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Ordinary least squares method is used to show the relationship between IFCs and the business 

environment of a city. To quantify the dependent variable (stature of Nairobi as an IFC), 

market capitalisation is used as a proxy whereas to quantify the independent variables 

(business environment of Nairobi) several factors were used. hese factors include level of 

business disclosure required, availability of credit information cost of dismissing employees 

to the employer use of Information and Communication Technology (ICT) - number of cell 

phone users was used as an indicator political stability, trength of the legal system, tax 

burden on business s, 1 vel of urbanisation and adult lit racy lev Is. 

The results indicate that most of these business environment proxies are statistically 

significant determinants of market capitalisation. The results also show that Nairobi s 

business environment is underdeveloped. 

The study proposes that to attract financial resources to trade in the Nairobi Securities 

xchange, the policy makers need to develop Nairobi s business environment by improving 

on the factors identified. 
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ff: h r finan i I ntr ) - An 
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ity that i m jor parti ip nt in 

- rd r 

i a 1 -t jurisdiction p ciali ing in 

pro ·ding corporat and com.m rcial s rvices to non-r id nts in the form f offsh r 

companies and the investment of offshor funds. 

Ta havens -A tax haven is a low tax jurisdiction. Although the terms are not synonymous 

many leading offshore finance centres ar reg rded as "tax havens". A tax haven is more 

specific on the low taxation as the centre of attraction for financial institutions into a 

jurisdiction. 

Bu ine environment - refers to the macro economic factors that either facilitate or impede 

the ability of firms to profitably conduct their businesses with ease in a jurisdiction. 
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1. • I 

.1. 

Int mational financial centr s I play a major rol in nhan ing globali ation. The I 

facilitate ase o access to capital by firms and al th y provid avenues for investments by 

holder of capital. They ha howev r been hit by the challenges of urbanisation. 

Technology orne predicted would end clustering of p ople in city centres. Armed 

information and t chnological tools it was envisaged that people could work from anywhere. 

Yet the cities still have their compensations. So rather than dying out financial centres are 

proliferating. 

Today's developed fmancial centres not only include long-established places such as London, 

ew York and Hong Kong but also a growing number of newer financial hubs in Asia, the 

Middle East Caribbean Islands and Africa. 

The development of financial centres in the underdeveloped world particularly Africa has 

enabled creation of more jobs are good for social and economic stability, so countries that 

used to rely for capital on banks, the rich or the state are allowing new capital providers into 

their markets. Money that used to be routed through the world's biggest hubs now often goes 

through non-traditional capital markets or directly between emerging markets. 
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in in and k ping 1n n i I firm 

fth nn 'th th m u h a hi hl p id j b larg t r v nue and 

int rnational 

id m th p liti al and conomic gain to the host c untrie economi t and in estment 

m having a rang of financial centr around the 

world. ne i th incr ase in overall liquidity as new countri s and r gions become integrated 

into the global financial system. Th s cond is incr ased efficiency as competition betwe n 

c ntres drives down the cost of trading and other financial tran actions. ew and developing 

fmancial centres are knocking down protectionist barriers and emulating th regulatory 

practices of the more established hubs. 

The term "international financial centre is usually meant to designate a city as a major 

participant in international fmancial markets for the trading of cross-border assets. An 

international financial centre will usually have at least one major stock market as well as 

presence of international banks and financial services companies. 

It must be distinguished from an offshore financial centre (OFC). An offshore financial 

centre is usually a small, low-tax jurisdiction specialising in providing th corporate and 

commercial services to non-residents in the form of offshore companies and the investment 

of offshore funds. lthough the terms are not synonymous many leading offshore fmance 

centres are regarded as "tax havens" and the lack of precise definitions often leads to 

confusion between the concepts. According to Tolley (2003), an offshore financial centre is 

indeed a tax haven but the use of the term offshore fmancial centre makes the important point 
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m ith ut ing in an 

rum w est blish d by a gr up f 

in th I ading ffsh r c ntr s. he 

I C orum aims t provid authoritati and balanc d in~ rm ti n about the rol of th small 

international financial centres in the gl bal economy. 

An international financial centre index has b en establish d and it summari es th availability 

of a skilled workforce, the flexibility of the labour market the quality of the business 

education and the skill set of the workforce. The business environment index aggregates and 

values the regulation tax rates levels of corruption and economic freedom and how difficult 

in general it is to do business. he market access index looks at the various equities and 

bonds available. The volume and value of trading and also the cluster effect of th number of 

different fmancial service companies at the location influence the index. The infrastructure 

index has also be n developed and make use of road networks prices of r al estate ICT 

infrastructure and railway network at the location. Other factors such as public transport have 

a minor impact. General competitiven ss relies on more traditional economic factors as price 

level, quality of life and economic sentiment. 

The qualitative attributes of an IFC such as level of corruption economic freedom and ease 

of doing business are estimated based on the opinions of investors towards specified fmancial 

centres. The World Bank has developed questionnaires that collect the opinion of the sampled 

investors and uses the collected primary data to rate the financial centres in a scale of one to 

ten. 
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R 

on n m r nt th l din gl 

h b en p ri n ing hall ng du t th llowin 

• Th r dit run h f20 ~ Jlo b th ur p d bt cri i of2010/ 2011. Th financial 

n 1 1 d to llap ofk y c mpani resulting t f c nfidenc in financial c ntr . 

• he intensifying competition from th r financial c ntres in Europ and el where some 

of which are aggressively targeting sub- ect rs of th financial servic s industry. 

• The risk of reactionary new regulation decreasing their competitiv n ss. 

Most of the poor will only be able to work their way out of poverty if they can start and gr w 

their own businesses - or find employment in another growing business. In many developing 

countries like Kenya, these business s face enormous regulatory and other barriers which 

impede their ability to profitably conduct business. 

Business environment refers to the macro economic factors that either facilitate or hamper the 

ability of firms to profitably conduct their businesses. uch factors should enhance the 

following: 

• Dispute resolution mechanisms Legal institutions for a market economy and personal and 

property rights, corporate governance and a competition policy. 

• Tax and policy administration 

• Infrastructure services for private sector development 

• Financial and private sector development 

• Export development and competitiveness 

• Trade facilitation and market access 

4 



1.2. 

Unlik 

li oil 

fth r bl m 

ur lik and uth udan 

11 

n i 1 eking in natur I r our 

ur uch rtil il nd 

d quat rain m ~orly rid or s mi arid. h aridity K nyan I nd 

means rain fed agri ultur is not uffici nt to fe d the ntir populati n. Irri at d farming is 

apital int nsive and ut of rea h forth ordinary Kenyans to undertake. This lack of natural 

r sourc s is exacerbated by a huge p pulation of ov r 38.5 million p opl which cannot be 

sustained by the existent natural resources. As a result, situations f food shortages and abject 

poverty have continued to haunt the country. 

Unless the country is able to create other forms of resources such as financial resources to 

remedy the lack of natural resource the country will continue to suffer from pov rty and 

hunger. 

1.3. Objective 

1.3.1. General objective 

The general objective of this study is to establish optimal conditions that a city 

must have in order to convert itself to a financial centre and thereby attract capital 

inflows from abroad. 
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1. .2. p ifi 

a id ntify th bu in 

a ity s attr 

n ir run nt t ct r that ar ignifi nt d t rminant 

an intemation l finan ial c ntr . 

b) o stablish the fun ti nal relation hip b tw n the busin s environrn nt 

factors identifi d in a ab ve and th stature of a city as an international 

financial c ntre. 

c) Using the functional relationship identifi d in (b) above, make policy 

recommendations on how Nairobi can improve its business environment 

factors so as to attract foreign securities to trad in the Nairobi ecurities 

Exchange and thereby develop itself as the preferred Intemati nal Financial 

Centre in the region. 
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2.1. ntr du tioo 

ar a numb r of r s ar h r wh h xplor d thi ubj t b fi r . en ur that thi 

tudy build on the contributi ns alr ad mad a numb r o acad mic material ha be n 

r ie d. The lit rature r i d which ar rei vant t this study assess th importanc of 

Int mational inancial C ntr s in dev lopm nt of an economy. The literatur also helps in 

identifying the features of the business environm nts of the arious IFCs. 

2.2. Theoretical Literatur 

In analysing the importance of IF s Jason harman (2009) tested how International 

Financial Centres (IFCs) provide support for economic growth and poverty alleviation among 

developing countries. He argued that IFCs offer a natural complementarity for developing 

countries seeking better government support for the growth of their businesses which their 

local governments may not offer due to corruption or simply lack of finances to build 

infrastructure. harman further elaborated that mall- and medium ized enterprises from 

developing countries may be able to access capital much more efficiently in or through I Cs 

than domestically. For foreign inve tors IFCs ease the path of entry into developing 

countries. He observed that the positive role played by IFCs in enhancing economic growth 

and p verty alleviation in developing countries may also help to explain the Chinese 

government s supportive attitude towards IFCs. 

One of the features of IFCs includes low taxation in their jurisdictions. This is explained by 

Mihir Desai (2005 who studied if multinational firms divert activity from non tax havens 
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R 

h nth th ir p r ti n in t · h . Hi tud t 1i h if bu in 

ti i t maliti in n ighb urin n n t ha n 

tr d s ' th. ha n acti ity nhan cti ity 

in n arby non-h h id nc indicated that u ha ns indir tly timulat 

th gr wth o op rations in non-ha n untries in the am r gion. A one p r nt gr at r 

lik lih d of establishing a tax haven affiliate is associat d with 0.5 to 0.7 p r nt greater 

sale and inve tment growth b non-ha en affiliates implying a complementary relationship 

b twe n haven and non haven activity. He concluded that a country will stand to benefit by 

converting itself into a tax haven and at the same time benefit its neighbours. 

According to George Mendes (2007) little research has been conducted into understanding 

the role of tax havens in an increasingly globalised environment. He analysed the economy of 

an Offshore Financial Centres (OFCs) through the use of the Bahamas as a case study. He 

chose the Bahamas because it offered the opportunity to investigate a specific OFC whil t 

also being representative of the conditi n of many offshore jurisdictions, and the challenges 

they face in light of the 0 CD led impetus for tax reforms. The results of his analysis 

suggested that tax competition provides exceptional ben fits in assisting undeveloped 

countries that have limited options to grow their domestic production. 

Other than low tax jurisdiction the other important feature of an IFC is political stability. 

Mark Roe and Jordan iegel (20 11) brought forward strong evidence that political instability 

impedes fmancial development and that it needs to be added to the short list of major 

determinants of fmancial development. They conducted a survey on managerial perceptions 

of nation-by-nation political stabilities among 2,000 CEOs of leading multinational 

companies worldwide. Their results indicated that 64% of the business leaders consider 
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liti 1 in bili in th ir t tm nt d tin ti n untri m ~ r 

1 in th ir mdin d m n tr t th thr at t 

imp rtan on m pi n ti n for financial d 

2.3. mpiricallit ratur 

Oth r than taxati n and p litical tability anoth r imp rtant ~ atur of an ideal I 

infrastructure. In KIPPRA s policy bri f of 2006 Ju tu yamunga explored ays of 

increasing foreign dir ct investments in airobi. H point d out that a key lem nt of 

attracting for ign dir ct in estrnents is reducing the co t of doing business in the city. He 

notes that this can b accomplished through infrastructural d velopment. He argu d that good 

infrastructure will enable businesses to reduce transport costs. 

For a city to attract foreign investor it also needs a trong legal environment to protect 

property rights and enhance resolution of disputes. Ro e W. gugi and Owen Nyang oro 

(2005 looked at the relationship between oreign Direct Investm nt (FDI) flows and various 

institutional factors. They analysed the strength of institutions for developing countries using 

the number of days it takes to resolve disputes in courts. Their results from this study show 

that Kenya ranks poorly in terms of the strength of its institutions particularly the judicial 

mechanism. They concluded that the goverrunent should undertake reforms on its judicial and 

law enforcement mechanisms to restore law and order and reduce corruption in order to gain 

substantially in investment growth. 

Urbanisation poses serious challenges to cities due to the huge levels of investment needed in 

order to provide basic amenities like electricity, water and transport to the urban dwellers. It 

however plays an important role in development according to John P. Mason (2007). Using 
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n in bli hin th 
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ti nand 

rnm nt in d loping ountri 

P. H al 

till pursu 

p licies that discourag urbanisati n. lth ugh urbanizati n i n t ccurring al ng th sam 

lin sin the developing countri s as it h e t m countrie th writ r d mon trat d that it 

contributes effectiv ly to overall nati nal nomic growth and development. 

The tax system inK nya and its role t ards the growth o airobi as an IF has al o b en 

studi d. tephen Karingi and Bernadette Wanjala, 2005) studied the tax r form experience in 

Kenya. They obs rved that Kenya s tax r forms have mainly been aimed at achi ving greater 

simplicity and en uring uniform tax hurd n aero s individuals with equal incom but do not 

consider distribution o tax hurd ns across the income categ ries. As a result they observed 

that there still are s ctors of the economy especially in the informal ect r which the 

government does not collect taxes even as it heavily tax s the formal sector. h y observed 

that the heavy taxation of the formal sector is making the country unattractive t foreign 

investors. They r commended a wid r tax burden distribution accompanied by a lower tax 

rate. ccording to their study a wider tax admini tration yst m accompani d by a low r tax 

rate will reduce the cost of administering the taxes as well as reduce eva ion and avoidance. 

It will also attract foreign investors and as a result the econ my will grow at a faster rate. 

Oth r than a poor business environment the structure of airobi Securities xchange also 

contributes to the low standing of airobi as an international fmancial centre due to lack of a 

variety of products for trade. Rose gugi and Roline jiru (2005) studied factors influencing 

growth of the market using a sample of twenty (20) firms that had made public offers since 
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tring nt requir m n 

n t able to m t. 
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hi h m 1 al firm 

t bli hm nt fa 

s ondary mark t in hich firms th t d n t m t th r uir ment of listing in the main 

mark t can list. 

Separately, Martin Mb wa 2007 analy d th Kenyan xp ri n e f the d velopment of 

bonds market in t rrns of developm nt of money market ider participation and protection 

of investors reduced information asymmetry and an efficient trading syst m. He observed 

that the length of treasury bonds market is shorter than that of developed bonds markets the 

trading system is not harmonized with intermediaries using different pricing models and the 

regulatory framework does not accommodate diversification of corporate bonds. Also 

growth of corporate bonds is yet to pick momentum, and the debt market is thin, with the 

type of securities that have negative implications on the competitiveness of the market. He 

concluded that for the Nairobi Securities xchange tom et the fmancing needs of member 

finns the bonds market requires huge investm nt in institutional building. 

2.4. Overview of the literature 

From the literature reviewed there is a general appreciation that IFCs are important for the 

growth of developing economies. The literature so far reviewed also point out two broad 

elements that a city must achieve to attain the status of a developed IFC. 

a) A developed market 

b) Ideal business environment to attract foreign investors 

11 



Th mar t ne d t attr t or i mak th it an l 

quiti 

and oth r d rivativ s. Th mark t ill I n d t ha 

hie thi it 

ap 

big 

in estors and the s. Mor o r th mark t must op rat a fully int grat d exchange 

offering the complete range of change-relat d rvic s including trading clearing 

settlement and depo itory services. 

Ideal bu ine environment 

The studies reviewed also show that for a city to attract foreign investors, it needs to have a 

good business environment that will minimise the costs of doing business for potential 

investors. Such an environment must entail the following features: 

• Low taxation - the tax rates must be low enough to attract foreign investors who would 

want to make tax savings by investing outside their existent jurisdictions. 

• Good infrastructure- broadly defined as good road n twork, good railway system, good 

ICT development and adequate housing good infrastructure also attracts foreign 

investors. 

• Political stability- political stability create comfort on the investors that their property 

will be secure from vandalism and that there busines es will not be int rrupted by 

political upheavals. 

• Urbanised population - Urbanised population offers labour and market for the foreign 

investors. 

• Strong legal environment - this will enable the investors enforce property rights and 

contracts as well as settle disputes speedily at a low cost. 
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an appr iation th b n fit th 
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addressed as follo s: 

R per 

d. 

tudi ar 

• The literatur r viewed far do not d m n trat h a go ernment fa big country in 

term of its ar a can cut it tax and still achie e th same lev 1 of public xp nditur it 

had before the tax cuts. The studi s o far analysed r strict tax havens to mall countries 

and islands which need little public expenditure in infrastructure due to th ir mall sizes. 

This study demonstrates that is possible for a country with a large area to reform and 

convert some of her cities to IFCs. 

• Unlike the preceding studies, this paper quantifies how each business environment factor 

should be developed to transform a city to an international financial centre. 

• In any planning initiative prioritisation is critical. Th studies so far do not prioritise how 

a government should approach the reforms of the business environment factors given the 

budgetary constraints that many developing economies face. Based on their levels of 

significance, this study shall prioritise these business nvironment factor reforms. 
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R ar hpap r 

.0. 

3.1. ntrodu i n 

This tudy e tablish s functi nal r lati nship b tw n an id al busin s en ironm nt b d 

on the busines nvironment factors id ntifi d and th t tur fa city as an int mati nal 

fmancial centre. Based on the comparability of their ec nomic tructures with airobi s a 

number of cities which have develop d financial c ntres ar then elected. Thes citie have 

been referred to as Best Practice Markets (BPMs). airobi is th n benchmarked to th se best 

practise markets BPMs and lessons which airobi can draw from them are analy ed. Using 

the average business environment on th select BPMs and the functional r lationship 

obtained between the stature of cities as international financial centres and their business 

environments, the level of airobi as a developed C is predicted if it develops its busin ss 

environment to the level of the BPMs. 

To arrive at the functional between a cities stature as an IFC and its business nvironment 

factors it is imperative that units being used to m a ur the respective variables be 

understood clearly. 

Market capitalisation as a percentage of the GDP shall b used as a proxy for international 

financial centres. Whereas the measur ment of the market capitalisation per GDP shall be 

used per country the results will reflect the ability of an economy to make its cities 

international financial centres because the cities operate within the environment created by 

the country. 
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These are generally policy variables which can b used to mak policies that will help an 

economy convert some of her cities to internationally recognised financial c ntre . Wher as a 

claim cannot be placed that these are all the factors that a city needs to dev lop into a 

financial centre their statistical significance is e tablished to illustrate how alt ring them in 

specific direction and magnitude moves cities closer to attainment of financial centre status. 

3.2. Theoretical framework 

To transform a city to an international financial centre, no one factor can be sufficient. Policy 

makers need to work on several factors that are important to potential investors as they look 

for ideal places to invest. The business environment factors to be considered are both 

qualitative and quantitative. They include th following. 

Taxation 

In theory, a country that eliminates taxation completely will attract maximum foreign direct 

investments since businesses all over the world shall seek to invest in this economy and enjoy 

higher profits. In the corporate world today, companies are employing tax planning structures 

which include investing in tax havens to ensure they are able to avoid a heavy tax burden. 

However as data will illustrate, this principle should be applied cautiously because 

companies would rather invest in a high tax jurisdictions that provides an ideal business 
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hardship in doin bu in 

ICT Infra tructure 

t t mitig t 

Businesses a1 o on id r the infrastru tur in t nns of r d and I such that th c ts th y 

are able to reduc by the reduc d ta es are n t ip d ut by in r as d c ts f trav lling or 

the delay in passing information. Infrastructure encompas a ailability of int rn t mobile 

phones network coverage, telephone connectivity, g od roads railways and a port. Good 

infrastructure enables the businesses to offer quality services to their clients. 

Human resources 

Availability of skilled workforce enables busines es to conduct their operations fficiently. In 

2006, an online survey of Chief Financial Officers (C Os) conducted by FO On-line' 

showed that 43% of the CFOs consider skilled workforce as the most important factor in their 

business. 48% described it as one of the top two or three factors that facilitate the running of 

their businesses and only 7% said it was important, but not one of the top most important 

factors. 

In theory a city with more skilled workforce attracts more foreign investments compared to a 

city with less skilled work force. Potential investors not only consider availability of skilled 

labour but also employee dismissal I firing costs. 

Business extent of disclosure 

Depicted by the business extent of disclosure index this is a key variable in companies that 

consider investing abroad. Theoretically, businesses are quite keen in keeping their business 
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cr t but a r gulat ry n ir nm nt th t r uir th m t di m r ar pr ~ rr d 

b cau ant to u th finan ial c nt r t btain th c mp titi ag in t 

their competitor and to afeguard th ir ts from I s s man ting fr m und r 

If anything busin se learn about in stm nt pp rtuniti fr m th di 1 sur of th ir 

p ers. 

Credit depth of information 

Credit depth of information inde measures rules affecting the scope accessibility and 

quality of credit information available through public or private credit registries. Higher 

values indicate the availability of more credit information from either a public registry or a 

private bureau, to facilitate lending decisions. In this study the theory stat s that offshore 

investors prefer to invest in an economy with a higher credit information rating. 

Strength of the legal environment 

A country with a strong legal environment is better placed to protect property rights and as a 

result attracts more investors than a regime that does not guarante proprietors a footing on 

their wealth. For instance, during the era of land grabbing in Zimbabwe where the 

government forcefully took o er foreign owned land investor largely lost confidence in that 

economy leading to mass withdrawal of foreign investments and an almost collapse of the 

economy. 

Urban population (0/o of over 15 ) 

That there is a close positive relationship between urbanization and economic development is 

evident from experience in most countries that have undergone development although it may 

not be the only factor. In recent history as communications have been revolutionized 
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conomic developm nt has com to nsi t mor 

originate. till however urbanizati n h lp in 

labour as well as domestic market for th ir pr du t . 

Political stability 

ppl i id n m tt r 

b in h p and r adil ailabl 

Political instability impedes financial developm nt and is a primary d terminant f 

differences in fmancial development around the world. Thi is b caus inv stors want to 

avoid political risk as they venture into a new market given the other risks th y have to 

contend with such as liquidity risk market ri k, credit risk and curr ncy risk. In theory 

therefore, a country with lower political risk is preferred as an inve tment destination to a 

country with a higher political risk. 

Based on the theoretical framework, Nairobi can build a service based international fmancial 

hub to support the global industry and thereby remedy the lack of natural resources in the 

country that would otherwise have supported trade in th city s financial markets. Tor alise 

this however, the city needs to make deliberate and agile steps to reform its business 

environment by: 

a) Reducing its tax rate to levels that can attract oreign investors. 

b) Improving its ICT infrastructur . 

c) Improving the skills of its human capitaL 

d) Increasing disclosure requirements for body corporate and more stringent corporate 

management guidelines. 

e) Improving the depth of credit infonnation as managed by the credit reference bureaus. 

f) Improving the strength of its legal environment. 

g Improving urban living conditions to attract its citizenry to urban areas. 
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h Reducing it political ri k b impr m unt bilit 

well as managing th d mo rati 

Though the direction of the impact on th bu in en ir nm nt h air ady b n 

predicted in the theoretical framework data anal i a in th t th th ork 

is consistent with results obtained from data analysi . h study I o t bli h th 

magnitude which an economy must stri to improv th fa tor in ord r t ttain th 

financial hub status. 

3.3. Model pecification 

The aim of this study is to explore ways which the busines environment of a country can be 

improved to improve a country's cities standing as int mational financial centres. For 

modelling purposes market capitalisation of the stocks market in the centres will be used a 

a proxy to measure how well a country fares as an I C. he id al busines environment that 

would make the country attractive to foreigners is captured by the ind p nd nt variables. 

The model is therefore specified as follows: 

The model 

MKT.CAP = Po + P1BU. .DJ. C + P2CRD.JNFO - PJEMP.FIRE + P4CEL.SET: + 

PsLGL.STR- P6TAX.CORP + P7URB.POP + PaADT.LIT + P9POL. TAB +Ut 

3.4. Defmition of variable and units of mea urement 

The data codes used in the model are explained in the table below 
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Table 1: Definition of ariabl 

Data code 
MKT.CAP 

BUS.DISC 

CRD.INFO 

EMP.FIRE 

CEL.SETS 

ADT.LIT 

LGL.STR 

TAX.. CORP 

URB.POP 

POL. STAB 

Ut 

Data de cription 

Market capitalization mpani 
as a proxy to repres nt a gl hal financi 1 
based on a factual bs rvation th t d 1 p d tnan ial c nt r hav 
higher market capitalization. or omparability am ng of 
various sizes the data has b en pr nt d a p rc ntage f th 

Business extent of disclosur inde to 1 =full 
disclosure). Choice of this variabl is meant t captur the role of 
corporate governance as enforced by the governm nt in an c n my. 

Credit depth of information inde (O=low to 1 =high). Thi ind p nd nt 

variable captures the ease of access to credit and role of lower interest 
rates. 
Firing cost (weeks of wages). This captures the role of high labour costs 
in attracting foreign investors. 

Mobile cellular subscriptions (per 100 people . This independ nt variabl 

has been used as a proxy to capture the role of ICT in development. 

Adult literacy as a percentage of ages 15 and above. This ind pendent 
variable has been used to capture the role of skilled labour in attracting 
foreign capital. 

Strength of legal environment (0 = weak 1 = strong). A strong legal 

regime certainly attracts more inve tors than a weak legal regime. 

Total tax rate (% of commercial profit ). Corporate taxes acts as a fiscal 
tool which governments continue to use in attracting foreign investors. 

Urban population(% of over ISs). Urbanization leads to availability of a 
fmancial literate society labour and local market thus attracts 

international capital. 

Political stability ( -1 = unstable to 1 = stable). Political stability is key in 

giving investors a sense of fmancial security. 

Coefficients of the independent variables 

Is the error term 
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n t ii bl r 

ppr pri t . 

tar fi m nt 

Research paper 

n ndary ro cti n l dat from the select d countri s. he 

year 2 10. H w r, inca s h re data forth year 2010 is 

. . 200 or 2008. h b n us d to proj t the 201 0 values as 

or purpose omparability data obtained from the World Bank have b en refined by 

conv rting all data a ro all ountri for a particular ariabl to a common scale of O<d<l 

here d is the data. This makes it easier for us rs to mak quick inference on th result as to 

what the various values of th coeffici nts mean. 

o ensure the function developed captur s airobi s scenario as closely as po sible 

elimination of the bigger economies like the Unit d tates of America and the much smaller 

or collapsed economies from the data in App ndix II has b en done. urther major oil 

producing nations or countries with the rich natural resource ha e also been eliminated. This 

leaves about 90 countries whose economic structur s closely match that of Kenya. 

3.7. Data ource 

Our sole source of data was the World Bank data available on http://data.worldbank.org/data

catalog. World Development Indicators (WDI) is the primary World Bank database for 

development data from officially-recognized international sources. Global Development 

Finance (GDF) provides external debt and fmancial flows statistics for countries that report 

public and publicly-guaranteed debt under the World Bank's Debtor Reporting System. 

21 



otabl h w r the rl B nk it 1 d n t n 

th r sourc including th llo in : 

Go ernment of th r spe tive untri 

2 Int rnational Monetary fund, 

3 United Nations 

4 CIA World act book and 

ril 

5 Eurostat - a statistical d ta base maintain d the ur p an mmi ion. 

3.8. Limitation 

n 

There are no major statistical chall nge or oth rwis in th data analy is f thi tud . Thi 

is b caus the pos ible statistical chall n s ar addr ss d fi llows: 

Endogeneity - o mitigate this chall ng th probabl cau s of nd neity hav b n 

addressed as follows: 

• Omitted-variable bia - In thi case, th m m an unc ntroll d 

confounding variable i.e. a variabl is both correlat d ith an indep nd nt varia 1 in th 

model and with the error term. o mitigate this risk, onl on variabl p r b n 

included. For xample, in the IC s ctor only numb r f m bi ph n u r p r 1 

people has been used in the data. 

• Measurement Error - This can occur if there is no p rfi ct m asur r n of th 

independent variables. To mitigate this data to measur all the ind p nd nt ari bl h 

been attained. 
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• nami od I - endo n it pr I m i rti ul· rl r I v· nt in th 

. It i 

alu in p ri d t n th · lu 

causal system in p ri d t-1. his ch 11 ng h n t n in th m thi 

study which is not a time eries m d 1. 

• imu)taoeity -To mitigate thi risk no tw or m r ari bl in th 

model. 

Comparability -To avert this risk th d ta c untri under stu y h ben 

refined to a common scale between 0 and 1. his cone pt has already b en 1 b r t d in 

section 3 .6. 
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.0. PI 

4.1. Re ult 

rom an analysi of data pro id d in app ndi 2 usin impl 

preferred function is obtain d. 

The OL regre ion functi n 

MKT.CAP = -0.756 + 0.71 BU .DJ. 

CEL. 'Ey; + 0.17 POL. TAB + 0.21 LGL. TR- 0.57 T. 

ADT.LIT +0.37U1 

m th th ~ 11 m 

RP +0.16 RB.P P 0.65 

From the OL r gression fun tion abov it is p sible to tablish that mark t 

which has been us d as a proxy tor pres nt an I is dir tly r lat d t 11th ct rs t ted 

except corporate taxation and employ firing c t . hi i b all th tci nt ar 

positive except the co-effici nt of employ firing ost and that f ti n. 

The means and standard deviation of th data is provid d in App ndi .1.1. h m an 

shows the average of all the countries for each variabl . tandard d th 

dispersion of the data from the mean. A low standard deviati n indicat th t th data p in 

tend to be very close to the mean, h reas high standard d viation indicat that th data 

points are spread out over a large range of values. Appendi .1.1 sho that mark t 
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c pitalization and I g I tr ngth r m th n. I hi i 

b cau e of the diffi r nee in th mar t tru tur nd th th ntri . 

Appendix A. 1 .2 shows the rrel ti n 

linear depend nee b tw n two variabl 

nt am n th ri bl whi h m ur th 

- I in I u i . It i 

a measure of the strength of lin ar d p nd nc 

variables the corr lation o- ffici nt is 1 

between variables and giv comfort on th 

vari bl . F r m t th pa1r 

.5 whi h indi t ci ti n 

ut rr lati n. w 

where the correlation c - tci nt d 0.5 it do s n t h w aut - rr 1 ti 

data under study is not time seri s data. This i confirm d by th urbin n test in 

App ndix A.l.3. 

Appendix A.l.3 gives the model ummary showing an adju t d 2 f 4.4 %. i m an that 

64% of the dependent ariabl is explained by th indep nd nt ariabl . h r 

36.7% which means that 36% of the chang in mark t capitali ti n i a th r 

factors. Appendix A.1.3 also gives the urbin Wat n t t alu . inc d is 

equal to 2(1 - r), where r is the sample aut correlation the r sidu I d = 2 indicat n 

autocorrelation. The value of d always lies betw n 0 and 4. If the urbin- Wat n st ti tic i 

substantially less than 2 there is e ideo e of positive s rial correlati n. A a r ugh rul 

thumb if Durbin-Watson is less than 1.0 there may b caus for alarm. In thi cas d = 

1. 779 indicating no autocorrelation between the indep nd nt variabl s. 
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total sum of squar s (T i 11. 95 n th r id I urn 

leaves an plained urn f 11. 5. 

statistical test us d to determin if m r than t p pul ti n m an 

the -distribution (pr bability distributi n uncti n nd in 

each population (within) and gr upin f p pul tions ari bility 

value of 9.635. Using an a of 0.05 w hav th t F o . 4.83 1= 5. 3. th t t tati tic i 

much larger than the critical valu we r j t th null hyp th si o u I p pul ti n m n 

and conclude that th re is a tati tically) significant diffi r nc am ng th p pulati n m ns. 

The p-value for 9.635 is .0001 so the test statistic is significant at that confid n 1 v 1 of 

5%. 

The table below summarises the result giv n in th vari u app ndic . 

Table 2: Summary re ult 

Variable Coefficient Mean td. Deviation Standard t t ti ti 
error 

:rvfKT.CAP 0.7148 0.61533 

Constant -0.756 0.295 -2.567 

BUS.DISC 0.711 0.5359 0.24588 0.295 3.415 

CRD.INFO 0.474 0.5952 0.29611 0.241 2.964 

EMP.FIRE -0.476 0.3582 0.23244 0.297 -2.604 

CEL.SETS 0.389 1.2798 0.37652 0.229 2.696 

POL. STAB 0.166 0.8402 0.5015 0.192 1.863 

LGL.STR 0.205 0.715 0.51502 0.2 2.027 

TAX. CORP -0.571 0.3141 0.13314 0.485 -2.176 

URB.POP 0.157 0.5155 0.26283 0.441 2.129 

ADT.LIT 0.652 0.5225 0.24326 0.408 2.598 
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rom the tabl abov [ abl 2] th ut n m u t rm in th r ul - .7 . It m 

th r fore that gi n n pr nd nt ri · bl it th 

will exp rience a dis in estm nt f 7% pit li ti n. 

The co fficient of the various vari bl iv n b th parti 1 d ri ti h n th m 

5MKT.CAP/ wh 
SIND f IND r pres nts ea h o th ind p nd nt vari I n 

summarised as folio 

Table 3: Interpretation of partial d ri ti nd t .. t ti ti 

Is c RD.INFO 

0.711 n 0 and 1. 

0.4 7 4 Cr dit information inde was rank d b tw n 0 and 1. 
result show that a unitary incr e in cr dit in orm ti n 
will impr e mark t capit lizati n by 0.474. r xampl 
if a city improves it cr dit inforrnati n a ailability ind 
from 0 to 0.1 th market capit lization a p rc ntag f 
the DP will grow fr m 0% t 4. 74% a suming it w 
initially at 0 all factors h ld constant. t- tati tic i 
than 2 so the variable i stati tically ignifi ant at 
confid nc 1 v l. 
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Is TAX.CORP 

0.389 

c n tant. t
stati ticaJI 

R 

0.166 Political stability index was rank d b twe n 
results show that a unitary in r in p litical ta ility 
will improve mark t capitalization by 0.166. r xampl 
if city improves it p litical st bilit and its ind gr w 
from 0 to 0.1 th mark t capit lizati n a per nt g f 
the GDP ill gr w from 0% t 1.66% all th r fact rs 
held constant. H w ver t- tati tic i I than 2 thi 
variabl i not statistically si nificant at 9 % c nfid nc 
lev 1. 

0.205 Legal strength index was rank d b tw n 0 and 1. Thi 
results show that a unitary incre e in th I gal trength 
will impro e market capitalization by .205. r ample 
if a city impr v it 1 g 1 nvir nment nd it ind x gr w 
from 0 to 0.1 th mark t capitalization a a p r ntag f 
the DP will grow from 0% t 2. So/o 11 fa t r h ld 
constant. t-statistic is gr at r than 2 th ari bl 
statistically significant at 9 o/o c nfid n I v L 

-0.571 
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/r, URB.POP 

/r, ADT.LIT 0.652 

4.2. Conclu ion on th re ult 

From an analy i of the results in App ndi A.l.5 all th [; ct rs ha a t ti tically 

significant influ nee on the attractiv n a city as an int mation 1 financial t 99% 

confidence level except political stability which is statistically ignificant at 90% nfidenc 

level. Moreover all the variables ha e a direct relati n hip with th d p nd nt vari bl 

except employee firing costs and taxation. 

R2 is 64.4 % which means that 64.4% of th mark t capitali ati n is plain db th fa tors 

above. This is a significant p rc ntage because as it should b appr iat d mark t 

capitalisation measures the volume of trad in the s curities market fa particular city. It 

need not be dependent on any of the factors above but th se factor ncourage the growth of 

the stock exchange. The standard Error is thus 36% which will captur oth r actor that 

affect market capitalisation not analysed in this study. 
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.0. LI I P 

5.1. Mark t re tructurin 

airobi ecuriti s exchang needs to b re tructur d t ac omm d t th f 

potential investors. This is b caus it curr ntly has ery limit numb r produ t trad d in 

it which includes government bonds and har nly. a hi gr it i 

important that th city should attain a multi-tier mark t. A multi-tier finan ial mark t 

comprises of the following: 

a) Multi-location 

This implies that like outh Africa, the U A and hina a city n ds t ha e oth r chang 

near it to compliment it acti ities. In K nya, th lucrative on would that 

would naturally have many compani s involved in shipping and transp rt. akuru oul al 

be ideal for trad of stocks o agricultural compani s. 

b) Multi-product 

Such a diversification would entail creating mark ts that trade in a ari fpr du t such 

commodities, corporate shares, corporat bonds, goverrunent b nds lo 

derivatives such as corporat and government swaps futur s ptions m rtgag d ri atives 

and foreign exchange trade. Such a diversified market will attra t mor trad r b au it 

gives them opportunities to diversify their portfolio and consequently hedg th ir in e tm nt 

against a particular sector collapse. 
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o con rt airobi to an I th rnrn nt n d t n 1 1 n r ti n f h multi-ti 

market across th c untry a ll tmpr th bu in nt h th t 

compani s and individuals an trad lo lly. 

Using the functi n as d eloped in hapt r 5, it i p s ibl t bli h th xt t hi h th 

government needs to develop som of it comp n nts of th bu in n ir nm nt ttra t 

global financial op rations and trad . 

From the data in Appendix II it is appar nt that om cities hav tt r p r rman m 

terms of market capitalis tion and their onomic structur an b compar d to th t f 

airobi. These cities have been selected as Best Practise Market PM and h b n u d 

as benchmarks which airobi can learn lessons on h it can restructure it uriti 

exchange. The table b low looks at their market capitalisations 

Table 4: Market capitalisation of el ct Be t Practic ark t (B 

Country Name MKT.CAP 
Switzerland 2.35 
Luxembourg 1.84 
Malaysia 1.73 
Chile 1.68 
Singapore 1.66 
South Korea 1.07 
Papua New Guinea 1.03 
Israel 1.00 
Montenegro 0.90 
Qatar 0.89 
Thailand 0.87 
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eature ofth ra ti n I r · ir bi 

It is important th t th abo 

D atures why th y ha thriv d and I s 

diverse products which cater for varyin n ds f int rnati n I i 

Switzerland for instance has be n 1 ct d s th c untry h th 

Exchange (SIX) which is th main x hange and th B 

tier market which is mainly aimed at Swi small and m ium nt rpri 

consider a listing at IX to exp nsiv . 

th ir 

th m h· 

itz rl n 

nd 

th t 

Luxembourg tock Exchange is another exemplary mark t b cau of it produ t di r it 

and international trade. It sp ciali s primarily in th i su of int mational b nd ith 

approximately 60o/o of all cross-border securities in ur p being list d in Luxemb urg. ifty 

countries list at least some of their overeign d bt in Luxembourg whilst u mb urg is 1 

a market for debt from the BRD uropean Commis i n, urop an Inv tm nt nk and 

the World Ban1<. It also has equities f int mational firms li ted. imilarly, ur a Malay ia r 

Kula Lumpar Stock Exchange operat s a fully int grated exchange f~ ring th c mpl t 

range of exchange-related s rvices including trading clearing settlem nt and d posit ry 

services. Others that have been sel cted to th ir pr duct diversiti s and dvan d market 

structures include Santiago Stock xchange N DAQ OMX lo ated in tockh lm w d n 

Korean Stock Exchange The Tel Aviv tock Exchange Montenegro t ck xchang and the 

Kuwait Stock Exchange. 
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ingapore ha al o b n b u 

th 1 70s but r pidly d v lop d t a 1 din I · 

hitherto. 

Finally The tock xchange of h iland has 

R rp r 

t th 

n b it 1l 

Through (PT) Trading i.e. broker II int r sts by nn un in bid r 

offer prices. The mark t has al o f1 r and iling limit t ck pric ar 11 d t 

fluctuate within a rang 30 per cent f th pr vious cl sing pri on th m in b ard. inall 

the market has a circuit r r. The circuit br a er op r t 

index falls by 10% from the pr vious ay' cl s all tradin in li t d uri tie ill b halt d 

for 30 minutes. econdly if the ET ind x falls by 20% fr m th pr vi us d ' 

anoth r 1 0%), trading in all list d ecuritie will b halt d ron hour. I th cir uit br 

is in ffect at the closing time of a session trading r urn in th n xt ion. hi m 

also extremely important in our study in t nns of implem nting contr Is to incr m rk t 

stability and by extension boost invest r onfid nee. 

Le son from the B t Pra tice Mark t (BP ) 

In summary based n our study of the best pra tices for Nair bi t r aliz th t tu fan 

IFC, restructuring of the market (the NS ) would a good tarting point. o a hi 

following measures are recommended. 

thi th 

1. Introduction of a market specifically for s that will allow firms th t d m li tin 

in the NSE expensive and beyond their reach to se k capital fr m the alt rn tiv 

markets. 
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2. ig tr d 0 int m ti nal nd h uld d. In , 
n 

gov rrunent borr wing dom it n t ti · I n 

such as the ur b nd t j tart di in th m t. 

3. Each and vrym k t hould h u h hi it in 

facilitate trade in I larni pr du t 1 orm ti n 1 minati utur m r t nd 

ther featur s. 

4. Policy mak rs can al o dev l p ir bib intr du ti n th mm diti 

and m rcantile xchang d m n trat b 

5. Div rsity will furth r b nhan d by intr du ti n f th r pr uct u h 

futures Ind x option and orporat bonds am ng oth r 

6. Policy makers hould consid r linking airobi t bi r I 

witzerland toe chang ill 

tur Ind 

th 

n hi 

wh re Nairobi b nefits from xpo ur and incr 

and IX benefits from th diversity creat d by th 

t fr m th tr rs in 1 

7. Embracing op n market p lici by makin it easi r or r ign ntiti t li t loc lly. 

8. Hedging the market fr m bearish sho k by introducing circuit r kers. 

5.2. Busines environment re tructuring 

Having developed the mark t feature p licy h ld r sh uld then hift th ir att nti n to th 

overall macroeconomic environm nt as depict d by the mod 1 in hapter thr 

it is perceptible that the average mark t capitaliz ti n a a p rc ntag o tb 

should target is 1.365 i.e. market capitalisati n should b 136.5% of the D 

ing tabl 2 

the fact that our expectation exceeds 100% it imp lie that ther is a high l 

international trade in the local mark ts. o achieve this £ d th averag of th fe tur f 
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our 1 ct mark t int uncti n 1 n n id · I u m 

and the Kenyan ituation. Th t bl illu tr t th n 

Kenya s. 

Table 5: Com pari on of bu in o ir nment fB nd 

COUNTRY 
NAME MKT.CAP BUS.DISC CRD.INFO EMP.FIRE CEL.SETS POL. STAB LGL.STR TAX. CORP URB.POP ADT.LIT 

Switzerland 2.35 - 0.83 0.89 1.20 1 21 1.65 0 .30 0.74 0.50 

Luxembourg 1.84 0.60 - 0.39 1.44 1 44 1.69 0 21 0.82 0.50 

Malaysia 1.73 1.00 1.00 0.22 1.09 0.14 0.58 0.34 072 0.92 

Chile 1.68 0.80 0.83 0.40 0.97 0.61 1.44 0 25 0 89 0.99 

Singapore 1.66 1.00 0.67 0.94 1.33 1 12 1.80 0.25 100 0.95 

South Korea 1.07 0.70 1.00 0.12 0.98 0.10 0.91 0 30 0.82 0.50 
Papua New 
Guinea 1.03 0.50 0.50 0.48 0.13 (0 85) (0.54) 0.42 0.13 0.60 

Israel 1.00 0.70 0.83 0.13 1.21 (1 .49) 1.22 0.32 0.92 

Montenegro 0.90 0.50 0.33 0.66 1.19 0.50 (0.06) 0.27 060 0.50 

Qatar 0.89 0.50 0.33 0.22 1.55 1.06 0.54 0 11 0.96 0.95 

Thailand 0.87 1.00 0.83 0.37 1.21 (1 .22) 0.19 0 37 0.34 0.94 

Average 1.37 0.73 0.72 0.44 1.12 0.24 0.86 0.29 0.72 0.74 

Kenya 0.46 0.30 0.67 0.43 0.63 (1.20) (0.13) 0.50 0.22 0.87 

Comparing the av rage alues ver us the enyan valu ab v is e tr m ly imp rtant [I r 

policy makers. Looking carefully at the various comp nent it should b n ted that K nya i 

faring well in terms of depth of credit information with an ind of 0.67 f 

0.72 among the BPMs. It means that Kenya has well d v 1 p d credit in£ rmati nand finn 

are fairly able to access credit should th y d cide to domicile their c mpany uriti m 

the Kenyan financial market. 
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condly, liter 1 in th nya r r I ti d. ith ind 

a BPMs averag ind x 0.7. n th tn 

foreign investm nts. his i dir t pr du t th pri 

and sub idised ondary edu ati n p li 

~ 1 h n ind 

of 0.43. This is 1 ss than th b st pra tice av rag ind 

closely linked to the adult lit ra y and i g n rally th 

employees and the ea which busine can acces th ir rvi a 11 t rminat th 

same when circumstances ar unfa ur bl . It is appar nt th t K n a is at par ith th 

BPMs. This variable therefore does not ne d to b gi n priority during th busine 

environment reforms. 

This leaves six factors that Kenya ranks b low th market b st pra tic verag and n d t 

be hoisted to improve Kenya s profile as a d signat d int rnational fman ial c ntr f ch ice 

for multinationals. The tab I below summarises these fa tor . 

Table 6: Comparison of summari ed bu in n ironm nt of B M nd n a 

COUNTRY 
NAME MKT.CAP BUS. DISC CEL.SETS POL._STAB LGL.STR TAX_. CORP u_]lB.POP 

Average 1.37 0.73 1.12 0.24 0.86 0.29 0.72 

Kenya 0.46 0.30 0.63 (1.20) (0.13) 0.50 0.22 

From the above analysis it is apparent that K nya has to irnprov on th lev I f busin s 

disclosures required by the government numb r of cell phon s p r 100 p pie p litical 

stability, strength of the legal environment, taxation and urbanisation. 
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Bu in 

dm 

and manag m nt t pr vid 

impl m nt pr dur 

financial reporting. lo ure 

tim I y and balanc d to 

achieve thi p licy mak r 

sharehold rs, manag ment t m 

account balances and tran ti n t nabl u r 

entity is b ing manag d. 

th 

d 

t 

d th pu li 

m 

th iz ti 

ti n . 
. 

di l ur b ut th ir 

rm ti n n 11 th 

und r t nd tl h th 

0.3 c mp r t th t 

investors becaus th y lack basic in rm tion th t w uld t in 

Kenya. 

Ideally, just like in banks in urance companie and publi ntitie th g rnm nt mu t 

create regulatory bodies for each indu try .g. · cultur 1 r gulat ry uth rity 

Horticultural Regulatory Authority ive to R gulat ry Auth rity isheri 

Authority, Manufa turers Regulat ry uth rity 

disclosures mad by the privat player in th indu tri and en ur th 

!FRS and local disclosure requirem nts are strictly m t. 
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infra tru 

ata on cell phon t per 1 00 pJ h b n u tur th nt 

in Kenya. K ny has a c 1 o ti 

therefor that for v ry 1 0 p opl 

mark ts where ach individual has n r mor ph n . 

Mobile connectivity i a k y variabl in ur study b many p th intern t 

via th mobil phones. Int met is ind d an nu r mar ting an tr d . Int m ti n I 

venture capitalists would th r fore pre~ ran econ my with d l infr tru tur n t nly 

for their internal operations but al o r int ractions with th 

applications. 

ust m r int rt 

The K nyan g vernrnent has be n working hard n this and this i d pict d by th arrival 

three submarine cables in Mombasa. rovider ar no intr du ing dir t t h m rvic t 

ensure internet connectivity in all homes. 

Internet is still out of reach for many K nyan du to high p v rty 1 1 . w d thi nd 

the government n eds to provide I with incentiv r d v loping th ir in 

rural areas. This should also be reinforced by pr moting al int m t 

capabilities such as all mobile phone with int m t featur can be s ld t 

more Kenyans have ace ss to the intern t. 

Political stability 

The data in Appendix 2 shows that Kenya' political stabili ind x of rank th p 

index of 0.24. However, Kenya has enjoyed relative calm sine indep ndenc in 1963 and i 
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on th mor tabl gov mm nt c mpar d t h r r mp ti r . II 

P V and p litical squ bbling continu 

the low p rcepti n by n r ign bu in man er ut 

To mak up for this short coming p !icy m k r n d t impr th 

the gov rnment by introdu tion fan nlin y t m that r all 

and op rations. This way intemati nal in e t r will g t a mor 

political stability of the country. hi will nabl th g 

perception of Kenya s p litical climat . 

I o tran 

Implementation of the new constitution which ts th ton for public g man 

h·n 

th 

important in improving Kenya' p liti al tability. h n w con tituti n h t up b tt r 

terms for public govemanc improved s curity improv d human right nd g n rally mor 

open society to the outer world through its provision . 

trengtb of the legal nvironment 

Closely related to political tability is th str ngth of th le al nvironm nt in nya. he 

country ranks poorly at -0.13 compared to PM index o 0.86. his m an th t th ountry 

legal structure is weak that affects in estors ability to am ng oth r thing nil rc ntract 

seek speedy redress when deals go s ur prot ct th ir pr p rty fr m pil rage and vandali m 

legally register a business within a short p riod of tim en r intell ctual pr p rty right 

access development land lease from the government and legally employ nd di mi rk r 

based on their performance. 
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R r 

o r medy this weak.ne judi i I r fi rm a tipul t ., th n tituti n 1 

The government must not nly r rm th it mu t u ·in th 

reforms by the outside world so t attr ct for i n inv t r int th unt . 

Taxation 

About 50% of corp rate profits re r mitted t th g mm nt thr u h ta ati n. '1 hi i 

becau e of 30% corporate taxes 16% VAT 10% f ithholdin ta ) d r a firm 

that r lies on imp rts of ra imp rt m r than 70% i p id t th 

Compared to a BPM averag of 29% en an c rp rate 

s cust m duty. 

hould ring h avi r 

burden of an inefficient, in ffi cti bl t d gov mm nt and ivil ic 

corporate sector further bears the burden of poverty since th g mm nt is ti 1 in 1 d 

in attempting to create equity. 

This approach is defective in the n that where it is th mor 1 duty o th g rnm nt t 

ensure the gap b tween the rich and p r is narro ed in a capitali t c rnrnunjty it i n t th 

responsibility of the rich t supp rt th poor but m re f duty of th p r to upp rt 

themselves. The governm nt is resp nsible t come in d mp w r th po r t upp rt 

themselves by ensuring th y have equal ace ss to pp rtuniti and r pi it th 

opportunities. 

For airobi to make a mark in the global financial markets the ountry needs t r du it 

tax rate esp cially rurect taxation. Managers g n rally b 1i dir t taxati n i a tu 1 

taxation and indirect taxation a mere part of the cost of the go d r rvic b in pur h ed. 

o exploit this mentality any government that s riously wants to attra t for ign in 
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its mark t n d t limin t dire t ti n n 

inc m by increa ing indir t t · ti n. 

Incr as d activity in mark tin r 

insur rs fund manag rs I 

the rich and the po r which i the n tur I bj ti 

avert the need to u fiscal t 1 p rticularly t 

objective. 

rbani ation 

IJ 

m m nt du l th 

hi ill h 1 fill th 

n tt mpt hi 

22% of K nyans live in urban ar as compar d to 72o/o in ur 1 ct 

how in m ctiv th ountry will b in att mptin t attrac 

its market. Trad in ecuritie and t ck 

basic feature o urbanised so ieti as opp 

a tr d m 

. Thi b au 

1t t I in 

h 

th ' m 

illu tr t 

tr d int 

n 

societies in their v ry nature prefi r liquidity t urity. It i f it l im 

point out that for any mark t to d elop for i n r f th m rk t 

traded by the 1 cals, th n c me in to suppl m nt uch tr d . It i und 

importance, that K nyan th ms lv s pr p up th ir to 

inflow of capital from for ign ventur . 

m rk t if p li y m 

o achieve this policy male rs h uld cone ntrat n makin ur an ar 

human habitation via developed infrastructure and housing. Th 

particularly take keen interest on housing inc th pri at ctor t nd 

fi r 

high nd 

market. The urbanised society shall provide the r quired lab ur and tr din I urn r quir d 

to support a market with advanced ~ atures. 
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.3. on lu i n 

ub qu ntt r stru turin ' it 11 nh n in I tr 

equati n in t bl 3 and uming th 

our select p s th xp t d r ult nt rk t pit li ti n i b J 

Tabl 7: Predi t d re ult 

Variabl 

.47 
0.48 
0.39 
0.17 

.65 
t capitalization 

From the predict d r suits it i indi t d that untry hall hav a m k t c pitali ti n f 

1.40. With this mark t capit li ati n th c untry sh 11 r th am as 

such as witz rland Luxembourg Malay i pu 

Guinea Isra 1 Montenegro Qatar 

capitalisation Nairobi will b th regi rr d int mation 1 fin n i l c ntr . 

region as well. uch externalities ill in lude high r lev 1 f mploym nt incr d 

to capital for in estors incr as d g v rnm nt arnings due to bigg r ill h lp in 

infrastructuraJ d velopment and pro i ion of s ial ameniti . 
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P DIC 

App odix 1: egre ion r ult 

A.l.l. De cripti tati i 

Man td. e iation 

MK .CAP .7148 . 1533 

BU .DI .5359 .245 :8 

CRD.INFO .5952 .29611 

EMP.FIRE .3582 .23244 

CEL. ET 1.27 8 .37652 

POL.STAB .8402 .50150 

LGL.STR .7150 .51502 

TAX. CORP .3141 .13314 

URB.POP .5155 .26283 

ADT.LIT .5225 .24326 

A.1.2. Correlation 

A 

B 

Pearson MKT.CAP 1.000 

Correlation BUS.DISC .566 

CRD.JNFO .544 

EfvlP.Fl -.512 -.324 .272 I. -.320 

.633 .300 .422 1.000 

POL. TAB .362 .519 . 19 .455 t. 

LGL. TR .510 .445 .441 .479 

TAX.CORP -.078 -.061 .24 .114 

URB.POP .701 .498 .54 .494 .471 

ADT.LIT .618 .289 .325 -. 2 .5 13 
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b 

Adjust d 

Model R R Square 

.8481 .718 

a. Predictors: (Constant), ADT.LIT POL. TAB, 

URB.POP 

b. Dependent Variable: MKT. P 

A.1.4. ANO b 

Model urn of quares 

1 Regression 11 .695 

Residual 4.586 

Total 16.281 

A.l.S. Coefficient 

Unstandardized 

Model Co-efficient 

1 (Constant) -.756 

BUS.DIS .711 

CRD. 0 .474 

EMP. IRE -.476 

CEL.SETS .389 

POL.STAB .166 

LGL.S R .205 

TAX.CORP -.571 

URB.POP .157 

ADT. IT .652 

R 1r h 

df Mean Squ r ig. 

9 1.2 9 .635 . oo• 

34 .135 
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oefficient 

td. rror t-values ig. 

.295 -2.567 .015 

.295 3.415 .021 

.24 1 2.964 .058 

.297 2.604 .118 

.229 2.696 .099 

.192 1.863 .394 

.200 2.027 .312 

.485 -2.176 .248 

.441 2.129 .898 

.408 2.598 .119 
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Re earch paper 

Appendix 2: The data 

Country Name MKT.CAP BUS. DISC CRD.INFO EMP.FIRE CELSETS POL STAB LGLSTR TAX. CORP URB.POP ADT.LIT 
South Africa 2.78 0.80 1.00 0.73 0.94 (0.03) 0.39 0.31 0.62 0.89 

Switzerland 2.35 - 0.83 0.89 1.20 1.21 1.65 0.30 0.74 0.50 
Luxembourg 1.84 0.60 - 0.39 144 1.44 1.69 0.21 0:!2 0~0 
Malaysia 1.73 1.00 1.00 0.22 1.09 0.14 0.58 0.34 0.72 0.92 
Chile 1.68 0.80 0.83 0.40 0.97 0.61 1.44 0.25 0.89 0.99 
Singapore 1.66 1.00 0.67 0.94 1.33 1.12 1.80 0.25 1.00 0 95 

Sweden 1.27 0:!0 0.67 0.67 1.23 1.08 1.72 0.55 0~ 0 .50 
Jordan 1.12 0~0 0.33 0.97 1.02 (0.27) 0.24 0.31 0 79 0.92 
South Korea 1.07 0.70 l.OO 0.12 0.98 0.10 0.91 0.30 0.82 0.50 

Papua New Guinea 1.03 0.50 0.50 0.48 0.13 (0.85) (0.54) 0.42 0 13 0.60 
Israel 1.00 0.70 0.83 0. 13 1.21 (I 49) 1.22 0.32 0 92 -
India 0.93 0.70 0.67 0.32 0.45 (1.31) (0.39) 0.63 0.30 0 .63 
Montenegro 0 .90 0 .50 0.33 0.66 l.l9 0.50 (0.06) 0.27 0.60 0_10 
Qatar 0.89 0.50 0.33 0.22 1.55 1.06 0.54 0. 11 0.96 0~ 
Kuwait 0.88 0.70 0.67 0.21 1.14 0.43 0.18 0. 16 0~ 0~ 
Thailand 0.87 1.00 OJ_3 0.37 1.21 (1.22) 0.19 037 OM 0~ 
Netherlands 0.84 0.40 0.83 0.82 1.28 0.93 1.79 0.41 0._83 0.10 
Spain 0.83 0.50 0.83 0.33 1.11 (0.18} 1.19 0.57 o.n 0.98 

Bahrain 0.82 0.80 0.67 ~ 1.35 (0.34) 0.77 0 15 0.~9 0.91 

Philippines 0.79 0.20 0.50 0.12 0.81 {1.56) {0 26) 0.46 0 .66 0.95 

Morocco 0.76 0.70 0.83 0.18 0.80 (0.52) (O.Il) 0.42 ()_J_7 O_J6 

France 0.75 1.00 0.67 0.57 0.92 0.70 1.34 0.66 0.78 0.50 
Denmark 0.75 0.70 0.67 0.50 1.34 1.01 1.90 0.29 (ill_ 0~ 

Japan 0 75 0 70 1.00 0.96 0.90 0.87 0.98 0.49 0.67 0.50 

Bruit 0.74 0.60 0 83 0.44 0.90 0.05 019 0.69 0._87 0~ 
Colombia o:n 0.80 0.!_3 0.27 0.92 {1.49) 0.31 0]9 0 .75 0~-
Mauntius 0.67 0.60 0.50 0.95 0.85 0.53 0.85 0.24 0.:'!_3 0_&! 

Peru 0.65 0.80 1.00 0.82 0.86 (0.87) 045 0.40 0_1_~ 0.90 

Norway 0.61 0 70 0.67 0.87 l.ll 1.29 l48 0A2 0~- o..so 
Trinidad and Tobago 0 .60 0.40 0.67 0_4_4 1.47 (0.04) 0.49 033 0 14 0.99 

Behuum 0.58 0.80 0.67 0:!5 1.15 080 1.30 ~57 0.97 0~ 

New Zealand 0.53 1.00 0.83 0.50 1.09 I 15 1.79 O.J! 0.81_ o.so 
lndonesta 0.5l l.OO 0.67 0.06 0 .67 {0.89) (0._38) 0.37 0 .54 0~2 
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Couotry Name MKT.CAP BUS. DISC CRD.INFO EMP.FIRE CELSETS POLSTAB LGLSTR TAX. CORP URB.POP ADT.LIT 

Finland 0.49 0.60 0.83 0.70 1.44 1.38 1.84 0.45 0.64 0.50 

United Arab Emirates 0.48 0.40 0.83 0.19 1.54 0.82 0.38 0.14 0.78 0.90 

Jamaica 0.47 0.40 - 0.27 1.10 (0.40) 0.30 0.50 0.54 0.86 

Bangladesh 0.47 0.60 0.33 0.06 0.34 (t 42) (0.86) 0.35 0.28 0.56 

Fiji 0.47 0.30 0.67 0.76 0.75 (0.15) (0.68) 0.39 0.53 0.50 

Kenya 0.46 0.30 0.67 0.43 0.63 (1.20) (0.13) 0.50 0.22 0.87 

Meld co 0.44 0.80 1.00 0.39 0.75 (0.79) 0.28 0.51 0.78 0.93 

Germany 0.43 0.50 1.00 0.23 1.28 0.81 1.58 0.48 0.74 0.50 

Kazakhstan 0.42 0.80 0.83 0.93 0.94 0.46 (0.32) 0.30 0.59 1.00 
Turkey 0.42 0.90 0.83 0.09 0.87 (l.OO) 0.38 0.45 0.70 0.91 

Croatia 0.41 0.10 0.67 0.49 1.36 0.61 0.56 0.33 0.58 0~ 
Panama 0.41 0.10 l.OO 0.45 1.64 0.02 0.40 0.50 0.75 0 94 

Poland 0.41 0.70 0.67 0.87 1.17 1.00 0.97 0.42 0.61 l.OO 
Sn Lanka 0.40 0.40 0.83 0.01 0.68 {0.83) {0.21) 0.65 0 15 0_.91 

Egypt 0.38 0.80 1.00 0.05 0.69 (0 9L) (0. 18) 0.43 0 .43 OM_ 
Oman 0.37 0.80 0.33 095 146 0.69 0 .51 022 0.72 0.87 
Portugal 0.36 0.60 0 .83 0.08 1.43 0 .68 0,!2 0.43 061 0.95 

Lebanon 0.32 0.90 0 .83 0.83 0.36 (1.53) 004 0.30 0.87 0.90 
Cote d'lvoire 0.31 0.60 0.17 0.42 0.69 (1.55) (0.91) 044 0 50 0.55 
Nepal 0.31 0.60 0.33 0.14 0.26 (1.68) (0.74) 0.38 0 18 0~ 
Macedonia 0.29 0.90 0.67 0.69 0.94 (0.47) 0 28 0.11 0.68 0~97 

Ukraine 0.29 0.50 0.50 0.86 120 {0.10) (0~ 0.56 0.68 1_.00 

Botswana 0 .27 0.70 0.67 0.15 0.95 0.91 0_.±7 0.20 0.61 0~ 

Malawi 0.27 040 - 0.18 0.17 0.08 (0.57_1 0.25 020 0.7-4 

Nigeria 0.26 0.50 - 0.42 0.47 (2.05) J.O.lli 0.32 050 061 

Serbta 0.25 0.70 0 .83 0.72 1.35 {0.41) J002) 0 .34 0.52 0.50 

Tunisia 0.24 0.50 0.83 0.80 0 93 0.10 co.o:n 0 .63 0.67 0.78 

Greece 0.24 0. 10 0.83 0.74 l.\8 (0.11) 065 0.47 061 0.91 

Czech Republic 0.22 0.20 0.83 0.77 1.36 0.97 1.24 0.49 0:14 0_~ 

Pakistan 0.22 0.60 0.67 0.14 060 (2.70) (060) 0.32 0.37 0~-
Hungary 0.21 0.20 0.83 0 55 I 18 0.71 ·~ 0.53 0.68 0.99 
Romania 0.20 090 0.83 0.94 1.18 0.26 0.66 0.45 0.55 0.98 

Cyprus 0.20 0.40 - 0.25 0.90 0.41 l.37 0.23 0.70 0~98 

Slovenia 0.20 0.30 0.33 0 .51 1.03 0.82 0.15 0.35 0.48 LOO 
Vtetna.m 0.20 0.60 0.83 0.16 1.03 0.13 (0.58) OJl 0.29 0.93 
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CouotTy Name MKT.CAP BUS. DISC CRD.INFO EMP.FIRE CELSETS POL STAB LGLSTR TAX CORP URB.POP A.DT.UT 
El Salvador 0.19 0.50 1.00 0.17 1..23 0.07 0.37 0.35 0.61 0 .~4 

Iran 0.19 0.50 0.67 0.16 0.72 (1.57) (1.61) 0.44 0.70 Oj_5 

Austria 0.18 0.30 1.00 0.99 1.41 1.09 1.52 0.56 0.68 OJO 
Mongolia 0.18 0.50 0.50 0.92 0.83 0.51 _i0.28) 0 .23 0.58 0 .97 

Zambia 0.17 0.30 0.83 0.02 0.35 0.48 (0.49) 0 16 0.36 0 71 

Argentina 0. 17 0.60 1.00 0.10 1.30 (0.01) _{0.69) 1.08 0.92 0.98 

Bolivia 0.17 0.10 1.00 0.19 0.73 (0.40} (0~2) 0.80 0 .67 0.91 

Ireland 0. 17 1.00 0.83 0 .79 1.09 1.00 1.65 0.27 0.62 0.50 

Iceland 0.16 0.50 0.83 0 .88 1.10 101 0.91 0.27 092 0.50 

Lithuania 0.16 0.50 1.00 0.62 1.49 0.66 0.97 0.39 0.67 l.QQ 

Italy 0.16 0.70 0.83 0.90 1.51 0.47 0 .85 0 .69 0.68 0 .?9 

Guyana 0.15 0.50 - 0 .33 0.38 {0.51) (0 55) 0.39 0 .29 0.50 

Bulgaria 0.15 1.00 1.00 0.93 1.40 0.38 0._61 0.29 072 0.9_! 

Estonia 0.12 0.80 0.83 Ojl 2.03 0.64 1.~ 0 .50 0 .70 1.00 

Ghana 0. 11 0.70 0.50 0.02 0.63 0.04 0.09 0.33 0.52 0 .67 

Namibia 0.10 0.50 0 .83 0.73 0.54 0.15 0.14 0 10 0.38 0 .89 
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