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REFORM AND REGIONAL INTEGRATION OF PROFESSIONAL
SERVICESIN EAST AFRICA: TIME FORACTION

EXECUTIVE SUMMARY

Policy makers across East Afrioaalize thatveak professional services are impeding growth in
their countriesRecentstudieshave revealed a strong relationsh
to service and their productivity.

The East Africangovernment$iave now committedthemselvego reformirg their professional
services along with other backbone services like telecommunications, banking and transport.
This will include creating a more integrated regional magketnd to initiate this pushin 2009

the five East Africarheads oftate- Burundi, Kenya, Rwanda, Tanzania, ahganda- adopted

the Common Market Protocol to begin the integration process in professional and other services.

The East African governments have asked the World Barksiistancén fixing the large gaps
in information on policies and market conditions in professional services, especially accounting,
engineering, and legal services.

This report is a first step towards that aim. It will serve as a background document for meetings
and workshops at the country argbional level, where regulators, professional associations,
business representatives, negotiators and other stakeheWlkergonfirm and deeperthe
information, then plan concrete steps for reform and regional integration.

. ProfessionalServicesM atter

1 Even though the share of business services in the GDP of East African countries is small,
ranging from 1.5 percent in Uganda to 3 percent in Kenya in 2007, the sector is among
themost dynamic. Over the period 26@D07, business services have grown a¢i@ent
per annum in Kenya, 14 percent per annum in Tanzania, and nearly 18 percent per annum
in Uganda. In Rwanda, the sector has been stagnant.

1 Business serviceare key inputs for other sectotaputoutput tables suggest that they
are among the topifth of economic sectors in direct and indirect usage. There are
significant downstream linkages minerals, manufacturing (garments, leather, paper,
metal products, and chemicalgdnd services (business, education, distribution, and
public administratio).

1 A wider use of professional services also means higher labor productivity. The average
labor productivity of East African firms that use accounting, legal, and engineering
professional services is 10 to 45 percent higher than that of firms that. &nmadl firms,
especially, show a strong connection between professional services and productivity.



1 Availability varies across countriesand professions East African countries show
significant variation in thavailability of professionalswith relative abundance in Kenya
and relative scarcity in Rwanda. But per cajpiailability in each of these countries is
only afraction of that inthe more advanced African economies of Mauritius and South

T

There are Striking Differences in theLevel of Development of Professional ®rvices

acrossCountries in East Africa

Africa (figure 1).

Figure 1: Professional Censity in Africa
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Source World Bank Survey of Providers of Professional Services in East Africa, 2009.

éAs do

t he

w a g e. AAlthaugh professidnalssirs East Afach seceive low
nominal wages compared to their counterpartstimerocountries, once their wages are
adjusted for purchasing power, professionals in Kenya and Uganda are wed paid
perhaps an indication of their scarcity relative to the demand for their services. A wage
premium for professionals over the earnings tbieo workers with a university degree is
evident in all EAC countries. Across professions, experienced engineers are among the
best paid in each of the countries.




1 The limited availability of middldevel professionals hurts access to servicBsta
suggests that with the exception of accounting technicians in Ke@y&ast Africa has
a middlelevel skills vacuum. And middievel professionals often play a crucial role in
providing services to certain cliends for example, accounting techningprovide basic
accounting services needed by SMEs.

1 Market structures show elements of both oligopoly and competitidocounting and
auditing services aréominated in each country by affiliates of multinatioréalghe se
called Big Four(althoughin Kenya,local midlevel accounting firmsre ganing market
share at the expese of the Big Four after initially working as sabntractors for them)

The legal andengineering sectorare dominated by domestic providéys often small
firms and microergrprisesd although asmallforeign presencexistsin engineering. In
legal services the worldwide consolidation trend that has dre@atgowing number of
large multinational law firms with vast international networks has missed East Africa.

1 A large nunber of formal sector firms use professional servicelganda is indicative of
the pattern of service use by differesited firms. There is a surprisingly high use of all
three services by even the smallest firmisl@ employees)wvhich may be because this
survey covers mostly urban formal sector firms (figure 2). A large proportion of the
demand for accounting and auditing services seemesomoe from mandatory legal
requirements for financial reporting and taxation.

Figure 2: Usage ofProfessionalServices in Uganda %

Usage of Professional Services in Uganda,

100

Accounting Legal Engineering

= External Usag ~ Internal Usage

Source World Bank Survey of Users of Professional Services in East Africa, 2009.

In many cases, there is an inverteeshape relationship between external use of professional
services and firm sizé that is, externalisage isreases with firm size until a certain poifter

which it declines. This pattern suggests that large firms may use a more selective outsourcing
strategy of professionahsks. Whereas small and middle sized firms rely primarily on external

iv



service providers, more than a fifth of the largest firms (above 99 employees) rely exclusively on
in-house engineers and lawyers. Thehause provision of professional services seems to
increase with the degrex firm-specific knowledge or skills invoéd in the professional tasks.

For example, the Hhouse provision of accounting services is much smaller than that of legal
services, which in turn is well below the internal provision of engineering services.

T

Gender imbalances are acute in all professarservicesparticularly at the senior level.
Most senior staff are male, although women are slightly better represented in Tanzania.

Explaining Skills Shortages and Skills Mismatches in East African Professional
Services

Covering the cost of professiah education is achallenge Professional education is
expensive in all East African countries. While skill premia are evident, and the internal
rate of return to education is also high in the region, the median cost to become
professional ranges frotdS$ 14,000 toUS$ 26,000, making professional qualification
unaffordable for most of the populations, especially because the market for educational
loans remains ungeloped.

Weaknesses in education impede the acquisition of professional skiigicularly in

engineering The general erosion of mathematical skills in all countries explains the
declining number of applicants in science, engineering, and technology courses and
hence the shortages in the engineering sector.

Limitations in the capa&ity and quality of professional education institutionghe
absence of institutions thaffer specialized (posjraduate) courses e.g., in legal and
engineering serviced hasbeen notedyy stakeholdergh several East African countries,
as has the abace of institutions that offer academic and professional training sdarse
middle-level professionals (e.g., paralegals).

There are no linksbetween educatiorsystems professional associationgmployers,
and users ofprofessional services This hasthe effect of producing qualified but
unemployable professionals.

IV. Explaining the Underdevelopment ofProfessional ®rvices in East Africa
Domestic regulation on the entry and on the operations of professional service firms, presumably
designed taneet social goalJsindermines competition.

T

In East Africa, all three sectors impose domestic entry regulatiokenya, Tanzania

and Uganda impose severe entry restrictions in engineering and legal services. Rwanda
remains on the light side in all threecs®s. Each country grantsexclusive rightsto

certain professions over certantivities. For example, only accounting professionals can
perform statutory and public sector audits; only legal professionals can represent clients
before courts; only qualdéd engineers cagonduct feasibility studieOn the one hand,
maintaining exclusive rights can lead to increased specialization of professionals and
guarantee a higher quality of servig@n the other hand exclusivigghts can create



monopolieghathaveadverseorice and allocation effects, especiaflyights are granted
for services that could be provideat lower cost by lessegulated middldevel

professionals.

3). These outcomes are explained by price reiguisitadvertising prohibitions, and

regulation) in East Africa are heavier than in mostomparators in the sampléigure
restrictions on the businegswture of firms and on multidisciplinary activities.

1 Regulations affecting operations of legal and engineering providers (conduct

Panel B: LegalConduct regulation
Vi

Panel A: AccountingConduct regulation

Figure 3: Conduct Regulation in Professional ®rvices
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Panel C: Engineerin¢- Conduct regulation

fiffﬁiﬁffif!i&%fs?f{fj w1

Source OECD Regulatory Database on Professional Services and World Bank Regulatory Surveys, 2009.

T

Fixed prices In Kenya, Tanzania, and Ugandegél services are subject to price
regulatio® binding minimum prices in Kenya and Uganda, and minimum and
maximum prices in Tanzania. §ineering services are subject to price regulations in
Tanzanian the form ofbinding minimum prices.

Advertising restrictions Advertising by lawyersis prohibited in all countries, by
accountantand auditors in Kenya, Tanzania and Uganda, and by engineers in Tanzania.

Regulations governing business structure and multidisciplinary practidesstrictions

on the business structure appear in all pademl services sectors in masiuntries.
Theseregulations can restrict the ownership structure of professional services companies,
the possibility for collaboration within the profession and with other professions, and in
some cases the opening of bitaes, franchises, or chains.

Demanding service standards can be burdensome for uskfsltiple certification

requi rements have a disproportionate | mpa
insurancelaws require that all companies use auditors approvedhbybanks or

insurance institution® generally auditors affiliated with one of the Big Four or other

large companied to prepare thénancial statements needed to obtain credit, for outside
investors, or other external partidhese requirements may restrict access to the market

for smaller suppliers.

Restrictions on operations are hindering professional services firfgvate providers
of services in East Africa say that restrictions on multidisciplinary activities aredse m

Vii



restrictive measures in accounting services, while regulations on fees and prices represent
the most important constraints in legal and engineering services. Other constraints
include nortransparent procurement procedures in accounting and enginseruicgs,

ard inappropriate standards in accounting services (figure 4).

Figure 4: Restrictiveness oReguation in East Africa: Top Constraints by Sector
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Source World Bank Survey of Providers of Professional Services in East Africa, 2009.

Trade barriers limit competitioandthe efficiency of professional servipeoviders.

1 Countries in the region differ onopenness to tradeKenya and Tanzania exhibit the
most restrictivgoolicieson trade in professional services while Uganda is relatively open,
and Rwanda much more so. Legal services are usthalgnost protected sectorhis
report will detail the mazeof regulatory measures; but figure 5 and the following
discussion are illustrative

Figure 5: Overall Restrictiveness mdices n Accounting and Legal Services
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Crossborder trade (mode 1)

1 All East African countries restrict creé®rder trade in certaiprofessional services, such
as advice on domestiaw, statutory and public sector audits, as well as tax representation
and tax advice.

Movement of natural persons (mode 4)

1 In East Afri@, explicit trade barriers, regulatory requirements, and immigration policy
impede the supply of services by foreign professionals.

1 In Kenya and Tanzania, de jure or de facto nationality requirements to practice domestic
law exclude foreign professionakienya does, however, make an exception for citizens
of Tanzania and Uganda. Foreititensed lawyers can advise on foreign law in both
Kenya and Tanzania, but in Kenya they can only act as consultants or as employees of a
local law firm. Both countries,lang with Uganda, impose discretionary limits (e.g.,
through labor market tests) on the presence of foreign professionals. Rwanda imposes no
restrictions on the practice of foreign law and only limited restrictions on the practice of
domestic law.

1 The enty of foreign accountants in Kenya and Tanzania is less restricted. Foreign
licensed accountants can practice in Kenya if they belong to certain professional
accountancy organizations (e.g., Scotland, England and Wales, Ireland, India, the US,
Canada, and anzani a) and i f they pass an examin
taxation. In Tanzania, foreigitensed accountants can practice if they meet a residency
requirement and if thegomefrom an International Federation of Accountants (IFAC)
member counyr, in which case their qualifications are automatically recognized- Non
IFAC professionals must undergo a thy@ar training period. Both countries, along with
Uganda, impose discretionary limits e.g., through labor market tests on the
presence of faign professionals. Rwanda imposes only minor restrictions on the length
of stay.

1 In contrast, entry conditions are much more liberal for foreign engineers, with no
nationality or residenceequirements. Rwanda and Uganda automatically recognize
academic and professional qualifications as well as licenses obtained in other
jurisdictions. In Tanzaniagecognition is on a cadgy-case basis, whereasKenya only
the academic and professiogahlifications are automatically recognized.

Commercial presence (mode 3)

1 Entry of foreign law firms is not permitted in Kenya and Tanzania but is allowed in
Uganda. Local members of international networks face restrictions in each of those three
countries on using the networkoés brand nam

1 In accounting and auditing, all cauies permit the establishment of foreign commercial
presence, although Kenya imposes restrictions. In Kenya, Uganda and even the more



liberal Rwanda, branches of foreign firms are prohibited. Kenya and Tanzania prohibit
ownership or control by nelocally licensed professionals. In Tanzania, ownership by
foreign nationals is limited to 50 percent, and a firm in Tanzania can use a foreign firm's
name only if the relationship is a complete partnership, not affiliation.

1 Foreign firms face fewer restrictions engineering services. Still, Tanzania does not
allow majority foreign ownership.

Public procurement across modes

1 Except in Rwanda, the procurement market for accounting services is partially closed to
foreign firms or professionals without a presemcéhe host country. Foreign law firms
and professionals with or without a presence in Kenya and Uganda are generally
prohibited from selling legal services to government bodies or international
organizations.

1 For foreign law firms and professionals wéltpresence, the procurement market for legal
services in Rwanda and Tanzania is generally @pewith the exception of advice on
matters regulated by domestic law, courts representation, and tax advice. In Tanzania the
procurement market for legal services totally closed for foreign law firms and
professionals withoula presence. In engineering services in Tanzania and Uganda,
foreign firms or individuals without a commercial presence are not allowed to engage in
any procurement activities.

V. PoliciesAffecting Trade Have SegmentedRegional M arkets for ProfessionalServices

91 Data on the presence of foreign professionals in East Africa is scarce. In Kenya, Tanzania
and Uganda, the number of foreign accounting professionals is less than 10 percent of the
total; but in Rwanda the share is as high as 60 percent. This is because, at the time of the
survey, the country had only 36 domestic accountants and had opened up to foreign
presence. Less than 306r about 7 percent of Kenyan accountamisrk abroad, of
whom about half are in Uganda, and #esth in Tanzania. In legal services, there are
virtually no foreign professionals in any of the countries. In engineering services,
Tanzania alone provides data, which reveals that foreign engineers are 6 pethent of
total.

1 Regarding commercial presendbe affiliates of the Big 4 firms dominate accounting
and auditing serviceqn each country Foreign firms are scarce in engineering and
completely absent in legal services.

1 A significant proportion of firms claim to export services, except in Rwanda. Proportions
range from about 10 percent of legal firms in Uganda to 55 percent of engineering firms
in Kenya.

1 Evidence from World Bankupported civil works procurement contsabetween 1994
and 2009showsthe lack of integration of the East African market for engineering



services. Domestic companies generally win most of the contracts, except in energy and
mining and transportation, where n@nf r i c an compani esharehave
Surprisingly, there is virtually no intfBast African foreign firm participation in these
contracts, with the limited exception of Kenyan firms in some Tanzanian and Ugandan
projects andJgandan firms in some Rwandan projects.

VI. Specific Reforms at the National and International Levels Can Yield Significant
Benefits

National markets for professionals and professional services in East Africa remain
underdevelopedyerformance indicators fall below the averages of countries at a simigokev
development. Bgional markets for professional services and professional education are
fragmented by restrictive policies, such as nationality requirements and regulatory heterogeneity,
relating to licensing, qualificatiomnd educational requiremsn

These outcomes are the result of constraints that callofaypaction in four areas: education,
regulation of professional services, trade policy, and labor mobRi#gional integration and
trade liberalization are only one part of the broadernefagenda in professional servic€her

vital areas include professionaform and upstream education and domestic regulation at the
national level.

1. Reformsat the National Level

Reforms should focus on addressing the skills shortages and mismatches, and on helping
professional services to grow.

Education

1 Financial constraints prevent individuals from acquiring professional education, so
developing ways to finance higher education should be a priority.

1 Weaknesses in upstream school education mean that studenteequepiied tacquire
professional skis; thus, enhaning the quality and capacity of schools, especially in
mathematics and sciengasust be a priorityAll East African countries should commit
to improving the quality of technical studies.

1 The state of current professional education amdhititutions will have to be improved,
and new institutions will have to emerge. The latter may be best addressed by the private
sector provided there is a good regulatory environment for higher education.

1 Because of inadequate professional traininggm@ms, young graduates cannot find
employment, which explains the attrition of skills in several professions. Stakeholders
from the private sector have noted the coordination problems between employers,
professional associations, and education institatiorierms of the content of educational
programs for engineeed accountants.
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Policy actions that encourage collaboration between universities, professional associations,
and the private sectors through internships could help students acquire rekijisaatical
training. TheStructured Enginee&pprenticeship Program (SEAP) for Graduate Engineers,
developed by the Engineers Registration Board in Tanzania, is one program that could be
replicated by other professions and other coustrie

DomesticRegulation

East African countriesnight considersome of the following actiongo improve domestic
regulatiors:

1 Relax cumulative disproportionate entry qualitative requiremént$or example, by
narrowing the range of exclusive tasks in certain professidhde exclusive rights can
bring increased specialization of professionals and guarantee a higher quality of service,
they can also create monopolitbsit adversely affect price and allocation, especially if
quality services can be provideat a lower cet by lesgegulated middidevel
professionals.

1 Eliminate disproportionate restrictions on competition.

- Fixed prices Price regulations are supported by national professional associations,
who claim that regulations prevent adverse selection problems. But most of the
economic literaturstateghat regulatory instruments can stifle competition and hurt
consumers. Lessestrictive mechanisms, such as better access to information on
services and services providers, can accomplish the same goals at lower economic
cost.

- Restrictions on business organizatidrhese camamperthe ownership structure of
professional servicesompanies, the scope for collaboration within the profession
and with other professions and, in some cases, the opening of branches, franchises,
or chains.

- To justify these restrictions, professional associations argue that professionals are
more likelyto give independent advice if certain inpreofessional partnerships are
prohibited, while restrictions on multidisciplinary activitisgp potential conflicts
of interests that are detrimental to consumer welfare. But private intbezstes
stress tht these regulations are clearly anticompetitive and may harm consumers by
preventing providers from developing new services or -effitient business
models.

- As an example, these regulations might prevent lawyers and accountants from
providing integradéd legal and accountancy advice for tax issues. In general,
restrictions on collaboration between members of the same profession seem to be
less justifiable than restrictions on collaboration between members of different
professions where the independeand liability of professionals must be protected.
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- Advertising prohibitios. According to public interest theories, advertising
restrictions protect consumers. But private interest theories maintain that, as long as
advertising is relevant and truthfuhere is no justification for prohibiting.itf there
are safeguards to prevent misleading advertisemadbgertising can encourage
competition by informing consumers about different products, alpwhem to
make better buyinglecisions. Comparative ageltising can also boost new firms
entering a market.

1 Engaging with professional associations to design regulatory reform and trade
liberalization strateg

2. Reformsat the International Level

Restrictive policies and varied regulations not only fragment regional markets for professional
servicesand professional educatiomut prevent East African countries from exploiting gains
from trade, based on comparative advantage, and improving competition by exploiting
economies of scale.

1 The differences in national endowments of professionals and the capacity for professional
training reflected in differences in the earnings of professionals and the costs of training
across countries, suggest that large trade gains are possible by eliminating impediments
to trade.

1 More regional integration would also enhance competition betweerteeayxoviders,
allow providers to exploit economies of scale, especially in professional edueattbn,
produce a wider variety of services.

1 The prospects for attracting investment, both domestic and foreign, are greater in an
integrated regional market.

1 Regionalization may make it possible to reap scale economies in regulation and
supervision, particularly where national regulatory agencies face skill constraints; it could
also reducehescope for the capture of national regulation by private sedtrests.

Policy action is required to (a) reduce explicit trade barriers that affect professional services,
including reform of immigration laws, and (b) coordinate regulatory cooperation with trade
liberalization.

Trade barriers liberalized on a moswvdeed nation (MFN) or nopreferential basis would
generate the largest welfare gains. But liberalization may not always be technically feasible or
politically acceptable, especially whenlifferences in regulatory requirements cause
impediments. Deeper riegal integration through regulatory cooperation with neighboring
partnerswith similar regulatory preferences can complementm@ierential liberalizationkor
example, ommon regional standards on accountancy and audit repaninigl reduce the costs

to market participants of operating across national borders. A computable general equilibrium
model estimates positive impacts on real incomes of Kenyans and Tanzanians from reform in
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professional services, amounting to as much ashalfepercent of GDR significant for a
sector that accounts for less than 3 percent of GDP.

Explicit Trade Barriers

East African countries mayndividually or collectively considersome of the following actions
to improve their commitments to professional markbesalization

91 Define the economic and social motivation for nationality and residency requirements.
The objectives of those requirements may be achieved by less discriminatory measures
such as (a) requiringoreign Servicgroviders to undergo professia assessment when
nationality requirement is used as a tool to ensure professional competence and (b)
appointing a representative agent or liability insurance in lieu of physical presence or
residency requirement.

91 Develop transparent criteria and progezs for applying economic needs tegtand
otherequivalent policies. Set a timeline for easing and ultimately abolishing the policy.

1 Minimize restrictions on forms of establishment. Where prohibition on incorporation is
absolute such that only sole proprietorship and partnership are allowed, consider
introducing fAsafeguardso on <corporhald e for
acountable for their service. For example, require professionals to secure liability
insurance, or stipulate that the majority of directors be qualified professionals. Where
investments by noprofessionals are prohibited, consider substituting the praimbiti
with less restrictive policies, such as requiring professionals to control operations.

1 Relax absolute prohibition on foreigners from forming partnership with local
professionals by requiring instead that foreign and local partrelgintly liable, and
that their liability for the partnershipos

1 Develop a transparent and consistent framework for accepting professionals with foreign
gualifications.

1 Consider adjustments in policies where the social and economic motivations are
ambiguous, such as requiring membership in local professional associations or mandatory
partnership with or hiring of locals of the same profession within the same area of
competence.

1 Where foreign professionals are barred from practicing, recognize profassion
gualifications from other member countries with standards similar to those applied in the
East African countries.

How far and how quickly each East African country can proceed with reforms will depend on the
political power ofthe users and providerd professionakervices- an issue that merits deeper
investigation than has so far been possilielitical economyfactors will also influence
liberalization which would ideally be nospreferential so that domestic users of professional
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services have access, and domestic professicaaldenefit from exposure to the best service
providers in the world.

If, however, reciprocal liberalization at the regional levelpditically more feasible then
countriesmay wantto weigh the benefit®f opening marketseven in the narrow regional
context, against the possible costs of giving a-fitetzer advantage to what may be a seeond
best regional service provider.

RegulatoryCooperation at theRegional Level

Developing meaningful competitiomd professional services markets will require not just that
explicit trade barriers be eliminated but atbat regulatory heterogeneity within the EAGe
addressedThe regional forum may offer countries an opportunity to coalesce around more
appropriatestandards. Regulatory cooperation would be especially useful in the following areas:

A. Mutual Recognitionof ProfessionalQualifications andProfessionalLicensing

Compliance with regulans governingprofessional services, such as licensiaguirements
means that providers have to inéed costs in order to enter a market. Since each East African
country has its own qualification criteria, the compliance costs are cesp#pjfic and cannot

be spread oucrossprofessional services in other Eadtigan countriesSuchcountryspecific
costscan deter small and middgzed firms from entering markets

East Africa could gain significant efficiency by adoptingaanmon criterion for qualifications
and by acceptingualifications and licenses obtachim their neighboringountries.

As an exampleKox et al. (2004) estimate that the stock of FDI in the EU could increasei by 20
35 percentif regulatory heterogeneity was reducdtough a common services regulation
directive.

The five East African couries have taken the first steps towards mutual recognition
professional servicethroughthe East African Community Common Market negotiations. The
Common Market Protocol, adopted by the Multi Sector Council in 2060Rides an annex on a
framework agreement on mutual recognitegreement$MRAS) of academi@nd professional
gualifications.

A full-fledged MRA would need to cover areas such dgcation (accreditation of schools or
academic programs); examinationsigtifying examinations for licensing, including alternative
methods of assessment such as oral examinations and interviews); experience (length and nature
of experience required for licensing); conduct and ethics (standards of professional conduct and
the nature of disciplinary action for neronformity with those standards); professional
development and reertification (continuing education and ongoing requirements to maintain
professional certification); practice (extent of or limitations on permissittiities); and local
knowledge (requirements for knowledge of such matters as local laws, regulations, language,
geography or climate).
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B. DevelopingAppropriate Standards

Inappropriate standards often stifle demand for services in accountingngmaering. While
uniformity of standards may improve the quality, completeness, and comparability of the
reported information, and international standards remain appropriate in specific cases, applying
common standards to large firms and SMEs can prevent smaléer firms from using auditing

and accounting service# single standard may be appropriate if there is little demand for
service variety, network effects are unbounded, and there is no anticompetitive risk from having
a single standard. However, if the market requires variety to satisfy diffeneistof uses, then

a single standard may not be appropriate.

For example, complying with International Finandreporting Standards (IFRS) for corporate
accounting may b#&o expensivdor certainkinds of firms, evenif small firmsare allowedto
use a simplifiedstandard Several small and middized firms in Tanzania and Ugankave
noted the excessive costs of complying with international standards.

Dual standards tailored to the specific needs of firms by size mayedded Differentiated
services providedo different types of firmsd say large versus SME$® may be better
delivered by different classes of accounting professiahalkat is,highly skilled versus middie
level.

Developng an appropriate standard may bmre desirable at a regional rath#éran national
level. The reasons for this are texploit economies in regulatory expertise, prevent
fragmentation of the market by differences in standards,tatichit the scope foregulatory
capture. A regional accounting standafters East African ountries an opportunity toreate
balance between stringency and access, betwmgegration and local appropriateness, and
between rules and discretion.

A framework for regional cooperation on standards already exists igabstern Central and
SouthernAfrican Federation of Accountants (ECSAEAenya, Tanzania, and Uganda are full
membersRwanda is a temporary member.

All countries could benefit from thECSAFA Guide on Accounting for SMEsvelopedn 2005
to providecommon training standards for accounting technicians. Angthtentialmodel is the
accounting technician scheme recently introduced byAfiseciation of Accountancy Bodi@s

West Africa (ABWA).

C. Regional Cooperationon the Removalof Restrictionson the Free Movemenbf Labor,
Including Visa and Immigration Laws,and Regulationsand Labor Policies.

The free mobility of business people is critical for open trade. Through the Common Market
Protocol, the EAC economies have committed to enhancing business mobility by exchanging
information on regulatory regimes and streamlining immigration processbadmess travelers

and workers, and temporary residence of business people.

The experience of regional groups like the EU or the APEC Business Mobility Group, which

have made considerable progress in this area, could provide practical guidance for the
implementation of free movement of labor and harmonization of immigration policies.
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D. RegionalCooperation inDevelopingMeans ofFinancing Higher Education as well as in
Encouraging thelmprovement ofExisting I nstitutions of ProfessionalEducation and the
Emergence oNewOnes.

Student loan schemes throughout East Africa could be bolstered through regional cooperation

t hat shares information to raise the recover)
higher education within and outside the oggi The recent partnership between the Kenya

Higher Education Loan Board, the Tanzania HigBducation Students Loans Board, and the
Students Finance Agency for Rwanda under the aegis @#fftivan Higher Education Financing

Agencies (AAHEFA) to tackletadent loan schemes regionally is a good step in this direction.

Several East African countries hadeawn attention tdhe absence of institutions that offer
specialized (posgraduate) courses (e.g., in legal and engineering services) as welkres
absence of institutions that offer acaderamd professional training courses for mideieel
professionals.

Where the market of a given country, such as Rwanda, is too small to justify creating certain
institutions or courses, policies are needed tp peofessionals gain access to foreign training
including portability of course credits and scholarships. Specialized canrbégh demand

such as legal courses incemmerce, technology transfer, multilateral investment, financial
services, medicdbw and ethics, arbitration, international litigatiédn could be designed and
implemented at the regional level.

In general, fragmentation of the regional market for education by regulation differences can
prevent the emergence of regional hubs for higldecatiord which can offer greater variety at
lower costs by exploiting economies of scale. The {bkeiversity Council for East Africa
(IUCEA), a regional integovernmental organization established in 1980 with dma of
facilitating contact betweerthe universities of East Africa, already provides a forum for
discussion on a wide range of academic and other matters relating to higher education.

Conclusion

While the economic benefits of regional integration are clear, the pace of integration dapends

the political motivation andheconvi cti on t hat l i berali zati on
constituenciesAs noted, the five East African countries haheeadymade progresthroughthe

East African Community Common Market negotiations. Kenya, Rwarala&ania, and Uganda

have scheduledcommitments in accounting and engineering services, and have adbeted
annexes on removing restrictions on the free movement of workers and the right of
establishment, as well as the annex on mutual recogritjimement$MRAS) of academiand
professional qualificationg'he EAC countries have, at least on paper, committed themselves to
liberalizing services and deepening regional integration in a number of services sectors.

But this commitment is not univexks or absolute amonghose countriesd fears about
integration remain. It would therefore be useful to explore wagasespecific concerns. This
report intends to provide information that will help countiegyin makinginformed choices
towards reformand international integration.

XVii



CHAPTER 1. THE ROLE OF PROFESSIONAL SERVICES IN
EAST AFRICA

1.1  Professional servicesot only playa critical role in the functioning of modern
economiesbut they alsomake up one of théastest growing services sectors in many

developed and developing exmnies.Accountancy for example, is a critical component

in the infrastructure of a market econgnand no sound economic activity would be

possible without it. In addition to its role generating and processing information on the

financial position and profitability of operation§ essential for good financial
management and for accountability accountancy ishe foundatiorof a countryoés |
system, and plays a key role in corgergovernance (Trolliet anéiegarty, 2003).

Effective law and justice systems, meanwhile, are key structural pillars of sustainable
development and poverty reduction (Cattaneo and Walkenhorst, 2010). And the
knowledgeintensive engineering sector is essartb the productivity and sustainability of

other economic activities (Cattaneo et al 20F@). example, mgineering plays a vital role

in the devel opment and maintenance of a coun

1.2  Somehavesuggestdthat the informal nare of business regulation in Africa curbs

the demand forprofessional services. For examplethe prevalence of informal
arrangements, such dandshakes and oral agreemerss well asother customs and
practice means that in case of disputes recourse to the law, even if available, is usually the
last step. And, in the absence of property rights protection, individuals and groups will
revert to private protection before using legal services. In addition, poaoitamog of
financial reporting or safety standards can limit the demand for accounting and engineering
services.

1.3 Despite this lack of demandtakeholders and the available literature suggest that
accounting, engineering, and legal needs in developingtees areat leastas pressing as
they are in developed economiddusiness skills and services play a critical role in
reducing transaction costonsidered by Collier anéGunning (1999) to be the most
significant impediment to economic growth in Africa

1.4 Demand for professional services is expected to increase with the growth of
African economies. However, even at the current stage, demand remains unsatisfied given
the skills shortages and mismatches or the inadequate quantitative or qualitative
regulaions applied to both domestic afoteignprofessionals and firms.

1.5 Recent studiesuch as Arnold et al. (2006)ave revealed a strong relationship
between thegroductivity of African firms and their accedo services; and policy makers
in East African countrie® Burundi, Kenya, Rwanda, Tanzania and Ugaf@daealize
that weaknesses in their services sectors are impeding growth.

1.6 Governments are now making reform of their professional services national and
regonal priorities right along with reform of other backbone services like
telecommunications, banking, and transport. Andateption by the five East African



Heads of State of the Common Market Protocol in 2009 has initiated the integration
process in pri@ssional and other services.

1.7  While evidence on the state and role of professional services in Africa is scarce and
unsystematicavailables t at i sti cs at a more aggregated
of which professional services constitute an important part, accounted for between 5 to
over 9 percent of GDP in the examined East African countries in 2007. These figures
compare favorably with the shares of business services in the GDP of more advanced
countries. For example, Lesher and Nordas (2006) show that the shares of business
services in GDP in OECD countries ranged from 3 percent in Greece to almost 13 percent
in France. If the contribution of real estate services is subtracted, the shareneS$éusi
services in GDP rangdrom 1.5 percent in Uganda to 3 percent in Kenya in 2007. With
the exception of Rwanda, where business services have been stagnant during the last five
years, the sector has registered dynamic growth rates in Kenya, Tanzanidgamda

(table 1.1). Employment in business services ranges from about 5 percent of total
employment in Rwanda to more than 30 percent of total employment in Tanzania.

Table 1.1: Share of BusinessServicesin GDP and AverageGrowth Rates of
BusinessServicesOutputs

Share of real estate, renting ai  Share of renting and  Average annual growtrate

business services in business services in of business
GDP GDP services outputs
2007 2007 2001-2007
Kenya 5.2 3 7.8
Rwanda 9.6 2.7 0.3
Tanzania 9.5 n.a. 14.3
Uganda 8.6 1.5 17.6

Notes " indicates that the statistics were calculated for the periodi 2004,
Source Kenya National Statistics Bureaational Accounts, National Institute for Statistics Rwanda,
Tanzania National Institute of Statistics, Uganda Bureau of Statistics.

1.8 Business serviceare key inputs to other sectors iFanzania and Uganda. Using

the GTAP version 7 inpubutput tables (base year 2004), we measure the interdependence
andinterconneatdness of business services with other sectors in these two cotifitres.
interdependence is measured by (a) forward linkages that represent the extent to which
business services sectors supply inputs to other sectors and (b) backward linkages that
represent the impact on supplier sectors of a unit increase in the final demand for the
output of business services sectors (see annex 1). Figures 1.1 and 1.2 show that in both
countries the business services sector shows high (above 1) and stronger fokageslin

than the average forward linkages in the manufacturing sector. The degree of
interconnectedness of business service sectors is captured by indexes of backward and

! Business services cover the following services categories: professional services, computer services, research
and development, real estate, rental and leasing, other business services such as advertising, management
consulting, services incidental to agfiture, mining, manufacturing, and energy distribution, technical
consulting, maintenance and repair of equipment, building cleaning, packaging, and publishing.

2 The GTAP database has been used for many-cmssiry inputoutput analyses, covering bafleveloped

and developing countries. See, for example, Francois and Woerz (2006) and OECD (2006).
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Figure 1.1: Forward and Backward Linkages in Tanzania
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