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REFORM  AND REGIONAL  INTEGRATION  OF PROFESSIONAL 

SERVICES IN  EAST AFRICA:  TIME  FOR ACTION  

EXECUTIVE SUMMARY  

 

Policy makers across East Africa realize that weak professional services are impeding growth in 

their countries. Recent studies have revealed a strong relationship between African firmsô access 

to services and their productivity.  

The East African governments have now committed themselves to reforming their professional 

services along with other backbone services like telecommunications, banking and transport. 

This will include creating a more integrated regional market ð and, to initiate this push, in 2009 

the five East African heads of state -  Burundi, Kenya, Rwanda, Tanzania, and Uganda -  adopted 

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

The East African governments have asked the World Bank for assistance in 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 and regional level, where regulators, professional associations, 

business representatives, negotiators and other stakeholders will confirm and deepen the 

information, then plan concrete steps for reform and regional integration. 

 

I.  Professional Services Matter 

 

¶ 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 

the most dynamic. Over the period 2001ï2007, business services have grown at 8 percent 

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.  

 

¶ Business services are key inputs for other sectors. Input-output tables suggest that they 

are among the top fifth of economic sectors in direct and indirect usage. There are 

significant downstream linkages in minerals, manufacturing (garments, leather, paper, 

metal products, and chemicals), and services (business, education, distribution, and 

public administration).  

 

¶ 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 do not. Small firms, 

especially, show a strong connection between professional services and productivity. 
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II.  There are Striking Differences in the Level of Development of Professional Services 

across Countries in East Africa 

 

¶ Availability varies across countries and professions. East African countries show 

significant variation in the availability of professionals, with relative abundance in Kenya 

and relative scarcity in Rwanda. But per capita availability in each of these countries is 

only a fraction of that in the more advanced African economies of Mauritius and South 

Africa (figure 1). 

 
                        Figure 1: Professional Density in Africa 
 

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

¶ éAs do the wages of professionals. Although professionals in East Africa receive low 

nominal wages compared to their counterparts in other countries, once their wages are 

adjusted for purchasing power, professionals in Kenya and Uganda are well paid ð 

perhaps an indication of their scarcity relative to the demand for their services. A wage 

premium for professionals over the earnings of other 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. 
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¶ The limited availability of middle-level professionals hurts access to services. Data 

suggests that ð with the exception of accounting technicians in Kenya ð East Africa has 

a middle-level skills vacuum. And middle-level professionals often play a crucial role in 

providing services to certain clients ð for example, accounting technicians provide basic 

accounting services needed by SMEs. 
 

¶ Market structures show elements of both oligopoly and competition. Accounting and 

auditing services are dominated in each country by affiliates of multinationals ð the so-

called Big Four (although in Kenya, local mid-level accounting firms are gaining market 

share at the expense of the Big Four after initially working as sub-contractors for them). 

The legal and engineering sectors are dominated by domestic providers ð often small 

firms and microenterprises ð although a small foreign presence exists in engineering. In 

legal services the worldwide consolidation trend that has created a growing number of 

large multinational law firms with vast international networks has missed East Africa. 

 

¶ A large number of formal sector firms use professional services. Uganda is indicative of 

the pattern of service use by different-sized firms. There is a surprisingly high use of all 

three services by even the smallest firms (1ï19 employees), which may be because this 

survey covers mostly urban formal sector firms (figure 2). A large proportion of the 

demand for accounting and auditing services seems to come from mandatory legal 

requirements for financial reporting and taxation.  

Figure 2: Usage of Professional Services in Uganda, % 
 

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

In many cases, there is an inverted U-shape relationship between external use of professional 

services and firm size ð that is, external usage increases with firm size until a certain point, after 

which it declines. This pattern suggests that large firms may use a more selective outsourcing 

strategy of professional tasks. Whereas small and middle sized firms rely primarily on external 
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service providers, more than a fifth of the largest firms (above 99 employees) rely exclusively on 

in-house engineers and lawyers. The in-house provision of professional services seems to 

increase with the degree of firm-specific knowledge or skills involved in the professional tasks. 

For example, the in-house provision of accounting services is much smaller than that of legal 

services, which in turn is well below the internal provision of engineering services.  

¶ Gender imbalances are acute in all professional services, particularly at the senior level. 

Most senior staff are male, although women are slightly better represented in Tanzania. 

 
III.  Explaining Skills Shortages and Skills Mismatches in East African Professional 

Services 

 

¶ Covering the cost of professional education is a challenge. 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 from US$ 14,000 to US$ 26,000, making professional qualification 

unaffordable for most of the populations, especially because the market for educational 

loans remains undeveloped.  

 

¶ Weaknesses in education impede the acquisition of professional skills, particularly 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 capacity and quality of professional education institutions. The 

absence of institutions that offer specialized (post-graduate) courses ð e.g., in legal and 

engineering services ð has been noted by stakeholders in several East African countries, 

as has the absence of institutions that offer academic and professional training courses for 

middle-level professionals (e.g., paralegals). 

 

¶ There are no links between education systems, professional associations, employers, 

and users of professional services. This has the effect of producing qualified but 

unemployable professionals.  

 

IV. Explaining the Underdevelopment of Professional Services in East Africa  

Domestic regulation on the entry and on the operations of professional service firms, presumably 

designed to meet social goals, undermines competition.  

¶ In East Africa, all three sectors impose domestic entry regulations. Kenya, Tanzania 

and Uganda impose severe entry restrictions in engineering and legal services. Rwanda 

remains on the light side in all three sectors. Each country grants exclusive rights to 

certain professions over certain activities. For example, only accounting professionals can 

perform statutory and public sector audits; only legal professionals can represent clients 

before courts; only qualified engineers can conduct feasibility studies. On the one hand, 

maintaining exclusive rights can lead to increased specialization of professionals and 

guarantee a higher quality of service. On the other hand exclusive rights can create 
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monopolies that have adverse price and allocation effects, especially if rights are granted 

for services that could be provided at lower cost by less-regulated middle-level 

professionals.  

 

¶ Regulations affecting operations of legal and engineering providers (conduct 

regulation) in East Africa are heavier than in most comparators in the sample (figure 

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

restrictions on the business structure of firms and on multidisciplinary activities.  

 
Figure 3: Conduct Regulation in Professional Services 
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  Source: OECD Regulatory Database on Professional Services and World Bank Regulatory Surveys, 2009. 

 

¶ Fixed prices. In Kenya, Tanzania, and Uganda legal services are subject to price 

regulationð binding minimum prices in Kenya and Uganda, and minimum and 

maximum prices in Tanzania. Engineering services are subject to price regulations in 

Tanzania in the form of binding minimum prices.  

 

¶ Advertising restrictions. Advertising by lawyers is prohibited in all countries, by 

accountants and auditors in Kenya, Tanzania and Uganda, and by engineers in Tanzania.  

 

¶ Regulations governing business structure and multidisciplinary practices. Restrictions 

on the business structure appear in all professional services sectors in most countries. 

These regulations 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 branches, franchises, or chains.  

 

¶ Demanding service standards can be burdensome for users. Multiple certification 

requirements have a disproportionate impact on competition. Kenyaôs banking and 

insurance laws require that all companies use auditors approved by the banks or 

insurance institutions ð generally auditors affiliated with one of the Big Four or other 

large companies ð to prepare the financial statements needed to obtain credit, for outside 

investors, or other external parties. These requirements may restrict access to the market 

for smaller suppliers. 

 

¶ Restrictions on operations are hindering professional services firms. Private providers 

of services in East Africa say that restrictions on multidisciplinary activities are the most 
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restrictive measures in accounting services, while regulations on fees and prices represent 

the most important constraints in legal and engineering services. Other constraints 

include non-transparent procurement procedures in accounting and engineering services, 

and inappropriate standards in accounting services (figure 4). 

 
Figure 4: Restrictiveness of Regulation in East Africa: Top Constraints by Sector 

 

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

Trade barriers limit competition and the efficiency of professional service providers. 

¶ Countries in the region differ on openness to trade. Kenya and Tanzania exhibit the 

most restrictive policies on trade in professional services while Uganda is relatively open, 

and Rwanda much more so. Legal services are usually the most protected sector. This 

report will detail the maze of regulatory measures; but figure 5 and the following 

discussion are illustrative. 
 

Figure 5: Overall Restrictiveness indices in Accounting and Legal Services 

 
  Source: Gootiz and Mattoo (2009). 

0
10
20
30
40
50
60
70
80
90

100

Overall Restrictiveness Index Accounting 

0
10
20
30
40
50
60
70
80
90

100

Overall Restrictiveness Legal



ix 
 

Cross-border trade (mode 1) 

 

¶ All East African countries restrict cross-border trade in certain professional services, such 

as advice on domestic law, statutory and public sector audits, as well as tax representation 

and tax advice.  

 

Movement of natural persons (mode 4) 

 

¶ In East Africa, explicit trade barriers, regulatory requirements, and immigration policy 

impede the supply of services by foreign professionals. 

 

¶ In Kenya and Tanzania, de jure or de facto nationality requirements to practice domestic 

law exclude foreign professionals. Kenya does, however, make an exception for citizens 

of Tanzania and Uganda. Foreign-licensed 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, along 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. 

 

¶ The entry 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 Tanzania) and if they pass an examination on Kenyaôs company law and 

taxation. In Tanzania, foreign-licensed accountants can practice if they meet a residency 

requirement and if they come from an International Federation of Accountants (IFAC) 

member country, in which case their qualifications are automatically recognized. Non-

IFAC professionals must undergo a three-year training period. Both countries, along with 

Uganda, impose discretionary limits ð e.g., through labor market tests ð on the 

presence of foreign professionals. Rwanda imposes only minor restrictions on the length 

of stay. 

 

¶ In contrast, entry conditions are much more liberal for foreign engineers, with no 

nationality or residence requirements. Rwanda and Uganda automatically recognize 

academic and professional qualifications as well as licenses obtained in other 

jurisdictions. In Tanzania, recognition is on a case-by-case basis, whereas in Kenya only 

the academic and professional qualifications are automatically recognized. 

 

Commercial presence (mode 3) 

¶ 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 networkôs brand name.  

 

¶ In accounting and auditing, all countries permit the establishment of foreign commercial 

presence, although Kenya imposes restrictions. In Kenya, Uganda and even the more 
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liberal Rwanda, branches of foreign firms are prohibited. Kenya and Tanzania prohibit 

ownership or control by non-locally 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. 

 

¶ Foreign firms face fewer restrictions in engineering services. Still, Tanzania does not 

allow majority foreign ownership.  

 

Public procurement across modes 

¶ Except in Rwanda, the procurement market for accounting services is partially closed to 

foreign firms or professionals without a presence in the 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. 

 

¶ For foreign law firms and professionals with a presence, the procurement market for legal 

services in Rwanda and Tanzania is generally open ð with the exception of advice on 

matters regulated by domestic law, courts representation, and tax advice. In Tanzania the 

procurement market for legal services is totally closed for foreign law firms and 

professionals without a 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. Policies Affecting Trade Have Segmented Regional Markets for Professional Services 

 

¶ 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 300, or about 7 percent of Kenyan accountants, work abroad, of 

whom about half are in Uganda, and one-tenth 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 percent of the 

total. 

 

¶  Regarding commercial presence, the affiliates of the Big 4 firms dominate accounting 

and auditing services in each country. Foreign firms are scarce in engineering and 

completely absent in legal services.  

 

¶ 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.  

 

¶ Evidence from World Bank-supported civil works procurement contracts between 1994 

and 2009 shows the lack of integration of the East African market for engineering 
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services. Domestic companies generally win most of the contracts, except in energy and 

mining and transportation, where non-African companies have the lionôs share. 

Surprisingly, there is virtually no intra-East African foreign firm participation in these 

contracts, with the limited exception of Kenyan firms in some Tanzanian and Ugandan 

projects and Ugandan 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 

underdeveloped: performance indicators fall below the averages of countries at a similar level of 

development. Regional markets for professional services and professional education are 

fragmented by restrictive policies, such as nationality requirements and regulatory heterogeneity, 

relating to licensing, qualification, and educational requirements. 

These outcomes are the result of constraints that call for policy action in four areas: education, 

regulation of professional services, trade policy, and labor mobility. Regional integration and 

trade liberalization are only one part of the broader reform agenda in professional services. Other 

vital areas include professional reform and upstream education and domestic regulation at the 

national level.  

1. Reforms at the National Level 
 

Reforms should focus on addressing the skills shortages and mismatches, and on helping 

professional services to grow.  

 

Education  

 

¶ Financial constraints prevent individuals from acquiring professional education, so 

developing ways to finance higher education should be a priority.  

 

¶ Weaknesses in upstream school education mean that students are ill-equipped to acquire 

professional skills; thus, enhancing the quality and capacity of schools, especially in 

mathematics and sciences, must be a priority. All East African countries should commit 

to improving the quality of technical studies. 

 

¶ The state of current professional education and its institutions 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.  

 

¶ Because of inadequate professional training programs, 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 institutions in terms of the content of educational 

programs for engineers and accountants.  
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Policy actions that encourage collaboration between universities, professional associations, 

and the private sectors through internships could help students acquire skills and practical 

training. The Structured Engineers Apprenticeship 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 countries.  

Domestic Regulation 

East African countries might consider some of the following actions to improve domestic 

regulations: 

 

¶ Relax cumulative disproportionate entry qualitative requirements ð for example, by 

narrowing the range of exclusive tasks in certain professions. While exclusive rights can 

bring increased specialization of professionals and guarantee a higher quality of service, 

they can also create monopolies that adversely affect price and allocation, especially if 

quality services can be provided at a lower cost by less-regulated middle-level 

professionals. 

 

¶ 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 literature states that regulatory instruments can stifle competition and hurt 

consumers. Less restrictive mechanisms, such as better access to information on 

services and services providers, can accomplish the same goals at lower economic 

cost. 

 

- Restrictions on business organization. These can hamper the ownership structure of 

professional services companies, 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 likely to give independent advice if certain intra-professional partnerships are 

prohibited, while restrictions on multidisciplinary activities stop potential conflicts 

of interests that are detrimental to consumer welfare. But private interest theories 

stress that these regulations are clearly anticompetitive and may harm consumers by 

preventing providers from developing new services or cost-efficient business 

models.  

 

- As an example, these regulations might prevent lawyers and accountants from 

providing integrated 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 independence and liability of professionals must be protected.  
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- Advertising prohibitions. According to public interest theories, advertising 

restrictions protect consumers. But private interest theories maintain that, as long as 

advertising is relevant and truthful, there is no justification for prohibiting it. If there 

are safeguards to prevent misleading advertisements, advertising can encourage 

competition by informing consumers about different products, allowing them to 

make better buying decisions. Comparative advertising can also boost new firms 

entering a market. 

 

¶ Engaging with professional associations to design regulatory reform and trade 

liberalization strategy. 

 

2. Reforms at the International Level 

 

Restrictive policies and varied regulations not only fragment regional markets for professional 

services and professional education, but prevent East African countries from exploiting gains 

from trade, based on comparative advantage, and improving competition by exploiting 

economies of scale.  

¶ 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.  

 

¶ More regional integration would also enhance competition between service providers, 

allow providers to exploit economies of scale, especially in professional education, and 

produce a wider variety of services. 

 

¶ The prospects for attracting investment, both domestic and foreign, are greater in an 

integrated regional market.  

 

¶ Regionalization may make it possible to reap scale economies in regulation and 

supervision, particularly where national regulatory agencies face skill constraints; it could 

also reduce the scope for the capture of national regulation by private sector interests. 

 

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 most favored nation (MFN) or non-preferential basis would 

generate the largest welfare gains. But liberalization may not always be technically feasible or 

politically acceptable, especially when differences in regulatory requirements cause 

impediments. Deeper regional integration through regulatory cooperation with neighboring 

partners with similar regulatory preferences can complement non-preferential liberalization. For 

example, common regional standards on accountancy and audit reporting would 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 as one-half percent of GDP ð significant for a 

sector that accounts for less than 3 percent of GDP.  

Explicit Trade Barriers  

East African countries may, individually or collectively, consider some of the following actions 

to improve their commitments to professional markets liberalization: 

 

¶ 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) requiring Foreign Service providers to undergo professional 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. 

 

¶ Develop transparent criteria and procedures for applying economic needs testing and 

other equivalent policies. Set a timeline for easing and ultimately abolishing the policy. 

 

¶ Minimize restrictions on forms of establishment. Where prohibition on incorporation is 

absolute such that only sole proprietorship and partnership are allowed, consider 

introducing ñsafeguardsò on corporate forms that ensure that professionals are held 

accountable for their service. For example, require professionals to secure liability 

insurance, or stipulate that the majority of directors be qualified professionals. Where 

investments by non-professionals are prohibited, consider substituting the prohibition 

with less restrictive policies, such as requiring professionals to control operations. 

 

¶ Relax absolute prohibition on foreigners from forming partnership with local 

professionals by requiring instead that foreign and local partners are jointly liable, and 

that their liability for the partnershipôs debts be unlimited. 

 

¶ Develop a transparent and consistent framework for accepting professionals with foreign 

qualifications. 

 

¶ 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. 

 

¶ Where foreign professionals are barred from practicing, recognize professional 

qualifications 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 of the users and providers of professional services - an issue that merits deeper 

investigation than has so far been possible. Political economy factors will also influence 

liberalization, which would ideally be non-preferential so that domestic users of professional 
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services have access, and domestic professionals can benefit from exposure to the best service 

providers in the world.  

If, however, reciprocal liberalization at the regional level is politically more feasible, then 

countries may want to weigh the benefits of opening markets, even in the narrow regional 

context, against the possible costs of giving a first-mover advantage to what may be a second-

best regional service provider. 

Regulatory Cooperation at the Regional Level  

Developing meaningful competition and professional services markets will require not just that 

explicit trade barriers be eliminated but also that regulatory heterogeneity within the EAC be 

addressed. The regional forum may offer countries an opportunity to coalesce around more 

appropriate standards. Regulatory cooperation would be especially useful in the following areas:  

 

A. Mutual Recognition of Professional Qualifications and Professional Licensing 

 

Compliance with regulations governing professional services, such as licensing requirements, 

means that providers have to incur fixed costs in order to enter a market. Since each East African 

country has its own qualification criteria, the compliance costs are country-specific and cannot 

be spread out across professional services in other East African countries. Such country-specific 

costs can deter small and middle-sized firms from entering markets. 

East Africa could gain significant efficiency by adopting a common criterion for qualifications 

and by accepting qualifications and licenses obtained in their neighboring countries.  

As an example, Kox et al. (2004) estimate that the stock of FDI in the EU could increase by 20ï

35 percent if regulatory heterogeneity was reduced through a common services regulation 

directive.  

The five East African countries have taken the first steps towards mutual recognition in 

professional services through the East African Community Common Market negotiations. The 

Common Market Protocol, adopted by the Multi Sector Council in 2009, includes an annex on a 

framework agreement on mutual recognition agreements (MRAs) of academic and professional 

qualifications.  

A full -fledged MRA would need to cover areas such as education (accreditation of schools or 

academic programs); examinations (qualifying 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 non-conformity with those standards); professional 

development and re-certification (continuing education and ongoing requirements to maintain 

professional certification); practice (extent of or limitations on permissible activities); and local 

knowledge (requirements for knowledge of such matters as local laws, regulations, language, 

geography or climate).  
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B. Developing Appropriate Standards  

Inappropriate standards often stifle demand for services in accounting and engineering. 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 some smaller firms from using auditing 

and accounting services. A 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 different kinds of users, then 

a single standard may not be appropriate.  

For example, complying with International Financial Reporting Standards (IFRS) for corporate 

accounting may be too expensive for certain kinds of firms, even if  small firms are allowed to 

use a simplified standard. Several small and middle-sized firms in Tanzania and Uganda have 

noted the excessive costs of complying with international standards.  

Dual standards tailored to the specific needs of firms by size may be needed. Differentiated 

services provided to different types of firms ð say, large versus SMEs ð may be better 

delivered by different classes of accounting professionals ð that is, highly skilled versus middle-

level.  

Developing an appropriate standard may be more desirable at a regional rather than national 

level. The reasons for this are to exploit economies in regulatory expertise, prevent 

fragmentation of the market by differences in standards, and to limit the scope for regulatory 

capture. A regional accounting standard offers East African countries an opportunity to create 

balances between stringency and access, between integration and local appropriateness, and 

between rules and discretion.  

A framework for regional cooperation on standards already exists in the Eastern Central and 

Southern African Federation of Accountants (ECSAFA). Kenya, Tanzania, and Uganda are full 

members; Rwanda is a temporary member.  

All countries could benefit from the ECSAFA Guide on Accounting for SMEs, developed in 2005 

to provide common training standards for accounting technicians. Another potential model is the 

accounting technician scheme recently introduced by the Association of Accountancy Bodies in 

West Africa (ABWA). 

C. Regional Cooperation on the Removal of Restrictions on the Free Movement of Labor, 

Including Visa and Immigration Laws, and Regulations and 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 processes for business 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. Regional Cooperation in Developing Means of Financing Higher Education as well as in 

Encouraging the Improvement of Existing Institutions of Professional Education and the 

Emergence of New Ones. 

 

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

that shares information to raise the recovery rate of loans while increasing studentsô access to 

higher education within and outside the region. The recent partnership between the Kenya 

Higher Education Loan Board, the Tanzania Higher Education Students Loans Board, and the 

Students Finance Agency for Rwanda under the aegis of the African Higher Education Financing 

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

Several East African countries have drawn attention to the absence of institutions that offer 

specialized (post-graduate) courses (e.g., in legal and engineering services) as well as to the 

absence of institutions that offer academic and professional training courses for middle-level 

professionals. 
  

Where the market of a given country, such as Rwanda, is too small to justify creating certain 

institutions or courses, policies are needed to help professionals gain access to foreign training, 

including portability of course credits and scholarships. Specialized courses in high demand ð 

such as legal courses in e-commerce, technology transfer, multilateral investment, financial 

services, medical law and ethics, arbitration, international litigation ð 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 higher education ð which can offer greater variety at 

lower costs by exploiting economies of scale. The Inter-University Council for East Africa 

(IUCEA), a regional inter-governmental organization established in 1980 with the aim of 

facilitating contact between the 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 depends on 

the political motivation and the conviction that liberalization benefits membersô domestic 

constituencies. As noted, the five East African countries have already made progress through the 

East African Community Common Market negotiations. Kenya, Rwanda, Tanzania, and Uganda 

have scheduled commitments in accounting and engineering services, and have adopted the 

annexes on removing restrictions on the free movement of workers and the right of 

establishment, as well as the annex on mutual recognition agreements (MRAs) of academic and 

professional qualifications. The 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 universal or absolute among those countries ð fears about 

integration remain. It would therefore be useful to explore ways to ease specific concerns. This 

report intends to provide information that will help countries begin making informed choices 

towards reform and international integration.  
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CHAPTER 1. THE ROLE OF PROFESSIONAL SERVICES IN 

EAST AFRICA  

 

1.1 Professional services not only play a critical role in the functioning of modern 

economies, but they also make up one of the fastest growing services sectors in many 

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

in the infrastructure of a market economy, and no sound economic activity would be 

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

financial position and profitability of operations ð essential for good financial 

management and for accountability ð accountancy is the foundation of a countryôs fiscal 

system, and plays a key role in corporate governance (Trolliet and Hegarty, 2003). 

Effective law and justice systems, meanwhile, are key structural pillars of sustainable 

development and poverty reduction (Cattaneo and Walkenhorst, 2010). And the 

knowledge-intensive engineering sector is essential to the productivity and sustainability of 

other economic activities (Cattaneo et al 2010). For example, engineering plays a vital role 

in the development and maintenance of a countryôs physical infrastructure.  

 

1.2 Some have suggested that the informal nature of business regulation in Africa curbs 

the demand for professional services. For example, the prevalence of informal 

arrangements, such as handshakes and oral agreements, as well as other 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, poor monitoring of 

financial reporting or safety standards can limit the demand for accounting and engineering 

services.  

 

1.3 Despite this lack of demand, stakeholders and the available literature suggest that 

accounting, engineering, and legal needs in developing countries are at least as pressing as 

they are in developed economies. Business skills and services play a critical role in 

reducing transaction costs considered by Collier and Gunning (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 

regulations applied to both domestic and foreign professionals and firms. 

 

1.5 Recent studies such as Arnold et al. (2006) have revealed a strong relationship 

between the productivity of African firms and their access to services; and policy makers 

in East African countries ð Burundi, Kenya, Rwanda, Tanzania and Uganda ð realize 

that weaknesses in their services sectors are impeding growth.  

 

1.6 Governments are now making reform of their professional services national and 

regional priorities right along with reform of other backbone services like 

telecommunications, banking, and transport. And the adoption by the five East African 
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Heads of State of the Common Market Protocol in 2009 has initiated the integration 

process in professional and other services.  

 

1.7 While evidence on the state and role of professional services in Africa is scarce and 

unsystematic, available statistics at a more aggregated level show that ñbusiness services,ò
1
 

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 share of business 

services in GDP ranged from 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, Tanzania, and Uganda 

(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 Business Services in GDP and Average Growth Rates of  

Business Services Outputs 

 Share of real estate, renting and 

business services in 

GDP 

2007 

Share of renting and 

business services in 

GDP 

2007 

Average annual growth rate 

of business 

services outputs 

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 period 2004ï2007. 

Source: Kenya National Statistics Bureau, National Accounts, National Institute for Statistics Rwanda, 

Tanzania National Institute of Statistics, Uganda Bureau of Statistics. 

1.8 Business services are key inputs to other sectors in Tanzania and Uganda. Using 

the GTAP version 7 inputïoutput tables (base year 2004), we measure the interdependence 

and interconnectedness of business services with other sectors in these two countries.
2
 The 

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 forward linkages 

than the average forward linkages in the manufacturing sector. The degree of 

interconnectedness of business service sectors is captured by indexes of backward and 

 
1 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 agriculture, 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 cross-country input-output analyses, covering both developed 

and developing countries. See, for example, Francois and Woerz (2006) and OECD (2006).  
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forward concentration that relate to the number of direct and indirect industry sales or 

purchases (see annex 1).  
 

Figure 1.1: Forward and Backward L inkages in Tanzania 

 
Source: Authorsô calculations based on GTAP 7 data. 

Figure 1.2: Forward and backward linkages in Uganda 

 
Source: Authorsô calculations based on GTAP 7 data. 

1.9 Figures 1.3 and 1.4 show that in Tanzania and Uganda the linkages of business 

services sectors are dispersed among a broad range of downstream industries. Thus, the 

business services sector has a wide impact on the overall performance of the EAC 

economies.  

 

1.10 Significant downstream linkages are seen in a broad range of manufacturing 

(including garments, leather, paper, metal products and chemicals), services (within 

business services, education services, distribution and public administration services), and 

minerals. Thus, business services have a wide impact on the overall performance of the 

EAC economies.  
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 Figure 1.3: Forward and Backward Concentration in Tanzania 

 
Source: Authorsô calculations based on GTAP 7 data. 

Figure 1.4: Forward and Backward Concentration in Uganda 

 
Source: Authorsô calculations using GTAP 7 data. 

1.11 The positive contribution of professional services to the competitiveness and 

development of several African countries is reinforced by quantitative assessments of 

wider, regional liberalization of professional services. Using a 52 sector computable 

general equilibrium model of Tanzania and a 53 sector model of Kenya, the World Bank 

has estimated the impacts on real incomes of Tanzanians and Kenyans of their own 

liberalization of barriers in professional services. The models
3
 contain professional 

services along with several other services sectors, including telecommunications, banking, 

insurance, and multiple transportation sectors. The authors allow foreign direct investment 

in these service sectors and, crucially, also allow productivity gains for sectors that use 

services from a net increase in the number of service providers.  

 

 
3
 An earlier version of these models is described in Jensen et al. (2008) and Balistreri et al. (2009). More 

details related to the model and additional results from a wider liberalization that covers all services sectors 

are presented in annex 2.  
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