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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 (WF) 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.
In general, district council sustainability faces many challenges. Foremost
among these is the lack of a clear, harmonised framework for fiscal
decentralisation. Somalia’s constitutional framework establishes a federal
system of government with two defined levels: the federal government
and the federal member states (which are comprised of state and local
governments). It does not, however, provide clear functional or revenue
assignments or clearly devolve decision-making powers 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. 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.
In general, there is a need for foundational work to establish a legal basis
for fiscal decentralisation at the state-district level.
The fiscal decentralisation process should focus on the adoption of
an objective, transparent system for intergovernmental fiscal transfers
(IGFT)—in this case, for the transfer of funding from state governments
to the district level—to fill the gap between local revenue generation and
expenditure needs. An effective IGFT system is needed because local
governments are inherently more constrained in their revenue-raising
abilities than higher levels of government, as there are few high-revenue
taxes which can be assigned to local governments without creating
distortionary economic effects. In addition to these theoretical constraints,
functionally, the revenue potential of most districts in Somalia is small due
to widespread poverty and informality.
Newly established DCs that lack a revenue source may rapidly become
defunct, eroding citizen–state trust and wasting significant financial
resources. The detrimental effects of unsustainable DCF are substantial:
the WF estimates a cost of 1.3 million USD per each DC formed, and the
formation of DCs that are either dysfunctional or quickly dissolved is likely
to reverse the gains made through reconciliation and community building
by reducing citizen trust in local governance. 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. Given major constraints
on the potential for local taxation, this is likely to primarily occur through
IGFT. The establishment of systems for IGFT and clarification of taxation
responsibilities should occur through a fiscal decentralisation process
that involves the distribution of revenue-raising and expenditure
responsibilities across different government levels.
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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.

technical considerations, such as the adequacy of
human resources and equipment; and harmonisation,
which looks at current and potential program
support for the phase and synergies between
existing programs. 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. Key
findings from the research are presented below.

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;
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LEGISLATION AND PROGRAMMING RELATED TO DC
SUSTAINABILITY
DC sustainability is a secondary consideration within
the WF, which includes a much stronger emphasis on
pre-DCF and DCF activities related to reconciliation
and inclusion. Even where DC sustainability is
included as a consideration, it is presented as a
primarily technical (government capacity-related)
issue; however, political economy issues, such as
competition between the FMS and districts over
control of resources, are often a more binding
constraint to local government revenue-raising
(and DCF) than government capacity. In general, DC
sustainability is not fully embedded into the DCF
process, nor does the WF acknowledge the need for
DCF to occur within a comprehensive framework for
decentralisation (including fiscal decentralisation).

Similarly, programming related to DCF and DC
sustainability is often disjointed. There is little
coordination between actors involved in broader
issues of fiscal policy, such as national or state-level
tax regimes and IGFT, and actors involved in DCF.
This is problematic because programs 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, including
districts. Similarly, programs implemented to address
DC sustainability may substantially affect the FMS
and (to a lesser extent) the FGS; for example, the
devolution of a property tax to the local level may
have major implications for the fiscal capacity of the
FMS, who currently raise substantial revenues from
this source.

Substantial gaps also exist in legislation related
to fiscal decentralisation. While legislation has
improved in recent years with the adoption of
revenue-related and public financial managementrelated acts by the FGS and FMS, legal frameworks
designating revenue-raising responsibilities tend to
lack clarity and specificity and are not harmonised.
Frameworks for decentralised taxation assign a
limited number of own-revenue sources to local
governments, and there are no clear frameworks
for IGFT from the FMS of south and central Somalia
(or the FGS) to districts. Additionally, establishing
consensus among key stakeholders across different
levels of government—a key foundational step
needed for the adoption of a comprehensive fiscal
decentralisation policy—has not been completed.

There is a 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, the clarification of legal frameworks for
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; 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.
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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. There is also substantial overlap
between legal taxation responsibilities for each level
of government; in some cases, legal frameworks
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.

FMS officials would lose substantial power over
revenue-related decision-making, particularly in
Category A and B districts, suggesting that the risk
of intergovernmental conflict is acute.
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. Additionally,
some respondents 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. Notably, all levels
of government in Somalia currently provide few
services as a result of resource constraints and
widespread service privatisation following state
collapse. Consequently, many citizens have a
legitimate perception that tax revenues are used
primarily for administrative costs, rather than
service provision. This dynamic emphasises the
need to ensure that there is alignment between
DCs’ involvement in the provision of services and
revenue raising and that the social contract between
government and citizens—in which the government
provides services and, in return, citizens are
compelled to pay taxes—is upheld.

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.
Firstly, 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.
Particularly in rural areas, this is a major reason for
current low levels of local revenue generation and
a binding factor for the development of local tax
systems with higher revenue potential. Compounding
this issue, many potential large taxpayers (such as
owners of large businesses) have sufficient capture
of government to avoid taxation, further reducing
revenue potential.

Along these lines, while property taxation is often
a major source of revenues for local governments
in many countries, this tax may be problematic in
the context of Somalia. Complex land tenure issues,
including a lack of land ownership documents and
cadastral mapping, mean that the registration of
property ownership may be technically difficult and
risk exacerbating conflicts over land. There may be
some opportunities for taxation of property based
on occupancy rather than ownership, but this may
still be challenging where the demarcations of land
are unclear and may result in regressive taxation,
whereby wealthy landowners are able to evade
property taxes which instead fall on occupants.

The final component of local taxation is the
collection of taxes. Local governments often lack
the capacity and knowledge 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. Additionally, the militarisation
of state tax collection (i.e., use of security forces to
coerce citizens to pay state taxes) in some areas
has reduced perceptions of the legitimacy of tax
collection.
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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,
such as defining the 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, may further restrict
local governments’ abilities to register taxpayers and
determine liabilities.

Additionally, intergovernmental dynamics and
political economy challenges may prevent the
development of local tax systems which devolve
significant revenue-raising powers to the district
level. Currently, many 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. The research suggests that if
fiscal powers were devolved to district governments,
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INTERGOVERNMENTAL FISCAL TRANSFERS

RECOMMENDATIONS FOR DC SUSTAINABILITY

Given that options for local revenue generation
through taxation are limited, intergovernmental
fiscal transfers should be used to fill the gap
between the revenues raised by local governments
and their expenditure needs. Currently, however,
local governments in south and central Somalia
rarely receive IGFT, as legal frameworks for state–
district transfers do not exist, and the FMS have
few resources to transfer to districts.1 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.

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

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; in general, there is insufficient money to
share through IGFT, as budget deficits are a major
problem for both the FMS and FGS. 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 Treasury Single Account which could be
used to finance IGFT.

To address these issues, it will be vital to
develop a legislative framework for consistent
intergovernmental transfers, as this will allow
local governments to plan for expenditures. While
provision of consistent IGFT would be a positive
step in and of itself, it is additionally desirable to
develop an allocation formula for IGFT based on the
need of districts (including, potentially, population,
poverty rates, and land area) in order to help
equalise spending across districts. Furthermore, the
use of conditional grants (earmarked for specific
services or to government performance standards)
may help to improve accountability and build local
government capacity. However, given low FMS and
district government capacity to enforce and adhere
to conditions and intergovernmental dynamics, in the
short term, the use of conditional grants may not be
desirable.

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. While PFM systems are under development
among the FMS, these systems must also be
devolved to the district level in order to facilitate
management of funding sent through the IGFT
system.
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•

Equitable taxation: Expansion of local taxation
should be carefully structured to ensure that
taxation is equitable and does not pose an
undue burden on the poor or disadvantaged
groups. Taxation may be inequitable either due
to design issues (such as if a flat tax is levied
on all taxpayers, as this comprises a greater
portion of income for the poor than the rich) or
implementation (if, for example, elite capture
of government results in under-taxation of the
rich). In the research, several respondents noted
that if the local government were to collect
more tax money, this may disproportionately
harm the poor. Notably, however, several
respondents believed that increased taxation
would benefit women, as it would likely allow
the government to provide improved services
for women. Regardless, there will be a need to
ensure that the design of local taxation systems
is ‘pro-poor’ and that communities have access
to mechanisms to hold local governments
accountable for fair implementation of taxation.

•

Sequencing: There is a need for better
sequencing of DCF and DC sustainability
and for more collaboration between actors
working in DCF and those working in revenue
mobilisation and public financial management.
Sustainability issues must be addressed early in
the DCF process or else newly formed DCs face
a substantial risk of quickly becoming defunct,
undermining the perceived legitimacy of local
governance and wasting significant financial
resources. Where sustainability issues cannot
be addressed because of limitations to IGFT or
taxation, the merit of DCF should be carefully
considered. Support for DC sustainability must
also come not only from actors working at the
district level, but should be viewed as a part
of a comprehensive, intergovernmental fiscal
decentralisation process that clarifies fiscal
roles and responsibilities across all levels of
government. In order to achieve this goal, there
is a need for better coordination between actors
working at the national, state, and local levels
on issues related to fiscal decentralisation,
macroeconomic policy, and district council
formation.

• Legal frameworks: 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.
• Establishing IGFT: 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. There is scope for international
partners to support this process through the
provision of funding to the FMS contingent on the
development of, and adherence to, a state–district
IGFT system; while funding channeled directly to
districts may face less risk of diversion, it is also
unlikely to support long-term DC sustainability.
• Reform local taxation: 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,
or for the FMS to expand property taxation and
redistribute revenues via an IGFT system. 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.
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ENDNOTES
1 These resource limitations are exacerbated by the lack of consistent and sufficient IGFT from the FGS to the FMS, as the
FMS are highly reliant on transfers from the FGS to meet expenditure needs, including expenditures related to budget support for
districts.
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