax.

LOCAL ELITES, WHO HAVE HIGH BARGAINING 
POWER, MAY NOT BE TARGETED FOR TAXATION 
DUE TO CAPTURE OF LOCAL GOVERNMENTS:  

Despite evidence that local elites are usually more 
willing to pay taxes at the local level than the national 
level (Cantens and Raballand, 2021), local elites may 
seek to avoid taxation through state capture. This 
issue may occur at either the registration stage—
with tax officials neglecting to register, for example, 
large, influential businesses or the property owned 
by elites—or during the determination of  
tax liabilities. As a result of these dynamics, 
with local tax financing, there is a risk that local 
government may cater to powerful elites by enacting 
a regressive financing pattern whereby the non-elite 
bear the tax burden of providing services to the elite 
(Bardhan, 2002).

Business taxes, for example, may be regressive 
if elite capture of the local government results in 
under-taxation (or no taxation) of large businesses, 
resulting in most of the tax burden falling on small 
businesses. In Somalia, government often lacks 
the will to levy direct taxes on elites. For example, 
the federal government has effectively chosen not 
to tax large companies in urban areas, including 
companies in telecommunications, remittances, 
and electricity generation and distribution, in part 
because the government may be beholden to large 
companies and powerful businessmen for loans 
or service provision, or otherwise because of elite 
capture of the government. Evidence from Puntland 
also suggests that local governments target small 
businesses and market vendors for taxes, but largely 
leave politically powerful business under- or un-
taxed (van den Boogaard and Santoro, 2021).

In the research, all respondents stated that 
large businesses paid more in taxes than small 
businesses, and most did not mention any issues 
of tax evasion. However, one government official 
in Baidoa did describe some issues related to elite 
capture of government:
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Taxes from large businesses such as 
hotels are challenging because those 
are powerful and have influence in 
the community, and the government 
cannot force them to pay the tax.69

Similarly, a community member in Baidoa described 
some issues related to corruption and the calculation 
of tax liabilities:

Corruption occurs in both the 
community and local government, for 
example, [with tax collectors] taking 
less amount of tax than required and 
also overcharging tax which leads to 
one not being able to pay the tax.70

It is unsurprising that most respondents did not 
describe tax evasion by elites, as issues of tax 
evasion may be highly sensitive and nuanced. 

Elites may evade taxes by influencing politicians 
to inaccurately calculate their tax liabilities (as 
described by the community member in the above 
quote), rather than by avoiding taxes altogether. It 
may be difficult for the general public to perceive 
this tax evasion as they may still observe elites 
paying greater amounts of taxes than non-elites and 
may thus perceive the calculation of tax liabilities 
as fair, even if tax liabilities for elites are lower as 
a percentage of their wealth than liabilities for 
non-elites. Government officials are also unlikely 
to report elite capture over the process of tax 
liability calculation, as this would implicate them in 
corruption. Regardless, elite capture of government 
remains a pertinent issue for taxpayer registration 
and the determination of tax liabilities (as well as the 
collection of taxes, as detailed further below).

COLLECTING TAXES

The final component of local taxation is the 
collection of taxes. This involves establishing a 
system by which taxpayers send money to the 
government, which may be manual (involving in-
person interactions between taxpayers and tax 
collectors) or digital (such as through mobile 
money services); establishing systems to verify the 
receipt of payments; and consolidating collected 
revenues into a specified account—either a TSA or 
a bank account controlled by the local government. 
Technical considerations for the collection of 
taxes include, as above, resource and capacity 
limitations to building effective systems, while 
political economy considerations include the lack of 
state monopoly on tax collection, issues related to 
the unpopularity of tax collection, and government 
capture by elites.

TECHNICAL 
CONSIDERATIONS
Currently, local governments in Baidoa and Berdale 
utilise relatively simple tax collection processes 
for different types of taxes,71 operating within the 
bounds of the technical and capacity constraints 
that they face. In Baidoa, for yearly or bi-yearly taxes 
on businesses, the local government or Ministry of 
Finance informs businesses upon registration of 
the amount of taxes that will be due every year or 
every six months.72 When taxes are due, the local 
government notifies businesses by driving a car 

with loudspeakers through the town.73 The method 
of tax collection varies by business size; for small 
businesses, local government staff called mina shibi 
collect taxes daily, while large businesses in the 
district deposit taxes with the MoF on a yearly or bi-
yearly basis.74

For transport taxes, in both Baidoa and Berdale 
(where only transport taxes are regularly collected) 
tax collectors are stationed at checkpoints where 
taxes are charged to the drivers of vehicles. In 
Baidoa, taxes are also collected within livestock 
markets on the sales of livestock,75 and taxes 
are collected on the purchase or sale of land as 
a fee charged during the process of issuing land 
ownership and registration documents.

LOCAL GOVERNMENTS OFTEN LACK THE 
CAPACITY AND KNOWLEDGE TO EFFECTIVELY 
COLLECT REVENUES: 

Low levels of skill and morale of tax collectors, 
together with a lack of equipment, diminishes 
authorities’ capacity to be effective in collecting 
tax (Jordan, 2016). In Baidoa, officials from the local 
government expressed mixed opinions on their 
capacity to collect taxes. Both a senior official with 
the Baidoa MoF and an official in administration and 
finance stated that the district has enough staff who 
are sufficiently trained to be able to collect taxes, 
although both also noted a need for more staff 
to collect transportation taxes, with the official in 
administration and finance stating that additional 
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staff were needed to be stationed at transportation 
tax checkpoints outside of the city. However, another 
official in finance stated that the government did 
not have enough staff to collect taxes because they 
did not have enough financing to hire sufficient 
numbers, and that staff were insufficiently trained.

In Baidoa, several respondents also noted technical 
issues that affected the government’s ability to 
verify the amounts of tax revenue collected by 
government staff. For example, one government 
official described issues verifying the collection of 
transportation taxes:

The local government tax staff assigned 
[to collect transportation taxes] do not 
have a data record system… Sometimes 
the staff who collected the tax from 
cars may get sick and take the tax 
record documents to his house; then 
the other staff cannot know which car 
paid the tax. Online tax data recording 
would help the staff track the taxation 
on the vehicles in the district. The local 
government could even establish tax 
collection offices in all areas to come 
and pay the taxes instead of sending 
staff to collect the tax manually. That 
may result in the staff losing the money 
or misusing it.76

THE LACK OF RECORDS ON TAXES COLLECTED 
FROM SMALL BUSINESSES CAN LEAD TO 
CORRUPTION OR THE MISMANAGEMENT OF 
FUNDS:

Small businesses are told to pay 2,000 
to 5,000 Somali shillings daily by tax 
collectors, and this is not reliable 
taxation because the tax collector 
can cheat the government through 
this type of collection. After all, the 
government does not know how much 
the tax collector collected from small 
businesses.77

Similarly, a representative from one implementing 
agency stated that, because the salaries of tax 
collectors were low, they were susceptible to bribery 
from taxpayers who did not wish to pay their taxes.

In addition to issues of corruption, a businessman 
in Baidoa mentioned that the lack of an effective 
recordkeeping system for tax collection could result 
in tax collectors asking businesses to pay the same 
taxes multiple times, lowering taxpayer morale:

Sometimes the small business refuses 
to pay taxes because two [separate] 
local government staff may come to 
you in the morning and the afternoon 
and ask you for taxes while they don’t 
seem aware of each other.78

In Berdale, respondents described even more 
technical constraints to tax collection than in Baidoa. 
Two senior officials in finance stated that there were 
insufficient numbers of tax collectors to collect 
taxes throughout the district or on all potential tax 
sources (such as businesses or livestock, rather 
than just transportation). These officials also stated 
that, especially if the local government were to start 
collecting more taxes from the district, additional 
training and equipment, such as office spaces and 
computers, would be needed for tax collectors.  
A clan elder79 also stated that better systems were 
needed for verifying the receipt of payments  
as, currently, tax collectors sometimes take 
money directly from taxpayers without registering 
payments.

OBSTACLES TO VERIFICATION:

Some of these challenges related to verification 
of tax payments are exacerbated by unclear 
methods for the consolidation and management 
of tax revenues. As discussed in above sections, 
it is unclear if tax revenues assigned to district 
governments under the SWS Revenue Act (2018) 
are supposed to be deposited into a TSA held by 
the FMS or retained by the district administration. 
Functional (rather than legal) consolidation 
mechanisms are also somewhat unclear; in Baidoa, 
for example, some respondents stated that all 
revenues went to the SWS government while  
others stated that revenues were retained by the 
local administration (although the specific method 
by which revenues were retained—i.e., whether in a 
unified bank account or through other means—was 
also unclear). Clarifying the mean by which revenues 
should be consolidated—either into the SWS TSA, 
for later distribution through IGFT, or into a banking 
account controlled by local administrations—is an 
important technical consideration for  
tax collection.80
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POLITICAL ECONOMY 
CONSIDERATIONS
THE LACK OF A STATE MONOPOLY ON TAX 
COLLECTION IS ONE OF THE MOST SALIENT 
POLITICAL ECONOMY CONSTRAINTS FACING 
ITS IMPLEMENTATION. 

As mentioned in above sections, Al-Shabab has 
substantial control over tax collection in many areas 
of Somalia, resulting in situations of double taxation 
or in the complete inability of the government to 
collect taxes in some areas. For example, while 
business taxes are one of the most common forms 
of local taxation in Somalia, the collection of these 
taxes is complicated in areas where Al-Shabab is 
active, as Al-Shabab also collects service charges 
on commercial operations (khidma). Khidma may 
be collected even in areas where Al-Shabab is not 
in control, as the group will summon businesses to 
areas under their control to pay charges. As a result, 
when the local government seeks to collect business 
taxes in affected areas, they may face complaints 
about double taxation, as well as fear from citizens of 
retribution for the payment of state taxes (Abshir et 
al., 2020).

COMMUNITY ACCEPTANCE AND PERCEIVED 
LEGITIMACY OF TAXATION:

In part due to the involvement of Al-Shabab in 
taxation, and in part due to the fact that formal 
governance remains nascent in much of Somalia, 
tax collection may be unpopular in some areas of 
Somalia. Tax collectors in a variety of locations 
describe taxpayer reluctance to pay, and van den 
Boogaard and Santoro (2021) find that many Somalis 
do not agree that their district administration always 
has the right to collect taxes. Jordan (2016) finds 
that in locations with strong security and positive 
state–citizen relations, local residents had positive 
perceptions of revenue collection, while in insecure 
areas, citizens had relatively negative perceptions 
of revenue collection, often due to the collection of 
taxes by militarised forces.

The distinction between legitimate and illegitimate 
payments is often tied to the history of payment 
collection in a location, community relations 
between the state tax collector and the community, 
and the level of coercion needed to collect the 
payment (Jordan, 2016). In Baidoa, for example, a 
government official described the need for force to 
collect payments due to perceptions of taxation  
as extortion: 

Sometimes, small businesses refuse the 
tax unless the government takes some 
soldiers and informs them that their 
shops will be closed if they do not pay 
the tax. You know the main challenge 
is that they don’t know about taxation, 
and if they are asked, they thought 
that it is money extortion… Some 
people confront the local government 
and refuse the taxes, but sometimes 
that issue is solved. At the same time, 
some of them are punished and jailed 
because the community has not seen 
tax collection for a long time, and 
until they understand [the purpose 
of taxation], the government will face 
challenges.81

In situations where tax collection is unpopular or 
viewed as illegitimate—and particularly where 
democratic elections have also been established—
local government officials may be reluctant to collect 
taxes from residents as this may affect their political 
support or chances of re-election.

TAX COLLECTION WAS VIEWED AS MORE 
LEGITIMATE BY RESPONDENTS IF REVENUES 
WERE CLEARLY USED TO PROVIDE SERVICES:

Acceptance was greater when revenues were 
believed to be used for highly valued community 
services such as education and health, 
emphasising—as discussed above—the importance 
of the social contract between government and 
its citizens in legitimising tax collection. Tax 
collection was also seen to be more legitimate if 
it was viewed as equitable. A female community 
member in Berdale, for example, stated that “a fair 
taxation process for all the community is really what 
convinces the community members to pay taxes”. 
Along these lines, several respondents described 
the importance of tax collection from high-profile 
taxpayers, such as government officials or large 
businesses, to incentivise tax payment among the 
general community:

The district commissioner himself 
started to pay annual fees on his land. 
If all other district officials pay the land 
fees, local community members will be 
convinced, and a huge amount of taxes 
can be generated from there.82



64

When the big businesses pay taxes directly and smoothly, when people 
see them they will be paying taxes in the same way, but if the big 
businesses don’t pay the small businesses won’t pay.83

Leveraging local community and religious leaders to mobilise the community to pay taxes 
can also help to improve perceptions of the legitimacy of tax collection. When asked 
what would convince them to pay more in taxes to the local government, a wide range 
of respondents in both Baidoa and Berdale, including youth and women’s leaders, clan 
elders, and businesspeople, said that they would pay more in taxes if religious leaders or 
community leaders (including clan elders) encouraged tax payment. In general, there may 
be opportunities in Somalia to leverage systems of informal taxation to legitimise and 
increase government tax collection; this is discussed in Box 5 below.

BOX 5: LEVERAGING SYSTEMS OF INFORMAL TAX 

COLLECTION IN SOMALIA

In research by van den Boogaard and Santoro (2021), over 70% of respondents 
reported having paid at least one informal tax or fee in the previous year. These informal 
payments can include payments to clans (such as qaaraan, or clan contributions), Islamic 
institutions (such as zakat, a type of religious tax), clan militias or other militarised 
groups, or other actors, and may function as user fees to access services; as a means to 
collectively finance public goods; as a means to finance informal government institutions 
and social welfare; or as (often extortionary) payments for the provision of security (Ibid.).

Informal taxation fills gaps left by weak formal government capacity; for example, 
Jordan (2016) reports the collection of payments by clan elders to support sanitation 
and emergency assistance projects during floods or droughts. Rather than undermining 
local governance, however, van den Boogaard and Santoro (2021) find that district 
governments may benefit from informal payments. The payment of informal taxes is 
positively correlated with district-level tax morale, possibly indicating that taxpayers 
attribute outcomes from informal payments to the district government; informal taxation 
systems may thus increase local governments’ capacity to collect formal taxation and 
strengthen the legitimacy of formal government by improving tax morale.

Additionally, in Somalia, local communities may have much higher rates of acceptance 
for methods of informal tax collection (such as payments to religious or customary 
authorities); it may thus be effective for states to collaborate with community-based 
actors for the collection of revenues. This form of collection has been used in Somalia 
to generate community buy-in for taxation, such as by government officials who use 
community leaders to negotiate tax payments on their behalf (Jordan, 2016). Similarly, 
Varming (2019) found that citizens in Puntland were more likely to pay taxes or fees to the 
government when religious figures were involved (van den Boogaard and Santoro, 2021). 
These findings suggest that it may be useful to involve community leaders in the local 
(formal) taxation process in order to increase acceptance of taxation.
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Given these dynamics, it may be useful to embed a 
form of community contribution for projects run by 
local administrations—though not necessarily formal 
taxation—in the early stages of DCF. A community 
contribution process has been used, for example, by 
IOM and SSF to incentivise communities to jointly invest 
in mutually agreed-upon public goods by contributing 
or mobilising funding; a representative from IOM stated 
that communities had been open to and enthusiastic 
about this process. The normalisation of community 
contributions for the use of public goods may increase 
awareness of and acceptance for taxation as well as 
trust in the government, as community members see 
their contributions being used for the provision of 
services (such as sanitation or the construction of 
needed infrastructure). 

However, the use of community contributions is 
not without risks. Research by van den Boogaard 
and Santoro (2019) on the Develop Informed and 
Accountable Local Governance through User 
Empowerment (DIALOGUE) programme suggests 
that community contributions tend to “crowd out” 
formal taxation; in this research, in areas where 
community contributions were used to fund community 
development projects, there was a decrease in formal 
taxation. As a result, there is a risk that an emphasis 
on the use of community contributions may actually 
decrease formal taxation, with long-term implications 
for DC sustainability and the formalisation of local 
government.

GOVERNMENT CAPTURE BY ELITES: 

Elite capture may affect both the registration of taxpayers 
and determination of tax liabilities, as discussed above, and 
the collection of tax payments. One community member in 
Baidoa explicitly described this to be a challenge:

The community does not feel that the 
taxes are fair because they feel that the tax 
collectors do not collect them equally; the 
reason is corruption.84

If government capture by elites affects tax collection, this 
may both reduce the amount of revenue collected by local 
governments as well as reducing tax morale, as taxpayers 
view taxation to be inequitable.

Image credit ©AMISOM
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LONG-TERM SUSTAINABILITY AND EQUITY OF TAX 
SYSTEMS

The design and operationalisation of local tax 
systems must also take into account long-term 
sustainability and equity considerations. This 
includes considerations related to the long-term (not 
just current) maximum revenue potential of various 
taxation methods; the potential need to adjust 
local tax systems as Somalia’s economy grows and 
modernizes; the ability to grow local tax bases; the 
potential regressivity of taxes and their impact on 
women and constituents without much political 
or economic influence (such as those in minority 
clans or IDPs); and the ability of citizens to hold the 
government accountable for the transparent and 
equitable collection of taxes from all taxpayers.

ADEQUACY OF TAX REVENUE
A fundamental concern for the sustainability of tax 
systems is the long-term revenue potential of taxes. 
As described in the section Establishing Local Tax 
Systems, it is more effective for tax systems to 
focus on high revenue-potential sources—taxes 
which either apply to a large number of potential 
taxpayers, or which have high value—rather 
than levying inefficiently small taxes which may 
not effectively support government operations 
and which may reduce tax morale. In light of this 
consideration, in the long term, it will be desirable 
for local government tax policies to transition away 
from livestock and transport taxes, for which total 
revenue potential is relatively small. Additionally, 
small business taxation should be adjusted so that 
larger fees are collected at less frequent intervals in 
order to reduce the costs of collection relative to the 
revenues collected. 

Ideally, local government tax revenues should 
primarily be drawn from some combination of 
property taxes and user charges, both of which 
typically fall under the purview of local government 
and have high revenue potential. As noted above, 
however, the reliance of FMSs on revenues from 
property taxes may problematise the devolution 
of property taxation to the local level, as this may 
risk the financial solvency of state governments. 
Property taxes may also be problematic, as noted 
above, given the complex political economy issues 
surrounding land ownership. User charges may also 
be difficult to implement due to the current system 
of privatised service provision and the limited role of 
local governments in providing services. Additional 

high revenue potential sources may include taxes 
on businesses, sales taxes, and income taxes; in the 
long term, however, taxation of these sources by 
local governments will need to be negotiated with 
the FMSs and FGS, as it is generally more efficient 
for higher levels of government to set rates and 
manage collection of these taxes.

GRADUAL REVISION OF LOCAL  
TAXATION SYSTEMS:

The large gap between current local taxation 
systems in Somalia—which focus on inefficient 
small business taxes, transport taxes, and livestock 
taxes—and sustainable and adequate long-term 
local tax systems will necessitate the adjustment 
of local tax systems over time. Local governments 
should not prematurely overhaul their tax systems 
to focus on higher revenue potential sources, as 
these sources may not currently have high revenue 
potential. Property taxes levied on the ownership 
or occupancy of land, for example, only have high 
revenue potential if land ownership is clearly defined 
and recorded and if landowners are willing to pay 
taxes; both of these conditions may not currently 
apply in many areas of Somalia. User charges, 
meanwhile, can only be levied on services provided 
by the government; currently, local governments 
in Somalia provide very few services, especially in 
Category C districts.

LOCAL GOVERNMENTS SHOULD BE GIVEN 
SUFFICIENT SUPPORT TO MOVE TOWARDS 
MORE EFFICIENT AND SUSTAINABLE LOCAL 
TAXATION SYSTEMS OVER THE LONG TERM:

Popularly acceptable and easily collected, but less 
efficient taxes—such as livestock and transport 
taxes—should be utilized to generate revenues 
in the short term. However, gaps between local 
revenue-raising abilities and revenue needs will, in 
the meantime, need to be filled with IGFT or donor 
subsidies. For property taxation, relevant support 
may include the establishment of land registration 
offices with sufficient technical capability to map 
land claims as well as support for peacebuilding 
and the resolution of land-related conflicts, either 
through formal courts or traditional justice systems. 
For user charges, local governments may first 
require support to establish government services 
not currently provided by the private sector, such as 
water or sanitation, for which charges can be levied. 
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This process may also help to resolve some issues 
related to the sequencing of fiscal decentralisation 
by providing local governments with a level of 
control over “function” (expenditure responsibility 
which, in the example given, would be for provision 
of a local service) followed by “finance” (revenue-
raising responsibility which, in the example given, 
would come from the levying of a user charge on 
the service provided). However, provision of some 
services will need to be negotiated with the FMS, 
as state-level ministries may currently claim control 
of some public services (even those which are not 
functionally being provided).

GROWING THE LOCAL TAX BASE: 

In addition to long-term adjustment of tax systems 
to focus on higher revenue potential sources, the 
adequacy of tax revenue can also be improved by 
growing the local tax base. As Somalia’s economy 
develops and poverty rates decline, the size of the 
tax base will grow as the number of people with 
sufficient income to pay formal taxes increases. 
Both of these factors, however, are generally outside 
of the control of local governments. Rather, it may 
be effective for local governments to focus on the 
registration of informal businesses and of property 
in order to increase the size of the tax base—in this 
case, measured as the number of businesses and 
landowners on which the government can effectively 
levy taxes. 

EQUITY AND 
ACCOUNTABILITY
It is also desirable for local tax systems to be 
developed with consideration for the long-term 
equity of taxes and their potential impact on the 
poor, women, and minority groups. Two main types 
of equity, horizontal and vertical, apply to the design 
of tax systems. Horizontal equity requires those in 
similar circumstances to pay the same amount of 
taxes, while vertical equity requires “appropriate” 
differences among taxpayers in different economic 
circumstances (Bird and Zolt, 2003).

Tax systems may be inequitable—for example, 
pose a larger burden on poorer groups than richer 
groups (regressivity) or not apply equally to all 
taxpayers—either due to flawed design or issues 
in operationalising the tax. An income tax, for 
example, may be inequitable if a flat tax is imposed 
on all taxpayers—thus posing a greater burden on 
the poor, for whom the flat tax comprises a greater 
portion of income, than the rich—or if, due to elite 

capture and low levels of government legitimacy, 
the government targets the least politically powerful 
or organised groups—generally, the poorest—for 
taxation (Cantens and Raballand, 2021). Similarly,  
a business tax may be inequitable if similar tax rates 
are applied on all businesses regardless of revenue, 
or if elite capture of the local government results  
in under-taxation (or no taxation) of large businesses, 
resulting in most of the tax burden falling on  
small businesses.

EXCESSIVE BURDEN ON THE MOST 
DISADVANTAGED:

When asked about the potential impact on 
community members, including women and small 
business owners, if the local government were to 
collect more tax money, several respondents noted 
that this may disproportionately harm the poor. 
A clan elder in Baidoa,85 for example, stated that 
“vulnerable households may stop eating three meals 
a day”, while a community member in Baidoa86 stated 
that small business owners who earn little profit from 
their businesses may not be able to continue running 
their businesses if tax collection increases. Notably, 
however, several respondents in Baidoa and Berdale, 
including women’s leaders, local government 
officials, and male and female community members, 
believed that increased taxation would benefit 
women, as it would likely allow the government to 
provide improved health services for women.

In the long term, a transition towards a local tax 
system based on property taxes and user charges 
would improve equity; current taxes levied by local 
governments, particularly taxes on livestock and 
small businesses, are regressive as they are charged 
as a flat (or mostly flat) fee to taxpayers of all 
incomes. While the regressivity of property taxes is 
debated (see Oates and Fischel, 2016), user charges 
may be a useful compromise between the need 
for matching service provision to local needs and 
avoiding an unduly heavy burden on the local poor. 
Since no user is compelled to use a service, user 
charges impose a limit on the extent of subsidisation 
borne by the poor (Bardhan, 2002). However, as 
noted above, local government responsibility for 
provision of public services must be clarified before 
user charges can be levied.

COMPLIANCE COSTS:

Compliance costs—the costs that taxpayers 
incur in order to pay their taxes—are generally 
regressively distributed and, for business taxes, 
are typically much higher with respect to taxes 
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collected from smaller firms (Bird and Zolt, 2003). 
Tax compliance costs include the financial and time 
costs of complying with tax law, such as acquiring 
the knowledge and information needed to comply, 
setting up required accounting systems, collecting 
and sending receipts or other required data, and 
preparing tax returns (Bird and Zolt, 2003; Eichfelder 
and Vaillancourt, 2014). Compliance costs and 
administration costs are often inversely related; 
in other words, taxes with high compliance costs 
tend to be less costly for local governments to 
administer, thus increasing the net revenues gained 
by the local government from taxation. As a result, 
the administrative complexity of taxes should be 
balanced to avoid taxes that are excessively costly 
for the tax collectors to collect—such as business 
taxes in which tax collectors physically visit every 
eligible business to collect tax money—while also 
minimising compliance costs.

UN-INCLUSIVE AND UNDEMOCRATIC LOCAL 
AUTHORITIES MAY BE LESS INCLINED TO 
DELIVER EQUITABLE AND EFFECTIVE TAX 
COLLECTION:

Underlying this discussion of the long-term equity of 
local tax systems is the need for local governments 
to be held accountable to all constituents. 
Local taxation is not always better in terms of 
accountability to citizens and equity; less distance 
between tax collectors and taxpayers may also 
facilitate corruption and tax bargaining between 
elites. Furthermore, it can lead to low collection and 
absence of redistribution to the poor (Cantens and 
Raballand, 2021).

Issues related to accountability and equity may 
be particularly acute in districts where the local 
administration is not inclusive or representative. 

The current DCF process has faced challenges with 
inclusion and jockeying for power among clans; a 
representative from IOM, for example, described 
issues where, if DCF was not coordinated across 
locations, majority clans in a district would push hard 
to obtain power during the DCF process because 
they assumed they would be excluded in areas where 
they are minorities. Inclusion is also an issue for 
women, with a representative from EISA emphasising 
that newly formed DCs do not properly support or 
include women.

Where DCs are not inclusive and there are no 
effective means to hold democratic elections, 
constituents may not be able to hold the government 
accountable for effective and equitable tax 
collection and expenditure. For example, if a local 
government is primarily composed of officials 
from the majority clan, this could result in issues of 
horizontal equity where officials charge and collect 
differing amounts of tax money from members of 
different clans in similar economic situations. If there 
are no means for constituents to hold government 
officials accountable—either by electing a new 
official to take their place in a democratic election, 
or through other mechanisms—then officials will 
have no external incentives to establish equitable 
tax systems, potentially resulting in issues of both 
horizontal and vertical equity (if government capture 
by elites results in lower taxation of the rich).  
While issues of DC inclusion and local-level 
democratic processes are outside the scope of the 
report, this dynamic emphasises the fundamental 
interrelations between DC sustainability and 
effective DCF processes.
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INTERGOVERNMENTAL 
FISCAL TRANSFERS
Outside of local taxation, intergovernmental 
transfers also play a large role in local government 
revenue generation. IGFT help to resolve issues of 
vertical imbalance: In general, local governments 
tend to have greater expenditure needs than 
revenue-raising abilities due to the greater capacity 
and efficiency of national or state-level governments 
to raise high revenue potential taxes, such as income 
taxes or VAT.87 IGFT may also help to equalise 
spending across districts; in Somalia, for example, 
IGFT may be important to equalise conditions across 
Category C districts, which have little ability to raise 
local revenues, and Category A/B districts, which 
have greater amounts of taxable economic activity.  

IGFT often account for more than 60% of local 
government revenues in developing countries, and 
at times account for much more (UNCDF, 2017). 
Because intergovernmental transfers should often 
account for a large portion of local government 
revenues—particularly for areas with low revenue 
potential, such as Category C districts in Somalia—
their design can have a substantial effect on 
the success of fiscal decentralisation and local 
government formation (UNCDF, 2017). First and 
foremost, it is vital for intergovernmental transfers 
to be based on an allocation formula and to arrive 
consistently, rather than on an ad hoc basis, as these 
two conditions allow local governments to plan for 
expenditures.

The process for developing an effective IGFT system 
includes:

1. Developing a legal framework for IGFT in 
order to ensure that transfers are consistently 
provided, which may further include an allocation 
formula for transfers from states to districts;

2. Ensuring that the IGFT system has sufficient funding;

3. Transferring funds to local governments based 
on the allocation formula and regulating transfers 
to ensure that the amount sent and received 
was the same as the amount promised.

As with local taxation, these steps may be affected 
by political economy considerations, such as 
intergovernmental dynamics which lead to 
competition over resources, or technical constraints, 
such as a lack of funding for transfers. In the long 
term, it is also vital to ensure that funding for IGFT 
is adequate and reliable, that IGFT are equitable, 
and that lower levels of government are able to hold 
higher levels of government accountable for the 
expected provision of transfers. In light of these 
considerations, the following section discusses 
types of IGFT, the status of IGFT in Somalia, and 
the challenges and opportunities for establishing 
and operationalising an IGFT system from states to 
districts and for ensuring that IGFT are sustainable 
and equitable in the long term.
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TYPES OF IGFT

Intergovernmental transfers can be classified into 
two main categories based on the type of funding 
provided: conditional or unconditional. Unconditional 
allocations can be used for any local government 
activity, while conditional allocations may be 
earmarked for a specific type of expenditure (such 
as education or infrastructure), tied to performance 
criteria (such as the number of people served or 
the quality of the service provided), or dependent 
on the local government’s adherence to specific 
processes (Ssewankambo et al., 2016). Conditional 
transfers may also use matching provisions, which 
require grant recipients to finance a percentage of 
expenditures using their own resources (Shah, 2006). 
The IGFT of a country may—and indeed, in many 
countries, often does—use a combination of both 
types of transfers.

The use of unconditional transfers retains full 
local government autonomy to make expenditure 
decisions, which may be beneficial in situations 
where local governments have substantially more 
information about local needs and priorities than 
higher levels of government, but may also be more 
susceptible to corruption. In contrast, conditional 
transfers increase the control of the federal or 
state government providing the transfer over the 
use of funding, which may be useful to ensure that 
local governments are spending funds on national 
priorities or to increase accountability of local 
governments for expenditures. However, these 
transfers reduce local government autonomy, are 
administratively costly for the central government, 
and impose a compliance cost on local governments 
who must report on their use of funds and adherence 
to standards (Bahl, 2000). 

The use of performance-based grant systems, which 
condition transfers to local governments on the 
basis of the local government’s overall performance 
(such as creation of a development plan, sufficient 
staffing, sound financial management, expenditure 
allocations, or mobilisation of local revenue), can 
help improve local government performance 
and accountability while still allowing for local 
autonomy (UNCDF, 2017). Performance-based 
grant systems may be an opportunity for Somalia’s 
fiscal decentralisation process, as they may help to 
build the capacity of local governments. However, 
these systems may also pose a risk of exacerbating 
poor intergovernmental relations or of excessive 
interference by the FMS in local affairs.

Because of the technical and political economy 
constraints above—including knowledge of local 
needs and priorities, the administrative costs of 
managing conditional transfers, compliance costs of 
adhering to conditionalities, and intergovernmental 
dynamics—in the short term, it will likely be desirable 
for IGFT to be provided to district governments 
unconditionally. However, as unconditional transfers 
are more vulnerable to corruption and misuse, it will 
be vital to strengthen local systems through which 
district governments can be held accountable for 
the use of money, including, potentially, by building 
on the peace dividend process stipulated in the 
Wadajir Framework. In the longer term, particularly as 
government capacity increases (including capacity 
of the FMS to monitor conditionalities and capacity 
of district governments to report on adherence to 
conditionalities), use of some conditional transfers—
particularly performance-based grants in order to 
build local government capacity—may be desirable.

Several methods may be used to distribute funds 
(whether conditional or unconditional) through the 
IGFT system. The first of these is the ad hoc method, 
which provides maximum flexibility for transfer 
providers but which is generally unpredictable and 
vulnerable to change due to political dynamics. 
Second, transfers may be allocated according to 
a derivation basis, where local governments retain 
a share of taxes collected by the national or state 
government within their boundaries.88 Third is 
through the use of allocation formulas; this method 
is discussed at length below as the most desirable 
method for distribution in the context of Somalia. 

IGFT may also be allocated on the basis of cost 
reimbursement, in which the federal or state 
government providing the transfer defines a service 
for which it will cover the costs incurred by the local 
government in delivering this service, often up to a 
maximum total amount. As with conditional grants, 
cost reimbursement can be advantageous as it can 
be used to direct investment to prioritised needs 
(rather than allowing local governments to spend at 
their discretion) and can be further made conditional 
based on the standard of the service provided; 
however, cost reimbursements grants reduce local 
government autonomy and increase administrative 
and compliance costs (Bahl, 2000).
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There is no one best type or combination of types 
of IGFT. Rather, the effective use of conditional or 
unconditional transfers (or cost reimbursement 
grants) will depend on technical and political 
economy constraints discussed further below.

IGFT IN SOMALIA
In Somalia, IGFT are sent from the FGS to the FMSs, 
and from the FMSs to districts; transfers to districts 
currently fall entirely under the purview of state 
governments. Publicly available revenue-sharing 
formulas exist for the transfer of some funding 
from the FGS to FMSs, and rules are currently being 
discussed on the transfer of budget support funds, 
which comprise the largest portion of government 
revenues. The FGS also now publishes its budget 
online—a substantial step towards improving the 
transparency of revenue sharing. However, as will be 
discussed below, revenue-sharing formulas are not 
always adhered to for a variety of reasons, including 
funding limitations and political dynamics.

STATE TRANSFERS ARE HIGHLY ARBITRARY:

Where state transfers to local governments exist, 
they tend to be negotiated entirely on an ad hoc 
basis, resulting in highly discretionary, inequitable, 
unpredictable, and unreliable allocation of resources. 
State–local transfers lack a transparent, simple, and 
objective allocation formula; are presented only 
as lump-sum amounts on government budgets, 
rather than in specific detail;89 do not have clearly 
communicated indicative planning figures; do not 
necessarily reflect local administrative capacity to 
effectively spend money; and lack transparency with 
regards to the actual disbursement of funds (Boex 
and Tidemand, 2020). Additionally, the extremely 
small revenue base of FMSs, competing demands on 
limited resources, weak administrative capacity, and 
political economy forces makes it very difficult for 
FMSs to implement formula-based grant schemes to 
regularly disburse funds to local governments (Ibid.). 
Improvement of the intergovernmental fiscal transfer 
system from states to districts is thus a clear 
opportunity to strengthen the fiscal decentralisation 
process in Somalia.
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BOX 6: INTERGOVERNMENTAL FISCAL 

TRANSFERS IN PUNTLAND AND SOMALILAND

In both Puntland and Somaliland, legal frameworks for IGFT 
to districts have been established, although transfers are not 
necessarily consistently provided. In Puntland, the Decentralisation 
Policy adopted in 2014 states that “the determination of 
intergovernmental transfers will be based on objective and 
transparent criteria and consideration of the differences in the 
classification of the local government, geographic and physical 
factors, populations, and socioeconomic conditions” (Puntland 
State of Somalia, 2014). In Somaliland, the Regions and Districts 
Self Management (Amendments and Additions) Law adopted in 
2020 states that the central government will share 10% of the 
income from customs duties and 12.5% of internal revenues with 
districts, where the latter is dedicated for public service provision. 
Additionally, this law states that if a service is decentralised from 
the central government to the districts, the central government 
will provide funding for the districts to provide that service 
(Government of Somaliland, 2020).

In Puntland, however, consistent IGFT are provided only to Garowe, 
with ad hoc grants provided to other districts; transfers provide the 
bulk of funding in only 7 out of 43 districts. These transfers result 
in inequities because they do not go to all districts (Ssewankambo, 
2016). The lack of a functional IGFT system to districts—in spite 
of an existing legislative framework—is due at least in part to 
budgetary shortfalls within the Puntland state government.

In Somaliland, as of 2019, transfers to local governments 
constituted around 2.6 million USD, or around 11% of Somaliland’s 
2019 budget (Boex and Tidemand, 2020). These transfers are 
allocated to all 42 districts (an average of 60,000 USD per district) 
regardless of the district’s administrative capacity to effectively 
spend the money. However, transfers are not sent based on a clear, 
objective allocation formula, and the Ministry of Interior has, at 
times, unilaterally changed allocations or diverted IGFT funding to 
other priorities (Ibid.).

This analysis shows that even where legal frameworks for IGFT are 
(relatively) established, constraints may limit the FMS’s ability to 
functionally provide transfers. These constraints include budgetary 
shortfalls; it is worth noting that even in Somaliland, where the 
budget is sufficient to provide transfers to all districts, the average 
amount of transfer per district is relatively small. Another pertinent 
challenge will be adherence to legal frameworks and allocation 
formulae, which affect transfers in both Puntland and Somaliland.
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LIMITED TRANSFER OF FUNDS TO LOCAL 
GOVERNMENT FROM ABOVE:

In Baidoa and Berdale, the research found that 
currently, local governments receive very little or no 
funding from higher levels of government, and that 
any support provided through IGFT is inconsistent 
and lacks transparency. In Berdale, for example, 
a senior official in finance stated that, “the local 
government does not receive any money from SWS 
and the FGS, and if they do I don’t know the exact 
amount of money they receive because there is no 
transparency”. Similarly, a senior official with the 
Baidoa MoF and two officials involved in finance 
all stated that Baidoa does not receive money 
from the FGS or FMS, although another official in 
administration and finance stated that the local 
government occasionally receives project-based 
support from SWS:

I cannot say the specific amount of 
money we receive from the SWS, but 
it provides support. So, for example, 
if the local government wants to 
construct a road and the budget for 
the construction is $100K, but the 
administration has $50k in hand. So 
the state government provides the 
remaining funds.90

MINIMAL REVENUE CONTRIBUTION BY 
DISTRICTS TO FMS OR FGS:

The research also found that local governments in 
Baidoa and Berdale contribute very little or no money 
to the SWS government or the FGS from their own-
source revenues.91 This may be desirable for Berdale, 
where a small local tax base limits the amount 
of funding that it is possible or desirable for the 
district to contribute to higher levels of government. 
However, if substantial control over local taxation is 
devolved to the local level from its current control by 
the FMS, large cities like Baidoa should, theoretically, 
be a source of funding for IGFT in a process that 
redistributes funds from wealthy areas (Category 
A/B districts) to poorer areas (Category C districts). 
Overall, these findings about the contribution of 
funding to—and reception of funding from—higher 
levels of government reinforce that the current IGFT 
system for districts is not functional.

While this report focuses on IGFT from states to 
districts, transfers from the FGS to FMS are also 
discussed below. Background on the development 
of the transfer system from the FGS to FMS 
provides useful context for potential challenges and 
opportunities that may arise during the development 
of an IGFT for districts. The functionality of the 
FGS–FMS transfer system also affects the potential 
for a state–district transfer system because these 
transfers may comprise a significant portion of state 
revenues and may thus be one of the main sources 
of money for states to then transfer to districts. In 
SWS, Galmudug, and Hirshabelle, for example, the 
FMS depend so heavily on federal government fiscal 
transfers and donor support that in practice they 
only manage the money from these sources (Yusuf 
and Wasuge, 2021). I do not argue, however, that 
the FGS should be made responsible for transfers 
to districts; as the Provisional Constitution includes 
district governments as falling under the purview 
of the second tier of government, the FMS, the 
appropriate responsibility for transfers to districts—
at least in the short term—lies with the FMS.

Image credit ©AMISOM
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DEVELOPING AN ALLOCATION FORMULA

In interviews, as discussed above, FGS officials 
reiterated that there is currently no allocation 
formula used for IGFT to districts (either from the 
FMS or the FGS). An advisor for the MoIFAR, for 
example, stated that, “there is no straightforward 
process, and these arrangements are on an ad-hoc 
basis”. Similarly, a senior official at the MoF stated 
that a “resource-sharing policy is not in place”. The 
advisor with the MoIFAR acknowledged the need 
to improve this system through the development 
of an allocation formula “based on the number of 
the population and the scope of generating enough 
local revenue”; respondents in Berdale and Baidoa 
also emphasised the need to establish a transparent 
system for IGFT transfers.

Overall, these findings suggest that while there is 
a clear need for an allocation formula for IGFT to 
districts, there is little agreement or knowledge 
on the best means to develop this formula. Below, 
technical and political economy barriers to the 
development of an allocation formula are  
further explored.

TECHNICAL 
CONSIDERATIONS
In developing an allocation formula for IGFT, first, 
there is a need to establish a method to determine 
what percentage of total IGFT funding will be sent 
to each district. In its simplest form, this method 
could stipulate that each district receives an equal 
percentage of funding; however, generally, allocation 
formulas distribute funding based on district 
population and a measure of the need of the local 
government, among other possible considerations. 

Experience from other relevant developing 
countries with established IGFT formulas at the 
district level suggests that formulas which take 
into account the varying fiscal needs of districts, 
rather than provide districts with equal amounts of 
funding, can help to improve equity across districts 
and are administratively feasible even where 
government capacity is low. In Kenya, for example, 
the intergovernmental fiscal transfer allocation 
formula seeks to achieve an equitable (rather than 
equal) per capita allocation across counties, as 
some counties have greater needs per resident 
(Boex and Smoke, 2020). Resources are allocated 
to counties based on population size, poverty rate, 

and land area (in addition to a fixed allocation and an 
additional percent allocation meant to incentivise 
fiscal responsibility); a formula meant to measure 
deprivation and the costs of delivering services 
(Ngigi and Busolo, 2019). Similarly, in Tanzania, where 
IGFT provide the vast majority of local government 
funding—around 85–90%—transfers are based on a 
formula that accounts for factors such as population 
size, area, poverty, and access to health facilities 
(Likwelile, 2018).

In the research, respondents had varying views 
on the amount of funding that it was desirable 
for various types of districts to receive through 
IGFT. Several respondents stated that large, urban 
districts should receive more funding from IGFT than 
small, rural districts due to their larger populations; 
however, a government official with the SWS MoF 
stated that rural, poor districts should receive a 
greater percentage of funding because they had 
greater development needs, while urban districts 
had greater capacity to raise revenues locally.

While most respondents in the research expressed 
little knowledge of potential best methods of 
developing an allocation formula, a government 
official in SWS did note the following:

There is a strong case for allocating 
transfers to the districts solely on the 
basis of population, at least until such 
time as the federal government is able 
to accurately monitor the functional 
allocation of state expenditures.92

This response suggests technical limitations to the 
establishment of an allocation formula that accounts 
for districts’ development needs: these types of 
formulas require the accurate and trustworthy 
measurement of varying indicators such as 
population and poverty rates, which may be a 
challenge in some areas of Somalia, particularly 
those areas with large numbers of internally 
displaced persons or with substantial Al-Shabab 
presence. Even the use of indicators based on land 
area of a district may be technically challenging in 
districts where border demarcations are not clear 
or have not been mapped. Furthermore, these 
indicators must be continually updated over time 
as, for example, more people move to a district or 
poverty rates decrease; this may require substantial 
administrative capacity.
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Additionally, there is a question of whether these 
indicators should be measured for the entire district 
population, or the district population that is under 
functional government control. In districts such 
as Berdale where, due to Al-Shabab presence, 
local administrations have limited control of areas 
outside of the seat of the administration, the transfer 
of funding based on an allocation formula which 
accounts for the size and need of the entire district 
may provide excessive amounts of funding to the 
local government. On the other hand, indicators 
which only account for the population (or area) 
under government control may provide insufficient 
funding as areas are recaptured from Al-Shabab 
and the functional population size increases. 
These considerations again emphasise the need 
to continually measure indicators input into the 
allocation formula over time based on the changing 
situations within districts.

POLITICAL ECONOMY 
CONSIDERATIONS
The desirability and feasibility of a specific 
allocation formula will be heavily influenced by 
political economy considerations as well as 
the above technical considerations. Political 
economy challenges which have, to date, been 
a major constraint on the development of an 
allocation formula for IGFT between the FGS and 
FMS in Somalia provide an indication of some 
of the challenges that may also be faced in the 
development of a formula between states and 
districts. 

POLITICAL WILL FOR FISCAL 
DECENTRALIZATION AN OBSTACLE TO 
DELIVERY:

A representative from an international partner 
stated that JPLG had provided support to the FGS 
and FMS between 2014 and 2019 to create an IGFT 
plan and found that there was a lack of political will 
to operationalise IGFT and fiscal decentralisation 
more broadly, and that there were major debates 
over power sharing and the control of IGFT-related 
resources between the FGS and FMS. An official from 
PREMIS similarly stated that because constitutional 
arrangements unclearly delineate power structures 
and the control of resources across the FGS and 
member states, it has been very difficult to establish 
a formula or functioning system for IGFT. 

LACK OF CLARITY OF THE CONSTITUTIONAL 
DIVISION OF POWER AND CLEAR POLICIES AN 
OBSTACLE TO IGFT:

Similarly, the macroeconomic and fiscal policy 
expert from an international partner stated that 
while there had been substantial improvement in 
the establishment and transparency of allocation 
formulas for IGFT between the FGS and FMS in 
recent years,93 a comprehensive revenue-sharing 
formula could not be established until constitutional 
issues surrounding power structures were resolved.

Respondents from the FGS similarly stated that 
the lack of clear roles and responsibilities for the 
FGS and FMS constrained the development of an 
allocation formula. An advisor with the MoIFAR 
stated, for example, that a main challenge to the 
development of an allocation formula was the “lack 
of agreed-upon revenue assignments between the 
FGS and FMS and weak government institutions”. 
Similarly, a senior official at the FGS MoF stated that 
a “lack of policies is a challenge to improving the 
IGFT system”.

INTERGOVERNMENTAL POLITICS CREATES A 
RELUCTANCE TO FORMALISE IGFTS:

Another representative from an international partner 
further stated that political dynamics between 
member states and the FGS have a major influence 
on the IGFT system:

It is clear that the FGS expects 
something in return for transfers to 
FMS; those FMS that are easier to deal 
with are more likely receive transfers.94

The respondent stated that issues surrounding 
conflict between member states and the 
FGS needed to be addressed in order for a 
comprehensive allocation formula for IGFT to be 
developed and operationalised; however, he also 
emphasised that this may be difficult to achieve 
currently, particularly because Somalia is currently 
going into an election process which affects power 
dynamics. 

These findings have two main implications for the 
establishment of an IGFT system between states 
and districts. Firstly, as discussed above, political 
economy issues affecting the establishment of an 
FGS–FMS IGFT system have downstream effects 
on transfers from states to districts by affecting the 
extent and reliability of transfers received by FMSs, 
which may then be passed on to districts. Secondly, 
the issue of political dynamics affecting transfers 
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may also apply at the state–district level, particularly 
in states where relations between the FMS and 
district administrations are more contentious, such 
as Galmudug and Jubaland.

Indeed, at the district level, relations between local 
governments and state governments may affect the 
development of an allocation formula. For example, 
an advisor with the FGS MoIFAR stated that:

Rural and remote districts benefit least 
from IGFT currently because they have 
less population and influence on the 
political structures of the state.95

This suggests that local governments with more 
political power and influence may have an undue 
influence over the design of state–district 
IGFT allocation formulas, potentially directing an 
inequitable amount of funding to their district. This 
may be particularly problematic as central, urban 
districts are more likely to have political power than 
remote, rural districts, which may result in a general 
pattern whereby urban districts with lower relative 
needs receive greater shares of funding than rural 
districts with higher relative needs.

Furthermore, in states where FMS–district 
relations are contentious or politicised, 
the establishment of an IGFT system may 
risk exacerbating conflicts. In Galmudug, for 
example, a principal driver of conflict is the vying 
for government positions (at the state and district 
level) between clans in order to gain better access 
to resources. Even in the absence of a functional 
state–district IGFT system, the prospect of DCF has 
increased competition over district control (Zaki, 
2021). The process of establishing an IGFT system 
may thus intensify competition as various groups 
seek to negotiate an allocation formula that is more 
favorable to their clan or district, and because the 
provision of IGFT would expand the set of resources 
over which groups compete. 

Additional political economy challenges may arise 
if a conditional grant system is adopted. District 
governments may view grant conditionality as an 
unwelcome attempt by FMSs to interfere in their 
affairs or undermine their autonomy, particularly in 
situations where the clan composition of the FMS 
and district governments differ. As a result, the use 
of conditional grants may also risk exacerbating 
conflicts between the FMSs and districts.

Lastly, the development of an allocation formula 
also has the potential to spur conflicts between 
districts as they compete for funding. Currently, 
all respondents have agreed that there were no or 
very few conflicts between districts over the transfer 
of funding; however, this is primarily because most 
districts currently do not receive funding from the 
states. Officials from the FGS and SWS government 
both noted the potential for conflict as funding 
provided through IGFT increases:

I don’t recall any conflicts [between 
districts] related to funding, but this 
could be a potential issue unless there 
is a clear agreed-upon policy and 
procedures among stakeholders.96

As we speak there is no council that’s 
tasked with overseeing the whole 
[IGFT] process thus the possibility of 
conflict arising [between districts] is 
high. The need to constitute a body 
tasked with overseeing the process in 
my view will curb the rise of conflict.97

Overall, these findings suggest that political 
economy considerations may pose a major 
constraint to the development of an allocation 
formula for IGFT to districts and to the 
operationalisation of IGFT more generally. 
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FUNDING THE IGFT SYSTEM

In developing a system for IGFT, it is also vital to 
ensure that funding for transfers is sufficient and 
consistent. Funding may come from revenues 
collected by the national or state governments, such 
as through customs duties or income taxes; from 
contributions provided by local-level governments to 
state governments; and from other sources, such as 
funding provided by international donors.

TECHNICAL 
CONSIDERATIONS
BUDGET DEFICITS AND OVERALL LACK OF 
REVENUE ARE A CONSTRAINT UPON IGFT:

Most respondents stated that contributions from 
local governments (to be sent to the FMS, and then 
redistributed among district governments) were 
currently not a strong potential source of funding for 
the IGFT system, as local government revenues were 
limited (as seen in the section on local taxation). A 
respondent in Berdale, for example, stated that:

Of course, [rural and poor] districts 
should contribute money to the 
state or national government but 
that is not possible now because all 
economic sources are not working 
due to insecurity issues, resulting in 
the district administration generating 
almost no revenue locally.98

Similarly, government officials in Baidoa stated that 
while it may be desirable for Baidoa to contribute 
money to the SWS government, the district currently 
did not have the financial capacity to contribute to 
the FMS or FGS. 

Given low current levels of local revenue generation, 
it is expected that the majority of funding for IGFT 
would come from state or national-level government 
revenues. However, as with local governments, very 
few revenues are collected by the FGS and FMS. In 
2018, consolidated total revenues from the FMSs 
(excluding Somaliland) and FGS totaled around 256 
million USD, or only around 5% of GDP. This revenue-
to-GDP99 ratio is extremely low, even in comparison 
to other fragile and conflict-affected states; for 
example, the revenue-to-GDP ratio is 10.9% in the 
Central African Republic (2012) and 12% in the 
Democratic Republic of the Congo (2011) (Raballand 
and Knebelmann, 2020).

External actors and officials from the FGS further 
emphasised this challenge. A representative from 
JPLG stated that budget deficits were a major 
problem for the FMSs and FGS, and that there was 
not enough money to share through IGFT. When 
asked whether there were ever differences between 
the amount of funds the FMS intended to transfer 
to a district government and the amount that was 
actually transferred, an advisor at the MoIFAR further 
stated that:

This is common as the national and 
sub-national annual budget is based on 
a plan, which is not actual and realistic, 
and always falls short. However, [the 
FMS] do inform the districts on these 
shortcomings related to the budgetary 
issues.100

UTILISATION OF OFFICIAL DEVELOPMENT 
ASSISTANCE IN THE INTERIM:

Official development assistance (ODA) may provide 
an interim source of funding for IGFT while revenue 
collection remains weak within Somalia. Somalia 
received around 1.9 billion USD in ODA in 2019 (of 
which around 50% was earmarked for humanitarian 
aid) and had an ODA-to-GDP ratio of around 46% 
(Ministry of Planning, Investment, and Economic 
Development, 2020); ODA is thus a dominant 
source of funding for Somalia, and currently, budget 
support funds comprise the largest portion of FGS 
revenues. The dominance of budget support funds 
in government revenue may provide an opportunity 
for the international community to incentivise the 
development of formula-based and consistent IGFT, 
particularly at the FGS–FMS level; this opportunity 
is discussed further in the section Programming 
Related to District Council Sustainability. 

Development assistance may also be allocated 
directly to districts, rather than funneled through the 
IGFT system, in an extension of current systems for 
support of DCF. There are benefits and drawbacks to 
both systems. Development assistance channeled 
through IGFT has greater risk of diversion by the 
FMS, and its provision to districts may hinge on 
political economy dynamics discussed above. As a 
result, some or all districts may receive less funding 
from ODA if channeled through an FMS IGFT system 
than if provided directly to the district. However, 
long-term DC sustainability issues are more likely 
to be resolved if ODA is used to incentivise the 
development of a robust IGFT system, rather than 
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provided directly to districts, because provision 
of assistance could be made contingent on the 
development of and continued adherence to a 
formula-based state–district IGFT system—thus 
strengthening government capacity and legislative 
frameworks related to IGFT. In contrast, because 
many districts have little ability to raise local taxes 
due to the small size of the tax base, assistance 
provided directly to districts may simply serve to 
prop up DCs that will not be sustainable unless an 
IGFT system is developed.

FGS TRANSFERS OF FUNDS TO STATES ARE 
SEEN AS A LOW PRIORITY:

Lastly, I note that the limitations on the funding 
available for IGFT are further exacerbated by the 
system with which expenditures are prioritised. The 
FGS, for example, prioritises the transfer of funding 
to states below almost every other expenditure 
category except for discretional expenditures; 
as a result of this system and consistent budget 
shortfalls, states effectively never receive promised 
payments. Given that FGS and FMS revenues will 
likely remain constrained in the medium term, these 
issues of prioritisation may thus result in substantial 
differences between the funding ostensibly provided 
to the FMS through IGFT and the funding actually 
provided, with downstream effects on the funding 
provided to districts. These issues may also occur 
with FMS–district transfers if similar prioritisation 
systems are adopted by the states.

POLITICAL ECONOMY 
CONSIDERATIONS
CLARITY OF CONTROL AND RESPONSIBILITIES 
FOR THE IGFT:

In addition to challenges regarding the source of 
funding for IGFT, there may be conflict between 
the FGS, FMS, and district governments regarding 
control over funding. In the research, officials 
from SWS emphasised that contributions from 
districts should go to the state government, but 
not to the FGS. As with the development of an 
allocation formula (as well as with the development 
of local taxation systems), this dynamic relates to 
competition over resources and power between 
the FGS, FMSs, and local governments, and again 
reiterates the need for a clear system that delineates 
FGS and FMS control over—and responsibilities for—
the IGFT system.

OVERCOMING MISTRUST AND CONTROL OVER 
RESOURCES:

A representative from an international partner noted 
that mistrust between districts and the FMS could 
affect funding; he described a previous arrangement 
by which DCs would pay money into FMS accounts, 
but stated that this arrangement may not have 
been fully kept because the DCs did not trust the 
FMS to manage the money properly. Similarly, at 
the FMS–FGS level, Yusuf and Wasuge (2021) find 
that almost none of the FMSs transfer revenue to 
the FGS because they are not sure that the FGS 
will give back what they see as their fair share. The 
macroeconomics and fiscal policy expert from an 
international partner, meanwhile, described this as 
a broad issue at all levels of government, where any 
group with control over resources (including states, 
districts, and sectoral ministries) was reluctant to 
relinquish control over those resources and deposit 
money into the treasury single account because 
this would reduce their control over the resources 
available to them, as well as, in most cases, reduce 
the total amount of resources available to them, 
as the deposited resources would generally be 
distributed across various ministries or levels of 
government through the budget process. 

LACK OF TRANSPARENCY AND PERCEIVED 
INFLATION OF BUDGETARY REQUIREMENTS AN 
OBSTACLE:

Additionally, an external actor stated that issues 
related to budgetary shortfalls that affected 
IGFT were not solely due to low levels of revenue 
collection, but were also affected by a lack of 
transparency in the budgeting process. He 
described a process by which government officials 
put together an estimate of revenue collection and 
expenditures which need to be approved by a variety 
of government stakeholders, including parliament 
and cabinets. At each stage of the approval process, 
there is a likelihood that stakeholders may add new 
or inflate existing expenditures (to, for example, curry 
favor with their constituents or with influential elites) 
and concurrently inflate revenues in order to account 
for the new expenditures. This results in the artificial 
inflation of revenues; estimations are thus frequently 
very different than actual revenues, resulting in 
consistent budget deficits. This dynamic suggests 
a need for better transparency in the monitoring of 
funds, discussed more in the section below, in order 
to improve adherence to the budget process and 
build trust between all levels of government, as well 
as the need to incentivise all levels of government to 
work within the budget process.
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MONITORING FUNDING AND TRANSFERS

In addition to establishing an allocation formula 
for IGFT and ensuring that funding for transfers is 
sufficient and consistent, there is also a need to 
establish and operationalise a system to monitor the 
disbursal and receipt of funding and transfers.  
A system for monitoring funding and transfers helps 
ensure that the allocation formula is adhered to; 
that all relevant parties (including the FGS, FMSs, 
local governments, and any other contributors) 
are contributing funding to the IGFT system as 
stipulated; that transfers are sent in a timely manner 
and in the correct amounts; and that all transfers are 
used by local governments for local expenditures on 
service provision or other government functions.

Currently—as expected, given the lack of a 
functional IGFT system—there is no consistently 
used system to monitor funding and transfers to 
districts. This can result in the delay of transfers, in 
the provision of fewer transfers than expected, and 
in miscommunication over transfers between district 
administrations and the FMS. For example, a senior 
government official in finance in Berdale described 
the following issue with the transfer of funding:

The SWS government promised to 
transfer some amount of money 
to the district administration. The 
local government received some of 
those funds already while the rest 
of the transfer was delayed… I think 
the reason is that some of the funds 
were coming from SWS while the rest 
through JPLG project.101

In addition to emphasising the need for a clearer 
system to monitor and communicate the provision 
of transfers, this response also suggests the need to 
harmonise sources of transfers; transfers that come 
from a variety of sources—for example, the FGS, 
FMS, and international donors—may be less reliable 
and harder to monitor, particularly if all parties do not 
clearly communicate with each other.

Several technical considerations affect the 
establishment and operationalisation of a system for 
monitoring funding and transfers, including the use 
of a public financial management system for IGFT 
and a treasury single account. Additionally, political 
economy dynamics may challenge the creation of 
a monitoring system, as this system would require 
increased transparency and may reduce some 
political actors’ power or control over resources.

TECHNICAL 
CONSIDERATIONS
Effectively monitoring funding for IGFT and transfers 
to lower levels of administration requires the use 
of a public financial management system—a set of 
policies and processes to govern the use of public 
funds, including budget formulation, or an estimation 
of incoming revenues and expenditure needs; budget 
execution, or a system by which relevant parties 
receive funding, as planned in the budget, to cover 
expenditures; and budget monitoring, including 
systems for accounting and auditing.

OVERCOMING COMPLIANCE ISSUES

However, adherence to PFM laws and regulations 
(as described in the section on legal frameworks) 
and use of TSAs remains weak. A development 
partner, for example, stated that in Hirshabelle, 
where revenues are collected from multiple sources, 
revenues were generally not deposited into the TSA 
in a timely manner or at all, and it was unclear where 
revenues were going or what they were being used 
for. The banking of revenue through government 
systems, reporting of revenues, and record-keeping 
of revenues generally remain challenges.

PFM SYSTEMS MUST ALSO EXIST AT THE 
DISTRICT LEVEL:

In order to allow local governments to plan for 
expenditures and to improve transparency and 
accountability of IGFT PFM systems must also exist 
at the district level. Establishing these systems may 
be highly challenging due to technical limitations, 
including the capacity of local government staff 
and access to information systems. In Puntland, 
for example, basic public financial management 
systems for DCs are being established, especially in 
JPLG-supported districts. However, many districts 
do not have basic systems for budget preparation, 
execution, and reporting (Ssewankambo et al., 2016). 
An analysis by the Puntland State Government (2016) 
found that the public financial management systems 
of local governments in Puntland generally lacked 
clear legal frameworks, comprehensive procedures, 
appropriate levels of process automation, and 
adequate numbers of trained staff; as a result, there 
was not an adequate functioning financial system in 
place at the district level. Furthermore, the analysis 
found that the reform process had been slow, had 
fragmented funding, lacked coordination, had 



80

different designs and approaches, was focused on 
short-term activities and not on outcomes, and was 
externally driven. 

These findings provide useful lessons learned on 
the need to coordinate district-level (as well as FMS 
and FGS-level) PFM reform processes in south and 
central Somalia. In general, for the financing of local 
governments to be coordinated at the state level, the 
state MoF will need to roll out PFM systems at the 
district level and provide sufficient technical support 
to local administrations so that districts begin to use 
the PFM legislative framework of the FMS. 

A last key technical consideration regards the use 
of conditional transfers, which require a relatively 
high level of capacity of both district governments 
and the FMS to monitor and report on the use of 
funding, particularly when conditional transfers are 
tied to performance criteria or adherence to specific 
processes. Monitoring the use of specific transfers 
for specific purposes requires sound PFM systems 
and practices; where government capacity to 
implement PFM systems is low, administrative costs 
of conditional transfers may be prohibitively high.

POLITICAL ECONOMY 
CONSIDERATIONS
A NEED TO IMPROVE TRANSPARENCY OF IGFT 
TO DISTRICTS:

The establishment of a system to monitor funding 
and transfers may be challenging if there are 
political actors who benefit from the current system 
and are thus resistant to increased transparency. 
Transparency was mentioned as a challenge to the 
IGFT system by several respondents, including a 
government official in finance in Baidoa:

The system can be improved through 
better cooperation and consultation 
between the local government and the 
ministry of interior of SWS. First, the 

money should be transferred to the 
interior ministry. Then the interior 
ministry should distribute to the 
local governments because the local 
governments work under the interior 
ministry. The only challenge that could 
make it difficult to improve this system 
is the lack of transparency.102

Similarly, a senior official in finance in Berdale 
mentioned that there was a clear need to improve 
the transparency of IGFT to districts:

[IGFT to districts] can be improved 
through establishing a transparent 
system that is based on bank transfer 
system with clear documentation to 
established bank accounts for the state 
interior and finance ministries.103

Respondents did not mention any specific 
implications of this lack of transparency nor any 
specific actors who benefit from the current system. 
However, theoretically, as the establishment of a 
system to monitor IGFT funding and transfers would 
reduce the potential for transfers to be provided on 
the basis of political favoritism, this process may 
face a risk of being undermined.

Additionally, establishing a system to monitor IGFT 
may result in conflict between ministries at the  
FMS level. As mentioned in the above statement, 
both FMS Ministries of Interior and Ministries of 
Finance are involved in the transfer system to 
districts, the former due to their purview over local 
governments and the latter due to their control over 
fiscal matters. There may thus be disagreement over 
the appropriate ministry through which IGFT should 
be monitored; a consultative process which  
clarifies the roles and responsibilities of each 
ministry in overseeing IGFT may be necessary 
in order to facilitate the creation and use of a 
monitoring system.
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LONG-TERM SUSTAINABILITY AND EQUITY OF 
INTERGOVERNMENTAL FISCAL TRANSFERS

In establishing and operationalising an IGFT 
system, the long-term sustainability and equity of 
the system must also be considered. In the long 
term, the system must be flexible enough to allow 
for changes to the allocation formula to ensure 
continued adequacy and equity of transfers; must 
be sufficiently and consistently funded; must not 
crowd out or disincentivise local revenue collection; 
must be structured so as to redistribute funding 
to poor districts, as appropriate; and must include 
mechanisms for accountability across the FGS, FMS, 
and local governments.

ADEQUACY OF TRANSFERS 
AND FUNDING
ANTICIPATE ADJUSTING AND EVOLVING THE 
ALLOCATION FORMULA TO BE RESPONSIVE TO 
GROWING CAPACITY AND DEMANDS:

In the section Developing an Allocation Formula, the 
need to continually measure indicators used within 
the allocation formula over time was discussed. In 
the long term, additionally, there may be a need to 
adjust the allocation formula itself. As the technical 
capacity of districts to measure relevant indicators 
(including population size) increases, for example, it 
may be desirable to adjust the allocation formula to 
incorporate new, more sophisticated indicators or to 
more heavily weight indicators for which new data is 
more reliable. Additionally, from a political economy 
perspective, the adoption of an initial allocation 
formula may be detrimentally affected by elite 
bargaining, with, for instance, local governments with 
more power and influence (such as those in Category 
A/B districts) lobbying for the adoption of a formula 
which is favorable to their districts. Incorporating 
a mechanism for the review and adjustment of the 
allocation formula on a periodic basis may help 
mitigate these issues. It may also facilitate the initial 
adoption of an allocation formula, as stakeholders 
involved in bargaining over the formula may feel 
more likely to compromise if there is a clear system 
for adjusting the formula at a later date.

Adjustment of the formula should not, however, be 
overly frequent or ad hoc, as this would negate the 
purpose of the formula. The timing of adjustments 
should be agreed to by all parties in advance, either 
on a scheduled basis or as determined by certain 
benchmarks, such as the improvement of systems 

for measuring indicators in all districts or the level of 
central government funding. The adjustment process 
should also be consultative and inclusive, involving 
actors from all levels of government, including the 
FGS, FMS, and district governments in both Category 
A/B and Category C districts.

In the long-term, considerations around the 
sufficiency and consistency of funding will revolve 
around increased domestic revenue generation, 
particularly at the FGS and FMS levels, as these 
levels of government should collect the majority of 
revenue in Somalia. While outside the scope of this 
report, it should be noted that these considerations 
problematise the funding of IGFT through ODA or 
similar external mechanisms, as these sources of 
funding may be inconsistent and should ideally be 
reduced over the long term. Any funding provided 
from the international community for IGFTs should 
thus come with a clear plan and timeline for 
withdrawal of funding and substitution of other 
funding sources.

AVOID INADVERTENTLY DISINCENTIVIZING 
LOCAL REVENUE COLLECTION:

In deciding how much funding to provide to DCs 
via the IGFT transfer system, it is also important 
to consider the potential impact of IGFT on 
disincentivising local revenue collection. In Kenya, 
for example, a flaw of the intergovernmental transfer 
system is that there is substantial under-collection 
of own-source revenue in many counties and use 
of own-source revenue is generally not a priority 
of county governments (Boex and Smoke, 2020). 
However, notably, all respondents in the research 
held the opinion that IGFT would improve local 
revenue collection by increasing the capacity of 
local governments to collect taxes. A respondent 
from the FGS,104 for example, stated that if the FMS 
or FGS were to transfer a large amount of money to 
support local governments’ operations, the “local 
government would function better and mobilise more 
local revenue, and eventually, public services would 
expand”. A respondent from SWS also stated that 
IGFT could improve the equity of local taxation:

[More support from IGFT] would reduce 
taxes levied on the poor as well as small 
business entities.105
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These findings suggest that, at least over the next 
few years, IGFT are unlikely to crowd out local 
revenue generation, but may rather bolster DCs’ 
abilities to collect local taxes. However, over the long 
run, in order to avoid a situation like that in Kenya, it 
may be important to analyse the effects of IGFT on 
local taxation and to adjust the amount of funding 
provided through IGFT to reach an optimal balance 
between DCs’ use of own-source revenues and 
funding provided through transfers.

EQUITY AND 
ACCOUNTABILITY
IGFT SHOULD ENTAIL A REDISTRIBUTIVE 
COMPONENT:

The design of an IGFT should be done with equity 
considerations in mind; in other words, the IGFT 
should, at least to some extent, redistribute funding 
from richer localities (states or districts) to poorer 
localities. As detailed in the section on local taxation, 
Category C districts in Somalia have, in general, very 
low potential to collect local revenues; these districts 
will thus require support from the IGFT system to 
remain sustainable. Because Category A/B districts 
will ideally, as they begin to generate more local 
revenues, be expected to contribute money to the 
FMS, the IGFT will thus have a redistributive effect 
between districts in the long term.

STRENGTHEN INTER-GOVERNMENTAL 
DIALOGUE ON TRANSFERS

To ensure equity, it is also vital that systems for 
accountability are in place. In particular, it will 
be important for district governments to have 
access to mechanisms to communicate with the 
FMS over the provision of transfers. This should 
include both systems for monitoring transfers, as 
described above, as well as systems by which district 
administrators can provide feedback on the IGFT 
system and the need for changes.

The research suggests that currently, some systems 
for accountability may exist, but that they have not 
been formalised. For example, a senior official in 
finance in Berdale described the following issues 
with the transfer of funding from SWS to the local 
administration:

When the district council was formed 
SWS officials promised to transfer 
money from the UN to the council but 
they did not and we do not know the 
reason. The local government sends 
official letters or meets with [SWS 
officials] directly to raise the issue  
but the result can be passive after  
many follow ups are made by the 
district officials.106

However, another senior official in finance in Berdale 
expressed a more positive view of systems for 
accountability related to the transfer of funding from 
SWS. 

To resolve this issue [of a delayed 
transfer], we prepared an official report 
thanking [SWS] for the funds they 
provided, detailed achievements of the 
local government and how the received 
funds were utilised, and then requested 
the transfer of the remaining amount 
of funds as the district still needs it. 
The report was sent to SWS concerned 
offices via email. After the formal 
communication, the [SWS] government 
summons a meeting in Baidoa with the 
local government to discuss the issue 
and recommend a way forward. Usually 
the outcome of such meetings are very 
positive because issues are discussed 
in depth, challenges identified, and 
it encourages increased engagement 
and cooperation between the state 
government and local governments.107

While generally encouraging—showing that 
government officials from a small, Category C 
district (Berdale) do have some recourse and ability 
to communicate with the FMS when transfers of 
funding are delayed or less than expected—these 
findings also suggest the need for a formal system 
for accountability built in to the IGFT system. 
This accountability system should include both a 
means for the FMS or FGS to inform lower levels 
of government when transfers will be delayed or 
less than expected due to, for example, budgetary 
constraints, as well as a method for DCs to formally 
complain to the FMS when funding received is not 
the same as funding promised.
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CONCLUSION
District council sustainability faces many challenges. 
Foremost among these is the lack of a clear, 
harmonised framework for fiscal decentralisation: 
Somalia’s constitutional framework does not provide 
clear functional or revenue assignments between 
the federal, state, and local levels, resulting in 
competition over revenue-raising and expenditure 
responsibilities among all three levels of government 
as well as between sectoral ministries. In the long 
term, DC sustainability—and the specific way in 
which sustainability is achieved—will hinge on 
the development of a clear and widely agreed-
upon fiscal decentralisation framework, including 
clarification of taxation responsibilities of districts, 
the FMS, and the FGS. Because local governments 
are inherently more constrained in their revenue-
raising abilities than higher levels of government, 
since there are few high-revenue taxes which 
can be assigned to local governments without 
creating distortionary economic effects, the fiscal 
decentralisation process should also include 
adoption of a system for IGFT from states to districts 
to fill the gap between local revenue generation and 
expenditure needs. These two components—local 
taxation and IGFT—will comprise the main means by 
which DC sustainability is achieved.

Currently, the taxation capacity of local governments 
is highly constrained, particularly in Category C 
districts in which little taxable economic activity 
occurs. Local government own-source revenues 
generally come from some combination of taxes on 
livestock, transport, and small businesses. These 
taxes currently generate little revenue, and—with 
the possible exception of small business taxes—
have low maximum revenue potential. Additionally, 
the prevalence of taxation by Al-Shabab on these 
(and other) sources results in frequent situations 
of double taxation, lowering popular acceptance of 
taxation.

In many countries, the primary sources of tax 
revenue for local governments are property taxes 
and user charges, both of which have substantially 
higher revenue potential than the current taxes 
levied by local governments in Somalia. However, 
both of these taxes may currently be challenging to 
implement in Somalia. 

Property taxes are currently levied in some areas of 
Somalia. These taxes, however, are frequently levied 
on the transfer (purchase or sale) of property, rather 
than as a yearly fee based on the value of property, 
and are also frequently levied by state governments, 
which have higher capacity to manage property 
taxation than local governments. Regardless, 
consolidated financial statements from Jubaland 
show that the revenue potential of property taxes—
even those solely levied as flat fees on property 
occupancy, rather than on the value of land—is high.

Three main challenges, however, face the 
establishment of a property tax levied by local 
governments on the value of property. Firstly, there is 
a risk that property taxation will exacerbate conflicts 
over land ownership and land rights. Notably, 
however, respondents to the research generally 
expressed willingness to pay property taxes as long 
as revenue from these taxes was used to provide 
services, and generally did not express concerns 
that property taxation would exacerbate land 
tenure conflicts. Furthermore, it may be possible 
to design property taxes in such a way that the risk 
of exacerbating land conflict is low, for example, 
by charging the tax on the occupant of the land, 
rather than the owner. Secondly, implementation of 
a property tax requires the government to develop 
systems to value land, including mapping its location 
and area, which may be technically challenging for 
many local governments. Thirdly, devolving property 
taxation to the local level may pose a risk to the 
financial solvency of some FMSs, for whom these 
taxes comprise a significant source of revenues; the 
FMSs may thus be reluctant to relinquish control of 
these taxes to district governments, particularly in 
the state capitals and other Category A/B districts.

User charges, in contrast, currently have little 
potential for local governments. The main challenge 
facing user charges is that local governments 
currently provide few, if any, services on which 
fees could be charged. In many cases, the private 
sector is the primary provider of services (such as 
education and health); rather than nationalising these 
services, it will be more efficient for the government 
to take on a regulatory role. This regulatory role, 
however, will be best fulfilled at the state or federal 
level, further limiting the potential for local user 
charges. While there may be some potential for user 
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charges on services such as garbage collection, 
water, and sanitation (where not privatised), revenue 
potential may be low, at least in the medium term.

Along these lines, I note that in general, there is 
a significant need for additional research on the 
appropriate role for district councils in service 
provision. The provision of public services is an 
important component of the social contract between 
government and citizens that compels citizens to, 
in return for services, pay taxes and obey laws. The 
decentralisation of expenditure responsibilities—i.e., 
service provision—is also a vital component of a 
fiscal decentralisation process which, theoretically, 
should precede decentralisation of revenue-raising 
responsibilities. As noted above, however, the ideal 
role for DCs in service provision is currently unclear. 
Furthermore, the research suggests that there 
may be substantial political economy competition 
over control of service provision across levels 
of government and sectoral ministries, similar to 
the competition occurring over revenue-raising 
responsibilities described in this paper. Additional 
research that analyses the technical and political 
economy constraints to service provision across 
district governments and the state and federal 
governments would thus be helpful to fill these gaps.

Returning to issues of taxation, I note that small 
business taxes likely have the most potential for 
increasing local government tax revenues in the 
short term, particularly in Category A/B districts 
where substantial economic activity occurs. 
There are two main opportunities to improve on 
current systems of small business taxation. First, 
data from Baidoa suggests that tax rates charged 
to small businesses are currently inefficiently 
low and levied inefficiently frequently (in many 
cases, daily). Reforming the small business tax 
system to charge businesses higher rates at lower 
frequencies may thus increase the revenues earned 
by local governments even in lieu of a net tax rate 
increase, simply by lowering administration costs. 
Second, the registration of small businesses and, if 
possible, establishment of digital methods for tax 
payment may further improve revenue collection 
without the need for a tax rate increase by reducing 
administrative costs and by expanding the number of 
small businesses known to the government, and thus 
the size of the tax base.

Overall, however, given the major constraints 
on local taxation—particularly in Category C 
districts—IGFT from states to districts will be a key 
component of DC sustainability. Currently, there 
is no legal framework for transfers from states 
to districts, and transfers are rarely provided to 
districts; when provided, transfers come on an ad 
hoc basis, making it difficult for local governments 
to plan for expenditures. As a result, there may be 
an opportunity to support the FMS and district 
governments to establish an allocation formula for 
transfers. It is important to note, however, that in 
states where district–FMS relations are contentious, 
it may be difficult to reach an agreement over an 
allocation formula. This process may also  
risk sparking competition between districts  
over resources.

Furthermore, even if an allocation formula is 
developed, funding for IGFT is seriously constrained 
by the low revenue-raising capacities of the 
FMSs and FGS. Consistent FGS budget shortfalls 
compounded by the low prioritisation of IGFT to 
states, for example, mean that the FMSs rarely 
receive promised transfers from the FGS. This issue 
will have downstream effects on the provision of 
transfers to districts by reducing the revenues 
available to the FMSs; it is also indicative of  
issues that may limit funding for a state–district  
IGFT system.

Given funding limitations among the FMSs, in order 
to establish a consistent IGFT system to districts, 
there will likely be a need for budgetary support 
from international donors. I acknowledge that there 
are substantially more risks to providing funding 
indirectly to districts via an IGFT transfer system 
as compared to directly allocating development 
assistance to district governments. Development 
assistance channeled through IGFT, for example, 
has greater risk of diversion by the FMS and greater 
vulnerability to corruption and political economy 
dynamics. However, long-term DC sustainability is 
more likely to be achieved if development assistance 
is used to incentivise the development of an 
effective IGFT, rather than used to prop up DCs that 
are inherently unsustainable given low own-source 
revenue potential.
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These major constraints to both local taxation and 
IGFT limit current options for DC sustainability. 
Addressing these constraints may require a re-
sequencing of the DCF process to incorporate 
sustainability considerations as a prerequisite—or 
at least corequisite—to DCF. Where sustainability 
issues cannot be addressed because of limitations 
to IGFT or local taxation, it may be useful to further 
consider the merit of DCF, given that DCs that 
quickly go defunct not only represent poor value for 
money but also risk harming community perceptions 
of the legitimacy of local governance. DC 
sustainability will also require improved coordination 
between government officials and international 
actors working on issues related to revenue 
mobilisation and public financial management 
and actors working at the local level, as national-
level tax and fiscal policy and DC sustainability are 
fundamentally interlinked. Furthermore, there is a 
general need to continue strengthening capacity at 
local levels and dealing with political economy  
issues that may reduce autonomy of local 
governments and make the roles of various levels  
of government unclear.
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ANNEX 1: ANALYTICAL 
FRAMEWORK

Phase Challenges to and opportunities for establishing the system Challenges to and opportunities for operationalizing the system Challenges to and opportunities for long term sustainability and equity

Challenge or consideration 1. Political economy 
considerations 2. Technical considerations 3. Harmonisation 4. Political economy 

considerations 5. Technical considerations 6. Harmonisation 7. Adequacy 8. Accountability and 
equity 9. Long-term support

Description

Intergovernmental 
dynamics, potential 
spoilers, potential for 
conflict

Adequacy of human 
resources and equipment, 
anticipated cost of process, 
logistical issues

Conflicts or 
synergies 
with other 
programmes and 
interventions

Intergovernmental dynamics, 
potential spoilers, potential for 
conflict, functional authority, 
popular acceptance

Adequacy of human 
resources and equipment, 
reliability and consistency 
of resources, logistical 
issues

Conflicts or 
synergies 
with other 
programmes and 
interventions

Long-term adequacy 
and reliability of 
revenue

Responsivity to all 
constituents, ability 
of citizens to hold 
government accountable, 
accountability across 
different government 
levels

Long-term programme 
support, sustainability 
after withdrawal of 
programme support, 
intergovernmental 
support

Revenue type

Component 
of revenue 
generation 
system

                 

Local taxation

A. Developing 
tax system

Potential conflict between 
DCs, FMS, and FGS due to 
increased autonomy over 
revenue generation

Costs of taxation types 
compared to revenue 
potential (i.e., avoidance of 
“nuisance taxes”)

Harmonisation of 
taxation systems 
across districts

Autonomy of local governments 
to alter systems or rates, 
popular acceptance of tax 
system

   

Potential need to 
adjust systems as 
Somalia develops (i.e., 
increase focus on 
VAT or income taxes), 
maximum revenue 
potential of taxation 
methods

Potential regressivity, 
impact on women and 
constituents without 
power

Sustainability 
after withdrawal of 
programme support,  
potential conflict 
between DCs and FMS/
FGS due to increased 
revenue generation

B. Identifying 
and registering 
taxpayers

Issues of “belonging”

Resource and capacity 
needs for various systems of 
identifying and registering 
taxpayers

Programme 
support and 
harmonisation 
of existing 
programmes

Lack of state control over 
districts

Consistency of resources 
needed to operationalize 
taxpayer identification and 
registration system

Programme 
support and 
harmonisation 
of existing 
programmes

Ability to grow tax 
base  

Need for long-term 
support to improve 
government capacity

C. Determining 
tax liabilities

Issues of government 
capture by elites

Resource and capacity 
needs for various systems 
of determining tax liabilities

Issues of government capture 
by elites

Consistency of resources 
needed to operationalize 
tax liability determination 
system

  Ability of citizens to hold 
government accountable

D. Collecting 
taxes

Lack of state monopoly on 
taxation

Resource and capacity 
needs for various systems 
of collecting taxes

Hesitance of politicians due to 
unpopularity of taxation, issues 
of government capture by 
elites, lack of state monopoly 
on tax collection

Consistency of resources 
needed to operationalize 
tax collection, potential 
to leverage customary 
taxation

  Ability of citizens to hold 
government accountable

Intergovernmental 
fiscal transfers

E. Developing 
allocation 
formula

Conflict between districts 
and states over allocation 
formula

Source of funding (customs 
revenue, transfers from 
Category A districts, etc.), 
type of formula (conditional, 
unconditional, etc.) Programme 

support and 
harmonisation 
of existing 
programmes

Ability to adjust allocation 
formula as needed  

Programme 
support and 
harmonisation 
of existing 
programmes

Long-term adequacy 
and reliability of 
sources of funding, 
potential need to 
adjust formula over 
time

Redistributive effects for 
poor districts

Conflict between 
districts and states 
over allocation formula, 
ability to adjust 
allocation formula as 
needed

F. Transferring 
funds   Establishing transfer 

management system

Potential for changes in political 
power dynamics to affect 
adherence to formula

Ensuring consistency of 
fiscal transfers

Potential for transfers 
to reduce incentives 
for local tax collection

 
Need for long-term 
support to improve 
government capacityG. Regulating 

transfers

Political spoilers prevent 
creation of systems to 
regulate transfers

Establishing public financial 
management system (at 
local and state/national 
levels)

Ability of DCs to hold FMS/FGS 
accountable for transfers

Ensuring continued 
use of public financial 
management system

 
Ability of DCs to hold 
FMS/FGS accountable for 
transfers
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ANNEX 1: ANALYTICAL 
FRAMEWORK

Phase Challenges to and opportunities for establishing the system Challenges to and opportunities for operationalizing the system Challenges to and opportunities for long term sustainability and equity

Challenge or consideration 1. Political economy 
considerations 2. Technical considerations 3. Harmonisation 4. Political economy 

considerations 5. Technical considerations 6. Harmonisation 7. Adequacy 8. Accountability and 
equity 9. Long-term support

Description

Intergovernmental 
dynamics, potential 
spoilers, potential for 
conflict

Adequacy of human 
resources and equipment, 
anticipated cost of process, 
logistical issues

Conflicts or 
synergies 
with other 
programmes and 
interventions

Intergovernmental dynamics, 
potential spoilers, potential for 
conflict, functional authority, 
popular acceptance

Adequacy of human 
resources and equipment, 
reliability and consistency 
of resources, logistical 
issues

Conflicts or 
synergies 
with other 
programmes and 
interventions

Long-term adequacy 
and reliability of 
revenue

Responsivity to all 
constituents, ability 
of citizens to hold 
government accountable, 
accountability across 
different government 
levels

Long-term programme 
support, sustainability 
after withdrawal of 
programme support, 
intergovernmental 
support

Revenue type

Component 
of revenue 
generation 
system

                 

Local taxation

A. Developing 
tax system

Potential conflict between 
DCs, FMS, and FGS due to 
increased autonomy over 
revenue generation

Costs of taxation types 
compared to revenue 
potential (i.e., avoidance of 
“nuisance taxes”)

Harmonisation of 
taxation systems 
across districts

Autonomy of local governments 
to alter systems or rates, 
popular acceptance of tax 
system

   

Potential need to 
adjust systems as 
Somalia develops (i.e., 
increase focus on 
VAT or income taxes), 
maximum revenue 
potential of taxation 
methods

Potential regressivity, 
impact on women and 
constituents without 
power

Sustainability 
after withdrawal of 
programme support,  
potential conflict 
between DCs and FMS/
FGS due to increased 
revenue generation

B. Identifying 
and registering 
taxpayers

Issues of “belonging”

Resource and capacity 
needs for various systems of 
identifying and registering 
taxpayers

Programme 
support and 
harmonisation 
of existing 
programmes

Lack of state control over 
districts

Consistency of resources 
needed to operationalize 
taxpayer identification and 
registration system

Programme 
support and 
harmonisation 
of existing 
programmes

Ability to grow tax 
base  

Need for long-term 
support to improve 
government capacity

C. Determining 
tax liabilities

Issues of government 
capture by elites

Resource and capacity 
needs for various systems 
of determining tax liabilities

Issues of government capture 
by elites

Consistency of resources 
needed to operationalize 
tax liability determination 
system

  Ability of citizens to hold 
government accountable

D. Collecting 
taxes

Lack of state monopoly on 
taxation

Resource and capacity 
needs for various systems 
of collecting taxes

Hesitance of politicians due to 
unpopularity of taxation, issues 
of government capture by 
elites, lack of state monopoly 
on tax collection

Consistency of resources 
needed to operationalize 
tax collection, potential 
to leverage customary 
taxation

  Ability of citizens to hold 
government accountable

Intergovernmental 
fiscal transfers

E. Developing 
allocation 
formula

Conflict between districts 
and states over allocation 
formula

Source of funding (customs 
revenue, transfers from 
Category A districts, etc.), 
type of formula (conditional, 
unconditional, etc.) Programme 

support and 
harmonisation 
of existing 
programmes

Ability to adjust allocation 
formula as needed  

Programme 
support and 
harmonisation 
of existing 
programmes

Long-term adequacy 
and reliability of 
sources of funding, 
potential need to 
adjust formula over 
time

Redistributive effects for 
poor districts

Conflict between 
districts and states 
over allocation formula, 
ability to adjust 
allocation formula as 
needed

F. Transferring 
funds   Establishing transfer 

management system

Potential for changes in political 
power dynamics to affect 
adherence to formula

Ensuring consistency of 
fiscal transfers

Potential for transfers 
to reduce incentives 
for local tax collection

 
Need for long-term 
support to improve 
government capacityG. Regulating 

transfers

Political spoilers prevent 
creation of systems to 
regulate transfers

Establishing public financial 
management system (at 
local and state/national 
levels)

Ability of DCs to hold FMS/FGS 
accountable for transfers

Ensuring continued 
use of public financial 
management system

 
Ability of DCs to hold 
FMS/FGS accountable for 
transfers
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ANNEX 2: LEGISLATIVE 
FRAMEWORKS OF THE FMS 
AND SOMALILAND
This Annex provides details on FMSs’ legislative frameworks related to decentralisation, taxes, PFM, and 
IGFT. The Annex first discusses the FMSs in south and central Somalia, as these FMSs have similar legislative 
frameworks. Puntland and Somaliland are then discussed in separate sections.

CONSTITUTIONS OF FMS IN SOUTH AND CENTRAL 
SOMALIA

SOUTH WEST STATE
As stated in the body of the paper, the SWS 
Constitution states that SWS “exercises the 
principles of decentralisation to village, district, 
and regional level” and that regional and district 
administrations are to be formed using community 
participatory processes based on laws proposed 
by the state government (SWS, 2014). These 
statements, however, fall under Chapter 8: 
Decentralisation of Administrative Powers, and apply 
only to administrative and political decentralisation. 
The Constitution does not include any provisions 
related to fiscal decentralisation, nor any detailed 
prescriptions for decentralisation of any type 
outside of the statements above.

GALMUDUG
The constitution of Galmudug states that “the 
administrative power of Galmudug shall be devolved 
to the regions, districts, and villages; There [sic]  
will be… a local government and a district 
administration with an elected Governor.” This 
explicit mention of decentralisation (in the form of 
devolution) is notable, although there is no mention 
of fiscal decentralisation.108

HIRSHABELLE
As in the Galmudug Constitution, the constitution 
of Hirshabelle states that “the administrative 
power of Hirshabelle State shall be devolved to the 
regions, districts, and villages; there will be… a local 
government and a district administration with an 
elected Governor,” but there is no mention of fiscal 
decentralisation (Hirshabelle, 2016).109

JUBALAND
The constitution of Jubaland gives the State 
Assembly of Jubaland the legislative power to 
approve or disapprove new districts or regions 
proposed by the government of Jubaland. 
Article 47 states that “special legislation shall 
define the powers and the relation between the 
State Government and the regional and district 
administrations”. This Article additionally states that 
“provincial and district officials within the regions 
shall be nominated by the President on the advice of 
the relevant Minister and Regional officials”—notable 
as this implies a low level of political decentralisation. 
Additionally, the Article states that every district 
shall have a local council that is elected, but that 
the law governing establishment of local councils 
shall be enacted by the State Assembly of Jubaland, 
and that this law “will form the basis of the district 
administrative procedure, work performance, and 
the powers and authorities of the districts”, implying 
a low level of administrative decentralisation. No 
mention is made of fiscal decentralisation. Overall, 
this constitution is notable in that it stipulates a very 
low level of decentralisation.
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REVENUE ACTS OF FMS IN SOUTH AND CENTRAL 
SOMALIA

The Revenue Acts adopted by SWS, Galmudug, and 
Hirshabelle in 2018 are effectively identical (sections 
are identically worded with only changes to the name 
of the relevant FMS; however, rates stipulated for 
each tax may differ). The Revenue Act of Jubaland 
differs in the revenue types specified, although the 
overall structure and wording of many items are 
similar to that of the other FMSs in south and central 
Somalia (any major differences in wording are noted 
below). These Acts address the following revenue 
sources of relevance to DC sustainability, with the 
relevant FMS specified in parentheses:

SECTION 4: PAYROLL TAXES (SWS, GALMUDUG, 
HIRSHABELLE, JUBALAND)

• “Imposed each year on the value of gross 
salaries paid to employees of businesses 
situated in the territory of the [FMS]”

• The amount of tax for Grade A businesses is 
established in Schedule 3 and for Grade B, C, D, or 
E businesses, in Schedule 2 (described below)

• Payroll taxes are assessed and paid 
by the owner of the enterprise

• “The Ministry shall carry out a periodic survey 
for the purposes of classifying businesses 
according to the nature of their activities and 
size… Classification of business [sic] according 
to the nature of their activities shall utilise only 
the categories in Schedule 1… Businesses shall 
be classified according to size into five grades to 
be designated: A, B, C, D, or E. In determining this 
classification the ministry may consider the following 
factors: Area of premises, number of employees, 
daily turnover, nature of activities, location of the 
business [sic]” (Section 1 described further below)

SECTION 6A: PERSONAL INCOME TAX (SWS, 
GALMUDUG, HIRSHABELLE)

• “Imposed on the gross salaries of civil 
service employees [emphasis added]”

SECTION 10: TURNOVER TAX ON BUSINESSES 
(SWS, GALMUDUG, HIRSHABELLE, JUBALAND)

• “A tax on the turnover of businesses shall be paid 
for each Taxation Year by every business as defined 
in section 2 [sic] who carries out entrepreneurial 
activities at any time during the Taxation Year in 
the area of the [FMS] (regardless of whether a 
profit was made in the applicable tax year)”

SECTION 14: BUSINESS LICENSES (SWS, 
GALMUDUG, HIRSHABELLE, JUBALAND)

• “Owners of all businesses operating in the 
area of the [FMS] are required to register… 
and pay a license fee annually”

• SWS and Galmudug only: “The collection of 
the licenses within the area of an established 
district government shall be carried out by 
officials of that government [emphasis added]”

SECTION 15: URBAN PROPERTY TAX (SWS, 
GALMUDUG, HIRSHABELLE)

• “A property tax is payable on each surveyed 
plot of land in the jurisdiction of an urban 
district government in [FMSs]”

• “The revenue derived from the property 
tax must be allocated to the district 
government [emphasis added]”

• “The tax is payable by the registered owner 
of the property… In the absence of the 
owner, the tenant or beneficial occupant of 
the property is liable for the payment”

• “The rate of the tax may differentiate according 
to the allowed use of the plot and the grading 
of the business or enterprise operated from it” 
(rate specified in Schedule 3, discussed below)

SECTION 15: HOUSEHOLD TAX (JUBALAND)110

• “All heads of household are required to pay an annual 
tax in respect of that household. And [sic] must be a 
portion of the rent price in accordance of schedule 
3 [sic] except 20% subtracted for renovation”

• “The owner of the business premises… shall pay 
the same amount paid the house rented [sic]”

• “Residential households shall pay an annual tax. 
The applicable rate is specified in schedule 3”

• “The household tax must be collected annually”

• Section 16: Fuel tax (SWS, Galmudug, Hirshabelle)

• “A tax must be paid by all bulk purchasers of 
fuel… the applicable tax rate is specified in 
Schedule 3” (in containers of 200 litres or more)
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SECTION 16A: ELECTRICITY GENERATION TAX 
(SWS, GALMUDUG, HIRSHABELLE, JUBALAND)

• “A tax must be paid by operators of 
generators with a total capacity exceeding 
the capacity specified in Schedule 3… the 
rate of the tax is specified in Schedule 3”

SECTION 17: MARKET FEES (SWS, GALMUDUG, 
HIRSHABELLE, JUBALAND)

• SWS and Galmudug only: “District Governments 
may designate specific areas within the district 
area as markets. All operators of businesses or 
stalls in the designated market area must pay a fee 
for security and cleansing [emphasis added]”111

• “The proceeds of the fee must be allocated to the 
relevant district government [emphasis added]” 

• “The amount of the fee is specified in Schedule 3”

SECTION 18: VEHICLE LICENSE AND 
REGISTRATION (SWS, GALMUDUG, 
HIRSHABELLE, JUBALAND)

• “A vehicle license and registration fee equal to 
amounts established in Schedule 3 of this Act shall 
be imposed by the State on an annual basis”

SECTION 22: PORT FEES AND SECTION 
23: AIRPORT FEES (SWS, GALMUDUG, 
HIRSHABELLE)

• A tariff of fees payable for services rendered at 
[the sea port/any authorised airport] within [FMS] 
territory will be determined annually by the Minister 
[of Finance] in consultation with the [authority 
responsible for operation of the port/airport]

SECTION 22: CUSTOMS DUTIES (JUBALAND)112

• “Customs duties clearance is specified 
schedule 7 [sic] and the detail [sic] information 
can be found tariffs [sic] book”

SECTION 23: VALUE ADDED TAX (JUBALAND)

• VAT “is obligatory when the consignment 
or the product comes into the country or 
exchange of goods and service sales [sic].”

SECTION 28: ROAD USER TAX (SWS, 
GALMUDUG, HIRSHABELLE, JUBALAND)

• “A Road User Tax will be levied on commercial 
or goods-carrying vehicles entering 
or leaving the territory of [FMS]”

• SWS and Galmudug only: “The amount 
will be based on the registered Gross 
Vehicle Weight of the vehicle”

• SWS and Galmudug only: “Attempts to 
collect revenue at a check point which is 
not established and operated under the 
correct authority is a criminal offense”

Additionally, these acts address tax payment 
methods:

SECTION 9: TAX PAYMENTS (SWS, GALMUDUG, 
HIRSHABELLE, JUBALAND) 

• “All taxes must be paid to an authorised tax 
official at the designed [sic] office before the 
due date specified in the Regulations”

• “Payments may be made monthly or quarterly for 
a period of one year prior to the date of liability”

• “The records of all taxes collected must be kept in 
the form and according to procedures prescribed by 
Regulation [sic] issued by the Ministry for Finance”

• Jubaland only: “An official receipt 
must be given to the taxpayer”

SECTION 24: LINE MINISTRIES RELATIONSHIP 
(JUBALAND)

• “Jubaland financial system is base [sic] 
on Single Treasury Account (TSA)”

SECTION 25: ACCREDITED COLLECTING 
AGENTS (SWS, GALMUDUG, HIRSHABELLE)

• “All entities collecting revenues on behalf of the 
government of [FMS] are required to nominate 
one or more responsible officials to be registered 
by the Minister for Finance as an Accredited 
Collecting Agent with authority to collect 
specified revenues within a stipulated locality”

As discussed earlier in the report, this analysis 
makes clear that the FMSs have substantial legal 
control over taxation. Most tax sources are legally 
assigned to the FMS, and the FMS is involved 
in setting tax rates and tax collection timelines 
for all taxes (including those assigned to district 
governments). Additionally, the FMS is legally 
involved in accrediting all tax collectors.

The tables below show an abbreviated 
representation of the tax schedules for SWS (full tax 
schedules include a larger list of business types). 
The specific rates vary across the FMSs, but similar 
tax rate determination systems are used by each 
FMS.
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TABLE 5: SCHEDULE 1: DEEMED PAYROLL AND TURNOVER OF BUSINESSES PER YEAR (USD) (SWS)

Payroll (thousands of USD) Turnover (thousands of USD)

Business type A Grade B Grade C Grade D Grade A Grade B Grade C Grade D Grade

Shops 5.28 1.68 1.44 0.72 39 18 6 3

Restaurants 3.6 2.4 1.92 0.96 18 9 5.4 3

Money transfer 
companies

96 12 1.44 0 600 42 8.4 0

Electricity 168 120 48 24 900 600 240 150

Pharmacies 4.32 2.16 1.44 0.72 36 21 8.4 3

Telecommunications 14,400 1,200 120 36 54,000 7,200 600 210

TABLE 6: SCHEDULE 2: PAYROLL AND TURNOVER TAX AMOUNTS PAYABLE PER ANNUM (USD) 
(SWS)

Payroll tax payable per annum (USD) Turnover tax payable per annum (USD)

Business type A Grade B Grade C Grade D Grade A Grade B Grade C Grade D Grade

Shops 264 84 72 36 780 360 120 60

Restaurants 180 120 96 48 360 180 108 60

Money transfer 
companies

4,800 600 72 0 12,000 840 168 0

Electricity 8,400 6,000 2,400 1,200 18,000 12,000 4,800 3,000

Pharmacies 216 108 72 36 720 420 168 60

Telecommunications 720,000 60,000 6,000 1,800 1,080,000 144,000 12,000 4,200
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TABLE 7: SCHEDULE 3: TAX RATES APPLICABLE

Type of Tax Rate of Tax Applicable Base

Payroll tax on businesses, NGOs, 
companies

5% Annual payroll or deemed payroll

Tax on turnover 2% Annual turnover or deemed turnover 
for businesses

3% Monthly turnover on rentals

Business licenses Specified in Schedule 4

Fuel tax $5.00 Per 200 litre container purchased

Electricity generation tax (on 
operators with total capacity in excess 
of 11KVA)

$40.00 Per KVA of installed capacity per 
annum

Urban property tax

Residential $30.00 Per urban plot per annum

Business A Grade $360.00 Per urban plot per annum

Business B Grade $200.00 Per urban plot per annum

Business C Grade $100.00 Per urban plot per annum

Business D Grade $0.00 Per urban plot per annum

Industrial $200.00 Per urban plot per annum

Agricultural $0.00 Per urban plot per annum

Market cleansing and security fee $1.00 Per day, per market stall

Vehicle license fees Specified in Schedule 8

Drivers’ licenses Specified in Schedule 8

Road user tax $10.00 Per ton of Gross Vehicle Weight

Personal Income Tax 3% Gross salary income of civil servants

Khat $2.50 Per bundle

Cigarettes
$0.60 Carton containing 200 cigarettes

$30.00 Case containing 50 packs or 10,000 
cigarettes

These tables reveal first, a relatively comprehensive system used to stipulate tax rates and frequency of 
collect; second, it is notable that most taxes are flat fees, rather than percentages. While this reduces 
administrative complexity of tax administration, it may result in regressive taxation.
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PUBLIC FINANCIAL MANAGEMENT ACTS OF FMS IN 
SOUTH AND CENTRAL SOMALIA

The Public Financial Management Acts adopted by 
SWS, Galmudug, Hirshabelle, and Jubaland in 2018 
are effectively identical (sections are identically 
worded with only changes to the name of the 
relevant FMS). These Acts address the following 
topics of relevance to the research:

• Section 4: Resources which become public 
money upon receipt (including taxes, user 
fees, and other sources of revenue

• Section 4: Composition and use of the Consolidated 
Fund (in which the balances of all public funds 
are to be included and classified as tax revenue, 
non-tax revenue, and other classifications)

• Section 5: Authority and responsibility for the 
budget and PFM (assigned to the President, 
who may delegate to the Minister of Finance)

• Section 6: Authority and responsibilities of 
the Minister of Finance (including preparation 
and execution of the state budget; preparation 
of annual and in-year accounts and reports; 
and management of government property 
and assets, including revenues)

• Section 7: Authority of the Minister of Finance 
to develop and issue further regulations 
and instructions to clarify the Act

• Part III: Processes for budget 
preparation and approval

• Section 16: Parliamentary authority 
to approve the budget

• Section 17: Parliamentary authority to modify the 
budget in coordination with the Minister of Finance

• Part IV: Processes and responsibilities for 
budget execution (falling under the Minister of 
Finance, who may delegate responsibilities)

• Section 28: Responsibilities for cash 
management under Minister of Finance

• Section 29: Banking arrangements; “the banking 
arrangements of the [FMS] will reflect, to the extent 
possible, the principles of a Treasury Single Account, 
in which all accounts of the [FMS] are essentially 
managed as one from a cash point of view”

• Part VII: Accounting and reporting standards, 
rules, and responsibilities; “Accounting Rules and 
Standards… are to be applied consistently to all 
government agencies, including autonomous 
agencies, or any other subdivisions of the 
[FMS] at the local level, whether in existence 
or to be established in the future”

• Section 37: Banking arrangements with delayed 
entry into force; “the main bank account of the 
[FMS] shall be established in the Central Bank of 
Somalia Branch, into which all revenues shall be 
deposited and from which all payments will be made”

As discussed in the section on legal frameworks, 
these Acts are notable in the context of DC 
sustainability, IGFT, and taxation as they legally 
establish TSAs and state that accounting rules 
are to be standardised across the FMSs and local 
governments. However, these Acts do not, generally, 
explicitly discuss PFM considerations for local 
governments, nor do they specify the relations 
between FMS and district-level PFM systems.
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PUNTLAND LEGAL FRAMEWORKS

The Puntland Constitution states that the Puntland 
“system of administration shall be based on 
decentralisation” (Article 120). Article 123 discusses 
district councils, and states that districts have 
autonomy over economic and administrative affairs, 
and that each district council shall be elected by 
citizens of each district. This implies a relatively 
high level of fiscal, administrative, and political 
decentralisation.

Article 125 of the Constitution further states that 
DCs have “the responsibility to implement state 
plans at district level concerning primary education, 
health, animal husbandry, agriculture, security, water, 
power, communication, environmental protection and 
in general developmental projects of the district”. 
The DC has further responsibility to “establish 
specific contributions for the financing of specific 
public works in its jurisdiction”, to establish a public 
budget, and to prepare a decree on local taxes.

Law No.7 of 18/09/2003 on the Laws of District 
Councils of the Puntland State of Somalia is 
the main law stipulating the responsibilities and 
powers of DCs. Article 9 details service provision 
responsibilities, including healthcare, sanitation, 
establishment of markets, construction of schools 
and maternal health centers, renovation of roads, 
registration of district citizens, construction of public 
housing, and public transport, among others. Article 
10 stipulates that the local government should have 
departments of public works, social affairs, finance, 
revenue/tax, and supervision and inspection. Several 
articles outline methods for electing DCs and for 
preparing budgets.

Article 35 of this law states that the revenue of DCs 
includes taxes and duties, profits from business 
ventures, loans (if approved), and grants from the 
central government or other sources. Article 27 
states that the revenue of the local council will be 
collected in cash and that receipts must be issues—
notably, this Article does not require DCs to set up 
a bank account for revenues or utilise a TSA. Annex 
A further specifies the taxes permitted for DCs, 
including:

• Taxes on houses

• Taxes on animal vaccinations

• Taxes on animal trade

• Business licenses

• Taxes on land allocations, building, 
and rehabilitation permits

• Land value taxes

• Taxes on markets and abattoirs

• Taxes on the export of animals, fragrance, 
gum, fish, palm leaves, brushwood, and salt

• Taxes on drinks and khat

• Fees for registration and ID documents

• Taxes on electricity and telephone cables and poles

• Taxes on town water

• Taxes on imports and exports of the 
Puntland State of Somalia

This is a notably broad list of taxes that includes 
some taxes—such as those on imports and 
exports—which are not necessarily appropriately 
levied at local government level.

The Puntland Decentralisation Policy further lays 
out the Puntland government’s vision and roadmap 
for pursuing decentralised service delivery. This 
policy is notable as it includes explicit and detailed 
statements for political, administrative, and fiscal 
decentralisation. Its policy statements for fiscal 
decentralisation include statements on expenditure 
and revenue assignments as well as IGFT; the 
statement on IGFT states that “the determination 
of intergovernmental transfers will be based on 
objective and transparent criteria and consideration 
of the differences in the classification of the local 
government, geographic and physical factors, 
populations, and socioeconomic conditions”. A 
further statement stipulates that “the transfer 
allocation formulas will be based on objective and 
validated factors and will be openly discussed with 
representation of the central and local government 
stakeholders through a formal consultation process.” 
This policy is notable in the context of the FMSs in 
south and central Somalia as it implies a significantly 
more developed framework for IGFT from the state 
to districts.

The Puntland PFM Act is being reviewed and revised 
and is expected to align with the FGS PFM Act to 
ensure uniformity of PFM legislation throughout 
Somalia. Puntland is also currently establishing 
a TSA system. PFM reform in Puntland has been 
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supported through World Bank and PREMIS 
programming (World Bank, 2020). The Puntland 
Local Government Finance Policy, meanwhile, was 
established in 2016 in order to improve PFM in 
Puntland, and proposes three types of PFM policies 
for districts: strategic, cross-cutting, and financial 
sub-systems. The policy states that “the focus is 
not on detailed procedures for each of the financial 

sub-systems which will require the development of 
comprehensive and detailed procedural manuals 
that will be addressed once there is agreement 
on policy”. This policy provides recommendations 
to improve PFM systems, but states that a 
clearer vision is needed to fully devolve financial 
management to DCs.

SOMALILAND LEGAL FRAMEWORKS

The main provisions of the Somaliland Constitution 
related to district governance are: Article 109, which 
states that “the structure of the regions and the 
districts, their boundaries and hierarchy shall be 
determined by law”; Article 110, which states that 
“the administration of the regions and the districts is 
part of the administration of the Government of the 
Republic of Somaliland”; Article 111, which states 
that districts shall have legislative councils with 
powers to plan their economic and social affairs; and 
Article 112, which states that “the administration 
of community services, such health, education up 
to elementary/intermediate school level, livestock 
husbandry, internal security, water, electricity, 
communication etc. shall be the responsibility 
of the regions and districts in so far as they are 
able to do so” and that “the demarcation of the 
administrative and tax levying powers between the 
central government and the regions/districts shall 
be determined by the law setting out the relationship 
between the central government and the regions/
districts”. These constitutional provisions are 
notable as they establish a relatively high level of 
fiscal and administrative decentralisation.

District councils are elected under the procedures 
delineated in the Presidential and Local Elections 
Law (Law No. 20/2001). This law provides regulations 
for the elections of local governments, but stipulates 
a high level of political decentralisation at the district 
level, in accordance with the relatively high level of 
(legal) decentralisation of administrative and fiscal 
powers stipulated in the Constitution.

The main law regarding local government in 
Somaliland was the Regions and Districts Law (Law 
No. 23/2002, established in 2002 and amended 
in 2007), which was replaced by the Regions and 
Districts Self Management (Amendments and 
Additions) Law (Law No. 23/2019) as of January 
2020. This law addresses the regulations, structure, 
and responsibilities of district councils and regulates 
political, administrative, and fiscal decentralisation. 

The law seeks to support the self-administration 
of regions and districts through the devolution of 
power.

Article 40 of the Regions and Districts Self 
Management (Amendments and Additions) Law 
discusses the service responsibilities of district 
councils, which include education, roads, health, 
farms and agriculture, animal production, security, 
and sanitation, among others (however, the law 
notes that districts are only required to provide 
these services as they are able to do so). Articles 
76 through 85 further direct DCs on their specific 
service provision responsibilities for lighting 
equipment and telephone sites, public transport, 
abattoirs and markets, sanitation, fire control, traffic 
signs, “smartening and repairs”, establishment of 
pharmacies, oversight of prices, and demarcation 
of commercial businesses. Article 71 stipulates the 
administrative structure of district councils, including 
departments for finance, general and internal affairs, 
taxation, and planning. 

Part 10 of this Law relates to fiscal decentralisation. 
Of particular relevance is Article 87, which states 
that the revenues of the DCs include own-source 
revenues, IGFT, loans taken by the DC, and other 
sources. This Article stipulates the taxes that DCs 
may charge, including taxes on businesses, the sale 
of fertilisers and animal skins, the construction of 
new buildings, farms, inheritance, and the installation 
of electrical lines; as well as fees on markets, the 
provision of IDs and other certificates, the provision 
of land titles, and slaughter and disposal of animals, 
among other taxes and fees. This Article also states 
that the central government will share 10% of the 
income from customs duties and 12.5% of internal 
revenues with districts, where the latter is dedicated 
for public service provision. Additionally, the Article 
states that if a service is decentralised from the 
central government to the districts, the central 
government will provide funding for the districts to 
provide that service.
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This legal framework is notable in contrast to the 
legal frameworks of the FMSs in south and central 
Somalia as it includes specific stipulations for IGFT. 
Additionally, the framework includes a specific list 
of taxes and expenditures that district governments 
should levy and provide, although it does not require 
districts to provide services in the case where they 
are unable.

Of additional relevance is the District Councils’ 
Budgeting and Accounting Systems Regulations, 
Ministerial Decree, Minister of Interior (2011). Article 
4 of this decree states that own-source revenues 
for districts should come from taxes, license fees 
and permits, user charges and tariffs, rents, fines 
and penalties, and loans (for emergencies). It also 
notes that transfers should be sent from the central 
government. Article 5 summarises the expenditure 
responsibilities of districts, including general 
administration, maintenance and repairs, and 
provision of services. Article 13 further specifies 
revenue-raising and expenditure obligations of 
districts; these include revenues from livestock, 
property, agricultural production, and utility taxes; 
licenses and fees from businesses, market stalls, 
commercial signs, and personal registration; user 
charges on public transport, waste collection, 
and abattoirs; rents on public markets and of 
local government assets; and fines and penalties. 
Service responsibilities include urban roads 
and pavements, health, education, solid waste 
management, maintenance of public markets, water 

supply, electricity and lighting, district policing, 
urban zoning, agricultural extension services, and 
public transport, among others (Haas, 2017). Both 
this Decree and the aforementioned Law specify a 
notably broad range of expenditure responsibilities 
and tax sources for DCs. 

Lastly, a Presidential Decree issued in September 
2012 outlined spending requirements for local 
governments, with 35% of spending to go to service 
delivery and maintenance, 25% to staff salaries, and 
40% to capital investment (Haas, 2017). While no 
specific data on DC spending could be accessed, it 
is unlikely that these percentages are adhered to.

Regarding PFM, Somaliland has adopted into law four 
bills on financial management and accountability, 
audits, revenues, and customs. Of particular 
relevance is the Somaliland Public Finances and 
Management Law (Law No. 75/2016) which describes 
procedures for preparation and follow-up of the 
budget; control and management of public finance; 
management of state property; state funds; loans, 
guarantees, and grants; preparation, audit, and 
examination of accounts; and control of finances and 
public agencies. Additionally, the Somaliland Inland 
Revenue Law (Law No. 72/2016) deals with collection 
and recovery of tax, offenses and penalties for failure 
to pay taxes, and administration of taxes (including 
use of Tax Identification Numbers), and details rates 
and procedures for collection of income taxes, 
goods and services taxes, and excise taxes.113
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ENDNOTES
 

1  The constitution reads as such: “(1) In the Federal Republic of Somalia, the state is composed of two levels of government: 
(a) The Federal Government Level; (b) The Federal Member States Level, which is comprised of the Federal Member State 
government, and the local governments” (Federal Republic of Somalia, 2012).

2  Parliamentarians are not elected directly through a one-person, one-vote system, but rather selected by a limited number of 
elites; see, for example, Peterson (2021).

3  It is important to note that while the FGS has no de jure control over FMS elections, they do have some de facto control over 
elections of state presidents in the FMS; the most notable example of this is the 2018 arrest of Mukhtar Robow by federal officials 
in order to prevent his election as president of South West State.

4  Some main laws include Law No. 1 of 1961 on customs taxation, Legislative Decree No. 5 of 1966 on direct taxes, and Law No. 
2 of 1984 on sales taxes (Raballand and Knebelmann, 2020).

5  The Act reads: “District Governments may designate specific areas within the district area as markets. All operators of 
businesses or stalls in the designated market area must pay a fee for security and cleansing. The proceeds of the fee must be 
allocated to the relevant district government” (SWS, 2018a).

6  It is unclear if taxes collected by district governments under this Act are to be deposited into a TSA held by the FMS or 
retained by the district administration; Section 9 on tax payments simply states that “all taxes must be paid to an authorized 
tax official at the designed office [sic]” (SWS, 2018). The method by which revenues collected by district governments are to be 
consolidated is also not specified in the SWS PFM Act (2018).

7  English-language Local Government Laws for south and central Somalia could not be obtained; however, the Puntland Local 
Government Law #7, upon which Local Government Laws in other FMS are based (UN JPLG, 2017), lists a variety of service 
provision and taxation responsibilities for district governments. See Annex 2 for further details.

8  Head of Tax Compliance Unit, male, Puntland

9  Macroeconomics and fiscal policy expert, male, external actor

10  Representative from IOM, female

11  Lack of legislative clarity over jurisdiction; “the revenue derived from the property tax must be allocated to the district 
government in terms of the approved annual budget of the South West State of Somalia” (SWS 2018).

12  Lack of legislative clarity over jurisdiction; the Revenue Act states that “the collection of the [business] licenses within the 
area of an established district government shall be carried out by officials of that government” (SWS 2018), but does not stipulate 
where revenues should go.

13  Depending on the business size and location from which the taxes are collected, these tax collectors may work for local 
governments (i.e., for a tax on small businesses in Baidoa), state governments (i.e., for a tax on medium or large businesses in 
Baidoa), or the FGS (i.e., for a tax on large businesses in Mogadishu).

14  In SWS, for example, businesses are classified as Grade A, B, C, D, or E. The SWS Revenue Act (2018) states that “in 
determining this classification, the ministry may consider the following factors: area of premises, number of employees, daily 
turnover, nature of activities, location of the business [sic]”.

15  60,000 USD is, however, a notable outlier. The maximum monthly tax for non-telecommunications companies levied by SWS 
is 700 USD on the largest electricity companies, and only large electricity, money transfer, telecommunications, and internet 
service provider companies face monthly taxes of over 100 USD (SWS Revenue Act, 2018).

16  Under FGS fiscal legislation, ten tax brackets exist for the annual corporate profit tax. However, in practice, these tax 
brackets are not adhered to; businesses rather negotiate lump sum payments with members of the FGS administration depending 
on the size and sector of the business (Raballand and Knebelmann, 2020). Tax revenue collected through the corporate profit tax 
totaled 1.1 million USD total in the first half of 2020 (FGS OAG, 2020).

17  Taxes based on the assessed value of an item.

18  30 USD for residential properties, 100-360 USD for medium and large businesses depending on the grade of the business, 
and 200 USD for industrial plots. 

19  Notably, in Somaliland—particularly Hargeisa—four main property taxes are charged. These include (1) an annual tax based 
on the floor area of buildings levied on the owner or current occupant of the building, (2) a 4% tax on the transfer of property, (3) 
a 10% tax on rental income levied on property owners who rent their properties, and (4) an annual tax based on the area of land 
levied on the person or people who claim the land (Haas, 2017).

20  In Puntland, for example, Local Government Law #7 allows DCs to collect taxes on khat.

21  The FGS Amendments to the Customs Act 2020 states that “every governmental service operating in a customs purpose 
shall for customs purposes come under the control of the Head of the Department of Customs,” where this department falls under 
the purview of the FGS MoF.

22  Senior official in finance and administration, male, Baidoa

23  Tax collector, male, Berdale
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24  In Somalia, it is common to speak casually in terms of percentage estimates. This number should thus not be interpreted as 
precise or based on specific evidence (such as records of tax collection), but should rather only be taken as indicative of a low 
level of local government revenue collection relative to expenditure needs.

25  Senior official in finance, male, Berdale

26  Representative from JPLG, male

27  Community member, male, Berdale

28  Senior government official, Office of the President, SWS 

29  Senior advisor, MoIFAR, male, FGS

30  Senior advisor, MoIFAR, male, FGS

31  Head of Transportation and Customs, male, Puntland; Head of Land Taxation, male, Puntland

32  Fiscal Decentralisation Consultant, MoF, male, Somaliland

33  Head of Tax Compliance Unit, male, Puntland

34  External Assistance Fiduciary Section Director, male, Somaliland

35  While legislative frameworks in Puntland and Somaliland decentralise a wide range of functions (see Annex 2), in practice, 
many functions remain centralised, including education, health, and water. Decentralised functions provided by some districts 
(mostly municipalities) include road construction and repair, public works, and solid waste management (Ssewankambo, 2016).

36  Senior official, Ministry of Planning, Investment and Economic Development, male, FGS

37  Macroeconomics and fiscal policy expert, male, external actor

38  Senior official, Ministry of Planning, Investment and Economic Development, male, FGS

39  Senior advisor, MoIFAR, male, FGS

40  Government official in administration and finance, male, Baidoa

41  Macroeconomic and fiscal policy expert, male, external actor

42  Government official in administration and finance, male, Baidoa

43  Senior government official in finance, male, Berdale

44  Research suggests that, in accordance with this theory, dissatisfaction with public services is associated with lower tax 
compliance (see Tengs, 2020).

45  Community member, male, Berdale

46  Businessman, male, Baidoa

47  Senior official with Baidoa MoF, male, Baidoa

48  Senior official with MoI, male, SWS; Senior official with MoF, male, SWS; Senior official, Office of the President, male, SWS

49  Senior official with Baidoa MoF, male, Baidoa

50  Government official in administration and finance, male, Baidoa

51  Government official in finance, male, Baidoa

52  Tax collector, male, Berdale

53  In Baidoa, taxation of category A, B, and C businesses (medium and large businesses) is assigned to the SWS government, 
while taxation of category D businesses (small businesses) is assigned to the Baidoa local administration.

54  Government official in finance, male, Baidoa

55  Government official in finance, male, Baidoa

56  Senior official in finance, male, Berdale

57  Women’s representative, female, Baidoa; minority clan elder, male, Baidoa; community member, male, Baidoa. Estimates of 
the standard tax ranged from 3,000 to 5,000 shillings, 3,000 to 6,000 shillings, and 2,000 to 5,000 shillings respectively.

58  Senior official in administration and finance, male, Baidoa

59  However, a youth representative in Baidoa noted that, “when people try to buy land in Baidoa usually they don’t go through 
the government system because they don’t want to pay any taxes to the local government”.

60  Macroeconomic and fiscal policy expert, male, external actor
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61  Many respondents in the research stated that the community had never experienced a land tax before (or since state 
collapse).

62  As of 2020 and 2019 respectively, the most recent years in which consolidated financial statements were published. 
Financial statements for Hirshabelle could not be viewed at the time of the research as the Hirshabelle MoF website was offline.

63  Deputy District Commissioner for Administration and Finance, male, Baidoa

64  Community member, male, Berdale

65  Government official in finance, male, Baidoa

66  Businesswoman, female, Baidoa

67  Senior official in finance, male, Berdale

68  Senior official in finance, male, Berdale

69  Finance Officer, male, Baidoa

70  Community member, male, Baidoa

71  As discussed in the section Status of Local Taxation, the primary taxes collected by local governments in Baidoa are on 
businesses, transportation, livestock, and the sale of land (but not on property values), and in Berdale, on transportation.

72  Businesswoman, female, Baidoa

73  Youth representative, male, Baidoa

74  Majority clan elder, male, Baidoa

75  An official in administration and finance in Baidoa described the following taxes collected on livestock: “camel, sold for 
$1,000 and taxed for $50; sheep, sold for $30 and taxed for $10; and cow, sold for $150 and generate $30 tax.” Notably, in 
Puntland, taxes are collected for both the sale and slaughter of livestock.

76  Government official in finance, male, Baidoa

77  Community member, male, Baidoa

78  Businessman, male, Baidoa

79  Majority clan elder, male, Berdale

80  Methods used to consolidate local government tax revenues vary worldwide. In France, for example, the TSA at the central 
bank includes the balances of local authorities and municipalities. In the United Kingdom, local authorities are outside of the 
central system and hold tax revenues in the commercial banking system. Similarly, in the United States, local governments have 
independence to manage their own revenues and deposit these revenues outside of the central bank system (Pattanayak and 
Fainboim, 2010). I note, however, that use of a single TSA for multiple levels of government requires a well-developed accounting 
system and systems to monitor the flow of revenues (Pattanayak and Fainboim, 2011).

81  Government official in finance, male, Baidoa

82  Government official in finance, male, Baidoa

83  Majority clan elder, male, Berdale

84  Community member, male, Baidoa

85  Majority clan elder, male, Baidoa

86  Community member, male, Baidoa

87  It is worth noting that for less-developed countries, such as Somalia, public sector priorities generally fall under 
infrastructure development and the provision of basic living needs (such as security). These services are generally best provided 
by central or state governments. However, as countries develop and experience economic growth, service provision priorities 
tend to shift towards services provided by local governments (such as social services, water, etc.). The expenditure needs of local 
governments may therefore be low in Somalia or other countries at similar levels of economic development; however, these needs 
are likely to grow over time.

88  This system would not currently be an effective option in the context of Somalia due to the low levels of national and state 
government tax collection at the local level, particularly in rural areas, and is thus not discussed below.

89  For example, the SWS End Year (Q4) Fiscal Report – 2020 presents “grants to other general government units” as a single line 
under expenditures. These grants totaled 102,870 USD in the 2020 budget, but the recipient of the grants is not specified. Data is 
also not available on the use of these grants.

90  Government official in administration and finance, male, Baidoa

91  However, the SWS government collects substantial tax revenues within Baidoa.

92  Senior official with Ministry of Planning, male, SWS
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93  For example, as of October 2021, the FGS and FMS 
were actively negotiating a revenue sharing formula for 
budget support funds, which comprise the largest portion of 
government revenues.

94  Representative from international partner, male

95  Advisor with MoIFAR, male, FGS

96  Advisor with the MoIFAR, male, FGS

97  Senior official with the MoI, male, SWS

98  Senior official in finance, male, Berdale

99  The tax revenue-to-GDP ratio compares a country’s total 
tax revenue to the size of its economy, as measured by its 
gross domestic product (i.e., the total value of all final goods 
and services produced and sold within a year in the country). 
Research by the International Monetary Fund suggests that a 
tax-to-GDP ratio of around 13% is associated with accelerated 
growth and development (Gaspar et al. 2016).

100  Advisor with MoIFAR, male, FGS

101  Senior official in finance, male, Berdale

102  Government official in finance, male, Baidoa

103  Senior official in finance, male, Berdale

104  Advisor with MoIFAR, male, FGS

105  Senior official with MoF, male, SWS

106  Senior official in finance, male, Berdale

107  Senior official in finance, male, Berdale

108  A full English copy of the Galmudug Constitution was 
not available at the time of research; this may thus not be a 
comprehensive list of district and local government-related 
articles.

109  A full English copy of the Hirshabelle Constitution was 
not available at the time of research; this may thus not be a 
comprehensive list of district and local government-related 
articles.

110  Section 15 differs across the SWS/Galmudug and 
Jubbaland Revenue Acts, although both refer to a property tax.

111 The Jubbaland Revenue Act contains similar language, 
but does not specify that district governments may designate 
areas.

112  Section 22 differs across the SWS/Galmudug and 
Jubbaland Revenue Acts, although both refer to a customs 
duty.

113  The author wishes to acknowledge the website www.
somalilandlaw.com as an excellent consolidated source for 
copies of most Somaliland laws.



106

LEGAL NOTICE AND DISCLAIMER 

Consilient Research and Laasfort Ltd. prepared this document on behalf of Somalia Stability Fund (SSF).  
The authors’ views expressed in this document do not necessarily reflect those of SSF or its donors.  
The research team was led by Payce Madden, with Abdi Aynte as an adviser to the work.

All rights reserved. No part of this publication may be reproduced, stored in a retrieval system, or transmitted 
in any form or by any means without prior approval in writing from The Somalia Stability Fund. This report 
is not a legally binding document. It is a collaborative informational and analysis document and does not 
necessarily reflect the views of any of the contributing partners in all of its contents. Any errors are the sole 
responsibility of the authors.

Copyright © 2021 The Somalia Stability Fund



107



DELIVERING PEACE & STABILITY IN SOMALIA

IM
P

L
E

M
E

N
T

E
D

 B
Y

 A
D

A
M

 S
M

IT
H

 IN
T

E
R

N
A

T
IO

N
A

L
F

U
L

L
 R

E
P

O
R

T
 -

 2
0

2
1

WWW.STABILITYFUND.SO
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