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ABSTRACT 

Sources of funding to terrorist groups are often difficult to track — particularly those 
that rely on the informal hawala money transfer system — and the role of 
remittances has become indispensable for many. However, remittances also remain 
a crucial form of funding to many developing countries and are therefore an 
important means through which expatriates can lift their families out of poverty in 
their country of origin. This paper assesses the positive and negative effect of 
remittances, with a focus on their role in supporting the terrorist group Al-Shabaab 
in Somalia. In this context the hawala system, the reasons for its prevalence, and the 
financial ‘grey zone’ it constitutes will be given particular attention.  

 

RÉSUMÉ 

Les sources de financement des groupes terroristes sont difficiles à tracer, surtout 
celles qui reposent sur le système informel de transfert d‘argent « hawala ». Dans 
le même temps, les envois de fonds, traditionnellement utilisés par les migrants, 
sont devenus une source de financement de plus en plus importante pour nombre 
de ces groupes. Cependant, ces transferts financiers ne servent pas uniquement aux 
groupes armés, mais restent vitaux pour de nombreux pays en développement, en 
ce qu’ils constituent des flux majeurs par lesquels les expatriés tentent d’aider leurs 
familles restées au pays à sortir de la pauvreté. Cet article vise à évaluer les impacts, 
positifs et négatif, de ces transferts de fonds, et s’intéresse particulièrement à 
leur rôle dans le financement du groupe terroriste Al-Shabaab en Somalie. Dans ce 
contexte, le système dit « hawala », alternative au système bancaire devenue centra- 
le, et la « zone grise » financière qu'il constitue, feront l'objet d'une attention 
toute particulière.  
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The political influence exerted by trans-national terrorist groups far outshadows the 
relatively modest means available to them. The magnitude of this political effect, 
usually derived from the acute anxiety their activities cause in the general 
population, can at times be enough to pressure governments to acquiesce to their 
demands. Sources of funding to these groups are often difficult to track — 
particularly those that rely on the informal hawala money transfer system — and the 
role of remittances has become indispensable for many. However, remittances also 
remain a crucial form of funding to many developing countries and are therefore an 
important means through which expatriates can lift their families out of poverty in 
their country of origin. The effect of remittances is therefore neither entirely 
negative nor positive and cannot be evaluated in black and white terms, which 
creates a clear tension between the humanitarian and the security communities. This 
paper assesses the positive and negative effect of remittances, with a focus on their 
role in supporting the terrorist group Al-Shabaab in Somalia. In this context the 
hawala system, the reasons for its prevalence, and the financial ‘grey zone’ it 
constitutes will be given particular attention. This grey zone allows people to send 
money abroad without going through formal banking channels, often lifting their 
own communities out of poverty, but is occasionally used for more nefarious 
activities.  

The pace of globalization in the 21st century has made diasporas an endemic feature 

of the international system. A diaspora is defined as a group of people with a 

common origin who reside outside the borders of their homeland —either ethnic or 

religious and real or symbolic — but who identify themselves as part of their 

homeland’s national community, thereby often being called upon to take part in 

homeland-related affairs (Vilkko, 2011). Their role in development, peace and 

conflict constitutes an expansive literature and their engagements — inspired by a 

commitment to the maintenance or restoration of their homeland — are inherently 

characterised by transnationality. Their contributions to both development and 

peacebuilding take a variety of forms. Often, support from diasporas form a vital 

support network for their country of origin’s development. In fact, remittances 

formed more than 10 percent of Gross Domestic Product (GDP) in 27 countries in 

2014, and in a further 10 countries they were equal to more than 20 percent of GDP 

(Migration Policy Institute, n.d.). However, in some cases expat diaspora groups 

abroad may also mobilize to fund armed conflicts and civil wars, as occurred in Sri 

Lanka, Nepal and the Kurdish insurgency in Turkey. This is usually out of reasons of 
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kinship, particularly if the group is linked to a specific local or ethnic support base, 

the impact of which can be particularly strong when there is little state backing or 

presence in a given territory (Vilkko, 2011). 

How communities choose to engage in development and peacebuilding processes 

is generally contingent upon whether they are fragmented or not, which, in turn, can 

often further be determined by whether or not they are conflict-induced. One 

example of a fragmented diaspora group is that of Somalia. Somalis, while sharing 

religion, language and customs, remain divided along clan lines, ranking the 15th 

most ethnically fragmented country in Sub-Saharan Africa out of 43 (Fearon, 2003). 

When conflict-induced groups, particularly refugees created by conflict, spill over 

into neighbouring countries, there is also an increased potential for armed violence 

to spread. Salehyan and Gleditsch (2006) identify conflict-induced population 

movement as a strong explanation for the spread of armed conflict across 

neighbouring national borders. The authors further found that countries with low 

GDP per capita, non-democratic governance structures, large populations and 

significant ethnic polarity within their societies were most likely to experience 

conflict. These findings are echoed by Muggah’s comprehensive study of the 

militarisation of conflict-induced refugees in Africa, which put forward that 

individuals in exile often find that, in light of their relative deprivation, it is more 

socially and economically rewarding to join the ranks of militant organisations, often 

as a means to survive (2006).  

However, diasporas also play crucial roles in both peacebuilding and reconstruction 

efforts, often providing much needed logistical and financial support as well as 

expertise they may have gained elsewhere, with remittances as one of the most 

significant means of support. Often, remittances form a sizeable proportion of GDP, 

particularly during conflict where a national economy is stagnant. In some cases, this 

has even out-paced Official Development Assistance (ODA), as seen in Liberia in 

2007, Kosovo in 1998-99 and Somalia today (Brinkerhoff, 2011). 

Gupta, Pattillo and Wagh argue that remittances may be considered part of a 

private welfare system that ‘transfers purchasing power from relatively richer to 

relatively poorer members of a family, or a community’. Furthermore, they ‘reduce 

poverty, smooth consumption, affect labour supply, provide working capital, and 
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have multiplier effects through increased household spending’ (2009, p. 105). They 

further conclude that remittances have a direct poverty-mitigating effect in Sub-

Saharan Africa, and that they positively affect financial development while helping 

to ease the immediate budget constraints of a household. 

Although remittances are recognized as a crucial means to development, the mere 

act of sending them can be remarkably onerous. This is highlighted by Beck and 

Pería (2009) in a World Bank report, where they argue that remittance costs are 

higher in richer corridors and areas where bank participation is greater. They further 

find that the cost of remittances is usually contingent on the provider in question, as 

well as the country receiving them: for example, the cost of remittances sent from 

the US varies between 3.7 percent to Ecuador and 14.1 percent to Thailand. In 

another example, they find that costs to India vary between 3.1 percent from Saudi 

Arabia to 13.3 from Germany. These high — and often incredibly varied — costs are 

a key explanatory factor in the prevalence of informal remittance networks that do 

not rely on formal financial institutions.  

Figure 1: Global remittance flows and growth 

 

Source: World Bank, ‘Trends in Migration and Remittances 2017’   
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One of the central means by which diasporas in the Middle East, North Africa and 

South Asia send remittances home is through the hawala system. Dating back to the 

8th Century, the network was originally used by traders on the Silk Road as 

protection against theft. This system essentially allows its users to transfer money 

through brokers, or hawaladars, without that money moving through formal financial 

institutions, often vastly reducing the cost and effort this would normally entail. For 

example, someone in New York who wants to send his brother in Somalia some of 

his earnings can simply go to a Somali-owned store that is part of the network, give 

the store owner some cash, and soon the brother will receive a text message saying 

that the amount is ready for collection at a local store in his home country (minus a 

small commission fee). Irrespective of the balance, it can be moved in cash using an 

honour and trust system. Furthermore, no bank accounts are involved in this 

transaction, making it significantly more cost effective for all parties involved, 

particularly where banking is heavily-regulated or simply non-existent. This is 

particularly appealing given the high costs often associated with sending 

remittances mentioned above.  

However, the relative ease of the hawala system, which has played such a large role 

in assisting those in middle- and lower-income countries escape poverty, has not 

gone unnoticed by more nefarious groups. Remittances can often be channelled 

through informal systems used to support continuing conflict. Contributions 

transferred in this way may in fact be used by militant groups, as has occurred in 

Afghanistan, contributing to the perpetuation of violent conflict. This has been 

particularly problematic in the case of Al-Shabaab in Somalia, which has benefited 

extensively from remittances transferred through the hawala system from diaspora 

around the world, including in the US (Vilkko, 2011). In other cases, the relationship 

between the group in question and the diaspora is reversed, with insurgency groups 

instead targeting members of a diaspora through manipulation and extortion in the 

new country of residence, as has happened to Tamils in Canada and Kurds in 

Germany (Brinkerhoff, 2011). 

An increased awareness of this phenomenon has led to the role of remittances as a 

means to support terrorist groups coming under increasing scrutiny. This scrutiny 

was further heightened by the events of 9/11 and the later rise to prominence of 

groups such as Al-Shabaab and ISIS, making this form of transaction increasingly 
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difficult and resulting in efforts to increase regulation in the system (The Economist, 

2015). For many money transfer companies, the impact of this has been significant. 

One such company is Dahabshiil, the biggest international money transfer firm in 

Africa. This firm, owned by Somali trader Mohamed Duale, was originally created to 

circumvent Somalia’s foreign exchange controls. In its early days, it would take 

foreign exchange from Somali migrant workers in Yemen and use it to buy goods to 

import into Somalia, the proceeds of which would be paid out to their relatives. This 

is an illustrative example of the trust element that characterizes the system. 

However, this business is also an example of what a formalized hawala based 

system might look like: Dahabshiil — once an informal business — now logs all 

transactions, identities of senders and recipients, makes use of biometrics and has 

become what The Economist (2015) deemed a ‘sprawling empire’. 

From the perspective of the current financial system, the hawala network can be 

considered a financial ‘grey zone’. Besides several states in the US, India and 

Pakistan, it has largely remained legal in most countries despite pressures to 

formalize, finding itself now trapped in between the informality that makes it so 

cheap and appealing and a rapidly shifting global regulatory environment. Its 

effects cannot be surmised to be entirely positive or negative given the system’s 

current abuse by groups who would use the flow to fund their nefarious activities, 

including actors beyond Al-Shabaab — for example, pirates use the system to move 

funds from Somalia into Kenya (Wadhams, NPR, 2017). As mentioned earlier, 

however, remittances still play a crucial role in developing countries and this is 

unlikely to change until international finance becomes more poor-friendly. 

Recognizing this, the World Bank has begun to promote greater international 

support of the flows to Somalia in order to ensure that they continue to reach those 

in need. This has been in direct response to the numerous banks across the US, UK, 

Canada and Australia that have closed the accounts of Somali remittance 

companies. To help alleviate the harms of this trend, the World Bank has worked 

alongside the Central Bank of Somalia (CBS) to improve key deficiencies in the 

Somali financial sector. This includes the appointment of consulting firm Abryrint AS 

to assist authorities in regulating and supervising money transfer businesses, as well 

as providing assistance in drafting and implementing new regulations for the 

money-transfer business sector that adheres to the new regulatory regime 

established under the AML/CTF Bill that was passed in 2016 (World Bank, 2016). 
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Al-Shabaab’s reliance on remittances is entirely contingent on the lack of what 

Keatinge terms ‘lootable’ and ‘unlootable’ resources such as diamonds, narcotics, 

oil and gas in their territory (2014, p. 9). As such, they have developed a financial 

model that relies on the financial control and surveillance of cash flows, with an 

estimated $70-100 million stemming from duties and fees drawn from air and 

seaports, taxes on goods, services and domestic produce and remittances from 

abroad. The financial support they receive from outside Somalia consists of three 

sources: financial support from the state of Eritrea, donations from international 

jihadists and, finally, diaspora remittances (Vilkko, 2011).  In Somalia — the main 

area of operation for the group — an estimated 14 percent of citizens live abroad. 

This has made remittances a crucial source of finance for the country, reaching a 

total of $1.4 billion and 23 percent of GDP in 2015 (World Bank, 2016). Remittances 

therefore far outweigh the flow of international aid into the country, which only 

amounts to $835 million a year, and that of foreign direct investment at $102 million 

a year (Keatinge, 2014). This further highlights the importance of remittances as a 

force for economic development in the country and the tensions this produces with 

the hawala system’s misuse by Al-Shabaab.  

In the past, diaspora support for the group was stronger than it is today. To 

understand the growth and decline of group remittances one must first understand 

the rise and fall of the Islamic Court Union (ICU), which relied heavily on remittances 

from the diaspora and enjoyed popular support both within and outside of Somalia. 

The Islamic Court movement initially came about as a response to rampant warlord 

activity in Somalia against the backdrop of an increased desire for law and order in 

the country (Keatinge, 2014). The group promised increased control of the areas in 

which it operated as well as much needed public infrastructure, gaining widespread 

popularity and offering for a brief window of time security and essential basic 

services that had long been absent. However, this was brought to a halt after the 

invasion of Ethiopia, which led to the ICU falling apart and plunging the country 

back into anarchy. From this rose Al-Shabaab, an extremely radical and militant 

former segment of the ICU, which had been comprised of a broad range of political 

dispositions. The group soon came to be seen as the main source of resistance 

against foreign forces in the country — which played well into notions of Somali 

nationalism — and led to it being viewed as the main defence against Ethiopia, 
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resulting in growing diaspora support (Keatinge, 2014). After the invasion ended in 

2008, however, this changed and support began to decline.  

Today, this trend is continuing at a rapid pace, particularly in the face of the group’s 

multiple atrocities in recent years. Despite this, however, financial support from 

remittances from extremist sympathizers continues to fund the group, presenting 

persistent problems not only for those in Al-Shabaab’s territory, but those who rely 

on the hawala system to assist their communities globally as well (Keatinge 2014). 

The decrease in international flows of remittances to Al-Shabaab today has been in 

part due to a range international actions, including the arrest and prosecution of 

sympathisers in North America and Western Europe who were found to be 

supporting the group financially, as well as growing domestic scepticism of the 

group’s original support base in response to its use of extreme violence (Vilkko, 

2011). In the US, Al-Shabaab’s designation as a foreign terrorist organization in 

2008 has made it illegal for anyone to provide material support to them, leading to 

several investigations being opened against citizens attempting to provide financial 

support (Keatinge, 2014).  

A further factor contributing to the slowdown is that some banks have since moved 

towards closing transfer services to US-based Somalis altogether. In 2015, the 

Merchants Bank of California — which handled up to 80 percent of transfers from 

the US to Somalia — announced that it would halt all transfers due to new money 

laundering regulations imposed on it by the Office of the Comptroller of the 

Currency. This was described as ‘catastrophic’ by US congressman Keith Ellison of 

Minneapolis. the city with the largest Somali population in the US (BBC, 2015). 

According to Ellison, the resulting decline in remittances would undoubtedly 

exacerbate the humanitarian crisis and erode any progress made by Somalia in 

recent years, given its dependence on this flow for finance. In the UK, the same 

occurred with Barclays bank, which closed a further 250 money transfer businesses 

in 2013 (Gutale, The Guardian, 2015). 

These events are stark reminders for the Somali government of the desperate 

repairs needed in the country’s financial system. The effects of this have been 

severe on those who rely on the flow, with one Guardian report (2015) describing 

evictions of the elderly who rely on the support of their children abroad, as well as 



Remittances, trans-national terrorism and development 

	 	

                          HUMAN DEVELOPMENT RESEARCH INITIATIVE               
 

11	

families losing much needed medical care as a result of being unable to pay. 

Increasingly, governments are beginning to consider alternatives — what the UK 

government has called ‘safe corridors’ — through which diaspora could send 

remittances without Al-Shabaab’s intervention (Keatinge, 2014). One example of 

this could be the encouragement of mobile technologies to transfer funds, 

something that seems to already concern Al-Shabaab given its previous attempts to 

ban the use of mobile money in its territory (BBC, 2010). 

Ultimately, concerns about the misuse of remittances must be balanced against 

their role in development. The flow of remittances has important impacts on 

development, particularly in Somalia and other countries in the global south, where 

they frequently outweigh Official Development Assistance and maintain greater 

stability than private capital flows (World Bank, 2017). Despite the heavy cost of 

sending this money through the international financial system, it remains a key tool 

with which families and communities may lift themselves out of poverty. Until these 

costs are lowered or alternatives are introduced, it is likely that the conditions that 

underpin the preference for informal channels such as the hawala system will 

remain. On the other hand, increasing concerns emanating from the security 

community about the system’s abuse by armed groups, in addition to a shifting 

regulatory environment, seems to be pushing the system swiftly towards its end, at 

least in countries in the west, producing a tension between the humanitarian and 

the international security communities. 

To overcome this challenge, greater accountability and regulation seems inevitable 

and should be ensured. However, this must not come at the price of a substantially 

increased cost for diasporas wishing to send money home. The prevalent use of the 

hawala system by remittance senders is symptomatic of an underlying systemic 

issue: the cost to transfer money made abroad to lower- and middle-income 

countries through the international financial system is simply too high for many to 

rely on it. This in and of itself is problematic and counterintuitive — the transfer of 

finance to poorer countries ought to be cheaper, not more expensive. In the case of 

Somalia, efforts to assist by the World Bank seem to be a step in the right direction. 

Hopefully, the improved regulation will allow Somali remittance transfer companies 

abroad to continue operating in countries where their existence is currently 

threatened, ensuring the economic security of those who rely on remittances, while 
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also reducing the potential for misuse by Al-Shabaab’s support network. Until then, 

the hawala system will continue to exist in the grey zone between formality and 

informality in the broader international financial framework. 
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