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ABSTRACT

This paper seeks to assess the growing informal 

economy in Somalia using a combina�on of primary 

and secondary sources, applying both quan�ta�ve and 

qualita�ve methods, and with respect to the Somalia 

Labor Force and High Frequency Survey dataset. This 

dataset contains informa�on on economic condi�ons, 

educa�on, employment, access to services, security, 

percep�ons and post-displacement details for 

displaced households. The changing economic imagery 

of 'the unemployed', their integra�on into an 

increasingly informal economy and the employment 

aspects play an important role in Somalia's economy. 

The economic growth of last the ten years has made 

Somalia a very a�rac�ve des�na�on for Somali 

Diaspora and the locals. The scope of the informal 

economy in Somalia has expanded considerably over 

the years. 

Economic Informality in Somalia predates colonialism but the average annual growth rate of this sector 

rose steeply post-1990 civil war. This paper focuses on the importance of the largely unreported informal aspect 

of the economy at the horn of African Na�on. Many engage in informal economic ac�vi�es not by choice, but for 

the reason that it provides an alterna�ve route to earn a living, especially, in situa�ons of high unemployment 

and poverty levels in post conflict contexts such as that of Somalia.

                                                                     Informal economy, Unemployment
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In recent decades, there has been a debate on 
whether the informal sector should really be sidelined or 
considered as a vibrant component, which can s�mulate 
economic growth and job crea�on for entrepreneurial 
purpose, or as a loosely-organized but economically 
produc�ve enterprises that are usually slow to adapt 
modern corporate prac�ces. Economic Informality is a 
ma�er of concern amongst policymakers and the business 
community throughout the world. In this paper, the focus 
will be Somalia's booming informal economy and how best 
to manage it. 

Somalia has a dynamic, diverse, and highly 
entrepreneurial private sector that has filled the void of 
government ins�tu�ons. Private providers supply virtually 
all services from basic u�li�es and security to health and 
educa�on services. The economy is dominated by the livestock sector which generates trade worth an 
es�mated 30 percent of Somalia 's GDP, and over 50 percent of exports. Nomadic and semi-nomadic pastoralists 
make up approximately 30 percent of Somalia's popula�on according to PESS . 

As is the case in developing countries, the informal sector is a major employer in Somalia. The recently 
published Labor force survey (LFS) by SNBS show that there were about 572,818 persons employed in the 
informal sector, corresponding to about 83.1 percent of total employment (excluding domes�c workers 
engaged in households. However, the jobs in the informal sector are unstable in nature. They are characterized 
by low pay, limited compe��veness, job insecurity and other atypical forms of employment. 

The growing informal economy and its size is important for various reasons. To begin with, the size of the 
informal economy in Somalia could decrease the possibility of evidence-based policy implementa�on to 
manage the informal economy, a strong indica�on of a direct correla�on between the size and the levels of 
economic development. Secondly, as an employment factor, the informal economy has an impact on the 
sustainability of job security.

This paper studies the booming informal economy in 
Somalia and changing economic imagery of 'the unemployment', 
their integra�on into an increasingly informal economy and the 
employment aspects that plays an important role in Somalia's 
economy. For these reasons, an underlying equa�on model 
approach that reflects the informal economy as a latent variable 
with many sources and indicators, is applied. The remainder of the 
rest of this paper is structured as follows: sec�on two presents the 
informal economy in Somalia and the relevant literature, sec�on 
three discuses the methodology, sec�on four on key findings and 
five on the the conclusions.

Introduc�on 
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Somalia's entrepreneurial private sector community is one of the country's main assets and an important partner 

for development actors. Throughout the years of conflict and fragility, Somalia's private sector helped maintain economic 

ac�vity. Some entrepreneurs prospered by providing money transfer, transport and telecommunica�ons services. As a 

result, despite a long period of instability, three industries have thrived: livestock, remi�ance services and 

telecommunica�ons. The livestock trade remains the backbone of the economy: 60 percent of the popula�on derives a 

livelihood from pastoralism-based livestock produc�on. In the absence of a formal commercial banking sector, remi�ance 

companies have enabled the diaspora to remit around US$1.3 billion annually to families in Somalia. Telecommunica�on 

companies employ around 25,000 Somalis, generate substan�al profit and have enabled a mobile penetra�on rate of 90 

subscrip�ons per 100 people. 

Whereas these achievements are impressive, further growth is constrained by underinvestment, insecurity and 

inappropriate or absent regula�on. This is 

reflected in low internet penetra�on rates (one 

of the lowest in Africa); the unsustainable 

management of natural resources and 

rangelands that threatens the livestock and 

fisheries trades; and remi�ance companies 

fa c i n g  exc l u s i o n  f ro m  i n t e r n a � o n a l 

transac�ons in the absence of a sound and 

enforceable domes�c regulatory framework. 

The informal economy has been an exit 

strategy for survival, which thrived over the 

past three decades.

Somalia has weak frameworks for 

promo�on of safety and health in workplaces; 

inadequate employment security, largely 

characterized by employment on contract, casual or temporary engagement and outsourcing. The country has weak 

social protec�on system; limited social security coverage; gender gaps in access to employment, and in pay and benefits; 

and low trade union representa�on and discrimina�on.

Given the scarcity of hard economic data which undermines recording of informal economic flows, the economy 

is likely to be about 30- 50 percent bigger than these es�mates. This is due to the fact that most of the Somali economy is 

operated informally. 

Informal employment is also a common source of income. Many residents in both urban and rural loca�ons are 

engaged in various forms of casual employment in sectors such as farming, livestock keeping, construc�on and mining. 

While work and business ownership formed the primary livelihood strategies in urban ci�es, a high number of people are 

engaged in casual employment. Some men work as carpenters, builders and construc�on laborers. Women work mainly 

as hairdressers, launderers, bakers and cleaners. The micro and small enterprises in the informal sector are capable of 

enhancing the work performance that leads to more progress in the long run. 

Businesses from micro-enterprises to large corpora�ons, operate in a legal and regulatory vacuum with li�le or no 

formal government enforcement. The economy is largely informal and dependent on tradi�onal mechanisms for dispute 

resolu�on and means of contract enforcement. 

In this paper, the informal sector includes all contribu�ng family workers as well as all other persons who are not 

registered with the Government. The informal sector excludes persons working in the agricultural sector and households 

producing goods and services for own use. Persons working in establishments having more than 10 people are also usually 

excluded. 

The Increasingly Informal Economy In Somalia 
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The informal economy goes by many names and it is generally defined as businesses and individuals 
engaged in irregular business ventures without complying with such legal obliga�ons as payment of taxes or 
maintenance of acceptable standards of employment. 

In fragile contexts such as Somalia, and even as is the case in most developing countries, working in the 
informal economy is an important coping strategy. It is also crucial in providing livelihoods during recovery and 
in replacing basic services lost during crisis in post-conflict se�ngs. During interview, when asked if there are 
changes of support and policies from the Government, one of the respondents said “Even when poli�cal 
stability is assured, informality remains a structural characteris�c of low-income economies”. The interna�onal 
policies see the informal economy as a temporary solu�on and rarely provide suppor�ve and enabling 
environments for its development and growth.

The nature of work is changing. It has become increasingly dominated by service industry occupa�ons 
such as telecommunica�on. Merchandize employment as a share of the total workforce is projected to rise. 
Informal economy has become an ever more vital engine of job crea�on. There are a considerable propor�on of 
jobs that are non-standard. Likewise, a growing por�on of the workforce is paid for work done in the informal 
labor market. However, the emerging technology will transform jobs and require be�er skills to do them. 
Technological change is likely to increase the demand for skilled workers. The majority of jobs will con�nue to 
need workers who have acquired knowledge and skills via college, voca�onal training, and moderate to long- 
term on-the-job training and real work experiences. 

In Somalia, there is lack of legisla�on, policies and rights of workers that dissuade urban informal 
economy. The informal economy is not documented in the na�onal labor law and the recently formed federal 
states means that there are no local labor laws, even for the formal sector. The absence of protec�on and 
support system curtails the poten�al for growth of the informal economy in Somalia. “We s�ll need a common 
framework; we need to advocate to amend the labor law in Somalia”. Said one of the interviewees.

Lack of formal work and significant levels of unemployment means that the informal economy is 
essen�al to suppor�ng the livelihoods of the urban popula�on. When asked about the increasingly informal 
economy in Somalia, the respondents have highlighted informal economy's ability to absorb the poorest urban 
residents or those with limited formal educa�on due to the rela�vely low level of skills and ini�al capital 
required. Respondents also documented the links between informal and formal business which signals the 
ability of the informal economy to contribute to the wider economic growth beyond the household.

Key Findings 
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Descrip�ve Sta�s�cs 

With around 3.6 million workers in Somalia, the labor force par�cipa�on rate was es�mated at 65.9 
percent and 37.6 percent among males and females respec�vely. According to the report published by the 
Somalia Na�onal Bureau of Sta�s�cs (SNBS), the labor force par�cipa�on rate for Somalia was 32.4 percent. In 
comparison with most countries or regions, the labor force par�cipa�on rate of males was higher than that of 
females – with male and female labor force par�cipa�on rates reported at 45.9 percent and 20.3 percent 
respec�vely. 

The youth (aged 15—24) had lower labor force par�cipa�on rates than the rest of the popula�on with 
rates of 8.8 and 24.3 percent for those aged 15 to 19 and 20 to 24 years respec�vely – rela�ve to the rates 
exceeding 30 percent for the other age cohorts (up to 64 years). An es�mated 72 percent of the labor force are 
engaged in the informal economy. While of the informal economy can have much a posi�ve contribu�on to the 
country's economy. The prolonged civil war has also contributed to the priva�za�on of basic services and 
opportuni�es. The poten�al of the informal economy in job crea�on has therefore not been fully exploited. The 
informal economy in Somalia remains largely unexplored source of income earning and opportuni�es.
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Exclusively comparing the advantages and disadvantages of the informal and formal economy, it's 
evident from this paper that the former has increased in share and volume over the past two decades playing 
different roles. While it is difficult to accurately predict the exact stake of the informal economy in the long-term, 
the research shows that it is likely to remain substan�al in the coming years, hence specific policies are difficult 
to make. 

According to the SNBS, the start of the recovery brought the 2017 GDP to a level of about $5.6 million, 
excluding the informal economy. Somalia's actual GDP decreased by 0.3 percent in 2020. This is the lowest 
growth over the last economically unstable decade. A significant factor has been the triple threats that include 
persistent effects of 2019 flooding, locust invasion, and the COVID-19 crisis as this value differs from the 
corresponding growth in 2019 (a 3.3 percent increase). 

 This GDP es�mate was derived from the expenditure side, making crude assump�ons regarding 
consump�on, investment, exports and imports. Using a popula�on es�mate of 12.3 million people, this implies 
per capita consump�on decreased by 0.6 percent as Somalia's popula�on increased by 2.8 percent over the 
same period. 

             

Table 1: Participants main Business/Job

Main Business

 
Hargeysa

 
 

Garowe

 
 

Kismayo

 
 

Mogadishu

 
 

Baidoa

 
 

Jowhar

 
 

Dhusamareb

 
Total

M

 
 

F

 
 

M

 
 

F

 
 

M

 
 

F

 
 

M

 
 

F

 
 

M

 
 

F

 
 

M

 
 

F

 
 

M

 
 

F
 

Paid employee
 

53.9
 

25.2
 

51.0
 

35.2
 

39.8
 

12.3
 

59.0
 

37.3
 
44.8

 
25.5

 
50.4

 
27.0

 
51.3

 
29.7 45.20             

Employer 12.7 22.0 10.0 2.9 2.3 0.0 15.1 34.7  2.3  1.0  5.2  4.3  6.9  4.4 10.32

Own account  
worker 31.7

 
31.1

 
35.8

 
55.6

 
33.3

 
60.9
 

85.9
 

88.0
 
15.2

 
74.5

 
35.1

 
48.8

 
34.3

 
62.9 57.76

Member of  
producers 4.2

 

0.6

 

1.1

 

3.4

 

0.0

 

1.5

 

12.0

 

9.0

 

1.0

 

0.0

 

0.6

 

1.9

 

0.0

 

1.4 3.06

Contribu�ng 
family worker

1.3

 

4.4

 

0.5

 

0.0

 

1.0

 

2.8

 

5.1

 

2.3

 

0.0

 

0.0

 

0.9

 

4.3

 

11.2

 

5.8

3.30

Other 0.2

 

0.6

 

1.5

 

2.8

 

3.6

 

2.5

 

1.2

 

0.9

 

3.1

 

0.7

 

2.9

 

1.7

 

2.1

 

2.4 2.18

OAW+CFW 33.0 41.5 36.4 55.6 34.3 63.7 85.9 88.0 15.2 74.5 35.9 53.1 39.9 63.1

60.01
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Figure 1: MALES

Hargeysa Garowe Kismayo Mogadishu Baidoa Jowhar Dhusamared

PE 53.9 51 39.8 59 44.8 50.4 51.9

E 12.7 10 2.3 15.1 2.3 5.2 6.9

OAW 31.7 35.8 33.3 85.9 15.2 35.1 34.3

MOP 4.2 1.1 0 12 1 0.6 0

CFW 1.3 0.5 1 5.1 0 0.9 11.2

OTHERS 0.2 1.5 3.6 1.2 3.1 2.9 2.1

OAW+CFW 33 36.4 34.3 85.9 15.2 35.9 39.9
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Figure 2:FEMALES

Hargeysa Garowe Kismayo Mogadishu Baidoa Jowhar Dhusamared

PE 25.2 35.2 12.3 37.3 25.5 27 29.7

E 22 2.9 0 34.7 1 4.3 4.4

OAW 31.1 55.6 60.9 88 74.5 48.8 62.9

MOP 0.6 3.4 1.5 9 0 1.9 1.4

CFW 4.4 0 2.8 2.3 0 4.3 5.8

OTHERS 0.6 2.8 2.5 0.9 0.7 1.7 2.4

OAW+CFW 41.5 55.6 63.7 88 74.5 53.1 63.1
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Table 2 indicates that unemployment and survival are the main reasons for taking up a job or a business 
ac�vity in the informal economy in Somalia. Alterna�ve to unemployment is the par�cipants ranking of the 
reasons for engaging in the informal economy.

The study of the informal economy in Somalia for the above table showed notable trends. The high labor 
force par�cipa�on rates experienced in the economy last decade clearly indicated that the economy had a huge 
poten�al to register posi�ve economic growth. On the other hand, at the principal of the poten�al to grow the 
economy was the informal economy which made up majority of the employed popula�on. 

Reasons for operating in the informal economy (%)

Informal economy Reasons (%) No.1

Unemployment/No other job 53.9 15.6 7.1 5.0 2.1 3.5 2.8 2.1 7.8 24.7

Autonomy/Want own business 27.9 13.6 17.7 11.6 8.2 7.5 4.8 5.4 3.4 13.9

Difficult to register business 5.5 8.3 3.7 4.6 7.3 21.1 19.3 15.6 14.7 2.7

Tax avoidance/Less tax 4.7 5.7 8.5 10.4 6.6 11.3 14.2 17.9 20.8 1.7

Survival 59.1 20.2 7.7 2.9 2.9 2.9 2.4 1.9 42.4

Not costly to start/operate 9.2 13.4 16.0 12.6 18.5 10.9 8.4 8.4 2.5 3.7

Less regula�ons 4.8 6.7 5.8 9.6 21.2 18.3 14.4 11.5 7.7 1.7

Easy entrance 13.3 12.5 23.4 19.5 10.9 4.7 4.7 4.7 6.3 5.8

More profitable 7.8 6.9 7.8 15.5 11.2 5.2 12.1 16.4 17.2 3.4

100 100 100 100 100 100 100 100 100 100
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Reasons for operating in the informal economy (%)

Series 1

Series 3

Series 5
Series 7
Series 9

0
10
20
30
40
50
60

Chart Title

0-10 10-20 20-30 30-40 40-50 50-60

..10..



Entrepreneurial development and formal jobs: since 'unemployment' and 'survival' have been cited 
as the main reasons for par�cipa�ng in the informal economy, the implementa�on of policies that facilitate 
labor supply will reduce the size of the informal economy in Somalia. First, these policies should be directed 
at transi�onal par�cipants, that is, job seekers and most graduates, who work in the informal economy 
while par�cipa�ng in the ac�ve search for full-�me employment. The Somali federal government can 
facilitate work by crea�ng a favorable environment for the private sector to create quality jobs.

As reported in table 2, most of the businesses in Somalia are operated under an inadequate 
infrastructure, insecurity, with no policy and without electricity. The Federal Government of Somalia should be 
commi�ed to addressing these problems for the private sector and put more effort in crea�ng jobs.  

In summary, poverty is the result of a set of complex and interrelated social and economic forces and is 
characterized by (I) lack of access to income-genera�ng opportuni�es; (ii) inability to access collec�ve services 
as basic as primary educa�on, affordable health care, electricity and drinking water; (iii) bad governance, 
corrup�on and the feeling of being socially excluded from society and decision-making at the local or na�onal 
levels. Nega�ve a�tudes towards educa�on and gender that belong to various social- ethnic groups o�en 
accelerate their fall into poverty and aliena�on. 

Lack of access to income genera�ng opportuni�es is among others highlighted by the high levels of 
unemployment and underemployment. While it is not easy to provide uniform figures, the Labor Force Survey 
indicates that labor force par�cipa�on is likely to be rather low. The differences between various groups in 
society are important, as highlighted by the Survey, specially the par�cipa�on of youth (between 15 and 25 
years of age), women and IDPs is very low.

Policy Effect 
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This research paper uses direct methods to inves�gate the booming informal economy in Somalia. 
Direct methods involve the use of designed tools, interviews and observa�ons to obtain informa�on about 
par�cipants and ac�vi�es carried out in the informal economy. Although direct methods can be cri�cized for 
producing only accurate es�mates of the informal economy (Schneider, 2002), they are very suitable for the 
purposes of a�aining the objec�ves of this study.

Once again, direct research methods may be influenced by the way in which research tools are designed 
and the inaccuracies and unnecessary responses by unwilling and uncoopera�ve respondents, which could 
have a nega�ve impact on the results. 

For data analysis, this document uses the MIMIC method (Mul�ple cause, Mul�ple indicator), a model-
based method that involves the use of models to study the possible causes and effects of the informal economy. 
The descrip�ve analy�cal study was on 520 informal workers. The data was also collected from key informants 
in Businessmen/women, employees, hawkers, migrants and employers, Remi�ances, Commercial banks in 
Mogadishu, the Ministry of labor in Somalia as well as the Central Bank. The quan�ta�ve analysis focuses on 
using ques�onnaire to collect specific informa�on about the experiences of the youth working in the informal 
economy. Collected data sets were analyzed by SPSS so�ware and NVIVO.

Methodology 

This paper relies mainly on the data from the high frequency survey and Somalia labor force survey 2019 as 
its primary reference. In this paper, there are two different types of variables: cause variables and indicator 
variables. Both types of indicators were used during the analysis.

Data
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The majority (48%) of the respondents were sellers of cloth and leather goods; fruits and vegetables, cooked 
food, food, newspapers, cosme�cs and clothing. Those involved in services, including shoe shiners and shoe 
makers, porters, guards, cleaners, mechanics, key cu�ers and beau�cians accounted for 23 percent of 
respondents, while those of construc�on, including specialized traders, represented 13 percent. Bus and 
Bajaj (rickshaws drivers are among the transport workers 14 percent Manufacturing workers included 
carpenters and tex�le workers and accounted for 5 percent of employment. The "other" companies 
included tea sellers on the streets 1 percent.

Business Type

The findings indicated that the informal economy would induce higher growth rate in output due to 
their direct produc�on and also due to investments that would be induced by the expanded informal 
economy made possible by the accompanying increase in purchasing power. The rate of growth of 
popula�on should set the minimum rate at which employment has to expand. If the ac�ve popula�on is 
growing at a high rate, employment should expand at the same rate. For Somalia, this has not been the case. 

The crea�on of employment rate by the formal economy has been declining all along, while the 
informal economy has emerged as a major source of employment in Somali's labor economy. The security 
improvement and government poli�cal commitment have played significant role in the economic 
performance of the country par�cularly, construc�on because investors are confident to invest and start new 
business, as new businesses registra�on is growing in 2021.

The increasingly expanding informal economy in Somalia was largely occasioned by armed conflict, 
insecurity, higher infla�on, and unemployment represen�ng altogether around 78 percent of the informal 
economy variance. The results in this paper also verify that a higher degree of informality reduces the number of 
businesses in the formal economy. The size of the informal economy differs considerably across �me. The above 
analysis has a policy implica�on which should be taken into considera�on by policy makers. In countries where 
infla�on is the key factor, priority should be given to �ghtening policy and stabilizing prices.

Conclusions 
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