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executive summary

Sub-Saharan Africa’s gross domestic product (GDP) has been growing at a consistent rate 
for over a decade, and is expected to reach beyond 5% in the coming years. This sustained 
expansion, absent from most of Africa since the 1970s, has raised the continent’s profile 
as an investment destination. The struggle, however, has been for would-be investors to 
find the right markets beyond Nigeria and South Africa, which tend to top most lists by 
virtue of their size. With the exception of those with mineral endowments, most African 
nations simply cannot offer sufficiently large market size to be of interest to multinational 
corporations (MNCs).

Independently, the member nations of the East African Community (EAC) represent 
mid-sized and small economies, even by African standards. But this dynamic is changed 
when we consider a combined EAC population of 126 million and total GDP of $80 billion. 
These numbers make the EAC a fast growing mid-sized market by global standards, 
with a GDP roughly equivalent to Vietnam’s.

The question for investors is: can we consider the EAC to be one market? The trends 
are certainly moving in the right direction, and those who champion the EAC as an 
exciting market are justified in their enthusiasm. But investors should also be mindful of 
the challenges that remain.

Signs of progress are everywhere
The EAC has strong political backing from its broadly pro-market member-state leaders, 
ensuring that deadlines – the establishment of the Common Market on July 1, 2010, for 
instance – have been met. This small step does not necessarily confirm the EAC’s status 
as one market, but it is reflective of the path the member states have taken and their 
commitment to realizing the bloc’s goals. Without this political backing, EAC integration 
would fall apart, as it has in the past. 

In addition to political will, member nations have accelerated the pace of reform, reflected 
in recent advances in the World Bank’s Doing Business ranking. Indeed, the latest list 
notes that if the EAC were considered as one economy, and if the score of the best-
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performing member country was counted in each category, the EAC would rank number 
12 in the world for ease of doing business.

Perhaps the most exciting aspect of the EAC is the rise of an East African middle class 
– most evidently in the major cities of Nairobi, Kampala, Dar es Salaam, Kigali, and 
Mombasa. Not only is this emerging group of people a collection of voracious consumers 
of everything from top-range electronics to movies and popcorn, it also constitutes a 
broad-based, well-educated, and globalized section of society. It is this group that is 
driving the EAC forward: demanding more from government, delivering local product 
innovations, promoting joint ventures with outside partners, and opening up a range of 
industries to opportunities for foreign investment.

REFORM MUST BE 
CEMENTED 

Today’s EAC story is generally a very 
positive one – and especially so when 
considered in the context of the region’s 
history. But investors will encounter 
many of the typical “emerging market” 
frustrations – especially the notorious 
road system in the region. Perhaps 
most critically in the EAC context, 
there are some uncertainties about the 
implementation of free trade measures 
among member states. Granted, it 
may take time for officials to catch up 
with existing policy, but entrenched 
special interests may also be at play. 
This makes regulatory reform all the 
more important, and is cause for some 
investor caution.

AN EMERGING TRACK RECORD
On the whole, the substantial progress is evident to any visitor to the region. Yes, power 
cuts and washed-out roads – even in the capital cities – are a reminder of infrastructural 
weaknesses. But sound macroeconomic management and prudent investment decisions 
have enabled member governments to inject substantial funds into upgrading the road 
networks. All major routes should be fully paved and in good order within five to ten 
years. Many are already complete. In Kigali, the pace of infrastructure development is 
breathtaking: workers are currently laying a world-class fiber-optic cable network under 
the city’s streets, for example. 

South African giants like Massmart and MTN have already successfully penetrated the 
EAC market and are now “local” players. Kenya’s Safaricom is one of the most admired 
companies in the emerging world. Multinationals like Nestlé have begun to expand 
operations in East Africa on the back of continued regional integration. If member-state 
governments can rise to the infrastructure challenge while pushing hard to ensure 
regulatory reform is properly implemented, the vision of a vibrant and investor-friendly 
East Africa can be realized, with positive outcomes for local populations and global 
investors alike.

case study: nestlé
Emerging markets growth strategy spurs $30 million EAC investment

At a press conference in Nairobi in July 2010, Paul Bulcke, CEO of Nestlé the world’s 
largest food company, announced a $150 million expansion of its African operations. 
Approximately $30 million of this will be allocated to the East African region. 

Nestlé plans to double the capacity of its Nairobi factory, increasing employee numbers 
from 750 to 1,500 and adding a new production line for its newly launched food service 
distribution unit, Nestlé Professional.

Nestlé has been looking to Africa as a source of growth in its aim to increase from 45% 
to 55% the proportion of its total sales accounted for by emerging markets by 2020. The 
company has widely publicized its interest in tapping into the growing African middle 
class, while also continuing to deliver packaging innovations to enable Nestlé’s products 

FACTORS DRIVING OPPORTUNITIES IN THE 
EAST AFRICAN COMMUNITY:

•	 Market of 126 million people, with a combined GDP 
of $80 billion

•	 Intra-EAC trade rose 49% from 2005 to 2008, driven 
by the internal trade incentives of the common 
market

•	 Population growth and urbanization rates are among 
the highest in the world

•	 Regulatory and legal changes have improved the 
predictability of business transactions

•	 Emerging local enterprises are challenging 
established multinationals through creative 
partnerships

•	 Stable, pro-business policymaking environment – 
relative to other African markets

•	 Macroeconomic stability in key member countries

•	 Consistent GDP growth over last decade – averaging 
over 5% per year

•	 Emergence of educated, globalized middle class

•	 Advent of broadband infrastructure in the region

•	 Overhaul of transport infrastructure underway
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to reach lower-income segments.

Bulcke sees regional integration – the EAC common market in particular – as key for the 
company’s growth strategy and future investment plans, owing to a boost to cross-border 
operations and also a reduction in red tape.

In addition to investments in its own facilities, the company announced partnerships 
designed to boost the quality of local supplies of raw materials. Nestlé will collaborate 
with the East African Dairy Development board in an effort to raise milk production 
standards in the EAC involving more than 150,000 farmers across the region.

The company has also announced knowledge-sharing arrangements with both the 
Tanzanian Coffee Research Institute and the Ugandan Coffee Development Authority.

i. the east african community

EARLY INTEGRATION
The EAC’s 126 million people represent 15% of sub-Saharan Africa’s total population. 
Far from being a recent construct, regional cooperation in East Africa has a long history, 
dating back to 1917, when Kenya and Uganda created a customs union. 

In 1927, Tanganyika joined and the union remained active until the formation of the East 
African High Commission (EAHC) in 1948. The EAHC was then followed by a series 
of regional organizations: the East African Common Services Organization (1961-1967); 
the East African Community (1967-1977); and the East African Co-operation Council 
(1993-2000). On July 7, 2000, the EAC took its current form when Kenya, Uganda, and 
Tanzania ratified the Treaty for the Establishment of the East African Community. On 
July 1, 2007, Rwanda and Burundi became full members.  

FURTHER MOVES
With aims to widen and deepen cooperation among its members while increasing regional 
competitiveness, the EAC has pursued a four-phase integration process: Customs Union, 
Common Market, Monetary Union, and Political Federation.  



5

From a local perspective, the integration process has supported the flow of investments 
from national to regional markets. In Tanzania, for example, Kenya is now the second 
largest investor, with more than 260 firms employing over 100,000 people. For most East 
Africans engaged in agriculture, trading, or small business, the principal benefits of 
integration are a larger market for their goods, economies of scale, and a broader pool of 
human capital.

The bloc has pressed forward with its four-phase integration agenda, entering into a 
Common Market on schedule on July 1, 2010, a measure that eliminates barriers to the 
free movement of goods and labor among the five member states – essentially akin to the 
common market in the European Union. The EAC also reports that it is on track with 
its timeline for Monetary Union (2012) and Political Federation (2013).

CURRENT
As integration continues and the EAC attempts to promote itself as a single market, political 
and bureaucratic elements remain the principal constraint on the region’s development 
as a business location. Can sluggish bureaucracies process funds and coordinate projects 
effectively enough to ensure road, rail, and other infrastructure projects reach completion 
and continue to be well maintained? Will corruption, once omnipresent in Uganda and 
Kenya, continue to hold back progress? What impact will East Africa’s rising, educated 
young middle class have on politics, business, and consumer culture? On the streets of 
the EAC’s cities, it is clear that people in business already think of an “East African” 
economy. They expect political leaders and government officials to follow through on 
their promises. While this outlook continues to drive the business ties that are creating de 
facto integration, it is critical for the reform process to keep pace. 

case study: tullow oil plc
Leveraging government relations for a major expansion of operations

In October 2010, London-based Tullow Oil succeeded in resolving a long-running 
commercial dispute with the Ugandan government over capital gains tax billed to Tullow’s 
erstwhile exploration partner, Heritage Oil. In navigating this challenge, Tullow has 
shown itself to be adept at developing a strong relationship with the government as a 
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critical component of its effort to commercialize and operate Uganda’s oil assets.

Tullow recently became the sole operator of all of Uganda’s oil assets – centered around 
the Lake Albert Rift Basin in the west of the country – having finalized a deal to acquire 
Canada-based Heritage Oil’s 50% stake in the three main blocks in July 2010. The company 
had previously struck an agreement with Total of France and CNOOC of China to sell 
a one-third stake in its Uganda operation to each – to come into effect immediately after 
the Heritage acquisition. The aim was to draw on the two larger companies’ experience 
and resources to ramp up activities in order to deliver the planned large-scale commercial 
production.

The Heritage deal was delayed, however, and verged on collapse over $400 million in 
capital gains tax allegedly payable to the Ugandan government by Heritage. The Ugandan 
authorities refused to endorse the deal until the taxes were paid. The government is 
believed to have been unhappy after failing to extract taxes from previous oil deals in the 
country, including Tullow’s purchase of Hardman Resources Uganda’s interests for $1.1 
billion in September 2006. For its part, Heritage believed it had not sold any property per 
se and therefore should not be liable for capital gains tax. 

Some figures in the Ugandan government – and sections of the local media – were believed 
to have been concerned about the prospect of Tullow establishing a monopoly on Uganda’s 
oil assets, and somewhat wary as to whether Tullow would pursue its stated intention to 
involve the French and Chinese companies.

But, by August 2010, Tullow had worked with the Ugandan government and Heritage to 
bring the dispute to the verge of a successful conclusion – paving the way for the major 
expansion of operations. The outcome of this agreement saw Heritage deposit 30% of the 
assessed tax with the government, and place the balance in an escrow account, pending a 
final resolution.1 In October 2010, the Ugandan government reported that it had reached 
a final, undisclosed agreement with Tullow and would endorse the deal.

Uganda has a discovered resource base of more than 800 million barrels of oil. Tullow 
is continuing exploration and expects discoveries of an additional 1.5 billion barrels. 

1  “Heritage Oil Assets Sale Incomplete,” Wall Street Journal, August 9, 2010.
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The first production from the Kasamane field is expected in 2011, but according to some 
reports, may not come on stream until 2014 or beyond. Once in production, output levels 
are expected to be approximately 150,000 barrels per day. The crude oil will initially be 
transported by truck and later by pipeline to a central gathering and distribution hub, 
then onward to domestic and regional markets. However, Tullow is also promising to 
develop refined products for markets within Uganda and throughout the EAC.2

According to the Financial Times, completing the commercialization of Uganda’s oil 
assets, and opening Ugandan oil to international markets, will cost a total of $12-14 
billion. In addition, the Tullow-led consortium is expected to finance the construction of 
a refinery and a 1,300km pipeline to transport the oil to a port on the Indian Ocean in 
either Tanzania or Kenya. It is these costly and complex tasks that led Tullow to bring in 
the superior experience and expertise of Total and CNOOC.

ii. regulations

One of the chief concerns for foreign investors and organizations interested in doing 
business in East Africa is the role of regulations at the regional, national, and local levels. 
While the opacity of the regulatory regime is a frustration to local business, it can be 
particularly difficult for non-local players to understand how regulations are implemented 
on the ground and what effect they will have on operations. Although the implementation 
of EAC regulatory reform has not kept pace with targets and legislation, the region is 
steadily moving towards a more harmonized, business-friendly regulatory environment.

Regionally, the EAC has developed a regulatory framework in support of the common 
market and customs union. As an organization, the EAC is not heavy-handed in reform 
efforts but instead operates through member-state consensus and documentation. 
Nationally, the EAC serves as a catalyst and a forum for sharing best practices and 
harmonizing legislation in each partner state.

REGIONAL REFORM
The phased implementation of the EAC has provided direction and inspiration for regional 

2  Annual Report 2009, Tullow Oil PLC.
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reform efforts. In fact, the success of the customs union and common market is largely 
dependent on the ability of member states to adhere to EAC regulations and policy in 
key areas. Perhaps the most pressing issue currently is the effect of regulations governing 
internal and external tariffs in the region.

One of the pillars of the customs union is the institution of duty-free trade within EAC 
borders. The customs agreement was signed in 2005 by Kenya, Tanzania and Uganda, 
(and later Rwanda and Burundi) with a five-year timeframe for implementation. Bilateral 
agreements were signed between each country to bring the tariffs from 2005 levels to 
0% by the end of 2009. The purpose of the internal tariff regulation is to encourage 
the free movement of people and capital across East Africa. Although implementation 
of the internal tariff regulations has not been perfect, intra-EAC trade has increased 
measurably over the last several years.

The more problematic component of the tariff regulations is the external tariff. The 
customs union protocol outlines detailed requirements on a common external tariff 
(CET) for East Africa. Three tariff rates are applied based on the type of imported good 
– 25% for finished goods, 10% for intermediate products, and 0% for raw materials. The 
exhaustive CET document published by the EAC includes a detailed taxonomy of tariff 
guidelines. For example, the raw material “polymers of styrene” (section 39.03) is taxed 
at 0%, while the finished good “table, kitchen or other household articles of aluminum” 
(section 76.15) is taxed at 25%. The 25% ceiling is generally an increase for Uganda and 
Tanzania and a decrease for Kenya.

In theory, the CET represents an important step in organizing East Africa into a 
unified market. In practice, the CET has been selectively implemented by partner states 
and exceptions have been obtained too easily by special interests. One example of the 
administrative and political difficulties in implementing the CET concerns imported 
goods with a single point of entry that are distributed across East Africa. If a finished 
product enters East Africa through Dar es Salaam, Tanzania will apply a 25% tariff. 
When the good is transported to Kenya, the customs authorities at the border may also 
try to apply a tariff since the good originates from abroad. Though a clear solution is to 
apply the tariff at the point of entry and distribute the proceeds to the appropriate partner 
states, there are not currently systems in place to handle regional accounting.
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NATIONAL INITIATIVES
While sweeping changes are taking place at the regional level, there are equally critical 
reforms taking place at the national level. The World Bank’s wide-ranging Doing Business 
report on the EAC is an invaluable reference point for understanding the state of regulatory 
reform within EAC countries. 

The report ranks each EAC country and the region as a whole across many factors 
related to the ease of doing business for local and multinational companies. The research 
focuses heavily on regulatory reform as the main tool for facilitating business in the 
formal economy. In its study, the World Bank seeks to understand not only processes 
that a business owner must undertake to accomplish an ownership task, but also the 
predictability of transactions with other businesses and public officials. 

THE ACTUAL BREAKDOWN BY EAC MEMBER COUNTRY IS INCLUDED IN THE TABLE BELOW:

COUNTRY GLOBAL RANK EAC RANK
Rwanda 67 1

Kenya 95 2

Uganda 112 3

Tanzania 131 4

Burundi 178 5

Source: World Bank Doing Business database

RWANDA: BEST IN CLASS
For the period from 2008-2009, Rwanda earned the World Bank’s recognition as the top 
global reformer, serving as an exemplar for easing burdens on local and multinational 
businesses. In a ranking of the easiest places to start a business, Rwanda ranked 11th 
globally, owing its high standing to a series of reforms that reduced the number of 
processes, capital, and time required to start a business. In Rwanda, a company needs 
only to register with a specialized government bureau called the Commercial Registration 
Department. The entire process of starting a business can be completed in three days. 
In the other East African countries, registration is decentralized to a number of 
government organizations that handle different records at different speeds.
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Using another metric, Uganda ranks 7th globally in the ease of employing workers, 
which aggregates levels of difficulty in hiring and redundancy, rigidity of hours, and cost 
of redundancy. In fact, each EAC country, with the exception of Tanzania, ranks in 
the top 90 countries in the category of employing workers. This factor, along with the 
increasing levels of education and professional skills, makes East Africa an attractive 
business destination for companies with local hiring needs.

When looking at another important area for businesses, registering property, it is clear 
that East Africa must improve, with only Rwanda (38th) ranking in the top 115 countries. 
Once again, Rwanda serves as a prime example of the benefits of concerted regulatory 
reform efforts. Before addressing property regulations, it took 270 days for a business to 
register property in Rwanda. To improve its registration process, Rwanda decentralized 
its operations to five separate branches to provide additional options for business owners. 
As a result, the time required to register property plummeted to 15 days.

POSITIONED FOR THE FUTURE
While there is room for improvement, a number of promising trends emerge that position 
East Africa well for the future. Though the mandate of the EAC is not to be interventionist 
in local regulations, the potential exists for the kind of knowledge sharing and cohesive 
reforms that could transform it into one of the world’s most business-friendly economies. 
Under the current rankings, if all member states adopted the reforms of the best EAC 
performer in each of the 10 categories, the bloc would rank 12th in the world in ease of 
doing business. That would be higher than Finland, Japan, Germany, Switzerland, and 
South Korea.

case study: orange telecom
Targeting East Africa’s new middle class

In the last five years, East Africa’s fast-growing telecommunications sector has 
attracted significant attention in the global business media. The astonishing success 
of Kenya’s Safaricom, which turned a profit of $250 million in the year to March 2010, 
the high-profile purchase of mobile phone operator Zain by India’s Bharti Airtel, 
and IBM’s deal with Bharti to build its technology infrastructure in East Africa, 
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have each built the perception that East Africa’s Information and Communication 
Technology (ICT) industry is ripe for further growth. But within this exciting macro 
picture there’s a potentially more prophetic story.

While the giants in the East African telecoms industry, MTN and Safaricom, continue 
a mass-market approach, France Telecom’s Orange brand has tackled the East African 
market in a different way: it is one of the very few consumer-oriented companies to have 
crafted a distinct brand aimed at the region’s middle class.

Already present in Kenya, Orange launched in Uganda in March 2009. Uganda has 
approximately 9.5 million mobile phone users. With one of the fastest growing populations 
in the world, and an economy hurtling along at around 6% per year, the number of 
connected Ugandans is expected to rise quickly. About one half of the population is under 
15 years of age, so telecommunications companies can expect a new batch of young 
consumers to hit the stores each year for the foreseeable future.

The key to Orange’s unique branding is its in-store experience. In a region where the 
typical urban shopping experience is chaotic, crowded, and hot, Orange stores clearly 
stand out from the rest. Each one is air-conditioned, fitted-out in a stylish and minimalist 
fashion, and very clean. While such features are scarcely noteworthy in Orange’s key 
developed markets, France and the UK, in downtown Kampala they are revolutionary.

Orange hires young, hip, and well-educated employees, even in customer service positions. 
The outcome of this is a customer experience that lies in stark contrast with the kind of 
service middle-class Ugandans typically encounter.

What does this mean for investors and those considering the consumer goods markets in 
East Africa? On the face of it, Orange’s progress should not attract too much attention. It 
controls 10% of the market in Uganda, for instance, but much of that was inherited from 
Hits Telecom Uganda, in which Orange acquired a controlling stake. It gained a brief 
competitive advantage in the mobile internet space on account of its considerably faster 
speeds, but the recent arrival of several broadband cables has allowed major rivals such 
as MTN to offer heavily-publicized alternatives, at lower prices. 

As for the big picture, Orange now operates in 15 African countries, with a 16th country, 
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Tunisia, to be added shortly. Its annual growth rate in the region has been about 8% and its 
investment seems to be long-term: the company has developed research and development 
centers or “Orange labs” in Mali, Egypt, and other developing countries around the world 
in an attempt to innovate products and services for the very unique needs of these frontier 
markets.

But the critical take-away from Orange’s progress is not so much its market share or its 
growth rate. Instead, it is the company’s confidence in the emerging African middle class, 
which, depending on the measure, is at least comparable in total size to India’s. 

Over the years, investors interested in Africa traditionally focused on natural resources. 
In recent years, attention has moved to the so-called “bottom of the pyramid”, with the 
publication of C.K. Prahalad’s highly publicized 2006 book, The Fortune at the Bottom of 
the Pyramid. 

Orange’s foresight, arguably, is its focus on the “middle of the pyramid”. Middle class 
East Africans, particularly those in urban Kenya, Uganda, and Tanzania, are voracious 
consumers. Moreover, they appear to be highly brand conscious. While Orange Uganda’s 
success in attracting Kampala’s trendiest young consumers may not automatically win it 
substantial market share, it offers a window into the potential of the region’s aspirational 
class as a target for consumer products investment.

iii. key economic sectors

AGRICULTURE AND AGRIBUSINESS
Despite its minimal contribution to GDP growth, agriculture continues to be the dominant 
employer in the EAC – employing up to 90% of Rwanda’s population, for example, and 
only slightly less in the region’s industrial powerhouse, Kenya. 

With demand for arable land spiking across the world, and the growth of the global 
middle class expected to raise demand for non-staple foods, meat, and animal fodder, the 
agribusiness sector has tremendous potential. Governments in the region, supported by 
foreign donors and development partners, have identified agricultural modernization as 
a key development pillar. Given the large areas of under-utilized fertile land, and a mild 
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climate in much of the region, agribusiness is expected to become a significant growth 
industry in the near future.

SOME EMERGING TRENDS
In the EAC, as in much of sub-Saharan Africa, the dominance of small-scale farming 
and the severely limited presence of irrigation and fertilizer have kept productivity growth 
levels very low. In fact, little had changed in East African agriculture from the 1960s, 
when much of Asia and Latin America underwent a “green revolution”.
But signs of change are slowly emerging in the sector. Recently, local investment has been 
increasingly directed towards anything “pre-”: pre-cut, pre-portioned, pre-packaged, pre-
washed. As recently as 2007, it was virtually impossible to find basic packaged vegetables, 
even in up-market Nairobi grocery stores. Now locally produced packaged goods are 
prevalent in all EAC capital cities.

The fashionable term among agribusiness stakeholders in the EAC is now “value-
addition.” Industry players are keen to develop the region’s processing, storage, logistics, 
and packaging capabilities. At present, the major global agribusiness companies – Archer 
Daniels Midland, Bunge, Cargill, and Louis Dreyfus – have a limited presence in the 
region, while second-tier players like Olam are expanding their involvement. The smaller 
regional operators, like Tanzania’s Mount Meru – which has interests in edible oils, 
petroleum, logistics, and animal feed – are increasing their focus on corn and sesame, 
where there are growth prospects for investors in these widely produced commodities.

NO MIRACLE FORTHCOMING
Immense social challenges remain an obstacle to the development of the agribusiness 
sector. Most farmers in the region are poor and illiterate. Technology uptake is sporadic 
and fertilizer use can vary widely depending on the region and individual farmer. Traders 
complain of the difficulty in securing a consistent, quality supply from farmers. But 
markets for agricultural commodities are becoming more efficient. Through coordinated 
efforts by government and development agencies, the spread of key market information is 
improving, with mobile phone technology allowing even the most isolated farmers to find 
current prices and connect with potential buyers. In spite of these improvements, East 
Africa is a long way from a Brazil-style “miracle of the Cerrado”.



14

FINANCIAL SERVICES
The banking and financial services industries have made great strides in recent years in 
East Africa, but significant development is still needed. On the lowest end of the scale, 
entrepreneurs and local businesses often have access to credit through microfinance 
institutions such as BRAC and Falulu Kenya. These organizations lend very small 
amounts of capital to entrepreneurs who do not have the size or collateral to qualify for 
loans from commercial banks.

The commercial banking sector serves mainly medium and large enterprises, and is 
dominated by international players such as Barclays and Standard Chartered, as well 
as regional and national banks including Equity Bank, Stanbic, and Kenya Commercial 
Bank. These traditional banks have tended to fail to adequately cover the geography or 
diversity of East African businesses. Additionally, many businesses in the region are too 
large to qualify for microloans, but not large enough to obtain commercial lines of credit. 

Moving towards a more efficient banking market, the financial services industry in East 
Africa continues to evolve and grow quickly. Not only are new players entering, like 
the fast growing Togo-based Ecobank, but, more importantly, new ways of banking are 
emerging, like mobile financial services, pioneered by Safaricom and now widely available 
through pan-African mobile networks such as MTN and Zain3. These moves continue 
to broaden access to credit and transaction services among the millions of East African 
entrepreneurs involved in semi-formal and informal business activities.

GROWTH ON THE HORIZON
Investors are anticipating high growth in the East Africa financial services sector, as 
returns tend to align with the momentum of markets. For example, about 50% of big 
bank growth in the EAC came from market expansion and financial sector growth in 
Kenya – which grew by approximately 8.5% annually from 2000-2008.

EAC member states are in the process of harmonizing their banking acts as a means to 
integrate regional financial systems. In Article 85 of the EAC treaty, the partner states 
agreed to implement a capital development program and create an environment conducive 

3  In June 2010, India’s Bharti Airtel acquired Zain Africa in a deal worth $10.7 billion. Airtel continues to use the Zain brand in 
the East African Community, but is expected to rebrand in the near future.
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for capital movement within the community. The partner states have also established 
the East African Securities Regulatory Authority to help member states develop capital 
markets institutions, facilitate exchanges of information and regulations across countries, 
and aid law enforcement and technical assistance.  
Significant opportunity lies in establishing commercial banks as well as other financial 
services like brokerage, investment consultancies, asset valuation and sales, bank 
assurance, asset management, real-estate financing, lease finance, agricultural finance 
and advisory services. The continuing transition of small businesses from the informal 
to the formal sector – a phenomenon that has transformed the economic environment of 
more developed markets in parts of Asia and Latin America – offers opportunities in the 
provision of business credit, including the rising demand for insurance services.

LOCAL INNOVATIONS
Aside from traditional products, investment opportunities include products centered 
on technology innovation, regional expansion and other services aimed at lowering the 
cost and time associated with financial services.  In the area of online services, Kenyan 
based KCB bank is the first regional bank to offer full-service internet banking. The 
partnership between Payment Solutions Uganda and the Government of Uganda led to the 
introduction of electronic salary payments for civil servants. Electronic salary payments 
not only allow financial institutions to directly mitigate credit risk through automatic 
salary deductions but they also reduce overhead, which increases the competitiveness of 
regional organizations. There is also a rising presence of specialized banking services in 
agriculture and other industries in the region.    

INCREASING ACCESS TO BANKING
According to a recent national finance access survey in Kenya, 33% of the population has 
no access to any form of financial service and only 40.5 % of the population is formally 
served. Usage of non-bank financial institutions has more than doubled from 7.5% in 2006 
to 17.9%, largely attributable to Safaricom’s M-PESA mobile money service, which enables 
customers to complete simple financial transactions through their mobile phone. As pan-
African mobile service providers like MTN and Zain begin to offer mobile money services, 
the percentage of people without access to financial services should continue to drop.
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TELECOMMUNICATIONS
Long perceived to be one of East Africa’s most dynamic sectors, telecommunications 
continues to attract long-term international investors. It is astounding to reflect on the 
progress made during the last decade. Consultancy firm McKinsey estimates that today 
in sub-Saharan Africa, 65% of people live within the reach of a wireless network as 
opposed to less than 1% a decade ago. The growth of telecommunications and ICT is a 
key driver in the development of knowledge-based and service industries in the region. 

EAC STRATEGIC OBJECTIVES
The EAC has identified four strategic objectives within the sector: 1.) harmonize ICT 
policies, laws and regulations among the EAC Partner States, 2.) promote the establishment 
of infrastructure and services, such as communications networks, e-government and 
e-commerce services, and geo-spatial information systems, 3.) standardize technologies 
and services to allow internetworking and interoperability, 4.) foster the development of 
communications markets with investment strategies, competition management, quality of 
service, and consumer welfare.4

MARKET 
The mobile communications markets of Kenya, Tanzania, Uganda and Rwanda, earned 
combined revenues of $2.62 billion in 2008 and are expected to deliver $8.99 billion in 
2015, according to a study produced by research firm Frost & Sullivan.5 The four countries 
have an estimated combined active mobile subscriber base of over 37 million people, or 
roughly 30% of the combined population. This compares with a subscriber base of 47% in 
India, 59% in China, and more than 100% in South Africa. Kenya has the largest share 
of subscribers, followed by Tanzania, Uganda and Rwanda.6 Analysts expect the EAC 
subscriber base to grow quickly and industry players are fighting hard for market share.

EMERGING TECHNOLOGY TRENDS
Progress in ICT will likely continue unabated as each member state has expressed 
the desire to develop the communications sector through local and foreign investment. 

4  www.eac.int
5 “East African Mobile Communications Network to reach $9 billion in 2015”  http://www.itnewsafrica.com
6  Measuring the Information Society.  International Telecommunications Union (ITU) 2010.  
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President Kagame of Rwanda has repeatedly expressed his desire to turn Rwanda into its 
own version of Silicon Valley, while the Rwanda Development Board, modeled on similar 
bodies in Singapore and Costa Rica, has prioritized attracting FDI to develop the sector. 
Rwanda already boasts the fastest internet bandwidth in the region. The launches of the 
Eastern African Submarine Cable System (EASSy), SEACOM, and The East African 
Marine System (TEAMS) have caused internet prices to tumble by more than 75% while 
internet speeds have quadrupled since the arrival of the new fiber-optic infrastructure.
 
In September 2010, IBM announced a major partnership with India’s Bharti Airtel 
to manage the technology behind Bharti’s mobile communications network. Not only 
should this development deliver a first-class mobile network infrastructure for East Africa 
(Kenya, Uganda, and Tanzania are among the 16 African countries in which Bharti has 
a presence), but it also signals a growing interest among Western multinationals – beyond 
the commodities and extractive industries spaces – to invest heavily in Africa and in the 
telecommunications sector in particular.

INFRASTRUCTURE
Along with regulatory reform, infrastructure is the most critical enabler of successful 
regional integration and economic development in East Africa. In spite of high levels 
of economic growth, and significantly improved infrastructure-building efforts, EAC 
member countries still encounter frequent power shortages and unsurfaced major roads.

Aloys Mutabingwa, the EAC deputy secretary general, has referred to the political will 
behind infrastructure development at the regional level: “We are looking at infrastructure 
as a number one priority because without this, we really cannot enhance our own market 
and have a common market – it requires a vehicle and that vehicle is – roads, rail systems, 
telecommunications and others.” Member state spending is aligning with these regional 
objectives. In Uganda, for instance, infrastructure spending was at the top of the budget 
agenda with $559 million allocated for new roads and upgrades to existing links. 

Perhaps key to achieving the required improvement in regional infrastructure will 
be foreign know-how. Member state governments and state agencies, as the primary 
customers for investors in this sector, have begun to invite foreign firms for the design and 
execution of major infrastructure projects. Chinese companies, for instance, have been 
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particularly successful in winning infrastructure contracts, and have gained a reputation 
among member states for low cost as much as quality. The Chinese have also been able 
to access low-cost financing through avenues such as China’s Export-Import bank and 
secure concessional loans that enable them to invest for longer periods of time than other 
investors. 

MANUFACTURING
The region is currently a net importer of manufactured products such as machinery and 
transport equipment. Through trade incentives such as zero-rated raw materials, EAC 
member states are attempting to promote manufacturing as a way to diversify economic 
activity.

The sector has grown significantly over the past five years and predominately serves the 
region’s emerging middle class. In 2006, the estimated value added by the manufacturing 
sector in EAC countries at current prices was $4.4 billion and grew 45% to $6.3 billion 
by 2008 – the latest year for which data is available. Rwanda has exhibited the most 
impressive growth at 74% since 2006 followed by Uganda at 55%.7  The manufacturing 
industry makes up roughly 7-13% of GDP in member states and that share increases to 
30% in Uganda and Kenya when light industry is included.  

In terms of manufacturing sub-sectors, investment opportunities exist across a range of 
products. Recently, the garment industry has been boosted by the African Growth and 
Opportunity Act (AGOA) in the U.S., which entitles EAC member states, along with 
other sub-Saharan African countries, to duty-free access to the U.S. market for certain 
textile exports.

The advent of AGOA has sparked interest in cotton ginning, production of yarn and 
finished textiles, and marketing and trading in cotton and textiles. Rwanda, for example, 
offers opportunities in the development of sericulture and the silk textile industry. On 
the whole, however, East Africa has struggled to become a serious competitor to textile 
heavyweights like Bangladesh, in spite of the advantages offered by AGOA, and there 
remains much unrealized potential for the industry in the region. 
 

7  EAC Facts and Figures 2009. 
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The number of new motor vehicle registrations in the EAC has increased rapidly and 
signals a growing need for vehicle components, some of which are already locally produced. 
Chemicals production offers investment potential in PVC resin, formaldehyde from 
methanol, mixing and granulating of fertilizers, caustic soda and chlorine based products, 
carbon black, activated carbon, textile dyes, ink for ball points and gelatin capsules and 
many others.

RETAIL AND CONSUMER GOODS 
These sectors have been booming to meet the fast-growing local demand. Kenya offers the 
most sophisticated retail environment in East Africa. Kenyan based chain Nakumatt is 
the region’s largest retailer with plans to operate 40 stores by December 2010.  Uganda’s 
retail environment is close behind Kenya’s, while Tanzania’s is less developed. With 
smaller populations, Rwanda and Burundi have fewer retail outlets, although Nakumatt 
has opened a large store in downtown Kigali. South Africa-based chains like Metro and 
Shoprite also continue to grow their regional presence.

Further growth is anticipated in consumer products including electronics, household 
appliances and cosmetics – supported by increased local production, in addition to imports 
from China, India, and the Middle East.  

While a fragmented and price sensitive environment can be challenging to consumer goods 
marketers, it presents opportunities for product innovation. Consumer goods companies 
can consider smaller packs, trial sizes, and in-store samples. In order to influence buying 
behaviors – even among the “bottom of the pyramid” customers, living on as little as two 
dollars per day – consumer education is key. Unilever has been especially successful in 
this regard, using billboard advertising in particular to influence local behaviors, while 
also broadening its product range and marketing channels to attract the growing middle 
class in the region.
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case study: tlg capital and quality chemical 
industries limited
Private equity eyes a bright future for generic drugs manufacturing in the EAC8

In September 2009, TLG Capital, a London-based private equity firm, acquired a 12.5% 
stake in Quality Chemical Industries Limited (QCIL), a pharmaceutical manufacturer of 
anti-retroviral (AVR) and anti-malarial drugs, based in Luzira, a suburb of the Ugandan 
capital, Kampala. This move was followed in December 2009 by a $77.6 million investment 
by South Africa’s CapitalWorks, for a 14.5% equity stake in QCIL.

QCIL is a joint venture between Quality Chemicals Limited, a Ugandan drug distributor, 
Cipla Limited, a $5.7 billion Indian generic drugs manufacturer, and the Government of 
Uganda. In 2009, the company began operations with the inauguration of its $30 million 
manufacturing plant in Kampala.

For TLG, which specializes in frontier markets investments, the rationale behind the 
move was simple: a high and unmet demand in East Africa for AVRs and anti-malarial 
drugs. TLG was also impressed by QCIL’s management team and the range of experience 
the partners brought to the table.

Quality Chemicals Limited, out of which QCIL emerged, had been a successful 
distributor of medicines in Uganda and East Africa since 1998. Its management had 
extensive experience in the local market, and had developed a strong relationship with 
its Indian supplier and now partner, Cipla Limited. Cipla, which distributes to over 170 
countries worldwide, provided the manufacturing technology for the plant, the know-how 
and experience of generic drug manufacturing, and access to its medicine pipeline.  

The Government of Uganda, meanwhile, offered a seven-year guarantee to underwrite 
the entire capacity of the venture. 
The $32.4 million manufacturing plant is now fully operational and employs 600 people. 
Its capacity is six million tablets per day, which is equivalent to a one-month course for 
100,000 people. By 2010 the plant was operating at approximately 33% capacity. 
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The future looks promising for QCIL. The potential social benefits are obvious: millions 
die needlessly in East Africa from malaria each year. Although governments in the 
EAC have had more success in limiting the spread of HIV/AIDS than some countries 
in southern Africa, member states still have some of the highest prevalence rates in the 
world. Demand for these low-cost generic drugs is high, and the goal of the organization 
is to reach full capacity – six million tablets per day – and export to the entire region. 
QCIL is the first manufacturer of ARVs and anti-malarial drugs to be established in the 
EAC. Kenyan Prime Minister Raila Odinga has already indicated his country’s interest 
in purchasing bulk quantities of drugs from the company.

A further factor is India’s ratification of the WTO TRIPS8 agreement, which restricts the 
ability of Cipla and other foreign generic drug manufacturers to export drugs to Africa. 
The anticipated shortfall in supply caused by the ratification of TRIPS will likely open 
further new markets for QCIL’s products into the future.

iv. investment and funding in the eac

FOREIGN DIRECT INVESTMENT (FDI)
According to the UN’s 2010 World Investment Report, EAC member states collected 
almost $1.7 billion in FDI inflows in 2009, a drop of 23% compared to 2008, but in line 
with the 24% decline in FDI to developing countries worldwide during the global financial 
crisis. 

Despite the dip in 2009 due to the global recession, East Africa has enjoyed greater success 
in attracting FDI investment over the last decade than at any point in its history. Prior to 
1995, the region attracted average annual inflows of less than $100 million. From 1995 to 
2005 average FDI was approximately $900 million. In 2007 it peaked at over $2 billion.

Within East Africa, Uganda ($799 million) and Tanzania ($645 million) received the 
most FDI in 2009, followed by Kenya ($149 million), Rwanda ($119 million) and Burundi 

8  Agreement on Trade Related Aspects of Intellectual Property Rights. Accessed on August 20, 2010 at http://www.wto.org/
english/tratop_e/trips_e/trips_e.htm. 
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($10 million). In spite of its regional economic preeminence, Kenya’s FDI inflows have 
consistently trended below those of Uganda and Tanzania over the last 15 years. The 
reasons for this are unclear, but the trends may reflect the political instability Kenya 
has endured and also increased natural resource extraction in Uganda and Tanzania. 
Rwanda, meanwhile, has seen a dramatic increase in inward flows on account of its post-
conflict economic liberalization.9

The EAC has placed a priority on appealing to the needs of MNCs interested in 
operating or investing in the region. Favorable arrangements with the United States and 
the European Union give EAC member states duty-free access to both markets. For 
companies with security or risk concerns about operating in a developing country, the 
Multilateral Investment Guarantee Agency and the Africa Trade Insurance Agency 
provide insurance against non-commercial risk.

PRIVATE EQUITY
The emergence of private equity funding as a major force over the last 10-15 years has 
caused investors to look beyond traditional markets. The rise of pan-African and regional 
private equity funds provides an exciting opportunity for local small and medium-sized 
enterprises with viable business plans and a need for capital. 

In fact, conventional wisdom in the private equity sector in Africa holds that there is 
more money available than demand for funding in East Africa. Key among the many 
reasons for the slow penetration of private equity firms in East Africa is the reluctance 
of local owners to cede organizational control in exchange for capital. As education 
and awareness of private equity funding grow, that trend is expected to reverse with 
innovative SMEs bubbling to the surface. According to the Emerging Markets Private 
Equity Association, penetration of private equity investment as a percentage of GDP in 
sub-Saharan Africa was 0.15% in 2009, compared to 0.30% for the U.S. This number is 
expected to rise in the coming years as more investors take advantage of debt capital. The 
largest fund focusing exclusively on sub-Saharan Africa is Emerging Capital Partners, 
with more than $1.8 billion under management.

9  United Nations Conference on Trade and Development statistics
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CAPITAL MARKETS 
Nairobi is the financial center of the EAC and its fast growing stock exchange is a 
potential source of capital. Its current listings include numerous global organizations such 
as Barclays Bank, East African Breweries (Diageo), and British American Tobacco. 
The 20-share NSE index hit a peak of 6,161.46 in January 2007, slumped to 2,363.99 in 
March 2009, and has since recovered towards the 4,000-5,000 range. Kampala and Dar 
es Salaam have small securities exchanges, with fewer than 20 listed companies in each.

v. additional information

For further information on the East African Community or the Fletcher Africa Business Group please 
contact the authors: stewart.kelly@tufts.edu or megan.haas@tufts.edu. 

Additionally, you can contact the Center for Emerging Market Enterprises and/or The Corporate 
Council on Africa:

CENTER FOR EMERGING MARKET ENTERPRISES 
THE FLETCHER SCHOOL, TUFTS UNIVERSITY

160 Packard Avenue, Cabot 404 
Medford, MA 02155 
Tel: 617 627 4417 
Fax: 617 627 4547 
Email: ceme@tufts.edu

THE CORPORATE COUNCIL ON AFRICA

1100 17th Street, NW, Suite 1000
Washington, DC 20036 
Tel: 202 835 1115 
Fax: 202 835 1117 
Email: cca@africacncl.org
Web: www.africacncl.org


