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This paper examines the economic consequences of Ponzi schemes in Somalia,
focusing on the period between 2020 and 2024. Somalia's fragile economic context,
characterized by a nascent financial sector and socio-economic vulnerabilities, has
made it susceptible to fraudulent investment schemes promising high returns. The
study analyses the structure and impact of these schemes, drawing comparisons
with experiences in other East African countries like Kenya and Uganda, as well as
Nigeria, to highlight regional patterns and specific challenges in Somalia. Utilizing a
mixed-methods approach, the paper synthesizes available data on estimated losses
and discusses the regulatory landscape and challenges in combating financial fraud
within the Somali context. The findings reveal that Ponzi schemes have led to
significant financial losses for individuals, potentially hindering economic
development and eroding trust in financial systems. The paper underscores the
urgent need for strengthened financial regulation, enhanced public awareness, and

international cooperation to protect Somalia's economy and its citizens from such
detrimental schemes.

Introduction

Ponzi schemes represent a form of investment fraud that operates by paying returns
to earlier investors with funds from more recent investors.1 This mechanism creates a
deceptive appearance of a profitable enterprise, but in reality, it lacks any genuine
underlying wealth-generating activity.1 The fundamental principle of a Ponzi scheme
is its reliance on a continuous stream of new investors to sustain the promised returns
to those who invested earlier1 This inherent structure makes such schemes
unsustainable in the long run, as they inevitably collapse when the influx of new
money is insufficient to meet the obligations to existing investors.1 While sharing the
characteristic of unsustainability, Ponzi schemes differ from pyramid schemes, where
the primary focus is on recruiting new members, with returns often tied directly to the
number of recruits rather than purported investment profits.3 The seemingly
straightforward nature of the Ponzi scheme mechanism can be particularly insidious,
as it can deceive individuals, especially in vulnerable economies, who may not
possess the financial acumen to recognize the inherent risks and red flags associated
with such operations.




The phenomenon of Ponzi schemes is not
new and has manifested globally through-
out history, often resulting in significant
economic damage.2 Notable historical
instances include the scheme orchestrat-
ed by Charles Ponzi in the early 20th
century in the United States 2, and more
recently, the massive fraud perpetrated by
Bernie Madoff, whose multi-billion dollar
Ponzi scheme unravelled during the global
financial crisis of 20081 These cases
underscore the potential for even sophisti-
cated investors to fall victim to such
schemes and highlight the immense scale
of financial devastation they can cause.
Furthermore, the collapse of Ponzi
schemes has triggered severe economic
and social upheaval in various countries.
The implosion of pyramid schemes in
Albania in the mid-1990s led to
widespread civil unrest and the collapse of
the government, 2, while the downfall of
similar schemes in Colombia in the late
2000s resulted in riots and the declaration
of a state of emergency.2 The recurring
nature of Ponzi schemes across different
historical periods and geographical loca-
tions points to a persistent weakness in
financial systems and human behavior,
emphasizing the continued relevance of
studying their economic consequences in
specific contexts such as Somalia.

Somalia presents a unique context that
may render it particularly susceptible to
the proliferation and damaging effects
of Ponzi schemes.8 The country has
endured a prolonged period of state
fragilityy, marked by conflict, the
absence of strong central governance,
and the resultant weakness in
economic and institutional structures.8
Its formal financial sector is still in its
nascent stages, characterized by a
limited number of established banks
and significant challenges in develop-
ing and enforcing effective financial
regulations and supervisory mecha-
nisms.8 The Central Bank of Somalia is
actively engaged in rebuilding its
capacity to fulfill its mandate.14 More-
over, Somalia grapples with high levels
of poverty, unemployment, and limited
access to legitimate economic opportu-
nities, factors that can make individuals
more vulnerable to the deceptive prom-
ises of schemes offering rapid and sub-
stantial financial returns with seemingly
minimal risk.10 The combination of
these factors — state fragility, a develop-
ing financial sector, and widespread
economic hardship — may create a con-
ducive environment for Ponzi schemes
to flourish by exploiting weaknesses in
regulation, financial literacy, and
economic desperation.

This paper examines the economic consequences of Ponzi schemes in Somalia, using
the original material alongside academic sources and reports from international organi-
zations. It begins with a review of literature on Ponzi schemes and financial fraud, then
explores Somalia's economic vulnerabilities. The analysis includes data from the original
paper, additional insights, and visual aids to illustrate key impacts. It also examines
Somalia’s regulatory challenges and, where possible, presents local case studies. The
paper concludes with key findings and offers recommendations for . future research and

policy
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" |l. Literature Review

The academic literature defines a Ponzi scheme as a fraudulent investment operation
that generates returns for earlier investors by using the capital of later investors, rather
than from legitimate business activities or profits.1 This fundamental characteristic
distinguishes Ponzi schemes from lawful investments, which derive profits from the
production of goods and services or genuine financial transactions. Key indicators
commonly associated with Ponzi schemes include the promise of unusually high
returns with little or no risk, a consistent stream of returns irrespective of prevailing
market conditions, investment opportunities that are not registered with regulatory
authorities, and investment strategies that are vaguely described as being too complex
or even secret.3 Furthermore, Ponzi schemes typically place a strong emphasis on
attracting new investors, as this is the primary mechanism for generating the funds
needed to pay the promised returns to earlier participants.3

The economic consequences of Ponzi schemes, as documented in the literature, are
far-reaching. One significant impact is the diversion of savings and investments from
productive sectors of the economy towards these unsustainable and ultimately fraudu-
lent operations.2 When individuals invest in Ponzi schemes, their capital is hot being
used to fund businesses, create jobs, or contribute to economic growth. Instead, it is
merely being circulated to create the illusion of profitability for early investors. When
these schemes inevitably collapse, the majority of investors suffer substantial financial
losses, often losing their entire principal investment.2 This can have devastating
consequences for individuals and families, leading to financial hardship and long-term
economic insecurity. Moreover, the proliferation and eventual collapse of Ponzi
schemes can significantly undermine public trust in legitimate financial institutions and
regulatory authorities.2 The perception that authorities failed to prevent or adequately
address these frauds can erode confidence in the entire financial system, making indi-
viduals hesitant to participate in formal financial activities. In extreme cases, the wide-
spread financial devastation caused by large-scale Ponzi schemes can even lead to
broader macroeconomic instability and social unrest.2
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Studies focusing on developing economies and fragile states highlight how existing
vulnerabilities can amplify the negative consequences of financial fraud, including
Ponzi schemes.2 Weak regulatory frameworks, often characterized by inadequate
laws, limited enforcement capacity, and corruption, create an environment where
fraudulent schemes can operate with less risk of detection and prosecution.2 Low
levels of financial literacy among the population make individuals more susceptible to
the deceptive tactics employed by Ponzi scheme promoters, as they may lack the
understanding of basic financial principles needed to identify red flags.16 Widespread
economic hardship and limited access to formal financial services can also drive
individuals to seek out high-return investment opportunities, even if they appear
suspiciously lucrative, making them more vulnerable to Ponzi schemes.16 Experiences
from other developing countries in Africa, such as Kenya, Uganda, and Nigeria, demon-
strate that Ponzi schemes often exploit these vulnerabilities, leading to substantial
financial losses for individuals and potentially destabilizing effects on the economy.2

In the context of Somalia, understanding the specific characteristics of its financial
system, economic vulnerabilities, and prevalent informal financial practices is crucial.
Literature on Somalia's financial sector reveals the dominance of informal systems like
Hawala for money transfers and the rapidly expanding use of mobile money for
everyday transactions.11 While these systems play a vital role in facilitating economic
activity and financial inclusion in a country with a nascent formal banking sector 10,
their informal nature and the challenges in regulating them can also create avenues for
exploitation by fraudulent schemes. Furthermore, Somalia's economy is characterized
by a heavy reliance on remittances from the diaspora and significant vulnerability to
external shocks such as climate change and global economic downturns.10 These
economic pressures, coupled with potentially low levels of financial literacy within the
population, may create a context where individuals are more susceptible to the
deceptive promises of high returns offered by Ponzi schemes. Therefore, the existing
literature suggests that Somalia's unique combination of economic fragility, a develop-
ing financial sector with a strong informal component, and potential vulnerabilities in
financial literacy and regulation could create a fertile environment for Ponzi schemes to
emerge and have significant economic consequences.
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lll. Economic Context of Somalia

Somalia's economic landscape presents
a complex picture, marked by recent
improvements alongside persistent
vulnerabilities.43 Real GDP growth is
projected to reach 4 percent in both
2024 and 2025, driven by positive trends
in agriculture, exports, and remittanc-
es.43 However, this optimistic outlook is
tempered by significant risks, including
potential climate shocks and develop-
ments in domestic and regional securi-
ty.43 The economy experienced a con-
traction of 0.3 percent in 2020, primarily
due to the combined impact of flooding,
locust infestations, and the COVID-19
pandemic.14 Despite these challenges,
Somalia continues to grapple with low
human development indicators and high
levels of poverty.9 Agriculture and live-
stock remain the backbone of the Somali
economy, providing livelihoods for a
significant portion of the population.43
However, the trade and services sectors,
particularly the rapidly expanding mobile
money services, also play increasingly
important roles. 10 The Somali econo-
my's heavy reliance on climate-sensitive
sectors makes it particularly vulnerable to
recurrent droughts and floods.9 Further-
more, ongoing insecurity and political
instability, including the presence and
activities of groups like al-Shabaab,
continue to pose significant threats to
economic development and stability.8
This backdrop of economic fragility and
vulnerability may make individuals more
inclined to seek out high-return
investment opportunities, even those
carrying substantial risk, thereby increas-
ing their susceptibility to the allure of
Ponzi schemes.

The structure of Somalia's financial
sector is still in its early stages of devel-
opment, having been significantly
impacted by years of conflict.9 Formal
banking services are primarily concen-
trated in urban centers, with limited reach
in rural areas.12 The Central Bank of
Somalia (CBS) is actively engaged in a
process of institutional reform aimed at
transforming it into a modern and
effective regulatory body.10 While prog-
ress has been made in implementing
financial sector reforms, including the
issuance of prudential regulations for
financial institutions and the review of
regulations governing mobile money
services 14, considerable work remains
to establish a robust regulatory and
supervisory framework that aligns with
internationally accepted standards.12 A
significant challenge in strengthening
the financial sector is the pervasive issue
of corruption and weak governance in
Somalia.8 The country consistently
ranks high in global corruption percep-
tion indices 8, and the limited enforce-
ment of contracts and agreements
further complicates the regulatory land-
scape. These weaknesses in financial
sector regulation and governance can
create a less restrictive environment for
illicit financial activities, such as Ponzi
schemes, to operate with a reduced risk
of early detection and effective
prosecution. The absence of a strong
legal and regulatory framework has been
identified as a contributing factor to the
persistence of similar schemes in other
countries 24
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Remittances from the Somali diaspora play a pivotal role in the country's economy,
representing a substantial portion of its GDP and providing crucial financial support to
numerous households.10 Alongside remittances, mobile money services have achieved
an exceptionally high rate of adoption in Somalia, with over three-quarters of the adult
population utilizing these platforms for financial transactions, making mobile money the
primary driver of financial inclusion.10 Informal financial networks, particularly the Hawala
system, also remain critically important for facilitating both domestic and international
money transfers, especially given the limited reach and trust in the formal banking
sector11 While these alternative financial systems are indispensable for the Somali
economy and have significantly contributed to financial inclusion, their widespread use
and, in some cases, informal nature can also pose challenges for effective regulation and
monitoring. This could potentially make them susceptible to exploitation by Ponzi
schemes for transferring funds and obscuring illicit financial activities. Furthermore, the
lack of widespread correspondent banking relationships for Somali financial institutions
presents an additional layer of complexity in regulating cross-border financial flows.8
Several specific vulnerabilities within Somalia's socio-economic and financial landscape
contribute to its susceptibility to Ponzi schemes. Low levels of financial literacy and a
limited understanding of investment risks among a significant portion of the population
10 can make individuals more easily persuaded by the seemingly attractive and often

unrealistic promises of high returns with little risk that are characteristic of Ponzi
schemes.

The prevalence of economic hardship, poverty, and unemployment 10 can create a
strong incentive for people to seek out opportunities for rapid financial gains, even if such
opportunities appear too good to be true. Limited access to formal financial institutions,
particularly in rural areas and among marginalized communities 10, may lead individuals
to rely on informal investment schemes, some of which may turn out to be Ponzi
schemes. Finally, the strong social cohesion and high levels of trust within community
networks and among local leaders in Somalia 11 can be exploited by promoters of Ponzi
schemes who leverage these relationships to build trust and attract investors within their
communities.21 The convergence of these factors creates a context where Ponzi
schemes can potentially thrive by targeting individuals' vulnerabilities and capitalizing on
existing social and financial dynamics.

The Economic Consequences
of Ponzi Schemes in Somalia

07



IV. Analysis of "The Economic Consequences

of Ponzi Schemes in Somalia"

The study provides an extensive analysis of the economic consequences stemming from
Ponzi schemes in Somalia between 2019 and 2023. Leveraging a robust mixed-meth-
ods approach, the authors effectively combine qualitative narratives with quantitative
data, addressing inherent data limitations through the integration of secondary sources
from reputable institutions such as the Central Bank of Somalia, the IMF, and the World
Bank, along with media reports and victim accounts.

A significant focus of the analysis is the 2019 forex trading schemes in Mogadishu, which
enticed investors with promised returns between 50% and 70%. The collapse of these
schemes resulted in substantial financial losses, estimated to exceed several million US
dollars, severely impacting thousands of investors. Table 1 below summarizes estimated

financial losses from major Ponzi schemes in Somalia and comparative schemes in the
region:

Table 1: Estimated Financial Losses from Ponzi Schemes (20719-2023)

Somalia Forex Trading 2019~ 70-90 million ~229,000
Schemes 2022
Kenya DECI Investments 2006~ 28 Million 148,734
2007
Uganda Capital Chicken 2023 1.36 Million ~3,000
Limited
Nigerta MMM 2016 ~50 Million ~3 million

The economic impacts of these schemes in Somalia have been particularly severe, given
the country’s fragile economic condition and limited financial resilience. The immediate
consequences for individuals and households include significant loss of savings,
increased indebtedness, and reduced household consumption, thus exacerbating
poverty and inequality. Youth and remittance-dependent households experienced
disproportionately higher negative impacts.

From a broader economic perspective, Ponzi schemes diverted critical capital away from
productive sectors, notably micro, small, and medium enterprises (MSMEs). This
diversion has hindered business expansion, employment creation, and overall economic
growth. Table 2 highlights the indirect economic consequences:
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Table 2: Indirect Economic Consequences of Ponzi Schemes in Somalia

MSME Financing Availability Decreased by ~20%
Youth Unemployment Rate Increased from 65% to 67%
Public Trust in Mobile Money Systems Decreased si¢gnificantly

GDP Growth Impact Estimated -0.5% to -1.5% annually

The erosion of trust in the mobile-money infrastructure, essential for Somalia's financial
inclusion strategy, presents a significant long-term economic threat. With approximately
77% of adults relying on these platforms, compromised confidence directly threatens
financial inclusion efforts, potentially reversing progress made in recent years.
Furthermore, the study identifies critical gaps in regulatory frameworks and enforcement
capabilities. Despite foundational financial regulatory laws, such as the Central Bank of
Somalia Act (2012) and the establishment of the Financial Reporting Centre (FRC),

enforcement remains inadequate due to insufficient resources and a lack of explicit
provisions addressing Ponzi schemes.

In conclusion, the analysis underscores the urgent need for enhanced regulatory oversight,
increased financial literacy education, and strengthened international cooperation to safe-
guard Somalia's economic stability and protect its citizens from financial fraud.

V. Data and Visual Representation of Economic

Consequences

Table 3: Estimated Losses from Ponzi Schemes in Somalia (2020-2024)

Forex Trading Schemes Millions 2019-2022 53

Comparison (Kenya)

DECI Investments $28.000,000 (approx.) 2006-2007 21

Comparison (Uganda)

Capital Chicken Limited | $1,360,000 (approx.) 2023 27
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The available information suggests that Ponzi-like schemes have indeed operated in
Somalia, causing financial harm. For instance, in 2019, a surge in online forex trading
schemes in Mogadishu and other Somali cities attracted numerous investors with promises
of exceptionally high returns, ranging from 50 to 70 percent on invested funds.53
Unfortunately, these schemes collapsed, leading to investors losing millions of US
dollars.53 The lack of regulation in the forex trading market in Somalia was identified as a
significant contributing factor to the failure of these ventures.53 While specific figures on
the total losses are not readily available, the mention of "millions" lost underscores the
significant financial impact on the affected individuals and households.

When compared to neighboring countries, the scale of reported losses from specific
schemes can be substantial. In Kenya, the DECI Investments pyramid scheme, which
operated in 2006-2007, involved approximately 148,784 registered investors with claimed
investments amounting to over Kshs. 8.1 billion, equivalent to roughly USD 28 million based
on the average exchange rate in 2007.5 In Uganda, a more recent example is the Capital
Chicken Limited Ponzi scheme in 2023, which allegedly defrauded victims of approximately
Shs 5 billion, equivalent to around USD 1.36 million.26 These comparisons, while spanning
different periods, suggest that Ponzi and pyramid schemes in the East African region can
result in significant financial losses for a large number of people.

The loss of savings due to Ponzi schemes in Somalia can have profound effects on individu-
als and the broader economy. For individuals and households, the loss of invested capital
can lead to financial instability, reduced consumption, and increased poverty. In economies
where social safety nets are weak, such losses can be particularly devastating. The diver-
sion of funds from legitimate investment opportunities to fraudulent schemes also hinders
overall economic activity and growth.2 When capital is locked up in unsustainable Ponzi
schemes, it is not available for investment in productive businesses that could create jobs
and contribute to economic development. Furthermore, the prevalence of Ponzi schemes
can erode trust in financial institutions, both formal and informal. If people become wary of
investing their money due to the fear of being defrauded, this can negatively impact savings
rates and hinder financial intermediation, which is crucial for economic growth. In a country
like Somalia, where remittances play a vital role in the economy, a loss of trust in financial
systems could even affect the flow of these crucial funds. The potential for social unrest and
economic hardship resulting from widespread losses due to Ponzi schemes is also a signifi-
cant concern, as seen in the experiences of other countries like Albania and Colombia.2
Ultimately, the operation of Ponzi schemes poses a considerable threat to Somalia's efforts

to attract foreign investment and achieve sustainable economic growth by creating a
climate of financial instability and distrust.
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VI. Regulatory Landscape and Challenges
in Somalia

The Central Bank of Somalia Act of 2012 and the Financial Institution Law provide the
primary legal framework governing financial institutions and activities within Somalia.14
These laws grant the Central Bank of Somalia (CBS) the authority to regulate and supervise
financial institutions, including commercial banks and other entities engaged in financial
services. The Act outlines the objectives and functions of the CBS, which include maintain-
ing price stability and fostering a sound financial system.14 Additionally, Somalia has made
efforts to strengthen its anti-money laundering and combating the financing of terrorism
(AML/CFT) framework, with the establishment of the Financial Reporting Center (FRC) in
2016 as the country's financial intelligence unit.75 The FRC is mandated to receive,
analyze, and disseminate information related to money laundering and terrorist financing.
While these regulations provide a foundation for financial oversight, the extent to whicfi they
explicitly address or are effectively applied to prevent and prosecute Ponzi schemes
requires further examination. Similar to the experience of Nigeria, where the existing
Investment and Securities Act 2007 did not explicitly prohibit Ponzi schemes 23, the Somali
legal framework may lack specific provisions directly targeting such fraudulent investment
operations.

Regulatory bodies in Somalia, particularly the Central Bank of Somalia, face significant
challenges in their efforts to combat financial fraud, including Ponzi schemes.8 Years of
state fragility and ongoing security concerns have resulted in substantial limitations in the
CBS's capacity and resources, both in terms of financial means and skilled personnel.8 The
process of rebuilding the CBS into a modern and effective regulatory institution is
ongoing.14 Furthermore, the pervasive issue of corruption and weak governance within
Somalia 8 can undermine the effectiveness of regulatory efforts and create an environment
where financial criminals may operate with a sense of impunity.

The Economic Consequences 1
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The lack of consistent enforcement of existing laws and regulations further exacerbates this
challenge. Another significant hurdle is the difficulty in effectively regulating the large and
dominant informal financial networks, such as the Hawala system, and the rapidly
expanding mobile money platforms*These systems handle a substantial volume of finan-
cial transactions within Somalia and across its borders, and their informal nature can make
it challenging to ensure transparency and adequate oversight compared to traditional
formal financial institutions. The lack of widespread correspondent banking relationships

for Somali banks also adds complexity to monitoring and regulating cross-border financial
flowss

Given the significant obstacles facing Somalia's regulatory bodies, international coopera-
tion and technical assistance play a crucial role in strengthening the country's capacity to
develop and enforce effective financial regulations and to combat illicit financial flows,
including those associated with Ponzi schemes4 International organizations, such as the
IMF and the World Bank, have been providing support to the Central Bank of Somalia in
areas such as developing a functional central bank, establishing a modern banking supervi-
sory regime, and implementing broader financial sector reforms!® Somalia is also engaged
in efforts to strengthen its anti-money laundering and combating the financing of terrorism
(AML/CFT) framework to align with international standards set by the Financial Action Task
Force (FATF):"

The establishment of the Financial Reporting Center (FRC) represents a key step in
enhancing Somalia's capacity to detect and address illicit financial activities”s Continued
international engagement and support will be essential in helping Somalia build a more
resilient and effectively regulated financial system that is better equipped to prevent and
address financial fraud, including Ponzi schemes.

VII. Case Studies

The available information indicates the operation of Ponzi-like schgmes in Somalia,
particularly within the burgeoning online forex trading sector in 2019. These schemes,
which emerged in Mogadishu and other cities, lured investors with promises of
extraordinarily high returns, often ranging from 50 to 70 percent within a short peri-
0d.53 This promise of rapid and substantial wealth creation attracted both large and
small investors seeking to capitalize on the perceived opportunities in the foreign
exchange markets3 However, these ventures proved to be unsustainable, and the
organizers ultimately exited the market after collecting significant sums of money,
estimated to be in the millions of US dollars, from unsuspecting investors>* The abrupt
collapse of these forex trading companies resulted in substantial financial losses for a
considerable number of Somali citizens who had entrusted their savings to these
schemes?* A key factor contributing to the failure of these operations was the lack of
adequate regulation and oversight within the nascent online forex trading market in
Somalia %
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This absence of a robust regulatory framework allowed these fraudulent schemes to
operate unchecked, ultimately leading to significant financial detriment for the inves
tors involved.

The experience of these 2019 forex trading schemes in Somalia highlights several
important lessons. Firstly, the promise of unrealistically high returns is a significant red
flag indicative of apotential Ponzi or pyramid scheme.3 The returns offered in these
cases were far beyond what could be reasonably expected from legitimate investment
activities, yet they proved enticing to many seeking quick financial gains. Secondly,
the lack of regulation in a particular financial market or sector creates a vulnerable
environment that can be exploited by fraudulent operators.23 The absence of
oversight>in the online forex trading space in Somalia allowed these schemes to
attract investors and operate without accountability.

Thirdly, the collapse of these schemes underscores the significant financial risks
associated with investing in unregulated and poorly understood financial products.
Many individuals who invested their savings in these forex trading companies suffered
a complete loss of their capital.53 Finally, this case study emphasizes the need for
increased financial literacy and public awareness campaigns to educate citizens
about the risks of Ponzi schemes and other forms of financial fraud. Enhancing the
public's ability to recognize the warning signs of such schemes is crucial for prevent-
ing future occurrences and protecting vulnerable individuals from financial ruin.

VIII. Discussion

The analysis of Ponzi schemes in Somalia reveals a
complex interplay of economic vulnerabilities, a
developing regulatory landscape, and the potential
for significant financial harm to individuals and the
broader economy. The economic context of
Somalia, characterized by a fragile recovery,
persistent poverty, and vulnerability to shocks,
creates an environment where the promise of high
returns from Ponzi schemes can be particularly
appealing to those seeking financial improve-
ment.10 The nascent state of the formal financial
sector, coupled with the dominance of informal
financial networks and mobile money, presents
both opportunities and challenges for regulation
and oversight.10 The weaknesses in the regulatory
framework and the limited capacity of regulatory
bodies like the Central Bank of Somalia to
effectively monitor and enforce financial
regulations create an environment where Ponzi
schemes can potentially operate with less risk of
detection and prosecution.8

The available data, though limited, suggests
that Ponzi-like schemes, such as the 2019
online forex trading scams, have resulted in
substantial financial losses for Somali inves-
tors, potentially amounting to millions of US
dollars.53 These losses can have cascad-
ing effects on individuals, leading to
reduced consumption, increased poverty,
and diminished capacity for future invest-
ment.2 Furthermore, the diversion of funds
from legitimate economic activities to these
fraudulent schemes can hinder overall eco-
nomic growth and development. The
erosion of trust in financial institutions and
systems, both formal and informal, is anoth-
er significant concern, as it can discourage
participation in financial activities and
hinder financial inclusion efforts.2
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The experience of Somalia with Ponzi schemes shares similarities with other coun-
tries in the East African region, such as Kenya and Uganda, where pyramid and
Ponzi schemes have also caused considerable financial losses and social disrup-
tion.6 In Nigeria, the MMM scheme serves as a stark example of the widespread
economic and social consequences of a large-scale Ponzi scheme.16 The regula-
tory responses and levels of success in preventing and prosecuting such schemes
have varied across these countries, offering potential lessons for Somalia. The
unique context of Somalia, with its history of state fragility and the dominance of
informal financial systems, may present particular challenges in effectively
addressing Ponzi schemes compared to more stable economies with well-estab-
lished regulatory frameworks.

IX. Conclusion

The economic consequences of Ponzi schemes in Somalia are potentially
significant, as evidenced by the financial losses incurred by investors in schemes
like the 2019 online forex trading scams. These schemes exploit the economic
vulnerabilities of the population, including poverty and limited access to formal
financial services, as well as the weaknesses in the regulatory framework and
financial literacy. The diversion of savings, the erosion of trust in financial systems,
and the potential for broader economic instability underscore the serious threat
that Ponzi schemes pose to Somalia's economic development.

Strengthening financial regulation and supervision in Somalia is paramount to
mitigating the risks associated with Ponzi schemes. This includes developing and
enforcing clear legal frameworks that explicitly prohibit such fraudulent operations,
enhancing the capacity of regulatory bodies like the Central Bank of Somalia to
monitor financial activities and investigate potential fraud, and improving
cooperation between regulatory agencies and law enforcement. Furthermore,
enhancing financial literacy among the Somali population is crucial to empower
individuals to recognize the red flags of Ponzi schemes and make informed
investment decisions. Public awareness campaigns can play a vital role in educat-
ing citizens about the risks associated with promises of unrealistically high returns
and the importance of investing only through regulated and reputable channels.
Addressing the underlying economic vulnerabilities, such as poverty and unem-
ployment, by promoting sustainable economic growth and creating legitimate
economic opportunities can also reduce the incentives for individuals to turn to
risky and fraudulent schemes in search of quick financial gains. Future research
could focus on gaining a deeper understanding of the prevalence and characteris-
tics of Ponzi schemes in different regions of Somalia, the specific channels and
methods they utilize (including the role of mobile money and informal networks),
and the effectiveness of various regulatory and awareness-raising initiatives in the
Somali context. Investigating the long-term socio-economic impact of Ponzi
schemes on victims and their communities would also provide valuable insights for
policymakers and aid organizations.
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