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Startup Ecosystem Report Nairobi

The Startup

Friendliness
Index (SFI]

In the field of entrepreneurship, startup ecosystems
play an important role. A startup ecosystem is formed
by entrepreneurs, startups in their various stages, and
numerous other entities such as universities, investors,
accelerators, co-working spaces, legal and financial
service providers, and government agencies. Through
the complex interaction of these players, a startup
ecosystem has the capacity to empower entrepreneurs
to develop new ideas and bring innovation to the

market.

The composition and maturity level of startup
ecosystems are essential components of the success
rate for entrepreneurs and new enterprises. A good
understanding of ecosystem states, strengths, and
weaknesses enables specifically-targeted policies,
enhances investment decisions, and improves the

impact of development cooperation.

The Startup Friendliness Index (SFI] analyses the
potential for cities to advance entrepreneurship by
measuring six key features (domains) of the startup
ecosystem: Human Capital, access to Finance, the
liveliness of the Startup Scene, Infrastructure, Macro
framework, and Market conditions. Together, these six
domains interact to form an urban environment that can

champion or hinder entrepreneurship.
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Research
Design

The SFI analyses data on 80 key indicators within the six
domains representing core elements of a startup
ecosystem, utilising a novel methodology that reflects the

importance of interconnectedness between domains.

The SFI relies on data procured from a combination of
primary data, collected through surveys and interviews,
and secondary data from established sources such as the
World Bank and World Economic Forum.

In terms of primary data-gathering, eight indicators are
collected through surveys from entrepreneurs and
experts living in the measured cities. In Nairobi, 87

survey respondents contributed to our research.

Additionally, six interviews with relevant stakeholders in
Nairobi's startup ecosystem were conducted to
complement the information from the surveys and

secondary data.

Primary data Secondary data
1PayScale  UNESCO KPMG  CrunchBase

i
enpact ! DoingBusiness.org  World Economic Forum
online surveys; Nymbeo GSMA intelligence ITU
;

1 Angellist World Bank Coworker

Data Sources

Indicators (81)
City Normalized and
Arithmetic mean

Subdomain (14)

Arithmetic mean

Domain (6)

SFI Score Geometric mean
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Once gathered, the data are normalised so that the
index values can be used to compare the cities in the
SFIl. The normalised indicator values range from 0 (for
a city that has the lowest performance relative to the
others) to 100 (for the city that has the best relative
performance). Where relevant, normalised scores are

adjusted to the population of the city.

Scores are generated simultaneously and reflect

essentially the same point in time for all cities.

As a final step, the data are aggregated. Drawing from
best practices in composite indicator-building!!, we
utilise a combination of the familiar arithmetic mean
as well as the geometric mean, resulting in an index
which accurately reflects the importance of balance
(having relatively even levels of maturity across all

domains) within an ecosystem.

The logic behind this method is simple; imbalances in
an ecosystem have a negative impact, because
deficiency in even one area may slow or impede
entrepreneurship completely. For example, excellent
infrastructure is of limited use if there are no funding
opportunities available to initiate a new venture. In
other words, there are no substitution effects between

domains.?!

The final SFI scores can be used both as a tool to
compare cities on common indicators, and also offer a
structured lens to evaluate areas of strengths and

weaknesses within individual cities.

For further methodology details, see:

www.startup-meter.org/methodology/



Startup Ecosystem Report Nairobi

Nairobi | Kenya
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Nairobi is the capital and largest city of Kenya, located
in East Africa. The city population is estimated to be 3,5
million, though the metropolitan area has over 6,5
million residents. Nairobi has grown rapidly, and is
now a major hub for business and culture, with many
major international companies and organisations, as
well as the largest stock exchange in Africa located in
the city. (3!

The momentum of Nairobi's startup ecosystem
growing, with an increasing number of hubs and
talented entrepreneurs. A major area of strength for

the ecosystem

is human capital, while market

conditions currently present the greatest challenge.
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Executive
Summary

Nairobi has a growing startup ecosystem with a
promising future. In the Startup Friendliness Index
(SFI) of the Middle East and Africa, Nairobi is ranked

seventh out of the 16 cities assessed in this region.

SFl Score:
477,12 out of 100,00

Startup Friendliness Index scores are determined by

examining 80 indicators in six domains: Human
Capital, access to Finance, the liveliness of the Startup
Scene, Infrastructure quality, Macro framework
(describing the political and legal system), and Market
conditions (such as trade balance and capacity
utilisation). Cities with relatively even scores across
domains receive a higher overall score than a city with
strong performance in one area, and weak
performance in another. SFl scores range from 0 - 100,
with a score of 0 for the city with the weakest

performance, to 100 for the strongest.

Overall, Nairobi's startup ecosystem is well-positioned
relative to the region. The city performs average or
above in all areas, with the notable exception of the

Market domain.
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In particular, Human Capital is a strength for Nairobi
given relatively flexible labour regulations, high levels
of female participation in the economy, and affordable
employees. The education system is in need of
modernisation for the continued success of the
ecosystem, however. The Startup Scene domain is also
a strength, with many startups, including high-equity
success cases, and available institutionalised
resources such as co-working spaces. In the Finance
domain, challenges exist regarding accessing funding,
and many firms rely on self-financing for their
ventures. However, there are favourable findings in
terms of the high numbers of VCs and Business Angels

in the city, indicating this as an area for future growth.

A
<°’

K <

&
I \>
<& O

\l&

0
R

&°

5 of 37

enpact

data lab

While transportation infrastructure is decent in the
country, the Infrastructure domain generally struggles
given low quality utilities at a high cost, and low levels
of internet penetration in the country. Conditions such
as political stability, the quality of legal support
systems, and the impact of crime, are all considered in
Nairobi
average in the region on all indicators, though the

the Macro domain. ranks approximately
corporate tax rate is notably high, and corruption is
highlighted as a consistent challenge. Finally, Market
conditions are not favourable, given low GDP per capita

in Kenya, and limited openness to trade.

Based on findings from the Startup Friendliness Index,
this report concludes with a series of ecosystem
recommendations to the

development support

continued growth of the startup ecosystem.
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1. Human

The Human Capital domain is a strength for Nairobi. With a score of 68,69 out of 100, Nairobi ranks second of 16 cities

in the Middle East and Africa SFI. It scores particularly favourably on the Labour Market subdomain, whereas the few

enpact
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Capital

challenges are in the Talentpool subdomain.

HUMAN CAPITAL - domain

TALENTPOOL - subdomain

Workforce Constraint

Skilled Workers

University Score

University Students

Tertiary Education

R&D Expenditure

LABOUR MARKET - subdomain

Labour Regulation Constraint

Graduates' Salaries

Software Developers' Salaries

Female Participation

Unemployment Rate

Female Entrepreneurship

68.69 out of 100

o
o
S)

SFI Scores relative to the MEA region. Scores range from 0 - 100

7 of 37



Startup Ecosystem Report Nairobi

Talentpool

Subdomain of Human Capital

Nairobi scores 45,65 and ranks eighth in the Talentpool
subdomain. In this subdomain, access to tertiary
education and a lower number of skilled workers are

the main difficulties.

Total enrolment in Tertiary Education is the most
challenging indicator in this subdomain, with Nairobi
ranking at the bottom of the measured cities on this
indicator. The total number of University Students is
slightly more favourable, ranking Nairobi right in the
middle of the SFI. The Quality of Universities indicator,
as measured by the World University Ranking, ranks

similarly.

The percentage of the workforce that are considered to
be “skilled workers” is approximately 65% in Nairobi.
This is below the average among the Middle Eastern
and African SFI cities of 73%, ranking Nairobi 14th of
16.

N

killed Workers 65.00%

Despite these apparent challenges, only 9% of firms
identify an inadequately educated workforce as a
constraint to doing business. This ranks Nairobi
favourably relative to other SFl cities, third after Rabat,

Morocco, and Basra, Iraq.

enpact
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According to local entrepreneur Wanjugu Wambugu, in
terms of education levels in Kenya, “You will find both
skilled and non-skilled: [those who are] very educated and
[those with only] up to primary school/high school
education. There is a lot of talent in Kenya and in Nairobi.
The majority do have a degree, and there's a lot of
competition in terms of self-growth. Right now a lot of

people are also striving to have a masters or PhD degree.”

Mwaniki Gichuru, a Kenyan entrepreneur, echoed this
sentiment, stating that, “There are good, educated
people who finished university.” However, there are
still some concerns. “The problem is the education
system. Although there are good educated people, you
need to train them a lot. The education that they are

taking is not applicable in the job market.”

In the words of Wanjugu, “The education system does
have its faults...there is a gap because it is very theory-
oriented. If I'm a startup and I'm tapping into the
universities, | always find that disconnect between
what | need to get. Some of the units are outdated, and
not really current.” She went on to explain how this
impacts her business, “Currently the problem with
getting employees from the university is they ask for a
lot of money, and they don't necessarily have the
skills...I look for someone with the skills and not
necessarily the papers or the education. The skills are

more what | need for my business.”

This “skills gap” between the traditional education
system and the needs of the labour market is common
among many global SFI cities, and presents a real
challenge for entrepreneurs and the growth of the

startup ecosystem.

8 of 37
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Labour Market

Subdomain of Human Capital

The Labour Market subdomain is more promising at
this time than the Talentpool indicators. Nairobi scores
91,73 and ranks second in the Middle East and Africa
SFI. This is largely due to affordable salaries and high

levels of female participation.

Labour regulations are not a constraint for employers
in Nairobi, with only 3% of the firms surveyed by the
World Bank identifying labour regulation as a major
constraining factor for their businesses, far below the

regional SFl average of 12%.

Nairobi

MEA Average

Percentage of firms that identify labour regulations
as a constraint to doing business

In terms of the salary indicators, the average salaries
for recent graduates and software developers are quite
a bit below the averages for other SFI cities in the
region. Recent graduates can expect a salary of around
$270 USD/month (compared to the regional average of
$526 USD/month), and software developers earn an
average of $432 USD/month (far below the regional
average of $1481 USD/month). From the perspective of
a startup employer this is a significant benefit, though
it is important to acknowledge that this is within the
context of a city with a high general cost of living

compared to other cities in the region.
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A primary strength for Nairobi is the very high rate of
female participation in the labour market, with 64% of
women over the age of 15 active in the economy. This is
remarkably high in comparison to the other cities
assessed in the region, which average just 27%, and
positions the city first in the index (tied with Accra,
Ghanal).

The rate of female entrepreneurship, or the
percentage of firms with majority female ownership, is
a bit lower; 13% of firms in the city are women-owned,
which ranks Nairobi second in the region (below Accra,
Ghana). Both cities have very positive findings on this
indicator relative to the regional average of less than
4%. This is a likely result of the relationship between
female participation in the labour force and economic
development, which typically finds that women
participate at higher rates in countries with both low
and high levels of development, and less so in the
middle.!!

Female involvement
in the economy is a

strength for Nairobi

The unemployment rate stands at around 9%, ranking
the city right in the middle of the measured cities in the
Middle East and Africa.

9 of 37
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2. Finance

As in many cities, the Finance domain is a challenge for Nairobi, though with many points of optimism relative to other
cities in the region. Nairobi scores 37,53 out of 100, and ranks seventh of 16 in the Middle East and Africa SFI. The
primary hurdle is a very poor score on the Sources subdomain, while the System subdomain fares well.

FINANCE - domain  RYASERCIVa RN
SOURCES - subdomain
Bank Loans

Business Angels

Accelerators and Incubators

o

.00

VC Funds

Public Funding

SYSTEM - subdomain

Funding Constraint

Loans Rejected

Collateral Required

Total VCs / PEs

FDIs Net Inflow

Total Business Angels

SFI Scores relative to the MEA region. Scores range from 0 - 100

10 of 37



Startup Ecosystem Report Nairobi

Sources

Subdomain of Finance

In the Sources subdomain, the SFI measures the
accessibility of five potential funding sources: Bank
Loans, Public Funding, Accelerators/Incubators,
Venture Capital, and Business Angels (individual angel
investors). Nairobi scores just 9,0 in this domain,
ranking second from the bottom due to few options for
financing outside of relying on one’s own private funds.
The availability of funding from external sources is
measured through survey data, and indexed values
from 1-5 are calculated based on how entrepreneurs
rank the availability of each source. In Nairobi, no
external funding source scored even as high as a 2,

illustrating the challenge.

Startup founder Wanjugu Wambugu says,

29

Finance is the big, big monster. First
of all, if you're a startup getting
people to believe in your idea is very
difficult. Banks, for example, do not
support startups. Maybe now they are
starting to see the value, but they still
need a lot of collateral to do that. So a
lot of times people will go to their
family, or come together as friends to
raise funds towards starting a
business.

enpact

data lab

Wanjugu continued, “You can get banks that will give you a
personal loan that you can use on your business, but if
you're looking for [more funds], that can become much

more difficult.”

Another local entrepreneur, Njoki Nwangi, says the
situation is further complicated by the fact that, “For
startups you can't get a loan until the first six months

are over. At first you rely on savings.”

Funds through
Business Angels and
VCs exist, but there is a

lack of knowledge for

some about how to
access these sources.

The highest scoring indicator in this subdomain is that
of Business Angels. Wanjugu explained that, “Venture
Capital funds and Business Angels do exist, but a lot of
the times we start businesses because we need to
make [ends meet], not necessarily because a lot of
people understand how to run a business. So you will
find that there's the lack of knowledge about how to
actually access that money, even though it is available

in the market.”
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System

Subdomain of Finance

In contrast to the Sources subdomain, the System
subdomain performs very well. With a score of 66,06,
the city ranks third out of the 16 cities assessed in the
Middle East and Africa SFI. Strengths for this
subdomain are the total number of VCs and Business
Angels, while Foreign Direct Investment (FDI) Net
Inflow is the lowest scoring indicator.

Approximately 32% of firms in Nairobi identify access to
funding as a major constraint to doing business, a bit
below the regional average of 38%. Given the difficulty
accessing external funding, this may indicate that
entrepreneurs are still able to rely on private funding

options to a greater extent than in other cities.

Another important indicator is the percentage of loan
applications that are rejected. Only 5% of firms
identified that their loan applications were rejected, far

lower than the regional average of 23%.

Nairobi

MEA Average

Percentage of loan applications rejected

enpact
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Approximately 84% of loans require collateral, which is
a high figure, though lower than the regional average
of 91%.

As a growing startup city, there is significant interest
among investors in Nairobi. In particular, the city has a
decent number of Venture Capital firms: about eight, a
very favourable result in comparison to the regional
average of less than four. There are nine known
Business Angels in Nairobi, another positive finding

relative to the regional average of about two.

8

Venture Capital Firms

9
$ Business Angels

e $0.67 billion USD
\) FDI Net Inflow

s

e

2

The most challenging indicator in this domain is FDI
Net Inflow, with Nairobi ranking 11th of 16 in the

region.
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3. Startup Scene

The Startup Scene in Nairobi is flourishing, and developing at a quick rate. Scoring 35,98, Nairobi ranks fourth in the

region in this domain. This domain is measured with two subdomains: Hubs and Activeness. Hubs scores low, but

ranks well compared to the region, and Activeness is truly a strength for the city.

STARTUP SCENE - domain
HUBS- subdomain
Accelerators

Incubators

Co-working Spaces
Technology parks
ACTIVENESS - subdomain
Startup Events

Total Startups

High Equity Funding Startups (over $5 mil.
usD)

High Equity Funding Startups (over $1 mil.
usD)

35.98 out of 100

0.00

SFI Scores relative to the MEA region. Scores range from 0 - 100
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Hubs

Subdomain of Startup Scene

The Hubs subdomain measures the availability of
institutional capacities such as accelerators and co-
working spaces. Nairobi scores 11,84, and ranks eight
of 16 cities in the Middle East and Africa SFI. All the
indicators in this subdomain rank similarly, about in

the middle of the measured cities.

Currently, Nairobi ranks sixth and eighth in terms of
the number Accelerators and Incubators relative to the
size of the population. The number of affordable and
available Co-Working Spaces is also growing, with a
slightly more favourable result, ranking the city fifth.
There are currently no Technology Parks in Nairobi

(though this is common for cities in the region).

Improving access to these resources has been
declared a focus for the Kenyan government. The
government is  promoting the  ecosystem’s
development in cooperation with the World Bank with
the “Kenya Industry and Entrepreneurship Project,”
which aims to impact 162 startups participating in an

International Accelerator Programme.!®!

Improving access to
institutionalised
resources is a focus of
the Kenya Industry and

Entrepreneurship

Project

enpact

data lab

The Kenya National Innovation Agency is also focused
on developing innovation and technology in the country
through the creation of more innovation parks,
incubation initiatives for the diffusion of technology in
Kenya, and provision of incubators for innovative ideas.
61 This is in line with the efforts of the World Bank and
other development cooperation institutions such as GIZ
that are also developing the startup ecosystem in
Nairobi. Together these efforts may help to augment

the institutionalised resource capacity in the city.

As these resources are developed it will be important
that it is done in consultation with startups and
ecosystem professionals. Currently, there is the
perception that the quality of available resources is
also a challenge, beyond just capacity. Local

entrepreneur Caleb Wasilwa Wafula explains, saying,

29

There are many incubators, [but]
most of them are not efficient and
professional. They have started
recently, [and] sometimes they are
fresh graduates. It will take some
time to have quality.

14 of 37
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Activeness

Subdomain of Startup Scene

The Activeness subdomain covers indicators related to
events, number of startups, and if there are high-
equity cases. Nairobi scores 60,13, and ranks at the
very top of the Middle East and Africa SFI on these
indicators.

The number of startups in Nairobi is currently around
650, much higher than the regional average of about
100, ranking the city first on this indicator. According to

entrepreneur Wanjugu Wambugu,

29

There's a lot of energy in the startup
scene. Everybody that's employed
wants to start a business, and every
person in business wants to start
another business. It's very
enterprising... The young people are
very excited about coming up with
new ways of doing things.

As a reflection of this energy, the community continues
to grow with at least 11 startup-related events per

month.

® !
J Startup Events/Month
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There are many high-equity success cases in Nairobi
(60 over $1.000.000 USD and 33 over $5.000.000 USD].
Successful startups are important for the future
growth of the ecosystem, as they provide inspiration,
skills to potential founders, investment attention, and a
blueprint that can help to teach others in the startup

scene.

The need to learn from successful cases was
highlighted by Njoki Nwangi, who stated, “A weakness
[of Nairobi's startup scene] is that we don't have
mentorship and skills in entrepreneurship. The
[startups] that we see who have succeeded, we don't
know how they got there. Most people won't tell you
how they failed, and so when you're starting out you
only see the success story but you don't know the
struggles. You're not trained to do it because of course
our schooling system does not concentrate on

entrepreneurship.”

Mentoring
opportunities

are highlighted
as agap

Overall, entrepreneurs agree that startups are a
growing trend in Nairobi, with resources and
involvement in an early stage and growing rapidly.
Fostering the community and networking will help with
continued progress, and there are great opportunities
to further the ecosystem’s development with training

and mentoring programmes.
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4. Infrastructure

Nairobi's Infrastructure domain scores 55,95, ranking the city eighth of 16 cities in the region. This domain considers

three subdomains: Transport, Utilities, and ICT. The Transport subdomain fares well, while the ICT subdomain

presents significant challenges.

INFRASTRUCTURE - domain
TRANSPORT - subdomain
Overall Quality

Roads Quality

Railroad Quality

Ports Quality

Air Transport Quality

Air Transport Capacity
UTILITIES - subdomain
Water Supply Quality
Electricity Access
Electrical Outages
Pollution Index
Coworking Space Cost
Cost of Living

Electricity Quality
Utilities” Cost

ICT - subdomain

Internet Cost

Mobile Internet Cost
Mobile Subscription Cost
Mobile Broadband Penetration
Internet Speed (Down)
Internet Speed (Upload)
Smartphone Penetration
Internet Penetration
Prepaid Subscriptions

Mobile Subscriptions

55.95 out of 100

o
o
o

°
o
o~
o~
a1

SFI Scores relative to the MEA region. Scores range from 0 - 100
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Transport

Subdomain of Infrastructure

For the Transport subdomain Nairobi has a score of
77,28 out of 100, ranking the city third in the Middle
East and Africa SFI. The city ranks third or fourth on all
indicators in this subdomain, a very strong result.
Given the national nature of much transit
infrastructure and data limitations, this subdomain is

entirely measured from a country-level perspective.

The Overall Quality of Infrastructure indicator in the
country scores well at 90,62. Roads Quality fares
similarly, scoring 97,49, despite ongoing struggles with
traffic problems in the country due to rapid
urbanisation.

The Ministry of Industry,
Trade and Cooperatives has
dedicated an investment of

$5,14 billion USD to road

projects in an effort to
continue to improve

transportation.”

enpact
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Railroad Quality scores 66,96, which ranks Nairobi
third in the region. In the last five years Kenya has
pursued one of the largest railroad infrastructure
projects in Africa, with an investment of $3,8 billion
USD for a Chinese-built high speed railway. The
railroad is around 300 miles long and connects the port

city of Mombasa with Nairobi.[”)
[
¥a

Air Transportation Quality and Capacity are also both

$3,8 billion USD

Investment in high-speed
rail

strengths for Kenya, ranking third among the Middle
Eastern and African SFl cities.
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Utilities

Subdomain of Infrastructure

In contrast to the positive findings in the Transport
subdomain, Nairobi faces hurdles in the Utilities
subdomain, which measure utility quality and cost, as
well as the general cost of living in the city. Nairobi
scores 54,82 and ranks 12th, given the relatively high

costs and substandard quality in general.

The Water Supply indicator captures data on the
number of water supply shortages in a given month.
Nairobi experiences approximately 3,4 shortages per

month, nearly three times the regional average.

Electricity Access is an even greater challenge in
Nairobi. This indicator scores 18,62, ranking in the
second-to-last position in the regional SFI. On average,
it takes around 126 days to obtain an electrical
connection from the time of application, much higher

than the regional average of about 50 days.

However, once electricity is set up, it is relatively
reliable. There are around three electrical outages on
average per month in Nairobi, much less than the
average for the Middle East and Africa SFI of 15 per
month.

® I\B $162 USD/month

TT

Cost of a co-working
space
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Air Pollution is not so problematic in Nairobi in
comparison to other regional SFl cities. The city scores

50,70 and ranks fourth on this indicator.

Entrepreneurs interviewed identified the costs in
Nairobi (including rent, utilities, and transportation) to
be very expensive. The cost of a co-working space is
around $162 USD per month, quite a bit higher than
the regional average of $114 USD.

Additionally, the cost of living is close to $1.000 USD a
month, about 15% higher than the average for the
other measured cities. In the words of local

entrepreneur Wanjugu Wambugu,

29

| would not say that Nairobi is
a very friendly city for
business. It's very expensive
to startup a business...rentis
very expensive, the cost of
living is very expensive,
labour is very expensive,
electricity is very expensive...
Nothing is cheap in Nairobi.
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ICT

Subdomain of Infrastructure

The final subdomain in the Infrastructure domain, ICT,
represents a major challenge for Nairobi. The city
scores 35,76 and ranks second from the bottom, above
only Mosul, Iraqg. This is primarily due to high internet
costs and low levels of internet penetration in the "Kenya Is set to become
Kenya as a whole.

a hub for intra-regional

The cost associated with internet in Nairobi is about trade in Africa.”
$68 USD every month, over two times the regional
average. Internet speed is more favourable, with the
city ranking a bit above the middle in comparison to the Frost & Sullivan
other Middle Eastern and African SFI cities. Internet African Infrstructure Tracker
penetration throughout Kenya is low, however, totaling

only about 18%.

The measures relating to mobile penetration, cost, and

)
/,'\\ 18 /0 speed are more favourable for the city. The indicator
on Mobile Subscription Cost stands out, in particular.
D Percentage of the total . P . - P
——N ) i Nairobi ranks third in the regional SFI given affordable
populatlon with access mobile subscriptions relative to other cities in the
to internet Middle East and Africa SFI.
In terms of future outlook for this domain, according to
$68 USD the most recent analysis from Frost & Sullivan on the
African Infrastructure Tracker, "Kenya is set to
% Average cost of , , , _
‘ ) become a hub for intra-regional trade in Africa. An
Internet on a monthl‘y estimated  $55.6  billion in investment into

basis infrastructure development for Kenya is planned (as of
2015), the majority of which will focus on
telecommunications and power generation
infrastructure.”l”’ This may help to overcome some
deficiencies in this domain.

19 of 37



Startup Ecosystem Report Nairobi enpaCt

data lab

H. Macro

Nairobi fares decently on the Macro domain. The city scores 60,86 and ranks eighth of 16 cities in the Middle East and
Africa SFI. This domain considers indicators on political stability and representation, the legal framework, and the
impact of crime and informality. Nairobi scores similarly across each subdomain, right around the middle of the
regional SFI.

MACRO - domain  Fel0ReINeIviae)aui0]0;

POLITICAL - subdomain
Political Stability

Effective Governance
Regulatory Quality
Democracy Level

LEGAL FRAMEWORK - subdomain
VAT

Corporate Tax

Contract Enforcement
Resolving Insolvency
Business Registration [(time)
Business Registration (cost)
CRIME - subdomain

Violent Crime

Crime as a Constraint
Informality as a Constraint
Bribery Depth

Corruption Perception

Corruption Control

SFI Scores relative to the MEA region. Scores range from 0 - 100
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Political

Subdomain of Macro

The Political subdomain measures government
effectiveness, level of democracy, and stability. Nairobi
ranks ninth with a score of 67,83, with all indicators

ranking around the top half of the regional SFI.

The World Bank recognises improvement in Kenya's
political arena as a result of 2010 reforms to the
constitution, including the introduction of a bicameral
legislative house, devolved county governments, and a

constitutionally-tenured Judiciary and electoral body.

Nonetheless, there has also been instability with the
nullified presidential election of 2017, which led to new
elections and a consistent threat of violent attacks in
the country.l® These factors lead Nairobi to score less
favourably on the indicator of Political Stability and
Absence of Violence/Terrorism, which measures
perceptions of the likelihood of political instability
and/or politically motivated violence, including

terrorism.

Government Effectiveness performs similarly, ranking
Nairobi ninth of 16. This indicator captures perceptions
of the quality of public services, the quality of the civil
service and the degree of their independence from
political pressures, the quality of policy formulation
and implementation, and the credibility of the

government’'s commitment to such policies.

enpact
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On the Regulatory Quality indicator the city is
performing better with a score of 82,61, ranking fourth
in the regional SFI. This indicator captures perceptions
of the ability of the government to formulate and
implement sound policies and regulations that permit

and promote private sector development.

Democracy Level, as measured by The Economist, also
results in a strong score of 66,07, ranking the city sixth
in the region. However, interviews with entrepreneurs
noted that elections still often bring instability to their

businesses. In the words of Njoki Nwangi,

29

Sometimes there is an
election, and then business is
down [because] people are
unsure. We have an election
every five years, and during
that time it's hard for
businesses. Actually,
sometimes the businesses
can even close.
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Legal Framework

Subdomain of Macro

The Legal Framework subdomain is an area for
improvement for Nairobi. The city scores 51,56,
ranking the city ninth in the regional SFI. This
subdomain considers aspects such as VAT, corporate
tax, contract enforcement, resolving insolvency, and
business registration time and cost. High corporate
taxes score low for the city, while stronger options for
handling bankruptcy are helpful for the city.

Taxation levels are challenging in Nairobi, with a VAT
rate of 16%, and a corporate tax rate of 30%. On these

indicators, Nairobi ranks ninth and 14th out of 16 cities.

In 2019, "Kenya made resolving
insolvency easier by facilitating
the continuation of the debtor’s
business during insolvency
proceedings, providing for equal
treatment of creditors in
reorganization proceedings and
granting creditors greater
participation in the insolvency

proceedings.” [¥!
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In contrast, the Contract Enforcement indicator
performs well, ranking the city sixth, as does Resolving
Insolvency, ranking fifth. Kenya has worked to improve
this indicator “by facilitating the continuation of the
debtor’s business during insolvency proceedings,

providing for equal treatment of creditors in
reorganization proceedings and granting creditors

greater participation in the insolvency proceedings.”
[13]

23 days

Time to register a
business

25% of total annual
income per capita

Cost of registering a
business

Long waits to register a business and high costs are
both burdens for entrepreneurs in Kenya. The time it
takes to register a business is around 23 days, longer
than the regional average of 18 days, and costs total

about 25% of total annual income per capita.
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Crime

Subdomain of Macro

The Crime subdomain measures violent crime,
corruption, and informality. Nairobi ranks ninth with a

score of 63,19.

Approximately 8% of firms identify crime, theft, or
disorder as constraints to doing business, less than
half of the regional average of 21%. The Violent Crime
indicator indicates that assessments of the likelihood
of violent crime are also a bit below average for the

region.

Informality, or economic activity that takes place
outside of government taxation and monitoring, is a
problem for the city, with 34% of firms identifying
practices of competitors in the informal sector as a

major constraint to their business.

20%
Nairobi

MEA Average

Percentage of public transactions where a gift or
informal payment was requested.
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In terms of the impact of bribery, firms identified that
approximately 20% of their recent public transactions
involved the request of a gift or informal payment. This
is below the average for Middle Eastern and African
SFI cities, though clearly still represents an area of

concern.

On the
Corruption Control, Nairobi has unfavourable scores
and ranks 10th of 16.

indicators of Corruption Perception and

Entrepreneurs
identified corruption as
a challenge of their
ecosystem as it

discourages startup

founders with their
business ideas.
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6. Market

Nairobi’s Market conditions are not favourable for the startup ecosystem. The city ranks third from the bottom, with a
score of 34,67. The Market domain considers the Performance and Connectedness subdomains; Performance aims to

capture economic health, while Connectedness is focused on trade, tourism, and logistic capacity.

MARKET - domain  RIRYAINEINI
PERFORMANCE - subdomain
GDP PPP per capita
Economy Growth

Deposit Interest Rate

Capacity Utilization

Trade Balance

CONNECTEDNESS - subdomain

Trade openness

o
o
S)

Tourism

|
-
ol
o

Sister Cities

Logistic Performance Index

SFI Scores relative to the MEA region. Scores range from 0 - 100
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Performance

Subdomain of Market

The Performance subdomain scores 42,39, ranking in
position 13 of 16 of the Middle East and Africa SFI. Low
GDP PPP per capita is the primary driver: GDP PPP per
capita in Kenya is around $3.292 USD, considerably

below the regional average.

Nairobi’s Economic Growth indicator is slightly better,

with a score of 36,20, ranking ninth.

The World Bank estimates that gross domestic product
(GDP) will rise to 5,8% in 2019 with the recovery of
“agriculture, better business sentiment, and easing of
political uncertainty (...) growth in private sector credit,
continued strong remittance flows, management of

public debt and expenditure and global oil prices.”[

The World Bank
estimates that gross

domestic product
(GDP) will rise to
5,8% in 2019.
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The Deposit Interest Rate indicator scores relatively
well and ranks in the middle of the Middle East and
Africa SFI, in the eighth position. The annual deposit
interest rate is around 7%, which is the same as the

regional average.

76%

Nairobi MEA Average

Capacity utilisation

In terms of Capacity Utilisation, Nairobi ranks second
in the SFI. This indicator measures current output
relative to potential output, and currently stands at
76% for the city.

The last indicator of this subdomain, Trade Balance,
scores 44,78 and ranks ninth in the regional SFI.
Kenya's trade balance (the gap between imports and
exports) is in deficit, and widened by a marginal 1,2
percent in 2018 with a slowdown and slow growth in

exports.[10]
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Connectedness

Subdomain of Market

Nairobi  has  significant  limitations in  the
Connectedness subdomain. The city scores 26,94 and
ranks 10th in the Middle East and Africa SFI on

measures of openness to trade and tourism.

Logistic Performance Index is the indicator with the
highest score in this subdomain, ranking at position
three with a score of 85,15. This indicator assesses
trade logistics performance on a country level, and
includes factors such as efficiency of the clearance
process, ease and timeliness of shipping, competence
of logistical service providers, and the quality of trade

and transport infrastructure.

Terrorism and
Insecurity in general
hinder the development

of the tourism industry

In Kenya
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On the other three indicators, the scores are low.

The Trade Connectedness indicator ranks Nairobi at
the second least favourable position in the regional
SFI. This is an indicator that measures imports plus

exports as a percentage of GDP, which in Kenya is 37%.

Tourism has been greatly affected by the terrorist
attacks in recent years in Kenya. Terrorism, and
insecurity generally, is largely responsible for the
sector’s poor performance over the last decade.'?! On
this indicator, Nairobi scores just 1,50 out of 100, and

ranks in position ten.

Nairobi also scores low on the Sister Cities indicator,
ranking 13th in the region.
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Ecosystem Development

Recommendations

Nairobi's startup ecosystem is continuing to grow, but challenges remain. Boundaries for entrepreneurs in the city

include lack of access to funding, a shortage of skilled workers, and limited policies directly supporting startups. Four

recommendations are presented below to address these challenges, including improving entrepreneurship policies,

preparing entrepreneurs, supporting entrepreneurs, and improving infrastructure.

Improving Policies

The Kenyan government has been active in the
promotion of entrepreneurship through efforts with
the National Innovation Agency, which supports
academia, and a World Bank project to develop
Kenya's industry and entrepreneurship through
training and accelerating startup businesses.
However, overall national and local-level targeted

policies for the support of startups are lacking.

A national policy that directly accounts for and
supports startups in their different stages could
have a significant and positive impact on the
ecosystem. This may include financial support,
legal frameworks that are conducive for startups
(for example, in the business registration phase),
and creating a positive funding environment
through reforms in loans, collateral requirements,
and methods for

tax exemptions, resolving

insolvency.
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Enabling a cross-sectoral dialogue can help to
develop this proposal. International development
organisations, NGOs, and private sector investors
are already working in Nairobi, and formats should
be created where professionals from these sectors
mutually work with startups and ecosystem
professionals towards finding innovating solutions.
This promotes both intensive exchange and
personal networking between future leaders in the
startup ecosystem, and fosters mutual awareness
of challenges, requirements, and processes faced
by others, thereby creating trust and enabling
systemic solutions. From there, adequate policies

can be best developed.
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Preparing Entrepreneurs

Despite an educated population in traditional
terms, the education system is in need of reforms
to adequately prepare graduates to meaningfully

contribute to a career in the modern economy.

Improving curriculum throughout the educational
journey to focus on technical and applied skills may
help bridge the gap between talent and the skills
needed by startups (for example, engineering and
IT). For those that have already completed their
education, low-cost continuing education

programmes may be beneficial.

Beyond in-class education, improving opportunities
for professional development through mentoring is
an option to bridge the gap. This could be offered
through non-profit programmes or by partnering
with institutions. Both students and companies

stand to gain from such a partnership.

Another recommended action is the development
of an online entrepreneurial education platform
with materials and tools to educate entrepreneurs,
and trainings in the existing private sector

institutions working in entrepreneurship.
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Supporting Entrepreneurs

Beyond policy support, there are a number of
practical ways to support entrepreneurs. Given the
developing stage of the startup scene in Nairobi,
improved access to institutionalised resources
such as incubators, accelerators, and co-working
spaces would offer key support services to
startups, as well as create spaces that foster the
growth of networking, learning, and the creation of

new business ideas.

An additional benefit is increased visibility, which
may have spillover effects on would-be startup
founders, who may not be aware of the increasing

potential and popularity in their cities.

In addition to improving access to these resources,
continuing to enhance the standards and quality of
entrepreneur support organisations through
trainings, for example with international experts or
to train and certify mentors, would offer another

value-add to the ecosystem.
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Improving access to financial resources would be a
major boom for Kenyan entrepreneurs. There are
several options that may be able to assist with this,

including:

1. The introduction of local founder scholarships

2. Enhancing funding opportunities and
relationships with alliances and delegation trips.

3.Improving access to crowdfunding, and
awareness around its potential (both for funders
and those seeking funding).

4. Promoting seed funding projects with investors
and international organisations.

5. Improving the local and global awareness of the
potential of startups in Nairobi to increase

investment.
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Developing Infrastructure

Kenya is struggling with its infrastructure in regard
to basic utilities and ICT, which is limiting the
efficiency of entrepreneurs in the city. Further
investment, especially in ICT, is advisable to
improve the capacity of developing startups,

particularly outside of the major metro areas.

Improving access to internet and mobile networks
throughout the country will be critical in the coming
years, as this will allow for the proliferation of
critical new technologies and the success of
businesses related to digital industries and
technological development by expanding the base

of potential clients.

These efforts would also serve to support the
economic growth of the city, facilitated by the
entrepreneurial sector. Several industries depend
on the improvement of both infrastructure and
market conditions. The promotion of startups that
rely on e-payments, travel services, travel tech, or
similar fields could be positively impacted by it, and

as a consequence Nairobi’s economy would benefit.
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Indicators and Sources

Indicator Name

Workforce Constraint
Skilled workers

University Score
University Students

Tertiary Education
R&D Expenditure

Labour Regulation Constraint
Graduates’ salaries

Software Developers’ Salaries
Female Participation
Unemployment Rate

Female Entrepreneurship
Bank Loan

Business Angels
Accelerators and Incubators
VC Funds

Public Funding

Funding Constraint

Loans Rejected

Collateral Required

Total VCs / PEs

FDIs Net Inflow

Business Angels (total number)
Accelerators

Incubators

Co-working Spaces
Technology parks

Startup Events

Total Startups

Source

World Bank, Enterprise Survey
World Bank, Enterprise Survey
TopUniversity.com; 4icu.org; Own Research For the Missing Data

TopUniversity.com; 4icu.org; Own Research For the Missing
Data; Berlin Business Location Center.

World Bank - Gross enrollment ratio, tertiary, both sexes

World Bank - Research and Development Expenditure / OECD
Database

World Bank, Enterprise Survey

Own Research, Berlin Startup Survey
Payscale.com, Averagesalarysurvey.com
World Bank, Modeled on ILO estimate
International Labour Organization, ILOSTAT database.
World Bank, Enterprise Survey

Own Research - Enpact Survey

Own Research - Enpact Survey

Own Research - Enpact Survey

Own Research - Enpact Survey

Own Research - Enpact Survey

World Bank, Enterprise Survey

World Bank, Enterprise Survey

World Bank, Enterprise Survey

MENA PEA, Adapted through own research
World Bank

Angel List

Own Research, Expert Consultation

Own Research, Expert Consultation

Own Research, Expert Consultation

Own Research, Expert Consultation

Own Research - Enpact Survey

Crunchbase Pro

34 of 37



Startup Ecosystem Report Nairobi

High Equity Funding Startups (over $5 mil
USD]

High Equity Funding Startups (over $1 mil
UsD)

Transport Overall Quality
Roads Quality

Railroad Quality

Ports Quality

Air Transport Quality

Air Transport Capacity
Water Supply Quality
Electricity Access
Electrical Outages
Pollution Index
Co-working Space Cost
Cost of Living

Electricity Quality
Utilities” Cost

Internet Cost

Mobile Internet Cost
Mobile Subscription Cost
Mobile Broadband Penetration
Internet Speed (Download)
Internet Speed (Upload)
Smartphone Penetration
Internet Penetration
Prepaid Subscriptions
Mobile Subscriptions
Stability

Effective Governance
Regulatory Quality
Democracy Level

VAT

Corporate Tax
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Crunchbase Pro

Crunchbase Pro

World Economic Forum

World Economic Forum

World Economic Forum

World Economic Forum

World Economic Forum

World Economic Forum

World Bank, Enterprise Survey

World Bank, Enterprise Survey

World Bank, Enterprise Survey

Numbeo

Coworker

Numbeo

WeForum

Numbeo

Numbeo

Own Research

Numbeo

GSMA intelligence

Startup Meter Survey and testmynet.com
Startup Meter Survey and testmynet.com
Multiple sources; see country comments for more details.
ITU

GSMA intelligence

ITU

World Bank

World Bank

World Bank

The Economist Intelligence Unit's Democracy Index
World Bank Doing Business Report

KPMG Corporate income tax tables
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Contract Enforcement
Resolving insolvency
Business registration (time])
Business registration (cost)
Violent Crime

Crime as a constraint
Informality as a constraint
Bribery Depth

Corruption Perception
Corruption Control

GDP PPP per capita
Economy Growth

Deposit Interest Rate
Capacity Utilization

Trade Balance

Trade openness

Tourism

Sister Cities

Logistic Performance Index

enpact

World Bank Doing Business 2017

World Bank Doing Business 2017

World Bank Doing Business 2017

World Bank Doing Business 2017
Econoimc Intelligence Unit (EIU) analysts
World Bank, Enterprise Survey

World Bank, Enterprise Survey

World Bank, Enterprise Survey
Transparency International

Worldwide Governance Indicators

World Bank

World Bank

World Bank

World Bank, Enterprise Survey (under Performance)
World Bank

World Bank

World Bank

Multiple Sources

World Bank, Logistic Performance Index
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The non-profit association enpact was founded in 2013
with the aim of empowering entrepreneurship in
emerging and developing countries. enpact supports
founders and startups in Africa, Asia, Latin America,
and the Middle East through diverse programmes,
from the early idea phase until global market entry.
enpact academy develops trainings to foster the quality
of startup support organisations, and enpact data lab
measures framework conditions (such as the startup
friendliness  of cities), and derives  policy

recommendations.

www.enpact.org

ISBN: 978-3-96604-006-8



