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Overview  

A National Payment and Settlement System (NPSS) is critical to 

a country’s economic and financial services infrastructure 

development. NPSS is similar to a country’s transport network: 

a country’s well-developed road and rail links allow goods and 

services to flow freely, reducing friction such as transaction 

costs and delays and thus help unleash economic progress. 

Similarly, the NPSS does exactly the same thing by allowing 

people and businesses to make and receive payments and settle 

transactions, and this in turn enhances and supports wider 

economic and financial inclusion as well as financial security.  

Whilst the economic benefits of a well-designed NPSS are 

generally acknowledged, the risks to its implementation are 

underappreciated. As is the case in Somalia, national 

governments in least developed countries rely on the expertise 

of international institutions (such as the World Bank) to help 

with the design and delivery of a suitable NPSS model. In that 

context, the greater emphasis centres invariably on helping these 

countries to import “best solutions” at the risk of overlooking 

some of the material nuances: interoperability, regulatory 

coherence, maintenance costs, expertise in managing the system 

(to name just a few), which can make a material difference on 

whether the NPSS initiative succeeds or fails. 

 

Significantly, there exist numerous examples in Somalia where 

an incomplete understanding of the challenges on the ground, 

combined with poor stewardship, meant the risks to the delivery 

of major programmes were never well-understood, thus securing 

poor value for money with little tangible benefits. Almost every 

sector- Financial and Justice being good examples - contains a 

monument to well-intentioned but inadequately conceived and 

poorly executed initiative. Failure is not an issue, especially in 

an environment like Somalia, which has seen the gamut of some 

of the most complex developmental challenges in history. 

Somalis have shown resilience and courage in continuing to 

forge a path to recovery in which the proposed NPSS will now 

be key and lessons learned in both the public and private sector 

need to be applied as a good basis of a robust risk management 

strategy. For transformative programmes such as the NPSS that 

are intended to help transform Somalia’s financial service 

infrastructure, the need for systematic engagement with 

stakeholders (of which the private sector is the key); a credible 

governance framework; an effective capacity to plan, understand 

risks and mitigate them effectively become all too important 

without which failure is almost assured. 
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Timely intervention is therefore paramount. The CBS has made 

laudable progress and there is every reason for cautious optimism 

given the new CBS leadership: NPSS IT tendering process (whose 

selection panel involved cross-section of would-be users, including 

private Financial Institutions- “FIs”), initiation of the Somali National 

Risk Assessment with the World Bank; as well as the new National 

Payment System law and updated FI law to include mobile money 

(both currently being drafted with the help of international experts 

including the World Bank). At the macro level, Somalia’s successful 

completion of successive rounds of the IMF’s Staff Monitored 

Programme – “SMP” - (now in its fourth round) and accession to 

Middle East and North Africa Financial Action Task Force (MENA 

FATF) membership show good progress momentum. However, a 

comprehensive consultation with stakeholders still remains an 

important outstanding challenge.  

This insights paper is intended to raise awareness of this important 

initiative in Somalia and help prompt debate and discussion. Whilst our 

views are informed by our experiences, working at leading global 

financial institutions for decades, our purpose here is not to argue for 

the merits of one NPSS over another, or indeed detail the technical 

elements of NPSS. We also see a clear opportunity for Somalia to 

leverage the body of knowledge gained from the experience of peers, 

developed and developing countries that are continually engaged in the 

development and reform of their payments systems.  

Our views are also echoed by well-respected international agencies, 

including the Bank for International Settlements Committee on 

Payments and Market Infrastructures (CPMI) and the Financial Action 

Task Force (FATF), which have issued clear guidelines on national 

payments systems development and effective risk management 

respectively.  

The paper’s aim is to emphasise how the importance of clarity over 

delivery objectives, robust governance framework and appropriate 

assurances will be key to the successful delivery of this initiative. We 

conclude the paper by summarising the seven critical factors for a 

successful NPSS implementation. 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

How National Payment and Settlement Systems Work 

We all need to make and receive payments. If for instance, Person A wants 

to send a payment from one institution (for example from a Bank, a Money 

Service Business, or a large Corporate Company) to Person B, and both A 

and B’s accounts are held at different institutions, the payment instruction 

goes through a process known as interbank clearing (IBC). IBC is important 

because, as not all bank accounts are held at the same company, transfers 

between accounts at different institutions create interbank obligations that 

would need to be settled by a trusted “Settlement Agent”. The Central Bank 

is the trusted agent by providing accounts to the firms and making sure their 

IBC obligations are settled. Illustration 1 shows how this operates in 

practice. 

Payment and Settlement Systems 

Most post-conflict countries do not have a basic 

payments system infrastructure. A cash-based 

settlement system: is prohibitively expensive to 

operate and risky; lacks system audit trail; does 

not have money multiplier effect, impairing the 

Central Bank’s ability to manage the monetary 

flow; severely constrains economic 

development, limiting, for instance, the ability 

of individuals to make and receive payments; 

functional operations of bank accounts; the 

growth potential for banks, Money Transfer 

Businesses and companies.  

This paper provides a high-level summary of the 

architectural design and operation of an NPSS, 

the key regulatory initiatives to think about, and 

the potential impact such a financial system 

infrastructure would have on Somalia’s 

economic development.  

Financial Service 

Firm 1

Financial Service 

Firm 2

Customer A Customer B

Settlement Agent

Central Bank of Somalia 

Account with the 

Central Bank 

Account with the 

Central Bank 

The Central Bank debits the account of Firm 1 

and Credits the account of Firm 2

The CBS as the Settlement Agent  

As a ‘settlement agent’ the CBS facilitates the transfer of funds between the 

customers of different financial firms. The role of a settlement agent is to 

provide accounts to banks for this purpose. This is how Customer A’s 

instruction to Financial Service Firm (1) to pay Customer B at Financial 

Service Firm (2) is settled through the IBC system run by the CBS.  

As the stylised example below shows, a key function of the CBS will be to 

act as the trusted agent that facilitates the payment flows between the 

different counterparties.  

There are a number of risks that would also need to be managed. These 

include CBS’s own exposure to credit risk default of the counterparties 

(namely a settlement risk for the CBS which can crystallise when payments 

are cleared without relevant counterparty funding), which is mitigated by 

the requirement to have intraday payment collateral. Other key controls 

include: robust management of the settlement volumes and flows to ensure 

multiple settlement windows throughout the day, as well as making sure the 

settlement process is operationally safe to use and is reliable.  

 

Muhiimadda Bangiga Dhexe ee Soomaaliya  

Habka la isugu diro lacagaha iyo maaliyadda waxaa 

maamulaayo Bangiga Dhexe. Tusaale ahaan, marka qof 

shaqsi ah (oo koonto ku leh hal shirkad) uu doonaayo in uu 

lacag u diro qof kale (oo koonto ku leh shirkad kale), waxaa 

loo baahanyahay hab ay labada shirkad lacagta ay isku  

dhaafsan karaan si ay ugu suurtagasho in macaamiishooda ay 

lacagta isku dirsadaan.  Sidaas daraaded, Bangiga Dhexe baa 

furdaamin kara arintan.  

Bankgiga dhexe baa laba koonto u kala furaayo labada 

shirkad. Markii ay shirkadda koowaad ay doonayso in lacag 

loo gudbiyo shirkadda kale, waxay codsi u soo diraysaa 

Bangiga Dhexe si lacagta loo kala wareejiyo. Bangiga Dhexe 

waa dhexdhexaadiyaha ee labada shirkad aamini karaan. 

Si Bangiga Dhexe aan lacagtii dhunto loogu soo raacanin 

(tusaale ahaan hadii shirkad lacagtii la rabay ay soo diri wayso 

ama lacag ku filan aynaan haysan), Bangiga wuxuu shuruud 

ugu dhigayaa shirkadaha isticmaalaya habkan in ay lacag 

kayd ah soo dhigaan Bangiga inta aan loo ogolaan in ay ka 

mid noqdaan habkan.   

Arrimo badan baa loo baahan yahay in laga fikiro oo ay ka 

mid yihiin: Shirkadaha sidii ay ugu aamini lahaayeen  

Bangiga Dhexe lacagta kaydka ah; intee bay la egtahay 

lacagta kaydka; imisa shirkado baa loo ogalaan karaa in ay 

soo galaan habkan; sidee loo xalinayaa dhibaatooyinka ka 

imaan kara xaga lacagaha luma, sharciyadaha la 

isticmaalaayo; kharashka looga baahanyahay shirkadaha; 

khibradaha loo baahanyahay, tababarka, iwm.   

Af-Soomaali 
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7 .  R i s k s  a n d  C o m p l e x i t i e s   

      

Building NPSS: Getting it Right – The Seven Critical Factors  

1. Payment System Regulatory Framework 

As the NPSS is critical to a country’s infrastructure, it needs 

detailed regulatory frameworks to support its operation. This 

does not mean replicating in Somalia the sort of frameworks in 

place in other countries – the “copy and paste” model.  In our 

view, this would be the wrong approach and unlikely to succeed.   

One of the key priorities for the CBS should be to develop a 

cooperative oversight model in which key industry participants 

are actively consulted and the expectations in the proposed 

regulatory model framework explained. The approach adopted 

should be what works best for Somalia, giving priority to the 

areas that are important for the country’s economic and financial 

services development. 

The rules and standards that will be integral to the NPSS will 

cover areas, including processes for the settlement schemes to 

be used; monitoring regime; the scheme participation rules; 

mechanisms on how the rules are enforced; rules to ensure the 

stability of the system; operational resilience; information 

security principles, covering personal data and system 

authentication; and anti-money laundering (AML) / countering 

the financing of terrorism (CFT) regulations. This is why 

detailed planning and consultation are crucial.  

The key to having an effective and proportional regulatory 

framework is to ensure regulations, principles, and guidelines 

for the NPSS are tailored to the idiosyncrasies of Somalia’s 

financial systems landscape. This is only possible through a 

cooperative oversight approach between the CBS and market 

participants so that the resulting framework is one that is well-

understood, has wider industry confidence and is calibrated to 

the nature and scale of Somalia’s financial services firms.  

2. Industry Engagement  

One of the most important aspects of the delivery of the NPSS 

is whether the key industry stakeholders understand the 

architectural approach of the proposed model, what they need to 

do, and whether they can be brought on board to help implement 

it. Indeed, the very point of having NPSS is to attract industry 

participation. If potential scheme members do not have 

confidence in the safety, reliability and resilience of the system, 

believe the CBS oversight regime is unfit for purpose, or there 

is a lack of clarity on what is being proposed, no firm would 

choose to invest in it or agree to participate. 

Getting the right level of industry engagement at the outset is 

therefore critical and success will largely depend on close and 

continuous dialogue with the industry. An important lesson 

from past initiatives in Somalia is how poor coordination and 

lack of trust between the public and private sector, often led to 

the failure of major programmes, missing great opportunities to 

transform the country in the process. Getting this right should 

be the priority.  

The financial services firms in Somalia have evolved unique 

business models in response to the country’s business 

environment, and there is considerable expertise that exists 

within the industry. Exploiting this expertise and initiating 

industry discussions at the embryonic stages of the programme 

will be necessary in order to build wider confidence around the 

NPSS initiative. Unless these critical building blocks are in 

place, the industry is unlikely to invest in this initiative.   

 

National Payment and 
Settlement System 

Technical 

Regulatory 
Framework

Operational 

Stakeholder 
Engagement 

An illustration of how the technical, regulatory, operational and stakeholder aspects 

of the programme are intricately linked 
Illustration 2 
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Consider finding key personnel that have the 
gravitas to engage with key stakeholders and 

have the relevant banking expertise

Does the CBS have the right expertise and senior 
management oversight over the programme? 

Pre-Implementation 

Has the CBS performed a risk assessment on 
the programme, environment, dependencies,  

budget, timelines, risk mitigation and 
escalation?  

NPSS Programme Strategy Document (PSD) that 
defines all material risks;  sets out the roles and 

responsibilities for the delivery of the programme; 
the budget; staffing; timelines; key dependencies; 
stakeholder engagement protocols; and articulates 
how potential risks will be managed and mitigated  

The CBS Leadership reviews and signs-off on the PSD. The PSD has the relevant 
delivery standards and timelines against which the programme s success or failure  
will be monitored and assessed. The PSD will also have key escalation procedures 

for dealing with emerging risks and issues 

Appoint Senior Accountable Executive (SAE)  who has overall responsibility for the 
delivery of the programme and reports directly to the CBS leadership. The SAE will 

have end-to-end responsibilities for the delivery outcomes. The SAE will also be 
the key point of contact for all internal and external stakeholders

Set up the Programme Team that will report to the SAE  

2

3

4

1
Outcome 

Illustration 3 

Careful Planning & Close Oversight  

The CBS is the primary regulatory authority that will oversee the implementation and operation of the NPSS. The NPSS initiative will 

be one of the most important financial services infrastructures to be developed for Somalia. That is why careful planning and close 

oversight will be vitally important to its success.  

National Payment and 
Settlement System 

Technical 

Regulatory 
Framework

Operational 

Stakeholder 
Engagement 
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NPSS Programme 

Strategy Document:  
Explained  

Why is it critically important to 

put together a Programme 

Strategy Document (PSD) for the 

National Payment and Settlement 

System initiative? 

1. Economic & Financial Justification for NPSS 

A PSD sets out why Somalia needs NPSS, the economic and 

financial justifications for the programme, and a quantification 

of potential benefits. There is no point in implementing a system 

if the economic case cannot be made and the investment 

can/should better be spent elsewhere.    

2. Governance and Assurance Arrangements  

This will: outline how the programme is to be managed, the roles 

and authorities of the decisionmakers; the CBS oversight 

committee structure which will act as the point of escalation; the 

role of the Somali financial services firms that are impacted by 

the programme; the periodicity and timelines of “Review 

Periods” at which the programme is re-assessed; programme 

reporting;  change programme governance (i.e. the process for 

review; and approval when significant changes need to be made 

to the programme). 

4. Programme Delivery and Success Criteria 

This will: explain what exactly is needed to be delivered; how 

it will be delivered and when; the success criteria against 

which delivery outcomes will be judged; delivery milestones; 

escalation and issue resolution procedures; and the 

procurement process and vendor selection.  

6. Programme Risks & Stress Testing  

In here: the key “what-if” scenarios are analysed; the processes 

for dealing with delays and disruption; stress testing the 

programme to come up with a plan that considers material 

foreseeable risks; and local security and operating environment 

analysis is provided.  

5. CBS Organisational Readiness  

This will: articulate how the CBS will deliver the programme; 

the CBS functions impacted; staff recruitment and training; 

implementation of new policies/procedures; regulatory 

frameworks; stakeholder engagement model; reporting 

structures; FRC engagement; and business continuity 

planning.  

5. Strategy and Funding  

This will focus on: how the NPSS is aligned to CBS’s strategy; 

NPSS expected risks and benefits; go/no-go conclusions; the 

programme’s funding plan and contingency funding 

arrangements; and the impact of risks on funding assumptions.  

Non-exhaustive 
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Illustration 4 

The NPSS Potential: National and International Payment and Settlement    

A well-designed NPSS could have the potential to transform Somalia’s financial services landscape and foster economic development. 

The diagram below outlines some of these potential benefits at national and international level in which the CBS will be at its core: 
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Central Bank of Somalia 
Oversight Over NPSS 

A CBS-Operated Clearing 

System which would allow 

financial and non-financial 

firms to clear inter-company 

payments 

Example: payments initiated by 

one financial institution will be 

settled by another financial 

institution. Settlement 

participants can then use the 

CBS-operated clearing system to 

settle their outstanding payments 

to each other either on gross or 

net basis 

Electronic Money Transfer :

Real-Time Gross Settlement

High value payments can be 

settled between Somali financial 

institutions, using the CBS as the 

Clearing House. This would allow 

Somali banks to clear each 

other's electronic instructions 

through a CBS-operated secure 

messaging system 

Capital Market Issuances 

These include the clearing system used 

to trade and issue market instruments, 

such as bonds and debentures. 

Example. The CBS would regulate how 

the instruments are traded and cleared, 

open and operate agent accounts and 

charge settlement fees

National Clearing and Settlement 
International Clearing and 

Settlement 

Operation of Somalia 

SWIFT system: 

CBSOSOSM

This system allows the CBS to clear 

international inward and outward 

payments in currencies from any country 

across the globe

CBS Branches* in overseas countries to 

clear Somali government settlements 

and offer Correspondent Facilities to 

Somali firms

International Clearing of 

Inward / Outward 

payments in currencies / 

Somali Shilling

Direct bank-to-bank 

remittances / payment 

settlement 

Trade Finance 

Settlement  

International Trade 

settlement Facilities - 

Examples include Letters of 

Credit, Promissory Notes, 

etc.  

At its most basic, NPSS will allow the clearing of cheques / 

banker s drafts and inter-firm transfers of funds. The advanced 

features of the NPSS could include electronic settlement (national 

and international), capital market securities and international 

trade. Membership rules, regulations, participant fees, system 

design would need to be developed first. 

Remittance  Bank Facilities: 
CBS as a  International 

Settlement Agent 

Intraday liquidity facilities to 

manage the Electronic Mobile 

Money Transfer (EMMT) 

overnight funds 

* The CBS can create  subsidiaries and branches (i.e legal entities) that are located in key financial 
centre. These legal entities can operate hub accounts, act as agent banks for Somali Financial 
institutions and operate Nostro / Vostro accounts with other global financial institutions.



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

3. Regulatory Coherence  

There needs to be a shared basis between the CBS and Financial 

Reporting Centre (FRC*) for developing the framework for the 

NPSS and clarity over the regulatory oversight. Of critical 

importance is how the regulations around Know Your Customer 

(KYC) on AML and CFT are embedded into the NPSS 

regulatory model. There also needs to be clear and transparent 

basis for how each regulatory body provides oversight over its 

key area of regulatory focus and the standards of disclosure with 

which all scheme participants may need to comply.  

4. Payments Innovation 

Innovation in mobile payments offered by non-bank companies 

is a substantial and growing market in Somalia. These non-bank 

companies have made significant inroads into the payment 

system landscape and facilitate payments through the Electronic 

Mobile Money Transfer (EMMT) system, the transaction 

volume of which is estimated to be more than half of Somalia’s 

Gross Domestic Product (GDP). One of the key regulatory 

concerns about the EMMT model is that the system utilises a 

company’s own mobile communication channel and cannot 

support interoperability in relation to e-money transfers, leading 

to a concentration of systemic risks within the largest operators. 

Given these risks, a fundamental design question should be the 

extent to which the NPSS should facilitate inter-firm payment 

clearing as a way of mitigating these systemic prudential 

(liquidity risk, single-point of failure) and conduct (customer 

detriment, funds protection) risks which would help the CBS 

achieve its core supervisory objectives.  

Related to the need to promote financial stability for the 

payment system are CBS’s objectives of encouraging economic 

development. The inclusion of EMMTs into the NPSS will help 

open economic progress by making it easier for smaller bank 

and non-bank firms to make and receive payments, promoting 

effective market openness and competition.  

5. CBS Correspondent Banking Facilities  

The implementation of the NPSS will also have an important 

international dimension. A well-structured NPSS could help the 

CBS offer correspondent banking facilities by acting as an 

“Agent Bank” for relevant financial firms that meet pre-defined 

criteria. The benefits of this are numerous: the CBS- through its 

international footprint in key financial centres- will access 

banking facilities and integrate it to the NPSS, thereby allowing 

industry participants direct correspondent banking access 

through the CBS.  

If this opportunity is taken, The CBS can act as the catalyst for 

opening up the international remittance flow into Somalia and 

address the remittance issue.  

 

6. CBS Oversight and Assurance  

The NPSS implementation is a major programme which is 

complex in scale and substantive in scope. It will require a 

variety of different skills and oversight structures to ensure 

successful implementation. This means balancing the needs for 

expertise for the different areas relating to the programme (for 

example, the technical expertise of the bank payment systems, 

including international standards on payment messaging - ISO 

20022**), stakeholder engagement (the ability to engage and 

influence both internal and external stakeholders effectively) 

and assurance (senior CBS management oversight of the 

implementation of the programme; the management of 

emerging risks; and making sure the delivery of the NPSS is fit 

for purpose). This is not an easy balance to strike and the 

challenging conditions and risks on the ground are of course 

added pressures to manage.  

It is often the case in Somalia that key programmes, such as the 

NPSS, do not have a senior responsible and knowledgeable 

person who has end-to-end responsibility for the delivery of the 

programme and is ultimately accountable for the programme’s 

success or failure. Because of this, the dangers of 

implementation failure are self-evident: nationally important 

and complex initiatives are often managed at a distance from 

key policymakers who are either unaware of its critical 

importance or not well-placed to understand its complexity. In 

this context, the route to failure is a well- trodden one.  

The other important risk is expertise. The CBS is unlikely to 

have senior management that can provide an appropriate level 

of scrutiny and challenge. Overreliance on expensive advisors 

who may not be incentivised to deliver effectively or quickly 

will mean programme overruns and poor delivery specification 

will be inevitable. Furthermore, once the project is “delivered”, 

the advisors and vendors are likely to move on and that means 

important knowledge will not be passed on to local CBS staff – 

the very people who are expected to operate the system in the 

longer-term – thus succession planning and knowledge transfer 

are almost non-existent. These are foreseeable risks to which the 

CBS leadership should be alert and which require effective 

stewardship and oversight. 

7. Risks and Complexities  

There is the erroneous view that the NPSS is about the delivery 

of a payment technology. There are hundreds of “off-the-shelf” 

NPSS models of varying complexities that are marketed as the 

best-fit solutions for all-purpose payment systems. In most 

cases, developing countries often end-up with an over-

engineered and expensive NPSS model with too many 

functionalities that will never be used, ultimately becoming 

expensive white elephants. Somalia’s NPSS, if mismanaged, 

will be no exception. The risks here are fairly obvious to foresee.   

 

*FRC serves as Somalia’s financial intelligence unit and oversees the suspicious activity reporting regime. 

 **ISO20022 is the international best practice for real-time payments  
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Conclusions 

Our spotlight paper is informed by our experience of the challenges we 

observed in the past in relation to the delivery of major programmes in 

Somalia. It is also a reflection of the unique and privileged insight 

acquired, having spent the last few years working closely with public 

and private Somali FIs in their efforts to formalise the sector - a key 

element of which are the millions of dollars’ worth of investment in 

upgrading their systems and procedures. Our paper therefore tries to 

focus minds on both the delivery risks and governance arrangements 

over this nationally important initiative.  

In our view, the basic building blocks – delivery objectives, 

accountability for delivery, risk assessment and oversight assurance - 

are not “optional extras” but absolutely critical to the future success of 

the implementation of NPSS. Avoidable failure is not an option for a 

country that is slowly but surely recovering in the midst of a global 

policy landscape that is fraught with incoherence and contradictions on 

financial security, financial integrity, financial stability and financial 

inclusion. 

The other key point to think carefully about is the robustness of the 

oversight assurance over the programme. The choice of how this 

question is answered matters a great deal because it is the difference 

between: a well-run programme where there is accountability for its 

delivery, and risks are appropriately managed and thus has an overall 

good chance of success; and one in which no-one really understands 

what is being planned, if what is delivered is fit for purpose, nor how 

the programme will deliver it and when.  

Delivery realism is another: it is important to think about whether the 

scale of what is being proposed for implementation is matched by the 

capacity and capability on the ground, and within the CBS. Capacity 

permanently embedded within the Bank, and the retention of skilled 

personnel, had been a perennial problem faced by the CBS in the past. 

Recognising and addressing this challenge will indeed be the first 

important step.  

Getting the NPSS right is an issue of national and indeed international 

importance and carries significant economic and security implications. 

Its success will go a long way to addressing the long-standing adverse 

perceptions of the Somali private sector - indeed a major reputational 

obstacle that continues to inform how open or closed the international 

financial system is to the Somali FIs. Rigorous debate on, and 

meaningful stakeholder contribution to, the NPSS represents an 

opportunity that must be seized in order to build trust, exchange 

knowledge and inform policymakers at national and international level. 

The sum is of course far greater than the parts and will serve to 

demonstrate the corporate maturity and expertise of the Somali 

financial institutions. This will also send out a strong reform signal of 

the new dawn at the CBS (a reform supported the IMF SMP) under a 

capable and determined leadership.  

As the NPSS programme is in its planning stages, most of the risks 

outlined in this paper can be mitigated through careful planning and 

proper programme execution. This means the CBS now has a great 

opportunity to get this timely initiative right.   
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