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LIST OF COMMON TERMS AND ACRONYMS
AFD | Agence Française de Développement
(French Development Agency)

GIIRS | Global Impact Investing Ratings
System

AfDB | African Development Bank

GIZ | Gesellschaft für Internationale
Zusammenarbeit (German Agency for
International Cooperation)

BIF | Burundian Franc
BIO | Belgian Investment Company for
Developing Countries
BoP | Base of the Pyramid
CEPGL | Communauté Économique
des Pays des Grand Lacs (Economic
Community of the Great Lakes Countries)
COMESA | The Common Market for
Eastern and Southern Africa
CSR | Corporate Social Responsibility
DFI | Development Finance Institution
DFID | The Department for International
Development (United Kingdom)
DRC | Democratic Republic of the Congo
EAC | East African Community

Growth-stage business | Company has
a functioning business model and its
current focus is developing new products /
services or expanding into new markets

PPP | Public-Private Partnership
PTA | Preferential Trade Area Bank
RDB | Rwanda Development Board
RFP | Request for Proposal
RWF | Rwandan Franc
SACCO | Savings and Credit Co-operative

HDI | Human Development Index

SAGCOT | Southern Agricultural Corridor
of Tanzania

ICC | International Criminal Court

SDG | Sudanese Pound

ICT | Information and Communication
Technology

SGB | Small and Growing Business

IFAD | International Fund for Agricultural
Development
IFC | International Finance Corporation
IMF | International Monetary Fund
IRIS | Impact Investing and Reporting
Standards

SME | Small and Medium-Sized Enterprises
SOE | State-Owned Enterprises
SOS | Somali Shilling
SSP | South Sudanese Pound
TA | Technical Assistance
TIC | Tanzania Investment Centre

KES | Kenyan Shilling

TZS | Tanzanian Shilling

LP | Limited Partner

UGX | Ugandan Shilling

EIB | European Investment Bank

Mature business | Profitable company with a
developed and recognizable brand

UN DESA | United Nations - Department of
Economic and Social Affairs

ESG | Environmental, Social, and
Governance

MDG | Millennium Development Goal

UNCTAD | United Nation’s Conference on
Trade and Development

Early-stage business | Business that has
begun operations but has most likely not
began commercial manufacture and sales

ETB | Ethiopian Birr
FDI | Foreign Direct Investment
FMCG | Fast-Moving Consumer Goods
FMO | Nederlandse FinancieringsMaatschappij voor Ontwikkelingslanden
N.V. (Netherlands Development Finance
Company)
Focus countries | Countries under the
study where non-DFI impact investors are
most active in. Namely Ethiopia, Kenya,
Rwanda, Tanzania, and Uganda

MFI | Microfinance Institution
MSME | Micro, Small and Medium Enterprise
NGO | Non-Governmental Organization
Non-focus countries | Countries covered in
the study but have limited non-DFI impact
investor activity. Namely Burundi, Djibouti,
Eritrea, Somalia, South Sudan, and Sudan
OFID | OPEC Fund for International
Development
OPIC | Overseas Private Investment
Corporation

GDP | Gross Domestic Product

PE | Private Equity

GEMS | Growth Enterprise Market Segment

PPA | Power Purchasing Agreement
PPP | Purchasing Power Parity

USAID | The United States Agency for
International Development
VAT | Value-Added Tax
VC | Venture Capital
Venture-stage business | Sales have
begun but cannot sustain the company’s
operations. The business model is still
being aligned with the realities on the
ground
WASH | Water, Sanitation, and Hygiene
WHO | World Health Organization
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INTRODUCTION
With a population of less than a million people and an approximate area of 23,000
km2, Djibouti is the smallest country in East Africa by both population and size. The
country has few natural resources or available land but is in a prime strategic location
on the maritime crossroads of Africa, Europe, Asia, and the Middle East (Figure 1).
As a result, the economy is primarily service-based and focused on income from port
services and foreign military bases.
FIGURE 1: MAP OF DJIBOUTI

DJIBOUTI

Given its limited natural resources, the Djiboutian government understands the
importance of foreign investment in driving economic development. In recent
years, the government has worked to improve Djibouti’s business and regulatory
environment in an effort to attract investment. The government has also started
major projects in a USD 6 billion investment to expand infrastructure and enhance
electricity and water access, further enabling private sector development.
Djibouti suffers from high unemployment and poverty rates, and a more robust
private sector could offer opportunities for wealth and job creation. However,
businesses are constrained by a conservative financial sector that does not provide
sufficient capital, a gap impact investors could help fill. Despite the demand for
capital and the improving business environment, only USD 18 million in impact
capital has been disbursed in Djibouti to date and this has been entirely by DFIs.1
Impact investors face a number of challenges in investing in Djibouti, including a
cumbersome bureaucracy, corruption, a weak legal system, unfavorable labor laws,
and high costs for basic inputs such as water and power.

1

Due to the unique nature and large size of development finance institutions (DFIs), the authors of
this report analyzed their activity separately from those of other types of impact investors (“nonDFI”), and present this separate analysis when appropriate. See the Introduction and Methodology
section of this report for more details.
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Country Context
Djibouti, originally referred to as French Somaliland, gained independence from
France in 1977. It has a population of approximately 860,000, with nearly 80% residing
in urban areas.2 Djibouti is inhabited by two major ethnic groups: the Issaa (60% of
the population) and the Afars (35%).3 Though Djibouti experienced some internal
conflict in its initial post-independence years, it has maintained relative stability over
the past decade despite conflict in neighboring countries.
Hassan Gouled Aptidon was Djibouti’s first president in 1977. He led an Issadominated government under a one-party system. Discontent with this system led to
civil war between Aptidon’s regime and Afar rebels in 1992. Two peace treaties were
eventually signed in 1994 and 2000, leading to the country’s first multiparty elections.
Ismael Omar Guelleh won the elections and has served as president of Djibouti
since.4 After amending the constitution to allow presidents to serve three terms,
Guelleh was re-elected for a third term in 2011.
Djibouti is primarily a service-based economy dependent on foreign military bases
and port services. The country has capitalized on its strategic position as the deepest
port in one of the world’s busiest trade routes.5 Djibouti is also the main import-export
route serving landlocked Ethiopia, which is its largest trade partner and accounts for
70% of port activity.6
Because of its strategic position on the Gulf of Aden, Djibouti is also a key location
for many foreign militaries. It hosts US, French, and Japanese military bases and the
European anti-piracy force, Operation Atalanta.7

2

World Bank, “Djibouti at a glance,” available at http://devdata.worldbank.org/AAG/dji_aag.pdf.

3

Central Intelligence Agency, “Djibouti”, CIA World Factbook, available at https://www.cia.gov/library/
publications/the-world-factbook/geos/dj.html.

4 Culture Grams, “Republic of Djibouti (2009),” available at http://www.aasd.k12.wi.us/Staff/
hendrickjohn/Africa/Djibouti.pdf.
5 US Department of State, Investment climate statement- Djibouti (2014) available at
http://www.state.gov/documents/organization/227156.pdf.
6 EPRI, “Djibouti,” available at http://epri.org.za/wp-content/uploads/2011/03/14-Djibouti.pdf.
7

African Economic Outlook, Djibouti 2014, available at http://www.africaneconomicoutlook.org/
fileadmin/uploads/aeo/2014/PDF/CN_Long_EN/Djiouti_EN.pdf.
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Gross Domestic Product
Djibouti’s GDP has grown steadily over the past decade, increasing at an average
annual rate of 6% to approximately USD 2.5 billion (PPP) in 2013 (Figure 2). This
growth has been driven by foreign direct investment (FDI) and port activity. FDI
reached a record USD 286 million in 2013, accounting for 11.4% of GDP.8 Some
examples of FDI in Djibouti include China Merchants Holdings International‘s
acquisition of a 23.5% stake in the recently privatized Port of Djibouti (PAID) and
continuing infrastructure investment.9
FIGURE 2: GDP (PPP), 2004–2013
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With the implementation of new investment programs and infrastructure projects,
such as a new Djibouti-Addis railway expected to be completed in mid-2015, the
government’s recurrent expenditure is set to increase. Infrastructure projects such
as the railway require heavy borrowing by the Djiboutian government, leading to
an increase in the budget deficit, which has been relatively stable at 2% of GDP.10
However, the expense has been justified with the projected increase in tax revenues
and boost to the service sector that the railway project is expected to bring.

8 African Economic Outlook, Djibouti 2014, available at http://www.africaneconomicoutlook.org/
fileadmin/uploads/aeo/2014/PDF/CN_Long_EN/Djiouti_EN.pdf.
9 Ibid.
10 Ibid.
4 • THE LANDSCAPE FOR IMPACT INVESTING IN EAST AFRICA

2012

2013

Foreign Direct Investment
The marked increase in FDI into Djibouti since 2010 (Figure 3) is largely attributable
to China. Other than China, major sources of FDI in Djibouti include Yemen,
Ethiopia, the U.S., and France.11 Much of Djibouti’s FDI has been used to develop
port and shipping infrastructure. This includes USD 80 million received since 2012
from the Saudi Fund for Development and the Arab Fund for Social and Economic
Development for the expansion of the port of Doraleh and construction of a facility
in Tadjaurah designed to ship potash from Ethiopia. Similarly, Djibouti secured USD
64 million from the China Export Import Bank in 2012 to construct a port that will
facilitate salt and gypsum exports. There are also plans to build an oil refinery and
pipeline from South Sudan that have attracted interest from Brazilian and Russian
investors.12
FIGURE 3: FDI FLOWS, 2004–2013
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Increasing foreign investment is a key priority of the Government of Djibouti. To
improve the investment landscape, the government instituted a new commercial
code in 2012 and established free trade zones, which stimulate economic growth by
offering office space, light industry units, and tax incentives to investors. There are
currently 160 businesses from 39 different countries operating in the free trade zone.
Djibouti also opened the DAM commercial zone in the southern region in 2013 and
plans to open two more free trade zones, the Khor Ambado Free Zone and Jabanas
Free Zone, in the coming years.13

11 Santander Trade, “Djibouti: Foreign Investment,” available at https://en.santandertrade.com/establishoverseas/djibouti/investing-3.
12 Maria Levitov, Bloomberg, Djibouti to raise $5.9B from investors for infrastructure (May 8, 2013),
available at http://www.bloomberg.com/news/2013-05-08/djibouti-to-raise-5-9-billion-frominvestors-for-infrastructure.html.
13 U.S. Department of State, Investment climate statement- Djibouti (2014) available at
http://www.state.gov/documents/organization/227156.pdf.
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Inflation and Exchange Rates
Inflation in Djibouti depends primarily on its two main imports: food and oil.14 The
country has, however, maintained a low inflation rate generally ranging from 3-5%,
aside from a spike to 12% in 2008 due to a surge in food and fuel prices that drove up
inflation across East Africa (Figure 4). Given that Djibouti imports almost 97% of its
food, the rising food prices between 2005 and 2008 are estimated to have contributed
to an increase in extreme poverty from 40% to 54%.15 Djibouti is still vulnerable to such
fluctuations, as the country has made very little investment in agriculture to secure its
food supply.

FIGURE 4: INFLATION IN DJIBOUTI, 2004 - 2013
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Djibouti’s currency, the Djibouti Franc, has been pegged to the US dollar since 1973,
and no change in policy is expected in the short- to medium- term.16 The government
maintains parity by holding 105% coverage of foreign exchange against currency in
circulation.17

14 African Economic Outlook “Djibouti,” available at http://www.africaneconomicoutlook.org/fileadmin/
uploads/aeo/2013/PDF/Djibouti%20-%20African%20Economic%20Outlook.pdf.
15 FAO, “High Food Prices: Causes and Possible Actions,” available at http://www.ima.kth.se/utb/
MJ1501/pdf/Engfeldt.pdf.
16 African Economic Outlook “Djibouti,” available at http://www.africaneconomicoutlook.org/fileadmin/
uploads/aeo/2013/PDF/Djibouti%20-%20African%20Economic%20Outlook.pdf.
17 Ibid.
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SUPPLY OF IMPACT CAPITAL
This study was unable to find evidence of any non-DFI impact investment in Djibouti
in recent years. Although there has been a recent increase of foreign investment in
logistics and infrastructure projects, this has not translated to corresponding growth in
impact investment.

Broader Investing Landscape
The Djiboutian government is well aware that foreign investment is a key driver of
economic development in the country and continues to make conscious efforts to
improve Djibouti’s business environment, thereby increasing foreign investment.
Djibouti’s efforts to attract investors include revisions of its regulations, creation of
Free Trade Zones, adoption of a new commercial code, and increased investment in
infrastructure. Djibouti also offers significant incentives to private sector individuals
and corporate investors. For example, investments greater than USD 280,000 that
create permanent jobs are exempted from registration and license fees, property
taxes, and taxes on profits.18
These efforts have made it easier to conduct business in Djibouti, leading to a
substantial improvement in the World Bank’s Ease of Doing Business ranking, from
171st out of 189 countries in 2013 to 154th in 2014.19
The government has primarily concentrated on expanding Djibouti’s services sector
to further capitalize on the country’s access to Africa, Europe, Asia, and the Middle
East by positioning Djibouti as a transit hub for neighboring, landlocked countries.20
Government investments have sought to increase the country’s trade profile and
serve as a regional hub for trade, handling, and financial services.
The government created a new USD 6 billion investment program with a particular
focus on infrastructure. The program is predominantly funded by Chinese investors
and the international aid community,21 with the goal of expanding infrastructure
and enhancing access to electricity and water. Projects in the program include the
previously mentioned ports as well as the Djibouti-Addis Ababa railway line, an
aqueduct to transport water from Ethiopia, a desalination plant, an electricity line
from Ethiopia, and a geo-thermal power station.22 It is expected that the investment
program will catalyze growth in private sector investment in the near future.
18 Profit, “Country Profile: Djibouti,” available at http://www.bk-conseil.com/espaceinformation/
documentation/tourism/Djibouti_Country_Profile.pdf.
19 World Bank Group, Ease of Doing Business in Djibouti, available at http://www.doingbusiness.org/
data/exploreeconomies/djibouti/.
20 Adaptation Fund, “Developing Agro-Pastoral Shade Gardens As An Adaptation Strategy For Poor
Rural Communities,” available at http://www.undp.org/content/dam/undp/documents/projects/DJI/
GB.pdf.
21 African Economic Outlook, “Djibouti,” available at http://www.africaneconomicoutlook.org/
fileadmin/uploads/aeo/2014/PDF/CN_Long_EN/Djiouti_EN.pdf.
22 Ibid.
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Although the majority of investment has been in large, commercial enterprises, the
government has begun to support small and medium enterprise (SME) development
through Djibouti’s Economic Development Fund. This USD 3 million fund was started
specifically to provide financial support to SMEs with the overall goal of fighting
unemployment, reducing poverty, and boosting economic growth.23 The fund offers
affordable loans,24 primarily targeting agriculture, services, tourism, transportation,
and logistics.
In recent years, interest rates in Djibouti have fluctuated between 9% and 12%.25 The
entry of eight new banks between 2006 and 2012 increased competition and reduced
interest rates, which are low compared to those in other East African countries,
though still quite high relative to rates found in more developed economies. As of
2013, unsecured loans were offered at a 12% interest rate, while overdrafts and housing
loans received rates of 15% and 10% respectively.26

Impact Capital Disbursed
Excluding DFIs, no known impact capital has been disbursed in Djibouti. Despite the
lack of deals in the country, at least 45 impact capital vehicles operating regionally
include Djibouti in their investment mandates, though none of these are exclusively
dedicated to Djibouti. As a result, there is approximately USD 522 million in available
capital committed that could be invested in Djiboutian businesses, but it remains
unlikely that Djibouti will capture a significant portion of that capital.
DFI activity has also been minimal in the country, with disbursement of about USD 18
million across two projects in Djibouti. With an improving business environment, and
increased focus by the government on SME development, both the pipeline of viable
investment opportunities and the interest of impact investors are expected to increase
in the coming years.

23 OFID, “Investing in Djibouti’s small entrepreneurs,” available at http://www.ofid.org/Portals/0/
Documents/ImpactStories/AR_2012_Djibouti.pdf.
24 No data is available on interest rates for these loans.
25 AUHF, Djibouti launches a housing bank, available at http://www.auhf.co.za/wordpress/assets/
AUHF-Newsletter-February.pdf.
26 African Economic Outlook “Djibouti,” available at http://www.africaneconomicoutlook.org/fileadmin/
uploads/aeo/2013/PDF/Djibouti%20-%20African%20Economic%20Outlook.pdf.
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DEMAND AND NEED FOR
IMPACT INVESTING CAPITAL
Although there is currently very limited impact investment activity in Djibouti, high
poverty rates, the underdevelopment of key sectors like agriculture, health, and
education, and insufficient access to finance indicate that there is need for impact
capital and nascent opportunities for investment.

Development Context
Despite economic growth and foreign investment over the past decade, economic
gains have been highly concentrated in the hands of a few while overall poverty levels
have risen. More than 40% of the population lives in extreme poverty.27 This problem
is even greater in rural areas, where nearly 97% of the population lives in poverty.28
Though Djibouti has made recent investments in basic services, like health and
education, it still performs poorly on human development indicators, ranking 164th out
of 187 countries on the UN’s Human Development Index in 2013.
The Djiboutian government’s recent investments in health include programs to
support maternal and child health, including drug availability and medical service
provider trainings, as well as improvements in general delivery of health services.
Indeed, Djibouti has a stunting ratio only slightly below the global average and nearly
25% better than the East Africa average. Despite these efforts, Djibouti’s under-5
mortality rate of 81 deaths per 1,000 live births and infant mortality rates remain
among the highest in the region (Figure 5, following page) while its general health
indicators remain amongst the worst in the world.29
Djibouti has made some progress in improving its education system, and thus
expanding its available workforce. The country has raised primary enrollment levels
from 53% in 2002 to 83% in 2012. It has also managed to achieve approximate gender
parity in primary school enrollment with female enrollment rising to 81% against male
enrollment of 85% in 2012.30

27 World Bank, Djibouti, available at http://www.worldbank.org/en/country/djibouti.
28 IMF, Djibouti: Poverty Reduction Strategy Paper, available at http://planipolis.iiep.unesco.org/upload/
Djibouti/PRSP/Djibouti%20PRSP.pdf.
29 The World Bank, Country Partnership Strategy for The Republic of Djibouti, available at
http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2014/03/12/
000333037_20140312152815/Rendered/PDF/838740REVISED0010Box382156B00OUO090.pdf.
30 African Economic Outlook, Djibouti (2014), available at http://www.africaneconomicoutlook.org/
fileadmin/uploads/aeo/2014/PDF/CN_Long_EN/Djiouti_EN.pdf.
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Nevertheless, the quality of education in Djibouti is still relatively poor, with
overcrowded classrooms and high teacher absenteeism. Most youth in Djibouti are
not receiving a full education; only 44% of eligible students are enrolled in secondary
school—well below the global average of 74% (Figure 6), although marginally above
the 43% average across sub-Saharan Africa.

FIGURE 5: UNDER-5 MORTALITY AND STUNTING
(LATEST AVAILABLE DATA POINT)
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FIGURE 6: SECONDARY SCHOOL
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A vibrant education system is particularly important in a country with Djibouti’s
demographics. Djibouti has a very youthful population; only an estimated 3%
of the population is older than 65 while 55% of the population is younger than 25
(Figure 7).31
FIGURE 7: POPULATION BY AGE AND GENDER, 2010
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Djibouti is unable to provide employment opportunities for its large youth population.
Unemployment rates for those younger than 30 are estimated to be as high as 70%,32
which is nearly 50% higher than the 2012 estimate of 48% unemployment for the
general population.33
Unemployment stems from several factors, such as inadequate levels of economic
activity, an under-qualified human capital pool, high immigration, and ineffective
stabilization policies.34 Further, the unemployment trend is forecasted to continue
as the population increases. With a growing young population, the pace of job

31 CIA, World fact book(2014), available at https://www.cia.gov/library/publications/
the-world-factbook/geos/dj.html.
32 World Bank Group, Country Partnership Strategy For The Republic Of Djibouti Fy2014-2017, available
at http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2014/03/12/0003
33037_20140312152815/Rendered/PDF/838740REVISED0010Box382156B00OUO090.pdf.
33 Ibid.
34 IMF, Djibouti: Poverty Reduction Strategy Paper, available at http://planipolis.iiep.unesco.org/upload/
Djibouti/PRSP/Djibouti%20PRSP.pdf.
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creation will need to double in order to begin to decrease unemployment levels in the
country.35
The Port of Djibouti, the US Naval Base, and the public sector are the primary
employers for most households.36 The government is the largest single employer,
employing more than 44% of those working in the formal sector.37 As a result, wages
comprise approximately a third of the government’s annual budget.38 Nevertheless, as
many as a third of households subsist on informal trade and casual labor.39

Entrepreneurs
The concept of impact investing is relatively unknown to Djiboutian entrepreneurs.
However, access to capital in the country remains low and private sector businesses,
particularly SMEs, are increasingly looking to alternate sources of capital to fund
growth. However, private sector development is currently hindered by a number of
factors, including limited access to finance, high infrastructure costs, high labor costs,
and a lack of skilled human capital.
Accessing financing is difficult in Djibouti—in the World Bank’s Ease of Doing
Business rankings, the nation ranks 180th of 186 countries for “Obtaining Credit.”40
As recently as 2012, a mere 12% of the population had access to banking services.41
Similarly, Djibouti’s SMEs have limited access to bank financing, and those that do
have access struggle to meet bank requirements. Djiboutian banks are highly risk
averse, and typically lend only to well-established businesses who can meet high
collateral requirements.42 As a result, the country has a low rate of non-performing
loans (~6%), but banks are unwilling to finance start-ups or early-stage ventures;43
SMEs receive only about 5% of capital allocated to enterprises.44

35 World Bank Group, Country Partnership Strategy For The Republic Of Djibouti Fy2014-2017, available
at http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2014/03/12/0003
33037_20140312152815/Rendered/PDF/838740REVISED0010Box382156B00OUO090.pdf.
36 US Department of State, 2014 Investment Climate Statement-Djibouti (2014), available at
http://www.state.gov/e/eb/rls/othr/ics/2014/226946.htm.
37 World Bank Group, Country Partnership Strategy For The Republic Of Djibouti Fy2014-2017, available
at http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2014/03/12/0003
33037_20140312152815/Rendered/PDF/838740REVISED0010Box382156B00OUO090.pdf.
38 Wharton, “Djibouti,” available at http://fic.wharton.upenn.edu/fic/africa/Djibouti%20Final.pdf.
39 USAID, Djibouti Livelihood Profiles October 2004.
40 World Bank Group, Ease of Doing Business in Djibouti, available at http://www.doingbusiness.org/
data/exploreeconomies/djibouti/.
41 US Department of State, “2014 Investment Climate Statement – Djibouti,” available at http://www.
state.gov/e/eb/rls/othr/ics/2014/226946.htm.
42 World Bank, High-Level Development Exchange Launch of Vision Djibouti 2035, available at
http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2014/10/24/
000469252_20141024103322/Rendered/PDF/916950WP0DJIBO0x385342B00300PUBLIC0.pdf.
43 AFDB, Djibouti - Country Strategy Paper 2011-2015, available at http://www.afdb.org/fileadmin/
uploads/afdb/Documents/Project-and-Operations/Djibouti%20-%20CSP%202011-15.pdf.
44 Ibid.
12 • THE LANDSCAPE FOR IMPACT INVESTING IN EAST AFRICA

Djibouti’s microfinance sector has grown in recent years, increasing access to
credit for the population typically excluded from the mainstream banking system.45
However, MFIs’ reach is limited where only 4% of the population currently benefits
from microcredit.46
Infrastructure access and cost is another major constraint for Djiboutian businesses.
The cost of electricity in Djibouti is among the highest in the world, despite poor
quality and availability—costing an average of USD 0.20 per kWh, compared to a
regional average of USD 0.07 per kWh.47 In an effort to reduce the cost of electricity,
Djibouti connected to Ethiopia’s electricity grid in 2011.48 This reduced electricity
tariffs by 30% for more than 50% of consumers and reduced fuel imports by the stateowned power company.49 Ongoing investments in renewable energy are expected to
further reduce the cost of electricity for consumers and entrepreneurs.
Djibouti is also plagued by chronic water shortages and high water prices as it
produces only half of the estimated 30 million cubic meters required for annual
consumption.50 The average price for water is USD 1.10 per cubic meter, compared to
USD 0.28 per cubic meter across the region.51 Similar to electricity access, ongoing
projects in aqueducts and desalination plants are expected to lower costs and increase
water access in the future.
Labor costs in Djibouti are also very high relative to the region. For example, a laborer
earns an average monthly wage of USD 300 in Djibouti, compared to USD 70 in
Ethiopia or USD 100 in Egypt.52 Despite the high cost, labor productivity remains low
due to a lack of skills and frequent mismatches in skill sets offered by labor compared
to those needed by enterprises.53

45 African Economic Outlook, “Djibouti 2014,” available at http://www.africaneconomicoutlook.org/
fileadmin/uploads/aeo/2014/PDF/CN_Long_EN/Djiouti_EN.pdf.
46 Governor, Central Bank of Djibouti Ahmed Osman Ali, “Djibouti’s Financial Sector,” available at
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=5&cad=rja&uact=8&ved=
0CDUQFjAE&url=http%3A%2F%2Fwww.firstmagazine.com%2FDownloadSpecialReportDetail.3519.
ashx&ei=CuZuVObDLseBywO2lIGQDw&usg=AFQjCNE-tHjljE4jjXt5YhLwdND_4f16g&bvm=bv.80185997,d.d2s.
47 US Department of State, “Djibouti,” available at http://www.state.gov/r/pa/ei/bgn/5482.htm.
48 Chatham, ” Djibouti: Changing Influence in the Horn’s Strategic Hub,” available at http://www.
chathamhouse.org/sites/files/chathamhouse/public/Research/Africa/0413bp_djibouti.pdf.
49 IMF, “Djibouti: Sixth Review Under the Extended Credit Facility Arrangement and Request for
Waivers of Nonobservance of Performance Criteria,” available at http://www.imf.org/external/pubs/
ft/scr/2013/cr1378.pdf.
50 AFDB, Djibouti - Country Strategy Paper 2011-2015, available at http://www.afdb.org/fileadmin/
uploads/afdb/Documents/Project-and-Operations/Djibouti%20-%20CSP%202011-15.pdf.
51 US Department of State, “Djibouti,” available at http://www.state.gov/r/pa/ei/bgn/5482.htm.
52 World Bank Group, Country Partnership Strategy For The Republic Of Djibouti Fy2014-2017,
available at http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2014/0
3/12/000333037_20140312152815/Rendered/PDF/838740REVISED0010Box382156B00OUO090.
pdf.
53 African Development Bank Group, Djibouti, Country Strategy Paper 2011-2015, available at http://
www.afdb.org/fileadmin/uploads/afdb/Documents/Project-and-Operations/Djibouti%20-%20
CSP%202011-15.pdf.
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ENABLING IMPACT
INVESTING: THE ECOSYSTEM
The Djiboutian ecosystem is not especially conducive to impact investing. The
government has been working to improve the regulatory and legal environment, but
investors must still navigate complex and lengthy bureaucratic systems. Despite the
increase in investment in recent years, many foreign investors are still discouraged by
Djibouti’s bureaucratic systems, reputation for corruption, and high labor and living
costs.54

Regulatory Environment
To attract investment, the government has been working to improve Djibouti’s
regulatory and legal systems. In 2001, the government established the National
Investment Promotion Agency (NIPA) to promote private sector investment,
facilitate investment operations, and modernize the country’s regulatory framework.55
Despite improvements, the business environment in Djibouti still requires significant
reforms, including simplification of the tax code and streamlining investment
procedures.
• Repatriation of profits and dividends: Djibouti does not have foreign exchange
restrictions, so foreign businesses are free to repatriate profits.56
• Foreign exchange controls: Djibouti has free movement of capital, without
limitations on transferring money or in- and out-flows of cash. There are also no
restrictions on conversion of the Djibouti franc into any currency.57 The Djibouti
franc is pegged to the US dollar, and thus remains a relatively stable currency.
• Local ownership requirements: Foreign companies are not required to have a
local partner, with the exception of the insurance industry.58,59

54 Santander Trade, “Djibouti: Foreign Investment,” available at https://en.santandertrade.com/establishoverseas/djibouti/investing-3.
55 SantaFe Associates International, “Legal Market Overview,” available at http://www.santafeassociates.com/archivos/pdf/legal-market-overview-investment-climate-SFAI.pdf.
56 US Department of State, 2014 Investment Climate Statement-Djibouti (2014), available at http://www.
state.gov/e/eb/rls/othr/ics/2014/226946.htm.
57 African Economic Outlook Djibouti, available at http://www.africaneconomicoutlook.org/fileadmin/
uploads/aeo/2013/PDF/Djibouti%20-%20African%20Economic%20Outlook.pdf.
58 Insurance companies that are registered as local companies, as opposed to a branch of an existing
foreign company, must have a local business partner.
59 US Department of State, 2014 Investment Climate Statement-Djibouti (2014), available at
http://www.state.gov/e/eb/rls/othr/ics/2014/226946.htm.
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• Government enterprises: State-owned enterprises comprise a large portion of
the Djiboutian economy. The government controls telecommunication, water,
and electrical distribution in Djibouti. Other services, such as media, garbage
collection, and real estate are not legal monopolies, but government-backed
enterprises have advantages relative to private sector competitors through
programs such as government-backed loan guarantees. Legally, private businesses
are afforded the same access to markets, land, and credit as state-owned
enterprises, but such government programs impact fair competition.60 This
constrains both existing businesses and the potential for aspiring entrepreneurs to
develop new businesses in these sectors.

Ecosystem Players
Along with a lack of impact investment activity in Djibouti, the ecosystem of
intermediaries supporting investors and businesses is also underdeveloped. There are
very few examples of accelerators, incubators, or other business development service
providers in the country.
One exception is the Global Innovation through Science & Technology (GIST)
initiative, which works across 86 emerging markets, including Djibouti. GIST
supports promising entrepreneurs working in technology through global networking,
entrepreneurship skill building, in-depth mentorship, and strategic seed funding.61
In early 2014, The World Bank and partners committed USD 2 million to provide
business development services (BDS) to SMEs in Djibouti through a matching grant
program.62 Although no specific BDS providers are cited in the program plan, by
increasing access to funding for technical assistance this program is expected to foster
development of intermediaries available to Djiboutian SMEs.

60 US Department of State, 2014 Investment Climate Statement-Djibouti (2014), available at
http://www.state.gov/e/eb/rls/othr/ics/2014/226946.htm.
61 GIST, About, available at http://gist.crdfglobal.org/about-gist.
62 The World Bank, Concept stage: P146250, available at http://www-wds.worldbank.org/external/
default/WDSContentServer/WDSP/IB/2014/01/30/000333037_20140130122423/Rendered/
PDF/843600ISDS0P140Box382138B00PUBLIC0.pdf.
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CHALLENGES AND
OPPORTUNITIES
FOR IMPACT INVESTORS
Challenges
Despite government efforts, there are still many challenges that discourage foreign
investment, including impact investment:
• Small market: Djibouti is the smallest country in East Africa both by population
and geography. With less than a million people, there is limited potential for scale
in-country and new businesses seeking to grow and generate attractive returns
will quickly need to expand regionally. This expansion to new markets creates
challenges for new businesses, which must learn a new operating environment as
well as have sufficient human capital to manage operations in multiple markets.
• Bureaucracy: Improvements to the regulatory framework have somewhat eased
the process of investing in Djibouti, but investors still frequently struggle to
practically navigate the bureaucracy, which can lead to challenges such as a slow
release of funds by relevant government agencies.63
• High cost of operations: In addition to the high cost of water, electricity, and
labor, Djibouti City is also one of the most expensive cities in the world. The high
cost of living is largely a result of rapidly increasing housing expenses.64
• Weak legal system: The World Bank scores Djibouti poorly on the rule of
law governance indicator, which is particularly poor when applied to foreign
businesses. Foreign investors have reported delayed court deliberations and legal
decisions biased against foreign companies.65
• Unfavorable labor laws: Djibouti’s labor laws are another barrier to foreign
investment as they tend to favor employees, particularly in cases of disputes and
termination. Further, because skilled labor is in short supply relative to unskilled
labor, the government has instituted measures to replace foreign workers with
locals and have correspondingly increased the cost of obtaining a work permit.66

63 World Bank Group, Country Partnership Strategy For The Republic Of Djibouti Fy2014-2017, available
at http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2014/03/12/0003
33037_20140312152815/Rendered/PDF/838740REVISED0010Box382156B00OUO090.pdf.
64 Hiiran Online, “Djibouti, Arab World’s Most Expensive City,” (July 25. 2011) available at http://hiiraan.
com/news2/2011/July/djibouti_arab_world_s_most_expensive_city.aspx.
65 US Department of State, 2013 Investment climate statement- Djibouti, available at http://www.state.
gov/e/eb/rls/othr/ics/2013/204631.htm.
66 Ibid.
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Opportunities
Despite the many challenges investors face, Djibouti’s investment climate is relatively
friendly compared to those in neighboring countries such as Eritrea and Ethiopia.
With its high poverty and unemployment rates there is great need for impact
investment and private sector development. The country’s improving business
environment is paving the way for impact investors to enter the market. Some
opportunities include the following:
• Developing talent pool: Given the high unemployment rate, lack of available
skilled talent in Djibouti, and the high cost of living for expatriates, impact
investors could invest in talent development initiatives, such as training programs
or business development services, to increase the pool of high-potential
entrepreneurs and businesses for investment.
• Investing in SMEs: To date, the majority of foreign investment into Djibouti has
been into large infrastructure and transportation projects, with little focus on startups or other SMEs. There is an opportunity for impact investors to focus their
attention on this latent investment market to source businesses with high potential
for impact that have yet to be discovered.
There are a number of high-potential sectors for entrepreneurs to launch or grow
businesses with the support of impact capital:
• Tourism: Most visitors to Djibouti are business travelers affiliated with the
country’s military bases. However, due to its coastal location, there are untapped
opportunities in ecotourism and dive tourism.67 The World Bank projects that
tourism is one of the most promising sectors for job creation—expecting that
Djibouti could grow tourism from 50,000 visitors annually today to 500,000
tourists by 2030, generating up to 30,000 direct jobs.68
• Transport and logistics: This sector is the backbone of the economy,
employing approximately 10% of the actively employed population.69 As the
government continues to invest in new ports, railways, and airports, there will be a
corresponding need for businesses that offer support services in the sector.

67 US Department of State, 2013 Investment Climate Statement – Djibouti, available at
http://www.state.gov/e/eb/rls/othr/ics/2013/204631.htm.
68 Ibid.
69 World Bank Group, Country Partnership Strategy For The Republic Of Djibouti Fy2014-2017, available
at http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2014/03/12/0003
33037_20140312152815/Rendered/PDF/838740REVISED0010Box382156B00OUO090.pdf.
DJIBOUTI • 17

• Fishing: Although Djibouti is a coastal nation, its fisheries sector remains
underdeveloped. The country’s annual catch is estimated at only 1,800 metric tons,
compared to 157,000 in Kenya or 30,000 in Somalia;70 however, with additional
investment in equipment, training, and exploration, the sector could increase
significantly in the next decade.71
• Energy: In 2012, President Guelleh pledged to make a full transition to renewable
energy by 2020.72 With this strong government support, there are opportunities
for impact investors to develop Djibouti’s renewable energy resources (e.g.
geothermal, wind, and solar).
• Agriculture: Djibouti currently produces approximately 3% of its food and
imports the rest, leaving the country highly exposed to external market risks such
as sudden surges in food prices.73 Agriculture in Djibouti is particularly difficult
because of the arid climate, which opens opportunities to invest in businesses
that are able to transition to drought-resistant crop technologies, and to invest in
needed water mobilization and irrigation to increase yields.74

70 FAO, Statistical Query Report: Capture, available at http://www.fao.org/figis/servlet/
SQServlet?ds=Capture&k1=COUNTRY&k1v=1&k1s=&outtype=html.
71 World Bank Group, Country Partnership Strategy For The Republic Of Djibouti Fy2014-2017, available
at http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2014/03/12/0003
33037_20140312152815/Rendered/PDF/838740REVISED0010Box382156B00OUO090.pdf.
72 US Department of State, 2013 Investment Climate Statement – Djibouti, available at http://www.state.
gov/e/eb/rls/othr/ics/2013/204631.htm.
73 Economy Watch, “Djibouti Economy,” available at http://www.economywatch.com/world_economy/
djibouti.
74 Adaptation Fund, “Developing Agro-Pastoral Shade Gardens As An Adaptation Strategy For Poor
Rural Communities,” available at http://www.undp.org/content/dam/undp/documents/projects/DJI/
GB.pdf.
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ABOUT THE GLOBAL IMPACT INVESTING NETWORK

The Global Impact Investing Network (GIIN®) is a nonprofit
organization dedicated to increasing the scale and effectiveness
of impact investing. The GIIN builds critical infrastructure and
supports activities, education, and research that help accelerate
the development of a coherent impact investing industry. For more
information, see www.thegiin.org.
30 Broad Street, 38th Floor, New York, NY 10004
+1.646.837.7430 | info@thegiin.org | www.thegiin.org
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