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Block Grants and 
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Ethiopia’s Fiscal 
Experience

3.3 Kenya

Devolution and Fiscal 
Empowerment: 
Kenya’s County 
Experience
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(approximately 
52.7%), states (26.7%), and local governments (20.6%), 

3.4 Nigeria
Revenue Sharing and 
Local Fiscal Struggles: 
Nigeria’s Lessons on 
Decentralization

 15%
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This study uses a qualitative policy analysis approach 
based on document analysis and comparative review. 
Primary data were drawn from Somali government doc-
uments (e.g., the Fiscal Decentralization Strategy, 
MoIFAR Framework, Puntland policy papers) and sup-
plemented by international sources from Germany, Ethi-
opia, Kenya, and Nigeria. Content analysis was applied 
to extract themes such as legal frameworks, institution-
al arrangements, revenue assignments, and intergov-
ernmental transfer mechanisms. Comparative analysis 
further illuminates similarities and differences, with 
visual aids (tables and charts) created to summarize 
data across the different systems. This methodology 
provides a comprehensive understanding of both the 
domestic context and international best practices in 
fiscal decentralization.

Somalia’s current system relies on periodic intergovern-
mental forums, such as the Finance Ministers’ Fiscal 
Forum, to negotiate fiscal arrangements. While informal 
practices dominate, recent initiatives indicate a move 
toward formalization. For example, pilot formula-based 
transfers have been introduced to share federal 
revenues with FMS, though local governments remain 
largely excluded from such arrangements. This ad hoc 
system, while effective in maintaining dialogue, lacks 
the legal force of a comprehensive fiscal federalism law 

Methodology04 

Empirical Findings05 

5.1 Intergovernmental Fiscal Relations
 in Somalia

[2][3].
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How inter-governmental fiscal transfers 
(IGFT) actually work in Somalia today

Level / 
Instrument 

How the money 
is shared 

Legal/Policy 
basis 

Most recent practice 
(FY 2023-24) 

Key issues 
noted by 

MoF & IMF 
Vertical split – 
between the 
Federal 
Government of 
Somalia (FGS) 
and the six 
Federal-Member 
States (FMS) 
plus Banadir 
Regional 
Administration 
(BRA) 

60 % FGS – 40 
% FMS/BRA of 
all on-budget 
donor budget-
support grants 
(mainly World 
Bank, EU BS & 
AfDB TSF). 
Deducts agreed 
fiduciary fees 
first. 

2016 Inter-
Ministerial 
Finance-
Ministers’ 
Forum 
communiqués; 
reconfirmed in 
successive 
Budget 
Framework 
Papers (most 
recently FY-
2025) 

US $90 m transferred 
in 2023/2024 
(FGS→FMS/BRA). 
Transfers are released 
ad hoc basis through 
the Treasury Single 
Account. 

Heavy 
reliance on 
external 
grants; 
domestic-
revenue 
based 
transfers still 
ad-hoc for 
port less 
states. 

Horizontal 
formula – how 
the 40 % is 
divided among 
Puntland, 
Jubbaland, 
Southwest, 
Galmudug, 
Hirshabelle & 
BRA 

The five-
parameter 
performance-
linked formula 
below (Table 1). 

First set out in 
2019 and 
codified in MoF 
Financial 
Governance 
Report 2023 & 
the FY-2025 
Budget 
Strategy Paper  

Applied without 
change in FY 2021-
24 disbursements. A 
joint FGS/FMS 
technical team scores 
each parameter 
annually; results are 
endorsed by FMFF 
published on MoF 
portal. 

Formula only 
covers donor 
budget-
support. 
PEFA self-
assessment 
report is not 
all the time 
used where 
sharing the 
budget 
support 
grants 

Special-purpose 
transfers 

(i) BRA receives 
15 % of 
Mogadishu 
port revenues; 
(ii) natural-
resource sharing 
deals under 2020 
Petroleum Act & 
2023 Fisheries 
Act; (iii) project-
specific World 
Bank 
programmes 
routed through 
FGS. 

Individual 
resource-
sharing 
agreements & 
sector laws. 

BRA port-share 
averaged US $18 
m/yr (2021-23). 
Petroleum shares not 
yet material due to 
early production stage 
& fisheries licenses 
fees are shared based 
formula agreed 
FGS/FMSs. 

Execution 
highly 
uneven; 
Transfers are 
not timely 
reporting 
from some 
FMS-run 
ports & 
fisheries. 

Fiscal-gap top-
ups 

3 % fiscal gap 
allocation pool 
inside the 
formula reserved 
for Galmudug, 
Hirshabelle & 
Southwest (the 
lack of 
operational 
ports, low-
revenue states). 

Same MoF 
guidance as 
horizontal 
formula. 

Disbursed 
proportionally to the 
three eligible states 
each year. 

Very small 
envelope – 
does little to 
offset 
structural 
imbalances. 
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What this means in practice
Consensus on Transfer Formula – The Federal Gov-
ernment of Somalia (FGS) and the Federal Member 
States (FMS) have agreed to shift from the informal 
gentleman’s agreement on transfer-sharing to a 
structured transfer formula. As a result, Intergovern-
mental Fiscal Transfers for both FGS and FMS are 
now incorporated into the annual budget allocation. 
Performance incentives are modest – Budget sup-
port is shared based individual FMS performance 
on the indicators resulting to PFM reform agenda 
and a 2-point swing in the ranking moves at most 
0.3 % of the total pool; MoF notes limited 

Equity questions remain – port-owning states 
(Puntland, Jubbaland) still enjoy far higher own-rev-
enue; the 3 % equalisation parameter is too small to 

Next reform steps under discussion (2025-27)

1.Broaden the vertical pool to include a share of 
domestically mobilised taxes like (Income Taxes) 

2.Add needs-based variables (population, poverty 
headcount, service coverage) alongside perfor

3.Institutionalize Inter-governmental Fiscal Forums 
to Commission: to replace the ad-hoc Finance-Min-
isters Forum and arbitrate formula reviews.

4.Publish transfer scorecards on the MoF portal in 
Somali and English to raise transparency and citizen 
oversight.

close horizontal gaps.

mance scores.ipsum

behavioural change so far.

once collection passes US $400 m/yr.
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5.2 Revenue Assignments and Transfer 
Mechanisms

5.3 Institutional and Legal Frameworks

5.3 Institutional and Legal Frameworks
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5.4 Donor and Pilot Programs

Comparative Analysis: Lessons 
from Germany, Ethiopia, Kenya, and 
Nigeria

06

GERMANY

ETHOPIA
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Key Lessons for Somalia:

KENYA

NIGERIA

01
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05
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FISCAL DECENTRALIZATION 
IN SOMALIA: 13 FISCAL DECENTRALIZATION 
IN SOMALIA: 14



8.1 For the Federal Government (FGS)

8.2 For Federal Member States (FMS)

8.3 For Local Governments

Policy Recommendations08 
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8.4 For International Donors

Conclusion09 
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Figures and Tables10

Figure 2. Timeline of Key 
Fiscal Decentralization 
Milestones in Somalia 
(2012–2023)
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Table 2. Stylized Overview of Revenue Sources and 
Fiscal Transfers in Somalia

Table 3. Comparative Fiscal Decentralization 
Overview

Table 2: Adapted from Somali government strategy documents [4][5].

Table 2: Synthesized from international and regional experiences [7][9][10][11].
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11. Footnotes

1.

2.

3.

5.Ethiopia’s block grant system

6.Kenya’s devolution model

7.Nigeria’s constitutional revenue-sharing system is 
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