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ABSTRACT

The purpose of this research is to investigate the economic development of the Somalia
private sector in the absence of an effective regulatory body or framework. Private
sector firms in the telecommunication industry within Mogadishu City, Somalia, have
been selected as the case for study. The study has been divided into four specific
objectives. These objectives are: To examine the characteristics and conditions under
which the private telecommunication firms in Somali currently operate; To analyse the
strengths and weaknesses of the private telecommunication firms in Somalia today;
To explore the main challenges faced by the Somali private sector presently; and To
discuss the role the State can play to ensure a sustainable growth agenda of the private
sector in Somalia now and in the future. In order to achieve the above-mentioned
objectives, the study was divided into five chapters, and each chapter was divided into
a number of sections and sub-sections. As far as the research methodology is
concerned, this study employed a mixed research design by using both descriptive and
case study research designs due to the nature of the data to be collected for analysis.
The study also employed the use of probability and non-probability sampling
techniques, where stratified random sampling and purposive sampling procedures
were used. Data was collected through primary sources using structured
questionnaires, interview guides, and observations. The data to be collected during
fieldwork was subjected to both quantitative and qualitative analysis techniques, where
quantitative data was analysed using the SPSS tool, while qualitative data was
analysed using thematic grouping and content analysis. The analysed data were
presented in the form of frequency tables, charts, and graphs. The study concludes that
weaknesses and strengths had a significant effect on the economic development of the
telecommunication sector in Somalia; the telecom sector in Somalia lacks adequate
qualified personnel and a shortage of sufficient economic development stimulators or
incubators. The telecom sector in Somalia suffers from increased competition in
unregulated markets and the prevalent risk of balkanisation coupled with tribal
breakup has negatively affected the development of the telecom sector. The study
concludes that the telecom sector faces many challenges that limit this sector,
including access to finance. The study concludes that the current regime has barely
done little to foster a conducive environment upon which a vibrant telecommunication
industry can be built, the government of Somalia lacks adequate capability to collect
domestic tax and pay external debts and the government had a role in facilitating and
support the development of efficient and secure nationwide communications
infrastructure that provides affordable and pervasive broadband connectivity and
accelerates socio-economic development in all parts of Somalia, this study
recommends that the Somali government should limit the regulatory burden on the
private sector with ‘light touch’ customer-centric regulation to promote innovation and
encourage the free flow of information while ensuring the necessary checks and
balances are in place that ensures the protection of the public, a level playing field and
sustainability/reliability of services. The Somalian government should establish a
strong legal environment and facilitate and support the development of efficient and
secure nationwide communications infrastructure that provides affordable and
pervasive broadband connectivity and accelerates socio-economic development in all
parts of Somalia, where necessary.

Keywords: Economic development, private sector, telecommunication sector,
regulatory body, Somalia.
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CHAPTER 1

INTRODUCTION

1.0 Background of the Study

Unlike the formal economy, activities of the informal economy are not included in a
country's gross national product (GNP) or gross domestic product (GDP), Although
more than 60 percent of the world’s employed population is in the informal economy,
it’s however important to note that informal economy does not offer a “cushion”
during economic crisis. There are many conceptual and statistical definitions of
formality and informality, but one pole of consensus is that the distinction can be made
only relative to some set of state regulations and laws (Guha-Khasnobis et al., 2006).
Legal requirements on enterprises, to register, pay taxes, and provide certain benefits
to their workers, are often a starting point in concept and in official statistics (ILO

2013).

The African continent is going through exponential growth and the economic
future of the continent and its citizens is tied closely to the private sector industry
players (AfDB, 2011). This is attributable to the fact that more than two-thirds of the
total investment in the country comes from the private sector which also generates
nine-tenths of both formal and informal employment and additionally contributes to
three-quarters of the continent’s economic output (AfDB, 2015).

According to the AfDB (2011), the private sector in the continent is made up
of micro, small, and medium enterprises (MSMES), and individuals on the continent
are forced into entrepreneurship on a small scale due to their aspirations and also out
of desperation. A majority of the MSMES being run are family-based, quite informal,
small in size, and often they are sole proprietorships. Additionally, the majority of

these enterprises are managed and operated by persons who have no other avenues to

1



get employment and whose livelihoods are solely derived from these enterprises
(AfDB, 2015). These entrepreneurs lack basic training on how to run their enterprises
and access to important market information is not available to them.

Aré et al. (2010) held a similar perspective that for sustainable economic
growth of a country, the private sector must be present because it brings with it good
jobs and makes available opportunities for economic growth that are both sustainable
and inclusive. Therefore, while the state may empower its citizens through funding,
availing public goods, and proper regulation, the private industry players may also
offer services and create opportunities for employment in addition to advocating for
reforms in policy, promoting good governance practices, encouraging a virtuous circle
that creates better business environments for the private industry and these will in turn
create reforms in governance structures (Amsden, 1997).

TechTarget (2015) defined the private sector as the section of the economy
operated by individual groups or persons as a way of earning profits or livelihoods and
often the state does not control the sector which is also sometimes known as the citizen
sector. Collier (2010) pointed out that the development of the private sector is
recognised widely by the diaspora as a key driver for economic growth that is both
inclusive and sustainable. Therefore, the private sector is regarded as being essential
in the alleviation of poverty because it acts as a means of availing new and better
economic opportunities to the people of a given society (Haufler, 2013).

Additionally, basic institutions that are fundamental for economic activities
and the well-being of society such as good roads, air, refineries, health services,
educational facilities, and water provision services were not available anymore. The

country saw a total collapse of state institutions which saw a rise in informal systems



of governance as a result of a long absence of an efficient and effective body or
mechanism to carry out regulation.

The private sector’s history of economic development in the country of
Somalia is unique. A majority of this history can be traced back to the year 1991 when
President Siad Barre and his government were overthrown through a coup from power.
Due to the lack of a working government, the country went through major changes
with the collapse in financial institutions, the lack of a central bank for the domestic
currency, and public services and utilities were no longer available (Lindley, 2009).

The private sector in Somalia was founded on this backdrop which was a
response to fill a vacuum that had been created by state institutions that were either
inefficient or absent. The private sector in the country has grown over the years
exponentially more particularly in the service industry. Ruttan (2006) pointed out that
unlike in the 1970s and 1980s period when a majority of the output from industries
and the service industry was available by the government, almost all production from
industries, provision of services, and trade activities is majorly carried out by the
private sector in Somalia. Commercial ventures have also witnessed significant private
investment activities which include money transfer services, marketing, trade,
construction, transport and communication, education, hospitality, health, security,
and the fishing industry (Aré et al., 2010). However, the remittances received from the
diaspora fund these services because the government and leadership are ineffective
and continue to be a serious concern for the country. The insurgence of terrorist
organisations such as al-Shabaab has made the situation worse and dire.

1.1 Problem Statement
Despite the fact that Somalia for a long time has been characterised by weak fiscal

space and institutions, active insurgency, and an incomplete political settlement,



various economic sectors have continued to thrive. According to ILO (2013), the
informal economy in Somalia is expanding in many settings and playing a significant
role in the nation’s economy and if supported it can go a long way in in reducing

poverty and inequality.

In spite of the significant role played by the private sector as the ‘economic
powerhouse’ of Somalia, this sector has been accused of not delivering optimal market
outcomes. Studies have also shown that most of the international support, material or
otherwise, is primarily channelled through voluntary organisations, groups, and
individuals, hence with the exclusion of the private sector. Besides, there is a dearth of
research that focuses on the economic development of the private sector in the face of
an absent regulatory framework in the world, particularly in the war-torn countries of
the world, like Somalia. This has made it hard to create responsive lawful and strategic
structures and start programmes that address the extraordinary needs of the private part
that works under such extreme conditions. Likewise, the greater part of the auxiliary
projects that are set up today to address the financial improvement of the private area
are to a great extent 'outside,' since they depend on the European as well as American
private division encounter (Beine et al., 2001; Tracey et al., 2005).

Consequently, there is a developing need to direct broad investigation, build up
more contextualised and applicable models, and design programmes that are intended
to address the one-of-a-kind financial improvement needs of the Somalian private
division without appropriate administrative specialists; for without these systems, the
basic pretended b they private segment in the general advancement of Somalia, even
without a well-working administrative body, will keep on being dominated. Likewise,
without appropriate research, the inquiry in the matter of why the Somalia private

segment has not possessed the capacity to understand the most ideal financial



outcomes will keep on remaining unanswered or, far more detestable, be hidden away
from plain view. Subsequently, there is a need to pass on the current monetary
condition of the Somalian private division even with the absence of a legitimate
government administrative structure and evaluate the future advancement headings of
the private part in the nation. It is thusly upon this background the present research is

borne in looking to address these gaps.

1.2 Objectives

The general objective of the study was to investigate the economic development of the
Somali private sector in the absence of an effective regulatory body. A selected number
of telecommunication firms that operate in Somalia’s City of Mogadishu was the basis

for this study.

The specific objectives of this study were:

I To examine the characteristics and conditions under which the
telecommunication sector in Somali operates currently;
il Toanalyse both the weaknesses and strengths of the telecommunication sector
in Somalia today;
iii  To explore the main challenges faced by the Somali telecommunication sector
presently;
iv To discuss the role the state can play to ensure a sustainable growth agenda of

the private sector in Somalia now and in the future.

1.3 Research Questions

The following research questions guided this study:

i What are the characteristics and conditions under which the telecommunication

sector in Somalia operates currently?



Il What are the weaknesses and strengths of the telecommunication sector in
Somalia today?

iii What are the main challenges faced by the Somali telecommunication sector
presently?

iv. What role can the State play to ensure a sustainable growth agenda of the

private sector in Somalia now and in the future?

1.4 Operational Definitions

Economy: According to (Cambridge Dictionary, 2015), economy refers to the system
of trade and industry by which the wealth of a country is created and used. This term
can also be used to refer to a whole collection of distributors, producers, and those
consuming services and goods in a given community, region, or locality (Business

Dictionary, 2015b).

Development: This term refers to the process of developing, growing, or
making progress (Dictionary, 2015). In economic terms, development refers to the
economic improvement of a country’s or region’s economic status through having
more business activities and processes (Macmillan Dictionary, 2015).

Economic Development: Entails the use of new technologies and a general
change from an economy that is agricultural based to one that is industrial based and
an increase in the welfare and standards of living for the citizens of a country (Business
Dictionary, 2015a).

Private Sector: This term refers to the part of a country’s economic system
that is run by individuals and companies, rather than the government (TechTarget,
2015). This sector mostly includes privately owned profit-making institutions or

commercial businesses (such as multinational corporations).



Absence: Absence refers to a state or condition in which something expected,
wanted, or looked for is not present or does not exist (Merriam-Webmaster, 2015).

Effective: According to Oxford Dictionaries (2015), the term effective refers
to the success of something in producing a desired or intended result.

Regulatory Body: A regulatory body (sometimes referred to as a regulatory
agency or authority) is a governmental body that is created by the legislature or
constitution to implement and enforce specific laws (Study.com, 2015). Such a body
normally has quasi-legislative functions, executive functions, and judicial functions.
According to Business Dictionary (2015c), a regulatory body serves two primary

functions in government: to implement laws and to enforce those laws.

1.5 Justifications and Significance of the Study

This study endeavoured to carry out an investigation of the economic development of
the Somalia private sector in the absence of an effective regulatory framework. In the
developed world, the relationship between the state and the private sector is mostly
straightforward, i.e., both institutions exist for the benefit of the citizens; hence, they
both inter-depend on each other for mutual fulfillment. However, the case may not be
true in developing and third-world countries, especially the post-conflict countries.
The nations that are coming out of prolonged war or an elongated time of civil unrest
and conflict are faced with a bitter and difficult paradox; they are in urgent need of
basic working infrastructure but do not have the necessary public revenues,
institutional and government capacity and interests from investors and foreign donors
to ensure that such services are made available. This is where, in most cases, the private
sector comes in by trying to minimise this gap or apparent paradox. This is why the
researcher picked this area of study or topic: firstly, the economic boom of the private

sector and the success stories accompanying it make it a good case study for post-



conflict countries; and secondly, the prolonged period of conflict (civil war) and the
economic growth of the private sector in Somalia make the study a good case from
which to learn lessons, as well as the implications for effective regulatory reforms to

be implemented.

Various groups and stakeholders will find this study to be significant. For
instance, findings from the study will help inform the private sector and government
regulatory bodies on how they can work together and enrich each other for the benefit
of the people of Somali by proposing a framework upon which these institutions can
be able to make sound decisions that are based on factual evidence. In particular, the
Somali government will benefit from this study in developing and implementing
effective laws and policies that will ensure a more economically viable and
developmentally sustainable private sector in Somalia, and even beyond.

In addition, the government and other key players stand to benefit from this
study by being able to understand the conditions under which the private sector in
Somalia operates, in addition to identifying the various obstacles facing the private
sector in Somalia today. This will hopefully provoke some positive steps that are
geared towards addressing the identified challenges. Lastly, future scholars and
academicians may want to use the findings and recommendations of this study as the
basis to advance their studies on the aspect of economic development of the private

sector in Somalia or on other related topics.

1.6 Basic Assumptions of the Study

This study has a number of assumptions. Key among these include the following: (1)
Having an effective regulatory framework in place will lead to the economic
development of the private sector in Somalia; (2) Besides government regulatory

framework, there are other factors that influence the economic development of the



private sector in Somalia; (3) The response and return rate of information gathering
instruments to be utilised as a part of this examination will be sufficiently adequate to
warrant a believable and dependable investigation process; (4) Discoveries from this
examination will be wutilised to make speculations regarding comparative
investigations or cases in different parts of the world, other than Mogadishu-Somalia;
and (5) Conclusions and suggestions to be drawn from the investigation discoveries
will provoke positive decision-making and action-taking among the concerned

stakeholders or target groups.

1.7 Limitations of the Study

A few limitations are envisaged by the researcher in this study. Here are a few of those
challenges and their possible mitigation strategies: (1) In terms of the scope, the current
study will limit itself to investigating the economic development of Somali private
sector in the absence of effective regulatory; (2) The study has also limited itself to
studying private sector institutions located within Mogadishu City in Somalia; it is
therefore assumed that findings from this study can be used to generalise about other
private sector institutions in the whole of Somalia and even beyond; (3) Some
respondents may not be cooperative, or may not give honest responses, when filling in
questionnaires or responding to interview guides: however, this challenge will be
overcome by organising a familiarisation forum with the respondents themselves and
by conducting a pilot study to assess the level of reliability and validity of the data
collection tools mentioned; and (4) There is inadequate time allocated for collecting,
analysing, interpreting, and presenting field data: however, the researcher will
overcome this challenge by hiring the services of two qualified individuals to serve as
the research assistants; the researcher also plans to start the field work early enough so

as to provide ample time for undertaking these processes.



1.8 Delimitation of the Study

It is true that there are a number of factors that can lead to the economic development
of the private sector, besides having in place an effective regulatory body or
framework, such as the level of employee motivation, quality of management styles,
and the well-being of the national domestic product. However, this study limits itself
to investigating the economic development of the Somalian private sector in the
absence of an effective regulatory body. Mogadishu City, in Somalia, has been
selected as the case for the study. The study will also delimit itself to covering the
following specific areas (objectives): (1) To examine the characteristics and conditions
under which the private sector in Somali operates currently; (2) To analyse the
strengths and weaknesses of the Somalian private sector; (3) To explore main
challenges faced by the Somali private sector presently; and (4) To discuss the role the
State can play to ensure a sustainable growth agenda of the private sector in Somalia

now and in the future.
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