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SUMMARY

Property taxes are a key source of revenue for local governments, providing funding for urban
growth, infrastructure and community services. However, in developing countries like
Somalia, these local authorities face significant challenges to the creation of equitable and
effective property tax systems because of constraints on resources, the scarcity of data and
limited capacity in the institution, among others. Weak economies and long-lasting conflicts
compound these challenges. This paper examines the applicability of a banding system as a
feasible replacement of traditional ad valorem tax on property in Bossaso Municipality,
Somalia. It utilizes desktop review of literature comprising academic articles and policy reports,
drawing global case studies from the UK, Ireland, Kosovo, and Sierra Leone to refine best
practice in terms of the implementation of banding. The paper also conducts a comprehensive
assessment of the proposed banding system for Bossaso against some key factors such as
valuation criteria, administrative feasibility, equity, and potential challenges while also
examining the adequacy of the existing available property data, legal and institutional capacity,
public perception and tax compliance issues. The findings demonstrates that a banding system
offers an efficient and cost-effective property taxation alternative in data-scarce environments
such as Bossaso by limiting the dependence on precise property valuations and minimizing
administrative rigour. The potential challenges that may hamper the implementation of the
proposed banding system include data limitations, possible biases in community-based
valuation inputs, governance inefficiencies, and public scepticism about property taxation. To
address these challenges, the paper recommends a multi-pronged strategy consisting of
building stronger property data infrastructure, refining how score and weighting mechanisms
are defined for band assignment, utilizing digitalized approaches and creating independent
monitoring entities to evaluate implementation.
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1. INTRODUCTION

Property tax is an essential revenue-generation tool for local governments, and has a significant
impact on governance, service delivery as well as urban planning. However, in developing
countries, many municipalities struggle with establishing even a minimally functional property
taxation system. Somalia is no exception. Clearly, municipalities in Somalia not only face
resource constraints but also, in addition to just being poor, other challenges related to lack of
data and inadequate institutional capacity are prevalent. This clearly has substantial
consequences for the nature of public engagement that local governments can undertake. If they
are unable to produce revenue, their capacity to operate in the public sphere is severely limited.
This is clearly connected to the interplay between governance and taxation at the local level.
(Babawale, 2013; Goodfellow, 2017).

The fragile economies are predominantly characterized by weak institutional environment,
especially in regulatory and legislative frameworks which in effect make valuation and tax
administration complex (Kang & Kim, 2022). The efficacy of local governance is influenced
by socio-economic dynamics, as the accurate assessment of property taxes is impeded by the
absence of reliable data on property transactions and valuations. These issues are further
exacerbated by domestic factors, such as political instability and malpractices, which make it
increasingly challenging for local authorities to establish equitable and efficient property tax
systems (Belotti et al., 2021; Piracha & Moore, 2016).

The landscape for a fair tax system further becomes complex due to manipulation of the land
market and economic opportunities by local elites, which in turn creates a precarious
environment with displaced groups historically on the margins (Jaspars, 2023). When local
governments cannot raise enough money through property taxes, it leads to a lower level of
social confidence that affects the capacity to provide services. This results in a pernicious cycle
in which the legitimacy of local authorities is undermined by inadequate service delivery, which
further complicates the implementation of effective tax systems.

This paper examines the applicability of a banding system as a feasible replacement of
traditional ad valorem tax on property in Bossaso Municipality, Somalia.
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2. THE CONCEPT OF BANDING SYSTEM

The banding system represents a major shift away from the traditional system of ad valorem
property taxes. Under ad valorem, properties are assessed and taxed according to their value;
thus, the system is "value-based." In contrast, the banding system is not value-based; instead, it
groups properties into designated value bands, with each band associated with a fixed tax
amount. This method simplifies the property-assessment process for local governments,
particularly in areas where insufficient data and trained personnel hampers accurate property
valuations. In a banding system, properties within the same band are treated uniformly, which
can limit taxpayers' rights to contest property value increases, depending on the jurisdiction's
regulations.

Property tax banding systems can be classified into various types based on their methodologies
for establishing property values within designated bands. A widely used approach to banding
systems groups properties by assessment ranges. In this model, properties are classified into
bands based on predetermined valuation thresholds. These thresholds can be defined by specific
monetary values or percentage brackets of market values. This method allows for a clear
delineation of property categories, facilitating easier tax administration and compliance. For
instance, properties may be grouped into bands that reflect their assessed values, such as low,
medium, and high-value categories, which can help local governments tailor tax rates to
different property classes (Buuveibaatar et al. 2023).

An alternative methodology is the establishment of valuation bands that incorporate a range of
tolerance above or below specific or mass valuations. This flexibility allows for and
accommodates adjustments in property valuations within selected bands that ensure properties
are taxed fairly, even as the real estate market fluctuates. When property tax authorities apply
a pick-and-choose adjustment system within these valuation bands, they can update property
valuations far more easily and with fewer resources and significantly reduce the capacity
requirements for valuers. This is particularly beneficial in local property tax systems, which
often have very constrained resources; in fragile economies, where property tax revenues can
be an important source of public funding; and in jurisdictions where property taxes can be an
important revenue source (Anopriienko et al., 2021).

The banding system has one main benefit, and that is its ability to work well without requiring
precise valuations of each individual property. This benefit excels in areas of limited data,
inadequate technical capacity, and fast-paced urbanization. Instead of requiring a number of
assessors and substantial time to establish a value for each property, the banding system uses
proxies like location, land use, and size of the building itself to value the properties within the
band. And that makes the banding system relatively inexpensive and accessible to local
governments in developing areas (Plimmer et al., 2002; Davis et al., 2012).

The apparent cost-effectiveness and administrative simplicity make the banded system
especially attractive in resource-constrained environments. For example, the United Kingdom
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Council Tax employs a banded system that is based on historical property values. This system
allows for the effective simplification of tax administration whilst ensuring equity among
taxpayers (Plimmer et al., 2002). Similarly, Davis et al (2012) note that many transitional
Eastern European economies have employed banded property tax systems as they move from
centralized property frameworks to market-based economies. This choice showcases the
banded system's adaptability and effectiveness across very different institutional settings. And
it is not just "advanced" economies that have made the leap to banded property taxes;
developing countries have also found the banded system appealing. These countries are often
characterized by incomplete or non-existent real estate transaction data, where property markets
may be underdeveloped due to factors such as tenure insecurity, customary land rights, and high
transaction costs. The banding system alleviates these issues by requiring significantly less data
than traditional systems, relying instead on a broad understanding of property value trends
across neighborhoods, and disregarding focus on implementing ad valorem property taxes
(Plimmer et al., 2002; Davis et al., 2012).

A banded system can utilize various valuation approaches, all the way from self-appraisal—
which can be very cost-effective but may lead to under-valuation if property owners do not
fully understand the value of what they own—to mass appraisal, which is more objective but
requires a lot of data and expertise. Properties can be "valued-in" to the bands using the
observed characteristics of the properties that lie in or near the bands. This is what makes it
"balanced." And it seems particularly suitable for "developing country contexts" (Plimmer et
al., 2002; Davis et al., 2012). Additionally, the valuation process can leverage in the expertise
of private practitioners familiar with local property markets to enhance efficiency and accuracy.
This ultimately aids the local governments to generate reliable revenue without the burden of
maintaining a sophisticated valuation infrastructure.

3. CASE STUDIES AND EXAMPLES

It is pertinent to acknowledge the dearth of published literature on banding systems in fragile
economies. Due to this gap, existing data have been utilized to shed light on the important
elements and shortcomings in the proposed banding system in Bossaso.

Banding systems have worked well in other countries, including the UK's Council Tax and the
residential property tax system in Ireland. Introduced in 1993, the UK’s Council Tax classifies
residential properties into valuation bands according to their estimated market value as of April
1, 1991. This historical approach simplifies administration and provides a predictable revenue
stream for local authorities, minimizing disputes over property valuations and ensuring
equitable tax burdens among residents (Plimmer et al., 2002; Jones et al., 2006). Similarly,
Ireland’s system of residential property taxation also uses self-assessment and valuation bands,
embedding local context into tax design and compliance mechanisms to enhance taxpayer
engagement (Turley, 2022). Examples from the two countries show how banding systems have
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been adapted to suit different national and local contexts for the purpose of making property
taxes more efficient.

Property banding has also extended to developing countries where valuation models play an
important role in sustainable property tax systems. In cases where property data is limited,
banding system through mass valuation strategies become effective (Babawale, 2013). A
notable example of the banding system in a post-conflict setting is the application to land
taxation in Kosovo, where government assesses property value and intended use which are
classified into a set of valuation bands. Local authorities, such as Prishtina and Mitrovica, adopt
Geographic Information Systems (GIS) which allow them to apply a uniform tax rate in each
band of the property, making tax collection easier (Lim et. al., 2008; Asllani & Grima, 2019).
Nonetheless, challenges such as incomplete property registration and public skepticism about
property tax impede the effectiveness of the system, which leads to tax evasion and non-
compliance (Harsh I 2023; Asllani & Grima, 2019).

In Sierra Leone, the Revenue Mobilization Program (REMOP) applies a technology-driven
approach to property taxation. Instead of determining the value of a property through the
standard market value approach, this system creates a new area-based points solution — then
assigns the property value based on observable features. According to Fish (2015), GIS and
satellite imaging have been combined to improve valuation accuracy and decrease omissions;
meanwhile, automation has reduced administrative work. Movements to reduce tax barriers and
improve compliance are also supported by public awareness campaigns and community
engagement, which can help build trust among taxpayers and promote better compliance,
leading to a sustainable revenue model that can be emulated by other areas facing similar issues.

These nomenclature systems demonstrate how bandings can adapt to local economics and
political climates. U.K. and Ireland, with structured models and historical valuation stability,
contrast with developing countries, such as Kosovo and Sierra Leone, with creative solutions
that employ technology and community engagement to tackle valuation issues. Such systems
provide insights that can inform risk assessment alongside different dimensions in establishing
an upgrade to the banding in Bossaso and can improve the proposal to not only enhance its
structure but draw specifics on risk in a fragile economy.

4. DESIGNING AND IMPLEMENTING A BANDING SYSTEM FOR PROPERTY
TAX ASSESSMENT

Banding for property tax purposes can be appealing in developing and fragile economies, as it
provides a means of valuing properties in a manner that is both equal and low-cost. Banding
systems are designed differently, which results in a range of the number of bands set up.
Depending on the property market situation in different countries, some systems might only
include five bands and others could even cover one hundred. In settings where creating a
national mass appraisal system is not economically viable, it is necessary to determine different
bands of local property based on the determinants of property prices. Such localized approach
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may enable the more nuanced understanding of property values, leading more accurate
property tax assessments and hence better revenue generation capabilities for local governments
(Hughes et al., 2020).

On the other hand, in situations where individual property valuations are possible, fewer bands
of uniform property values may be sufficient to implement effective property taxation. The
banding method is determined based on the local resource availability, local tax authorities’
capacity and the economic condition of the Region. For instance, co-peri-urban communities
may implement a banding system that is specific to their political and economic context to
ensure the flexibility of property value and tax categorization (Petrus et al., 2020).

First, the design of a banding system should take into account the administrative aspects of
property tax assessment. Data limitations pose challenges for property tax assessment, but the
use of technology, such as Computer-Assisted Mass Appraisal systems, can improve the
efficiency and accuracy of assessments (McCluskey et al., 2012). This improves the overall
quality of assessments and helps local governments save costs and streamline operations by
incorporating technology into the assessment process. The introduction of technology helps in
classification of properties into bands based on objective criteria.

To become effective, a banding tax must be built on a foundation comprising administrative
data base, computer software, GIS mapping and validation of the methodology. These systems
can be classified as sampling systems, proportional inputs systems, and price indexed systems.
There are pros and cons to each type of system and applications in different economies or even
in different sections of the same jurisdiction. A more extensive analysis of the model and other
systems should be done and using jurisdiction-wide tax rates should be discussed. The last one
is trickier because of data protection but it can offer great evidence from the case study. Data
collection can be a one-time specific activity occurring, in an ideal manner, once every five to
ten cycles; and this data needs to be disclosed to anybody who wants to check their own land
property. It is important that valuers have the accurate information they require to fulfil the
equal burden on taxpayers. The accuracy of this dataset will frequently change as new
evidence is introduced, with the physical data often being unique. Performance groupings based
on sales/audit ratio studies for a given year.

There needs to be an active role for national revenue authorities in land valuation as well as
exemptions from local taxes or the transfer of information records and records that identify,
validate or manage administrative tax records. These sales/audit ratio studies can be done every
year or as needed. The results should be published and made available to the masses, explaining
the banded results and the allocation of tax burden to the taxpayer. Also, there is the likelihood
for political and fiscal incentives to skew property value assessments. The subjectivity involved
in property assessments can expose bias that negatively impacts certain property owners more
than others (Makowsky & Sanders, 2010). A banding system can help mitigate these biases by
establishing clear criteria for property categorization, thereby reducing the potential for political
manipulation and ensuring a more equitable assessment process.
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The implementation of banding systems for land taxation has gained traction in various global
contexts, particularly in fragile economies where traditional taxation methods often fail to
generate adequate revenue. This is a particularly relevant approach in fragile economies where
administrative capacities are likely limited, but efficient revenue generation is needed to allow
for supporting public services as well as infrastructure development. Schwerhoff et al (2021)
point out that in developing countries, where resources are limited, the administrative costs of
accurately taxing land can be excessively burdensome. For governments, the use of a banding
system helps to simplify land assessments, leading to reduced administrative overheads and
improved compliance in tax payments. In fragile states, political instability and lack of
institutional capacities frequently undermine effective enforcement of tax laws, making this
simplification critical (Che et al., 2021).

Additionally, the introduction of banding systems for land taxation has the potential to promote
equity considerably through classifying land into range of bands, or segments based on value.
This classification enables governments to implement taxation that reflects the actual value of
the land, which in turn can mitigate inequality concerning land ownership and usage.
Moreover, financing systems can be customized to satisfy certain requirements for public
investments, such as financing public rural primary, intermediate and secondary schools. This
targeted approach not only increases the effectiveness of tax collection; however, it also
cultivates community support for the taxation system by directly linking property taxation to
critical public services (Ludiema et al., 2018).

5. THE PROPOSED BANDING SYSTEM IN BOSSASO

Bossaso is the capital city of the Bari region in northeastern Somalia and one of the most
important ports in the country. The city has long been of strategic importance and has
historically formed a critical node in the maritime trade networks that link Somalia to the wider
world, due to its strategically advantageous location on the Gulf of Aden. The Bossaso City
Strategy explains the immense growth and urbanization surrounding the city, especially
following the civil war, resulting in both domestic and international investments targeted
towards reconstruction and development of infrastructure.

5.1.Key features

The proposed system of banding overhauls current area-based methods of tax assessment by
introducing a structured framework which uses a variety of measurable characteristics to place
properties into one of six bands (A-F). This makes it an especially convenient solution in
Bossaso, where accurate individual property valuations are often unachievable due to
inadequate data and technical capacity. Its structure promotes a fair taxation system based on
the characteristics of property, including land use, infrastructure, amenities, demographics, and
financial aspects, and ultimately reduces administrative burden to local government.

To aid valuation of property into bands, the neighbourhoods will first be divided into zones
with a band rating being accorded for each zone. In addition, the proposed banding system in
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Bossaso uses six main valuation parameters: land characteristics (size, use, location and
topography), infrastructure (proximity to routine roads, water, electricity, sanitation and waste
management), services (proximity to schools, health facilities, market and green area),
demography and ownership (legal status, type of possession and number of residents), financial
data (annual rent income and market price) and building characteristics (material, age and
structural quality).

The proposed system offers more cost-effective solutions since it avoids the necessity of
conducting a detailed property-level assessment (which could be logistically or resource
prohibitive). It focuses on proxy variables, such as neighbourhood qualities and quantifiable
factors, with the belief that it will be implementable, even with minimal resources.

Baseline values for the proposed banding system are to be derived through community
consultations, to validate that the framework reflects local economic and social contexts.
Further, to map out the geographical layout of the proposed system, it will be based on GIS so
that it is consistent with the spatial and infrastructural features of Bossaso. In addition, the
system provides clear exemptions for low-value properties, internally displaced persons (IDP)
shelters, and public-use buildings, including mosques and schools. Additionally, there is a
required review every four years that has the opportunity to adjust the bands and tax rates
comparison with the increasing property values and changing economic conditions.

5.2.1dentified areas of concern

The banding systems proposed in Bossaso face a number of potential challenges that need to
be addressed to ensure its effectiveness and sustainability upon implementation. A key issue is
the absence ofreliable data on land ownership and values. As in most other fragile states, land
registries are inadequate or non-existent, potentially adding complexity to categorizing land
into bands. As Belayhun (2012) aptly notes, a solid property registration system is essential for
effective taxation, as the efficiency of a banding system can be significantly hampered if the
data on ownership and their respective values continues to be outdated and inaccurate, creating
the risk of revenue loss and inequality in taxation. Furthermore, the suggestion of community
consultation to determine baseline values is subjective and could contain biases, resulting in
disputes that give an impression of inconsistency in tax assessments, which will destroy the
trust of taxpayer.

Another issue that might be faced in the proposed system is the ambiguity of the scoring and
weighting mechanism. For example, marking a property to keep it 10% above market average
on building characteristics gives it a 25% weight, but demographics are only given 7.5% and
so on. This difference may not reflect local realities where the condition of land and the extent
of local infrastructure are far more relevant determinants of property value. Such a more
transparent and justifiable weighting system on which fairness in assessments can be judged, is
essential if public acceptance of the taxation system is to be achieved.
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Furthermore, the subjectivity involved in deriving community baseline values and scoring
parameters will only compound the risk of malpractices and manipulation, especially under a
governance framework bolstered by weak oversight mechanisms. These risks must be balanced
by strong checks and balances to safeguard the integrity of the system. But the proposed system
fails to adequately consider the innovative, even transformational, characteristics of property
markets, where values vary with economic, social, or political sea-changes. This limitation
could lead to outdated definitions of bands and inequities over a period of time. This, of course,
requires mechanisms to reassess (and update) property values in regular intervals and in
response to market fluctuations, all of which are essential to ensure fairness.

The municipality should also be alive to the fact that public disdain towards property taxes can
hinder effective revenue mobilization. Therefore, public perception is critical in a municipality
like Bossaso due to weak governance resulting from post conflicts effects. The introduction of
a new taxation system may face resistance if taxpayers perceive it as unfair or if they lack
awareness of its benefits. The absence of clear public engagement strategies could hinder
compliance and reduce the system’s effectiveness.

Ultimately, although the proposed banding system is simpler than traditional ad valorem
systems, its multilayered structure and reliance on several parameters and scores introduces
internal bureaucratic challenges. Without proper technology and training support, local tax
administrators are unlikely to roll out the system uniformly. The municipality have to develop
a clear roadmap for implementation as well as capacity-building measures required for effective
implementation. The proposed system is also short on clarifying a route to incorporating
advanced technologies like Automated Mass Appraisal (CAMA) systems. This leaves it
lacking for scalability and accuracy. A strategic plan for technological integration needs to be
developed to ensure effectiveness and efficiency of the system in the future.

6. WAY FORWARD AND LESSONS FOR BOSSASO
The proposed banding system in Bossaso has various potential weaknesses identified
which require measures to enhance its effectiveness

i.  First, data infrastructure needs to be strengthened, by creating a comprehensive
property registration system covering ownership, transaction histories and the physical
characteristics of properties. To address the potential challenge posed by the lack of
reliable data in Bossaso, there is need for regular data collection and audits
implementation to ensure up-to-date information on property markets and
infrastructure. GLTN tools such as STDM can be beneficial to Bossaso Municipality
for collection of such data.

ii.  The banding system needs to refine its scoring and weighting mechanism. It is
important to revise and adjust parameter weights to reflect local priorities and property
market conditions. Transparency in the weighting methodology will be critical to
garner taxpayer confidence and help ensure that the system is seen as fair and equitable.
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A more reasonable system of scoring that takes into account local realities in Bosaso is
needed in order to ensure acceptance by taxpayers.

iii.  Public awareness campaigns to educate taxpayers on the benefit of the banding system,
connecting tax revenues to visible community benefits should be prioritized.
Stakeholders in Bosaso need to be engaged in the design and periodic review of the
system, by applying participatory approach. Thus, it is also a very good step for the
Bosaso municipality to involve the public early on in the process to ensure acceptance
and understanding of the new system. Such collaboration can also highlight local
priorities and make certain that tax revenues are targeted on initiatives with direct
impacts on the communities.

iv.  Another critical recommendation is to leverage technology. The use of GIS should be
expanded, and automated mass appraisal systems should be introduced to streamline
property assessments and reduce administrative burdens. Digitizing property records
and tax collection processes can enhance transparency and efficiency. By utilizing
modern tools, the Bosaso Municipality can improve its ability to categorize land
effectively and ensure that taxation is based on accurate information

v.  Building local capacity is essential. Training for tax administrators on valuation
techniques, data management, and the use of technology should be provided.
Establishing independent oversight mechanisms will help monitor implementation and
address instances of malpractices or mismanagement (Franga et al., 2022). Furthermore,
fostering collaboration between government agencies, civil society, and local
communities can enhance the legitimacy of land taxation efforts.

vi. A framework should be put in place to systematically conduct periodic reviews of the
banding structure at reasonable intervals to take account of changes in property markets
and socio-economic conditions. External audits can make sure that the adjustment
process is transparent and equitable. Also involves market dynamics integration. To
derive baseline property values, market data should be supplemented with community
consultation workshops to maintain a balance of subjectivity and objectivity. Setting up
mechanisms for rapid changes in property markets to be taken into account, such as
automatic adjustments based on economic indicators.
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