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Domestic Resource Mobilization for Poverty Reduction in East Africa: Lessons for Tax 

Policy and Administration  

Introduction 
 
Domestic resources mobilization, i.e., the 
generation of savings from domestic 
resources and their allocation to 
economically and socially productive 
investments, is vital for bridging Africa’s 
fiscal gap. Although Official Development 
Assistance (ODA) can bridge this fiscal 
gap, it ultimately cannot substitute for 
well established mechanisms for 
generating domestic revenue.  The EAC 
partner states have been implementing 
various tax reforms since the 1990s, 
mostly geared towards broadening tax 
bases, rationalizing taxes to improve the 
investment climate, enhancing compliance 
and improving other aspects of tax 
revenue administration. However, 
domestic resource mobilization via 
taxation is still below its potential. For 
example, during the decade to 2006 and 
2008, tax-to-GDP ratios in the sub-region 
ranged from 12.3 percent to 22.1 percent 
compared to an average of 35.6 percent 
and 25.4 percent for the Organization for 
Economic Cooperation and Development 
(OECD) countries and South Africa 
respectively. Following the reduction in 
ODA commitments to developing 
countries on account of the recent global 
financial crisis, there is renewed urgency 
for the EAC partner states to improve the 
mobilization of public resources. 
 
Project Summary 
 
The African Development Bank (AfDB) ), in 
partnership with the African Tax 
Administration Forum (ATAF), the EAC 

Secretariat and with funding from the 
Korea-Africa Fund for Economic 
Cooperation, has undertaken a study 
aimed at sharing lessons of experience 
from Domestic Resource Mobilization 
(DRM) through case studies for the EAC 
partner states, South Africa and South 
Korea. These case studies—which focus 
exclusively on tax revenues— examine the 
key challenges to achieving greater 
revenue mobilization in each of the study 
countries.  

Major Study Findings 
 
The various case studies reveal at least 
three key challenges impeding revenue 
mobilization in the EAC. These include the 
general absence of voluntary compliance 
among taxpayers, weak relationships 
between tax policy and national 
development objectives, and difficulties 
with tax administration. This note 
summarizes lessons for improving tax 
revenue mobilization in three broad 
reform areas including, tax policy and 
legislative frameworks, tax administration 
and other aspects of general enabling 
environment for both tax administration 
and policy.  
 
Tax policy is essential 

There are three key tax policy lessons for 
the EAC partner states. First, tax policy 
design affects development outcomes and 
as such, tax policy objectives should 
mirror the broader national development 
objectives and priorities. Therefore, tax 
policy and legislative reviews to identify 
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bottlenecks and loopholes and also inform 
tax harmonization efforts in the sub-
region should be prioritized. Second, 
introduction of new and amendments to 
existing tax legislation should be informed 
by a comprehensive review of the 
associated financial and economic costs, 
benefits and impact on stakeholders. 
Third, local revenues have considerable 
potential to contribute to domestic 
revenue mobilization in the EAC partner 
states, although local revenue 
enhancement will require political support 
from the national leadership and 
institutional coordination between the 
local and central government 
stakeholders. These lessons are discussed 
in detail below.  
 

Balance between direct and indirect 
taxes. The choice of the tax mix in the EAC 
has been driven by several factors 
including “rules of thumb” such as 
certainty, simplicity, and economy. For 
instance, Burundi, Rwanda, Tanzania, and 
Uganda are more reliant on indirect taxes 
largely due to the large informal sectors 
which characterize the structures of their 
economies. Kenya and South Africa on the 
other hand show a relatively more 
balanced mix of different tax types on 
account of their respective capacities to 
tax (structure of GDP) and abilities to tax 
(level of financial sector development).  

The case studies indicate that with the 
exception of Kenya, the balance between 
income and consumption taxes in the EAC 
partner states has remained largely 
constant for the ten-year period between 
1998 and 2008, while revenues from trade 
and excise taxes have declined. This has 

been the case even despite the marked 
increase in VAT revenues during the same 
period. 

In general, trade tax revenues have 
declined on account of trade liberalization 
while excise tax revenues appear to have 
declined due to the challenges associated 
with excise taxation as explained below. 
An examination of the key determinants 
of tax revenue performance in the EAC 
partner states and South Africa indicates 
that countries which rely heavily on taxes 
on goods and services have lower tax 
revenue performance while greater 
reliance on income and profit taxes 
improves tax revenue performance. This 
finding is explained by the fact that taxes 
on goods and services are indirect taxes 
and they tend to be regressive in nature. 
This increases income inequality and could 
potentially reduce the tax base. On the 
other hand, the progressivity of taxes on 
income and profits typically improves 
income distribution, consequently 
contributing to increases in tax revenue 
mobilization.  

Evidence from the case studies further 
indicates that excise taxation is one area 
where reform, particularly in terms of tax 
simplification, can achieve robust results.  
The sub-region’s progressive tariff rates 
on imported vehicles for example are 
usually subject to misrepresentation, 
under-declaration and corruption. 
Likewise, the tax treatment of domestic 
and imported alcohol and tobacco 
products in the sub-region has often led to 
the creation of domestic monopolies and 
rent seeking behavior which undermines 
efficient production. Similarly, the 
treatment of gasoline, fuels and lubricants 
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by tax policies raises several concerns 
including the differentiation between end 
users, public transporters and 
manufacturers. Lastly, the treatment of 
telecommunication and internet services, 
aviation services, and financial services has 
tended to lower potential growth in these 
sectors. The main lesson here is that the 
objectives of tax policy, in particular the 
composition of the tax mix, should mirror 
the broader national development 
priorities. 

National Development priorities should 
drive tax policy objectives. The choice of 
tax policy regime should also be guided by 
a country’s long-term development 
strategy. During the last thirty years, EAC 
partner states have indeed, made several 
attempts to strike an appropriate balance 
between the two. For instance, the major 
tax policies implemented in the EAC 
during the 1980s and 1990s were largely 
informed by Structural Adjustment 
Programmes (SAPs) in vogue at the time.  
Since the SAPs advocated for economic 
liberalization, the resultant tax policy 
changes mostly emphasized such issues as 
reducing tax rates to promote savings and 
investment so as to bolster economic 
growth, broadening tax bases through the 
introduction of VAT, improved tax 
administration, reducing fiscal deficits, 
and so on.  
 
In recent years however, tax policy 
regimes in the EAC have not necessarily 
been guided by a country’s long-term 
development strategy. For example, in the 
pursuit of foreign direct investment, EAC 
states have introduced various tax 
‘incentives’. While such incentives can 
promote investment in the short and 

medium-term, their overall long-term 
economic effectiveness can be limited as 
they tend to dampen tax effort.  Indeed, 
excessive use of tax incentives can 
complicate tax administration, facilitate 
evasion and encourage corruption (Bird, 
2008). International best practice (for 
instance in Canada and South Africa) 
requires a full cost-benefit analysis for any 
major piece of legislation—including tax 
legislation aimed at attracting foreign 
investors—to assess the associated 
financial and economic costs, benefits and 
impact on the various stakeholders, and in 
particular, on a country’s long-term tax 
revenues.  
 
Fiscal decentralization and local tax 
mobilization. The study countries reveal 
several important differences in local 
government functions and the relative 
importance of own source revenues. For 
instance, whereas local governments in 
Kenya and South Africa are exclusively 
assigned traditional municipal functions, 
local governments in the other study 
countries are also assigned the 
responsibility for providing public 
education, basic health services and other 
social sector services.  
 
Moreover, local governments that only 
provide basic municipal functions are able 
to rely substantially on own source 
revenues, while local governments in the 
other countries are much more dependent 
on intergovernmental fiscal transfers.  The 
design of such transfers also varies 
significantly between study countries.  For 
instance, whereas a constitutionally (or 
legally) established mechanism or agency 
for the sharing of resources across 
different government levels exists in 
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Kenya, Rwanda, Uganda and South Africa , 
such is not the case for Tanzania and 
Burundi where this vertical fiscal 
allocation is determined in a discretionary 
manner as part of the annual budget 
formulation process.  
 
The case studies identify three major 
constraints to local government revenue 
mobilization: (i) economic/ fiscal reasons 
such as poorly defined tax-bases, the 
absence of tax handles, and inadequate 
local government tax enforcement 
mechanisms; (ii) the impact of 
intergovernmental fiscal transfers: for 
instance “matching grants” can 
encourage local revenue collections while 
a discretionary transfer system negatively 
affects local tax collection efforts; and (iii) 
political economy considerations: for 
instance limited accountability of national 
and local politicians usually discourages 
local tax effort especially in the absence of 
explicit linkages between local taxation 
and public service provision. In addition to 
overcoming these constraints, the case 
studies recommend local property taxes 
and broad-based local taxes on income 
and business activity as options for 
enhancing local revenue mobilization.  
 
Tax Administration matters 

The case studies point to three key 
lessons for improving tax administration 
in the EAC. First, improving compliance 
management capabilities will allow ARAs 
to consolidate gains from past as well as 
on-going reforms aimed at enhancing tax 
administration efficiency. Innovative 
approaches to address the needs and 
peculiarities of various taxpayers will 
enhance compliance management and 

enforcement. Second, allowing ARAs to 
exercise their full mandate as provided for 
by law and also holding ARAs accountable 
to performance targets will improve tax 
administration efficiency. Developing a 
wider array of performance targets, in 
addition to the current focus on revenue 
and output oriented metrics will facilitate 
a more comprehensive measurement of 
ARA performance. Third, harmonization of 
tax administration procedures both at the 
regional and national levels (for instance 
the codification of taxpayer rights) should 
improve the transparency of the tax 
system while the ratification of supporting 
legislation facilitates the effective 
implementation tax administration 
reforms. The analysis that follows 
elaborates on these lessons.  
 
Efficient Tax Administration is a crucial 
initial step for increasing revenue 
mobilization. The case studies reveal that 
the EAC partner states have firmly 
internalized that idea, as exhibited in 
several ways including the establishment 
of semi-autonomous revenue authorities 
(ARAs) in each of the EAC partner states 
and the numerous subsequent reforms 
aimed at improving tax administration 
efficiency.  
 
However, measures of tax administration 
efficiency such as the VAT Gross 
Compliance Ratio (VATGCR) and revenue 
productivity point to significant scope for 
improvement. For instance, the VATGCR 
for the EAC countries ranges from 26.50 
(Uganda) to 40.5 (Kenya) compared to 
86.90 and 78.60 for South Africa and 
South Korea respectively. Moreover, 
revenue productivity of both corporate 
and personal income taxes is low across 
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EAC partner states with the exception of 
Kenya, pointing to low compliance levels, 
tax evasion and transfer mispricing. In 
contrast, South Africa’s indicators of 
revenue productivity are high on account 
of strong enforcement, taxpayer 
education, risk profiling and improved 
taxpayer services. Several key attributes 
of ARA structures and institutional 
arrangements in the EAC contribute to the 
status quo and deserve special mention:  
 
Institutional arrangements. The case 
studies report some degree of political 
and bureaucratic interference in most 
semi autonomous revenue entities in the 
various study countries. This has often led 
to compromised revenue collection 
efficiency.  
 
Legal and Administrative frameworks. 
With the exception of Rwanda which has 
codified taxpayers’ rights and obligations 
into law, none of the other EAC countries 
have done so. International best practice 
suggests that the law should be clear on 
taxpayers’ rights and obligations.  
 
Operational capacity and efficiency of the 
ARA. In terms of human capacity, EAC ARA 
staffs to population ratios range from 0.05 
for Tanzania to 0.12 for Kenya and are 
below the corresponding average for sub-
Saharan Africa (0.37). Whereas plans to 
enhance the human resource capacities of 
ARAs are at various stages of 
implementation, the studies reiterate the 
need for policymakers to prioritize 
resource utilization through risk profiling. 
Identifying sectors with the highest risks 
to revenue collection will allow EAC ARAs 
to fill the most critical skills gaps 
particularly in the areas of tax 

investigations, internal audit and 
compliance, operations research, 
planning, and data management. 
 
The case studies reveal that risk based 
approaches to enhance compliance 
management capabilities are only in their 
infancy in the EAC. However, such risk 
based approaches to improving tax 
compliance require a mix of responses 
including operations research, revenue 
analysis, and data matching to identify 
risky economic activities and taxpayers. 
This is necessary to inform the 
development of a targeted compliance 
strategy which will also facilitate the 
prioritization of the limited available 
resources.  
 
Collaboration, especially in sharing of 
information between ARA departments 
and with other government agencies 
(such as land and company registries and 
financial institutions) is minimal or non-
existent in the EAC. For instance, only 
Kenya uses third party information, 
primarily from the property and business 
registries, to support its compliance 
management interventions, while 
utilization of this resource by the other 
EAC partner states is hampered by the 
absence of supporting legislation. 
 
While all EAC ARAs maintain basic 
taxpayer identifying information, only 
Kenya and Rwanda have National 
identifiers which are also linked to other 
public and private information 
infrastructure. EAC ARAs also use 
withholding regimes and self-assessment 
to facilitate tax collection. However, self-
assessment is restricted to VAT and 
income tax filing by corporations with the 
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exception of Kenya. In Kenya, individual 
taxpayers are also required by law to file 
annual income tax returns.  
 
Electronic tax filing (e-filing) of taxes is 
another general area for policymakers’ 
attention. With the exception of Burundi, 
EAC ARAs utilize e-filing for the large 
taxpayers, although the absence of 
supporting legislation constrains the full 
potential of such initiatives. 
 
Utility of an enabling economic 

environment 

 
Another key lesson from the case studies 
is that economic infrastructure facilitates 
tax revenue mobilization. Therefore, 
unique tax and other identification 
systems, access to financial services and 
good quality national databases such as 
company and land registries improve 
compliance management and 
enforcement. Further, enabling 
legislation, for instance to facilitate ARA 
access to third party information, 
maximizes the utilization of economic 
infrastructure.  
 
Economic infrastructure improves ARA 
institutional efficiency. The case studies 
and other international best practices 
identify four key factors necessary to 
create an enabling environment for 
revenue mobilisation in the EAC partner 
states, including: a national identification 
system; a unique tax identification number 
system; access to financial services; and 
quality of national databases.   
 
A National Identification System. The 
studies suggest that EAC countries have 

comparatively under-developed national 
identification (ID) systems or have only 
recently embarked on their 
implementation. Rwanda and Kenya have 
national IDs and are in the process 
upgrading their ID systems allow for real 
time data transmission and sharing with 
other national agencies. Tanzania and 
Uganda have embarked on initiatives to 
introduce biometric national ID cards. In 
general, international best practice 
suggests that national biometric (ID) cards 
facilitate information sharing across public 
institutions (including ARAs) and the 
tracking of taxpayers transactions. 

A Unique Tax Identification Number (TIN) 
System.  Most ARAs in the EAC issue TINs 
to taxpayers although, in the absence of 
national biometric ID cards in some EAC 
countries, these TINs are not unique and 
usually a separate identifier is also issued 
to VAT payers. This complicates tax 
administration and increases the risk of 
tax evasion. To mitigate this risk, Kenya 
only issues VAT identifiers to taxpayers 
with a TIN while Tanzania intends to 
upgrade its TIN system to enable 
automated finger print identification. The 
other EAC partner states are taking 
various measures to facilitate the issuance 
of unique TINs including cleaning up of 
taxpayer registers and establishment of 
taxpayer databases. Experiences from 
elsewhere in the world suggest that a 
unique TIN system facilitates: (i) taxpayer 
registration, the first point of contact in 
the compliance management chain; and 
(ii) more effective management of 
taxpayer information across all tax and 
duty types. 
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Access to financial services. Significant 
proportions of the population in the EAC 
are without access to financial services, 
with 90%, 32.7%, 52%, 52% and 62% of the 
population in Burundi, Kenya, Rwanda, 
Tanzania and Uganda having no access to 
financial services respectively. To the 
extent that the majority of the unbanked 
population will likely fall in the hard-to-tax 
informal sector, expanding access to 
financial services will play a key role in 
expanding the tax base. Tax enforcement 
and compliance will also be made easier 
especially since banked transactions 
provide an audit trail. Innovations such as 
mobile and agent banking provide 
affordable options for increasing access to 
financial services and should be judiciously 
promoted in the EAC. Other countries in 
world, for example, South Korea, have 
capitalised on mobile telephony to 
implement cash receipts systems that 
allow national tax authorities to track 
taxable transactions. 

 
Quality of National Databases. Generally 
underdeveloped registries and the 
absence of enabling legislation in almost 
all the EAC partner states with the 
exception of Kenya, have impeded the 
utilization of third party information by 
ARAs. In general, good quality national 
databases including company and 
property registries as well as enabling 
legislation allow ARAs to use third party 
information to improve tax compliance 

management and enforcement. For its 
part, Kenya uses information from the 
government’s business and land registries 
to validate tax returns and to inform tax 
investigations.  

 
Getting there from here 
 

Recent developments including the global 
financial crisis have underscored the 
importance of well established 
mechanisms for generating domestic tax 
revenues. Revenue mobilization in the EAC 
can and must be improved especially if the 
EAC partner states are to mitigate the 
effects of receding export revenues and 
the uncertain external aid and other 
financial flows. International best 
practises and experiences from the EAC 
highlight successful approaches to 
achieving international benchmarks in tax 
revenue mobilization.  

As emphasized in the case studies, reform 
sequencing and implementation is 
essential. From a long-term and strategic 
perspective, not only should reform 
sequencing be appropriate, but also tax 
systems at any given time should fit 
broader national objectives. In the short 
run, sound implementation of reforms is 
critical to ensure that tax systems achieve 
the expected performance, and that 
performance monitoring and analysis, 
result in necessary adjustments, through 
reforms, of the tax systems.  
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