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UP FRONT

Somali woman is rebufted at al-Barakaat affice in Magadishy after US-based affices were ardered closed by Gearoe W Bush, Navember 11, 2001. PEDRO UGARTE/AFE

Financing Terrorism or Survival?

Informal Finance and State Collapse in Somalia,
and the US War on Terrorism

George W. Bush’s sweeping campaign against Somali money transfer companies—on the grounds that they “finance
terror’—is so hroad as to defy justification. Millions of Somalis dependent on remittances from relatives ahroad
are now going without. In addition to exacerhating Somalia’s humanitarian ¢risis, the closure of hawwaiat threatens

ta all but destroy Somalia's larger economy, and to upset fragile state-building efforts in the war-torn country.
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rmed with a2 wide range of new legislative powers, in

the months following Seprember 11 the Bush admin-

istration stepped up action on the “second front” of ics
war on terrorism. The USA Patrioc Act and the Interna-
tional Emergency Economic Powers Act provide Federal
officials with the authority to freeze assets of entities and
individunals identified as financing terrorist operations.
Launched on Qctaber 25, 2001, Operation Green Quest
has frozen more than $34 million in glabal assers linked to
alleged terrorist organizations and individuals. Abour 142
nations have blocked $70 million worth of assets within their
borders, while 184 have expressed “support” for the Ameri-
can efforc to “choke off” sources of terrorist funding.

Included in the Treasury Department’s lise of entities
supporting terrorism are Islamic charicable associatians
and the largely unregulated money transfer agencies
known in Somalia as sharikar bawwalat, or money “trans-
fer agencies.” In November 2001, the government ordered
the closure of the US and international offices of Somalia’s
largest money transfer agency, al-Barakaac, and seized all
of its assets, totaling $43 million.! Despite protests to
the contrary from Somali nacionals and political leaders,
the administration insisted chat there was a clear connec-
tion berween the owners of these Somali-owned hawwalat
and the al-Qaeda nerwork blamed for the attacks in New
York and Washington. However, five months afcer the
hawwalar were closed, senior US and European officials
have openly acknowledged that evidence of al-Barakaat’s
financial backing for terrorism has not marerialized. So
far only four criminal prosecurions of al-Barakaat offi-
cials have been filed, but none involve charges of aiding
terrorists.” US Embassy officials in Nairobi, who have
been investigating these linkages for years, have also stated
cthat they “know of no evidence” that al-Qaeda is linked
to milicant groups in Somalia.’

The immediate focus of Operation Green Quest appears
to be sacieties like Somalia and Afghanistan which have suf-
fered state disintegration, rather than the formal financial
banks and wealthy citizens in che Gulf who have a much
longer history of supporting various Islamist groups.* US
and British officials have warned that al-Qaeda has “cen-
tacles” in many places and have pointed to the likelthood of
a future Western-led intervention in Somalia. As one Bric-
ish parliamentarian put it: “the focus of the campaign should
be on states that have very little control within cheir bor-
ders, and where a degree of an invasive military response
may be appropriate.” In reality, however, the wholesale clo-
sure of these informal banks could prove counterpraductive
to the long-term US abjective of putting an end to global
terrorism. Indeed, racher than “interrupe[ing] the murder-
ers’ work,” as George W. Bush has pur it, shutcing down
money transfer agencies may lead to the further impover-
ishment and possible radicalization of average Somalis who
rely on these services for their daily survival.

Khalid M. Medani, sititing research fellaw ar Seanfard University, sevves on the edicovial
commirtee of Middle East Report, and ir presently on leave from the Deparoment of
Palizics ax Oberfin Cbﬂfega.

Bush’s sweeping campaign against the hzwwalat and those
who operate them is so broad as to defy justification. In
addition to shutting down al-Barakaar, the administration
has frozen the US assets of 189 individuals and organiza-
tions suspected of supporting terror groups.® Equally dis-
tressing is the role of the private sector. AT&T and British
Telecom’s joint venture cut off internarional services to
Somalia’s principal telecommunications provider, a subsid-
iary of al-Barakaat, after the US claimed rhar it too was sus-
pected of “financing terror.” One of the mosrt vital
communication links between Somalia and the outside
world—making it possible for millions of Somalis to receive
remiccances from relatives abroad—has been effectively shut
down. Since al-Barakaac is also the largest telecommunica-
tions provider, its closure has affected all the other Aawwalar
companies, including Dahabshil and Amal, concentraced in
northwest and northeast Somalia respectively. In addition
to exacerbaring the humanicarian crisis, the closure of
Somalia’s hawwalat system threatens to all bur destroy
Somalia’s larger economy, which has been heavily depen-
dent on the inflow of remittances for over three decades. It
alsa threatens to upset the fragile state-building efforts chat
have brought a modicum of peace and stability to many
pares of the counury after a decade of internecine clan war-
fare.

The Human Cost

One of the most troubling misconceptions abourt the
hawwalat is that, in Bush’s words, “such operations exist as a
sideline within unrelaced businesses, such as a grocery store
or a jewelry store.”” In Somalia, the Aawwalat are anything
bur a sideshow. Not anly have these agencies and the cash
they send secured countless livelihoods, they have played a
major role in political and economic developments for three
decades. Labor has long been Somalia’s principal export, and
remittances from Somalis working abroad are the most im-
portant source of foreign exchange. As carly as 1981, na-
tional account figures estimated that remittances, most of
which escaped state control, equaled almost two fifths of
the country’s gross national product.®?

The recent ban on rtransfers is keeping between $400
million and $1 billion out of Somalia’s economy. Mareaver,
according to the UN, the closures come at a time when
Somalia’s second income earner, the livestock secror, is los-
ing an estimated $300 million to $400 million as a resule of
a ban by its major importer, Saudi Arabia. Coupled with a
recent droughe, the US decision to freeze funds in Somalia’s
network of remitrances is leading ro a wide-scale humani-
tarian disaster. The UN representative for humanitarian af-
fairs for Somalia warned that “Somalia is on the precipice of
total collapse.™

The average Somali household is composed of eight mem-
bers. As daily household income is less than 39 cenes, trans-
fers from family members living abroad are crucial for che
survival of millions of Somalis. Approximarely 40 percent
of all Somali urban houscholds rely on such funds (see fig-
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ure 1}, The benefit of these remittance flows accrues to the
vast majority, albeit not all, of Somalia’s sub-clans. Among
the Isaak—the clan which has historically supplied the ma-
jority of migrant workers—none of che four sub-clans has
less than 18 percent of its households receiving remittances
from abroad. Thirty-one percent of the Haber Awal sub-
clan’s families count on transfers (see figure 2).

Remictances are usually a supplementary source of in-
come. Typically, in addition to receiving assistance from rela-
tives, Somali families have more than one member involved
in informal economic activities. Nevertheless, Somalis rely
heavily on support from overseas relatives sent through the
hawwalat system, perhaps more than any other labor-ex-
porting people. This is clearly evident when one considers
the proportion of remittances vis-a-vis other sources of in-
come (see figure 3).

Family networks are the principal reason why Somaiis have
been able to secure their livelihoods under harsh economic
conditions. Mareaver, following the collapse of the Somali
state every “family” unit has come to encompass three or
more interdependent households. In addirion ro assisting
poorer urban relarives, a large proportion of urban residencs
support rural kin on a regular basis. While only two to five

percent of rural Somalis receive remittances directly from
averseas, Somalia’s nomadic population still depends on these
capital inflows. In northern Somalia, for example, 46 per-
cent of urban households support relacions in pascaralise areas
with monthly contributions in the range of $10 to $100 a
month; of these 46 percent, as many as 40 percent are house-
holds which depend on remittances from relatives living
abroad. Consequently, the link berween labor migration,
urban households and the larger rural population is a cru-
cial and distinctive element in Somalia’s economy.'

Most hawwalat transfers represent meager amounts. In
2000, over 80 percent of all transfers senc through the larg-
est three agencies were no more than an average of $100 a
month per household. There is clearly no connection be-
tween the vast majority of these transfers and the larger funds
associated with terrorist operations.

Financing Islamism or Clanism?

There is definitely a connection between the “hid-
den”economy of remittance inflows and the ascendancy of
some I[slamist groups in labor-exporting countries such as
Sudan, Egypt and Algeria. Over the last three decades, insti-

Figure 1
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Somali milittaman in Magadistu.

tucions such as che Faisal Islamic Bank, based in Saudi Arabia
but with branches in many parts of the Islamic world, have
been instrumencal in promoting the financial profile of Is-
lamists throughout the Muslim world. Osama bin Laden
opened several accounts in these banks, including in a num-
ber of Sudanese banks while he was residing in that country.
Branches of the Faisal Islamic Bank and Baraka have been
an important source of financing for the Islamic fundamen-
talists in Sudan for almost three decades. In Egype, the Is-
lamic Management Companies, which actracted large
deposits from Egyprtian workers abroad in the 1980s, helped
raise the political profile of Islamic groups by funding a host
of Islamic welfare associations and small-scale businesses.
These developments coincided with the oil price hikes and
the boom in labor migracion to the Gulf. Doubtless this
connection is part of the reason why US officials have fo-
cused their attention on the hawwalar system, with some
analysts going so far as to refer to informal transfers as pare
of an “Islamic banking war.”

In Somalia, however, the hawwalat have assumed a quite
different role. Rather than facilitating the rise of an Islamist
coalition encouraged by state elites during the boom pe-

MARTIN ADLER/PANOS PICTURES

riod, as in Sudan and Egypt, remittance inflows have played
a large part in che disintegration of the Somali state, and
reinforced the importance of the household and the clan as
the most importanr social and political institution in So-
mali life.

The bawwalat system in Somalia is neither a “pre-capi-
talist” artifact, nor a peculiarly Islamic phenomenon. It is,
above all, 2 modern institution resulting from the disinte-
gration of state and formal institucions, and the impact of
internationalization on Somalia’s economy. Nor is the
hauwalat system synonymous with money laundering, as
the new US legislation implies. Informal transfers are legiti-
mate financial cransfers similar to other international capi-
tal flows generally accepted as an inherent part of
glabalization. In Somalia the Agwwalat system finances the
bulk of imports into the country, provides legitimate profits
for those engaged in transferring these funds and makes re-
sources available for investments throughout the country.
The first Somali agency, Dahabshil, was formed in the late
1970s, prior to the civil war. It developed first in the refugee
camps in Echiopia and was quickly excended to che interior
of norchwest Somalia. Ac that cme, Dahabshil was estab-
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Figure 2 ' Margeisy

Remittance Recipients by Isaak Sub-Glan Families—Hargeisa
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lished to meet che demand of Somali laborers who had mi-
grated co the Gulfand soughe to circumnvenc foreign exchange
concrols. Buc wich the onset of che civil war in the lace 1980s,
the hawwalat system expanded and has come to represent
the only avenue for Somali expatriaces to send money to
suppore their families.

While hawwalar transfers are not regulated by formal
institutions, they are regulated by norms of reciprocity
embedded in sub-clan affiliation and familial relacions.
The Islamist al-Ircihad organization—the main target of
the al-Barakaat closures—has never been able to estab-
lish a monopoly over the lucrative transfers precisely be-
cause of the manner in which Somali clan networks
regulate their distribution in ways that defy stylized gen-
eralizatians.

Social Content of Informal Financial Markets

The haunwalat operate very simply. A customer brings money
(cash or cashier’s check) to an agent and asks that it be sent to
a certzin person in Somalia. The remirtance agent charges a
fee, typically between 5 to 10 percent depending on the des-
tination. Costs may go up to 12 to 15 percent for larger
amounts. The remittance agent then conracts a local agene in
Mogadishu—via radio, satellite phone or fax—and instruces
him to give the appropriate amounc co the person in ques-

time. For this rea-

san the brokers in-
volved musec crust each other absolutely. As a resulr,
recruitment for decisive positions follows clan lines, with
few exceptions. In conventional economic cerms, in Soma-
lia, clan networks, far more than religious cies, serve to re-
duce the costs of contract enforcement in the absence of
formal regulatory institutions. The customer too must have
confidence that che broker, charged with sending the funds,
daes not disappear with the cash. Not surprisingly, the
customer’s choice of transfer agency is largely dependent on
which clan operates the company. In the Isaak-dominated
northwest, the Isaak-run Dahabshil company enjoys 60 per-
cent of the market. Ai-Barakaat, which is primarily oper-
ated by the Darod clan, passesses only 15 percent of the
marker in norchwest Somalia, bur controls the lion’s share
of the business, an estimated 90 percent, in southern and
central Somalia."?

Clearly, Somali Islamists are not the primary beneficia-
ries of this informal currency trade. Many hawwalat agents
can be described as religious, and are sympatheric to groups
such as al-Ittihad, but in political terms this “Islamist” in-
fluence is more apparent in the northeast, where solidarity
along clan lines is comparatively weak. In the northwest,
al-Irtthad forces generally do not enjoy the suppore of che
local population. Since the onset of civil war, al-Ictihad
has chosen to finance the movement, not through the
hawwalat, buc by actempring to control che port econo-
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mies of Bossaso and Merka. In the eacly 1990s, al-Irtihad
forces did manage to monopalize the lucrative import-ex-
port trade of Bossaso. Consequently, al-Ittihad (which
draws members across clan lines} artempted to impose a
new form of “Islamic” rule, but chis was short-lived. In
1992, afrer a birter armed conflict, the Darod/Majerteen-
backed Samali Salvation Democratic Front (SSDF)
wrenched control frem al-Irtihad forces and has adminis-
tered the port of Bossaso ever since. Since this defeat, al-
[ecihad abandoned the few cowns and rural outposts it once
controlled, and its acrivists have since integrated into local
communirties as teachers, health workers and businessmen.
Some members have close links with Islamists in Sudan,
primarily in the form of a small number of Sudanese-funded
educational scholarships.'? In recent years, al-Iecihad mem-
bers have been primarily interested in providing social
services, operating lacal newspapers and arraining employ-
ment—noc Islamic revolurion.

Lahor Remittances and “Clan Economies”

During the last two decades of Siad Barre’s regime, Somalia’s
informal economy was flourishing. The formal economy
was a shambles as a resule of the external capital inflow in
the form of labor remittances, a costly war with Echiopia
over the Ogaden in 1977-78 and the decline in foreign aid
from the Gulf. As a consequence, the Somali dictator was
left with a narrow political base centered on his Marehan
sub-clan. In order to attrace much-needed revenue from
the informal economy, and in a patcern similar to other
labor exporters, Barre liberalized the economy and “legal-
ized” the black market economy by introducing whac is
known as the franco valuta system.

Under this syscem the government allowed traders to
import goods with cheir own sources of foreign exchange
through the hawwalar brokerage system. In essence, the
franco valuta system fully circumvented the scate in procur-
ing imported goods for Samali consumers—brought by
Somali remittance dealers, from money earned by Somali
workers’ abroad and purchased by workers’ relatives at home.
Barre cook his share by taxing exported gaods, particularly
livestock. Yet while che franco valuca system was designed to
profic the state, it bad the effect of institutionalizing the
informal economy in Semalia.' This was because the infor-
mal economy was created by a heavy volume of labor remit-
tances, which eroded the staces extractive and regulatory
capacity, while simultaneously facilicating strong local orga-
nizations coalescing around clan and kin solidarity.

The implementation of economic liberalization measures
in che 1980s bled capital from che already small public
sector, speeding up the informalization of the Somali local
economy. By the early 1980s, 150,000 to 175,000 Soma-
lis worked in the Gulf, mostly in Saudi Arabia, earning
five to six times the average Somali wage. A great part of
their earnings (an estimated one third of GDP) was repa-
triated due to ¢lan and family loyalty and che accractve
exchange rates offered by the bawwalar dealers. Remirtted
earnings were invested in livestack production and trade,
wich che result that che livestock sector boomed from 40
percent of the economy in 1972 to an estimaced 70 per-
cent by the end of the decade."

In contrast ta ather labor-exporting countries, where new
middle classes arose due to labor migration, in Somalia the
diminution of the format economy and labar remittances de-
termined a new pattern of clan conflict. Many urbanites were
members of trading firms that were increasingly organized

Figure 3
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around clans, buc most often sub-clans. Maost families relied
on monies received from family members residing abroad for
their livelthood. With the rise of these clan-centered econo-
mies, one can trace the pattern of inter-clan warfare.

By the mid-1980s, 93 percent of all capital investment in
informal enterprises came from personal savings derived from
remirtances and loans from relatives and friends. Formal lend-
ing from commercial banks was no more than 2.3 percent and
credit allocation from government sources was non-existent.'®
Consequently, the scramble for control aver foreign exchange
led to widening schisms berween clans, sub-clans and family
households. Meanwhile, Siad Barre pitted one clan against an-
other in his elusive search for legitimacy, financing che patron-
age system that kept key clans and individuals wedded to
participation in government. But with the expansion of the
informal economy in the 1990s, the patronage system became
itrelevant in Somali pelitics. Clan networks increasingly served
as the main avenue of insulating Somalis from the full impacr
of market forces resulting from the complete informalization
of the economy. The typical wage carner was more likely than
not to belong to a trading household and overseas relatives, and
few Semalis of any clan could afford to rely on state patronage
or the formal economy for their livelihood.

While the income of some clan families increased, those
of athers decreased. Most notably, while the Isaak clan of
the northwest accumulated capital chat allowed them to carve
out an independent financial base for themselves, ar the other
end of the scale the Rahenwein, Digil and “Bantus” of the
south emerged as lasers in che battle for foreign exchange.
These clans had little access to remittances or other resources
to exercise their “exit” option in the informal realm. In 1992
and 1993 these three clans, located in what came to be known
as the “triangle of death,” were the biggest victims of the
war-induced famine.

Fading Era of Abundance

By the mid-1980s, the drop in oil prices and the ensuing
recession increased unemployment and reduced the inflow
of remittances. The Saudi decision to ban the imporc of
Somali livestock in 1983, because of rinderpest, deepened
the resulting economic crisis in Somalia."” Eventually, mount-
ing debe forced Barre to accept huge IMF-sponsared de-
valuations as a way to channel foreign exchange into the
central banking system.'® What was at scake was not politi-
cal or nacionalist issues, but contral of the exchange race,
which constituted the core of the clientelist system under-
pinning the Barre dictatorship. This attempt failed, how-
ever, primarily because Barre could no longer compete with
the remittance dealers. The hawwalar agencies cantinued co
offer better rates and safer delivery, in stark contrast to the
extreme weakness of the state’s regulatory and financial in-
sticutions. Barre resorted to increasing predatory and vie-
lent behavior, particularly as opposition, organized around
clan families, grew. Batre singled ouc the Isaak, the most
important beneficiaries of the fading era of abundance, for
retribution long before cheir call for cessation in 1991.

Prior to the civil war in 1990, members of the Isaak clan
represented more than 50 percent of all Somali migrant work-
ers, partly as a result of their historically close ties to the Gulf
and their knowledge of Arabic. The Isaak also benefited greatly
from their monopoly over the livestock trade, made possible
by their control over the northwestern porc of Berbera. A large
proportion of the remitrances of the Isaak went to supply arms
to the rural guerillas who helped overthrow the Barre regime.
Delegates of the Isaak-led Somali National Movement (SNM)
received somewhere between $14 to $25 million; in 1990,
the toral remircances transferred to northern Somalia were in
the range of $200 to $250 million.'” In Mogadishu and other
southern towns, the gavernment attempted to destroy the fi-
nancial patrons of the SNM by arresting hundreds of Isaak
merchants and professionals.

Subsequently, guerilla warfare spread quickly to the cen-
tral and southern parts of the country as Hawiye and other
clans rebelled, receiving crucial financial and logistical sup-
port from the SNM. Evenmally, the SNM would aid Gen.
Mohamed Aideed’s successful ouster of Siad Barre from
Mogadishu. By the time Barre’s regime fell, several clan-based
militia groups had gained effective control of various regions
of the country. The Somali state ceased to exist, as reinforced
clan identities were asserted in the struggle over territory
and increasingly scarce resources. A decade later, no single
coalition in civil society has emerged dominant. The cur-
rent Transitional National Government, led by Abdulqasim
Salat Hassan, is extremely weak, controlling only half of the

city of Mogadishu.

The Dilemma of State Building

Following the collapse of the Somali state, the hawwalat sys-
tem continues to represent the most important conduit of
capital accumulation. Moreover, in addition to ensuring che
survival of millions of Somalis, the Aswwalar have the po-
tential to play a key role in ongeing state building efforts
throughour the country. In addition to capital accumula-
tion, a key determinant of state formation is the ability to
both encourage and tax private economic acrivity, in order
to consolidate political control and expand the infrastructural
reach and power of the state, Achieving some success in this
sphere would lead to a reduction in clan-based conflicts,
many of which result from efforts by vatious faction leaders
to extract revenue directly from the various ports as a means
of gaining political control.

In contrast, in the most stable regions of Somalia, politi-
cal leaders have managed to gain the trusc and cooperation
of the Somali businessmen operating the Aawwalat compa-
nies, who have earned windfalls from the lucrative trade in
remittances and foreign currency. As a result, stare builders,
most notably in the northwest and northeast, have estab-
lished a level of peace and stability and revived the basic
institucions of governance. In northern Somalia, government
emplayees collect tevenue, salaried and uniformed police
keep law and arder, courts administer justice and line min-
isters dispense some limited public services.
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In addition to precipitacing a humanitarian disascer in
Somalia, the war against terrorisc finance threatens the frag-
ile peace that has been achieved in many parts of the coun-
try. The US needs to attack che truly significanc financiers
of the terrorism withour impoverishing che Somali popula-
tion furcher. In Somalia, and no less in Afghanistan, where
formal bureaucraric institutions are absent, the hawwalar
represent the entrepreneurial ingenuity of millions of people.
The vast majoricy of thase who use the services of these in-
formal banks have no relationship to terrorism whatsoever.
Indeed, they represent the face of courage and resolve under
genuinely difficult circumstances and, in a troubling irony,
stand in stark contrast to the cowardice of the perpetrators
af the September 11 atracks.
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