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1. Introduction
In	November	2011,	in	its	24th	Foreign	Affairs	Council	meeting,	the	Council	of	the	European	Union	adopted	a	strategic	
framework to guide EU engagement in and partnership with the Horn of Africa region. Beyond the underlying historical 
and geostrategic importance of the region, the EU’s long-term commitment to the region focused on joint regional and 
national partnerships in the areas of peace, security, justice, and good governance and protection of EU citizens, as 
well	as	other	issues	identified	as	posing	common	challenges	such	as	climate	change	and	migration.1 Additionally and 
in	accordance	with	international	humanitarian	principles,	a	commitment	was	made	to	ensure	the	continued	flow	of	
humanitarian	aid	and	support	from	the	EU	into	crisis-affected	countries.

Like many publications, the EU Strategic Framework for the Horn of Africa begins by describing general characteristics 
of	the	region.	Highlights	often	include	violent	civil	conflict	and	unrest,	political	turmoil,	corruption,	extreme	poverty,	
limited institutional transparency, overall low governance capacities, underdevelopment, armed groups and militias, 
interstate rivalries, porous borders, proxy wars and territorial disputes…the list goes on. This disheartening narrative of 
the	Horn	of	Africa	region,	as	being	deeply	afflicted	by	all	sorts	of	malaise,	inexplicably	complex,	and	in	a	general	state	
of tatters and chaotic disrepair, is too often the initial framework and setup that sets the stage in reports focusing on 
the region. 

This	report,	researched	and	drafted	as	part	of	a	broader	EU	anti–money	laundering	and	countering	the	financing	of	
terrorism (AML/CFT) project focusing on the Horn of Africa region,2 aims to acknowledge and address the general pre-
vailing	framework	and	expand	on	it.	Many	reports	do	an	excellent	job	of	quantifying	or	estimating	financial	flows,	illicit	
or	otherwise.	Rather	than	approach	this	topic	from	a	financial	perspective,	this	project	zooms	out	to	shed	light	on	the	
strategic narrative at play because speaking about the troubles of regulating hawalas has been a cyclical conversation 
for	years,	much	like	a	decade	of	drone	fire	and	$2	billion	in	investments	in	Somalia	have	yet	to	bring	stability.	

This	report	aims	to	reframe	and	refine	this	tradition	to	delve	into	and	propose	concrete,	practical	recommendations	
for boosting resilience in cash-intensive industry areas. These areas usually make up most of the economy across the 
Horn,	yet	remain	largely	out	of	the	regulatory	and	supervisory	dialogue,	which	is	traditionally	focused	on	such	financial	
institutions	as	banks.	This	report	considers	the	best	ways	to	regulate	informal,	alternative	cash-based	financial	systems	
and	institutions	and	proposes	recommendations	to	address	the	specific	problems	facing	cash-based	economies	in	
implementing international AML/CFT standards, especially with respect to remittances.

1Council of the European Union, “Council Conclusions on the Horn of Africa,” 14 November 2011, annex, http://www.consilium.europa.eu/uedocs/
cms_data/docs/pressdata/EN/foraff/126052.pdf (containing annex titled “A Strategic Framework for the Horn of Africa”).
2Civipol,	“Civipol:	Lead	Manager	of	the	Anti-Money	Laundering	and	Combating	the	Financing	of	Terrorism	in	the	Horn	of	Africa	Project,”	1	February	
2017, http://www.civipol.fr/en/node/2825.	
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2. Let’s Talk About Cash
Traveling with credit cards right next to a passport is widespread, but also commonplace is a pre-departure stop at a 
bank or an automated teller machine (ATM) to secure a few hundred notes of local or foreign currency. Maybe U.S.dol-
lars, euros, or pound sterling. Also, customary when arriving at a travel destination is to swap those bills for the local 
currency	or	to	skip	the	hassle	altogether	and	withdraw	from	a	local	ATM.	Credit	cards	are	fine,	but	cash…cash	is	the	
most	cost-efficient	and	widely	used	payment	instrument	in	the	world.	Cash	is	what	will	surely	help	secure	goods	at	the	
local market. Some travel destinations might persuade us that cash is endangered when in fact, cash usage worldwide 
is increasing in most countries everywhere.3

The discourse around “killing cash” and moving toward “cashless” economies is ongoing and often driven by multiple 
stakeholders,	such	as	governments	looking	to	increase	the	local	tax	base	and	recordkeeping	or	large	financial	services	
companies	keen	to	see	an	increase	in	profit	margins	as	they	roll	out	new	products	and	services.	The	same	agenda	is	
also	driven	by	international	organizations	focusing	on	financial	literacy	and	increasing	access	to	financial	services	in	
urban	and	rural	environments	alike	or	perhaps	financial	technology	(fintech)	companies	or	cryptocurrency	firms	and	
investors, enthusiastic to drive the latest and greatest in technological developments globally. 

This	report	is	about	the	Horn	of	Africa,	specifically,	about	the	enchantingly	captivating	countries	of	Djibouti,	Eritrea,	
Ethiopia, Kenya, Somalia, South Sudan, Sudan, Tanzania, Uganda, and Yemen. It’s about deepening the knowledgebase 
on contextual issues related to AML/CFT issues in East Africa. Yet, it’s also about unpacking practical day-to-day oper-
ational problems facing cash-intensive economies in implementing international AML/CFT standards and regulatory 
frameworks	that	effectively	achieve	and	maintain	financial	 inclusion	and	integrity.	Where	there’s	a	problem	or	chal-
lenge, there’s also a solution and opportunity.

Paper	money	was	first	introduced	by	China	in	the	11thcentury	and	was	used	for	more	than	500	years	until	European	
paper money was introduced in the 17thcentury.4It took a while for paper money to make its way around the globe to 
the	current	situation	of	164	official	national	currencies	in	circulation	globally.	Some	currencies	are	valued	more	than	
others, some service blocks of countries, and in some instances, more than one currency is circulated within one coun-
try,	for	example,	Panama	(the	U.S.	dollar	and	the	balboa)	and	Bhutan	(the	ngultrum	and	the	Indian	rupee).	In	practice,	
this situation applies in other countries as well.

A lot of economic history took place around the evolution of cash globally and its use and misuse in economic growth 
and	development,	humanitarian	aid,	warfare,	organized	crime,	drug	 trafficking,	human	 trafficking,	wildlife	products	
trafficking,	other	criminal	and	illicit	activities,	and	general	mundane	economic	activity.	Cash	is	an	untraceable	means	
of exchange that enables robust economic activity, licit and illicit alike; drives shadow economies globally; and most 
problematically	and	relevant	to	this	report	facilitates	money	laundering,	terrorism	financing,	and	predicate	offenses,	
namely	underlying	crimes	such	as	drug-related	offenses,	corruption	and	bribery,	fraud,	and	environmental	crimes.5

Cash,	difficult	 to	track	and	regulate	 ,is	so	awful,	no	wonder	we’re	trying	to	 “kill	 it.”Yet,	 it’s	so	very	convenient.	ATMs	
spread, and use is on the rise. Seventy-nine percent of European point of sale transactions are in cash,6 and business-
es see growth when they create a cash payment option.7Growth leads to development, and cash is part and parcel of 
this. 

Cash is critical in providing humanitarian relief in volatile and unstable environments, and money service businesses 
(MSBs)	and	hawalas	record	significant	spikes	in	activity	during	times	of	unrest.	Look	no	further	than	the	Somali	experi-
ence in the 1990s or the Iraqi and Afghan experiences in the 2000s.This makes good sense, given ease of access and 
low-cost	transfers,	as	well	as	the	historical	precedence	of	banks	shuttering	doors	and	fleeing	with	funds,	politicians	
dabbling in taxpayer funds as a personal account, and so on. 

3 “World’s 1st Global Cash Report Reveals Cash on the Increase,” Currency News, April 2018, 
http://www.currency-news.com/issues/april-2018/; G4S Cash Solutions, “World Cash Report 2018,” 2018, https://cashessentials.org/app/up-
loads/2018/07/2018-world-cash-report.pdf;	 Alex	Rolfe,	 “Global	Cash	Report	Reveals	Cash	Payments	Are	on	 the	 Increase,”	 Payments	Cards	 and	
Mobile, 23 April 2018, 
https://www.paymentscardsandmobile.com/global-cash-report-reveals-cash-payments-are-on-the-increase/.
4“World’s 1st Global Cash Report Reveals Cash on the Increase.”
5Financial	Action	Task	Force	(FATF),	“Designated	Categories	of	Offences,”	n.d., http://www.fatf-gafi.org/glossary/d-i/	(accessed 19 May 2019). Some ar-
gue that virtual currencies and cryptos have the very same characteristics as cash. See CipherTrace, “Cryptocurrency Anti-Money Laundering Report: 
2018 Q3,” CAML-20181010B, 2018, https://ciphertrace.com/crypto-aml-report-2018q3.pdf; Roy Katsiri, “Bitcoin Donations to ISIS Soared Day Before 
Sri Lanka Bombings,” 2 May 2019, https://en.globes.co.il/en/article-exclusive-isis-funded-sri-lanka-bombings-with-bitcoin-donations-1001284276.
6“In	2016,	Cash	Was	Used	in	79%	of	All	POS	Transactions	in	Europe,”	Cash	Matters,	21	December	2017,	
https://www.cashmatters.org/blog/2016-cash-was-used-79-all-pos-transactions-europe/.
7Uber, who’s biggest selling point is its electronic payment system, saw exponential growth when it introduced a cash option in Asia, Africa, and 
South America.
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There’s no consensus on what “cash-based society” means. Terms such as unrecorded, hidden, underground, shad-
ow,	grey,	and	cash	economy	are	generally	taken	to	signal	substantial	economic	activity	that’s	not	officially	registered,	
but	these	different	terms	don’t	always	cover	the	same	issues.8 Contemporary AML/CFT stakeholders may all be using 
different	terms	to	address	policy	challenges,	leading	to	a	semantic	miscellany.	Some	focus	on	the	economic	aspects	of	
such	activities:	“[A]ll	economic	activities	that	contribute	to	the	officially	calculated	(or	observed)	gross	national	product	
but are currently unregistered.”9	According	to	a	simpler	definition,	“[A]	cash-based	economy	is	one	in	which	more	than	
50	per	cent	of	the	economic	transactions	in	all	sectors	are	conducted	in	cash,	and	in	which	the	majority	of	the	popu-
lation are unbankable.”10

In the focus countries of this report, cash is the backbone of economic activity and is therefore the formal economy. 
When	more	than80	percent	of	a	country’s	citizens	utilize	money	transfer	services	or	other	nonbank	financial	platforms	
to	conduct	their	day-to-day	activities,	it’s	very	difficult,	perhaps	even	culturally	offensive	to	brush	them	all	into	an	“in-
formal economy” category, often reputationally marred as being grey, shadowy, or illegal. The fundamental conceptual 
tenet is that the operational environment is formally cash driven. Continuing to treat entire countries as constantly 
formalizing, with hawalas on one end and banks at the complete opposite, might just be the one assumption setting us 
up to fail when it comes to implementing AML/CFT regulatory frameworks. There’s a great deal of potential for strong 
economic growth and regulatory opportunity in between those two poles.

One of the key struggles with cash is regulatory oversight and enforcement, not to mention corruption: how to track 
and	intercept	illicit	financial	flows,	to	tax	legal	cash	income,	to	stop	the	close	and	far	hand	from	reaching	into	the	cookie	
jar.	Operationally,	an	increase	in	sniffer	dogs	and	other	cash	detection	methods	and	mechanisms	are	becoming	more	
sophisticated, opening the door for private sector companies to sell products and services for enhanced regulatory 
controls. Yet, when it comes to cash, the fundamental protection countries tend to rely on are cash and goods disclo-
sures, hardly anything to expect from a criminal. 

Forcing	AML/CFT	standards	designed	for	banks	into	a	cash-driven	context	has	gone	far	beyond	trying	to	fit	a	round	
peg into a square hole. We’re now bogged down with layers of regulatory systems and frameworks akin to layers of 
murky	marshland	that	are	simply	unfit	for	purpose,	disproportionate	to	the	market,	ambiguous,	and	wildly	difficult	to	
keep upTodate with nimble criminal and syndicate adaptation. Addressing the regulatory challenges of a cash-inten-
sive	economy	needs	to	move	well	beyond	definitional	issues	of	formal	or	informal.	Regulatory	focus	should	focus	on	
practice, behaviors, and cultural norms, that complex interpolar environment from which we’ve been steering clear. 

Changes to global AML/CFT standards are leading to legal changes at the national level, yet these changes often ap-
pear	to	tick	boxes	instead	of	impact	meaningful	and	effective	change.	These	are	the	layers	of	marshland	raised	earlier.	
When it comes to AML/CFT policy and standards, cultural inclusion doesn’t have a full seat at the decision-making table.

Global standard-setting bodies such as the Financial Action Task Force (FATF) continue to work hard to develop a 
methodology	of	assessment	that	evaluates	the	effectiveness	of	the	overall	AML/CFT	framework.	Yet,	the	process	is	
slow and culturally uneven, mired in technical details and potential barriers related to political will; resources; a lack of 
adequate expertise, investigations, and prosecution capabilities; and general low prioritization. A country embedded 
in	or	recently	released	from	live	conflict	isn’t	necessarily	going	to	prioritize	AML/CFT	issues	when	dire	humanitarian,	
economic, social, and security issues are present.

The	expectation	of	countries	effectively	managing	and	regulating	cash	no	matter	the	contextand	culture	is	part	of	the	
problem.	The	sooner	FATF	brings	to	the	table	the	cash	context,	the	better	off	global	financial	integrity	will	be.	Yet,	con-
textual	environments	and	cultural	and	financial	inclusion	are	also	part	of	the	solutions.	

Global	responses	to	AML/CFT	issues,	poverty	reduction,	shared	prosperity,	and	increased	financial	access	have	led	to	
a	strong	agenda	focused	on	financial	inclusion	and	the	formulation	of	strategic	approaches	in	this	regard.	Financial	
inclusion strategies must account for the 2 billion citizens of the world that do not hold a bank account.11 Inequality 
may	further	rise	as	the	poor	and	unbanked	have	an	even	more	difficult	time	making	payments	and	purchases,	getting	
paid, or receiving aid—or not. Financial inclusion strategies are designed for social cohesion, empowerment, and ef-
fective AML/CFT procedures because it provides a comprehensive framework with all stakeholders in consultation and 
facilitates prioritization and coordination—a truly inclusive process. 

Attempts to curtail cash use in criminal activity have included discussions about the abolishment of high-denomination 
bills,	such	as	the	£50	note,	$100	bill,	the	€500	note,	and	the	CHF1,000	note,	which	would	in	turn	minimize	a	criminal’s	
ability to transport and smuggle bulk amounts of money within countries and across borders.12

8Monika Reinhart, Jenny Job, and Valerie Braithwaite, “Untaxed Cash Work: Feeding Mouths, Lining Wallets,” Australian National University, March 
2004, https://31c5ba79-a-62cb3a1a-s-sites.googlegroups.com/site/valeriebraithwaite/home/pdf/Untaxed%20cash%20work%202004.pdf. 
9Friedrich Schneider and Dominik H. Enste, “Shadow Economies: Size, Causes, and Consequences,” Journal of Economic Literature, vol. 38, March 
2000, pp. 77–114, http://darp.lse.ac.uk/papersdb/Schneider-Enste_%28JEL00%29.pdf.
10Humphrey	P.B.	Moshi,	“Implications	of	Cash-Dominated	Transactions	for	Money	Laundering,”	Institute for Security Studies Situation Report, 19 Octo-
ber 2012,	https://www.files.ethz.ch/isn/154325/Oct2012Moshi.pdf.
11Camilla	Hodgson,	“The	World’s	2	Billion	Unbanked,	in	6	Charts,”	Business	Insider,	30	August	2017, https://www.businessinsider.com/the-worlds-
unbanked-population-in-6-charts-2017-8.
12Peter	Sands,	“Making	It	Harder	for	the	Bad	Guys:	The	Case	for	Eliminating	High	Denomination	Notes,”	M-RCBG	Associate	Working	Paper	Series,	no.	
52	(February	2016), https://www.hks.harvard.edu/sites/default/files/centers/mrcbg/files/Eliminating%2BHDNfinalXYZ.pdf. 
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Existing laws, directives, policies, and instructions have lagged in regulation, oversight, and enforcement of nefarious 
cash-based economic activities and are demonstrating the same when attempting to regulate in the new “cashless 
world” on internet and mobile payment platforms. When looking at regulators, a common theme arises: many pay-
ment innovations simply weren’t contemplated at the time of enactment, and it remains unclear whether and how 
existing regulations apply to payment innovation.

“People	trust	cash.	It’s	free	to	use	and	readily	available	for	consumers,	it’s	confidential,	it	can’t	be	hacked,	and	it	doesn’t	
run	out	of	battery	power-these	unique	qualities	continue	to	hold	significant	value	to	people	living	on	all	continents.”13

Business transactions in the Horn of Africa remain pegged to the U.S.A dollar, but there’s a slight shift to an “unpeg-
ging” from the dollar to minimize risk exposure and avoid adherence to complex regulatory obligations. Some business 
transactions are preferably handled in local currencies, particularly for trade transactions as other rates are generally 
not favorable for traders. There’s been an uptick in use of the Chinese yuan, which has strategic, regulatory, political, 
and social implications. The euro in this geographic context “is useless as smaller euro countries pegged to it.”14

In wrapping up this broad overview, cash not only remains king, but is also queen, prince, princess, and decidedly the 
court	jester.	Learning	how	to	regulate	between	the	poles	of	hawalas	and	banks	within	the	context	of	a	strong	financial	
inclusion strategy that is culturally rooted but accountable of international AML/CFT standards is the balance to strike

. 

13G4S	Cash	Solutions,	“World	Cash	Report	2018,”	p.	4	(foreword	by	Jesus	Rosano,	divisional	chief	executive	officer	of	G4S	Global	Cash	Division).
14Regional	bank	chief	operating	officer,	interview	with	author,	East	Africa,	October	2017.
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3. Consultations, Observations, and Analysis
The	conceptual	perspective	underpinning	this	report	is	that	economic	development	and	financial	integrity,	including	
protections	against	money	laundering	and	terrorism	financing,	are	two	sides	of	the	same	coin.	As	such,	assuring	inclu-
sive in-country consultations and deepening the knowledge base, as a principal matter of process, was fundamental.

We engaged in regional and in-country national-level consultations with public sector stakeholders, including govern-
ment	officials	from	financial	intelligence	units	(FIUs),	central	banks,	supervisory	and	regulatory	bodies,	the	judiciary,	
customs, police, and other law enforcement agencies, as well as donor countries and their representatives. We talked 
with	representatives	of	the	private	sector,	including	financial	and	nonfinancial	institutions,	banks	and	money	transfer	
businesses, trading companies, businesspeople, telecommunication companies and mobile money providers, mem-
bers	of	civil	society,	and	nonprofit	organizations	in	the	Horn	of	Africa,	Europe,	and	the	United	States.	We	supplement-
ed these with questionnaires and online research.

Discussions were rich, insightful, and multifaceted and focused on the following research themes and lines of inquiry:

•	 What’s the political and economic context you face? What are key dynamics and intricacies? 
•	 Describe the characteristics of a cash-based economy? Is a cash-based economy formal or informal?
•	 What	are	money	laundering	and	terrorism	finance,	and	what’s	the	role	of	your	institution	in	combating	them?
•	 How	can	cash-intensive	businesses	be	effectively	regulated	to	allow	business	to	prosper,	balancing	financial	

inclusion	with	financial	integrity?	
•	 How practical are AML/CFT international standards to your operational context and your local economy?

There are several challenges in conducting this kind of regionally focused research and then synthesizing complex 
issues into a few distilled themes and recommendations applicable to individual countries. Grouping these countries 
together under one research umbrella aligns with the EU program but doesn’t align with other institutional structures. 
For example, Ethiopia, Kenya, Tanzania, and Uganda are members of the Eastern and Southern Africa Anti-Money 
Laundering Group (ESAAMLG), but others are not.15Djibouti, Somalia, Sudan, and Yemen are members of the Middle 
East	and	North	Africa	Financial	Action	Task	Force	(MENAFATF).	South	Sudan	doesn’t	participate	in	either.	Affinity	with	
a couple FATF-style regional bodies (FSRBs) within such a tight regional knit may be part of the operational challenges. 

When looking at other examples of regional bodies, such as the Intergovernmental Authority for Development (IGAD),16 
the East African Community (EAC),17or the Common Market for Eastern and Southern Africa,18membership in those by 
the countries examined here does not align with any one group, making analysis and recommendations complicated. 
Beyond basic membership, there’s an issue with general engagement of each country within an organization and the 
political agenda driving that engagement.19

Nonetheless, in the following section, this report synthesizes a list of the key issues and themes that repeatedly came 
up across the region and in multiple conversations. These themes aim to further inform the contextual environment 
because	rooting	policy	 in	local	context	has	always	been	a	key	tenet	of	effective	programming	and	a	critical	change	
factor.

3.1. Business Is Booming—”It’s Happy Hour in East Africa!”20

Mega Industrial Infrastructure Projects Changing the Game and the Board
Mega  projects and investments by local and foreign development banks and agencies are materializing in the Horn at 
a staggering pace, including large-scale infrastructure projects such as pipelines, road networks, ports, and hotels. For 
the	past	three	years,	the	World	Bank	and	the	African	Development	Bank	(AfDB)	have	been	funding	significant	projects	
in sectors such as aviation, roads, energy, railways, and water. The AfDB has supported investments in approximately 
30	airports	across	Africa,	with	Ethiopia	and	Kenya	being	the	main	beneficiaries	in	the	region.	Moreover,	the	AfDB	com-
mitted	more	than	$40	million	for	the	rail	network	that	runs	from	Mombasa	port	to	Kampala.	

Chinese private-public partnerships and mega infrastructure projects are everywhere, and China is the single-largest 
investor in the continent. With these investments come expertise and a slew of economic and social issues, including 
a package of high-interest loans. That storyis elaborated on below. 

The EU, China, and Japan have announced new funding for several projects. For example, a 30-kilometer road between 
Mombasa	and	Mariakani	on	Kenya’s	coast	will	be	funded	by	the	EU	($22	million),	German	development	bank	KfW	($55	
million),	European	Investment	Bank	($55	million),	and	Kenyan	government	($20	million).21Chinese	telecom	firm	Huawei	
15In early 2019, following the thawing of relations between Ethiopia and Eritrea, Eritrea submitted a request for observership in the ESAAMLG.
16The members of IGAD are Djibouti, Eritrea, Ethiopia, Kenya, Somalia, South Sudan, Sudan, and Uganda.
17Its members are Burundi, Kenya, Rwanda, South Sudan, Tanzania, and Uganda.
18Its members are Burundi, Comoros, the Democratic Republic of the Congo, Djibouti, Egypt, Eritrea, Ethiopia, Kenya, Libya Madagascar, Malawi, 
Mauritius,	Rwanda,	Seychelles,	Sudan,	Swaziland,	Uganda,	Zambia,	and	Zimbabwe.
19A useful tool to better understand which country belongs to which organization can be found in an interactive European Centre for Develop-
ment	Policy	Management	map	that	aligns	regional	organizations	in	Africa	with	respective	country	members.
20MSB	chief	executive	officer,	interview	with	author,	October	2017.
21Allan	Olingo,	“EA	Tapping	Into	Donor	Funds	to	Roll	Out	Vital	Mega	Projects,”	East	African,	21	September	2017, http://www.theeastafrican.co.ke/
business/East-Africa-tapping-into-donor-funds/2560-4106572-9q13kuz/index.html.
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will develop a tech city in Konza, about an hour outside of Nairobi, along with an additional highway, all amounting to 
approximately	$670	million.22

Ethiopia is a priority country for the Austrian Development Cooperation,and Denmark for years has supported 
agricultural and other development assistance in Djibouti and Ethiopia. Austria’s main drive for these investments 
relates to poverty reduction, food safety, and rural development, while Denmark is focused on regional stability, 
development,	security	alleviation,	and	maritime	stabilization	off	the	coast	of	Somalia.	Each	has	put	the	empowerment	
of women and the development of democratic institutions on its agenda.23

Tanzania’s	finance	and	planning	minister	has	noted	that	the	government	is	in	talks	with	the	World	Bank,	EU,	Kuwait,	
Abu	Dhabi,	and	the	Organization	of	Petroleum	Exporting	Countries	for	funds	to	support	the	current	and	next	year’s	
budgets.24 The business boom has made its way to the banks and the opening of local branches from regional 
headquarters. 

“Islamic Banking Products and Services Blooming”
Several	MSBs	are	reinventing	themselves	as	banks,	and	there’s	a	general	increase	in	filling	niche	market	areas	with	an	
uptick	in	offerings	from	cooperative	banks	and	Islamic	banking	products.	Financial	institutions	market	their	products	
and	services	and	conduct	outreach	to	potential	clientele	in	accordance	with	a	known	and	specific	value	set,	namely,	
ethical, low-risk, and academic banking. Given that Sharia scholars opine on Islamic banking products and services, 
there’s a general prevailing notion that Islamic banking present lower risks. Although reputational issues arise, with 
some	 stereotyping	 related	 to	 potential	 links	 to	 terrorism	 financing,	 it’s	 generally	 understood	 that	 Islamic	 banking	
options	are	by	and	large	low	risk.	Islamic	banking	products	and	services	inherently	donot	deal	with	loans	and	financing	
of haram (forbidden) elements in Islam, such as proceeds of gambling, casinos, tobacco, khat, and club revenue. 
One	 interviewee,	 commenting	on	 terrorism	financing,	made	an	 interesting	 connection	 to	 the	widely	 known	public	
awareness-raising campaign related to drunk driving and the slogan “don’t drink and drive,” noting that in Islamic 
banking, the parallel would be that you wouldn’t ever be drunk, so why bother sensitizing against alcohol when it is 
socially	forbidden.	Accordingly,	terrorism	financing	would	never	be	embedded	within	Islamic	banking	institutions	or	
products as they are haram.25

Private Sector Penetration in the ‘Silicon Savannah’ – “Huzzah Mobile Banking!”26

Central	Bank	of	Kenya	data	show	the	number	of	transactions	cleared	through	card	payments	rose	to	more	than	54	
million	in	the	first	quarter	of	2018,	about	one	million	more	than	in	the	same	period	in	2017,	reflecting	nearly	2	percent	
growth. The U.S.-held Visa credit card company has partnered with 34 out of 42 Kenyan banks. One of Visa’s country 
managers	in	Africa	notes	that	its	biggest	competition	is	cash	and	not	mobile	platforms	such	as	M-Pesa.	He	said	that	
nearly 90 percent of transactions in Kenya are cash, and that’s where the biggest opportunity lies.27

A	new	class	of	financial	service	providers	(FSPs)	is	dominating	the	remittance	industry	in	Africa,	with	the	prospect	of	
bringing cross-border connectivity to whole new levels.28 Through keen market awareness and astute targeting of 
current	and	potential	customers,	FSPs	are	creating	a	marketplace	for	 innovative	new	products.29The takeaways for 
the Horn, mirrored in the lessons of the Indian mobile banking sector, are interoperability and cooperation among 
regulators	and	FSPs30 as the region transitions from cash to mobile.

At	 the	 nexus	 of	mobile	 access,	 internet	 access,	 and	 new	 technologies,	 the	 likes	 of	M-Pesa,	 Safaricom,	MTN,	 and	
Orange are advancing the potential for less costly money transfers31 while meeting the needs of people from everyday 
shoppers	to	foreign	workers.	Mobile	FSPs	are	increasingly	being	viewed	as	inclusive	competitors	to	cash	in	the	Horn,	
providing	service	options	to	the	large	financially	underserved	population.32	Despite	this,	there’s	a	19.5	percent	gender	

22Omar	Mohammed,	“Kenya	Secures	$666	Million	From	China	for	Tech	City,	Highway,”	Reuters,	26	April	2019, https://www.reuters.com/article/
us-kenya-china/kenya-secures-666-million-from-china-for-tech-city-highway-idUSKCN1S21KG.
23Austrian	Federal	Ministry	for	Europe,	Integration	and	Foreign	Affairs,	“Horn	of	Africa	and	Eastafrica,”	n.d., https://www.bmeia.gv.at/en/europe-
an-foreign-policy/foreign-policy/sub-saharan-africa/horn-of-africa-and-east-africa/ (accessed 19 May 2019).
24Apolinari	Tairo,	“Tanzania	in	Talks	With	Lenders	for	$1.4B	in	Budget	Support,”	East	African,	9	January	2017, http://www.theeastafrican.co.ke/busi-
ness/Tanzania-in-talks-with-lenders-for-USD1-4b-in-budget-support-/2560-3510876-d7hslg/index.html.
25Bank branch country head, interview with author, East Africa, October 2017.
26MSB	chief	executive	officer,	interview	with	author,	October	2017.
27MobileMoneyAfrica, “Kenya: Card Transactions Rise by a Million in Q1,” 10 June 2018, https://mobilemoneyafrica.com/blog/kenya-card-transac-
tions-rise-by-a-million-in-q1.
28Ben	Schiller,	“The	Fight	for	the	$400	Billion	Business	of	Immigrants	Sending	Money	Home,”	Fast	Company,	28	April	2018, 
https://www.fastcompany.com/3067778/the-blockchain-is-going-to-save-immigrants-millions-in-remittance-fees. 
29MSB	chief	executive	officer,	interview	with	author,	October	2017.
30Manish	Singh,	“Inside	UPI:	How	India	Is	Bringing	Mobile	Banking	to	1.3	Billion	People,”	Mashable,	30	August	2016,	https://mashable.
com/2016/08/30/india-upi-payments-system/; C. Leigh Anderson, “Review of Interoperability and Regulations of Mobile Money,” Evans School 
Policy	Analysis	and	Research,	no.	313	(8	September	2015), https://evans.uw.edu/sites/default/files/EPAR_UW_Request_313_Mobile%20Money%20
Regulations%20and%20Interoperability_10.7.15_0.pdf.
31Schiller,	“Fight	for	the	$400	Billion	Business	of	Immigrants	Sending	Money	Home.”
32East	African	cash-transfer	nonprofit	organization	chief	financial	officer,	interview	with	author,	August	2017.
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gap	and	differences	in	urban	and	rural	penetration	rates	within	sub-Saharan	Africa	to	address.33 The lack of gender-
disaggregated	data	 in	particular	 could	be	a	 stumbling	block	 for	 inclusion	efforts.34 Nonetheless, growth of mobile 
money	across	sub-Saharan	Africa,	first	in	East	Africa	and	now	West	Africa,	according	to	the	Findex	survey,	is	broadly	
understood	to	facilitate	inclusion	by	offering	comparative	ease	of	access.35

From	 2011	 to	 2016,	 ecosystem	 transaction	 volumes	 in	 sub-Saharan	 Africa	 grew	 by	 96	 percent36 and have only 
continued growing. From Djibouti (DT) and Ethiopia to Somalia (Hurmoud) and Kenya (Safaricom), the mobile money 
transfer	business	has	large	and	significant	players.37Kenya, the home base of Safaricom and Africa’s “Silicon Savannah,” 
boasts a mobile adaptation rate of 91 percent38 while phone deals reportedly move half of Kenya’s gross domestic 
product	(GDP).39 Among adult Somalis, 70 percent regularly use mobile money services.40 Countries such as Ethiopia 
are trailing a bit farther on the cusp of a digital opening,41with Nigeria and South Africa numbering some of the more 
restrictive	regulatory	environments	influenced	by	perceptions	of	competition.42 Notably, the Central Bank of Kenya’s 
original	risk	assessment	of	M-Pesa	concluded	that	the	FSP	wasn’t	a	direct	competitor	to	traditional	banking.43 As it 
happens,	these	FSPs	compete	more	with	cash.44

There’s	a	potential	for	mobile	FSP	innovators,	viewed	as	cash	competitors,	to	pave	the	way	away	from	cash-intensive	
transfers in the Horn.45 The digital marketplace Jumia (think Africa’s Amazon)witnessed a tenfold growth in smartphone 
sales between 2014 and 2018, with a staggering 70 percent of overall transactions completed using mobile money.46 
Furthermore,	innovative	partnerships	among	different	actors	have	the	potential	to	promote	interoperability	between	
different	mobile	 FSPs	and	banks—both	a	major	 challenge	and	opportunity	moving	 forward.47 A new joint-venture 
between Orange and MTN, coined Mowali, is just such an innovation, allowing transfers between mobile accounts held 
with	different	providers.48Jumia allows for cash payments by customers receiving their packages to its couriers and 
delivery	people,	thus	overcoming	a	significant	operational	hurdle	and	accommodating	all	customer	behaviors.	

There are still obstacles to overcome to maintain the positive trajectory of mobile banking, including in the privacy 
and cybersecurity arenas. CFT is still a challenge for telecoms, and success is dependent on the tide of regulations to 
come.	Because	most	financers	of	violent	groups	are	likely	to	avoid	telephones,	money	movements	generally	can	only	
be followed indirectly.49	Mobile	money–sector	 internal	security	challenges	are	 largely	 identification	and	registration	
and generally have more to do with unbanked populations.50	This	is	also	an	opportunity	as	mobile	FSPs	grow,	allowing	
access to governmental registration to facilitate checkups.51 In this way, there’s potential to reach informal sectors and 
unbanked populations52 in line with FATF recommendations. Overall, transparency and information are emphasized as 
key to developing and maintaining strong relationships.

Most importantly, regulation is doubly a concern for the mobile banking sector because it exists at the intersection 
of	 technological	 advancement	 and	 financial	 service	 innovation.	 Geography-specific	 regulatory	 frameworks	 remain	
a complication. The advancement of technological and inclusion innovations is contingent on scope, direction, and 
applicability	of	regulation	to	the	industry	in	terms	of	how	well	regulators	and	FSPs	can	predict	and	respond	to	one	
another.	M-Pesa,	for	example,	under	the	Central	Bank	of	Kenya,	is	notably	regulated	by	a	raft	of	acts	with	an	existing	

33GSMA,	“The	State	of	Mobile	Money	in	Sub-Saharan	Africa	2016,”	n.d.,	p.	7., https://www.gsma.com/mobilefordevelopment/wp-content/up-
loads/2017/07/2016-The-State-of-Mobile-Money-in-Sub-Saharan-Africa.pdf.
34GSMA	Connected	Women,	“Bridging	the	Gender	Gap	2015:	Mobile	Access	and	Usage	in	Low-	and	Middle-Income	Countries,”	n.d.,	https://www.
gsma.com/mobilefordevelopment/wp-content/uploads/2016/02/Connected-Women-Gender-Gap.pdf.
35Toby Shapshak, “How Mobile Money Continues to Boom in Africa,” Forbes, 27 November 2018, https://www.forbes.com/sites/tobyshap-
shak/2018/11/27/how-mobile-money-continues-to-boom-in-africa/#8509d80205cb.
36GSMA,	“State	of	Mobile	Money	in	Sub-Saharan	Africa	2016,”	p.	9.
37Communications and mobile network operator representative, interview with author, East Africa, August 2017.
38Pauline	Masese	and	Lilian	Makena,	“Kenya	Mobile	Report	2019,”	Jumia,	n.d.,https://www.jumia.co.ke/mobile-report/.
39Charles	Mwaniki	and	Constant	Munda,	“Sh4trn	Mobile	Phone	Deals	Move	Half	of	Kenya’s	GDP,”	Business	Daily	Africa,	24	January	2019, https://
www.businessdailyafrica.com/economy/Sh4trn-mobile-phone-deals-move-half-Kenyas-GDP/3946234-4948816-tg94g1/index.html.
40Jerry Omondi, “Mobile Money Doing Better in Somalia Than Most African Countries,” China Global Television Network, 13 September 2018, 
https://africa.cgtn.com/2018/09/13/mobile-money-doing-better-in-somalia-than-most-african-countries/.
41Abdi Latif Dahir, “Africa’s Dominant Mobile Money Service Is in Talks to Open in Ethiopia,” Quartz, 18 July 2018, https://qz.com/africa/1330712/
ethiopia-to-get-m-pesa-mobile-money-from-safaricom-kenya/.
42Shapshak, “How Mobile Money Continues to Boom in Africa.”
43Alliance	for	Financial	Inclusion,	“Enabling	Mobile	Money	Transfer:	The	Central	Bank	of	Kenya’s	Treatment	of	M-Pesa,”	February	2010,	p.	7, https://
www.afi-global.org/sites/default/files/publications/afi_casestudy_mpesa_en.pdf.
44	Mary-Ann	Russon,	“The	Battle	Between	Cash	and	Mobile	Payments	in	Africa,”	BBC	News,	19	February	2019, https://www.bbc.com/news/busi-
ness-47292757.
45Niti Bhan, “Mobile Money Is Driving Africa’s Cashless Future,” Harvard Business Review, 19 September 2014, https://hbr.org/2014/09/mo-
bile-money-is-driving-africas-cashless-future.
46Masese and Makena, “Kenya Mobile Report 2019.”
47“Africans Continue to Lead the Way on Mobile Money,” Africa Times, 12 February 2019, https://africatimes.com/2019/02/12/africans-continue-to-
lead-the-way-on-mobile-money/.
48Shapshak, “How Mobile Money Continues to Boom in Africa.”
49Communications and mobile network operator representative, interview with author, East Africa, August 2017.
50Ibid. 
51Ibid. 
52Ibid.
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oversight body.53 As the number of players across the sector increases, so does the complexity of regulation, including 
taxation and know your customer (KYC) requirements. Meshing these with other contextual elements such as cross-
border	remittance	flows,	national	inclusion	strategies,	and	data	protection,	as	well	as	opportunity	for	e-government	
solutions, makes for a complicated picture.54 Nuanced evaluation of regulatory frameworks and strategic collaboration 
between	regulators	and	FSPs,	particularly	during	inception	and	launch	of	new	products	and	services,	was	emphasized	
across numerous interviews and noted in the literature to assure the safe growth of the industry.55

3.2. “Beware Reputational Risks and More De-risking Hazards Ahead”56

More than a handful of interviewees noted that foreign/expat/external perceptions about the region are largely 
negative, and this is a deep cause for concern for them. East Africa is often described as a terrorist-infested, lawless, 
reckless, high-corruption, low-capacity, and poverty- or famine-stricken region. They beg to disagree but are aware of 
the business backlash on the region.

Reputational Ills: ‘It Doesn’t Matter What We Do’
Discussions with regional stakeholders such as law enforcement agencies and members of industry revealed concerns 
about the security threats, namely al-Shabaab and the Islamic State of Iraq and the Levant (ISIL), and perceptions in the 
region	as	they	too	“hear	the	news	and	note	the	ongoing	conflict	and	violence.”	Yet,	regional	stakeholders	see	the	news	
“unfolding live, and the U.S. sees them on TV.” This sentiment resonates in regional scholarship as well and contributes 
to a negative yet prevalent narrative related to external “meddling” and infringement on state sovereignty. 

Discussants noted that the United States “is doing worse on anti–money laundering than East Africa.” East Africa is 
playing	host	to	the	superpowers	who	have	introduced	or	intensified	recklessness	[and]	illicit	dealings	with	money	laun-
derers	and	themselves	have	ineffective	regulators	and	regulations.”	Various	listing	practices	were	noted	as	limiting	ac-
cess to donor funds.57“They are actively contributing to sophisticated illicit smuggling routes involving complex air, sea, 
and land routes, utility of transport companies, and cargo, including misusing access provided by commercial aviation 
companies, such as Kenya Airways and Ethiopian Airlines. Members of the local and international media are aggressive 
and relentless in sensationalizing stories, sometimes at the expense of the accurate story and message.” Sensitizing 
journalists and media coverage on AML/CFT-related issues has been proactively taken up by the Horn of Africa AML/
CFT project in April 2019 in Kenya and by the Egmont Group of Financial Intelligence Units in January 2019 in Qatar, to 
raise the bar on analysis and coverage and assure more accurate reporting across the region. Training members of the 
media	and	journalists	alongside	law	enforcement	and	security	officials	offers	force	multiplier	impacts	that	raise	aware-
ness	on	sensitives	issues	such	as	human	trafficking,	corruption,	tackling	politically	exposed	people	and	wildlife	crimes.	

Bankers	have	new	roles	to	play	and	find	themselves	working	as	lobbyists	and	advocates	to	central	banks	and	interna-
tional	partners	coming	into	the	region.	Ongoing	staff	and	customer	education	on	AML/CFT	issues	is	time	consuming	
and	costly,	but	also	seen	as	a	necessity	to	safeguard	the	financial	system	and	stave	off	reputational	criticism.	Bankers	
are now teachers, mediators, and spokespeople. The challenge and negative stigma of correspondence banking have 
deeply	affected	the	banking	sector	in	Djibouti,	which	leaves	little	room	to	offer	big	services	with	little	options	for	the	
unbanked. 

There’s	a	general	sentiment	that	no	matter	how	detailed,	tailored,	granular,	or	fine-tuned	the	KYC	and	due	diligence	
frameworks are, biases and stigmas will continue to fuel negative perceptions of East Africa as a region and its institu-
tional	commitment	to	fighting	money	laundering	and	terrorism	financing:	“No	biometric	identification	system	can	win	
over the negative reputation a Somali businessowner has globally.”58

Yet, discussants repeatedly communicated cheerfulness, commitment, and a hopeful drive to furthering the AML/CFT 
agenda, including components of large-scale visions such as pushing economic prosperity, engaging with regional 
leaders on this agenda, formulating new products and services and a strong “retail vision,” seizing business opportuni-
ties,	grooming	highly	experienced	teams,	and	engaging	in	effective	institutional	planning.	

No Place to Go: “Stop Closing Bank Accounts!”59

The negative reputational issues are contributing to a bigger hazard, bank de-risking, which leads to even more elusive 
financial	access.	De-risking,	or	debanking,	is	a	term	and	concept	with	national,	regional,	and	global	impacts	and	refers	
to the wholesale closure of accounts perceived as high risk, such as MSBs, nongovernmental organizations (NGOs), 

53East	African	central	bank	senior	officer,	interview	with	author,	August	2017.
54GSM	Association,	“State	of	the	Industry	Report	on	Mobile	Money:	2018,”	2019,	p.	6, 
https://www.gsma.com/mobilefordevelopment/wp-content/uploads/2019/02/2018-State-of-the-Industry-Report-on-Mobile-Money.pdf.
55Senior policy and AML adviser to the Kenyan government, interview with author,August 2017; Regional multilateral bank chief economist, 
interview with author, Uganda and Eritrea, August 2017; East African FIU head 1, interview with author, October 2017; East African FIU head 2, 
interview with author, 2018.
56East	African	regional	bank	chief	operating	officer,	interview	with	author,	October	2017.
57Gatonye	Gathura,	“Kenya	Now	Put	on	Donor	Black	List,”	Standard	Digital,	20	May	2017, https://www.standardmedia.co.ke/article/2001240408/
kenya-now-put-on-donor-black-list.
58Regional	bank	chief	executive	officer,	interview	with	author,	Djibouti,	October	2017.
59MSB representative in East Africa, interview with author,December 2017.
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correspondent banks, and foreign embassies.60

FATF	promotes	a	risk-based	approach	to	AML/CFT	issues	that	flexibly	allows	banks	to	exit	relationships	with	clients	
whose risk it can’t adequately manage, but we’re seeing a trend toward closing accounts of entire sectors rather than 
individual	businesses,	or	an	“aggregate	effect”	of	the	case-by-case	approach.	The	Horn	of	Africa	is	heavily	hit	by	de-risk-
ing. 

This is often being done without a close assessment of AML/CFT practices and instead is based on the perception of 
vulnerability within the sector or other business-related considerations. The closing of perceived high-risk accounts 
has	important	implications	for	financial	inclusion.	Cutting	MSBs,	NGOs,	and	correspondent	banks	serving	populations	
that	are	already	struggling	with	limited	access	to	banking	or	the	international	financial	system	off	from	access	to	bank-
ing services essentially ensures they step out of banking altogether, taking with them the visibility regulators would 
have into their transactions. 

An extensive research base has developed around the problem of de-risking, with some of the general arguments 
being that the practice is not in line with international guidelines and that closing accounts pushes high-risk customers 
to	smaller	financial	institutions	who	are	ill	equipped	to	deal	with	the	magnitude	and	sheer	scope	of	transactions,	not	to	
mention toward transacting in less regulated channels. De-banked customers are often left without recourse or clear 
explanation as to the reason their account was closed and at a loss and standstill as to where to take their business 
next. In addition, when money disappears from banks, there is less money to tax because the fallback is voluntary 
disclosure, which altogether leads to a system-wide decrease in transparency. 

Access to correspondent banking has been declining over the past few years and is currently at a chokehold. Depen-
dency on international correspondent banking is volatile—a Dutch bank is still operating, while U.S. and French banks 
have	 retreated	 or	 exited	 the	market.	New	 client	 onboarding	 systems	 in	 financial	 institutions	 and	well-established	
money transfer businesses have been largely revamped to align directly with international standards and expectations 
to tick the KYC boxes. Systems are user friendly, and data is easily accessible and manipulated to demonstrate tiered 
analysis	of	risk	groups	and	proper	customer	risk	segmentation.	Banks	and	money	services	offered	that	selectivity	of	
clients and business relationships is critical to the maintenance of a banking license. Onboarding a less-than-impecca-
ble client may mean loss of a banking license or severe reputational damage.

Constant Losers: Loss of Correspondent Banking Relationships
The	International	Monetary	Fund	(IMF)	notes	that	correspondent	banking	relationships	(CBRs)	are	defined	as	“bilateral	
arrangements, often involving a reciprocal cross-border relationship in multiple currencies whereby one bank 
(the correspondent) provides a deposit account or other liability accounts, and related services, to another bank 
(the	 respondent),	 often	 including	 its	 affiliates.”61 These correspondent banking services are imperative in enabling 
companies and individuals to make international transactions and cross-border payments. 

The pattern of de-risking within correspondent banking has been an ongoing issue in recent years with gradual 
closures.62 Much of the shift was in response to changes in regulations and the increased perception of high-risk 
clientele. In the region, the drivers of de-risking and the termination of CBRs are therefore twofold. First, some banks 
terminated	CBRs	because	they	didn’t	find	the	relationship	to	be	cost	effective.	Secondly,	other	banks	severed	these	
relationships	because	of	a	perceived	inability	to	manage	money	laundering	and	terrorism	financing	risks,	leaving	them	
vulnerable	to	fines	and	sanctions	by	international	and	regional	regulators	under	AML/CFT	requirements.63

In	2015	the	World	Bank	conducted	a	survey	of	the	de-risking	phenomenon	in	the	Group	of	20	countries	with	a	focus	
on its impact on international money or value transfer services. The study found that the decline in CBRs was most 
prominent in large international banks and that the highest rates of termination or restriction were in the United 
States, followed by the United Kingdom, France, Germany, Canada, Italy and Spain.64 Further, the closure of CBRs 
mostly impacted check clearing and settlement, cash management services, and international wire transfers. Of those 
actors	impacted,	money	transfer	operators	and	other	remittance	companies	were	the	most	affected,	followed	by	small	
and medium-sized banks, exporters, and international business companies.65

Where large international banks end their services, the remaining options result in a great deal of volatility for the local 
markets and economy. For example, the closure of Deutsche Bank in Djibouti meant these businesses turned to other 
ways of making cross-border transactions, such as nested banking relationships, hawala-type transfers, and the use of 

60For	additional	information,	see	Tracey	Durner	and	Liat	Shetret,	“Understanding	Bank	De-risking	and	Its	Effects	on	Financial	Inclusion:	An	Explorato-
ry	Study,”	Oxfam	and	Global	Center	on	Cooperative	Security,	November	2015, https://www.oxfam.org/sites/www.oxfam.org/files/file_attachments/
rr-bank-de-risking-181115-en_0.pdf.
61Eastern and Southern Africa Anti-Money Laundering Group (ESAAMLG) Working Group on Risk, Compliance and Financial Inclusion, “Survey Report 
on De-risking in the ESAAMLG Region,” September 2017, https://esaamlg.org/reports/ESAAMLG_survey_reports_on_de%20_risking.pdf (hereinafter 
ESAAMLG working group report).
62East	African	regional	bank	chief	operating	officer,	interview	with	author,October	2017	with	regards	to	local	examples	among	big	banks	such	as	
Standard	Charter	and	the	Bank	of	Africa.	For	additional	info.	see:	Tracey	Durner	and	Liat	Shetret.	“Understanding	Bank	De-risking	and	its	Effects	
on	Financial	Inclusion.”	Oxfam,	2015.	https://www.oxfam.org/sites/www.oxfam.org/files/file_attachments/rr-bank-de-risking-181115-	en_0.pdf.
63ESAAMLG working group report; researchers and academics meeting at the Remittance Center of the Kenya School of Monetary Studies, Nairobi, 
August 2017; Horn of Africa think tank and consultancy chairman, Nairobi, interview with author, August 2017. 
64Ibid.
65Ibid.
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sister-branch correspondents for trade and commercial relationships.66

As	in	the	case	of	Djibouti,	regional	banks	often	meet	or	exceed	international	standards	through	staff	training	on	AML/
CFT regulations, customer trend analysis, fraud detection mechanisms, clean data, and regular audits. This puts the 
onus on banks themselves to understand and teach AML/CFT policy and mentor their client base on compliance 
measures.67In one case reviewed, banks provided three months’ notice of upcoming account closures. In this way, it’s 
unclear how banks can further prove their compliance and lower the perception of risk. 

Moreover, international entities such as aid and development agencies are impacted by the loss of CBRs because 
their	banking	needs	cannot	be	served	properly.	This	often	results	in	difficulty	providing	necessary	programming.	For	
example,	in	Somalia	the	UN	Development	Programme	can	receive	international	funds	but	can’t	repatriate	them	due	
to a lack of correspondents willing to operate in Somalia.68 Turning to hawala and money transfer services is inevitable 
and a reality on the ground. 

3.3. Powerful Players and Proxy Power Struggles
The	story	of	cash	is	not	confined	to	the	Horn	alone,	but	includes	external	players	vigorously	contributing	to	the	influx	
and	flow	of	funds	in	and	through	the	region.	China,	the	EU,	Turkey,	Qatar,	Saudi	Arabia,	the	UAE,	U.S.	are	some	of	the	
biggest players who have interconnected geopolitical, development, and economic interests with Horn countries.69

In Djibouti, Kenya and Somalia ports and ships are central to trade with Gulf states and the vast trucking and now rail 
industries serve rapidly developing yet landlocked markets such as Ethiopia.70Wildlife products are often destined for 
China and other Asian destinations.71Transactions are mostly settled in cash including those related to construction 
materials, trade and provision of humanitarian aid and donor funds. Cash couriering and the carrying in of cash 
suitcases	 continue	 to	 be	 vulnerabilities	 noted	 by	 customs	 officials	 and	 other	 law	 enforcement	 agencies.72 Donor-
supported activities such as trainings and workshops often draw in cash which is then redistributed to participants, 
vendors and various service-providers. While not inherently illicit, certainly impactful on the availability and circulation 
of foreign currencies on the black market. 

Somalia	presents	an	interesting	case	for	examining	cash	inflows	from	external	players.	In	April	of	2018,	an	Emirati	cash	
payment	on	the	order	of	9.6	million	dollars	(USD)	was	seized	in	Mogadishu	off	of	an	aircraft.73 The funds were allegedly 
intended to support Somali military training and operations against “Islamist militants,” and were reportedly seized by 
Somali security forces.74	Briefcases	and	bags	of	cash	flying	into	Somalia	is	not	new,	with	reports	of	Somali	politicians	
bringing in large cash payments to support elections or racketeering, while millions have reportedly disappeared from 
the combined cash associated with Arab states, port revenues, airport, khat trade and telecoms.75 Meanwhile, the UAE 
is	also	identified	in	at	least	one	report	as	a	main	destination	for	the	proceeds	of	piracy,	with	Dubai	financial	institutions	
characterized	as	“a	big	worry”	for	illicit	flows	of	cash.76 “Trade-based-money laundering” is a term applied to some port 
operations with investors abroad and has been the focus of attention of anti-money laundering capacity building train-
ings.77 Issues of fraudulent bills, over-invoicing and under-invoicing also continue to challenge local authorities and are 
particularly	difficult	to	investigate	and	evidence	due	to	the	slippery	characteristics	of	cash.		

The	region	is	also	experiencing	the	tug-of-war	for	soft-power	and	strategic	 influence	by	various	actors,	where	cash	
inflows	directly	and/or	indirectly	facilitate	illicit	activity.	Daytime	soap	operas	and	television	content	from	source	coun-
tries such as Turkey and China are strategically penetrating the region. Dubbed series and news updates are on the 
rise, projecting new ideas, views and opinions shaping local views and discourse including on investments and trade. 
Cash runs the gamut of both licit and illicit economic times between Horn of Africa countries and external actors. 

66East	African	regional	bank	chief	operating	officer,	interview	with	author,	October	2017.
67Ibid.
68ESAAMLG working group report.
69Please	see	Annex	1	for	additional	context	and	background	related	to	extra-regional	actors
70The Economist, “Read Sea Scramble: The UAE is scrambling to control ports in Africa,” Middle East and Africa, 19 July 2018, https://www.economist.
com/middle-east-and-africa/2018/07/19/the-uae-is-scrambling-to-control-ports-in-africa(Accessed 19 June 2019).
71Bryan	Christy,	“Special	Investigation:	Inside	the	Deadly	Rhino	Horn	Trade,”	National	Geographic,	October	2016, https://www.nationalgeographic.
com/magazine/2016/10/dark-world-of-the-rhino-horn-trade/ (accessed 19 June 2019).
72Author	meetings	with	East	African	port	and	customs	officials,	multiple	countries,	December	2017.	
73Reuters,	“UAE	Denounces	Seizure	of	Cash	and	Plane	in	Somalia,”	Middle	East	and	North	Africa	10	April	2019,	 https://uk.reuters.com/article/
uk-somalia-politics-emirates/uae-denounces-seizure-of-cash-and-plane-in-somalia-idUKKBN1HH21P (accessed 19 June 2019).
74Ibid.
75Katharine Houreld, “Millions in cash payments missing in Somalia,” NBC News, last updated 24 May 2013, http://www.nbcnews.com/
id/43156209/ns/world_news-africa/t/millions-cash-payments-missing-somalia/#.XQut8JNKhQJ (accessed 19 June 2019).
76The	Economist,	“Somali	Piracy:	More	Sophisticated	Than	You	Thought,”	Middle	East	and	Africa,	31	October	2013,	https://www.economist.com/
middle-east-and-africa/2013/10/31/more-sophisticated-than-you-thought (accessed 19 June 2019).
77Ibid.
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Extra Dragon Love – China
China	specifically	has	taken	note	of	the	“happy	hour”	ongoing	in	the	region	and	has	fast-tracked	its	bilateral	develop-
ment and investments in the region, seizing opportunity at every opening. China is the second-largest global economy 
and projected to overtake the United States in the next few years. Chinese presence in the Horn of Africa is seen and 
felt	throughout	the	region	as	providers	of	mega	infrastructure	projects,	architects,	financial	advisers,	investment	funds	
providers, and developers. The appearance of Chinese business partners across the gamut of business sectors and 
industry hasn’t been spontaneous, organic, or uncoordinated. In fact, Chinese leaders have been increasingly more 
proactive	and	specifically	focused	on	shaping	global	development	trends.	From	2006	to	2016,	Chinese-African	trade	
increased	from	$55	billion	to	$145	billion.	China	also	increased	its	foreign	investment	on	the	continent	from	$2.6	bil-
lion	in	2006	to	$35	billion	in	2015.78

South Africa is China’s largest trading partner in Africa and the largest recipient of its investments in its Belt and Road 
Initiative, touted as the “Chinese solution to global economic blues.”79 Launched in 2013, the road map essentially 
mobilizes billions of dollars into cross-border, cross-continent infrastructure investments, logistically linking them to 
create	two	physical	routes.	“China	has	already	financed	and	built	a	$4	billion	railway	between	Djibouti	to	Addis	Ababa,	
the	continent’s	first	transnational	electric	railway.	In	Kenya,	a	Chinese	firm	has	built	a	new	railway	connecting	Nairobi	to	
the country’s port city of Mombasa. Eventually it will reach Uganda, Rwanda, and the Democratic Republic of Congo.”80 

East Africa and the Building BRICS
Because the African continent faces increasingly burdensome and inhibitive regulatory restrictions working with devel-
oped countries, countries in the region engage more with like-minded developing countries. Brazil, Russia, India, China, 
and	South	Africa—the	BRICS—are	leaving	their	footprint	across	Africa	with	amplified	presence	in	the	Horn	of	Africa.	
The	socioeconomic	and	political	implications	of	their	increased	capital,	investments,	and	influence	are	felt	throughout	
the Horn and have been steadily increasing over the past 10 years. 

Combined,	the	BRICS	represent	3.6	billion	people,	roughly	48	percent	of	the	global	population.81 In September 2017, 
China	invited	Egypt	and	Kenya	to	the	9th	BRICS	summit.	Along	the	same	lines,	Guinean	President	Alpha	Condé,	rep-
resenting the African Union (AU), attended the summit.82 African participation and engagement are on the rise as the 
BRICS	seek	to	expand	the	economic	circle	to	BRICS	Plus.	

European Institutional Investments, Donorship, and Contrition 
In	2016	the	EU	Justice	and	Home	Affairs	Ministerial	Council	urged	for	counterterrorism	efforts	to	be	reinforced	at	the	
national	and	EU	levels,	citing	terrorism,	radicalization,	recruitment,	and	terrorism	financing	among	the	main	threats	to	
internal	security.	This	follows	211	failed,	foiled,	or	completed	attacks	recorded	in	six	EU	member	states	in	2015,	leading	
to	151	deaths	and	more	than	360	injured.	Such	attacks	likely	will	impact	funding	in	the	Horn	of	Africa	by	increasing	
donorship and funding for counterterrorism initiatives.83

78UN	Conference	on	Trade	and	Development	(UNCTAD),	“World	Investment	Report	2016;	Investor	Nationality:	Policy	Challenges,”	2016,	pp.	36–87,	
https://unctad.org/en/PublicationsLibrary/wir2016_en.pdf.
79Tom	Phillips,	“The	$900bn	Question:	What	Is	the	Belt	and	Road	Initiative?” Guardian, 11 May 2017, https://www.theguardian.com/world/2017/
may/12/the-900bn-question-what-is-the-belt-and-road-initiative. 
80Lily	Kuo,	“There’s	One	Major	Pitfall	for	African	Countries	Along	China’s	New	Silk	Road,”	Quartz,	15	May	2017,	https://qz.com/983581/chinas-new-
silk-road-one-belt-one-road-project-has-one-major-pitfall-for-african-countries/. 
81Muhammad	Zamir,	“BRICS:	Stronger	Together,” Dhaka Tribune, 24 September 2017, http://www.dhakatribune.com/opinion/op-ed/2017/09/23/
brics-stronger-together/. 
82Richard	Li,	“What	Benefits	Can	Africa	Derive	From	the	BRICS	Partnership?”	How	We	Made	It	in	Africa,	1	October	2017, https://www.howwemadeit-
inafrica.com/benefits-can-africa-derive-brics-partnership/.	
83Patrick	Mutahi	and	Mutuma	Ruteere,	“Where	Is	the	Money?	Donor	Funding	for	Conflict	and	Violence	Prevention	in	Eastern	Africa,”	IDS	Evidence	
Report, no. 217 (January 2017), https://opendocs.ids.ac.uk/opendocs/bitstream/handle/123456789/12725/ER217_WhereistheMoneyDonorFund
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The EU recognizes both the need to address the threat of terrorism and money laundering and the development 
of cooperation within external regions in order to prevent or counter violent extremism. The EU Counter-Terrorism 
Strategy is comprised of four pillars—prevent, protect, pursue, and respond—that attempt to reduce the instances 
of terrorism globally while respecting human rights in its policies.84 Unlike other strategies, the “prevent” pillar focuses 
on noncoercive measures that aim to prevent or mitigate violent extremism. The other three pillars rely on traditional 
policies and institutions, such as law enforcement and military and intelligence services, to implement coercive 
measures.85 The acknowledgement that security measures alone can’t address the nature of terrorism or its enabling 
environments	is	further	reflected	in	the	2016	UN	Plan	of	Action	for	the	Prevention	of	Violent	Extremism.86

The EU follows operational guidelines based on counterterrorism and preventing and countering violent extremism 
principles because of the belief that sustainable development in the Horn can’t be achieved without the establishment 
of peace and security. In this way, development and poverty eradication are necessary for lasting peace and stability 
in the region.87

From aid to trade. Following	 the	2008	financial	crisis,	 leading	official	development	assistance	contributors	across	
Europe are increasingly limiting aid missions while looking for opportunities for business and markets for their goods 
and services in Africa.88 For example, the Netherlands has steadily reduced its development budget since 2014. 
Simultaneously, its embassy in Kenya will aim to become more prominent in order to increase Dutch involvement in 
the	private	sector.	In	this	way,	public	funds	will	be	utilized	to	leverage	private	investment,	driving	a	mutually	beneficial	
economic relationship between Kenya and the Netherlands based on trade rather than development funds.89

In 2011 the UK launched the African Free Trade Initiative in the hopes of using trade as a way to catalyze economic 
growth.90	The	program	focuses	on	providing	political,	financial,	and	technical	support	in	order	to	minimize	tariffs	and	
nontariff	barriers	to	intra-African	trade	and	global	trade	opportunities.91 The initiative is meant to work with development 
strategies of African countries that promote progressive regional integration with the objective of establishing the 
African	Economic	Community,	as	outlined	by	the	AU	Plan	for	Boosting	Intra-African	Trade.92

From	2011	to	2014,	the	UK	has	disbursed	$2.6	billion	on	Aid	for	Trade	to	Africa,	including	initiative	programs.	Over	this	
time,	investment	saw	an	upward	trend,	from	$479	million	in	2011	to	$790	million	in	2014.93

State stabilization. European donorship can also be seen in the form of state-building interventions in countries 
such	as	Somalia.	 In	2015	the	EU,	Denmark,	 Italy,	Norway,	and	Sweden	pledged	more	than	$106	million	over	three	
years toward programs under the peacebuilding and state-building goals of the Somali Compact. These funds support 
military, humanitarian, political, and economic activities aimed at state formation processes, constitutional review, 
electoral support, rule of law, youth employment, and institutional capacity development. By focusing funds on peace- 
and state-building processes, donors hope to support the administration against al-Shabaab and toward a durable 
and	lasting	settlement	of	the	ongoing	conflict	in	Somalia.94 Another example of joint funding is the Somali Stability

Fund,	an	initiative	financed	by	Denmark,	the	Netherlands,	Sweden,	the	UAE,	the	UK,	and	the	EU.	This	program	similarly	
funds	conflict	resolution	processes,	institution	building,	and	governance	projects.95

Discussions across the board across all stakeholders indicated that the coordination of funding and programming 
priority	remains	weak	and	flimsy,	requiring	significant	coordination	and	effort	to	align	with	“do	no	harm”	principles.	
Coordination mechanisms are often adhoc and inconsistent in application or duration and vary between countries. 

U.S.A ZoomIn on Countering Violent Extremism
In the wake of the 11 September 2001 attacks on the United States, the White House and Congress have worked to 
prevent terrorism on U.S. soil and to ensure those perpetrating and supporting such violent extremism are punished 
appropriately.	As	a	result,	the	United	States	enacted	the	USA	PATRIOTAct	and	strengthened	AML/CFT	regulations.96The 
United States has jurisdiction globally at every junction of U.S.A dollar transactions even if conducted outside U.S.A 
borders.	Today,	the	impacts	of	these	regulations	persist	in	hopes	of	limiting	cash	flows	to	terrorist	organizations	op-
erating in the Horn of Africa. 
ingforConflictandViolencePreventioninEasternAfrica.pdf?sequence=1&isAllowed=y.
84Civipol	and	the	Royal	United	Services	Institute	for	Defence	and	Security	Studies	(RUSI),	“Operational	Guidelines	on	the	Preparation	and	Imple-
mentation	of	EU	Financed	Actions	Specific	to	Countering	Terrorism	and	Violent	Extremism	in	Third	Countries,”	n.d., https://ec.europa.eu/europe-
aid/sites/devco/files/eu_ct_cve_guidelines.pdf.
85Ibid.
86Ibid.
87Ibid.
88Mutahi and Ruteere, “Where Is the Money?” 
89Ibid.
90UK	All-Party	Parliamentary	Group	for	Trade	Out	of	Poverty,	“Inquiry	Into	the	UK’s	Africa	Free	Trade	Initiative,”	October	2016,	http://tradeoutofpov-
erty.org/wp-content/uploads/2016/10/Inquiry-Into-The-UKs-Africa-Free-Trade-Initiative-final-approved.pdf.	
91Ibid. 
92Ibid.
93Ibid.
94Ibid.
95Ibid.
96Stephen	Kingah	and	Marieke	Zwartjes,	“Regulating	Money	Laundering	for	Terrorism	Financing:	EU-US	Transnational	Policy	Networks	and	the	
Financial	Action	Task	Force,”	Contemporary	Politics	21,	no.	3	(2015):	341–353.	
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Money laundering itself has been illegal in the United States since enactment of the Money Laundering Control Act of 
1986,	but	it	mainly	allowed	prosecutors	to	pursue	and	prosecute	domestic	cases.97International perpetrators could 
not	be	prosecuted,	and	under	U.S.A	 law,	 the	standard	of	proof	was	very	high	and	difficult	 to	satisfy	when	proving	
specified	unlawful	activities.98 Eventually, the Foreign Money Laundering Deterrence and Anticorruption Act (FMLDA) 
of 1999 broadened U.S. AML laws to make international prosecution feasible. Under the FMLDA, KYC regulations are 
stricter and apply to foreign entities, and currency transaction reports are mandatory.99 Further, under the act, the 
U.S.secretary	of	the	treasury	can	instruct	U.S.A	executive	directors	of	international	financial	institutions	such	as	the	IMF	
and World Bank to withhold their votes on loans to governments deemed to have participated in money laundering, 
except for in cases where loans are essential for humanitarian aid.100

Domestically, the U.S.A Department of Justice and Federal Reserve Board levied penalties against Standard Chartered 
Bank,	while	several	U.S.A	agencies	 imposed	unprecedented	fines	on	HSBC.	 In	the	case	of	Standard	Chartered,	the	
institution was deemed to have violated sanctions imposed by the United States on Iran, Libya, and Sudan.101 These 
severe	penalties	demonstrate	the	strict	financial	environment	and	the	perception	of	risk	when	it	comes	to	the	security	
implications	of	money	laundering	by	financial	institutions.

U.S counterterrorism abroad.Al-Shabaab reportedly remains the most prominent threat to regional stability in 
East Africa.102 The terrorist group controls territory in parts of southern and central Somalia and continues to accrue 
resources	and	fighters.	The	United	States	therefore	provides	counterterrorism	support	to	the	African	Union	Mission	
to	Somalia	(AMISOM)	by	training	staff	in	Somalia’s	security	sector	and	improving	local	law	enforcement	crisis-response	
capacity.103

In	conjunction	with	support	for	AMISOM,	the	United	States	established	the	Partnership	for	Regional	East	Africa	Coun-
terterrorism	(PREACT)	in	2009.	The	program	is	meant	to	build	counterterrorism	capability	and	cooperation	among	mil-
itary, law enforcement, and civilian actors within the region.104	PREACT’s	mission	is	to	reduce	the	operational	capacity	of	
terrorism	networks,	develop	rule	of	law	partnerships	among	nations,	enhance	border	security,	counter	the	financing	of	
terrorism, and reduce radicalization and recruitment to violent extremism.105	Active	PREACT	partners	include	Djibouti,	
Ethiopia,	Kenya,	Somalia,	Tanzania,	and	Uganda.	PREACT	serves	as	an	interagency	mechanism	for	the	United	States	
to coordinate counterterrorism programming, with ongoing joint training exercises in Kenya, Tanzania, and Uganda.106

3.4. Spoilers

Bureaucratic Bottlenecks and Regulatory Troubles
Barriers to entry. There are several key barriers to entry for business, including lackluster regulatory frameworks, vari-
ations in licensing regimes, laxity of consumer protections, and persistent tax avoidance.107

Taxation	is	one	of	the	biggest	concerns	for	evasion	or	deception	of	regulatory	frameworks,	where	it	proves	difficult	to	
produce joint monitoring systems for taxation, such as in the EU.108 More than a simple unwillingness to pay, individu-
als	who	believe	tax	revenue	is	not	wisely	spent	see	no	direct	benefits	from	contributions	to	the	state.109 Less developed 
countries	especially	are	generally	reliant	on	taxation,	with	an	estimated	45	percent	of	government	revenue	collected	at	
borders among developing countries in 2014.110 The avoidance of customs duties and taxation at borders, therefore, 
is a matter of concern for the revenue streams of these governments.111

There are real regulatory and environmental barriers to the growth of these new technologies.From formal banks 
and	exchange	 companies,	 inefficiencies	of	 global	money	 transfer	 systems	also	 appear	profitable	 to	 “special	 inter-
ests.”112High barriers to entry are also at play due to the cost-intensive nature of the regulatory and compliance land-

97Ibid.
98Ibid.
99Ibid.
100Ibid.
101Ibid.
102Bureau	of	Counterterrorism,	U.S.	Department	of	State,	“Country	Reports	on	Terrorism	2016,”	July	2017,	https://www.state.gov/wp-content/up-
loads/2019/04/crt_2016.pdf.	
103Ibid.
104Ibid.
105Ibid.
106Ibid.
107Donor	government	senior	AML	and	legal	specialist,	interview	with	author,	Nairobi,	August	2017;	UN	monitoring	group	official,	interview	with	
author, Nairobi, August 2017.
108East African FIU analyst, interview with author, August 2017; Donor government senior AML and legal specialist, interview with author, Nairobi, 
August 2017.
109East African FIU analyst, interview with author, August 2017; EU political adviser on the Horn of Africa and Middle East, interview with author, 
Nairobi, August 2017.
110UNCTAD, “Trade Facilitation and Development,” Transport and Trade Facilitation Series,	no.	7	(2016),	p.	12, https://unctad.org/en/PublicationsLi-
brary/dtltlb2016d1_en.pdf.
111Ibid.
112Schiller,	“Fight	for	the	$400	Billion	Business	of	Immigrants	Sending	Money	Home.”	
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scape.113 The AML/CFT regulatory cost of doing business poses challenges to even the established Western Unions 
among the pack.114	The	difficulties	with	this	for	new	technologies	range	from	a	lack	of	coordination	mechanisms,	limit-
ed licensing and registration, and existing or still undeveloped regulatory structures.

‘Anticash Agenda’115

A unique challenge in the Horn of Africa is cooperation among states to produce an AML/CFT regime acceptable to 
outside capital. If the motto is “We need money,” the caveat is “Money needs regulation.” From one country to the 
next,	money	flows	fairly	easily	in	the	Horn.116 Cash is still king,117 and the U.S. dollar remains the currency king.118Yet, 
increased distrust of cash from outside, coupled with continued barriers to the regulation that facilitates preferred 
bank transactions, is trouble for business. 

The use of cash is considered one of the primary reasons for triggering suspicious transaction reports (STRs) in many 
countries.119The	widespread	reliance	on	cash	makes	disentangling	transactions,	particularly	seen	with	beneficial	own-
ership	investigations,	even	more	difficult.120Yet, the increased culture of distrust for cash becomes a point of tension 
for low- and middle-income countries and aid agencies within them, who are increasingly adopting the practice of cash 
transfers for poverty reduction and social protection.121

It’s	not	all	hopeless.	The	savvy	 investor	sees	opportunities	where	 individual	country	efforts	are	growing	but	 is	con-
scious of the historically constructed barriers to cooperation. Identity, religion, land, and politics swirl together, trying 
to nip cooperation in the bud.122

Even when one country might make some form of “progress” toward generally acceptable standards, like the one-time 
hawala ban in Kenya, what neighbors do matters.123 Ethiopia is a fairly security-conscious regional actor with a focus on 
the maintenance of peace and stability.124Yet, when it comes to money, cash is still king.125 Kenyan authorities quickly 
found	banned	business	flowed	into	Ethiopia,	with	a	30-day	exchange	rate	hike	from	$82	to	$98,	resulting	in	a	short-
lived	life	span	for	that	particular	solo	effort.126 The objectives, therefore, are to ensure peace and security and catch 
the	criminals	without	stopping	the	overall	flow	of	money.127

Barriers to entry. When the cost of bureaucracy is so high that businesses are forced to exit the market or stay and 
stagnate, it’s ill-conceived to say the least. The businesswoman expanding her successful global enterprise to Djibouti 
has	a	few	first	steps	that	cannot	be	avoided—if	she	wants	to	remain	legitimate,	naturally.	Our	businesswoman	first	
needs to open a personal or trading account, for which she needs permission from the country’s central bank.128 This 
might be cleared anywhere from two days to a week later, a temporal cost that’s constantly growing and changing in 
different	countries	of	operation.129	The	significant	time	and	resource	costs	of	such	bureaucratic	barriers	serve	to	fore-
stall otherwise inclined commercial activities from advancing. Our businesswoman succeeds in opening her account in 
Djibouti, then decides based on her experience that Kenya might not be worth the cost of expansion.

In some countries, bureaucracy is accused of ‘killing innovation’ to the extent that banks are losing businesses one 
account at a time.130	 Like	much	 of	 the	Horn	 of	 Africa,	 financial	 inclusion	 is	 choked,	 producing	 a	 phenomenon	 of	
multibanking	 and	 inflation	within	 accounts.131 Following bureaucratic challenges, an individual—say, our savvy but 
frustrated	businesswoman—might	find	 themselves	 facing	 registry	 issues	 for	multiple	 crossing	accounts,	each	with	
different	levels	of	success	for	navigating	requirements.132

Our	businesswoman	also	finds	that	the	variance	in	levels	of	AML/CFT	regulation	awareness	of	local	institutions	ex-
ternal to the country’s FIU and members of industry produce nascent and barely burgeoning systems and policies. 
From her extensive commercial activities in the Horn, our businesswoman is sympathetic to the challenge industry 
members	face,	where	one	country	might	have	multiple	regional	memberships	that	overlap	in	a	confusing	and	ineffi-
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cient manner.133 Nonetheless, she’s also through with business in Sudan.

Reenergizing Outdated and Lethargic Institutions
Central banks. Like anywhere else in the world, central bank capacities matter in the Horn of Africa. This is especially so 
considering the politicization of the post usually done through presidential appointment.134 By and large, the prevalence 
of	cash	in	money	laundering	and	terrorism	financing	activities	means	that	central	banks	have	the	potential,	beyond	
distribution	of	large	notes	helpful	to	this	process,	as	with	the	500	euro	notes	in	2018,135 through close cooperation 
to	investigate	cases	of	suspicion.	Naturally,	to	do	this	and	follow	effective	procedures	and	policy	require	strategies	to	
reenergize largely lethargic and outdated central banks. 

The	lack	of	a	full-fledged	central	bank	in	Somalia,	for	example,	constrains	the	country’s	ability	to	develop	a	full-capacity	
banking system that meets the needs of correspondent banks and AML/CFT standards. Yet, the central bank, although 
weak,	has	made	small	strides	that	include	notable	efforts	for	formal	hawalas	in	the	country.136

The blocking of transactions, highlighted in Djibouti, which has replaced Yemen as a “hotbed,” are often enforced 
from	 within	 the	 central	 bank	 before	 they	 reach	 the	 judiciary.	 Actions	 taken	 are	 based	 on	 financial	 intelligence	
received	primarily	from	the	French,	U.S.,	or	other	financial	intelligence	services.137 Ethiopia is one of the countries that 
exemplifies	the	process	of	cooperation	that	makes	such	financial	intelligence	actually	useful.138 Levels of cooperation 
also	understandably	differ	among	external	state	partners,	 for	example,	 the	difference	between	Djibouti’s	ability	 to	
cooperate with Dubai versus Saudi Arabia.

As we look to a future for central banks with the growth of mobile money adoption and general optimism about blockchain 
for the region, it’s also speculated that central banks could be on their way to adopting cryptocurrencies.139Yet, there’s 
conflict	in	that	these	institutions	by	their	nature	deal	in	money	supply	and	therefore	exchange	rates,	while	currencies	
such as bitcoin are said to be even more volatile and unstable.140

FIUs.	A	common	theme	of	which	FIUs	the	world	over	are	acutely	aware	 is	 the	balance	between	risk	and	profit	 for	
financial	institutions.141 Banks and MSBs generally form a key source of STRs for FIUs, with high-value goods dealers 
and bureauxde change noted for their particularly low levels of reporting.142	 This	balance	between	profit	 and	 risk	
becomes particularly relevant for the overall quality of STRs received, especially when coupled with the associated 
phenomena	of	de-risking	and	likely	implications	for	the	relationships	between	these	different	financial	intuitions	with	
each other and with FIUs.143

When discussing FIUs as they should be across the Horn of Africa, the degree of divergence across FIUs even within the 
EU is important.144	These	include	different	AML	and	STR	frameworks	that	produce	an	effectively	limited	harmonization	
in	 reporting	beyond	simple	obligation.	Despite	 increases	 in	 the	number	of	STRs	filed,	only	10	percent	of	STRs	are	
deemed	to	require	further	investigation,	a	2017	estimate	that’s	remained	unchanged	since	2006.145Sixty-five	percent	
of	these	reports	are	received	by	the	UK	and	Netherlands,	while	between	0.7	and	1.3	percent	of	EU	GDP	is	detected	as	
being	involved	in	suspect	financial	activity.146

Particularly	when	it	comes	to	investigations,	cooperation	is	required	of	FIUs	with	various	bodies	that	include	national	
security and police and other law enforcement entities.147 Some of the basic avenues to boost cooperation in the short 
term include developing avenues for visibility and ease of access and communications for partners.148

Although several countries hold MENAFATF membership or observer status or have applied, persistent concerns over 
lack of data and the reliance on aid agency data can also harm processes of monitoring for progress.149

Law enforcement entities (customs/police). Following in no small part from the low-value STRs, less than 1 percent of 
criminal	funds	in	the	global	financial	system	are	estimated	to	be	confiscated	or	frozen	by	law	enforcement	annually.150 
Incredibly,	the	UN	Office	on	Drugs	and	Crime	(UNODC)	estimates	that	80	to	90	percent	of	STRs	are	“of	no	immediate	
133EU political adviser on the Horn of Africa and Middle East, interview with author, Nairobi, August 2017.
134Ibid.
135Europol, “From Suspicion to Action,” p. 22.
136East African national attorney general, interview with author, October 2017.
137Ibid.
138Ibid. 
139Brian Maher, “Central Banks Move on Cryptocurrencies?” Daily Reckoning, 20 December 2017, https://dailyreckoning.com/cen-
tral-banks-move-cryptocurrencies/.
140East	African	central	bank	senior	officer,	interview	with	author,	August	2017.
141East African FIU head 2, interview with author, 2018.
142Europol, “From Suspicion to Action”; East African FIU head 2, interview with author, 2018.
143East African FIU head 2, interview with author, 2018.
144Europol, “From Suspicion to Action.” 
145Ibid.; East African FIU head 1, interview with author, October 2017.
146Europol, “From Suspicion to Action”; East African FIU head 1, interview with author, October 2017.
147East African FIU head 2, interview with author, 2018.
148East African FIU head 1, interview with author, October 2017.
149Ibid.
150Nick	J.	Maxwell	and	David	Artingstall,	“The	Role	of	Financial	Information-Sharing	Partnerships	in	the	Disruption	of	Crime,”	RUSI	Occasional	Paper,	
October 2017, p. ix, https://rusi.org/sites/default/files/201710_rusi_the_role_of_fisps_in_the_disruption_of_crime_maxwwell_artingstall_web_2.pdf.
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value to active law enforcement investigations.”151

Illicit	economies,	especially	with	regard	to	drug	profiteering	by	terrorism	organizations,	pose	an	additional	challenge	
to	law	enforcement	entities.	Disruption	of	criminal	financial	activity	is	heavily	reliant	on	financial	intelligence,	with	an	
estimated	$8.2	billion	spent	in	2017	globally	within	the	private	sector	on	AML/CFT	actions	toward	this	end.152 Yet even 
among	financial	crime	control	leaders	polled	by	UNODC,	less	than	10	percent	believe	that	sufficient	information	exists	
within their own institutions to understand the most grave threats within their jurisdiction.153

In conjunction with the frustrating quantity-quality ratio for STRs and barriers to cooperation among states, countries 
that serve as transit points further frustrate investigation and law enforcement.154 Transit countries are ill equipped to 
manage	the	requirements	for	monitoring	and	tracking	illicit	flows.	The	job	of	law	enforcement	agencies	is	further	com-
plicated	by	corruption	within	agencies	and	the	difficulties	of	disentangling	the	murky	flows	of	wealth	and	ownership	
brought	about	through	beneficial	ownership	structures.155

Corruption
Corruption is a challenge for countries across the world, and the Horn of Africa is no exception. Within the business 
and	political	arenas,	corruption	acts	to	slow	efficiency	and	undermine	policies	and	procedures	from	regulation	to	en-
forcement.

There	is	broadly	held	belief	that	the	Kenyan	Defense	Force	benefits	and	profits	from	smuggling	through	al-Shabaab	
territory.156 Accordingly, border-related points of transit stand to be controlled in part by the regularly updated publi-
cation of border-related procedures and policies.157

Eritrean interviews highlighted the spaces for corruption in political entities such as embassies as a “grey area” and 
conduit for corruption where 2 percent is levied on payments.158 Meanwhile, casinos and sports industries, like with 
the rest of the world, are also areas where money laundering can occur.159

On the positive side, there is indication that mobile banking culture has made it easier to track customers and for 
businesses to be tracked by governments.160Despite weaknesses still existing within the cybersecurity frameworks of 
these services, it appears that theft is a greater risk than money laundering.161

Data on governance shows a continual growth in demand for accountability across Africa.162 From piracy in Somalia163 
to	smuggling	and	trafficking	across	the	Horn,	corruption	is	understood	to	be	a	foundational	crime	that	facilitates	oth-
er illicit systems. Tackling bottlenecks and barriers to doing business requires making progress toward meeting this 
demand.164

Al-Shabaab
Islamist	extremism	in	East	Africa	has	increased	notably	in	recent	years,	with	the	rise	of	Salafi	Islamism	on	the	continent	
stemming	 largely	 from	Arab	funding	and	soft	 influence	ranging	from	media	to	madrassas.165Although the scope of 
Islamic extremism and radicalization within the region is certainly not limited exclusively to al-Shabaab, the group is 
understood	as	the	most	significant	and	organized	terrorism	threat	in	the	Horn.	

The wrath of the Somalia-based al-Shabaab is strongly felt within the Horn of Africa.166 Terrorist attacks have been 
levied against Kampala, Nairobi, and of course Mogadishu itself. Within Somalia and parts of Kenya in particular, the 
al-Qaida–aligned group continues to makes use of asymmetrical warfare tactics, including kidnapping for ransom and 
extortion among foreigners and NGOs.167 Locals face more acute violence,168 particularly in al-Shabaab–controlled 
territories in the south, including the disruption of aid for local populations in the wake of famines.169
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The	financing	of	al-Shabaab	serves	as	a	textbook	example	of	the	difficulties	of	combating	terrorism	financing.	Some	
of	the	major	financing	activities	are	taxing	and	trading	charcoal,	sugar	smuggling,	salary	and	sales	taxes,	registration	
and taxation charges to humanitarian groups, road tolls and fees, donations and external assistance, kidnapping and 
ransom,	khat	taxes	and	drug	smuggling,	and	potentially	wildlife	trafficking.170

Charcoal	smuggling	and	systems	of	extortion	and	taxation	prove	particularly	difficult	to	tackle	with	the	structural	lim-
itations	to	AML/CFT	frameworks.	Due	to	the	challenges	of	border	enforcement	and	corruption,	the	flow	of	goods	to	
meet	high	Kenyan	demand	for	sugar,	for	example,	is	difficult	to	stem.171 Some areas that are spotlighted as hotbeds of 
terrorism,	such	as	Eastleigh,	run	very	differently,	with	mainly	shareholder-type	businesses	run	by	women	in	construc-
tion, oil, and transport.172

Furthermore, most of the funding strategies outlined above are based on territorial control. Losses of key port cities 
such as Baraawe, Kismayo, and Merka have historically been blows to the funding of al-Shabaab.173 One of the critiques 
of	AMISOM	efforts,	in	conjunction	with	the	Somali	National	Army,	is	the	ability	of	al-Shabaab	to	undermine	territorial	
gains through recruitment strategies reliant on the understanding and exploitation of clan politics and economic con-
ditions.174
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4. Regional Snippets
4.1. Djibouti
The Djiboutian market has untapped potential despite being cash heavy, underregulated, and Ethiopia dependent. Dji-
bouti’s main imports include machinery and transportation vehicles, mineral products, plastic and rubbers, and palm 
oil.175	Exports	include	vegetable	products	(including	coffee,	tea	and	spices),	wood	charcoal,	as	well	as	pearls,	stones,	
precious metals, and imitation/costume jewelry.176 Natural resources include gold, granite, limestone marble, and pe-
troleum.177Saudi Arabia has in past been a top destination for Djibouti’s exports,178as well as the United Kingdom and 
other European countries.179The top source of imports is China.180

For Djibouti to tackle its challenges, government must play a more active and strategic role. With its reliance on cross-
stream correspondent banking especially, Djibouti must strengthen its central bank, scaling technological solutions 
and processing for reporting. Existing information and technology infrastructure can be leveraged by strengthening 
the private-public partnership between government regulators and the telecommunications industry.181Yet, the work-
ing	environment	remains	overwhelmed	by	the	reality	of	applying	FATF	recommendations	that	are	not	effectively	tai-
lored	to	the	business	environment.	Sensitization	to	KYC	requirements	remain	a	preeminent	challenge,	and	beneficial	
ownership	and	normal	typology	investigations	are	hampered	by	cash	reliance.	Although	the	risk	of	terrorism	financing	
in	cash-based	economies	is	hardly	measurable,	Djibouti	gives	the	impression	of	insufficient	governmental	supervision	
and	control.	Compounding	its	cash	reliance,	where	the	Djibouti	financial	exclusion	rate	is	an	astounding	88	percent,	
cross-border cash transfers to Somalia unfortunately add reputational and operational challenges. 

Despite	this,	being	a	small	country	affords	the	liberty	for	informal	case	discussion	and	dialogue	between	heads	of	the	
FIU and banks, helping to raise awareness with a particular emphasis on issues of illegal activity detection. Increased 
transparency of the land administration system in Djibouti can be considered a best practice, particularly because 
the issues related to land ownership and real estate investment have been noted as being an area of vulnerability for 
money	laundering	and	terrorism	financing	schemes.	By	exempting	new	companies	from	professional	license	fees	and	
reducing fees to register a business, Djibouti has made starting a business less costly, while obtaining construction 
permits and registration of property has also been made easier. A law implementing a new credit information system 
has ultimately eased the process involved in getting a line of credit and accessing credit information, while adopted 
guidance and directives focus on clarifying ownership and control structures and requiring greater corporate trans-
parency.

4.2. Eritrea
Eritrea’s main imports include electrical and mechanical machinery and appliances, products of the milling industry, 
malt, starches, inulin, wheat gluten, sugars and confectionary, and vehicles.182Gold accounted for 90 percent or more 
of all export values from 2010 to 2013; copper ore accounted for that same percentage from 2013 onward.183 Other 
exported	products	include	pearls	or	stones,	precious	metals,	coffee,	tea,	spices,	lac,	gums,	resins	and	other	vegetable	
saps and extracts, and apparel and clothing.184 Natural resources include gold, potash, zinc, copper, salt, and possibly 
oil and natural gas. Eritrea mainly exports to China and India185 and mainly imports from China186.

In 2014, Eritrea became a member of the UN Convention Against Transnational Organized Crime, publishing an AML/
CFT proclamation. The document championed due diligence, auditing, and the establishment of an FIU. Warming 
relations between Eritrea and Ethiopia provide a great opportunity for cross-institutional cooperation between the 
Eritrean FIU and the Ethiopian Financial Intelligence Center. Eritrea remains under controversial arms sanctions due to 
alleged support of al-Shabaab and the ongoing border dispute with Djibouti. Reports suggest that no linkage between 
175Observatory of Economic Complexity (OEC), “What Does Djibouti Import? (2017),” n.d., https://atlas.media.mit.edu/en/visualize/tree_map/hs92/
import/dji/all/show/2017/ (accessed 18 June 2019).
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Eritrea and the Somali terrorist group can be substantiated187 and that its quarrel with Djibouti was settled via Qatari 
mediation in 2010188 with continued peacekeeping through 2017.189 Sanctions were reimposed by the UNSecurity 
Council190in November,191while the United States unilaterally imposed additional arms sanctions on the country’s navy 
in April 2017 due to the purchase of military equipment circumventing the arms embargo on North Korea.192 The 
United	States	also	defined	Eritrea	as	“not	cooperating	fully”	with	regard	to	U.S.	counterterrorism	efforts	in	2016.193Yet, 
there is a sense of optimism for the Eritrean-Ethiopian border following the 2018 peace, including the private sector 
and prospects for border cooperation.194

With a loan-to-deposit ratio of 23 percent, Eritrea has a very low banking threshold.195 Within the formal banking in-
dustry, loans are unlikely to be granted by any of the three banks in the country, all of which are under governmental 
control.196	Funds	are	difficult	to	withdraw	and	frequently	frozen,	while	the	cash	in	circulation,	equivalent	to	116	percent	
of	Eritrea’s	GDP,	exacerbates	inflation	and	produces	grey	areas	for	illicit	activities	to	take	place.197 The establishment 
of	a	new	currency	in	2015,	the	nakfa,	was	intended	as	a	tool	to	combat	the	black	market,	inflation,	contraband,	and	
corruption and to increase currency circulation.198	Eritrean	leaders	have	sought	to	manipulate	GDP	measurements,199 
setting	the	currency	at	a	fixed	rate,200 forcing the exchange of old notes with a deposit levy of 2–4 percent,201 and con-
trolling the amount that can be withdrawn. The nakfa has been unable to meet its intended goals, while the lack of 
cash has harmed licit business.202The currency is practically nonconvertible203 and only has further bolstered the black 
market, which provides more attractive exchange rates for nationals.204

4.3. Ethiopia
Ethiopia’s main imports are mechanical and electrical machinery, mineral fuels, mineral oils and products of their 
distillation,	vehicles, and	cereals.	Exports	consist	mainly	of	coffee	(41	percent	of	all	export	value	 in	2016);205 edible 
vegetables;	oil	seeds	and	oleaginous	fruits;	grains;	fruit,	live	trees,	and	other	plants;	bulbs;	roots;	cut	flowers;	pearls	
or stones; and precious metals. Natural resources are gold, platinum, copper, potash, natural gas, and hydropower. 
Ethiopia doesn’t have a single top export destination but exports mainly to Asia and Europe206 and imports mainly from 
China and other parts of Asia.207

Ethiopia made starting a business easier by eliminating the requirement to open a bank account prior to company 
registration. Trading across borders has been made easier through a series of initiatives including the implementation 
of a risk-based inspection system, the streamlining of documents for importers, and the strengthening of the customs 
authority.	Within	this	new	political	climate,	the	country	has	also	filed	a	membership	application	with	the	Egmont	Group	
of Financial Intelligence Units. Further, in the opening of the country to mobile banking services, the National Bank 
of Ethiopia issued a directive on the regulation of mobile and agent banking services in 2012.208 This has resulted in 
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partnerships	between	Kifiya	and	Mastercard209 and between HomeSend and the Commercial Bank of Ethiopia210 to 
facilitate	remittances	flows.	

In February 2017, Ethiopia committed to strengthening its AML/CFT processes through work with FATF and ESAAMLG 
and	has	made	great	progress	since	having	been	listed,	de-listed	and	then	re-listed	again	as	part	of	the	FATF’s Inter-
national Co-operation Review Group (ICRG) process.211	The	country	has	since	undertaken	outreach	to	financial	insti-
tutions	and	designated	nonfinancial	businesses	and	professions	(DNFBPs)	 in	the	areas	of	proliferation	financing.212 
Ethiopia	has	finalized	its	national	risk	assessment,	including	information	regarding	upcoming	sectoral	risk	assessment	
and	enforcement	for	DNFBPs	and	nonprofit	organizations.	Since	2015,	Ethiopia’s	FATF	assessment	has	highlighted	
several	areas	of	improvement,	including	upgrading	from	noncompliant	to	largely	compliant	on	Recommendation	6,	
subject	to	the	“Quality	and	Consistency	Review	Process.”213

4.4. Kenya
Kenya’s top imports include electrical machinery and appliances, mechanical machinery, mineral fuels, mineral oils 
and	products	of	their	distillation,	vehicles,	and	plastics	and	other	related	plastics.	Kenya’s	main	exports	are	tea,	coffee,	
and	flowers,	but	also	includes	apparel	and	clothing,	edible	fruit	and	nuts,	peel	of	citrus	fruit,	and	ores.	Kenya’s	natural	
resources	are	primarily	limestone,	soda	ash,	salt,	gemstones,	fluorspar,	zinc,	diatomite,	gypsum,	wildlife,	and	hydro-
power.214 Kenya exports to multiple destinations; top export destinations include Europe and Africa (Uganda receives 
10 percent of Kenyan exports).215Kenyan imports mainly come from China and other Asian countries.216 In fact, Kenya 
is	China’s	seventh-largest	African	trading	partner,	amounting	to	$5.7	billion	in	2016.

Kenya has made starting a business easier by merging the procedures required to operate formally. Dealing with 
construction permits has been formally made less expensive by eliminating fees for clearances from the National En-
vironment Management Authority and the National Construction Authority. Likewise, getting electricity in Kenya has 
improved, and the reliability of electric availability has increased by investments made in distribution lines and trans-
formers and by setting up a specialized squad to restore power when outages occur. Kenya improved access to credit 
information	by	starting	to	distribute	data	from	two	utility	companies.	Paying	taxes	has	gotten	easier	by	implementing	
an	online	platform,	iTax,	for	filing	and	paying	corporate	income	tax	and	the	standards	levy.	Kenya	has	also	reduced	
the time for import documentary compliance by implementing its single window system, which allows for electronic 
submission of customs entries. 

Kenya, no longer subject to the FATF global compliance process,217 has had a range of successes in AML/CFT de-
velopment since 2010.218Although violent terrorism activity from al-Shabaab continues to be a concern, with recent 
attacks	in	Nairobi,	Kenya	possesses	a	strong	regulatory	and	legal	framework,	including	the	Prevention	of	Terrorism	
Act	(2012),	the	Proceeds	of	Crime	and	Anti-Money	Laundering	Act	(2011),	and	the	Prevention	of	Organized	Crime	Act	
(2010).219There are several cash-based money laundering typologies in Kenya including real estate deals with foreign 
investment funds coming from semi-anonymous buyers from neighboring high-risk jurisdictions Somalia and South 
Sudan,	as	well	as	TBML,	and	cash	transactions	involving	local	banks.	As	a	booming	fintech	hub,	with	mobile	phone	
transfers	surpassing	debit	cards,	Kenya’s	financial	inclusion	landscape	only	helps	facilitate	aboveboard	financial	activ-
ity. Yet, challenges remain in the areas of border security220	and	human	trafficking,	for	which	Kenya	ranks	low	by	U.S.	
Department	of	State	measures	despite	its	efforts.221
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4.5. Somalia

Somalia’s	 top	 imports	are	sugars	and	sugar	confectionery,	edible	vegetables,	cereals,	vehicles, and	footwear,	while	
most of Somalia’s exports consist of animals for meat consumption, for which it’s ranked the second-largest global 
exporter of live sheep and goats.222 Natural resources include uranium, largely unexploited reserves of iron ore, tin, 
gypsum, bauxite, copper, salt, natural gas, and likely oil reserves.223 Oman is a major market for Somali exports, while 
exports to Saudi Arabia have declined.224	In	2004,	50	percent	of	all	Somali	exports	went	to	Yemen,	with	a	significant	
portion also sent to the UAE.225 Somalia imports mainly from Ethiopia and Asian countries.226

As a member of MENAFATF, Somalia is considered a higher-risk jurisdiction, with weaknesses in AML/CFT laws, contin-
ued	conflict	and	the	presence	of	al-Shabaab,	and	its	categorization	as	a	failed	state.227 With the weakness of its central 
bank and a shallow formal banking sector, Somalia relies on nonbanks, mobile banking, and hawala transfer systems 
for	financial	services.	Funds	also	flow	through	Kenya	and	Somaliland	into	Somalia.	The	vulnerability	of	Somalia	to	risk	
aversion in the global banking industry makes it especially crucial that the country tackle governance and transparency 
issues,	with	a	forward	emphasis	on	the	digital	and	mobile	financial	service	regulatory	environment.	From	remittances	
of a personal nature to humanitarian aid and private sector development, the mobile adoption rate in Somalia is espe-
cially	promising	if	the	regulatory	environment	can	sufficiently	develop	to	foster	these	flows.	

To that end, since 2014 the Central Bank of Somalia has made several strides in the direction of stronger regulation for 
money transfer services, including AML procedures, customer registration, and operations.228 Notable improvements 
in the compliance of businesses with existing law coincides with accelerated data collection and business relicensing 
and examination.229	Of	significant	concern	for	correspondent	banks	are	the	gaps	remaining	in	KYC	practices	and	na-
tional	identity	requirements,	with	the	World	Bank	supporting	efforts	for	developing	the	latter.230

4.6. South Sudan
South Sudan’s main imports include sugars and sugar confectionery, electrical and mechanical machinery and appli-
ances, vehicles, and pharmaceutical products.231 It mainly exports mineral fuels, mineral oils and products of their dis-
tillation, oil seeds and oleaginous fruits, grains, fruit, edible vegetables, and ships and their parts. From 2012 to 2014, 
99 percent of South Sudan’s exports were crude petroleum,232	with	the	industry	faltering	as	conflict-wary	companies	
pulled out.233 Natural resources in South Sudan include hydropower, fertile agricultural land, gold, diamonds, petro-
leum,	hardwoods,	limestone,	iron	ore,	copper,	chromium	ore,	zinc,	tungsten,	mica,	and	silver.	Between	2011	and	2015,	
South Sudan exported almost exclusively to China (77–99 percent). The latest data available indicates that the majority 
of	2015	exports	(74	percent)	went	to	Algeria.	South	Sudan	mainly	imports	from	Uganda.234

Recent U.S. sanctions imposed on South Sudanese individuals and advisory alerts issued by the U.S. Department 
of	the	Treasury	Financial	Crimes	Enforcement	Network	(FinCEN)	highlight	risks	of	financial	ties	with	South	Sudanese	
officials.235South	Sudan	portrays	this	high	risk	due	to	remnants	(namely	ongoing	fighting)	from	the	2013	coupd’état	
hampering	the	nation’s	economic	development,	which	the	2015	peace	agreement	hasn’t	been	able	to	fully	remedi-
ate.236	This	goes	hand	in	hand	with	a	low	standing	of	the	nation	on	corruption.	Its	2008	Penal	Code	Act	and	2009	An-
ti-Corruption Commission Act are not adequately enforced due to rampant corruption in the judiciary and government 
derived from a lack of transparency, as well as separation of powers, and an inability to enforce laws and regulations,237 
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as is evident by the hamstringing of the auditor general’s scrutiny.238Contemporaneous looting of public funds in a joint 
scheme between the South Sudanese leadership and Eritrean businessmen has been an issue.239Reports also suggest 
a linkage between al-Shabaab money laundering240 through foreign exchange bureaus in the latter. South Sudan has 
not signed any international anticorruption conventions, and thus, international process is at stalemate.

Starting a business in South Sudan has been made more expensive by increasing business registration fees. Moreover, 
operating	licenses	and	construction	permits	often	are	dependent	on	offering	government	officials	favors	and	bribes. 
The	lack	of	enforcement	of	regulations	and	laws	brings	about	difficulties	in	arbitration	and	informal	dispute	settlement,	
also evident in South Sudan’s Anti-Money Laundering and Counter Terrorist Act of 2012241 remaining unenforced as no 
FIU has been established formally as of March 2019.

4.7. Sudan
Africa’s	third	largest	country	has	been	involved	in	varying	levels	of	conflict	for	three	decades	and	since	the	toppling	of	
its dictator in April 2019, has plunged into ongoing violent clashes between protesting civilians, military generals and 
paramilitary groups and militias. The AML/CFT gains discussed in the paragraphs below may be impacted given live 
conflict	during	the	period	of	drafting.	

Sudan’s	 top	 imports	 include	mechanical	 and	 electrical	machinery,	 vehicles,	 sugars,	 and	plastics.	 In	 2015,	 nearly	 7	
percent of all imports were aircraft or aircraft related.242 Exports include crude petroleum or gold depending on the 
data source, oil seeds and oleaginous fruits, mineral fuels, mineral oils and products of their distillation, gums, resins, 
and other vegetable and edible vegetables. Sudan’s main natural resources are petroleum, small reserves of iron ore, 
copper,	chromium	ore,	zinc,	tungsten,	mica,	silver,	gold,	and	hydropower.	In	2015,	more	than	half	(54	percent)	of	all	
exports went to China.243	Sudan	imports	mainly	from	China	(25	percent), India,	Jordan,	and	other	countries	in	Asia.244

As of 2017, Sudan has been removed from the top 10 riskiest countries for money laundering on the Basel AML 
Index.245	Furthermore,	as	of	October	2015,	Sudan	is	no	longer	on	the	FATF	monitoring	process	due	to	its	significant	
improvement on AML/CFT compliance in having established a regulatory and legal framework meeting its espoused 
action	plan	of	2010,	including	the	criminalization	of	money	laundering	and	terrorism	financing,	the	formulation	of	pro-
cesses	for	seizing	and	freezing	terrorist	assets,	and	establishment	of	an	FIU,	which	is	fully	operational	and	effective.246 
This	process	will	continue	to	be	bolstered	by	Sudan’s	membership	in	MENAFATF	and	its	ongoing	efforts	to	address	
remaining AML/CFT issues.247 The AML/CFT law has been updated twice so as to meet FATF standards, which were 
indeed	met	during	2015.	Moreover,	the	Bank	of	Khartoum	published	an	official	manuscript	on	its	AML/CFT	action	plan	
as did the Central Bank of Sudan. Yet, although the IMF worked with Sudan on implementing a framework for targeted 
financial	sanctions	as	part	of	AML/CFT	compliance,	FATF	recently	called	on	Sudan	to	improve	its	AML/CTF	regime	in	
putting to practice these targeted sanctions.248

Sudan is still listed on the U.S. list of state sponsors of terrorism. Sudan has been barred for decades from global 
financial	markets	due	to	U.S.	sanctions	and	an	arms	embargo	on	account	of	human	rights	abuses,	state-sponsored	
terrorism, and genocide.249The ongoing crisis in Sudan is expected to reinforce the stability of cash and strengthen the 
USD as a reliable currency and only source of savings. The much-awaited strengthening of the Sudanese pound as a 
result	of	the	lifted	U.S.	embargo	has	not	been	fulfilled	as	it	continues	to	slip.	Moreover,	global	financial	institutions	are	
still wary of conducting business with Sudanese banks.250 On the bright side, to combat the black market, the Sudanese 
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government conducted a clampdown during November 2017 on major currency dealers and raised the penalty for 
money	laundering,	terrorism	financing,	and	currency	trading	to	life	imprisonment	and	even	death.251As	Sudan	still	finds	
itself on the list of state sponsors of terrorism, it has begun implementing procedures to curb the practice; on May 
2017, Sudan announced it will place controls on the amounts that its citizens can wire through mobile money transfers 
(up	to	500	Sudanese	pounds),	which	due	to	lack	of	governmental	regulation	have	been	used	to	facilitate	terrorism.252

4.8. Tanzania
Tanzania’s top imports include mineral fuels, mineral oils and products of their distillation, mechanical and electrical 
machinery and appliances, vehicles, and plastics. Exports include pearls or stones, precious metals, tobacco, edible 
fruit	and	nuts,	peel	of	citrus	fruit	or	melons,	ores,	slag	and	ash,	and	coffee,	tea,	mate,	and	spices.	Tanzania’s	natural	
resources include hydropower, tin, phosphates, iron ore, coal, diamonds, gemstones, gold, natural gas, and nickel. 
Export	destinations	from	Tanzania	are	varied,	with	Switzerland	receiving	16	percent	of	 its	total	exports	comprising	
primarily	gold,	followed	by India	with	tanzanite,	and	South	Africa.	Imports	come	from	a	variety	of	countries,	including	
China,	India,	and	the	UAE	at	the	top	of	the	list.	In	2015,	Saudi	Arabia	accounted	for	nearly	40	percent	of	all	imports	to	
Tanzania, without the same jump visible any other year over the past 10 years.253

Tanzania is a member of ESAAMLG and operates under the 2014 policies for UNSecurity Council ISIL and al-Qaida 
sanctions	and	in	2016	enacted	calls	for	a	corruption	and	economic	crimes	division	in	its	High	Court.254 Moreover, with 
the	rising	prices	of	quality	tanzanite,	Tanzania	has	increased	efforts	to	control	smuggling,	primarily	channeled	through	
Kenya to India, through a physical wall and governmental control of rough tanzanite trading.255 Although tanzanite is 
only found in Tanzania, India remains the primary seller of tanzanite. 

Tanzania made dealing with construction permits easier by implementing a one-stop shop and streamlining the build-
ing permit process.256 Registering property in Tanzania has been made more expensive by increasing the land and 
property registration fee. Transparency issues over ownership of lands and property remains unresolved.257The rise 
in	mobile	banking	adoption	in	Tanzania	has	benefited	from	network	operators	who	have	engaged	in	agreements	to	
facilitate interoperability of mobile services.258

4.9. Uganda
Uganda’s top imports include mineral fuels, mineral oils and products of their distillation, vehicles, mechanical machin-
ery,	pharmaceuticals,	and	electrical	machinery	and	appliances.	Exports	include	coffee	and	tea,	tobacco,	stones	and	
precious	metals,	cereals,	mineral	fuels,	mineral	oils	and	products	of	their	distillation,	and	fish	or	seafood.259 Natural 
resources include copper, cobalt, hydropower, limestone, salt, arable land, and gold. The main export destinations 
from Uganda are Kenya, Rwanda, and South Sudan, with more than half of total exports destined for the African con-
tinent.260Most imports come from India (packaged medicaments) and China (telephones).261 Uganda has progressed 
and is more open to discussing and addressing obstacles to FDI and remittances.262

Since	Uganda’s	2014	commitment	to	working	with	FATF	and	the	ESAAMLG,	strategic	deficiencies	were	highlighted	in	
the	criminalization	of	terrorism	financing,	development	of	a	legal	framework	to	combat	terrorism	financing,	develop-
ment of an FIU, and record-keeping, STR reporting, and more.263 Nevertheless, in 2018, Uganda was removed from the 
FinCEN advisory list264 and FATF’s on-going compliance process, representing developments in the legal and regulatory 
framework to meet compliance obligations.265 Moreover, the implementation of the Bank of Uganda’s strategic plan 
251“Currency Dealers Arrested on Capital Charges in Sudan Clampdown,” Dabanga, 22 November 2017, https://www.dabangasudan.org/en/all-
news/article/currency-dealers-arrested-on-capital-charges-in-sudan-clampdown. 
252“Sudan Curbs Use of Mobile Money Transfers,” Middle East Monitor, 8 May 2017, https://www.middleeastmonitor.com/20170508-sudan-curbs-
use-of-mobile-money-transfers/. 
253OEC, “Where Does Tanzania Import From? (2007),” n.d., https://atlas.media.mit.edu/en/visualize/tree_map/hs92/import/tza/show/all/2007/ 
(accessed 13 June 2019).
254Bureau	of	Counterterrorism,	U.S.	Department	of	State,	“Country	Reports	on	Terrorism	2016.”
255Tanzanite	Jewelry	Designs,	“Tanzanite	Price	and	Tanzanite	Value	(Updated	2019),”	https://www.tanzanitejewelrydesigns.com/pages/tanza-
nite-prices-per-carat-html	(accessed	5	June	2019).
256National	and	regional	gemstone	industry	expert,	interview	with	author,	Zanzibar,	August	2017.
257Ibid.
258Josephat Lotto, “Examination of the Status of Financial Inclusion and Its Determinants in Tanzania,” Sustainability10, no. 8 (August 2018).
259OEC,	“What	Does	Uganda	Export?	(2015),”	n.d., https://atlas.media.mit.edu/en/visualize/tree_map/hs92/export/uga/all/show/2015/ (accessed 
13	June	2019);	“List	of	Products	at	2	Digits	Level	Exported	by	Uganda	in	2018,”	ITC,	n.d., https://www.trademap.org/Product_SelProductCountry.
aspx?nvpm=1|800||||TOTAL|||2|1|1|2|1|1|1|1|1 (accessed 13 June 2019).
260OEC,	“Where	Does	Uganda	Export	To?	(2015),”	n.d.,	https://atlas.media.mit.edu/en/visualize/tree_map/hs92/export/uga/show/all/2015/	(ac-
cessed 13 June 2019).
261OEC,	“Where	Does	Uganda	Import	From?	(2015),”	n.d.,	https://atlas.media.mit.edu/en/visualize/tree_map/hs92/import/uga/show/all/2015/ (ac-
cessed 13 June 2019).
262African Development Bank senior economist, interview with author.
263FATF,	“Improving	Global	AML/CFT	Compliance:	On-going	Process,”	27	June	2014.
264FinCEN,	“Advisory	on	the	FATF-Identified	Jurisdictions	With	AML/CFT	Deficiencies,”	FIN-2018-A001,	9	February	2018, https://www.fincen.gov/sites/
default/files/advisory/2018-02-12/FATF%20Advisory_FIN-2018-001_0.pdf.
265FATF,	“Improving	Global	AML/CFT	Compliance:	On-going	Process	-	3	November	2017,”	3	November	2017,	 http://www.fatf-gafi.org/publications/
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(2012-2017)	has	targeted	gaps	in	financial	access,	services,	and	information,	while	fostering	financial	innovations	and	
quality.266Although Uganda is meant to continue its work with the ESAAMLG, as recently as 2019, IMF involvement in 
Uganda is intended to ensure that the AML/CFT regime is “brought in line with international standards.”267

4.10 Yemen
Yemen imports include cereals, mineral fuels, mineral oils and products of their distillation, vehicles, sugars, iron, and 
steel.	Exports	consist	mainly	of	crude	and	refined	petroleum	but	also	stones,	precious	metals,	fish	or	seafood,	edible	
fruit and nuts, peel of citrus fruit, and copper and related articles.268 Yemen’s natural resources consist of petroleum, 
fish,	rock	salt,	marble,	small	deposits	of	coal,	gold,	lead,	nickel,	and	copper	and	fertile	soil	in	the	west.	China	and	South	
Korea are the main export markets for crude oil and raw metals, respectively, along with other Asian countries. Yemen 
imports	from	a	range	of	different	countries,	and	China	tops	that	list	with	15	percent	of	all	imports	to	Yemen.269

Working	with	FATF	and	MENAFATF,	Yemen	has	made	strides	in	areas	of	deficiency,	including	technical	improvements	
to	its	action	plan	criminalizing	money	laundering	and	terrorism	financing,	with	procedures	to	identify	and	freeze	terror-
ist assets and improve due diligence and STRs.270	Unfortunately,	the	security	challenges	of	conflict	have	hindered	FATF	
monitoring, although the country has completed its action plan.271FATF has placed Yemen under the category “high 
risk and non-cooperative jurisdictions.”272 Looking forward, Yemen’s mobile banking environment and central bank 
regulations	issued	in	2014	are	of	high	significance273 due to the decline of the formal banking sector.

Ongoing	conflict	has	forced	the	central	bank	in	Sanaa	to	relinquish	most	of	 its	foreign	currency	reserves.	The	gov-
ernment	in	Aden	has	adopted	a	floating	exchange	rate,274	with	the	Houthi	government	in	Sanaa	maintaining	a	fixed	
rate.275The situation worsened as sanctions were imposed by the international community276	making	it	difficult	for	Ye-
meni	companies	to	stay	afloat,	creating	economic	and	service	vacuums	that	are	currently	filled	by	black	market	provid-
ers.	The	flight	of	international	banks,	including	Deutsche	Bank,	from	Yemen	has	stemmed	from	concerns	over	money	
laundering and terrorism funding.277 Furthermore, a major result of the instability, distrust in the Yemeni economy, and 
loss of access to the formal banking sector has been the emergence of a widespread black market revolving mainly 
around fuel and money exchanges.278 In many cases, money exchangers also play a role in foreign trade deals, posing 
as Saudis or people from nations neighboring Yemen.279	The	“official”	exchange	rate	is	much	lower	than	the	one	used	
by money exchangers, thus the rate is essentially determined in the black market and not by the government. Al-Qaida 
in	the	Arabian	Peninsula	has	been	quick	to	capitalize	on	the	instability	and	vacuum,	with	concerns	over	unregulated	
hawala	donations,	pilfering	from	Yemeni	banks,	illicit	trafficking,	and	taxation.280
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5. Instructive Case Studies
5.1 Shattering the Glass Ceiling in Inclusion - Kenya and Uganda
From a “doing business” perspective, regional mechanisms for economic integration and trade in East Africa are prov-
ing	to	be	useful	pathways	for	challenging	financial	and	economic	exclusion.	Access	to	cash,	remittance	payments	and	
cash	transfers	are	important	components	of	poverty	reduction	schemes	and	have	an	empowering	effect	on women	
and the welfare of families. Speaking about cash and better regulatory structures for cash oversight must include a 
better	understanding	of	the	critical	empowerment	women	receive	when	access	to	financial	services	increases.

Despite the real institutional and cultural challenges to women’s participation, programs that seek to manage and dis-
seminate	information	and	awareness	are	aiming	to	do	damage	to	glass	ceilings.	Programs	that	promote	cash	savings	
by	women,	cash	incentives,	employment	or	micro-finance	support	report	impacts	including	a	transition	to	semi-formal	
savings	institutions,	an	increase	in	women	representation	in	political	parties,	more	financially	balanced	households	
with investments made in education and house infrastructure. Stronger economic integration of women and an in-
crease of participation by women in cash economies in a variety of roles, including as businesswomen, traders, con-
sumers, sellers etc. must be part and parcel of any conversation on cash. 

In this brief case study, we look at some of the gender sensitivity and mainstreaming of trade policies formalizing East 
African borders, tackling trade and smuggling and enabling more formal participatory pathways for women in industry. 
Globally,	AML/CFT	practices	suffer	from	operational	barriers	to	women’s	financial	inclusion,	from	legal	challenges	to	
economic participation281 to sexual discrimination and harassment and proof of identity requirements that dispropor-
tionately exclude women.282	Women	traders	specifically	report	a	lack	of	confidence	in	East	African	protocolscentered	
in part on taxation and bribery.283

Through the development of physical infrastructure, streamlining of duplicate clearance procedures, and customs 
automation,	among	other	things,	the	ease	of	doing	business	legitimately	through	high-traffic	Busia	and	the	Northern	
Corridor has dramatically improved.284 As part of the EAC economic integration process,285 programming focused on 
cross-border trading for women aimed to grow the number of women in cross-border trade and reduce time spent at 
borders by Women Cross Border Traders (WCBTs).286 Under this program, women traders at the Busia border point of 
Kenya and Uganda have reported decreased border clearing times and increased awareness of customs procedures 
through legal channels.287 Testimonies from members credit program training with enabling WCBTs to “challenge cus-
toms	officials	whenever	they	want	to	exploit	us”288 and reduce the prevalence of smuggling through panya routes by 
demystifying procedures.289

Beyond borders, part of the regional integration envisioned by the EAC aims to “shift” economic activity from agricul-
ture, but the successes of its policies are not being felt by women.290 Indeed, the majority of women in many countries 
remain	in	agriculture:	76	percent	in	Kenya,	77	percent	in	Uganda,	96	percent	in	Burundi,	71	percent	in	Tanzania,	and	
84 percent in Rwanda.291 In 2018, a report highlighted logistics as one of the areas lacking in its gender mainstream-
ing,292 with areas for overall improvement including developing results evaluations.293

A Recent report produced by Trademark East Africa (TMEA) has highlighted sexual discrimination and harassment, 
lack of support in industry and the work environment, social and cultural barriers, and lack of adequate information as 
primary barriers for women in the logistics industry alone.294 Interventions suggested in the categories of (1) industry 
281Kristalina Georgieva, “The Gender Gap in Financial Inclusion Won’t Budge. Here Are Three Ways to Shrink It,” World Bank Blogs, 23 May 2018, 
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ti-Money Laundering and Countering the Financing of Terrorism (AML/CFT),” Guideline Note,no. 31(November 2018), p. 4, https://www.afi-global.
org/sites/default/files/publications/2018-11/AFI%20GSP_laundering_stg7.pdf. (hereinafter AFI working group report).
283Amal Nagah Elbeshbishi, “Gender Dimensions of Cross Border Trade in the East African Community - Kenya/Uganda and Rwanda/Burundi Bor-
der,” Africa Trade Forum 2011, n.d., pp. 2–3, http://www1.uneca.org/Portals/atf2011/documents/GenderDimensions-ofCrossBorderTrade-in-theE-
astAfricanCommunity.pdf (accessed 9 June 2019).
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support, (2) information and communications support, (3) educational support, and (4) governmental support are 
promising means to meaningfully increase inclusion within the logistics industry.295

Looking forward, the use of existing regional and institutional bodies to implement programming is a key takeaway for 
targeting	strategic	gender	interventions.	Targeting	risk	assessment	processes,	identification	and	verification	require-
ments,	and	the	collection	of	gender	disaggregated	data	on	identification	and	customer	due	diligence	(CDD)	impacts,	as	
well as considering directly women as stakeholders and clients across products, services, and distribution channels,296 
are only some of the operational points of access for interventions to apply a gendered lens.As illustrated in particular 
by WCBTs experiences at Busia, programming can and should target informational gaps between policy and imple-
mentation	that	allow	illicit	pathways	to	flourish.297Tailoring programming to the needs of women is a good step in that 
direction. 

5.2 Rosewood and Timber - South Sudan
Illegal logging in South Sudan is directly linked to charcoal production and threatens the nation’s wildlife.298Payment	
and settlement methods of such illicit transactions are most commonly done in cash and increasingly via mobile pay-
ments.	Various	studies	demonstrate	that	South	Sudan	is	suffering	from	alarming	rates	of	deforestation,	which	dam-
ages a central hotspot for global biodiversity. Beyond the heavy ecological price, organized crime is quick to capitalize 
on	the	availability	of	natural	resources	and	use	them	to	finance	its	activities.	Logging	in	forest	reserves	is	outlawed,	but	
South Sudan is plagued by an inability to enforce regulations and laws. Thus, organized criminal groups, often involv-
ing	South	Sudanese	military	personnel	or	neighboring	Ugandan	military	personnel,	find	the	Yambio,	Lantoto	National	
Park,	and	Southern	National	Park	ripe	grounds	for	plundering.	Locals	dependent	on	timber	for	shelter	and	livelihood	
partake	in	the	practice	of	illegal	deforestation.	Moreover,	foreign	commercial	entities	find	South	Sudanese	land	alloca-
tion processes for commercial ends a bargain well worth securing, even in face of ecological destruction due to their 
subsequent deforestation activities.299 It simply pays. Oftentimes in cash. 

The practice of deforestation has intrinsic ties to South Sudan’s war economy.300 Although illegal logging has been 
given	little	focus	in	international	efforts	to	stymie	individuals	from	profiting	from	war	spoils,	we’re	witnessing	a	turn	
of events, wherein logging has been acknowledged for its integral role in perpetuating war and in money laundering 
and	terrorism	financing,	as	is	evident	from	the	conviction	of	Liberian	timber	baron	Guus	Kouwenhoven	to	19	years	for	
trading arms in return for natural resources and permits for timber extraction.301

The	2015	Paris	accord	has	served	to	bolster	South	Sudan’s	efforts	against	deforestation	in	its	read	option	of	the	reduc-
ing emissions from deforestation and forest degradation (REDD+) mechanism, initially adopted in 2012,302 to conserve 
what remains of its forestry and wildlife. The positive steps undertaken are tremendously aided by the Food and Ag-
riculture Organization of the United Nations (FAO) in a “train the trainer” methodology that instructs South Sudanese 
officials	on	technical	approaches	to	forestry	conservation	via	policymaking	and	practice	on	land	use.303	These	efforts	
have	demonstrated	their	efficiency	and	positive	impact	in	that	the	country	has	further	developed	its	forestry	conser-
vation methodology by formulating its own training manuals and materials for awareness raising.304

To	target	locals	who	partake	in	illegal	deforestation	for	their	livelihood,	the	FAO	has	handed	out	fuel-efficient	stoves	
to	reduce	the	need	for	such	behavior.	Finally,	the	FAO	grants	financial	aid	to	agroforestry	facilities	to	promote	sustain-
ability in South Sudan.
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Moreover,	the	UN-REDD	Program	conducted	a	comprehensive	2015–2016	study	to	review	the	financial,	technical,	and	
institutional	needs	of	South	Sudan	on	the	environmental	front.	These	efforts	provided	key	actionable	guidelines	for	
South Sudan in its continued battle for forest conservation that included legislative action (passing forestry-related 
bills), investment in its human capital and technical capabilities to create a national forest monitoring system, and the 
securing	of	funds	for	the	implementation	of	these	efforts	(e.g.,	allocating	a	specified	REDD+	budget).305Additionally, 
investing	in	the	strengthening	of	technical	and	financial	capabilities	of	members	of	law	enforcement	to	identify,	track	
and interdict cash settlements of illicit wildlife and environmental products could be inter-linked with ongoing anti-cor-
ruption activities across the region. 

The	international	front	can	serve	to	secure	such	funds	for	South	Sudan.	A	successful	effort	by	South	Sudan	to	join	
the	Forest	Carbon	Partnership	Facility	 (FCPF)306	can	provide	 the	nation	with	financial	aid	 through	the	partnership’s	
readiness and carbon funds, as well as its guidance on REDD+ measures. This will necessitate South Sudan entering a 
process	of	signing	the	FCPF	Participation	Agreement	and	subsequently	submitting	a	Readiness	Plan	Idea	Note	to	the	
FCPF307	and	demonstrating	significant	progress	on	the	REDD+	readiness	endeavors.308Finally, targeting the underreg-
ulated charcoal industry and troubled land allocation mechanisms in the country, as attempted by REDD+, can further 
remedy the situation.

305“South	Sudan	REDD+	Country	Needs	Assessment,”	UN-REDD	Programme	Collaborative	Online	Workspace,	June	2016, http://www.unredd.net/
documents/global-programme-191/country-needs-assessment-2611/africa-2/south-sudan/16050-south-sudan-redd-country-needs-assessment.
html.
306FCPF,	“REDD+	Country	Participants,”	n.d., https://www.forestcarbonpartnership.org/redd-country-participants (accessed 9 June 2019).
307FCPF,	“The	Readiness	Fund,”	n.d., https://www.forestcarbonpartnership.org/readiness-fund-0 (accessed 9 June 2019). 
308FCPF,	“The	Carbon	Fund,”	n.d.,	https://www.forestcarbonpartnership.org/carbon-fund-0 (accessed 9 June 2019). 
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6. Way Forward: Future State and Practical Modalities to 
Get There

Rather than dive into policy recommendations, this report proposes four categories of focus with “future state” state-
ments on the left side to denote the end state of where we want to be in a few years—our destination. The column 
on the right proposes “practical modalities” to achieve those future-state statements. The four categories of focus 
are: 

• Contextual awareness: Inclusion and local development

• Cash-relevant AML/CFT: Sharpen tools of the trade

• Accountability: Reinvigorated institutions, African leadership, and resource allocation 

• Africa rising: Entrepreneurial ecosystems for innovative solutions

6.1 Contextual Awareness: Inclusion and Local Development

FUTURE STATE PRACTICAL MODALITIES

• Local culture-anchored solutions to 
shape international tools and advice, not 
vice versa.

• Any policy addressing the region’s cash 
economy takes into consideration the 
need for investment, savings capacity, 
and access to financial services. 

• Informal financial inclusion is the “new 
formal.”

• Shared knowledge between sectors and 
industries in the form of detailed pri-
vate-public partnerships (e.g., among the 
education, technological, and financial 
sectors). 

• Institutional knowledge and memory are 
enshrined and shared. The weakest link 
strengthened: expat staff on mission.

• Tax collection and related infrastructure 
is strengthened, transparent, and en-
forced. 

• Disciplined and coordinated donorship is 
practiced by external donors and held to 
account by local authorities. 

• Women in the region are economically 
empowered.

• Reestablish and safeguard banking ac-
cess to those debanked/de-risked to 
avoid aggregate risk accrual on the mar-
gins of the banking sector.

Emphasis on concepts of economic autonomy: 
Move away from a dependency on aid or develop-
ment funding and toward sustainable economies, 
or “crisis-free money.”

Integrate security and development strategies: 
Prioritize	joint	responses	in	security	and	develop-
ment agendas and associated funding instruments. 
Integration of AML/CFT strategies and inclusion 
methods.

Keep the value of African resources within 
Africa: Prioritize	and	nourish	instruments	that	
promote	national	self-sufficiency	through	increased	
regional trade and sustainable development 
initiatives.

Informal is the new formal: Greater autonomy 
and	financial	inclusion	should	not	assume	a	move	
toward	greater	formality	of	the	financial	sector.	
Strong drivers of informality include levels of educa-
tion, investment in the country, and the presence/
strength	of	financial	regulations.

Economic empowerment of women and family 
resilience: Identify and remove discriminatory pol-
icies	that	curtail	financial	access	for	women.	Start	
with property ownership rights across the region. 
Offer	services	that	appeal	to	familial	needs	and	im-
prove	recipients’	access	to	financial	services.	Associ-
ate “safety” with “investments.”
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6.2 Cash Relevant AML/CFT: Sharpen Tools of the Trade

FUTURE STATE PRACTICAL MODALITIES

• More tools designed or adapted for cash 
economies, including needs, challenges, 
and opportunities.

• Financial inclusion strategy exists at na-
tional and regional levels and is well in-
tegrated with national risk assessments 
exercises that are less apt to produce 
“winners” and “losers.”

• Statistics and data are systematically and 
meticulously curated from relevant agen-
cies and built on.

• Websites and apps are sharing more con-
tent and used for awareness raising and 
education platforms. 

• Multidisciplinary teams help integrate 
strategies and tactics among actors and 
institutions.

Reconsider bolstering in self-regulation and reporting: 
Self-regulating businesses and authorities should be given 
powers to impose administrative sanctions for noncompli-
ance.

Review sanctions regimes for potential preemptive 
adaptations: Reexamine impacts of sanctions, with the rec-
ognition that money is moving eastward towards China, Ma-
laysia, and India and increasingly away from the U.S.dollar. 
New tools may be needed to address business models, for 
example, when it comes to the role of globe-crossing family 
businesses (Africa moving to China).

A baseline data culling takes place: Data and statistics 
are gathered from aid agencies, donor agencies, business 
advisories, academia, and governmental institutions. These 
should be considered as a prerequisite for the development 
of national risk assessment tools and be maintained and 
strategically updated with practically oriented disaggrega-
tion, for example, gender-disaggregated data for inclusion 
or	species-disaggregated	data	to	combat	wildlife	trafficking.

National risk assessment tools are updated: Assessed 
for practicality and relevance and updated for “real world” 
issues,	with	modules	incorporating	typologies	specific	to	
jurisdictions such as wildlife and environmental crimes, 
human	trafficking,	and	sports	fraud	and	betting.	Better	
support and coaching is sought by countries undergoing 
a national risk assessment, and more robust mentoring is 
provided throughout. 
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6.3 Accountability: Reinvigorated Institutions, African Leadership, and Resource 
Allocation

FUTURE STATE PRACTICAL MODALITIES

• Membership in international AML/CFT 
organizations such as the Egmont Group 
and FSRBs is more inclusive and repre-
sentative of the continent. 

• Decision-making within international or-
ganizations is more inclusive of continen-
tal views, procedurally accountable, and 
transparent. 

• Resource allocation in international orga-
nizations and intergovernmental bodies 
is more transparent and accountable, 
demonstrating “value for money.”

• Multilateral platforms, particularly with 
regard to economic integration and 
cooperation with developed countries, 
have increased African leadership, oper-
ational representation, and presence. 

• Middle Eastern and Persian Gulf country 
funds dedication are better utilized and 
allocated. 

• Cooperation for a national and/or re-
gional digital financial services supervi-
sory, with FIUs working in tandem with 
national security and law enforcement 
agencies.

• Regional and institutional bodies in-
tegrate gender lenses, sensitivity, and 
mainstreaming into their regulations, 
policies, and programming, acknowledg-
ing the strategic importance of women’s 
financial and economic inclusion.

Fast-track national membership in international organi-
zations: Identify and rapidly address legal, political, techni-
cal, and capacity barriers to membership. Consider a default 
“observership” for all jurisdictions. 

Identify and eliminate layered AML/CFT “process re-
dundancies”: International and intergovernmental organi-
zations play similar roles when it comes to assessing and 
determining risk, listing, and evaluating and advising on 
regulatory framework improvements. FSRBs, the UN, EU, 
and other entities can align and streamline requests and 
assessments and become leaner, consequently reducing 
the burden for low-capacity countries. 

Discussions of “local ownership” should be had early on 
and locally: Discussions related to cultural inclusion are not 
taking place at the centers of power and procedurally may 
not be voiced altogether. Do better to integrate these voices 
at project inception, before projects have been designed 
and funded and funding committed. particularly as they 
relate to AML/CFT programming. 

Stepup and strategically drive a focus on growth 
corridors: For example, the Africa-BRICS partnership is 
instrumental to reducing the demand markets in BRICS 
countries for ivory. India had collaborated with Japan and 
multiple African countries to create the Asia-Africa growth 
corridor.

Stronger linkage between traditional European donors 
and Middle Eastern and Persian Gulf country donors: 
Assure that all are practically linked to various international 
frameworks to avoid double-resourcing, for example, the 
Sustainable Development Goals 2030. Utilize the World 
Bank Smart Indicators or another framework to assess 
progress and synergies. 

Regional cooperation on gender: Target risk assessment 
processes,	identification	and	verification	requirements,	and	
the	collection	of	gender	disaggregated	data	on	identification	
and CDD impacts, as well as consider women as stakehold-
ers and clients across products, services, and distribution 
channels.

Support media and journalist training on effective cov-
erage of financial integrity issues across platforms and 
mediums: Raising awareness, knowledge-base and tech-
nical skills for members of the media and press, as force 
multipliers, will strengthen the discourse surrounding issues 
of corruption, mismanagement of funds, money laundering 
and	fraud.	Programming	should	be	tailored	for	radio,	televi-
sion, social media and print. 
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6.4 Africa Rising: Entrepreneurial Ecosystems for Innovative Solutions

FUTURE STATE PRACTICAL MODALITIES

• A culture of innovation is promoted to 
facilitate a thriving start-up environment. 

• Strong financial and regulatory govern-
mental support to help form and nour-
ish an entrepreneurial ecosystem. This 
includes progressive regulations, strong 
financial services, and private investors. 

• An assortment of fintech and regulatory 
technology tools are developed and im-
plemented at scale to combat financial 
crime. 

• Emerging hubs of excellence across in-
dustries are supported by dedicated laws 
and investments.

• Remittance flows are facilitated within 
the regulatory environment, and those 
received are utilized for local develop-
ment, private sector investment, and 
sustainable livelihoods.

• Lower barriers to entry and reduced cost 
of doing business following the develop-
ment of appropriate regulation and su-
pervision for digital financial services and 
technology and the continued opening of 
the telecommunications industry.

• Regulations covering mobile banking and 
digital financial services support well-de-
veloped interoperability, and inclusive 
KYC/CDD considerations and financial 
products across gender and urban/rural 
spaces.

• Regulations and policies are forwar look-
ing, with respect to industry and market 
trends in the region. 

Emphasis on digital innovation:	Particularly	suited	
to	fill	existing	gaps	in	what	institutional	and	market	
arrangements	can	offer	in	terms	of	financial	ser-
vices. Nairobi and Johannesburg serve as continen-
tal	fintech	hubs	with	a	few	others	on	the	horizon.	

Accelerate technological accelerators: Govern-
ment must be an active and educated player in 
incentivizing and rewarding research, including bor-
rowing models of “idea generation” from the tech 
and	fintech	industries.	

Attention to the future of financial flows: Money 
flows	with	evolving	trends	in	bank	de-risking,	low-
er-cost remittances, and investment in nontradi-
tional	banking	alternatives	such	as	fintech.	Existing	
and	future	growth	of	fintechs,	mobile	device	and	
mobile banking penetration rates, and the shift-
ing business models of banks, hubs, and money 
transfer operators require parallel regulatory and 
policy frameworks to foster and secure growth as it 
happens. Other notable areas include payment ser-
vices, digital banking, investment and stocks, block-
chain-powered cryptocurrencies, and the continued 
preeminence of cash.
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Annex I: Additional Context: Influence Battles, Proxy Power Rivalries, and Gulf Alliances
The	Persian	Gulf	and	Middle	Eastern	power	struggles,	alliances,	and	agendas	have	spilled	over	to	the	Horn	of	Africa.	
Saudi Arabia and the United Arab Emirates have formed a strong alliance over shared interests, with Saudi Arabia 
opposing	Iranian	influence	in	the	region	and	the	UAE	counteracting	political	Islam.	Both	priorities	are	being	pursued	
through the narrative of counterterrorism and countering violent extremism. Tensions with Qatar grow as it pursues 
a	different	alignment	and	receives	support	from	Iran	and	Turkey.	Numerous	instances	of	political	tensions,	ideological	
differences,	economic	investment	or	gain,	and	military	disputes	rooted	in	the	Gulf	come	to	bear	across	Horn	countries.	

Gulf countries are deeply intertwined in infrastructure, real estate, hospitality, transportation, and telecommunications 
investments in the Horn. In the words of a senior EU diplomat, the UAE is pursuing a “one belt, one port” strategy in 
the	Horn,	mimicking	China’s	Belt	and	Road	Initiative.	Kenya	is	buying	most	of	its	oil	from	the	UAE	and	exports	coffee,	
tea, and textile products in return. Sovereign wealth funds are acquiring agricultural land in the Horn as food security 
becomes a key component in Gulf strategy. The Horn also supplies cheap, unskilled workers. Horn countries accuse 
Gulf	countries	of	poor	labor	standards	that	encourage	maltreatment	(Ethiopia	alone	has	more	than	500,000	workers	
in Saudi Arabia, and 23,000 of them face imminent deportation). In addition, the Abu Dhabi Fund for Development 
provides loans and grants to fund infrastructure projects in Somalia and Kenya.

Gulf tensions are perceived to be leading to an increased pursuit of strategic military outposts in the Horn and are 
intensifying	regional	tensions	that	risk	triggering	a	conflict.309 Both the Gulf and the Horn face similar challenges: armed 
conflict,	transnational	jihadism,	and	organized	crime,	including	piracy,	human	trafficking,	and	money	laundering.	The	
Gulf	crisis	that	erupted	on	June	5,	2017,310	adds	fuel	to	the	already	burning	fire	in	the	Horn	and	has	escalated	the	re-
gion’s	ongoing	militarization.	Governments	in	the	Horn	are	forced	to	make	difficult	choices	and	align	with	Saudi	Arabia	
and the UAE or with Qatar and, indirectly, Turkey. This has created new regional divisions and revived old hostilities. 

This proxy power rivalry could impact Horn countries negatively or positively, depending on with whom they align, 
but either way remains at the temperamental behest of Gulf country policies. The most worrying outcome of such 
escalation	is	that	the	Gulf	crisis	possibly	could	put	Djibouti,	Eritrea,	and	Ethiopia	on	a	path	toward	an	armed	conflict,	
further	inflaming	the	Horn’s	most	dangerous	three-way	territorial	dispute.	The	manner	which	the	countries	in	the	Horn	
respond	will	affect	future	relations	with	the	Gulf,	depending	on	how	long	it	takes	to	resolve	the	crisis	and	its	outcome.	
The	caveat	to	this	discussion	is	timing.	Being	aware	of	these	dynamics	now	will	go	a	long	way	10	to	15	years	from	now.

Saudi Arabian main interests in the Horn. For Saudi Arabia and its allies involved in the Yemeni war, East Africa has 
enormous strategic value.311 Until recently, the Saudis focused on gaining strategic advantages by giving humanitari-
an	aid	and	proselytization assistance	related	to	Wahhabism.	Trade	wasn’t	prioritized	to	the	degree	of	the	ideological	
narrative espoused. Somalia receives most of its aid from Saudi Arabia, while the UAE was responsible for training the 
country’s	military.	In	2017	they	launched	a	high-profile	aid	appeal	for	Somalia.312

Saudi	involvement	in	the	Horn	comes	in	multiple	forms.	In	terms	of	cultural	influence,	the	most	striking	instance	is	
Djibouti, where there is lavish Saudi spending on religious outreach, mosques, and religious schools, which is in stark 
contrast	to	the	French	colonizer	influence.	Wahhabi	influence	across	the	Horn	is	controversial,	and	concern	was	con-
sistently expressed with regard to it changing the social and cultural fabric of society.

Over	the	last	two	decades,	Qatar	has	carved	out	a	significant	regional	and	international	role	by	positioning	itself	as	
an active moderator and mediator, building relations with states whose governments are often negatively portrayed 
while supporting Islamist groups such as the Muslim Brotherhood, as well as the Arab Spring. Turkey, a key ally that 
has	defended	Qatar,	is	very	influential	in	the	Horn	and	is	setting	up	military	bases	in	Qatar	and	Somalia.313 Qatar has 
no military presence in the Horn and is unlikely to compete with Turkey in the region after accepting a deployment of 
Turkish troops.314 Qatar has invested heavily in Sudan, becoming its largest foreign donor in hopes of ending economic 
and military cooperation between Iran and Sudan. It acquired farmland to enable its own food security and pressured 
Sudan	to	influence	its	rough	relationship	with	Egypt.315

Concern for the stability of Horn countries in relation to the instability introduced by various Gulf countries is discussed 
regionwide.	On	July	7,	2017,	Ethiopian	Prime	Minister	Hailemariam	Desalegn	publicly	articulated	his	country’s	anxiety,	
addressing the parliament and noting that the Gulf crisis “must be resolved expeditiously” or it could “destabilize” the 
entire region. The Egyptian connection to the dispute in the Horn adds to the existing dispute between Egypt and Ethi-
opia concerning the construction of the Grand Renaissance Dam and the allocation of Nile River water. 

309Rashid Abdi, “A Dangerous Gulf in the Horn: How the Inter-Arab Crisis Is Fuelling Regional Tensions,” International Crisis Group, 3 August 2017, 
https://d2071andvip0wj.cloudfront.net/3aug18-a-dangerous-golf-in-the-horn.pdf. 
310Peter	Fabricius,	“Horn	of	Africa	a	Flash	Point	for	Proxy	Battles	Among	Gulf	States,”	Daily	Maverick,	28	July	2017, https://www.dailymaverick.co.za/
article/2017-07-28-horn-of-africa-a-flash-point-for-proxy-battles-among-gulf-states/#.WkI7Tt-WaUk.
311Mel	Frykberg,	“Gulf	Countries	Fight	for	Influence	in	Horn	of	Africa,”	IOL,	31	August	2017,	https://www.iol.co.za/news/africa/gulf-countries-fight-
for-influence-in-horn-of-africa-11018205.
312Ibid. 
313Ahmed	Soliman,	“Gulf	Crisis	Is	Leading	to	Difficult	Choices	in	the	Horn	of	Africa,”	Chatham	House,	29	June	2017,	https://www.chathamhouse.org/
expert/comment/gulf-crisis-leading-difficult-choices-horn-africa.
314Jacqulyn	Meyer	Kantack,	“The	Gulf	Contest	for	the	Horn	of	Africa,”	Critical	Threats,	26	September	2017,	https://www.criticalthreats.org/print/ana_
59cac618b3316.
315Ibid. 
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An example of the Gulf crisis affecting Horn stability. Somalia is working hard to maintain a neutral approach, 
which might be detrimental.” Until recently, Saudi Arabia and Egypt were the two most prominent rival players in So-
malia. Now Qatar and the UAE have emerged on the scene. All these powers actively support rival Somali politicians, 
further deepening its culture of clientelism.”316	Somalia	has	become	increasingly	vulnerable	to	influences	from	foreign	
powers, including Gulf Cooperation Council (GCC) states. On one hand, Somalia supported Saudi Arabia in its cam-
paign against Houthi rebels in Yemen. On the other, they have permitted Qatari air carriers to utilize Somali airspace 
since diplomatic relations with the GCC broke in June 2017. The break occurred when Saudi Arabia allegedly consid-
ered ending its program to pay, train, and equip a special forces unit for the Somali National Army. In response, Soma-
lia’s prime minister sent out a distress call to Western donors, indicating that Saudi Arabia and the UAE had decided to 
deny direct general budgetary support. 

Somalia’s	demand	came	at	an	unpromising	time	because	the	EU	and	other	key donors	were	busy	mobilizing	funds	to	
prevent famine and support the country’s expensive peacekeeping operation. In addition, the Saudis have allegedly 
offered	Somalia	$80	million	to	join	the	boycott	on	Qatar.	

Somalia remains strategically important to both sides of the Gulf rift. Mogadishu now has a civilian government, which 
continues	battling	al-Shabaab.	 “You	couldn’t	find	any	place	more	strategic	 for	 the	Arab	powers	than	Somalia,”	said	
Rashid Abdi, the Horn of Africa project director for the International Crisis Group. “That explains the intensity of these 
powers’ interest in Somalia.”317

A ‘Development Bonanza’ in Somaliland
Despite the complicated situation in Somalia, the picture in Somaliland is much more optimistic.” Somaliland stands to 
reap	a	hefty	financial	windfall”	because	it	secured	a	great	number	of	military,	commercial,	and	infrastructure	deals	with	
the	UAE.	For	example,	under	a	deal	to	upgrade	the	port	of	Berbera,	Somaliland	will	receive	$442	million	from	the	UAE	
port	logistics	conglomerate	DP	World.	Under	a	separate	agreement,	Somaliland	has	granted	the	UAE	a	25-year	lease	
to	build	a	military	base	and	use	the	Berbera	airport.	This	is	expected	to	generate	$1	billion	in	investments	to	develop	
infrastructure. Yet, Mogadishu still insists that Somaliland is a part of Somalia.318

The Gulf’s Military Footprint in the Horn
Saudi	Arabia	and	the	UAE	have	signed	military	cooperation	agreements	that	significantly	increase	and	expand	their	
military presence in Djibouti, Eritrea, Somalia, and Somaliland. Their primary purpose is the war in Yemen, particularly 
efforts	to	take	control	of	the	Yemeni	coastline,	cut	off	rebel	supply	routes,	and	increase	naval	and	aerial	attacks	against	
the	Houthi	and	Saleh	forces	via	a	southern	flank.	Three	Horn	states	are	now	actively	engaged	in	the	Yemen	conflict:	
Eritrea, Somalia, and Sudan.319 In addition to their military presence in the Horn, Gulf countries have become involved 
in	East	African	politics,	particularly	during	Somalia’s	February	2017	elections	when	President	Mohamed	Abdullahi	Mo-
hamed	won.	President	Mohamed	appointed	a	former	reporter	of	the	Qatar-funded	satellite	news	channel	Al-Jazeera	
Arabic	as	his	chief	of	staff	while	the	UAE	backed	a	different	candidate.	It	is	believed	that	the	Gulf	military	installations	
will	become	permanent	fixtures	in	East	Africa.320

Turkish Delights
Turkish-African	relations	date	back	to	the	Ottoman	Empire,	which	had	a	foothold	in	Africa,	although	the	empire’s	influ-
ence in sub-Saharan Africa was minimal. The end of 2017 marked 20 years of Turkish involvement in Africa. After its 
“opening to Africa” policy, adapted in 1998, Turkey has been active on the African continent since 2002 when the Jus-
tice	and	Development	Party	(AK	Party),	Turkey’s	current	ruling	party,	came	to	power.321	Moreover,	the	AK	Party	received	
observer	status	in	the	AU	in	that	same	year.	President	Recep	Tayyip	Erdoğan	has	made	trips	to	the	region,	signaling	
strongly that Turkey will remain invested and involved.322	Furthermore,	President	Erdoğan	became	the	first	Turkish	
leader to visit 23 African countries in Turkey’s history.323

“Turkey has been a rising actor in the Horn as part of its foreign policy of expanding its traditional periphery to utilize 
its growth potential through trade. Turkey has 39 embassies around the continent, which is more than the UK, of which 
most	are	not	even	staffed	with	diplomatic	corps	but	are	trade	facilitation	offices.”	Moreover,	Turkish	Airlines	has	exten-
sively	increased	its	operation	in	Africa	and,	as	of	2016,	has	51	destinations	in	Africa,	compared	to	2009	when	it	had	13.	

Turkish	Airlines	 is	possibly	the	 largest	carrier	operating	 in	Africa.	 In	2015,	Turkish	foreign	direct	 investment	(FDI)	 in	
Africa	exceeded	$6	billion,	compared	to	$100	million	in	2003.	Turkey’s	most	apparent	goal	is	cementing	strong	eco-
nomic	relations	with	the	region’s	countries	by	waging	a	soft	yet	strategic	power	offensive.	Turkey	has	invested	a	large	

316Abdi, “Dangerous Gulf in the Horn.” 
317Frykberg,	“Gulf	Countries	Fight	for	Influence	in	Horn	of	Africa.”	
318Fabricius,	“Horn	of	Africa	a	Flash	Point	for	Proxy	Battles	Among	Gulf	States.”
319Abdi, “Dangerous Gulf in the Horn.” 
320Frykberg,	“Gulf	Countries	Fight	for	Influence	in	Horn	of	Africa.”	
321Abdinor	Hassan	Dahir,	“How	Effective	Is	Turkey’s	Africa	Initiative?”	Daily Sabah, 19 September 2017, https://www.dailysabah.com/op-
ed/2017/09/19/how-effective-is-turkeys-africa-initiative.
322 “Dialogue Snapshot: Middle East and U.S. Relations With the Greater Horn of Africa,” Hollings Center for International Dialogue, March 2017, 
https://hollingscenter.org/wp-content/uploads/2017/06/Africa-Snapshot-Final.pdf.	
323Dahir,	“How	Effective	Is	Turkey’s	Africa	Initiative?”
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amount of humanitarian aid in Somalia and initiated projects centered on improving infrastructure and capacity devel-
opments.324 Ethiopia receives most of Turkish FDI in Africa, with more than 40 percent of such investments. Recently, 
Turkey extended a loan to Ethiopia to fund the construction of the Awash-Woldiya railway and is investing in manu-
facturing, power generation, and food security. As a result, Ethiopia is Turkey’s fourth-largest trading partner in Africa. 
Turkey	established	an	industrial	zone	in	2015	that	provided	33,000	jobs	to	Ethiopians.325

A unique approach toward Somalia. “In Somalia, there is growing competition between Muslim countries for political 
influence.	Turkey	has	been	one	of	the	most	prominent	diplomatic,	development,	trade	and	security	actors	in	the	coun-
try since 2011, opening its largest overseas embassy and military base in Mogadishu. Its only other overseas base is in 
Qatar, which Ankara has backed amid the boycott.”326 Qatar has given development and budgetary support to Somalia 
since 2012.327	Turkish	engagement	in	Somalia	has	affected	Somalia’s	position	in	the	current	Gulf	crisis	and	general	
public perspectives and views of its interests and agenda in the region. Somalia by and large has opted for neutrality 
and	offered	to	mediate	between	the	two	sides	while	simultaneously	rejecting	a	Saudi	donation	of	$80	million.	This	
approach of trying to maintain cordial relations with both sides has had minimal gain, particularly with its Gulf partners 
Saudi Arabia and the UAE.328
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