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Abstract 

Somalia suffered several throughout the decades fluctuating between famines, wars, droughts and for 

most of the past two decades, with no government to address these humanitarian disasters or to 

provide any basic services for its calamity-stricken population. The financial system was in a total 

collapse and 98% of its currency was counterfeit. The large Somali diaspora, because of these crises, 

supported 40% of the Somali population with their donations, but how? This thesis posed the question, 

how can the Somali diaspora most efficiently send remittances to Somalia?  

A pragmatic stance with a case study approach and a mixed method was chosen to explore 

this research question. The literature review on remittances did not provide any theories for the choice 

of a remittance channels in a conflict/post-conflict setting and thus mainly transaction cost theory 

(Williamson, 1979, 1981) was applied combined with an element of trust (Granovetter, 1985b) in an 

analytical framework developed for this paper. This was to explore the transaction costs of any possible 

remittance channel, formal or informal. The research findings mapped out the different remittance 

channels and found that despite the barriers of political, economic and humanitarian character, mobile 

money organizations provided an opportunity taken, in terms of remittances for the Somali 

population. Mobile money organizations came out with the lowest transaction costs of all the 

remittance channels examined and with a wider spread and better integral capabilities for the Somali 

society. The theoretical implication of the findings is that theory can be complemented by a certain 

level of interdisciplinarity, to develop a more holistic understanding of the object of analysis. For 

empirical implications policy makers can be more informed about, what the preferences and plights 

are of a diaspora, because if legislation is too heavy-handed, the informal channels will be forced 

underground in cases where it could have been avoided. 
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1 Introduction  

Somalia1 suffered from being torn between warlords after the fall of the president during 

the 90s and since then, the country has not been able to recover into a fully functioning state. This 

includes the ability to provide basic services to its citizens through established institutions, as well as 

instilling trust in the financial infrastructure. The people of Somalia have experienced several famines 

and conflicts and have provided plenty of tragic headlines in the media ever since. The post-cold war 

period exasperated the state of Somalia to the extent, that Africa in general was deemed the 

“forgotten continent” (Abrahamsen & Bush, 2003). More so with Somalia which for the past 15 years 

has occupied the 180th spot on the Corruption Perception index (CPI) – from among 180 countries 

(Transparency International, 2019). 

The situation of being left in a neglected state on many levels, spawned a significant 

amount of people emigrating from Somalia forming a large diaspora2, currently consisting of a 

population of approximately two million Somalis (M. A. Elmi & Ngwenyama, 2020; IOM, 2019). Not 

everyone was able to or had the funds to emigrate and those left behind in Somalia are living in state 

of fluctuating between a conflict and post-conflict context. Somalia is a country with a strong 

allegiance to clans, families, and religion. Families have members from their nucleus or periphery of 

relatives being part of the diaspora. Members of the Somali diaspora are supporting more than 40% 

of the total Somali population with an estimated $1.4 billion a year and exceeds most official 

development aid streams (ODA) (M. Elmi & Ngwenyama, 2019).  

One of the current questions departing from this scenario is, how does money from the 

diaspora or remittances reach Somalia and in what way? The probable implication also departing 

from this scenario, is that remittances from the diaspora face unsurmountable obstacles to reach 

Somalia and the consequences are real. The lifeline of the transactions reaching them, is essential 

and the challenges are compounded by the heavy-handed legislation post 9/11 (Orozco & Yansura, 

2013b; Plaza, 2014; Viles, 2008; Weiss Fagen & Bump, 2006). To be more precise, how are financial 

transactions from abroad, i.e. remittances, organized in a country, where the financial system has 

collapsed and without a stable government after years of conflict? There are obvious challenges of 

how remittances can reach those in need of them in Somalia. There are a range of remittance 

channels available, some formal remittance channels and some are more informal in their modus 

 
1 Focus will mainly be on Somalia and not Puntland or Somaliland due to the very different political and 
economic context or the international legal status of either. The author does not take any position on the 
matter here. 
2 Defining “diaspora” and sufficing for the purpose of this paper, the definition used by UNDP serves the goal. 
1. It includes three aspects which are: Dispersal of a population from an original homeland. 2. Continued or 
reinvigorated orientation towards a real or imagined homeland. 3. Identities based on boundary-
maintenance in relation to a host society (Hammond et al., 2011). 



7 | P a g e  
 

operandi. Combining the obvious needs of people in a dire situation, with a collapsed financial sector 

in Somalia, the compounded risk of a perpetual conflict and heavy-handed regulation, this paper can 

formulate the following research question considering those challenges:  

 

1.1.1 Research Question 

How can the Somali diaspora most efficiently send remittances to Somalia?  

From the main research question a few sub-questions needs to be answered to fully comprehend the 

main research question. 

• What does the literature state on remittances? 

• How can remittance transactions be analysed theoretically? – 

Towards an analytical framework 

• What is the importance of remittances in Somalia? 

• What are the channels used for remittances and what are the 

advantages and disadvantages for each?  

The discussion on remittances will be limited to the transaction channels themselves from the 

diaspora to the country of origin and will not address the literature on migration and remittances, 

despite their interconnectivity. The remittances will be limited to those of pecuniary micro-level and 

unidirectional kind from a diaspora to family members in the country of origin (Maimbo & Ratha, 

2005a; Yang, 2011b) They will not be expanded into what some researchers define as social 

remittances (Carling, 2014a; Lindley, 2009b). Consequently, the author is fully aware that not all 

aspects can be covered, when focusing on the micro-economic approach in this paper related to 

remittances.  

 

1.1.2 Structure of the Thesis 

An outline of the thesis follows from this point on towards the chosen method of the 

paper. In this chapter the chosen method will be elaborated on why there is a scientifically better fit 

compared with other methods to the research question (RQ). The literature review will provide an 

overview on what research and policy states on remittances to narrow down the gap in the literature. 

An analytical framework will be developed, considering the literature review, to present a method 

with which to use the theories chosen and why. The theories will be used to establish a model, which 

will define measurable variables to evaluate the different remittance channels in the quest of 

answering the RQ. The empirical part of the thesis will focus on the importance of remittances for 

Somalia and the barriers and challenges connected with the different remittance channels. The 

empirical part will also reflect the views of the Somali diaspora. The analytical chapter will investigate 
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the current solutions applied in connection with the remittance transactions in Somalia and the 

related advantages and disadvantages for each generic remittance channel. Furthermore, the 

analytical part will fill the proposed analytical framework with the data available from the empirical 

chapter. A discussion of the results will be followed by concluding remarks, which will sum up the 

findings and provide an answer to the RQ, ending with a chapter on implications for both theory and 

practice. 

2 Method of this paper 

 

 
 

Fig. 1 – Structure of the thesis 

 

 

 

 

 

 

 

 

 

 

 

Fig. 2 - Research onion – rendered in accordance with the choices made in this thesis by the author 

2.1.1 Research philosophy 

The paper will apply the research onion to organize this thesis and as can be seen above 

in figure two, each step will be catered for below (Saunders et al., 2009). The choice of a pragmatic 

research philosophy in this paper, is mainly grounded in the research problem and the RQ 

(Saunders et al., 2009), which stems from a wondering on how diasporas are able to transfer 

money abroad to their kith and kin in a conflict/post-conflict context. The problem is connected 

to the pondering over an issue and how this can result in actionable results from a practical 

perspective (Saunders et al., 2009), effectively focusing on the research problem and RQ as a 

compass for what tools and methods are needed. Had it been the power relations, for an instance, 

between banks and the informal methods of transferring money because of an strong assumption 

Introduction Empirical part Method Lit.review 

Analytical part Conclusion 
 

Implications 

Analytical Framework 
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that the perspective of the informal methods of transfers are being silenced by the banks, the 

author would have chosen the post-modernistic research philosophy, relying mainly on 

qualitative methods of analysis (Saunders et al., 2009), but that is not what the RQ is seeking to 

dismantle. To elaborate on what implications for this research would have been, then the 

interpretivist research philosophy would have given a greater emphasis by conducting in-depth 

interviews, to obtain as rich and detailed dataset with people and communities in Somalia and 

solely focusing on qualitative evidence (Saunders et al., 2009). This paper does acknowledge the 

importance of the social structures having a share in the shaping of economic life and from a 

pragmatic perspective, the paper can include an aspect of a social structure and how it generates 

trust in economic life. This is because the pragmatic approach does not take a specific research 

philosophy but is rather directed with the research problem and the RQ (Saunders et al., 2009).  

If there was a single truth to the reality researched, then experiments in a controlled 

environment should have taken place and a positivist research philosophy would have been 

applied (Saunders et al., 2009). It would have viewed the organizations and social entities in 

Somalia as natural phenomena, i.e. the clanship of Somalis, void of any human influence like 

feelings, emotions and thoughts, unless measurable and from them law-like generalizations 

would be deductible, i.e. as a natural scientist considering natural phenomena (Saunders et al., 

2009). This paper acknowledges the positivist stance on surveys and thus quantitative interviews 

are part of the research. The mixed method chosen for this paper with both quantitative and 

qualitative interviews and the subsequent coding process of the quantitative data validating 

them, involves some degree of value imposition and data interpretation from the author. The 

positivist stance would not have regarded that as a pool of knowledge in researching reality, 

unless quantifiable, because they view their research as free from any human values influencing 

the research (Saunders et al., 2009).  

The final research philosophy of critical realism would have investigated any causal 

relationships from a historical account, because history can offer explanations for the reality that 

is being researched (Saunders et al., 2009). That is only the case to a limited degree in this paper, 

as only a brief historical account will be given with regards to its political, financial and social 

structure, but not an in-depth historical account as in critical realism and that is because this paper 

does not view the truth from one single historical account, but from multiple angles in line with 

the pragmatic approach (Saunders et al., 2009). 

The research problem extends itself into the RQ (Yin, 2009), which also confirms the 

choice of the pragmatic approach, as explained above, through the explorative nature of the 

research and the RQ (Yin, 2009). The way that can be seen, is because we would like to explore 
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how the diaspora is remitting in conflict/post-conflict context and what the advantages and the 

disadvantages are between the different remittance channels. This perspective has not been 

researched before and that is why we are deploying exploration in this research. The contributing 

factor is that; no theory has been developed for the specific purpose of the choice of channels by 

the diaspora in a conflict/post-conflict setting, when remitting in the most efficient way, as will 

be disclosed by the literature review. This further strengthens the choice of a pragmatic research 

philosophy with an explorative research nature and question, because the need to explore 

unchartered territory is present for the research to be able to highlight the problem and come 

forth with a possible practical solution (Yin, 2009). The nature of the research will be exploratory 

because this paper will try to identify some variables to explore an un-researched phenomenon 

(Bryman & Bell, 2011a). The exploratory nature of the research will gather the results in an 

analytical framework of all the different remittance channels, but it is not the intent to produce a 

new theory but only to inform future research of a development of a possible new theory (Bryman 

& Bell, 2011b). However, it is the intent that this paper will attempt to inform the vast research 

on remittances and its implications for both receivers and senders and whether we can explore a 

certain level of generalizability from the RQ posed when the results will appear.  

 

2.1.2 Research approach  

The relationship between empirical and theoretical data will take a deductive approach 

reviewing both quantitative and qualitative research, to reveal any blind angles from the literature 

on the research on remittances and to provide a conceptual clarification for the development of 

a model/hypotheses which can be testable. This will result in an analytical framework with 

measurable variables, which will apply empirical data into a model developed by the author, 

which will be an inductive phase. While, deductive there will be inductive elements as the 

research is explorative due to the wish of seeking clarification of the problem treated in this paper 

(Saunders et al., 2009). The deductive phase will take place when the literature is being reviewed 

for any theories applicable for the RQ stated. The deductive phase will also be present when this 

paper applies theories on the empirical data available, the survey and qualitative interviews. The 

inductive phase takes place right after the literature review, when this author realizes through 

exploration, that no specific theory exists for the purpose of remittance channels and their 

advantages and disadvantages, (Bryman & Bell, 2011b) which then leads to the deductive stage 

of including theory. Hence there will be both a deductive and inductive approach but with a 

dominant deductive approach for this paper to produce some research recommendations. The 

inductive part is present again, when the paper will seek generalizations from the specific problem 
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of remitting in conflict/post-conflict situation to the general problem of remittance channels at 

the end of the paper (Flyvbjerg, 2006; Saunders et al., 2009).  

 

2.1.3 Research strategy 

The strategy applied will be a case study approach (Saunders et al., 2009) and the chosen 

case study setting will be Somalia. As Somalia is a country in a conflict/post-conflict setting, 

remittances in this context could be generalized for other countries in the same settings and 

possible generalizations will be made with (Flyvbjerg, 2006) in mind. This is to determine which 

kind of generalizations this paper may infer from the findings. The chosen case study approach 

will include a multiple case study as well, which will be the embedded form and not the holistic 

form (Yin, 2009). The multiple case study involves, that the unit of analysis will be the different 

forms of transactions available as generic entities in the Somali case study context and that 

multiple sources of evidence will be used, respectively surveys and interviews (Saunders et al., 

2009; Yin, 2009). For this reason, this choice of strategy is the opposite of the experiment as a 

research strategy because it is undertaken in a highly controlled environment. The reason is that 

the RQ can only be answered through the environment context and case study approaches are 

undertaken within that context (Saunders et al., 2009). It will not involve the companies executing 

the transactions and the environment they operate in. The multiple cases will go through a 

replication of the same measurable variables to ensure that we can compare the different 

remittance channels in the analytical framework (Yin, 2009). Viewing the transaction channels as 

generic entities, it will benefit suggestions for generalizations and recommendations about the 

remittance channels in conflict/post-conflict situations at the end of the paper, so that the paper 

may be able to broaden the findings at the end. The research question itself also provides a basis 

for the case study approach because it is mainly a “how” question, it does not require control of 

behavioural events and the focus is on contemporary events (Yin, 2009). 

 

2.1.4 Research Choice  

This choice of the multiple case study as a research strategy is done for data not to be 

limitless and more manageable. If the production of data were to be initiated from a holistic angle 

in a multiple case study, it would yield a considerable amount of data and focus could be in 

jeopardy. The holistic approach as the word itself implies, would include the environment be it 

social, political, economic, demographical, the specific companies themselves, their strategies and 

their position alongside competitors (Yin, 2009). The focus of the RQ and problem is thus on the 

transaction itself between the different remittance channels available in the market and hence 
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the strategy of an embedded multiple case study makes for a better strategic fit for the purpose 

of the paper.  

 

2.1.5 Time Horizon 

The phenomena being studied relating to the different channels used for transactions 

between a diaspora and its home country will take the time aspect as snapshot of current 

phenomena. As time is somewhat limited when conducting a master’s thesis there also a limited 

option for making a longitudinal study (Saunders et al., 2009). That is also evident from the RQ 

which, therefore embraces a more cross-sectional time horizon. Historically some aspects will 

inevitably be covered, as explained in the section of research philosophy, in relation to what 

importance the remittances have played and what role they have today for the receiving country. 

In general, though a snap-shot/cross-sectional time horizon will be used for the purpose of this 

paper, because that will suffice to answer the RQ (Saunders et al., 2009).  

 

2.1.6 Data Collection Analysis 

As the research philosophy of this paper is pragmatic and the nature of the research is 

exploratory and mainly deductive although with inductive elements, this funnels our choices into 

a tract. The paper will deploy a mixed method consisting of both quantitative and qualitative data. 

This also confirms the nature of this paper as having a dominant deductive and less so inductive 

element, as outlined in the research approach above. The quantitative data will be collected from 

a survey, designed as a structured standardised questionnaire being distributed through the 

internet, social media, and mobile applications, amongst members of the ethnic group concerned. 

This stream of data will take the character of primary data and fits with the deductive phase 

(Saunders et al., 2009).  

The survey is one of the ways of gaining insight into the priorities and patterns of the 

diaspora when they remit back to their home country. The survey strategy fits well into this papers 

dominant deductive approach and the exploratory nature (Saunders et al., 2009). The 

combination of both survey and multiple case study is also a question of going beyond what a 

survey can explain (Yin, 2009). The survey will give quantifiable results which can give an idea of 

the preferences our target group have on remittance channels. But the survey cannot go any 

deeper because the format is too simple to go into the complexities, on how the remittance 

channels are being organized in real life and what the pros and cons are (Yin, 2009). Hence, the 

other primary source of data will be targeted qualitative structured concise interviews from 

individuals who are engaged in remitting to their families and will be one of the inductive phases 
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(Saunders et al., 2009). These will have a qualitative nature because the questions will encourage 

open-ended answers. The third source of evidence, as this paper started out as a desktop study, 

will be secondary data from research articles and empirical reports. Different databases like that 

of Business Source Complete was searched for as well as the online library database of 

Copenhagen Business School. It the aim that the three streams of data will be able “to increase 

the confidence in research data” through triangulation (Saunders et al., 2009; Thurmond, 2001). 

The method of triangulation applied, due to the application of both qualitative and quantitative 

data collection methods, will be that of a methodological triangulation of a “between and across”-

method. This is also because it follows the paradigmatic approach set out in this paper (Barbour, 

1998) and it is the method most suitable, when collecting qualitative and quantitative data 

(Thurmond, 2001). The analysis will be done qualitatively on qualitative data and quantitatively 

on quantitative data (Yin, 2009) through respectively the coding process for the qualitative data 

and the processing and crosstabs and graphs for the survey data. 

At the initial stages this paper started out as a desktop study solely relying on secondary 

data, but when this author became more informed about the subject and questions and 

conversations started to develop with the diaspora concerned, an opportunity for broadening the 

collection of data presented itself and it was one that had to be utilized upon. This process further 

confirms the exploratory nature of this research because the level of adaptiveness is high in 

exploratory research and within the pragmatic approach (Saunders et al., 2009). The reason to 

choose the mixed method approach is to investigate how primary data gathered both through 

qualitative and quantitative methods, as mentioned, can be dovetailed into giving the paper a 

clearer picture of the use of remittance channels (Saunders et al., 2009). This will not only 

facilitate different data collection methods in the analysis, but it will also reveal if there is any 

complementarity in the data, which can further strengthen the findings in the analysis (Saunders 

et al., 2009; Thurmond, 2001). It will help to contextualise the remittance channels into the 

discussion of where the development is heading and what the paper can infer from that (Saunders 

et al., 2009), along with increasing our ability to interpret the results (Denzin, 2009).     

 

Summary 

The research philosophy taken by the author is that of a pragmatic stance, due to the 

contemporary problem of remitting to a conflict/post-conflict country, which needs a practical 

solution. This calls for a research which is exploratory in its nature to investigate how the Somali 

diaspora can send remittances most efficiently. The research approach will mostly be deductive 

to review quantitative and qualitative research, so that a conceptual clarification may take place 
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and a testable model developed. Elements of an inductive approach will also be present, when no 

theory is available and when the possible attempts to generalize the results will happen. The 

research strategy will be a case study with a multiple case study in the embedded form. The unit 

of analysis will be the different transaction channels as generic channels because the research of 

them cannot be undertaken outside its environment. The multiple case study in the embedded 

form is chosen as a research choice because data should be kept limited and focus maintained, 

which is well-aligned with a cross-sectional time horizon. The data collection will be a mixed 

method containing three sources of evidence. Two primary sources in the shape of surveys 

(quantitative) and in-depth interviews (qualitative) and a secondary data source consisting of 

research journals and policy reports. Triangulation of evidence will take place in the analysis. 

 

Quantitative data 

The quantitative survey is the second strain of evidence, for which the author utilized 

gatekeepers in the Somali community to disseminate information and links regarding the survey. 

This method is called snowball sampling and the reason why that was utilized was because of the 

uncertainty of the size of the Somali diaspora (Bryman & Bell, 2011b; Saunders et al., 2009) and 

it is a well-aligned method for exploratory research (Saunders et al., 2009). This method belongs 

to the non-probability sampling and the response rate was just above 50 %, but what works in 

favour of the representativeness of the respondents collected is the cultural homogeneity of the 

group targeted. Even if this took the estimations of the Somali diaspora to be the two million, 

which has been estimated by the IOM (IOM, 2019), then with a 5% margin error for one million 

individuals, the sample size should have 384 people interviewed (Saunders et al., 2009). Hence, 

for the RQ it was a tool to gather data on, how the diasporas are remitting and to explore what 

their preferences for their choices of remittance channels were in conflict/post-conflict context. 

The online survey was sent around on social media platforms and SMS (Saunders et al., 2009), 

where memberships were reflected in the social and cultural homogeneity. This collection of 

evidence is well aligned with the case study approach (Yin, 2009). The survey links were generated 

with Qualtrics and appeared as anonymous links and data was analysed using the same software. 

The questionnaire, see appendix, started with an introduction, which stated that the respondents 

were taking part in a research for a student at Copenhagen Business School. The reason why the 

links were made anonymous was to minimize any bias from the author to the respondents. The 

distribution of the surveys went broader with the use of gatekeepers and below the global spread 

can be seen in the table and pie. See raw data for respondents sorted on IP-addresses in appendix. 
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Fig. 3 Global spread of respondents and Table 1 – Respondents amount spread from online survey, based on IP-addresses 

As the responses completed, a clear bias revealed itself, which was reflected in the age 

group targeted. The age group was lacking a greater representation of the elderly generation in 

the age groups from between 55-65 to 65-75. More than 70% of the respondents were below 35 

until the age of 18. In contrast approximately 28% were above the age of 35. This shows that there 

is a generational bias of the result reflecting remittance patterns among the young generation of 

Somalis and the preferences to remittances. The survey does not reflect the elderly generation, 

which subsequently can give an unbalanced conclusion. The chart of question two in the survey 

report illustrates the generational bias of answers given by the respondents.  

 

Qualitative data 

To ensure a more in-depth snapshot of the details on remittances and aligning the 

method of coding with the RQ (Elliott, 2018), a correct coding method needed to be chosen.  This 

paper took a pragmatic approach to the RQ and thus the author was open to whatever method 

would be relevant in light of the RQ (Saldaña, 2013). Having said that it was also essential that the 

qualitative interviews produced answers, which would be useful for the analysis and thus the 

author allowed a mix of two methods in the coding process, which would suffice for the purpose. 

The mix of compatible methods to be used for this paper was the “descriptive” method of coding, 

which to an extent would summarize the words used by the interviewees into labels relevant for 

the study (Saldaña, 2013). The secondary method would be the “In Vivo” coding because as an 

exploratory study, it was important to let the interviewees express themselves in their own words 

and to an extent use their words as codes in the data set (Saldaña, 2013). As this paper acquired 

five qualitative interviews the need for second round coding method was limited. The chosen 

methods will provide this paper with the answers on which criteria users of remittances would 

prioritize with their own words (descriptive method) and what subjects would appear salient (In 

Vivo method) relevant for the paper. That entails that the codes defined, i.e. the characteristics 

Countries Amount 

Canada 2 

Denmark 56 

Ethiopia 1 

Kenya 8 

Norway 1 

Somalia 3 

Sweden 104 

UAE 2 

UK 8 

US 1 

Total 186 
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of the remittance channels and which channels are of salience, either explicit or implicit will be 

able to be linked directly with the quantitative data from the survey. The reason why that is 

important is that it provides this paper an opportunity for triangulation (Thurmond, 2001) 

together with the secondary literature examined for this paper. With regards to the five 

interviewees for the in-depth interviews the gender bias is obvious because they were all males 

between the age of 25 and 40 and all of them in a job and a single student. A relational bias is also 

present as they were found through gatekeepers and thus their willingness to respond and 

provide answers can be affected by that. The obvious bias in is again as with the survey responses, 

that no one from the older generations of Somalis, were available for a qualitative interview on 

the subject for reasons explained above. The generational bias in the qualitative data may stem 

from using the same gatekeepers for finding interviewees, as it is easier to ask your generational 

equivalent. All interviewees were not engaged in the remittance industry and as such were 

frequent users of remittance channels for the purposeful sending of remittances regularly.  

What Does the Literature State on Remittances – Literature 

Review 

 

 
 

Fig. 4 – Structure of the thesis 

The following sections will attempt a comprehensive overview of the existing literature on 

remittances in relation to what is most relevant for our case on Somalia. The chapter will show the 

divisions made in the literature from policymakers to academics on the coverage of remittances 

and theoretical schools will be highlighted. As the literature is vast and focus has been multiple 

from different stakeholders, this author has sought to gather the multiple angles on remittances 

with different headings, which also reveal the complexity and interwovenness of the issue. This 

review will lead to the illumination of the blind angles within the literature on remittances in a 

conflict/post-conflict setting and provide the foundation for the analytical framework, that will 

guide the empirical analysis.  

 

2.1.7 Remittances and Development 

This section will not enter an in-depth discursive analysis on what constitutes 

“development” and what is not. Safe to say that development entails a great deal of complexity 

combined with the multiple layers along the process involving “…structural, social, political and 
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institutional reform…”(de Haas, 2010). The purpose of what development could be, has already 

been fulfilled by other scholars from multiple perspectives (Pieterse, 2012; Robeyns, 2005; Sen, 

2001; Ziai, 2013) however, this paper will take the position which all theoretical schools seem to 

agree upon. That development is something that all of the schools claim to be a general wish for 

progress, as suggested by (Matthews, 2004). This part will only address the focus of the different 

stakeholders and researchers, when they write about “development” for the developing countries 

in respect of what remittances can be used for. In that way the main intentions behind the solutions 

proposed will be illuminated from what they mean with “development”. A way to keep intentions 

in the clear, is to draw the attention towards the two competing discourses on how to frame the 

issues of development and remittances. One is the money-based approach and the other is the 

rights-based approach and these approaches should be kept in mind when reports from multi-

lateral financial organisations and researchers are presented (Kunz, 2011). Along with the spectrum 

of money-based and right-based approaches, the literature can roughly be divided into optimistic, 

pessimistic and more balanced approaches (de Haas, 2010) or as he later expounded upon 

between, neo-classical and neo-Marxist interpretations. There are also scholars who fit into both 

the optimistic and pessimistic categories, but for the sake of clarity the author will allow the two 

categories as extremes at each end of a spectrum, so that this paper may not fall into a dichotomous 

trap of simplifying and ignoring nuances in the literature (de Haas, 2014). See appendix for a rough 

overview of the literature on remittance in relation to the different schools of thought. 

The recent growth in research on remittances and development stems from an increased 

salience towards remittances, which was ignited by the surge in remittances in general towards the 

developing world as mentioned by several of the multilateral organisations like The World Bank, 

IMF and OECD (KNOMAD, 2019; OECD, 2019; Perez-Saiz et al., 2019). Some researchers stated that 

the migration and development nexus is connected by the most tangible aspect in the shape of 

remittances (Kelegama & Weeraratne, 2015), which is what the aforementioned organisations 

adhere to. Hence, in the majority of the empirical reports on remittances from multi-lateral 

organisations the perspective still resonate on how to utilize remittance for development, which 

defined by some as “The mantra of remittances” for the development of developing countries 

(Kapur, 2004). 

Compiling a number of different contributions from researchers in a compilation for The 

World Bank, (Maimbo & Ratha, 2005b) assembles a plethora of aspects into which the potential 

and prospects of remittances can play a significant part, justified by the large flows of remittances 

in the developing world, they claim. Most papers in the spectrum between macro and micro effects 

on how to maximize remittances as external development finance to how remittances are reducing 
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poverty Richard H. Adams & John Page (chapter 14) and broadening income opportunities 

(Chimhowu et al., 2005), are being presented in an optimistic setting (Maimbo & Ratha, 2005b). 

The main foci of the empirical reports are to document the large flows of remittances, to maximize 

their impact on receiving countries on both macro and micro levels, to strengthen formal financial 

infrastructure for remittances and to increase the transparency of the informal channels through 

regulation (Maimbo & Ratha, 2005b). Most of the conclusions by the researchers tie in caution in 

their conclusive remarks for different policies and measures to be taken in the pursuit of 

documenting the abovementioned foci. 

(Yang, 2006) criticizes the compilation of lacking the inclusion of the determinants of 

remittances and household dynamics in patterns of spending the remittances. A complementary 

explanation is given by (Bakker, 2015b), in which he states that, since the turn of the century the 

international financial institutions (IFIs) have been actively pushing the “remittances-to-

development” agenda (R2D). First, the reasons for the push is to introduce market-based solutions 

and in that way to direct remittances as a development tool for developing countries (Bakker, 

2015b) or as (de Haas, 2010) argues, that it is self-development from below.  

Some of the literature which is less enthusiastic in its findings (Chami et al., 2005) questions 

whether remittances should be included on par with other capital flows such as FDI and ODA. They 

argue that the very nature of remittances constituting of “millions of individuals’ private non-

market income transfers” makes micro-theory on altruism (Stark & Lucas, 1988) applicable and 

conclude that remittances were never intended as capital for economic development, but as 

support for poor economic performance for altruistic reasons (Chami et al., 2005). That is also why 

they conclude that a negative correlation exists between growth in remittances and per capita GDP 

growth using World Bank data from 113 countries in the period of 1970-1998 (Chami et al., 2005). 

Overall strong evidence is lacking from justifying the perspective, that remittances foster financial 

development in SSA, whilst applying an econometric model to 19 countries and (Coulibaly, 2015) 

also addresses the assumptions of homogeneity in (Aggarwal et al., 2011; Gupta et al., 2008). This 

is because that “the causal relationship between remittances and financial development differs 

across SSA countries” and the fact that they differ, can produce misleading results (Coulibaly, 2015), 

as affirmed earlier by (Yang, 2011a). What further impact the results, are the differences among 

the SSA countries in their governance structures and the motivations with which the different 

diasporas remit (Coulibaly, 2015). These possible factors which can lead to different results, are 

relevant for our case in Somalia, because they effectively have been living in a failed state for the 

past decades and cannot be pooled in the same categorisation of homogeneity along with other 

developing countries. (Gubert, 2017) coincide with the view that they are not comparable and that 
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the graphs used for comparison the last 25 years should be taken out, because it has created a 

distorted view of the growth in remittances, i.e. a call for improvement in the collection of 

remittance data.  

 

2.1.8 Remittances and Motivations 

There is an extensive literature on the micro- or household-level analysis on why diasporas 

are remitting, which is also known as the New Economics of Labor migration (NELM) (Stark & Bloom, 

1985) and it is a theory which defines migration as a way to address market failures and thus that 

is the condition of migration and subsequently remittances to take place. The reason why the 

decision to migrate is taken on a household basis, is because it is part of a risk-spreading behaviour 

in difficult times of a drought or different market failures. The motive which was at play in Botswana 

was that of self-interest, which includes the aspiration to inherit and the desire to invest (Stark & 

Lucas, 1988). They did not find any evidence for pure altruism (Stark & Lucas, 1988) but did not 

reject pure altruism as a motivation, as claimed by (Taylor, 1999) but rather saw their model as a 

continuum consisting of pure altruism and pure self-interest in opposite ends (Stark & Bloom, 1985; 

Stark & Lucas, 1988). The time aspect of the NELM model is a linear assumption, that the migrant 

will re-join the household in the near future, instead of establishing themselves in the host-country 

on a long-term basis (Sana & Massey, 2005) and this could be a problem because of the “remittance 

decay” aspect which happens, when older generations of the diaspora are replaced by younger 

ones in correlation with the decrease of remittances (Haas, 2007).  

The theoretical models being applied for the household-level analysis are econometric 

estimation models set with different variables connected to costs and benefits of migration to 

calculate whether one motive is more dominant than the other remittance behaviour. This is 

classified as the economics approach (Carling, 2014b). Most analyses of the motivations of migrants 

are using this approach to outline the motivations, see (Rapoport & Docquier, 2005) who 

determined motivations such as altruism and exchange belonging to the individualistic category of 

motives and secondly, the familial motives characterized by investment, insurance and family loan 

motivations and lastly moral hazard on the recipient side along with inheritance as an enforcement 

mechanism driving remittance behaviour. The occurrence of mixed motives is very possible in the 

setting because motives are very difficult to separate from each other  and in reality motives are 

rarely isolated from one another (Brown & Jimenez, 2011; Cox et al., 2004).  
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2.1.9 Remittances and Conflict/Post-conflict 

The literature on remittances have so far avoided countries inflicted with conflicts. The 

literature has mainly dealt with remittances from policy-related papers, research papers based on 

economic theory, either through individual choice or as a household decision and interdisciplinary 

research papers, as examined until now. A question which needs attention regarding situations of 

conflict is, why remittances are important in a conflict, war, or civil war situation? Because 

remittances from the diaspora have the potential to shift the equilibrium political, economic and 

military power (Wayland, 2004). Thus, conflict does imply an element of force and in our case study 

of remittances in Somalia, forced migration is the result of a severe conflict in Somalia (Weiss Fagen 

& Bump, 2006) and not because of a diversification strategy by a family or an individual to minimise 

risks and optimize earnings. The way patterns of remittance sending are being channelled is under-

researched (Fransen & Mazzucato, 2014) although some empirical research have been produced, 

but no theories have so far been produced from.  

Some researchers did try to argue, that the relapse into conflict is greater, because 

diasporas might fund armed conflicts in the home country (Brinkerhoff, 2011; Carment & Calleja, 

2018) but could also go beyond reasons of remittances and be related to factors related to 

governance (Koinova, 2018). One researcher used an econometric conflict-theory model based on 

greed or grievances (Collier, 2000). If diasporas are funding an armed conflict through formal 

channels, then that funding would be caught up by the monitoring of transfers by the IFIs, hence it 

is argued that conflicts are upheld with remittances through informal channels (Collier, 2000). Since 

the flows of remittances through informal channels can only be based on estimations due to the 

limits of monitoring them, it is difficult to research whether that is true, but no other explanation 

seems feasible.  

This paper contested earlier in this section that there exists a clear distinction between 

voluntary and involuntary migration pertaining to remittance patterns and the contextual factors. 

However, important to mention is that the “simplistic classification” between forced and voluntary 

migration is the reason among other factors lined up, that there exist a lack of progress within the 

field of migration theories (de Haas, 2014). Hein de Haas also holds that a strong tendency to 

abandon theorising entirely is present and that is the main reason why, there is no comprehensive 

theory to capture all aspects of migration (de Haas, 2014). Until that comprehensive theory is 

produced, this paper holds that for the sake of example, the distinction between forced and 

voluntary migration does serve as a useful demarcation-line in investigating the patterns of 

remittances. It is useful because migrants arriving from a conflict will send more remittances in 

crises or at the onset of a crisis and thus the patterns of remittances will be different from those, 
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when migration is voluntary, as explained by (Carment & Calleja, 2018; Koinova, 2018; Regan & 

Frank, 2014; Horst, 2008; Weiss Fagen & Bump, 2006).         

 

2.1.10 Remittances and Channels/Channels 

This section will deal with the different channels or channels available and the typologies 

which have researched and concluded upon. It will draw on both qualitative and quantitative 

studies on remittances channels, but their structure and how they work, will be dealt with in the 

empirical chapter. The theories on flows and channels have been mainly empirical and theories 

specifically for channels are scarce and basically non-existent on the transaction itself. Remittances 

are often understood in economic terms but the following expansion of the term ‘remittances’, will 

help to serve the purpose of nuancing, when talking about remittances. This is to avoid conflating 

with various understandings of remittances and for this paper to be precise about the term used. 

Distinctions within the literature on remittances have been made by different scholars expanding 

the definition of what remittances constitute. For an instance, (Levitt, 1998) on the basis of a village 

in the Dominican Republic, defines social remittances as “ideas, behaviours, identities and social 

capital that flow from receiving- to sending-communities” – a sort of migration-driven form of 

cultural diffusion. This paper will not delve into non-economic remittances and their distinctions 

because both technological and political remittances can be covered by Peggy Levitt’s definition. 

More importantly the focus of this paper, is on the pecuniary type of remittances.  

A typology of remittances has been proposed by different researchers such as (Goldring, 

2004a), who from a Mexican perspective divided remittances into three categories according to 

their characteristics: family, collective and entrepreneurial remittances. This was necessary, 

according to Luin Goldring, due the different impacts the different categories of remittances would 

have on various aspects of development and policy or project interventions should be informed by 

this distinction (Goldring, 2004a). Family remittances generally are motivated by norms, social 

obligations and kinship and are usually sent by close family members from the first tier of the family 

and the purpose is for spending on education and health in the home country (Goldring, 2004a). 

Collective remittances are more donation oriented and motivated by the organizing force of 

coordinating diaspora groups of the same ethnicity, as a collective charitable donation rather than 

profit-oriented investment, contrary to what the World Bank pursues (Bakker, 2015b; Goldring, 

2004b).  

This may not necessarily be the case in Somalia, being in post-conflict/conflict state with an 

institutional void, because they do not have the same institutional set-up as in Mexico, as described 

in the section on “Remittances and Conflict”. Entrepreneurial remittances are typically conducted 
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through wealthy investors from the diaspora in collaboration with governments and banks and 

viewed as savings by the recipients (Goldring, 2004b). This typology is useful because a distinction 

is made between the intention of the flows to the home country and then the various types of 

remittances need not be conflated when policies are promoted. The policies in the case of Mexico 

speaks for the use of remittances to development (R2D) and the critique leans in on who has the 

right to use private money for a public purpose, which the diaspora did not opt for (Bakker, 2015a; 

Goldring, 2004b).  

Regarding the R2D agenda, it was also clear in the section of “Remittances and 

Development” that the IFIs and other policymakers did not account for the fact the money they try 

to “harness” for development is private capital and as such those institutions and governments 

abroad have a limited say on that. NGOs, as documented (El-Taraboulsi-McCarthy, 2018; Orozco & 

Yansura, 2013b; Razavy, 2005), utilized the informal remittance channels to support hard-to-reach 

areas during famines and crises and thus the specificity of the purpose of remittances defines the 

channels used. As an example, how can remittances or development aid countries in transition from 

or in conflict, when the banking system has collapsed as in the case of Somalia? The typology of 

(Goldring, 2004a) attains leverage, because if the banking system works and the country is not in a 

state of conflict, then more formal channels will reach their targets contrary to what is being 

witnessed in Somalia, where remitters have to resort to informal channels to reach their areas 

(Kapur, 2004). Luin Goldring does state that different institutions in host countries organise the 

remittances according to their purpose but does not examine the channels used (Goldring, 2004a).  

An empirical study done by (M. Ahmed et al., 2017) mapped the different channels to 

measure their efficiency through econometric models. This study was conducted in four different 

villages in Bangladesh and the channels were categorized as four different channels consisting of 

bank transfers, money transfer organisations (MTOs), mobile phone transfers and informal 

channels. They found that mobile money transfers were on the rise but the most efficient channel 

used were still the MTOs(M. Ahmed et al., 2017). This case followed the same approach as (Siegel, 

2007) when she examined the preferences of remittance channels among migrants and what 

effects their level of integration in the Netherlands had on that choice, even when she only based 

it on three different remittance channels, which were bank transfers, MTOs and informal channels, 

following the suggestions of (Amuedo-Dorantes & Pozo, 2005a).  Similarly an empirical paper by 

(Kosse & Vermeulen, 2014) for the European Central Bank (ECB) and a local Dutch bank, examined 

the factors explaining the choice of remittance channels by different migrants, along with Somalis, 

in the Netherlands. They found 5 different channels ranging from bank transfers, MTOs, ATM cash 

withdrawals, hand-to-hand delivery and informal transfers (Kosse & Vermeulen, 2014) and the 
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purpose of their paper was to link payment behaviour with the choice of remittance channels whilst 

recommending policies for formalizing remittance channels.  

Likewise (Freund & Spatafora, 2005) respectively from the World Bank and IMF, found the 

same five channels of remittances and examined the costs related to remittances and the following 

behaviour of migrants on the preferred choice of remittance channels. They established a 

correlation between higher costs of remittance sending through formal channels and the increased 

use of informal channels of remittances and vice versa and their goal was to find ways to lower 

costs on formal channels, so that a movement from informal to formal channels would be 

encouraged (Freund & Spatafora, 2005). (Bolzani, 2018) deployed a “means and end theory” 

(Gutman, 1982), which is a value-based model on consumer behaviour. Applying this first-time 

approach, Daniela Bolzani (2018) highlighted the attributes of remittance channels and personal 

values behind remittance behaviour. She found that migrants not only focus on remittance costs 

but also on the attributes of the remittance channels but without defining them (Bolzani, 2018).  

 

Summary 

To recap, theories related to remittances and channels are mainly empirical and no specific 

theory as such has been developed to holistically cover the subject of choice of remittances 

channels in a conflict/post-conflict context. Typologies has been expounded upon by researchers 

and range from the different remittance channels in use, the character of the remittance channels 

related to its use by the end-recipient, the cost structure of the remittance channels and the related 

behaviour of the migrants using them. The reasons for the lack of a theory related to that of 

remittance channels could be manifold.  One of them could be that the intentions between the 

different stakeholders within the spectrum of policymakers and researchers, does not seem to be 

unified. The policy-driven agenda seem to apply the R2D agenda in one way or another, focus more 

on empirical papers and cover issues such as formalization of remittance channels, impact of 

remittances on development and particularly financial development. The research-driven agenda 

at the other end of the continuum seem to study, to an extent, how and why the remittances occur 

by locking in on the motivations and how both the sending and receiving end utilize the money 

sent. The policy-driven stakeholders are better equipped to disperse their papers through multiple 

channels of publicity to drive their interests and hence can eclipse the research-driven 

stakeholders, in a way that they may inform governments better. The above reasons are not 

exhaustive, and they merely work as a review of the literature about remittances for this paper and 

to highlight the blind angles, which have not been covered. This foundation should give this paper 
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a vantage point from which to start its suggestions on what theories could be offered to inform the 

complexity of the subject or part of it.  

To the knowledge of the author, no theory exists with the focus on the transaction itself in 

the realm of remittances related to the conflict/post-conflict setting. From an efficiency point of 

view, it is essential to know what remittance channel a migrant/refugee will use. This could mainly 

be grounded in the conflict/post-conflict setting, which is a situation that demands extraordinary 

measures to uphold that relationship with social relations in the home-country. Relating back to 

Somalia, due to the conflict, there is a partial or total institutional breakdown, which renders 

normal day-to-day dealings severely affected, that leaves room to examine what channels would 

be most efficient in reaching their targets? Hence these gaps in the literature will lead this paper to 

the chosen theories in the following section, which will be applied to shed light onto the blind angles 

in the literature and thereby contribute to it.  

3 How can remittance transactions be analysed theoretically? – 

Towards an Analytical Framework for Remittance Channels  

 

 
 

Fig. 5 – Structure of the thesis 

This section will describe the theories which will be employed on the case of remittance 

channels in use for the Somali diaspora and what the benefits and weaknesses may be for each 

theory. The focus will be on the transaction costs for each generic remittance channel in an 

institutional void, combined with the element of trust as part of that discussion. 

 

3.1.1 The Inclusion of TCT into the Analytical Framework 

Transaction cost theory (TCT) will be utilized to evaluate the efficiency between the 

different transaction channels of remittances. The seminal work of Oliver E. Williamson which was 

operationalized from the works of Ronald Coase (Coase, 1937; Tadelis & Williamson, 2012), will be 

used as the main theory in this paper. Oliver E. Williamson stated that, “the transaction is made the 

basic unit of analysis” (Williamson, 1998, 2005) in TCT, which is the exact focus of this thesis. To be 

sure (Williamson, 1981, 1998) does credit John R. Commons consistently for the idea on how to 

understand transactions, which is to include “the three principles of conflict, mutuality and order. 

This unit is the transaction”(Ménard & Shirley, 2008). As (Williamson, 1996) further elaborates, “… 
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a transaction occurs when a good or service is transferred across a technologically separable 

interface. One stage of activity terminates and another begins”. 

Prior to that, however, (Williamson, 1979) did argue in a short paragraph, that TCT can be 

used on transactions in capital markets, but not without modifying one of the three characteristic 

variables of TCT. The variable in question to be changed is asset specificity into that of ease of 

verification and accordingly, this aspect is critical for capital markets to function (Williamson, 1979). 

Asset specific investments are not prevalent in the remittance market we are examining and 

merging that fact with the customer-company relationship being analysed, ease of verification 

seems to be a justified modification utilized for this paper. Hence the general applicability of TCT is 

increased as well for this case in incorporating the change.  

Usually the word “transaction” as understood by TCT scholars is referred to, as when 

suppliers are producing some component or delivering a raw material to a company, who then 

decides to use that commodity in their production for another commodity and manage the 

contracts between them. That is to avoid any situations, which will see an increase of TC for the 

company (Williamson, 1981). That scrutiny of contracts between economic partners, is what will 

determine the governance structure of the relationship, also referred to as the spectrum between 

making the “commodity” yourself as a company or buying it from a supplier (Williamson, 1973, 

1981).  

The notion of efficiency is an implicit theme within the TCT (Tadelis & Williamson, 2012; 

Williamson, 1981) and it will therefore be with the scope of efficiency the remittance channels will 

be evaluated from. The RQ states, how the diaspora can remit and what the advantages and 

disadvantages are for each remittance channel. The “make or buy it” decision is still latently present 

with the diaspora, given the right circumstances being present. But it is not necessarily as potent 

as when Oliver E. Williamson defined it in his works on TCT (Williamson, 1979, 1981), because the 

economic actors are not two different companies looking for the most efficient governance of 

economizing on TC and whether to procure their commodity the market or produce it themselves, 

(Tadelis & Williamson, 2012; Williamson, 1973, 1981).  

The focus of TCT in this paper will be economic actors constituting members of the Somali 

diaspora and the different generic remittance channels with which they commit their transactions 

to. The TC related to the different remittance channels will be the foundation of their positioning 

in the analytical framework proposed. To be certain, TCT can be applied on all types of transactions 

as argued by  (Williamson, 1979) and as such affirms this paper’s attempt to utilize TCT for the 

purpose given. That this paper uses TCT on an untrodden path, which has not been researched 

before, is not necessarily a weakness, but maybe either proves, that the theory is seemingly 
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versatile and flexible in its use as documented by (Rindfleisch, 2020; Rindfleisch & Heide, 1997; 

Shelanski & Klein, 1995) or that it will be difficult to use on certain aspects related to transactions.  

The existing research evaluating the efficiency of any remittance channels, have only been done 

through behavioural econometric estimation models or by empirical papers which gather certain 

motivational factors, that play a role for the choice of a remittance channels. Those estimation 

models and motivational factors do not include the efficiency aspect as explained by or the ex ante 

and ex post dimensions (Tadelis & Williamson, 2012; Williamson, 1981) when the need to 

economize on the costs of friction in the transaction is in focus (Williamson, 1973). The aspects of 

TC which are relevant for our case will only be applied, so that this paper can be informed on the 

micro-level dynamics from a TC perspective and at the same time, to combine it with a relevant 

social aspect of remittances, trust, into one single model. In continuation of that analysis, this will 

lead to an overview of the available generic solutions to the problems of sending money to a society 

in a conflict/post-conflict state.   

 

3.1.2 Critique of Transaction Cost Theory (TCT) and its use in this paper 

Some shortcomings of TCT have been addressed by different scholars and are no less 

relevant when using TCT. One of the critiques which have been suggested points to the paradox of 

companies choosing different governance structures, i.e. everything between a hierarchical or 

market structure, even when the transactions of the different companies are the same (Young, 

2013). For this reason, a conclusion relying solely on transaction costs as the basis for decisions on 

governance structures of a company and its suppliers, is not in line with reality (Young, 2013). This 

resonates with the critique of sociologists and echoed by  some students of business organization, 

that TCT is too narrow in its focus on economic and efficiency behaviour with its subjects (Shelanski 

& Klein, 1995) and does not include context specific factors in its behavioural assumptions on 

bounded rationality and opportunism (Ghoshal & Moran, 1996).  Implicit in TCT is also an 

assumption that market forces will bring about an efficient equilibrium between transactions and 

governance structures, so that transaction relationships in practice can be explained through TC 

(Shelanski & Klein, 1995). Elaborating on practice some scholars go as far as stating that TCT is “bad 

for practice”, because it is based on an assumption of the worst (opportunism) and thus it “brings 

out the worst in economic behaviour”(Ghoshal & Moran, 1996). They are also critical of scholars 

trying to “patch” up TCT by including elements of trust into the theory based on their findings, 

instead of challenging the very fundaments of TCT (Ghoshal & Moran, 1996). It is relevant for this 

paper to understand that the lacking aspect of trust in TCT is essential, as one of the remittance 

channels is trust-based. That is the reason why the element of trust is included from a scholar 
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critical of TCT and who addresses the missing element of TCT (Granovetter, 1985a). The final 

critique of TCT is the difficulties in measuring the different variables present in TCT (Ménard & 

Shirley, 2008).  Frequency, it is argued, TCT produces ambiguous results and asset specificity and 

uncertainty are hard to measure (Ménard & Shirley, 2008).  

For this antecedent, a simple method of attributing value to the different variables of TCT, 

has been chosen in this paper. A value will be given from one to three according to the three 

variables’ present in the different transaction channels. Why has the author chosen values ranging 

from one to three? Firstly, this is done to involve a level of measurability on the generic transaction 

channels. The critique given is on measurability amongst others and to keep it simple but still 

measurable and not calculate our way out the measurability critique but increase generalizability 

of TCT on remittance channels in a conflict/post-conflict setting, then it can be justified if the values 

follows some path already made clear. Secondly, that path is found in the varying levels within the 

variables. The values between one to three have been chosen, because all the variables range 

between three different stages. See the table XXX below. The values are following the 

categorization of (Williamson, 1979, 1981) and will give us an idea of the TC related to each channel. 

In each of the variables, three levels are defined (Williamson, 1979). The variable with which it is 

easy to verify a transaction, the lower the TC. That is why the value range is from 1 being the easiest 

and 3 being the most difficult to verify. The variable value reflects the level of ease it is to verify the 

transaction. For frequency of transaction it is the opposite because the more recurring a 

transaction is, the lower the TC of that transaction or else that transaction would not occur with 

that frequency. The rarer the frequency is, the higher the TC and that is why 3 is given for a one-

time frequency and 1 is given for a recurring one, due to the economies of scale being present along 

the recurring transaction. Uncertainty is variable which reflects the cost according to its level. The 

higher the uncertainty, the higher the TC and that is why low has been given a value of 1 and high 

has been given a value of 3. This paper addresses, the critique of measurability by not claiming that 

TCT presents a precise calculation of the TC, but merely that with the conversion into numerical 

values, it will give this paper a qualified estimation of the related TC to each remittance channel, 

because it still follows the logic of the three-level categorization of each variable (Williamson, 1979, 

1981). 

TC variable/values    

Ease of verification Easy (1) Difficult (2) Very Difficult (3) 

Frequency of Transaction One-time (3) Occasional (2) Recurring (1) 

Uncertainty Low (1) Intermediate (2) High (3) 
Table 2 – TCT variable levels rendered by the author into numerical values for increased measurability 
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3.1.3 The Social Aspect of Remittances in the Form of Trust 

The social aspect of remittances has been contributed to by the aforementioned scholars 

and as this paper is not an anthropological or sociological study, it will not dive into that vast 

literature on the over-socialized concepts of human behaviour, as mentioned by Mark Granovetter 

(Granovetter, 1985a). However, what this paper will draw upon from Mark Granovetter, is from his 

seminal work on the importance of social structure in economic decision making. His paper was a 

direct response to the likewise influential theory on TC by Williamson (Granovetter, 1985a). 

Granovetter, founder of economic sociology, consistently criticized the notion that humans are 

atomized and under-socialized individuals, who are minded towards profit only, when manoeuvring 

in economic life. He argues that researchers are divided into an under-socialized and over-socialized 

conception of research. For the sociologists, ethnographers and anthropologist, he directs his 

criticisms of them applying over-socialized concepts, because they wrongfully argue, that an 

individual is overwhelmed by the norms and values embedded in their social structure, as he quotes 

from (Wrong, 1961). Similarly, he also directs a critique towards the new institutional economics, 

of which Williamson’s TCT is a representative (Granovetter, 1985a). In it he argues that economic 

behaviour, as described by the TCT, is completely void of any impact of social structure and social 

relations and that this perception is being treated “as a frictional drag that impedes competitive 

markets” (Granovetter, 1985a). Thus, he argues, that the focus on networks of interpersonal 

relations will avoid the over- and under-socialized view, because most behaviour is embedded in 

that (Granovetter, 1985a). The way Granovetter addresses this gap, is to choose a middle way by 

stating that individuals are not just atomized individuals seeking profit but they are highly 

influenced by the social structure embedded within them as mentioned above (Granovetter, 

1985a).  

Hence this paper will intend to address the apparent gap between the economics and 

ethnographic approach by making use of theory from both, Oliver E. Williamsons TCT (Williamson, 

1981) and from Mark Granovetters initial contribution to economic sociology (Granovetter, 1985a) 

as a combination in the model shown below. It is hoped that it might contribute to literature when 

a future attempt on theorization will take place. Hence, the contextual social factors, which in this 

case will be the element of trust manifested by social networks, will be analysed to reach the 

explanatory factors embedded in the economic transaction, which remittances constitute 

(Granovetter, 1985a; Lindley, 2009b). The way the element of trust will be measured throughout 

the different channels is a label constituting whether the transaction channel is trust-based or on 

another obvious collateral i.e. a central bank, ultimately to be assessed in the analytical framework. 
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As opportunism is a factor in TCT, Granovetter argues that trust can curb that opportunism and 

hence create that TC reduction (Granovetter, 1985a).  

 

Summary 

The proposed analytical framework resulting from the literature review, which the author 

will use to measure the different remittance channels along, involves theories related to both the 

micro-economic aspects of transactions and the element of trust in economic life. This is to position 

the most efficient remittance channel of transfers in a conflict/post-conflict context based on the 

variables which will constitute the analytical framework. The variables have been applied from 

Oliver E. Williamson and the aspect of trust in economic life will be informed by Mark Granovetter. 

The respective variables will be applied on each of the remittance channels available in the market 

for the diaspora. The remittance channels will then be positioned into the analytical framework 

below. From the model it will be comparably clear, what channel is more efficient than the other, 

effectively constituting a multiple case study. Each remittance channel will also be evaluated 

against three more dimensions pertaining to the collateral, transparency and whether formal or 

informal. 

 

 

 

 

 

 

 

 

  

 

 

Fig 6. Analytical framework by the author based on the variables derived from TCT and the element of trust. 

 

3.1.4 Measurable dimensions of efficiency 

The transaction costs, when being mirrored against the different transaction channels, will 

be derived from measurable variables, which in sum will result in either high transaction costs or 

low for each remittance channel. The transaction cost variable will constitute of factors such as 

ease of verification, frequency of the transaction and uncertainty. Some other variables have been 

added aside from those mentioned by TCT and they are transparency/formality, the collateral/trust 
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of each channel. Ease of use and accessibility and speed of transaction are sub-variables to 

uncertainty, which have been mentioned by the respondents to the quantitative and qualitative 

data, but will belong beneath the head-variable of uncertainty as their levels determines higher or 

lower uncertainty and mirrors preferences from other papers on diasporas and remittance 

channels and the quantitative and qualitative interviews for this paper, see chart for question 13 

survey report, in appendix (Cockayne et al., 2012; Ismail, 2007; M. Redın et al., 2014; Orozco & 

Yansura, 2013a; Passas, 2005; Shire & Maimbo, 2006). There is support from including additional 

attributes of transactions, but the ones mentioned from TCT framework are those which “…have 

been especially instructive to the study of commercial transactions…” (Williamson, 1998).  

Each of these variables will be explained below. Before moving on to the description of the 

different variables, it would be helpful to understand the two behavioural assumptions on which 

TCT rests. One is termed bounded rationality, which he defines as the human incapability of fully 

comprehending all aspects in a transaction in contractual terms different from that of 

hyperrationality and irrationality (Williamson, 1973, 1981). As for the second behavioural 

assumption, he defines that as opportunism being ubiquitous and thus there is a high possibility 

that individuals can act opportunistically in a deceitful manner, given the opportunity (Williamson, 

1973, 1981). The method of measuring each variable of interest within TCT, is to assign a value 

according to its presence within the different transaction channels. This is done because of the 

inherent difficulties of measuring the variables (Ménard & Shirley, 2008).  

 

3.1.5 Ease of Verification  

As mentioned above, Asset specificity is the variable which has been modified into what he 

defined as ease of verification when analysing capital markets and refers strictly to the provider of 

the service (Williamson, 1979), i.e. this case the remittance channel providers. He did not further 

define what that entails in the short paragraph that he mentioned it in and he did not elaborate on 

that in any of his papers, but it is safe to say that the more difficult it is to verify transactions, the 

higher the cost of transacting or the less transparent the cost is to determine, according to the logic 

of TCT (Williamson, 1979). That is the way Oliver E. Williamson wanted to increase TCTs general 

applicability to models of governance, which are not just concerned with commercial transactions, 

but also with capital markets and how relations should be governed between the economic 

partners in that setting (Williamson, 1979). A value will be given according to how easy it is to verify 

a transaction and it ranges from one to three. The below table shows the possible range. 

TC variable/values    

Ease of verification Easy (1) Difficult (2) Very Difficult (3) 

Uncertainty Low (1) Intermediate (2) High (3) 
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Frequency of Transaction One-time (3) Occasional (2) Recurring (1) 
Table 3 – Range of possible values for variable of ease of verification 

 

3.1.6 Uncertainty (TC) 

The variable of uncertainty is one which carries with it different dimensions related to the 

transaction. Uncertainty is identified as the degree and type the transaction is subject to 

(Williamson, 1988) and it is further divided into dimensions defined as environmental uncertainty 

and behavioural uncertainty (Rindfleisch & Heide, 1997; Williamson, 1973, 1985). Behavioural 

uncertainty is related to the two underlying assumptions of bounded rationality and opportunism 

and are manifested in several ways (Williamson, 1985). Environmental uncertainty involves the 

circumstances which are surrounding the transactions (Rindfleisch & Heide, 1997). The way 

uncertainty is addressed in TCT is in relation to the degree of ease of verification and how the lack 

of bilateral dependency leaves a door open for opportunism in the markets, because that is the 

cognitive assumption of TCT with individuals (Williamson, 1985). The answer to that problem comes 

from TCT which states that different governance solutions, govern more efficiently to economize 

on TC and thus in the case of uncertainty caused by opportunism in markets, the answer is 

hierarchical governance (Rindfleisch & Heide, 1997) or also called vertical integration (Williamson, 

1985) or unified governance (Williamson, 1979). Hence uncertainty will be given a value from one 

to three according to the levels of uncertainty present as shown in the table below. Whenever levels 

of uncertainty are low, the cost of friction of the transaction channel is low and vice versa.  

Speed of transaction has been included as a sub-variable  to uncertainty, which will 

contribute to uncertainty in the analytical framework, because of the possible cost incurred upon 

the recipient if the remittances does not reach them in time (Bolzani, 2018; Orozco & Yansura, 

2013b; Lindley, 2009b). Increased uncertainty is the result of the disruption or delaying of the 

remittances. That was evident from when the heavy-handed legislation post-9/11 was 

disseminated throughout the banks operating in the remittance market (Passas, 2006), as will be 

explained in the chapter of why remittances are important for Somalia. The cost related to delays 

of remittances could be numerous and includes such costs related to loss of trustworthiness for the 

agent. The costs related to the speed of transaction could also be connected to loans taken for daily 

purchases and grocery stores in need of payback. The speed of the transaction is essential in 

minimizing the TC surrounding the remittance transaction in line with TCT (Williamson, 1985).  

The ease of use and accessibility is a relevant sub-variable to uncertainty for remittance 

channels, since this setting in a conflict/post-conflict context, can create situations, where 

accessibility to remittance channels and flexibility can be limited. This has been confirmed by a 

research paper and the survey conducted for this paper, where the choice of a remittance channel 
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was based upon the ease, with which the remittances could be sent to the country of origin (Bolzani, 

2018). It is also a factor which has been affirmed in both this papers quantitative and qualitative 

data. It comes to the front when asking the respondents about which characteristic they determine 

their choice of remittance channel and by far the most important factor, when it comes to what 

can be improved in terms of remittances for the future. See chart for question 14 in the report for 

the quantitative survey in the appendix.  

TC variable/values    

Ease of verification Easy (1) Difficult (2) Very Difficult (3) 

Uncertainty Low (1) Intermediate (2) High (3) 

Frequency of Transaction One-time (3) Occasional (2) Recurring (1) 
Table 4 – Range of possible values for variable of uncertainty  

 

3.1.7 Frequency of Transaction 

The frequency of the transaction is defined as it is written (Williamson, 1979, 1981). 

Frequency has three different levels with which they broadly occur, and they are a one-time 

transaction, an occasional transaction and the recurrent transaction (Williamson, 1981). The higher 

the frequency of a given transaction, the easier it is to recover costs when the transaction specific 

investment is high. This is due to the higher levels of asset specificity, the more specialized 

governance structure is needed and that incurs higher TC unless the transactions are recurring, 

which will result in easy recovery of costs related to those transactions (Williamson, 1979, 1985). 

Hence, the easier it is to verify a transaction, the higher the frequency of the transaction must be, 

as TC eventually in recurring transactions must be low. That also complies with the fact that costs 

would be easier to recover when high levels of ease of verification of a transaction are present. 

Hence, frequency of transaction still has an important role to play even when “the big locomotive” 

(asset specificity) (Williamson, 1985) has changed its nature to better fit with capital markets 

(Williamson, 1979). The variable of frequency of transaction will be granted a value from one to 

three according to the level of frequency of the transaction, to determine the place in the analytical 

framework. The higher the frequency the lower the cost of friction and vice versa as illustrated in 

the table below.  

TC variable/values    

Ease of verification Easy (1) Difficult (2) Very Difficult (3) 

Uncertainty Low (1) Intermediate (2) High (3) 

Frequency of Transaction One-time (3) Occasional (2) Recurring (1) 
Table 5 – Range of possible values for variable of frequency of transaction 
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3.1.8 Collateral/Trust  

The presence of trust is relevant to highlight because the transaction cannot take place 

without a collateral of a sort, to facilitate the variable of the ease of verifying the transaction as 

mentioned by TCT (Williamson, 1979). Trust is the element where this paper will reveal whether a 

transaction channel is trust-based or based on another collateral, like a bank or any other lender of 

last resort. The element of trust is what Mark Granovetter has explained as a result of his theory of 

embeddedness in social networks (Granovetter, 1985a). This understanding of trust does not 

present any “sweeping … predictions of universal order…” but rather assumes that each social 

structure should be examined, to lay bare the dynamics generating trust (Granovetter, 1985a). 

Hence, any remittance channel based on either trust or any other collateral will be designated a 

label, whatever that collateral might be and not to which degree the collateral is.  

 

3.1.9 Transparency/Formality  

The aspect of transparency will be included to the level defined by the AML/CFT legislation, 

because transparency is a vital subject for money transfers in relation to retaining money back, 

should a transaction be difficult. It is the guarantee of the remitter to get their money and a 

guarantee that the receiver attains the remittances. Further, it is the aspect which keeps being 

addressed by IFIs and post-9/11 legislation because for good reason, informal channels have been 

used for ulterior purposes as explained by (Passas, 2005), “hawala serves honest people as well as 

serious criminals”. Hence, transparency will be included and will be designated whether the 

remittance channel is “transparent, formal” or “untransparent, informal” in the analytical 

framework. Whether the channel concerned is formal or informal is important not just because of 

legislative issues, but also because of incorporating the efficiency of informal channels in a 

comparable way to highlight its advantages and disadvantages to the formal channels. The inclusion 

of those two dimensions will clarify how the levels of TC are compared to that of formality. 

Variables MTO MMO IVTS BANKS 
(TC) Ease of verification     
(TC) Frequency of transaction      
(TC) Uncertainty      
Total TC     
Collateral/Trust     
Informal/formal     
Transparency      

Table 6 – Authors rendering of TC variables and element of trust, combined with relevant variables for remittance channels in totality. 

The question of whether a remittance channel is formal or informal will be addressed to 

reveal any complementarity between the different remittance channels and the variables in the 

analytical model. Table 6 above constitutes the engine room, in which the mechanics of the 



34 | P a g e  
 

variables are becoming measurable. See the flowchart of TCT components for the implementation 

in the appendix. 

 

3.1.10 Governance Structures related to TCT 

The different remittance channels will be mirrored against the matrix below from TCT in 

relation to capital markets (Williamson, 1979), when the chapter of the different remittance 

channels is completed. This will happen for two reasons. First, to derive any conclusions from a 

governance/contractual point of view giving an idea on what our analysis of the remittance 

channels reveals in the light of TCT. Secondly, to evaluate if TCT on the governance aspects is right 

in its predictions on optimum governance on economizing TC.  

 Ease of verification 

Frequency 
of 

transaction 

 Easy Difficult Very difficult 

Occasional Market 
governance 

Trilateral governance 

Recurring Bilateral 
governance 

Unified 
governance 

Matrix 1 – Matching governance structures with transactions in capital markets (Williamson, 1979) 

Market governance refers to quadrant in which transactions are recurring or occasional and 

where the level of verification is easy (Williamson, 1979). That quadrant represents how easy it is 

to swap to another remittance alternative at a low cost, because the switching cost are low 

(Williamson, 1979). Had the verification of the transaction been difficult to very difficult and only 

occasional in frequency, a trilateral governance structure would be optimal. The reason for that is 

that when a transaction is difficult or very difficult to verify, the economic actors will try to secure 

themselves through contractual means, to bind the other actor equally to the contract so that 

unforeseen cost may not occur because of switching to another alternative prematurely 

(Williamson, 1979). Those cost will affect both actors and so they have strong incentives in 

maintaining that through employing, if need be, an institution or arbitration – a market solution 

will not suffice (Williamson, 1979). Bilateral governance is needed when the frequency is of a 

recurring nature and difficult to verify (Williamson, 1979). That could include some hedge funds, 

which can put barriers up, that renders it difficult to verify transactions due to a lenient legislation 

specifically on hedge funds (Mills, 2003; U.S Securities and Exchange Commission, 2020). Unified 

governance is needed when the verification of a transaction is very difficult and when the frequency 

is recurring (Williamson, 1979).  This quadrant is related to the capital markets on a criminal level, 

which means that the “economic actors” have a unified governance and interest in keeping 

themselves out of the spotlight and thus transactions are very difficult to verify. Examples of this 

could be institutions involved in money laundering or direct fraud of which, capital markets have 

seen their share recently (Cutts, 2016; Velasco et al., 2020).  
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4 Empirical Section- What is the importance of remittances to 

Somalia? 

 

 
 

Fig. 7 – Structure of the thesis 

This section will expound on what importance remittances pose for Somalia given the 

challenging socio-economic and political conditions the country has experienced the past decades. 

Initiating with an introduction to the reason for the current situation and connecting it with the role 

of remittances ending up with the challenges faced by the diaspora. An overview of the problems 

will be produced when this section is finalized with a summary of the barriers and views of the 

Somali diaspora. 

 

4.1.1 The Current Situation of Somalia 

As briefly touched upon in the introduction, Somalia has been in a perpetual conflict for 

the past many decades, which has perpetuated several challenges on both political and economic 

levels. Commencing from a macro perspective and from where most researchers find the roots of 

the problems of Somalia today, the fall of the government of Siad Barre in 1991 was the ignition of 

the multiple collapse of the formal institutions (Chong et al., 2019; Maimbo & Ratha, 2005a). Any 

society and its citizens are in need of functioning institutions and for order to disseminate (Maimbo 

& Ratha, 2005a). With that statement given, it also carries with it an inherence that without formal 

institutions, a state  cannot function and is bound to collapse (Ismail, 2007). As the Italian saying 

goes, “… victory has a hundred fathers, but failure is an orphan” (Ciano, 1903; Knowles, 2014). Thus, 

Somalia has been designated with different labels and tops multiple rankings of vulnerability and 

fragility. Characterizations like, “the world’s longest running collapsed state”, “lawlessness”, “failed 

state”, “corrupt state”, “fragile state” or “infamous poster child of state failure” are but just a few 

and carries with them the same connotations, when researching about Somalia (OECD, 2020; 

Transparency International, 2019; Carment & Calleja, 2018; Lindley, 2014; Menkhaus, 2014; 

Williams, 2013; Risse, 2012; Ismail, 2007; Weiss Fagen & Bump, 2006). Recently, Somalia has been 

designated an” extremely fragile state” based on, that more than two-thirds of all refugees 

worldwide come from just 5 countries and one of them being Somalia (OECD, 2020). At the same 

time with a population of almost 16 million, Somalia occupies the world’s 4th largest share of 

internally displaced people (IDP) due to violence and conflict, amounting to 2.6 million people 

(International Organization for Migration, 2020). The dependency of Somalia for help from outside 
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its borders, is demonstrated through the influx of official development assistance (ODA) and 

remittances, which each make up one third of the country’s gross domestic product (GDP) 

(International Organization for Migration, 2020).  

With forced migration throughout the decades, Somalia has experienced two serious 

famines, one in 1991 straight after the fall of Siad Barre’s government and one in 2011, which left 

the country with a total loss of half a million people (de Waal, 1994; Maxwell & Majid, 2016). In 

2017 6.2 million people were affected by pre-famine conditions (Abdirahman et al., 2017). That is 

approximately half of the population recently in the risk of being affected by a famine. Safe to say 

that the situation can turn into a matter of survival within a very short time and combined with an 

unresolved institutional void, the real risk of a renewed conflict is always looming nearby (Collier, 

2000). 

In this institutional void, the obvious question to pose is, how does the Somalis cope with 

their situation, when their most basic needs are not tended to by a central authority? It has been 

described as an “unimaginable void” that a central government is absent (Maimbo & Ratha, 2005a) 

and that is part of what drives the ever-increasing Somali diaspora to send remittances back home. 

What enforces the motives of sending remittances by the Somali diaspora, is further based on the 

poverty levels present in the country. According to the Global Multidimensional Poverty Index 

(MPI), which claims to deliver the most detailed picture of the poorest people in world, Somalia is 

occupying the position of the third most poorest country (Global Multidimensional Poverty Index, 

2018). Affirmed by an extensive survey conducted in Somalia, it found that 7 out of 10 Somalis live 

in poverty (World Bank, 2019). As for the question on how Somalis cope in the institutional void 

they are in, the answer lies in their preference for negotiated agreements through informal 

governance (Menkhaus, 2014).  

As it has already been defined earlier in the paper (Maimbo & Ratha, 2005a; Yang, 2011a), 

remittances are a unidirectional flow of a pecuniary kind from a diaspora to its kith and kin in 

Somalia. The environment surrounding the scenario of sending and receiving remittances is a 

difficult one to operate in, augmented by the factors described above. The conflict in Somalia has, 

not only, generated a massive exodus of approximately between 1-1.5 million Somalis live outside 

Somalia (KNOMAD, 2019). It further left those behind, who did not have the choice to leave, in a 

vulnerable state (Weiss Fagen & Bump, 2006). It undermines “economic stability and personal 

livelihoods” which again creates a vacuum, where economic support, like remittances, is needed 

(Ismail, 2007; Weiss Fagen & Bump, 2006).  
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4.1.2 The Financial Infrastructure of Somalia 

The Somali financial infrastructure has always been working in an informal way long before 

the collapse of the Somali Republic (Lindley, 2009a) but was strengthened post-collapse of the 

government, because there were no other choices left. The informal financial system served as 

saving money, obtaining credit and insurance and remittances, but the pre-collapse formal financial 

system, on the contrary, only catered for a privileged inner circle close to Siad Barre’s government 

(Lindley, 2009a). That included looting, corruption and bankruptcies and that left the general public 

with a deep-rooted mistrust with the formal financial system both pre- and post-war (Carrier et al., 

2018; Lindley, 2009a). In 1975 the repressive government under Siad Barre, nationalized the 

financial sector along with most major industries in his quest for embracing a “planned” economy 

due to the Soviet benefactors (Leeson, 2007). Hence, only state enterprises, members of Siad 

Barre’s clan and well-connected Somalis could obtain loans from banks or prosper from clan-

favouritism (Leeson, 2007; Menkhaus & Craven, 2003; Mubarak, 1996). Today, the Central Bank of 

Somalia (CBOS) is trying to gain relevance again by teaming up with the World Bank and IMF on 

issues of debt relief (World Bank, 2020b) and by asserting themselves on regulating financial 

institutions, whatever the level of formality (The Ministry of Finance - Somalia, 2012). Quite a few 

applications for licenses for banks has been received by the CBOS, but the banks are mostly 

concentrated around the capital, Mogadishu and typically have a few branches and not an overall 

encompassing network throughout Somalia (African Development Bank, 2017). The mistrust 

towards banks is still present today based on three indicators. One is because 98% of the Somali 

Shilling is counterfeit and they haven’t printed any new notes since 1991 (African Development 

Bank, 2017; London School of Economics, 2019). The other indicator, is that any banks from abroad 

trying to establish themselves in Somalia, are not trusted and viewed as foreign interference in 

Somali affairs (Carrier et al., 2018). The third indicator is a result of the two former, which is that 

remittance channels are all dollarized and it is thus the preferred medium for exchange and the 

value for storage in Somalia (African Development Bank, 2017; Nor, 2012).   

 

4.1.3 The Social Structure of Somalia 

Understanding the financial infrastructure in Somalia and especially vis-à-vis remittances, it is vital 

to acknowledge, that trust in family and national bonds are more important, rather than in less 

understood concepts such as banks (Cockayne et al., 2012; Maimbo & Ratha, 2005a). Before 

addressing the importance of remittances for Somali recipients it is necessary to give a brief 

understanding of the social structure of in Somalia. As Somalia has a history and presence of 

clanship, it often appears frequently in reports of involvement in conflicts (Samatar, 1988). The 
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clans are mainly a consequence of British and Italian colonial rule (Fox, 2015) but during the Cold 

War, clans were funded by donors, which sustained the idea of clanship even though the 

government of Siad Barre banned any clan affiliation (Samatar, 1988). The level of clanship is 

defined by a patrilineal kinship structure, which carries with it a social contract (Gundel, 2009). The 

social contract includes aspects such as security and protection, responsibilities, duties, rights and 

liabilities and they will assert collective responsibility for the actions of individuals through three 

core entities, which constitute the Somali social structure (Gundel, 2009), as shown in figure 5 

below. 

 

 

 

 

 

 

 

Fig. 8 – Adapted from Joakim Gundel (Gundel, 2009) and authors own addition with the element of trust (Carrier et al., 2018) and Sharia 

courts (Lindley, 2014; Menkhaus, 2014). “Xeer” is defined as the political contract with which Somali clans have among themselves 

(Samatar, 1988). 

The result of that social contract is one which partly reflects the patterns and reasons of 

remittance behaviour among the Somali diasporas. Keeping in mind the political, economic and 

humanitarian crisis Somalia is experiencing and in conjunction with the traditional Somali social 

structure, then “…an expression and reproduction of familial and clan ties and other social bonds, 

deeply rooted in tradition…” seem to take shape (Carling, 2014a; Cockayne et al., 2012; Lindley, 

2009b). The bonds of lineage are so strong that they traverse borders for good and bad reasons 

(Carling, 2014a; Carment & Calleja, 2018; Horst, 2004, 2008; Lindley, 2009b, 2009c). Evidence is 

present from multiple angles on the obligations of the Somali diaspora remitting back to their kith 

and kin, especially during humanitarian crises (Carment & Calleja, 2018; GAO, 2018; Kleist & 

Vammen, 2012; Lindley, 2007). In this respect trust plays a major role (Carrier et al., 2018; Cockayne 

et al., 2012; Ismail, 2007) and Somalia “provide a particularly compelling case” (Carrier et al., 2018). 

The element of trust has its merits with respect to the different remittance channels, to which this 

paper will return in detail, in the analytical part, but indicators such as affection, family values, clan 

solidarity, Islamic duty, reciprocity and friendship do play a role as well in strengthening the 

element of trust (Lindley, 2009b; Passas, 2005). 

 

4.1.4 Remittances – A Lifeline for Somalia 

It is clear that Somalia is and have been in need of a lifeline taking the challenging socio-

economic and political conditions into account (Lubambu, 2014; Orozco & Yansura, 2013b; 
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UNCTAD, 2012). That lifeline seems to affect several levels in Somalia and has been reckoned as a 

“critical survival resource” (Chami et al., 2005; Kapur, 2004). For an instance, remittances 

contributes significantly in alleviating household poverty levels and in enabling them to cover 

essential household expenses (Hammond et al., 2011; Simiyu et al., 2018; Weiss Fagen & Bump, 

2006). The remittances further contributes to education, water availability, land purchase, business 

investments as well as politics, peace and conflicts (Abdirahman et al., 2017; Horst, 2008; Maimbo, 

2006). Even local NGOs are recipients of remittances for the purpose of relief and development 

work across Somalia, effectively making the diaspora the main engines of collective support 

(Hammond et al., 2011).  

Remittances also provide resilience against natural disasters and financial crises of which 

both have been relevant in Somalia (Naudé & Bezuidenhout, 2012). There is an abundance of policy 

papers, as reviewed in the literature section of this paper, with suggestions of harnessing 

remittances for the sake of development and stressing that remittances surpasses ODA and foreign 

direct investment (FDI) (Cockayne et al., 2012; Kemegue et al., 2014; Lindley, 2009c; Maimbo & 

Ratha, 2005a). This abundance of papers is present, despite the difficulties in monitoring informal 

flows of remittances and despite the contested definitions of what should be included in the total 

of formal remittances (Gubert, 2017; Bakker, 2015b; UNCTAD, 2012; Kapur, 2004). What is certain 

though, is that it is estimated that 40% of the Somali population is dependent on remittances or 

worded differently by some, Somali families cannot survive without the remittances (Bryant, 2019; 

Meaney, 2018; African Development Bank, 2017). A very serious recent challenge which affects 

even developed countries, is making its mark in Somalia, as this paper is being written. According 

to a brief from ION-UN, a 40% decline in remittances is to be expected from the COVID-19 

pandemic, whilst keeping in mind that 40% of the Somali population is dependent on remittances 

(Bryant, 2019; Meaney, 2018). As the pandemic is having an effect, Somalis are feeling the 

economic pressure. MTOs have registered a substantial decline in remittances due to Somalis being 

unemployed and underemployed in more numbers now (Oxfam International, 2020).  Having 

determined that remittances are a lifeline for Somalia, the next section will determine possible 

barriers, which potentially can cut or disrupt the lifeline to Somalia. 

 

4.1.5 Barriers for Remittances as a Lifeline 

 Despite the precarities of the humanitarian, economic and political disasters befalling the 

country, and the obvious needs of the Somali people for remittances as a steady flow of support, 

there are barriers to the extent, which amplifies the challenges for the Somali diaspora to remit. 

Those barriers will be explored in the below section, ending up with a summary of them in a table. 
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The legal type of barrier, which was imposed post 9/11 in the form of anti-money 

laundering and countering the financing of terrorism (AML/CFT), which according to some was a 

necessary tool to address the criminal and terrorist activities from its roots (Bush, 2001; van de 

Bunt, 2008) and according to others, it was way too heavy-handed an approach (Elliot & Holzer, 

2009; Passas, 2005, 2006; Viles, 2008). This was a manifestation of a clash between the old 

approach of the migration-development nexus, where the funding of diasporas was looked upon 

from a positive lens and the emerging new approach called the migration-security nexus, based on 

the idea of an enemy “within our own society” (Ali & Griffiths, 2011; Bush, 2001). Several aspects 

need to be addressed from the opposing views, when dealing with potential disruptions to the 

lifeline of Somalia from a legal perspective. The “special recommendations” on which the 

dissemination of the post-9/11 AML/CFT legislation is based upon, have been summarized into the 

eight bullet points below in table 2.  

Take immediate steps to ratify and implement the relevant United Nations instruments 

Criminalise the financing of terrorism, terrorist acts and terrorist organisations 
Freeze, seize and confiscate terrorist assets 
Report suspicious transactions linked to terrorism 
Provide the widest possible range of assistance to other countries' law enforcement and 

regulatory authorities for terrorist financial investigations 

Impose anti-money laundering requirements on money remittance systems, including 

informal value transfer systems 

Strengthen customer identification measures in international and domestic wire transfers 

Ensure that entities, in particular non-profit organisations, cannot be misused to finance 

Terrorism 
Table 7. Special recommendations from the Financial Action Task Force - 2001-2002 (FATF, 2002). 

The global impact of the intergovernmental organisation, Financial Action Task Force 

(FATF), made sure that its mark was made in mid-2001 through these recommendations. Western 

countries en masse adopted stricter measures against the remittance companies and demanded a 

higher degree of formalization of their transaction practices (Lindley, 2005, 2009c). The fear of 

terrorist funding from a competing system to the formalized banking system, were grounds given, 

along with the lack of transparency and others as shown in the above table. Hence, with the closure 

of the Al-Barakaat company, a successful and competitive Somali remittance conglomerate, ripples 

of fear went throughout the remittance markets engaged with Somalia. Al-Barakaat provided a 

potent example of the financial tools against the perceived threat of terrorist financing (Lindley, 

2005; Razavy, 2005).  Pre-9/11 regulations of the remittance market were insignificant in Western 

countries (Passas, 2005), but once the greenlight was given by the FATF, Western governments and 

banks would implement and defend their new restrictive policies by referring to the FATF 

recommendations (Carling et al., 2007; Cotter & Durner, 2015). The allegations against Al-Barakaat 

included being a “terror-supporting financial network” (Lindley, 2005) and for funnelling $25 million 
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dollars to terrorist networks  and instantly, the company saw their offices shut, records seized and 

assets frozen in several countries around the world (Dudley, 2003; Lindley, 2009c; Passas, 2006).  

The rolling snowball had started and did not stop despite the lack of any evidence to the 

allegations presented by the US Government. This was confirmed when the 9/11-Commision 

examined the efforts of post-9/11 financial regulations amongst other measures (Orozco & 

Yansura, 2013b; US Congress, 2004). The bad reputation was spreading towards anything that dealt 

with money transfer and Somalia. Banks in countries where the Somali diaspora was largest, like 

the US, UK and Canada started and continues to see banks “de-risking3” or “de-banking” themselves 

from Somali money transfer organizations (MTO), because of a perceived high-risk in terrorist 

funding post 9/11 and grounds given, are based on a few valid cases unrelated to 9/11 (Orozco & 

Yansura, 2013b). The risk to banks harbouring individuals and organizations involved in Hawala-

systems, included not only the perceived risk of terrorist funding, but also the termination of the 

license to operate as a bank and the imposition of multi-billion dollar penalties from national 

financial regulation authorities (Orozco & Yansura, 2013b). As such that “worst-case” scenario 

provided enough impetus for the banks, to start de-risking themselves from the Somali MTOs, 

illegal or not (El-Taraboulsi-McCarthy, 2018).  

With the reputational damage already done to Al-Barakaat and the rest of the remittance 

sector, barriers to remittances started to be raised and affect families on both ends of the 

transaction. As the families in Somalia were in need of funds for their basic household needs, closing 

down Al-Barakaat posed delays in the transactions, because the formal systems and banks could 

not compete with the speeds and reach of the Hawala-system (Passas, 2006). The funds being used 

for remittances were also money from their own low-income wages and were frozen up by the 

crack-down (Passas, 2006) leading to a loss of money for the diaspora as well as the recipients, 

which pre-9/11 effectively functioned as a lifeline for the recipients (Lindley, 2009a; Orozco & 

Yansura, 2013b). Of those users in the Al-Barakaat case who had deposits or  remittances on the 

“wire” only 24% were reimbursed for their losses (Marchal, 2002).Time and cost (Freund & 

Spatafora, 2005) is of essence for the receiving families and delays can worsen the humanitarian 

situation the families are already subjected to in Somalia (El-Taraboulsi-McCarthy, 2018; Gutale, 

2015; Kaufman, 2001). The Western banks did not have the ability to reach rural areas in terms of 

remittances, because the financial sector of Somalia in terms of banks was underdeveloped after 

the collapse of the Barre government in 1991 (Lindley, 2009c; Orozco & Yansura, 2013b). Combine 

that with banks around the world starting to de-risk themselves from Somali-operated money 

 
3 De-risking refers to banks avoiding businesses or individuals in light of AML/CFT legislation and involves 
exclusion of individuals and organizations constituting a high risk (El-Taraboulsi-McCarthy, 2018). 
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businesses, the Somali diaspora and recipients were left with limited sending and receiving options 

of the much needed remittances (El-Taraboulsi-McCarthy, 2018; Orozco & Yansura, 2013b; Passas, 

2006). There is an element of financial exclusion emanating from the imposition of AML/CFT 

legislation on a country, which is already in a precarious situation like Somalia. In fact financial 

exclusion is a real consequence of the AML/CFT legislation to the effect that it will drive individuals 

and money transfer businesses away from the formalised remittance channels and drive them 

“underground” (Malakoutikhah, 2020). That is also affirmed by the US Treasury, who found that 

despite banks closing accounts related to individuals and organizations dealing with Somalia, the 

US Treasury could affirm that there was no evidence, in that the volume of remittances was 

decreasing (GAO, 2018). In other words, the flow of remittances continued to Somalia, despite the 

de-risking and de-banking of accounts belonging to individuals and organizations facilitating the 

transactions, but how much or how little was impossible to monitor due to the very nature of 

informal transfer channels (Malakoutikhah, 2020; GAO, 2018; Razavy, 2005).  

What the above shows, is that when criminalizing informal transfer channels for legitimate 

reasons, like money launderers, militants, corrupt politicians and tax evaders (Passas, 2005; van de 

Bunt, 2008), the desperation of the diaspora sending remittances to families in Somalia due to the 

difficult humanitarian situation, any channel of transaction is legitimate for their purpose. The other 

potential barrier is the calculated risk the diaspora is taking upon themselves in remitting, when 

having in mind, the sanctions that can possibly befall the individual or company when registered on 

the sanctions list in both the EU and the US (Orozco & Yansura, 2013b; Passas, 2006). 

The legislation imposed post-9/11 raised further barriers aside from higher risks in 

facilitating remittances in a way suitable for the diaspora and recipients. Al-Barakaat’s network 

counted 187 offices facilitating remittances and 60 of them were located in Somalia (Razavy, 2005). 

With the closure of Al-Barakaat and other Somali MTOs scrambling to find their place in the new 

reality, cost of remitting increased dramatically. Some of those Somali MTOs did have Hawala 

operations but decided to formalize their operations instantly, to avoid being cracked down upon 

(Orozco & Yansura, 2013a; Passas, 2006). After the closure, the diaspora tried using the more formal 

channels or channels of transactions and included Western Union and MoneyGram but those 

attempts saw increasing costs on their remittances, sometimes double-up (Orozco & Yansura, 

2013b; Passas, 2006). Thus, the formal channels did not resonate well with the Somali diaspora, as 

fees were excessively high and delivery of funds slow and delayed, having only a limited reach and 

poor exchange rates (Passas, 2006). If the informal channels increasingly being targeted by post-

9/11 legislation indiscriminately, then what other legal transaction channels exist to solve the 

problem of remitting to kith and kin?  
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What is sure by now is, when informal remittance channels used to be advantageous due 

to its reach, cost-efficiency, flexibility, competitiveness and availability, overnight turned into a 

disadvantage due to the higher transaction cost connected when using them, due to legislation 

initiated by the FATF (FATF, 2002). The Hawala-systems went from “going under the radar” and 

even used by NGOs for development projects (El-Taraboulsi-McCarthy, 2018), to be brought out in 

the spotlight and criminalized. However paradoxical it may seem, the 9/11 terrorists and terrorists 

in Madrid, used formal channels to transfers funds between themselves (Passas, 2006). As shown 

in table 3 below, the barriers are summarized vis-a-vis TCT, have repercussions on both macro and 

micro levels as well as in and outside of Somalia, but in aggregate the effects of the barriers on a 

micro-level is influenced to a greater extent. 

Barriers vis-à-vis Transaction Costs Macro Micro 

Criminalization (Uncertainty) x x 

De-risking/de-banking (Uncertainty) x x 

Delay of remittances (Speed of transaction, frequency) x x 

Disruption of household income (Uncertainty)  x 

Disruption of lifeline to Somali recipients (Uncertainty) x x 

Financial exclusion (Uncertainty) x x 

Higher cost/fees/exchange rates   x 

Higher risks with informality (Transparency, ease of verification)  x 

Increased levels of poverty in Somalia x x 

Loss of deposits and transactions (Uncertainty)  x 

Mistrust to formal channels (Trust) x x 

NGOs projects disrupted/delayed (Uncertainty) x x 

Reputational damage (Uncertainty) x x 

Threat of fines/sanctions (Uncertainty) x x 

Unwarranted suspicion (Uncertainty) x x 

Tab. 8 – Barriers vis-a-vis TC on a macro and micro level 

One barrier which should not be overlooked when the discussion is on “heavy-handed” 

post-9/11 legislation, is the fact that as The Central Bank of Somalia (CBOS), have nudged closer to 

the World Bank and IMF, an incremental development has been witnessed. Judging from the 

number of articles on the Ministry of Finance of Somalia website, it looks like a process of formal 

financial institutions-building, is taking place in cooperation with CBOS (Ministry of Finance - 

Somalia, 2020). The latest of larger issues for the benefit of Somalia is the debt relief which is being 

commenced upon (World Bank, 2020b). Examining CBOS closer, they have ratified the AML/CFT 

legislation and incorporated it into their first attempt after the post-9/11 to formalize and define 

the regulation of financial institutions. In chapter 7 – “Regulation of Money Transfer Business 
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(Hawalas) (The Ministry of Finance - Somalia, 2012), it is stated that any entity conducting what is 

deemed to be a money transfer business is to be licensed:  

“Every person who owns or controls a money transfer business shall  

register the business (whether or not the business is licensed as a money 

 transfer business) with the Central Bank not later than the end 

of the 3 months period from the date of commencement of this Act.” 

 

In section 53 of the same chapter in the Law of Financial Regulation, it is stated that, any 

person connected to the transfer or deposit of informal character is liable to 5 years of prison and 

a penalty fine of $30.000, - and for every day that passes an additional $2.000,- will be added to the 

fine (The Ministry of Finance - Somalia, 2012). It seems, the barriers are present at both ends of the 

transaction. Whether the enforcement of these penalizing measures and enforcement of the rules 

related to informal transfers are practised, is an open question. However, it does pose potent 

barriers if informal transfers come to be the only option available.  

 

4.1.6 Views of the Somali diaspora on the use of channels for remittances  

A survey and qualitative interviews were undertaken for this paper among the Somali 

diasporic communities within Denmark and Sweden. The bulk of the responses arrived from 

Denmark and Sweden, but the survey also gained responses from wide array of diasporic 

communities in countries like Canada, Ethiopia, Kenya, Norway, Somalia, United Arab Emirates, 

United Kingdom and USA. See the appendix for the raw data and respondents sorted into countries 

based on their IP-addresses or the section on data collection in the method of this paper. A total of 

186 responses were gained and 101 of these were completed and subsequently cleared of 

duplicates. Five in-depth interviews were also conducted and their results as well as the survey will 

be discussed and illustrated below, completing it with a summary.  

 

Quantitative data 

According to the Qualtrics software, with which the survey was programmed, data 

collected and analysed, the mobile phone applicability, and its optimization for mobile phone use, 

was excellent. This was one of the forthcoming methods of gaining insights into a sensitive 

phenomenon, at a time when society was in a lockdown due to the COVID-19 pandemic. As the 

penetration rate of mobile phones in Somalia is above 80% (Murrey, 2020), the relative safe 

assumption to make, is that it must reflect the same, if not a better penetration rate, within the 

Somalia diaspora in host-countries and hence a good medium to gain responses.  
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Reflecting over the generational bias as mentioned in the data collection section, that is 

further illustrated when cross-tabbing questions related to the characteristics of the different 

remittance channels combined with age, as shown in the table below. The generation represented 

from 55 and upwards are not reflected in the answers at all. Part of the explanation could be a 

general mistrust to outsiders (World Bank, 2019; Kosse & Vermeulen, 2014; Harris et al., 2013; 

Orozco & Yansura, 2013a; Hammond et al., 2011; Lindley, 2007; Ghosh, 2006) inquiring on 

sensitive issues relating to money transfers and thus not wishing to complete the survey. Another 

possibility could also be found in questionnaire fatigue or as a more poignant assumption, that 

the generation above 55 are not accustomed to the social media and questionnaires on mobile 

phones relative to the younger generations of Somalis. Lastly, the suspicions from the elderly 

generations on pensions, can cause an underreporting out of fear of governments potentially 

cutting their benefits (Watterson, 2013). The results need to take these biases into consideration.  

 

Tab. 9 – Crosstab from quantitative survey on the age-groups versus preferred characteristics on the remittance company used. 

Evaluating on the characteristics of the remittance channels chosen, trust takes the most 

dominant role, followed by ease of use and accessibility. The one indicator receiving the third 

most responses was when respondents would to a remittance level of security, when delivering 

money. Trust takes a dominant role in the choice of remittance channel in the quantitative survey 

and evaluating on the ages above, it could be a indication that the younger generations of Somalis 

have taken the plight of remitting back to Somalia, judging from above table XXX. For future 

studies that would intriguing to investigate. Below chart show the preference of trust compared 

to other indicators. 
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Chart 1 – Most important factors when choice of a remittance channel is made, quantitative data from survey.  

As have been reported by numerous academic papers and referenced in this paper, this 

inquest into remittances is a sensitive subject and especially due to the “heavy-hand” present in 

the post-9/11 legislature. It should, thus come as no surprise, that the biggest loss of respondents 

occurred when the first question of whether the respondent was remitting to Somalia or not. It 

dropped by approximately 50 respondents, despite the use of gatekeepers to disperse the links 

and information about the survey. Commenting on the results it is clear that when asked about 

which transaction channel they preferred in question 11, then it is surprising to see, despite the 

generational bias, that close to 50% chose Hawala-systems (IVTS)4 and approximately 45% chose 

MMOs as their preferred option for remittances, whilst non chose banks as their option, as shown 

in the Chart XXX below. One clear explanation can be found post-9/11 when the large 

conglomerate Al-Barakaat and its operations were shut down, for the remaining Somali-based 

MTOs rushing in to develop regulation compliant systems, so that they could avoid being subject 

to crack-downs (Orozco & Yansura, 2013a; Passas, 2006). But the picture is not that clear because 

some of the MTOs still have incidents, where the transactions lapse into informality upon request, 

basically suspending KYC measures, and initiates an informal transfer (Orozco & Yansura, 2013a). 

The question on how much that relapse happens is unknown. Thus, formal MTOs can sometimes 

be conflated with IVTS systems and that point towards an organization still in operation but forced 

underground, which is a possibility (GAO, 2018). In other words, it is difficult to separate the 

informal from the formal, because the companies did not change names but they only changed 

their operations, hence there is a possibility of IVTS in operation but categorizations what 

constitutes IVTS or not have become blurred within the perception of the Somali diaspora, except 

if they will state that implicitly. 

 
4 IVTS and Hawala is the same thing in the questionnaire, but to ensure respondents knew, what 
was inquired about, the hawala term had to be used in the survey. 
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Chart 2 – Choice of remittance channel in survey 

 

 

 

 

 

 

 

Tab. 10 – Crosstab between preferred characteristic and remittance channel       

A crosstab between the element of trust with the choice of remittance channels in the 

survey, another picture reveals itself. For respondents choosing trust as the most important factor 

the preference was clear in that they either were using Hawala systems or Mobile Money 

Organisations. This  confirms that “trust” plays a role in the choice of remittance channels due to 

the very potent role trust plays within the Somali diaspora and Somalia in general, as will be further 

elaborated in the section of the Somali social structure.  However in the qualitative data ”trust” is 

only mentioned in relation to Hawala-systems (IVTS) and not formal systems like in the quantitative 

data. This shows the complementarity of evidence, when combining them during triangulation 

(Thurmond, 2001), that trust is extended not only to IVTS but also to formal remittance channels. 

The amount transferred every month to Somalia was divided into roughly two blocks. One 

block consisting of amounts ranging from $50-300USD a month and the other block consisted of 

amounts ranging from between $350-500USD (80%) and above. Females remitted more in the 

first block with smaller amounts and males remitted roughly more in the block with larger 

amounts.   
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Table 11 – Crosstab from quantitative data on remittance amount and gender 

Inquiring the respondent about future improvements to remittance channels, most chose ease of 

use and accessibility (42%), which could indicate that there is still a large portion of respondents 

using IVTS, despite the difficulties in differentiating. Ease of use and accessibility is easier with 

MMOs compared to the of IVTS. 

 
Qualitative data 

Two pieces of information were salient to a degree which needed attention in the 

qualitative data, through the NVIVO software. These were both reflected on the level of 

repetitions in the codes given and the subsequent word cloud produced from it in figure 8. See 

code report in the appendix.  

 

Fig. 9 – Word cloud of qualitative data from the codes created. 

 The word count frequency is available in the appendix to show the weighted percentage. 

The two terms of salience in the qualitative data set are “mobile money” and “hawala systems” 

and they occur mostly when the transition from the older to the newer system is addressed by 

the interviewees. The two remittance channels are also demarcated along the lines of the older 

generations using hawala systems (IVTS) and the younger generations using mobile money 

(MMOs). It gives us an indication that there is a possible transition taking place as already affirmed 

by several research papers mentioned in the section of “Remittances and Channels/Channels”. 
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Further it is also confirmed that trust plays a role in the hawala systems (IVTS) and that the older 

generations out of habit, prefer the informal channels. In the appendix, the hierarchy chart 

describes the results appear visualized. Notice the correlation in the hierarchy chart of the 

characteristics between young and older generation of users, related to both MMOs and Hawala 

systems (IVTS). Those characteristics will be returned to in the analytical framework of this paper 

later. For the younger generations using MMOs, aspects of speed of transfer, transparency, low 

cost, and ease of use plays an important role. Speed is the common denominator between the 

two methods of transfer.  

Summary of Quantitative and Qualitative Data 

 Regarding the survey, the remittance channels used were mostly IVTS and MMOs and more 

than half of the remitters were in a job, well represented across the range of amounts. See 

Appendix for crosstab – occupation vs amount remitted. The remittance channels were by far 

steered by trust and the ease of use and accessibility and whilst secure transfers came at third. The 

generational bias is possibly reflecting, but not decisively, the use of MMOs because the bulk of the 

respondents where from the 18-45 age range. What further blurs the results of the survey is that 

former IVTS operators branched out into more formalized operations due to the AML/CFT 

legislation and thus made it difficult to differentiate between IVTS and MMOs. When inquired about 

what future improvement could be done for the remittance channels easier access and use of 

money transfers was the one indicator most dominant. Se appendix for quantitative report. As for 

the qualitative interviews, the Somalis utilize different remittance channels. IVTS and MMOs were 

the dominant ones and were divided between the older and the younger generation. The 

interviewees claimed that on behalf of the older generation and the author did not have the 

opportunity to interview them. The reasons given by the respondents was, that IVTS is mostly used 

by older generations and are more concerned with trust and the younger generations utilize MMOs 

and are more concerned with ease of use. A beginning of transition could be possible from informal 

to formal. 

5 Analytical Section - What are the channels used for remittances 

& what are the advantages and disadvantages for each?  

 

 
 

Fig. 10 – Structure of the thesis 
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Analytical part Conclusion 
 

Implications 

Analytical Framework 



50 | P a g e  
 

5.1 The Different Remittance Channels 

The Somali diaspora and their families could have been worse off in their cataclysmic 

situation, were it not for a unified approach from the remainder of the Somali MTOs towards the 

AML/CFT. Up until the closure of the informal operations of Al-Barakaat, it was the most dominant 

company facilitating remittances through the Hawala-system (Lindley, 2009c; Passas, 2006) and 

they were the sole means of income for 70-80% of Somalis (Razavy, 2005). As described in the 

previous section, it had substantial repercussions for the Somali families dependent on the 

remittances and not forgetting the loss of coherence and trust between the Somali diaspora and 

host governments. Other remittance channels had to be found and this section seeks to create an 

overview of these. They will be divided into formal and informal remittance channels and a modus 

operandi will be elaborated along with the respective advantages and disadvantages. This section 

should not be taken as an exhaustive account as the money transfers, whatever the channel, are 

innovating intensely. What today was a MTO can branch into MMO by tomorrow. For that reason, 

we will focus on the generic versions of the different channels and for the sake of example, provide 

that whenever appropriate.  

This paper will deal with four different channels as explained in the section of “Remittances 

and Channels/Channels” and they will be MTOs (Money Transfer Organizations), MMOs (Mobile 

Money Organizers), banks and IVTS (Informal Value Transfer Systems) engaged with the Somali 

diaspora and Somalia only. The antecedent for this is that the informal transfer systems can operate 

slightly different from region to region (Sahu & Das, 2010) and to avoid the risk of conflating 

different informal remittance channels with each other, this delimitation is necessary. Furthermore, 

the IVTS is the only informal transaction channel present in this paper, despite another informal 

remittance channel, hand-to-hand being present, but very uncertain in information.  

 

5.1.1 The Remittance Channel – Money Transfer Organizations  

The description of the modus operandi is essential to understand any TC perspectives, 

which can inform us of any cost directly and indirectly connected to the transaction itself. The 

description of the process is based on (Cockayne et al., 2012; Orozco & Yansura, 2013a). In the 

description of this remittance channel both Western-owned and Somali-owned MTOs will be 

treated as one but distinguishing between them, when necessary. 

The MTO channel operates from a bricks and mortar office, which means that the Somali 

customer (remitter) need to visit a physical office to conduct the transaction of remittances. The 

remitter approaches the office of an agent of the remittance company in the host-country where 

he or she is a resident. Upon validating her/himself with a valid ID-document, the remitter then 
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hands over the amount for remittances, along with payment of the commission and ends the 

transaction by handing over the information of the recipient of the remittances. Before the 

transaction can commence, both the sender and recipient IDs will go through the respective 

validation checks vis-à-vis presence on any sanctions list for either terrorism or economic crime of 

any sort. Once cleared the transaction can initiate. The agent then submits details of the remitter, 

recipient, and place of delivery of the remittances electronically to a clearing house. The clearing 

reviews and approves of the transaction and if so then the transaction will appear online, so sending 

agent, clearing house, and receiving agent will be able to see it. If not approved of, then the clearing 

house will halt the transaction and demand additional information. The last step is for the receiving 

agent to deposit the cash in a local bank to be transferred into the company bank account. The 

paying agent review the transaction details and notifies the recipient either by phone or text 

message. The recipient goes to the nearest branch of the company to validate their own identity 

and the location and name of the remitter. The paying agent affirms the details of the transaction 

in the system and upon a match, a receipt is produced which is signed by the recipient. After signing 

the money is paid and the remitter is notified and the transaction is over and the payment is made.   

 The speed with which this transaction occurs take days or the same day, as MTOs use 

time on clearing the transactions with banks and if banks are in deficit as in Somalia, it creates a 

number of issues both for the sender and the recipient. The issues for the sender are obviously the 

time it takes to travel to the agent and order the transaction in the sending country, as well as the 

direct costs itself because bricks and mortars must be paid for. The time it takes for compliance 

with the law and due diligence with regards to the sender and recipient (Orozco & Yansura, 2013a). 

Traditionally, MTOs have higher direct costs, with banks having the highest direct costs (J. Ahmed 

& Mughal, 2020). Western Union have one branch in Somalia, Mogadishu (Western Union, 2020), 

and MoneyGram doesn’t possess any in Somalia, hence the Western based MTOs reach is 

substantially limited. In contrast, the Somali-based MTOS have a wider network but are 

nevertheless still in need of compliance with AML/CFT and in need of banks for their operations to 

succeed (Maimbo, 2006). It was found though that all Somali-based MTOs were 100 % compliant 

with the AML/CFT legislation (Orozco & Yansura, 2013b). For the recipient it involves a physical 

presence at the agent’s office in the receiving country, which can be an issue thinking about the 

travel cost and time involved if they live in rural areas. It is also characterized as the hidden cost of 

remittances, “the last mile”. In this paper we refer to that as TC. The security issues related to the 

transport of capital across areas of limited statehood and the loss of funds as a consequence thereof 

are also potential risks being taken when picking up the cash physically (Hammond et al., 2011; 

Orozco & Yansura, 2013a). See interview 5 in the appendix for affirmation of that.  
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In none of the five major corridors of remittances between the Somali diaspora and 

Somalia, respectively the US, UK, Australia, Netherlands, and Sweden, can we see any MTOs in the 

top position in terms of the direct cost of transfer. Except in the US and the UK where a $0.50 USD 

and £1.30 GBP difference between the top and second position where Western Union is located at, 

respectively in the US and UK for the third quarter of 2020 (World Bank, 2020a).  

 

5.1.2 Advantages and disadvantages – MTOs 

In the table below advantages and disadvantages are summarized  

Advantages Disadvantages 

Compliance with AML/CFT/Formal  Can be based on clanship at times (uncertainty, ex post) 

Speed, at times Can be disrupted when banks are de-risking (uncertainty, 
ex post) 

Wider reach (only Somali-owned MTOs) Limited reach compared to other channels (uncertainty, 
ex post) 

Easy to verify and secure Uncertainty for the recipient of cash (uncertainty, ex 
post) 

Transparent Cost of travel to location for recipients (search cost) 

 Speed, at times (uncertainty, ex post) 
Table 12 – Summary advantages and disadvantages of MTOs 

Ease of verification: The ease of verifying a transaction conducted by a MTO is not an issue, because 

they are in general compliance with AML/CFT regulation post-9/11. There is no difference whether 

it is ex ante or ex post. A value of one is given. 

Uncertainty: Uncertainty is not an issue in this channel ex ante but it is more of an issue ex post 

due the risk of being robbed of the cash upon receipt of the cash by the recipient due to the 

environmental uncertainty that reigns in vast areas of Somalia. A value of 2 is given because this is 

an intermediate type of uncertainty balanced between ex ante and ex post. The speed with which 

the transaction is conducted is usually within 24 hours or depending on the clearing house time for 

due diligence (Hassan & Chalmers, 2008) and reviewing the customers in relation to the sanctions 

list (Orozco & Yansura, 2013a). Major banks discontinuation of Somali-based MTOs had an impact 

and disrupted the inward flow of remittances and the speed (BBC, 2013; Chong et al., 2019; Orozco 

& Yansura, 2013a). A value of two is given taking the challenges of de-risking and de-banking into 

consideration and contributes to the value give for the variable of uncertainty. 

Frequency of transaction: The frequency of transaction is of an occasional character, but it can also 

be of a recurring kind depending on the direct cost of remitting. Usually the costs of Western-based 

MTOs are higher than Somali-based MTOs and the movement of customers has been proven with 

direct cost being the variable (Hammond et al., 2011; Hassan & Chalmers, 2008). The frequency of 

transaction is closely connected to the direct cost of remitting in the market of remittances, but 

they are not competitive compared to MMOs cost of remitting (Hassan & Chalmers, 2008). Major 
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banks discontinuation of Somali-based MTOs had an impact and disrupted the inward flow of 

remittances, which has seen that MTOs in recent years have conducted less transaction of 

remittances and thus customers have experienced delays and disruption to their remittances 

(Orozco & Yansura, 2013a). A value of two is given for the occasional level of frequency of 

transaction. 

Collateral/trust: The MTOs typically have a collateral through a bank and that gives them some 

financial security. Especially the western-owned MTOs which are multinational companies have a 

currency reserve which can potentially provide them with a more competitive exchange rate, as 

affirmed by the World Bank data (World Bank, 2020a). In general, MTOs are not completely free 

from being based on trust. Some Somali MTOs can be trust-based in terms of customers 

preferability through clanship (Hassan & Chalmers, 2008; Maimbo, 2006), but the MTOs cannot 

function without a bank as a collateral. That is also where the Somali MTOs faces the biggest 

challenges, because banks are de-risking Somali MTOs out of business it incurs more delays and 

costs on the MTOs for them restart sending remittances again (Chong et al., 2019; Orozco & 

Yansura, 2013a). MTOs have banks as their collateral. 

Transparency: The aspect of transparency is related to that of whether the channel is based on a 

collateral called banks or on trust. As described above it has banks as their collateral and hence the 

aspect of transparency is available in this regard. Below the total cost of the MTOs illustrated. 

Variables MTO MMO IVTS Banks 
(TC) Ease of verification 1    
(TC) Frequency of transaction  2    
(TC) Uncertainty  2    
Total TC 5    
Collateral/Trust BANK    
Informal/formal Formal    
Transparency  Transparent    

Table 13 – Authors rendering of TC variables and element of trust, combined with relevant variables for remittance channels in totality. 

 

5.1.3 The Remittance Channel – Mobile Money Organizations  

The remittance channel of MMOs is the latest technological innovation available in the 

remittance market. The single most important catalyst for the MMOs to flourish, is the special place 

taken by the Somali telecommunications industry (Feldman, 2007) and effectively functions as a 

collateral for the money transferred or stored. Early on the Somali private operators installed 

inexpensive very small aperture terminals (VSAT) to establish telephone communications going 

through satellites instead of establishing expensive physical telephone lines and the reason was to 

meet local demand (Feldman, 2007). The aftermath of the collapse of the government saw an 

unregulated market and thus whoever could fill the vacuum did so (Feldman, 2007), which paved 



54 | P a g e  
 

the way for the MMOs. It paved the way specifically though the establishment in Dubai of the 

umbrella Somali Telecom Association in 1998 with the assistance of the UNDP (Feldman, 2007). The 

establishment occurred in Dubai because that is where the headquarters of the large 

telecommunications conglomerates were (Feldman, 2007). The other most significant factor to 

pave the way for future MMOs, was the lack of a strong central government, which a complete 

sector took advantage of by operating in a tax- and regulation-free environment (Feldman, 2007). 

Today, as a result of those factors and developments more than 20 years ago, the mobile 

penetration rate in Somalia is above 80% and the data cost are the lowest in Africa (Murrey, 2020). 

A the World Bank report speak of a number of around 73%, but the data is from 2017 (Kelly et al., 

2017) and thus the approximate number of 80% seems to be valid estimation.  

The way MMOs organize remittances was demonstrated for the author in interview 1 on a 

mobile money app from a MMO. With a few clicks and verification according to the national 

requirements, the remitter could instantly remit to their kith and kin (see interview one, two, three, 

five and own observation). The creation of an account for mobile money and sending the 

remittances is completed in a very short time and it can be done online and at one of the lowest 

cost in the world (Hammond et al., 2011). The recipients only need to have a mobile account with 

one of the two telephone conglomerates ZAAD and HORMUUD (the dominant one) and there is no 

cash withdrawal fee involved (Hammond et al., 2011). The funds to be remitted have a limit and if 

crossed, a bank account is needed to be make the transaction (London School of Economics, 2019). 

The spectrum of the limit typically range from between US $200/month to US $5000/month and a 

small fee is paid for the service. Most remittances are in the range of US $50-300/month according 

to the respondents interviewed for this papers survey. See Chart in the appendix for question nine 

in the survey report. A report from the World Bank recorded 155 million transactions, worth US 

$2.7 billion each month (World Bank, 2018), which happens in a country that was cut off from all 

means of communication post-collapse of the government. 

The money arrives in a matter of seconds on the recipient’s phone and it makes no 

difference whether the phone is an analogous or a smartphone (Kelly et al., 2017), because of the 

compliance to the GSM network from the telephone networks (Feldman, 2007). The recipient will 

then use the phone as payment for bills, groceries, trade in cattle or whatever they are in need of 

(Kelly et al., 2017; London School of Economics, 2019). As of the latest data 83% of those people 

who own a mobile phone, subscribe to mobile money services (Kelly et al., 2017; London School of 

Economics, 2019), which shows the widespread use of mobile money in Somalia, as affirmed by this 

papers quantitative data, see appendix for survey report, question 11. The use of agents and cash 

is rendered obsolete with MMOs as the channel of exchange (Abdirahman et al., 2017) and in this 
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regard the collateral is not the banks, but most unusual the large telecommunications companies 

HORMUUD and ZAAD. The users keep their digital dollarized currencies on their mobile money 

account and use it as a digital wallet (63% (Kelly et al., 2017)), instead of carrying cash around for 

the detriment of their own security (Hammond et al., 2011; Kelly et al., 2017; Orozco & Yansura, 

2013a). It is today the primary medium for businesses to finalize a transaction (M. A. Elmi & 

Ngwenyama, 2020). Below a summary of the advantages and disadvantages. 

 

5.1.4 Advantages and disadvantages – MMOs 

Advantages Disadvantages 

Low cost Dollarized – financial crisis can have an effect5 
(Uncertainty, ex ante & ex post) 

Transparent – with KYC measures at both ends Monopoly by telecommunications sector 
(uncertainty, ex post) 

No agent or office needed The need for verification of govt. issued ID 
(administration cost, ex post) 

Compliant with AML/CFT - formal  

Funds received within seconds/minutes  

Wider reach, even into rural areas  

No need for travel by the recipient to receive  

Wider appeal – free from clanship affiliations  

Financial inclusion for rural areas  

Serious competitor to informal systems6  

Versatile use for multiple purposes  

Supported by a strong telecom-sector  

No cash involved for pick-up, digital wallet  

Versatile across analogous and digital technology  
Table 14 – Summarized advantages and disadvantages of MMOs 

Ease of verification: This aspect of MMOs is easy as the complete transaction is verifiable due to 

the KYC measures implemented at the initial stages when opening an account. This factor receives 

a value of one for the easiness the transaction can be verified. 

Uncertainty: Uncertainty can occur on a national level, if the dollar should be pressured during a 

financial crisis, then it can certainly affect a country, whose remittance channels only operate in 

dollars (Nor, 2012). The uncertainty of carrying the cash around because of withdrawals is also 

diminished as payments in businesses are accepted through digital payments. Overall uncertainty 

is designated a value one, meaning there is a very low uncertainty and thus TC connected to the 

MMO channel. The ease of use and accessibility when using MMOs for the transfers is both easy 

and convenient not being dependent on any physical location other than a viable internet 

connection. The two factors were both confirmed from the quantitative data and the interviews as 

 
5 (Nor, 2012) 
6 (Naghavi & Scharwatt, 2018) 
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stated above and hence is a contributing factor to the designation of the value one for uncertainty. 

The speed of the MMOs in remitting the money from the diaspora happens within seconds and for 

that reason it is a factor in keeping the variable of uncertainty at a low level. 

Frequency of transaction: The recurring nature of transactions committed through MMOs is of 

growing volume and importance. 68,6% of adults use mobile money transfers domestically in 

Somalia (M. A. Elmi & Ngwenyama, 2020; Kelly et al., 2017). For this reason, a value of one is given 

because of the low TC connected to the high frequency. 

Collateral/trust: The guarantee of the money will, if everything else fails, fall upon the 

telecommunications conglomerates, who has taken the institutional role (HORMUUD and ZAAD) 

(Kelly et al., 2017) and the MMOs with which the users have their mobile phone subscriptions 

with. That is also evident from the willingness of the recipients of remittances of using their mobile 

phones as digital wallets and for the majority of local businesses accepting mobile payments (M. 

A. Elmi & Ngwenyama, 2020).  

Transparency: The funds can be fully tracked and surveyed by the remitter and thus the level of 

transparency is high. Below the total TC of MMOs illustrated in the table. 

Variables MTO MMO IVTS Banks 
(TC) Ease of verification 1 1   
(TC) Frequency of transaction  2 1   
(TC) Uncertainty  2 1   
Total TC 5 3   
Collateral/Trust BANK TELECOMM   
Informal/formal Formal Formal   
Transparency  Transparent Transparent   

Table 15 – Authors rendering of TC variables and element of trust, combined with relevant variables for remittance channels in totality. 

 

5.1.5 The Remittance Channel – Informal Value Transfer Systems  

Numerous research articles have been produced on the informal value transfer systems 

(IVTS), but Hawala systems is just one of the many variations of IVTS (Passas, 1999). This paper will 

not delve into the intricacies of the variations of every IVTS but will give a more generic aspect of 

how they function. Hawala systems have become synonymous with IVTS in general, due the post-

9/11 focus on informal transfers and thus the increased salience of IVTS have become synonymous 

with Hawala systems as they are perceived in a Somali context. The fact is that, IVTS are not 

confined to Somalia in its use, but is widespread in the Middle East and Asia as well (Passas, 1999) 

and varies slightly according to their ethnic origin (Passas, 2003). Historically, It was a system which 

was developed based on trust and honor and was neither born out of conflict nor distrust of banks 

or for the circumvention of laws, as is the common perception (Passas, 1999). IVTS as a system was 

developed because of the danger of travelling with gold or other forms of valuables along routes 



57 | P a g e  
 

known to be in danger of highway robbers and pirates (El-Qorchi, 2002). IVTS predates the Western 

banking system (Orozco & Yansura, 2013b) and can be traced as far back as 5.800 B.C. (Razavy, 

2005). It gradually institutionalized with the increased trade especially between countries in the 

early Islamic period (Razavy, 2005). A need for a more sophisticated monetary structure arose as a 

result of that expansion in trade and gradually came to be known as Hawala, which means transfer 

in Arabic (El-Qorchi et al., 2003; Ismail, 2007; M. Redın et al., 2014; Passas, 1999; Razavy, 2005).  

As of today IVTS is known to be an informal transfer system based on trust and its primary 

users are members of different diasporas present in different parts of the world (El-Qorchi, 2002; 

Passas, 1999). The diasporas have reinvigorated the role and importance of the IVTS (El-Qorchi, 

2002) and the modus operandi of the IVTS is shown below in figure XXX. This paper will follow the 

definition which states, that “…the transfer of value domestically or internationally outside the 

conventional, regulated financial institutional systems.” (Passas, 1999) 

 

Figure 11 – IVTS operations specific to Somalia compiled by author from (M. Redın et al., 2014; Orozco & Yansura, 2013b; 

Ismail, 2007; Razavy, 2005; El-Qorchi et al., 2003; Omer, 2002) 

The definition encompasses all other definitions on IVTS and will suffice for this paper (Cockayne et 

al., 2012; El-Qorchi et al., 2003; IMF, 2009; M. Redın et al., 2014; Viles, 2008). The grey arrows 

signify money being transferred, the red arrows indicate the settlement with the clearing house 

between the agents involved and the blue arrows indicate information given between the different 

nodes (Ismail, 2007; Omer, 2002). The Shirkad works as the equivalent of a clearing house and as 

the initiator of the agents (Wakiil), which in practicality means that the wealthy entrepreneur, who 

established the Shirkad contacted the different possible trustworthy people around the world to 

establish a business cooperation (Ismail, 2007). In that sense, transnational migration contributed 

to the dispersal of a trusted network of possible people for the operations of IVTS (Cockayne et al., 

2012; Shire & Maimbo, 2006). Most of these companies are family-owned but the agents are 

independent and receives 30% of the fees charged (Ismail, 2007). What characterizes an IVTS is 

typically that money is transferred without them physically being moved around as can be seen 

from figure 7.  
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The element of trust is witnessed when the agent and the clearing house (who 

commissioned the agents for the role in the first place based on trust between them) makes the 

settlement happen after the clearing house have passed on the message of transferring funds to 

the recipient (Lindley, 2005). Reviewing trust, it is an embedded form of trust which transcends 

transnational borders and the IVTS is a proof of that. Because in what way would an IVTS function, 

if the different nodes of the operation did not have a sufficient level of trust, which can curb 

opportunism (Granovetter, 1985a) as Williamson (Williamson, 1979, 1981) views it?  

The way trust is embedded in the social networks, as argued by Granovetter, is through 

stressing “…the role of concrete personal relations and structures (or “networks”) of such relations 

in generating trust and discouraging malfeasance.” (Granovetter, 1985a). That is as Roger Ballard 

describes it, when IVTS operates among close kinship groups within an “alternative world” guided 

by homogeneity in their ethnicity and common moral and religious conventions, which in turn 

makes the IVTS operations easy and discreet (Ballard, 2005). Reciprocal trust is further underlined 

when conditions such as reputations, family/clan honor and informal variations of holding people 

to account (Jost & Sandhu, 2000). The way those mechanisms of holding people to account 

functions is, if any individual should break the bond of reciprocal trust or breach the network of 

trust, then it is through ostracization of the individual and his family from the close-knit community 

(Jost & Sandhu, 2000). The individual is immediately cut off from reciprocal beneficial actions and 

networks, collective punishment is implemented and even denial of the individual’s very existence 

takes place (Ballard, 2005). It would amount to social and economic suicide for an agent (Wakiil) if 

a breach of trust should occur, because information is easily shared in these networks of trust and 

if the agent cannot be trusted then there is no purpose for the agent in the network (Jost & Sandhu, 

2000). This combination of informal sanctions and networks of reciprocal trust based on both clan 

affiliation, cultural and religious conventions (M. Redın et al., 2014), reinforces the operations of 

IVTS (Razavy & Haggerty, 2009). As Granovetter points out, when “…continuing economic relations 

often become overlaid with social content…”, that generates solid anticipations of trust and 

inhibitions from opportunism (Granovetter, 1985a). Combining the characteristics of IVTS with 

Mark Granovetters theory of embeddedness, it is clear that solid interpersonal relations embedded 

within the network, generates trust (Granovetter, 1985a) and in effect becomes the collateral of 

IVTS and functions as the curbing of opportunism.   

The transactions which happens within this network of trust, finalizes with the money in 

possession of the recipient, in everything between a few minutes to 24 hours and with the obviation 

of faxes and the dissipation of mobile phone technology to transmit messages faster between the 

clearing house (Shirkad) and agents (Wakiil), the completion of the transaction is done in a matter 
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of minutes today (Cockayne et al., 2012; Passas, 2005; Shire & Maimbo, 2006). The fees consist of 

between 2-5% of the amount remitted and for some groups due to clanship affiliations or due to 

religious festivals no fees are charged at all (M. Redın et al., 2014; Passas, 2005). The appeal of IVTS 

comes from its speed of transaction, potential anonymity, low cost and exchange rates, versatility, 

cultural convenience and especially in places where banks are unavailable or expensive (El-Qorchi 

et al., 2003; Ismail, 2007; M. Redın et al., 2014; Passas, 2005; Zagaris, 2007). The sender and receiver 

are dependent on a physical IVTS location to order and receive a transaction, which entails a risk 

for the recipient because carrying cash around in a country with low levels of security poses a risk 

of losing the cash (Orozco & Yansura, 2013a).  

The lack of transparency being the focus of most papers exploring the IVTS, is typically due 

to the potential misuse and factual cases of money laundering and the mixing of money from 

different sources into one pool – whether legal or illegal (Passas, 1999), especially post-9/11. The 

push for formalizing the informal have been compounded by 9/11 (Passas, 2006) and little does it 

help that the ones using IVTS does so out of necessity and need, because banks are unavailable in 

those areas (Lindley, 2009b). However, facts are that records are kept, but on a “need to know” 

basis and not for everyone to know (Razavy & Haggerty, 2009). With the amount of transactions 

being done through IVTS, a form of record-keeping is necessary and thus transparency is present 

but only for the agents, clearing house or the specific transaction pertaining to the specific user 

(Razavy & Haggerty, 2009). Any estimation of the amount being transferred through IVTS will be 

highly speculative according to most reports and journals examining the issue (El-Qorchi et al., 

2003; M. Redın et al., 2014; Maimbo, 2006; Maimbo & Ratha, 2005a; Orozco & Yansura, 2013a; 

Passas, 1999; Razavy & Haggerty, 2009), but what can be determined is that its widespread use 

serves more than half the world and “serves it well” (Houssein, 2005). In the table below the 

advantages and disadvantages have been summarized. 

5.1.6 Advantages and disadvantages – IVTS 

Advantages Disadvantages 

Competitive prices and exchange rates Non-compliant with AML/CFT (uncertainty ex ante & ex post) 

Anonymity Dependent on a physical shop at both ends (Uncertainty ex 
post) 

Speed of transaction Cash-dependent, risk for recipient (Uncertainty ex post) 

Versatile, works even under difficult 
conditions 

Cost of travel for pick-up from rural areas (search cost, ex post) 

Familiarity Non-transparent for outsiders (uncertainty, ex ante & ex post) 

No need for formal ID-documents or 
contract 

Severe fines and penalties (uncertainty, ex ante & ex post) 

Based on trust and ethnicity Non-transparent for outsiders (ex ante & ex post) 

Competitor to banks  

Easy to verify transaction   
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Ease of use   

Transparent when needed for users  

Non-bureaucratic  

Secure way to transfer  
Table 16 – Summary advantages and disadvantages of IVTS 

Ease of verification: The ease of verification for the user is present to a high degree because the 

remitter can trace the transaction, if it should be delayed through the established network of trust 

between the agent and the clearing house and the sender is notified once the transaction has 

reached its destination. But for outsiders and formal institutions, it is a very difficult task to verify 

the transaction. Since the transaction within IVTS is between two economic actors according to 

Oliver E. Williamson (Williamson, 1979) and what concerns them, then the ease with which they 

can verify any given transaction between them, is only of relevance to them. A value of one will be 

given concerning the variable of ease of verification, due the easiness with which the economic 

actors concerned, can verify their transactions. 

Uncertainty: Uncertainty in the transaction itself is on a very low level. The IVTS is functioning under 

difficult conditions and can always reach its recipient, despite a collapsed financial infrastructure or 

even a failed state altogether. The fact that IVTS has been around for decades serves to lower the 

level of uncertainty as well, because of the familiarity of the system among the users. What causes 

levels of uncertainty to go up are two factors. One is that it is a non-compliant transaction channel, 

which is agreed upon on a multinational level and if caught severe fines and punishments can be 

expected in both host and home country. The other factor is that recipients of remittances in 

countries where levels of enforcement are low, will be targeted when they collect their funds, as 

documented by interview five in the appendix and in the report by Oxfam (Orozco & Yansura, 

2013b). What lowers the uncertainty is the fact that the post-9/11 legislation forced IVTS 

underground, which has been affirmed by the U.S Treasury (GAO, 2018) and a real risk assessed in 

the early years of the AML/CFT imposition (Passas, 2003). This will only further strengthen the 

network of trust operating IVTS and subsequently lower the uncertainty. The speed of the 

transaction is what users have praised IVTS for and its low direct cost, as well as having a fast 

execution of the order. As explained above, the ease of use is straightforward without the need for 

any formalities (ID, criminal records etc.) other than the needed level of trust. The level of 

uncertainty in IVTS is a value of two. Had all IVTS operations the opportunity to be scrutinized by 

law enforcements and other financial regulatory bodies, the uncertainty would have been three, 

but IVTS is still in operation, albeit forced to work underground (GAO, 2018; Rusten, 2011), and 

thus the uncertainty does not reach that level of 3.  

Frequency of transaction: The transactions are recurring and ongoing as shown in our survey and 

interviews. What further supports that fact is its trust-based system, which relies on recurring 
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transactions by the same people to uphold that trust and common clanship. There is a slight 

assumption to this variable, but IVTS is still in operation and it would be difficult to suggest that 

IVTS stopped from the day it was deemed illegal. It is most probably working more underground 

now than pre-9/11, because at times of famines and crises, no other alternatives might be present, 

further underlining the versatile nature of IVTS. The frequency of transaction is considered 

recurring, not an occasional or one-time transaction. A value of one given for the recurring nature 

of transaction in IVTS. 

Collateral/Trust: IVTS is a trust-based transaction channel as explained above and its collateral is 

the trust relationship between the users upheld by clanship and religion. 

Transparency: In general, the transparency is present between the user and the agent and between 

the agent and the clearing house if need be. But to outsiders it is not transparent and when it is not 

transparent in its entirety, it will be deemed untransparent, because that is also the cause of its 

illegalization and its designation of being an informal transaction channel. The total TC for IVTS has 

been summarized below. 

Variables MTO MMO IVTS Banks 
(TC) Ease of verification 1 1 1  
(TC) Frequency of transaction  2 1 1  
(TC) Uncertainty  2 1 2  
Total TC 5 3 4  
Collateral/Trust BANK TELECOMM TRUST  
Informal/formal Formal Formal Informal  
Transparency  Transparent Transparent Untransparent  

Table 17 – Authors rendering of TC variables and element of trust, combined with relevant variables for remittance channels in totality. 

 

5.1.7 The Remittance Channel – Banks  

This transaction channel belongs to the formal spectrum of remittance channels and even 

though it possesses the option of transferring money, it is one used rarely by the diasporas to send 

remittances. Several explanations are given for that observation. One of them pertaining to the 

cost of remitting, as affirmed by (Siegel & Lücke, 2009). A research concluded on the relation 

between reducing the cost of remitting to the level of increased remittances and found that, with 

a 1 % point of reduction in cost, remittances would increase by 1.6 % (J. Ahmed et al., 2020). This 

was done in the quest for encouraging more members of a diaspora to swap IVTS for more formal 

channels, because IVTS is more competitive on the direct costs of remitting (J. Ahmed et al., 2020). 

Their research was done in countries where there was a functioning financial infrastructure, then 

what would be the preferences, when the financial infrastructure is nascent or dysfunctional? To 

serve that question, all respondents from both the survey and interviews of this paper, did not 



62 | P a g e  
 

mention banks as a channel for sending remittances, see appendix for full survey report and 

qualitative interviews from one to five.   

The reputation of banks is not good with the Somali diaspora due to their de-risking and 

de-banking of MTOs or people, if deemed risky on both suspicion and fact (Cockayne et al., 2012; 

El-Taraboulsi-McCarthy, 2018). Governmental regulators deploy severe fines for banks not 

complying by or break the AML/CFT legislation and hence at times some market actors in the money 

transfer market, view the role of banks as the extended hand of financial regulators, considered to 

have an unfair advantage of which clients to include or not, effectively becoming informal financial 

regulators (Cockayne et al., 2012). Foreign banks are also viewed with suspicion because of previous 

bad experience (Hammond et al., 2011; Kosse & Vermeulen, 2014; World Bank, 2019). 

The way remittances are sent with a bank-to-bank transfer is when a bank customer 

chooses to place an order for sending an amount of money to the bank of the recipient against a 

fee, which is typically large relatively to the small amount remitted every month (Watterson, 2013) 

and the exchange rate involved (GAO, 2018). Those two costs are in most cases always higher, 

compared to any other remittance channel available in the market and more cost can apply 

(Watterson, 2013). These kind of transfers are called wired transfers and the extra cost that the 

bank can incur upon the sender are  called “lifting fees”, which serves as a fee for the beneficiary 

bank to handle the money (Watterson, 2013). If the sending bank does not have a direct 

relationship with the beneficiary bank then one or more financial institutions will try and finalize 

the transaction with other banks available (GAO, 2018). A serious issue which can complicate the 

transaction further, is the financial infrastructure of the country, which if not fully developed 

(African Development Bank, 2017), will pose a serious barrier, not forgetting the time it takes for 

the transaction to go through. As of May 2020 international wired transfers take from two to five 

days, possibly more depending on “various factors” (Killermann, 2020) and then there are the 

obligatory checks on people on the EU and US sanctions list, which can make the bank hold the 

amount until cleared (Orozco & Yansura, 2013a; Passas, 2006). What is an advantage though is the 

secure way of the transfer and the transparency with which they are handled (Watterson, 2013), 

because of the bureaucracy involved in remitting money. It includes having a formal bank account 

with the bank, providing a formal ID document and complying by the law (AML/CFT) at all times 

(Bolzani, 2018). When stepping out of the bank or towards an ATM in the receivers country, then 

the risk of robbery is present in a country where the levels of security are low (Orozco & Yansura, 

2013a). One of the more notable impacts of banks, are their possible ceasing of operations in a 

country, should a conflict start, which entails a disruption for countries in a conflict/post-conflict 

setting (Viles, 2008). 
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5.1.8 Advantages and disadvantages – Banks 

Advantages Disadvantages 

Secure to transfer (Transparency) High direct cost and maybe additional fees (uncertainty) 

Compliance with AML/CFT - formal Travel cost to the bank (search cost) 

Ease of verification Risk to the recipient upon withdrawal (uncertainty) 

The national bank as a guarantor  High bureaucracy (cost of administration ex post & ex ante) 

 Slow speed (uncertainty ex ante & ex post) 

 Risk of delays (uncertainty ex post) 

 Narrow reach (uncertainty ex ante) 

 Bad reputation and mistrust (uncertainty, ex ante & ex post) 

 Not based on religious or cultural values (uncertainty, ex 
ante & ex post) 

 Financial exclusion (uncertainty, ex post) 

 Competitive alternatives (ex ante & ex post) 

 Will disrupt operations if a conflict arises (uncertainty ex 
ante & ex post) 

 Difficult to use and access (ex post) 
Tab. 18, Summary advantages and disadvantages of banks 

Ease of verification: The transaction is easy to verify and thus a value of one is given because it 

happens within a formalized setting as banks need to comply strictly to the law of financial 

regulation which also protects the consumer. 

Uncertainty: The level of uncertainty is high because of the factors given above pertaining to the 

time it takes for the transfer to go through, the possible extra cost incurred and limited reach banks 

have in areas of conflict/post/conflict states. The level of uncertainty is also connected to the 

recipient in a country, with a nascent financial infrastructure and thus the concept of banks is not 

settled in minds of the recipient due to many years of financial exclusion (M. Redın et al., 2014). A 

value of three will be given because the delay of funds can impact the recipient viewing remittances 

as a lifeline (Lindley, 2007, 2009b; Orozco & Yansura, 2013b). The speed of the transaction is not 

competitive with the alternatives and speed have a priority with the diaspora, should a conflict, 

famine or any other crisis arise (Hammond et al., 2011; Orozco & Yansura, 2013b). The ease of use 

should be fairly easy from the senders perspective assuming that the sender has been granted a 

formalized status but for the recipient, some administrative cost must be expected. This is 

especially the case, when the recipient is traversing the barrier between informal and formal and 

thus contributes to the level of uncertainty from the recipients perspective and then the 

uncertainty of whether the funds arrive at a given is connected with considerable amount of 

uncertainty, taking the de-risking and de-banking factor into the equation.  

Frequency of transaction: The frequency with which banks are remitting is very limited because of 

the competitive alternatives being present on all parameters and hence the transactions are not of 

a recurring nature in the remittance market for conflict/post-conflict countries. A value of three is 

given.  
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Collateral/Trust: The collateral is the lender of last resort, which typically in a modern banking 

world is the central bank. The lender of last resort functions as a guarantor of liquidity to banks, 

companies and the centralized issuance of money (Bindseil, 2019; Tucker, 2014), should a need 

arise.  

Transparency: The aspect of transparency as explained above, belongs to the formal type of 

remittance channels, because every step of the transaction is documented and there is full 

transparency along the way to the recipient. What strengthens this categorization is also the 

complete level of compliance in accordance with AML/CFT legislation.  

Variables MTO MMO IVTS Banks 
(TC) Ease of verification 1 1 1 1 
(TC) Frequency of transaction  2 1 1 3 
(TC) Uncertainty  2 1 2 3 
Total TC 5 3 4 7 
Collateral/Trust BANK TELECOMM TRUST BANK 
Informal/formal Formal Formal Informal Formal 
Transparency  Transparent Transparent Untransparent Transparent 
Table 19 – Authors rendering of TC variables and element of trust, combined with relevant variables for remittance channels in totality. 

The above table is complete with all the necessary data on the total of TC for each generic 

remittance channel in a conflict/post-conflict setting. Every remittance channel has been examined 

as a case, effectively making this paper a multiple case study, with the variables from TCT and some 

categorizations relevant for them. The table provides a clear picture on which channels employ the 

most TC and the ones that do not. Below the data has been plotted into the analytical framework 

which provides this paper with clear perspective on a comparable level.  

 

Fig. 12 – The analytical framework illustrating the different remittance channels according to their total TC 
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If the remittance channels are to be evaluated, based on their TC according to the model 

of an optimal governance structure in minimizing the TC, then the below matrix is helpful to 

increase our understanding on how TCT is applied to the subject of the generic remittance channels.  

First, in all the generic channels treated, a value of one was given in the determining 

variable called ease of verification, see table of total TC cost above, which means that they will be 

found in the quadrant of easy, marked green in the matrix.  

Secondly, whether the frequency of transaction is occasional or recurring, it should find its 

place in the matrix as well, marked yellow. Regarding the MTOs, they received a value of two and 

thus it should be in the occasional quadrant, which means that the best way to govern MTOs is 

through a governance structure in the market, if they would like to economize their TC. For the 

MMOs and IVTS, they will find themselves in the quadrant of recurring because, that is their 

frequency of transaction, based on the analysis made. Hence, all remittances channels except for 

the bank, will find themselves in the governance structure of market governance if they would like 

to economize on their TC. Banks as a remittance channel are left out of the scope of the ability to 

economize on their TC, because their frequency of a one-time transaction was not considered 

relevant to economize upon (Williamson, 1979).  

 Ease of verification 

Frequency 
of 

transaction 

 Easy Difficult Very difficult 

Occasional Market 
governance 
(MMOs, MTOs 
IVTS) 

Trilateral governance 

Recurring Bilateral 
governance 

Unified 
governance 

Matrix – 2, Matching governance structures with transactions in capital markets, complete (Williamson, 1979) 

 

5.1.9 Conclusion of analysis 

The results provided from the analysis of each remittance channel in a conflict/post-conflict 

context are clearly illustrated in the analytical framework above. The banks were the most 

expensive remittance channel of them all, in terms of TC and the one with the lowest TC, are the 

MMOs and thus the most efficient. MMOs seem to have been a disrupting factor on the formal 

level, through the use technology in the remittance market for the benefit of the diasporas, due to 

its low TC score compared to the rest of the remittance channels and in aggregate the advantages 

are far more numerous compared to rest of the channels. As (Williamson, 1981) stated, “… 

governance structures that have better transaction cost economizing properties will eventually 

displace those that have worse, ceteris paribus”. Hence, MMOs are the best available option for 

the diaspora to send remittances in the light of TC. If IVTS is replaced with Hawala systems, they 

are the next best option available but on the informal and untransparent side. The possibility of the 

Hawala systems having even lower TC than the other remittance channels used to be a reality, 
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where it not for the AML/CFT legislation imposed post-9/11. However, it does not mean that it 

stopped the Hawala systems from operations, but rather that they are driven more underground 

and above ground in the shape of MMOs. Had this research been conducted before, when the 

MMOs were embryonic in their presence, Hawala systems would have been the most efficient 

alternative. As for the MMOs, they serve the part of the diaspora who does not mind KYC measures 

with regards to remittances. MMOs are a direct consequence of the AML/CFT legislation. What it 

also shows is that the MMOs did not happen in a vacuum, but are strategic options developed by 

some of the established MTOs and thus still operate with an allegiance of trust and clanship, but 

less so than with the Hawala-systems. The unique telecommunications setup of Somalia made it 

possible for MMOs to establish themselves and economized on their TC compared to the other 

alternatives. What the governance model predicts for us is, when TC were about to go higher in 

general on those firms involved with Hawala systems, two developments started. MTOs became 

more compliant to legislature, increasing their TC and some Hawala operators went underground, 

to keep TC down. For some members of the Somalis, the added TC of formalization of money 

transfers and increased bureaucracy with remitting, encouraged them to establish MMOs and 

minimize their TC ex ante and ex post. The governance model showed, based on the characteristics 

of each channel, that the above scenario all happened within the market due to the nature of 

frequency of transaction and ease of verification. This setting happened within the market 

governance quadrant and it became clear, what the preferred option was from an efficiency aspect, 

despite the institutional void. It also showed that Hawala systems working within the market, did 

not have to take opportunism into consideration, because trust was the collateral to curb 

opportunism, if any transactions should fail for some reason. 

6 Implications for theory and practice  

 

 
 

Fig. 13 – Structure of the thesis 

The gap, as mentioned earlier in the literature review, concerns specifically the lack of a 

theory which deals with the efficiency of which remittance channel is the preferred choice by a 

diaspora who find themselves, or rather their beneficiaries, in a conflict/post-conflict setting. The 

contribution of the analytical framework developed in this thesis of a pragmatic stance and 

exploratory in its approach, is one of the first inductive steps, towards thoughts on theorizing the 

considerations of the diasporas, when remitting with a scarcity of funds to a conflict/post-conflict 

Introduction Empirical part Method Lit.review 

Analytical part Conclusion Implications 
 

Analytical Framework 
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society. It included the aspect of trust, which was shown to be relevant in a severe institutional 

void, because the challenges at hand warranted the use of informal channels. Hence, a 

combination of theory from sociologist and economist was attempted but not without its 

weaknesses.  

The analytical framework did not take into consideration that there are different 

understandings of trust and that trust is viewed according to who is being enquired. Trust might 

not mean the same for a Westerner, compared to what it means for someone from Somalia. In 

that way the framework may have a Western bias. The framework also carries the risk of the 

oversimplifying measurable dimensions, which can result in the loss of important nuances. 

When this author was searching for a suitable theory on the choice of remittance channels 

and looking for a typology, it was discovered that most researchers, economist and sociologist 

alike divided remittance channels into formal and informal remittance channels (Amuedo-

Dorantes & Pozo, 2005b; Bakker, 2015a; Bolzani, 2018; Chisasa, 2014; Freund & Spatafora, 2008; 

Gammeltoft, 2002; Kosse & Vermeulen, 2014; Maimbo & Ratha, 2005b; Martinez et al., 2014; 

Siegel, 2007; Siegel & Lücke, 2009) and others. Those who research from an economic perspective 

are primarily applying behavioural estimation models based on econometric models on the 

diaspora choosing one channel over another. Then there are those who research from the 

sociologist perspective addressing issues of social context and expanding that context towards an 

over-socialized view as, as elaborated upon earlier (Granovetter, 1985a). If interdisciplinarity can 

illuminate an issue further without overcomplicating the object of analysis, as alluded towards by 

(Granovetter, 1985a) citing his over- and under-socialized view, then this subject provides ample 

room for that. To merge the two schools of thought would also merge two streams of knowledge, 

minimizing complexity and increasing practicality. 

For empirical and practical contributions on remittance channels in a conflict/post-conflict 

context, the dilemma between the cost of the transaction and the most secure way to remit is a 

very real one which potentially can delay or deny the recipient of much needed capital. Exploring 

the multiple dilemmas, whilst taking the situational aspects into consideration would contribute 

to the already established literature available on remittances. This could be one of the ways, 

where the choice of transaction channels, based on different efficiency variables in the context of 

the diaspora, will be able to provide valuable ideas on how to theorize on the subject of the choice 

of remittance channel for a diaspora. For any attempts on theorizing when considering the 

priorities/dilemmas which a diaspora, newly arrived as well as matured ones face, it should be 

considered that context, cost, security of remittance channel, speed of the remittance and other 

rational thoughts should play a role. Other empirical reasons also highlighted how heavy-handed 
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legislation can increase transaction costs dramatically, forcing the diaspora to innovate new 

channels (MMOs) to lower them and how the Hawala systems were forced underground, out of 

reach and scope of legislators.   

Possible generalizations on the findings are that institutions are not always necessary to 

be present for a market to function or for the lowering of TC. All remittance channels, MTOs, 

MMOs, Banks and IVTS operated within the market governance structure. With the arrival of 

MMOs, the remittance market was disrupted once again and MMOs outcompeted the IVTS, 

effectively becoming the most efficient remittance channel. Further generalizations which can be 

made according to (Flyvbjerg, 2006), is that if markets function in Somalia with the institutional 

void present, then they can, most likely, function anywhere else without institutions because 

Somalia is a critical case in terms of institutional void. That generalization would be an 

ethnocentric one to make, because formalized institutions might not be present, but informal 

institutions are present. They are manifested through clanship, religion and a group of elders 

making up the judiciary in Somalia. A generalization might now be modified to state, that a critical 

case in terms of an institutional void in Somalia, markets function, then there will, most likely, be 

informal institutions to ensure that markets function in other countries with an institutional void. 

In that case, it can also be stated that in an informal economy like that of Somalia, if MMOs 

provide a good opportunity to formalize the economy, then it is most likely that it will also provide 

a good opportunity in another informal economy, on condition that the infrastructural setup is 

present. That telecommunications infrastructure did come about in a very informal way, but was 

formalized later on (Feldman, 2007).  

7 Conclusion  

 

 
 

Fig. 14 – Structure of the thesis 

This thesis set out to explore how the Somali diasporas were sending remittances most 

efficiently to their kith and kin who are in a state of conflict/post-conflict. The research was driven by 

a ponder over how money were transferred to a country, in which the financial infrastructure had 

collapsed after years of conflicts and severe humanitarian crises. The following research question was 

posed to direct the paper:  

 

How can the Somali diaspora most efficiently send remittances to Somalia?   
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Reviewing the literature on remittances, a vast field was dealing with remittances from different 

perspectives but not from a conflict/post-conflict angle, where the efficient choice of channels would 

be the primary focus. To become more informed on the subject, a survey and in-depth interviews with 

the diaspora generated valuable insights into the dynamics of remittance channels. Two channels, 

albeit for different reason, were identified by the author. One was the Mobile Money Organizations 

and the other was the Hawala systems. Triangulating the research findings with the secondary data, 

meant that an analytical framework had to be developed to provide an analysis for the different 

remittance channels. Before that framework, the barriers had to be clarified, which showed 

themselves to be numerous. At the same time, remittances possessing a lifeline capacity to Somalia 

was necessary to highlight and was likewise confirmed. 

The transaction cost theory (Williamson, 1979, 1981) was put forward and modified with 

the element of trust (Granovetter, 1985a). It was pertinent to evaluate the transaction costs 

surrounding the transactions, because with the barriers and challenges explained in Somalia, the 

transaction costs of remittances channels could and did have a determining character as well as 

highlighting the advantages and disadvantages. The element of trust was included, because trust 

would not have come to the forefront in the analysis, the way the theory originally was developed by 

Oliver E. Williamson and because trust one of the remittance channels was trust-based. The strength 

of the analytical framework can serve as a proposal for theorizing more holistically and generate a 

deeper insight for both academia and policymakers into how remittance channels, including the 

informal channels, are used and operating in a conflict/post-conflict context. What the analytical 

framework explicitly showed was, that the most efficient way to transfer remittances to Somalia was 

through the mobile money organizations, as they have been most successful in economizing on TC. 

Taking the view of the Somali diaspora into consideration the direction of remittances seem to 

resonate with the findings in this paper, that MMOs are handling more remittances than expected, 

due to the vibrant infrastructure of telecommunications in Somalia, regardless of being in a 

conflict/post-conflict situation.  
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