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Introduction

U

nlike the Millennium Development
Goals (MDGs), financing the
Sustainable Development Goals
(SDGs) puts a lot of responsibility and focus on
national governments especially in the global
South. Whilst the MDGs were largely driven
by commitments and expenditures of Official
Development Assistance (ODA), the SDGs
will depend a lot on resource mobilization
spearheaded by governments in developing
countries. This implies a focus on increasing
domestic resource mobilization in the form
of tax and other non-tax revenues, managing
debt (both domestic and external) and
effectively leveraging natural resource rents
(for resource rich countries). Financing the
SDGs will also require continued reform in
public finance management and institutional
strengthening in mobilization, allocation
and application of public finance in order to
reduce waste and pilferage and achieve value
for money.
For the East African region, the past decade
saw a marked improvement in domestic
resource mobilization, with many countries
increasing the proportion of tax and other
non-tax revenues in their shares of national
revenues. There was a steady decline in the
share of ODA in the total mix of development
financing towards the end of the MDGs
timeline in 2015 despite significant increases

in ODA disbursements. The decade also saw
a surge in debt, mostly obtained from China
and mainly financing ambitious infrastructure
projects to facilitate regional integration
and boost energy supply. The discovery of
natural resources (oil and gas) in the region
introduced a supplementary stream of
resources (though yet to be fully actualized)
with significant implications on Foreign
Direct Investment (FDI), taxation and flow of
ODA. There has been a marked expansion in
the size of national budgets and a trend of
increasing fiscal imbalance despite significant
reforms in public finance management in
most of the countries like in Kenya, Rwanda
and Tanzania.
This briefing explores the region’s
development financing mix, analyzing
patterns in the flow of different streams of
resources ranging from ODA, to FDI, migrant
remittances, tax and other non-tax revenues
and debt. It also includes an analysis of trends
in budgeting; examining fiscal balance and
financing of budget deficits. The analyses
are intended to inform engagements and
decisions taken by development partners,
governments and other stakeholders in the
region towards arriving at a suitable mix of
development financing that can efficiently
and sustainably drive the SDGs agenda in East
Africa.
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Data Note
•

Data, analyses and inferences made in this
briefing are based on calculations done
by Acepis using assorted IMF’s Article IV
and DSA documents for all five countries
between 2011 and 2014.
Some data includes projections, estimates
or preliminary reports which might diverge
from actual outturns.
Some data was obtained from the OECDCredit Reporter System (CRS) which
provides ODA data based on voluntary
disclosure of resource flows by donors and
might diverge from actual disbursements
or receipts.

•

•

•

•

•

Remittance data was obtained from
World Bank’s migration and remittance
data.
Although inadequate, sometimes
incomplete or outdated, a lot of effort
was made to crosscheck some of the
information from the various sources
with available data from national
treasuries/ministries of finance in all the
5 East African countries where possible.
FDI data was sourced from UNCTAD.

Key messages
i.

Surging debt burden and increasing
concerns about debt sustainability in
the region
ii. Declining role of ODA: diminishing
share of ODA in the region’s stream of
development finances
iii. Increasing role of tax revenues: high
taxation, increased tax rates and
broadened tax bases
iv. East Africa’s natural resource finds
increase prospects for national revenues
with significant implications on
taxation, debt, FDI and ODA
v. Increasing volumes of migrant
remittances – how does the region
leverage it to finance development?
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vi. Increasing Foreign Direct Investment
linked to improvements in ease of
doing business and natural resource
finds
vii. Increasing budget deficits reflecting
challenges in maintaining stable fiscal
balance
viii. Public
finance
management:
reform and outstanding challenges
profoundly impacting fiscal balance,
deficits and debt
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East Africa’s composite of development
financing
Development programmes and public affairs in
East Africa are financed by a composite of resource
streams that comprises Foreign Direct Investment
(FDI), Official Development Assistance (ODA),
domestically mobilized resources in the form
of tax and other non-tax revenues, debt (both
domestically and externally borrowed loans)
and migrant remittances. Over the decade of the
implementation of the MDGs, the composite of
development financing in East Africa expanded
substantially, especially in the period between
2010 and 2015.

In 2013, the composite of development finances
was worth US$93.7 billion with debt contributing
the largest proportion - US$31.9 billion (34.1% of
total resources) followed by FDI (US$25.8 billion
– 27.5%) and tax revenue contributing US$20.3
billion (21.6%). The total composite of resources
represented 88.7% of the GDPs of the five EAC
countries combined. The composite is projected
to grow with the commercialization of East
Africa’s oil and gas finds, continued tax reform and
revitalization of tax regimes in different countries,
increased and steady economic growth, better
relations with both Western countries and the
East (in spite of projected slow growth in China).
Notably, Kenya mobilises nearly half (46.8%) of all
development finances in East Africa while Burundi
generates the least 1.6%.

Figure 1: East Africa mix of development
finances (2013)
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Increasing role of tax revenues - increased tax
rates and broadened tax bases
Tax revenues continue to occupy an integral
part of development financing in East Africa. In
2013, revenues generated from different forms
of tax from all the five EAC countries contributed
about US$20.3 billion equivalent to 21.6% of

total development finances in the region.
This was equivalent to about 81.1% of total
revenues and grants of all five EAC countries
combined and average 71.1% in each of the
five countries.

Figure 2: East Africa - tax revenues (2012 - 2016)

Tax revenues have been on a steady rise over
the past decade and are expected to further
rise mostly attributed to faster economic
growth in East Africa, and continued tax reform
and revitalization of tax regimes in different

countries in the region. This is projected to
double in nominal volumes between 2012 and
2016 and to rise by an average 15.6 percentage
points as a proportion of GDP for most of the 5
EAC states especially in Rwanda and Uganda.

Figure 3: Trajectory of tax revenues % of GDP (East Africa) 2012 - 2016
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Direct taxes, mostly income tax contribute the
largest proportion of tax revenues (more than
half) in East Africa. Tax revenues are drawn
largely from international trade related taxes
(import duties and excises), taxes on goods
and services like VAT, and other direct taxes like
income tax. In 2013, direct taxes comprised 49.5%
of all tax revenues across the region followed by

taxes on goods and services (29.1%) and
international trade related taxes (21.4%). In
most of the East Africa states, tax rates have
increased and tax breadths broadened
especially with introduction of VAT in areas
previously untaxed, rebasing of GDPs and
discovery of sectors like capital gains not
formerly taxed.

Figure 4: Composition of East Africa’s tax revenues (2012 - 2016)

Notably, , Kenya collects the highest amount of
tax revenues compared to all the five EAC states
although tax revenues are not the largest source
of the country’s development finances. In 2013
tax revenues collected in Kenya amounted
to about 57.4% (US$11.6 billion) of total tax

revenues collected in East Africa followed
by Tanzania with 23.4% (US$4.7 billion),
Uganda – 12.4% (US$2.5 billion), Rwanda
– 5.2% (US$1.1 billion) and Burundi – 1.6%
(US$0.3 billion).

Figure 5: Distribution of East Africa’s tax revenues (2012 - 2016)
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Increasing ODA, but diminishing in share of East
Africa’s development finances
A significant proportion of development
finances in East African remains contributed by
international development partners through
Official development Assistance (ODA) though
its share in the total mix of development
finances is diminishing. In 2013 total ODA
disbursed to the 5 East African states amounted
to US$17 billion representing 11% of the total

composite of development finances available
to the region. ODA flows to all the 5 countries
rose significantly between 2002 and 2013 in
spite of fluctuations occasioned by debt relief
especially in 2006 and 2009. In fact total ODA
disbursements to East Africa doubled over the
same period expanding from US$4.1 billion in
2002 to US$10.6 billion in 2013.

Figure 6: ODA disbursements - East African countries (2002 - 2013)

The proportion of ODA in the region’s mix of
development resources shrunk considerably
over the past decade. This is attributable to
increased domestic resource mobiisation
(especially tax revenue collection) and a surge
in debt financing (mostly infrastructure loans

from China over the past 5 years). Nonetheless,
ODA continues to play an important role in
funding development and bridging resource
gaps for East African governments especially in
Rwanda and Burundi and particular sectors in
some countries like health in Kenya.

Figure 7: Share of ODA inflows (EA countries) 2013
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Figure 8: % ODA in development resources (EA countries) 2013

Whist Kenya and Tanzania receive the largest
proprtions of total ODA flows to East Africa
(US$3.5 billion and US$3.6 billion respectively
in 2013), Burundi and Rwanda show the largest
proportions of ODA in their mix of development
finances at 43% and 20% respectively in 2013 (see
Fig 8 and 9).
Most ODA to East Africa is channeled through
government mechanisms arguably reflecting
an improvement in the relations between
governments and development partners. In

2013, 62.0% of all ODA to East Africa was
disbursed through the public sector
and administered by public institutions
compared to 5.4% in 2004. 15% of the other
ODA resources was delivered through
NGOs and civil society organizations,
8.9% through multilateral organizations,
0.1% through Public Private Partnerships
(PPPs) and 14.0% others through other
undisclosed channels.

Figure 9: Channels of ODA disbursements to East Africa - 2013
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Most of the ODA disbursed to East Africa over
the past decade was in the form of project
type interventions. In 2013, project type
interventions accounted for 73.4% of all ODA to
the region followed by budget support at 13.3%
(though this showed marked decline between

2009 and 2013) and contributions in the form
of pooled programmes and funds at 8.2%.
Other ODA flows were channeled in the form
of debt relief (2.2%), technical assistance (2.0%)
and scholarships (0.1%).

Figure 10: ODA types disbursed to East Africa (2013)

Figure 11: ODA types disbursed to East Africa (2002 - 2013)
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Exponentially increasing debt, largest
source of development financing
Debt financing has increased prominence in
the mix of development finances for the East
African region over the past five years. At
34.1% (US$31.9 billion) in 2013, debt financing
formed the largest proportion of the regions

mix of development financing. Save for Uganda
and Tanzania, debt forms the largest source of
development financing for the rest of East Africa
(Kenya, Rwanda and Burundi) accounting for
50.7%, 44.3% and 34.1% respectively.

Figure 12: East African countries - mix of development finances (2013)

The portfolio of debt for all five countries in the
region has increased significantly both in nominal
values and as a proportion of their GDPs. Total
East African debt as a proportion of the region’s

combined GDP was about 28.1% in 2012. This is
projected to rise to about 51.7% of the region’s
combined GDP by 2016.

Figure 13: East Africa’s debt portfolio (2012 - 2016)
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Whilst domestic borrowing has increased
markedly (some countries like Kenya almost
balancing domestic and external debt), external
debt forms the largest proportion of East Africa’s
loans. In 2013 external debt accounted for
more than half (56.9%) of all East African debt
and is expected to remain dominant over the
midterm to 2016 (at 55.9% of total debt). In

nominal volumes, external debt is projected
to continue to rise, from about 15.2% of GDP
in 2012 to 28.9% in 2016. Most of the region’s
domestic debt is held by commercial banks
(in the form of T-bills and government bonds)
though the proportion held by non-banks has
increased reflecting a diversification of the
domestic investor base.

Figure 14: East Africa’s debt portfolio - External vs Domestic - (2012 - 2016)

There is a significant shift towards nonconcessional borrowing. The grant element in
most of the new debt arrangements with East
Africa is increasingly shrinking and is projected
to further decline as the countries in the region
focus more on commercial borrowing. In 2013,
according the OECD Creditor Reporting System

(OECD-CRS), ODA loans as a proportion of the
region’s total external debt was only about
16.3%. Overall the commercial component in
total publicly guaranteed debt (both external
and domestic) in the region was about 15.2%
in 2013 and projected to expand to as high as
43% by 2030 in some countries.

Figure 15: East Africa’s debt - non-concessional borrowing (2013)
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Kenyan loans account for the largest proportion
of total East African debt. In 2013, Kenya
contributed about 70% of all debt held by East
African countries followed by Tanzania at 15%

(US$26.5 billion). Burundi received the lowest
level of finances in the form of loans (1.5% of total
East African debt).

Figure 16: Distribution of East Africa’s portfolio
of debt (2013)

Good quality information/data on publicly
guaranteed debt in East Arica remains limited,
sometimes shrouded in secrecy and inaccessible
to the public. Nonetheless, available information
indicates that most of the debt accrued in East
Africa over the past five years has been largely
loans for financing infrastructure and energy
projects embarked on as individual states and
jointly as EAC infrastructure projects including
the Standard Gauge Railway line and the
LAPSETT.
The prominent conversation around debt

financing in East Africa has revolved around the
exponentially increasing size of the regions debt
portfolio and its sustainability. Conversations have
also included questions about the achievement
of value for money from investments made with
the region’s loans. There also increasing concerns
about tradeoffs made in terms of allocative
efficiency where huge proportions of budget is
allocated to debt servicing (sometimes as high as
20% of budget in some countries).

Increasing FDI inflows induced by improved investment
climate and natural resources
Foreign Direct Investment (FDI) inflows grew
over the past decade to form an integral
part of development financing in East Africa,
contributing nearly 30% of resources available
for development in the region (sometimes even
higher in some countries like Tanzania and
Uganda). FDI inflows and stock to the East African
region expanded significantly in the recent past,

increasing from 18.3% of GDP in 2010 to 19.1%
in 2013. Most of the expansion is explained
by improvements in ease of doing business
in the region attributed to strengthening and
increased efficiency of public sector institutions,
improvement of infrastructure an energy and
East Africa’s natural resource finds.
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Figure 17: Distribution of East Africa’s FDI stock (2010 - 2013)

In 2013 FDI (at 27%) represented the
third largest contributor to the total
mix of development finances for all East
African countries combined. However,
like remittances, FDI does not expressly
form the composite of revenues
available for governments to finance

development. FDI flows are nonetheless
considered development finances
to the extent that they contribute to
an increase in tax revenues, increase
employment
opportunities
and
individual incomes and increase a
country’s national income.

Migrant remittances
The flow of migrant remittances to East
Africa rose steadily over the past decade
especially facilitated by an increasingly
effective and efficient system for
international money transfer in the
region. Between 2010 and 2014, the

volumes of migrant remittances to East
African countries combined increased
by 38.9% to reach US$2.5 billion in
2014. This was equivalent to 1.8% of
GDP and 23.9% of all ODA to East Africa
in the same year.

Figure 18: Distribution of East Africa’s migrant remittance receipts (2010 - 2014)
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Whilst they don’t flow through the public sector
and thus do not form part of government
revenue available to finance development,
evidence has been adduced indicating how
migrant remittances play a crucial role in
increasing household incomes and expenditures
hence dealing with some of the developmental
issues that government programmes seek to
achieve like access to healthcare. Most of the

cumulative remittances to East Africa (between
2010 and 2014) were received in Kenya (48.8%
- US5.6 billion) followed by Uganda (39.8% –
US$4.6 billion) with Burundi receiving the least
proportion (1.9% - US$0.2 billion). It remains
unclear how governments can leverage migrant
remittances to affect the size of the mix of
resources available to fund development in the
region.

Expanding size of national budgets and rising deficits
There has been significant expansion in national
budgets and a rise in budget deficits for all the
five East African states over the past decade
and most exponentially over the past five
years amid concerns about sustainability. A lot

of the expansion in budget size is attributed
to improvements in resource mobilization
and on the expansionist focus on energy and
infrastructure especially in Kenya2 and Tanzania.

Figure 19: East African countries budgets (combined) - revenues, expenditures & deficits (2012 – 2016)

Total revenues and grants for all the 5 East
African countries combined was about US$24.9
billion in 2012 representing 19.4% of GDP. This is
projected to rise to 22.2% of GDP by 2016. Public

expenditure for all the five states combined is
projected to rise as well expanding from US$23.8
billion in 2012 (25.5%of GDP) to US$39.7 billion
by 2016 (26.0% of GDP).

Figure 20: East African countries budgets combined - deficits & financing (2012 – 2016)

Although the region’s budget deficit appears to
increase almost at the same pace as its revenue
and expenditure (expanding from US$6.2 billion
in 2012 to US$8.5 in 2016), its proportion of
the region’s GDP appears to be reducing or
2

somewhat stagnating. The region’s budget
deficits are largely financed through borrowing
(balanced between domestic and external) in
the form of program and project loans, bank and
non-bank financing.

The sharpest rise is observable in Kenya where expansion in the budget is attributed to implementation of a new devolved system
of government, a large wage bill and investments in massive infrastructure projects.
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