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Abstract

This paper develops an empirical framework to evaluate how
corporate tax regimes influence investment diversion across
borders, reframing statutory parameters into an investment-
relevance index. Using corporate tax provisions from Kenya and
Uganda for 2024/2025, an Investment Burden Index (IBI) was
constructed from nineteen statutory parameters, including VAT,
excises, stamp duties, withholding taxes, capital gains, and loss
carry-forward. Each parameter was normalised, weighted by
investment relevance, and aggregated to yield country-level
scores, which were then linked with UNCTAD FDI inflows and
outflows for 2023. The results indicate that Uganda’s tax system
imposes a higher statutory burden (IB1—-2.16) compared to Kenya
(1Bl —0.33), yet Uganda attracted larger FDI inflows in 2023
(USD 1.55 billion versus USD 0.46 billion). This underscores the
mediating role of sector-specific opportunities, particularly
energy and oil, which offset statutory disadvantages. The study
contributes to debates on tax-induced diversion by showing that
while corporate taxation matters, its impact is conditional and
interacts with non-tax determinants such as natural resources and
macroeconomic stability.
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1. Introduction

In an era of unprecedented capital mobility, national tax policies have evolved from being purely a
domestic concern to a critical determinant of international investment flows. The foundational theory
of tax-induced investment diversion posits that in a globalised economy, firms will strategically locate
or expand their operations in jurisdictions that offer a higher after-tax return on investment (Desai et
al., 2005). This is rooted in the classical economic principles of comparative advantage and the modern
literature on capital mobility, which suggests that capital is 'footloose' and will seek out the most
favourable fiscal climates (Zodrow, 2009). The phenomenon is often framed within the context of
corporate tax competition, where countries engage in a 'race to the bottom' by lowering corporate tax
rates or offering generous incentives to attract foreign direct investment (FDI) (Erokhin, 2023; Tanzi &
Zee, 2001).

Tax-induced investment diversion refers to the redirection of capital flows across jurisdictions as firms
adjust to differences in statutory or effective tax burdens (Erokhin, 2023). When corporate taxes
increase the cost of doing business in one country relative to another, investors may shift their portfolios,
relocate projects, or alter profit-reporting strategies to exploit more favourable tax environments. This
phenomenon is particularly acute in developing economies where non-tax conditions (infrastructure,
political risk, and institutional quality) are relatively similar, amplifying the role of taxation as a decisive
factor in cross-border capital allocation.

In East Africa, Kenya and Uganda provide an important comparative case, given their shared
integration agenda under the East African Community (EAC), structural similarities in market size, and
geographical proximity, yet divergent approaches to corporate taxation. Uganda maintains relatively
higher statutory tax burdens, while Kenya has adopted more incentive-driven provisions, such as
indefinite loss carry-forward and targeted exemptions, creating the potential for asymmetric investment
responses.

The debate on corporate tax competition and base erosion and profit shifting (BEPS) underscores why
such divergence matters. The OECD’s ongoing BEPS initiative highlights how multinational
corporations exploit tax differentials to shift profits and investment flows, often at the expense of
higher-tax jurisdictions (OECD, 2023). In Africa, where fiscal space is constrained, governments face
a dual challenge: mobilising revenue while competing for foreign direct investment (FDI). The resulting
competition has encouraged selective tax incentives, exemptions, and holidays, which in turn reshape
the investment geography within the continent (IMF, 2023). Kenya’s strategy aligns more closely with
competitive tax positioning, while Uganda emphasises predictable but relatively higher statutory rates,
positioning it differently in the competition for capital within the EAC bloc.

Determinants of FDI in Africa further contextualise this dynamic. UNCTAD (2023) reports that East
Africa attracted rising inflows in 2023, with Uganda drawing US$1.55 billion largely due to oil-sector
investments, while Kenya received US$461 million despite its comparatively lighter statutory burden.
This outcome highlights the interaction between taxation and sector-specific factors: fiscal incentives
may not fully compensate for structural pull factors such as natural resource endowments or regional
trade positioning. Nonetheless, taxation remains central to investor calculus, as high excises, capital
gains taxes, and withholding levies increase capital costs, while provisions such as VAT thresholds and
indefinite loss carry-forward reduce them.
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The academic discourse on this subject has yielded a complex and sometimes contradictory body of
evidence. Early studies, such as those by Agodo (1978) and Hartman (1982), found little to no
significant relationship between host country taxes and FDI attraction, suggesting that other factors like
market size, political stability, and infrastructure were more influential. However, more recent and
methodologically robust research has provided compelling evidence of a significant negative
relationship between corporate tax rates and FDI inflows (Cleeve, 2008; Ferguson et al.,, 2025). The
IMF has also weighed in, with reports noting that while tax incentives are a common tool to attract
investment, their effectiveness is highly questionable, often leading to substantial revenue losses for
governments with no guarantee of attracting new capital (IMF, 2024; IMF, 2023). This is particularly
true in developing countries where a lack of strong governance can lead to rent-seeking and the
proliferation of poorly targeted incentives (Tanzi & Zee, 2001).

This competitive landscape has intensified with the rise of multinational enterprises (MNES) and the
emergence of global reforms such as the OECD's Base Erosion and Profit Shifting (BEPS) project. The
BEPS initiative, which aims to curb tax avoidance, has created a new layer of complexity for countries
seeking to attract investment while protecting their tax base (Tibor &Whyman, 2025). While BEPS is
intended to create a fairer global tax system, some scholars and policy experts express concern that it
may inadvertently disadvantage developing countries. The proposed global minimum tax of 15%, for
instance, is well below the statutory corporate tax rates of many African nations, potentially creating a
new set of challenges for tax authorities (Ferguson et al., 2025). The debate is therefore shifting from
the simple effect of tax rates to the broader impact of a country's entire tax regime, including its
complexity, administrative burden, and specific incentives, on the investment decisions of MNEs (Tibor
&Whyman, 2025).

In the East African Community (EAC) context, this issue is particularly acute. Both Kenya and Uganda
are competing for regional hub status, and their respective tax policies are a key battleground. Kenya,
the region's largest economy, has a relatively high tax-to-GDP ratio but has also enacted reforms to
attract investment (Tewodros 2025). Uganda, on the other hand, is leveraging its emerging oil industry
and a rapidly growing population to attract FDI (International Trade Administration. (2023a); Tewodros
Sisay, 2025). The EAC Customs Union aims for harmonisation, yet persistent tax differentials between
member states create opportunities for investment diversion. A 2024 study on FDI determinants in
Uganda, for example, found that while market size and infrastructure were the primary drivers, policy
factors, including tax rates, played a supportive role, with paying taxes having a negative impact on
FDI inflows (International Trade Administration. (2023b). The question, then, is not whether tax policy
matters, but how specific corporate tax parameters interact to influence investment decisions in a
competitive regional environment.

The problem this study addresses is the limited understanding of how specific corporate tax
differentials, beyond simple tax rates, influence investment decisions in a developing country context.
While broad studies in East Africa have shown a link between taxes and FDI, few have delved into the
granular details of how specific tax parameters such as Withholding Tax (WHT) on dividends,
indefinite loss carry-forward provisions, or excise duties on key inputs create a cumulative "investment
burden” that can distort capital flows between close neighbours. The existing literature often focuses
on macroeconomic variables like GDP and trade openness, or on broad fiscal incentives, but fails to
capture the intricate, firm-level considerations that can lead a multinational to choose one jurisdiction
over another. A deeper comparative analysis of Kenya and Uganda is therefore necessary to bridge this
gap in the literature and provide pathways for this study.
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Thus, from above, this paper claims that “Corporate tax regimes in East Africa do not simply influence
revenue collection; they shape the geography of foreign direct investment flows. Using Uganda and
Kenya as comparative cases, this study demonstrates that statutory tax parameters, when reframed into
an investment burden index, are associated with observable differences in FDI inflows, outflows, and
sectoral capital allocation, thus providing evidence of tax-induced investment diversion. To ascertain
the aforementioned claim this paper pursued three objectives: to compare the statutory frameworks of
the two countries, to numerically evaluate differences in key tax parameters, and to analyse their
implications for possible sectoral investment diversion. This paper hence contributes to understanding
how corporate taxation mediates capital flows between Uganda and Kenya within the broader literature
on tax-induced investment diversion through the reframing statutory parameters into an Investment
Burden Index (1BI) and linking these to observed FDI outcomes ensures.

2. Methodology
2.1.Sample and Population

The analytical population for this study consists of statutory corporate-facing tax parameters in force
during the fiscal year 2024/2025 in Kenya and Uganda. These countries were purposively selected
because they are both members of the East African Community (EAC), share strong trade linkages, and
exhibit different tax policy traditions despite geographical proximity. The “sample” is not a probabilistic
draw but rather the complete set of legal provisions governing corporate taxation in the two jurisdictions
during the period under review. By focusing on the entire statutory framework, the analysis ensures that
no relevant policy lever affecting corporate investment decisions was omitted.

2.2.Data

Data were secondary in nature and derived from official government statutes, parliamentary
amendments, international financial institutions, and professional tax advisory reports. For Uganda, the
sources included the Uganda Tax Amendments 2024-2025 published by the Ministry of Finance, the
Income Tax (Amendment) Bill 2025 as tabled in Parliament, the Uganda Revenue Authority’s Taxation
Handbook (second edition, 2022), and the PwC Uganda Corporate Tax Summaries (2025). For Kenya,
the primary documents were the Finance Act 2025 as published in the Kenya Gazette, the PwC Kenya
Corporate Tax Summaries (2025), and the KPMG Finance Act 2025 Analysis.

These tax data represent statutory provisions effective in or legislated for the fiscal year beginning July
2024 and ending June 2025.To link statutory burdens to actual economic performance, complementary
macroeconomic and investment data were incorporated. Foreign direct investment inflows and outflows
for 2023 (measured in millions of US dollars) were obtained from the UNCTAD World Investment
Report 2023. Projections of GDP growth for 2024 and 2025 were sourced from the East Africa
Economic Outlook 2025, while structural macroeconomic indicators such as GDP per capita and trade
openness were taken from the World Bank’s World Development Indicators database (2023 release).
All financial figures were harmonised to constant US dollars. Where statutory amounts were specified
in local currencies, these were converted into US dollars using average market exchange rates prevailing
in 2024, namely UGX 3,800 per USD and KES 135 per USD. This ensured comparability across the
two jurisdictions.

2.3.Variables and Model

Nineteen statutory parameters were identified as directly relevant to corporate taxation in the two
countries. These included consumption-based measures such as the standard VAT rate and the statutory
VAT registration threshold, excise duties on fuel products and alcoholic beverages, various stamp
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duties, withholding taxes on dividends, interest, royalties, technical and management fees, and
contractor payments, as well as capital gains tax, payroll and environmental levies, and the maximum
period for loss carry-forward. All variables were first extracted in their statutory form, expressed either
in percentages, US dollars equities (converted from local currencies using average 2024 exchange rates
of UGX 3,800 =USD 1 and KES 135=USD 1), or years. For comparability, where Kenya’s loss carry-
forward was legally defined as “indefinite,” this was operationalised as ninety-nine years.

Because these variables were expressed in heterogeneous units, they were normalised to a common
scale. A min-max procedure was used such that for each parameter i, the score for country ¢ was
computed as

X = Xci — min(xUG,ierE,i)

ot maX(xUG,i»xKE,i) - min(xUG,i'xKE,i)'

where x ; is the raw statutory value of parameter i in country c. This transformation rescales the values
into the interval [0,1], ensuring comparability across different tax categories.

To orient the normalised variables according to their economic impact on investment, directional
weights were applied. Formally, each parameter was assigned a weight w;, where w; = +1 if higher
values are investment-friendly (e.g., VAT threshold, loss carry-forward), w; = —1 if higher values
represent investment frictions (e.g., VAT rates, excises, withholding taxes, levies, capital gains tax),
and w; = 0 if the effect is neutral. Each country's contribution for parameter i was then defined as

Sei = Wi* xé,i
Summing across all k = 19 parameters yielded the overall Investment Burden Index (IBI) for each
country:

k

IBI. = Z Sei

i=1

The practical application of this procedure can be illustrated with several worked examples. Uganda’s
excise duty on petrol was 0.38 USD per litre compared with Kenya’s 0.16 USD. With a minimum of
0.16 and a maximum of 0.38, Uganda’s normalised score was (0.38—0.16)/(0.22)=1.0, while Kenya’s
was 0.0. Applying the negative weight (w=—1) gave contributions of —1.0 for Uganda and 0.0 for Kenya.
Similarly, Uganda’s loss carry-forward period of seven years compared to Kenya’s ninety-nine years
resulted in a normalised score of 0.0 for Uganda and 1.0 for Kenya. With a positive weight (w=+1), this
yielded contributions of 0.0 for Uganda and +1.0 for Kenya. A further example is the capital gains tax,
where Uganda applied a 30 per cent rate and Kenya 5 per cent. Normalisation gave Uganda 1.0 and
Kenya 0.0, and with a negative weight, contributions of —1.0 and 0.0 respectively.

Following this systematic procedure across all nineteen parameters generated the parameter-level
contributions presented in Table 2 and the aggregated totals reported in Table 1, with Uganda scoring
—2.16 and Kenya —0.33. Finally, to evaluate the relationship between tax burden and investment
outcomes, the aggregated indices were merged with secondary macroeconomic indicators. Specifically,
foreign direct investment inflows and outflows for 2023 were obtained from UNCTAD, while GDP
growth projections for 20242025 were drawn from the East Africa Economic Outlook (2025). This
integration produced the results in Table 3.
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3. Results

This section presents the empirical results of the study, beginning with the parameter-level Investment
Burden Index (IBI) scores for Uganda and Kenya and progressing to their aggregated indices. The
findings integrate statutory tax burdens with foreign direct investment (FDI) inflows and outflows,
thereby linking fiscal regimes to actual investment patterns. Thus, Table 1 and Figure 1 findings
disaggregate the aggregated IBI score into tax categories (VAT, excise, WHT, etc.) to show which
statutory components drive the investment burden. This breakdown provides clarity on the structural
composition of the IBI, but it remains descriptive in nature, as it illustrates rather than tests statistical
differences.

Table 1: Investment Burden Index (IBI) Breakdown by Parameter

Parameter Uganda IBI Kenya IBI
VAT Rate (%) -0.250 -0.001
VAT Threshold (USD) 0.005 0.000
Excise Petrol (USD/I) -0.003 -0.000
Excise Diesel (USD/I) -0.002 -0.001
Excise Beer (%) -0.667 -0.000
Excise Spirits (%) -1.000 -0.000
Stamp Duty General (%) -0.013 -0.000
Stamp Duty Mortgages (%) -0.006 -0.000
Stamp Duty Leases (%) -0.013 -0.000
WHT Dividends (%) -0.167 -0.000
WHT Interest (%) -0.000 -0.000
WHT Royalties (%) -0.000 -0.333
WHT Technical Fees (%) -0.000 -0.333
WHT Contractors Residents (%) -0.100 -0.000
WHT Contractors Non-Residents (%) -0.250 -0.333
Capital Gains Tax (%) -0.375 -0.000
Payroll Levy (%) -0.025 -0.000
Environmental Levy (%) -0.025 -0.000
Loss Carry-forward (Years) 0.000 1.000
Aggregated -2.16 -0.33

Uganda’s heavier burdens are concentrated in excises, capital gains tax, and dividend WHT, whereas
Kenya’s main burdens stem from royalties, technical fees, and non-resident contractor WHT. Kenya
benefits strongly from its indefinite loss carry-forward provision, which offsets its other statutory
disadvantages. Table 2 findings integrate the aggregated 1Bl with foreign direct investment (FDI)
inflows and outflows for the year 2023.
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Figure 1: IBI breakdown by Tax Parameters
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Uganda’s IBI contributions are consistently more negative across almost all parameters, with steep
declines for excise on beer (-0.667), spirits (—1.000), and capital gains tax (—0.375), while Kenya’s
values remain close to zero except for a positive score of +1.000 for loss carry-forward (See Figure 1).
This demonstrates that Uganda’s statutory regime imposes heavier frictions on average than Kenya’s.

Table 2: Parameter-Level Investment Burden Index (IBI) Contributions: Uganda vs. Kenya

Parameter Uganda Kenya Weight  Uganda Kenya
(\Value) (\Value) IBI IBI
VAT Rate (%) 18 16 -1 —0.947 —0.842
VAT Threshold (USD) 39,474 37,037 +1 0.994 0.932
Excise Petrol (USD/I) 0.38 0.16 -1 —-0.242 -0.102
Excise Diesel (USD/I) 0.30 0.14 -1 -0.225 -0.105
Excise Beer (%) 60 10 -1 -1.000 -0.167
Excise Spirits (%) 80 35 -1 -1.000 —-0.438
Stamp Duty General (%) 1.00 1.00 -1 -0.500 -0.500
Stamp Duty Mortgages (%) 0.50 0.10 -1 -0.400 -0.080
Stamp Duty Leases (%) 1.00 2.00 -1 -0.333 -0.667
WHT Dividends (%) 15 5 -1 —-0.750 —0.250
WHT Interest (%) 15 15 -1 —0.500 —0.500
WHT Royalties (%) 15 20 -1 -0.375 -0.500
WHT Technical Fees (%) 15 20 -1 -0.375 -0.500
WHT Contractors Residents (%) 6 3 -1 —-0.600 —-0.300
WHT Contractors Non-Residents (%) 15 20 -1 -0.375 -0.500
Capital Gains Tax (%) 30 5 -1 -1.000 -0.167
Payroll Levy (%) 2 15 -1 -1.000 -0.750
Environmental Levy (%) 2 0 -1 -1.000 0.000
Loss Carry-forward (Years) 7 99 +1 0.071 1.000

Aggregated IBI Score; Uganda: 0.993302; Kenya: 0.998518
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The results indicate that Uganda’s IBI (—2.16 in the first scoring approach, ~0.99 when normalised)
reflects a heavier statutory tax burden compared to Kenya’s lighter burden (~0.99). Despite this, Uganda
attracted substantially higher FDI inflows (US$ 1,553m) compared to Kenya (US$ 461m).

Figure 2: Parameter-level 1Bl on a weighted scale
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Figure 2 confirms this disparity at the weighted parameter level. Uganda registers strong negative
contributions from fuel excises (-0.242 petrol, —0.225 diesel) and payroll and environmental levies
(both —1.000), while Kenya’s burdens are lighter (e.g., —0.102 petrol, —0.105 diesel). Kenya, again, is
advantaged by its extended loss carry-forward, which scores +1.000 against Uganda’s marginal +0.071.
Table 3 combines the Investment Burden Index (IBI) scores with UNCTAD 2023 FDI inflows and
outflows for Kenya and Uganda. This way, the paper can directly compare tax burden vs. real

investment flows.

Table 3: Investment Burden Index (IBI) and FDI Flows: Uganda vs. Kenya (2023)

Country Aggregated IBI FDI Inflows (US$ FDI Outflows (US$ GDP Growth
Score millions) millions) (2024-25)

Uganda -2.16 1,553 1,717 6.1% (2024)

Kenya -0.33 461 1,379 5.3% (2025)

Uganda shows a heavier investment burden (-2.16), yet its FDI inflows (US$ 1.55B) are significantly
higher than Kenya’s (US$ 461M). This suggests that sector-specific factors (e.g., oil investments,
regional trade hub role) outweigh statutory tax disadvantages. Kenya, despite its lighter burden (-0.33),
attracted far less FDI inflow, which may reflect non-tax barriers such as political risk, regulatory
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unpredictability, or competition from neighbouring markets. The outflows are high in both countries,
reflecting regional reinvestment strategies by local firms.

Figure 3: Aggregated IBI and FDI Flows (2023)
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The third chart combines the aggregate IBI scores with investment outcomes. Uganda’s IBI of —2.16 is
considerably lower than Kenya’s —0.33, signalling a heavier statutory burden. Yet, paradoxically,
Uganda attracted higher FDI inflows in 2023 (USD 1,553 million compared to Kenya’s USD 461
million) and also recorded larger outflows (USD 1,717 million versus USD 1,379 million). This
juxtaposition illustrates that while taxation shapes burdens, investment flows respond strongly to other
structural factors, notably Uganda’s oil-sector projects.

Discussion

The purpose of this study was to determine whether differences in corporate tax regimes between Kenya
and Uganda produce measurable investment frictions that contribute to diversion of capital flows. The
descriptive tables constructed in this paper provide both an aggregate and disaggregated view of these
regimes, enabling an assessment of the claim and objectives.

The Parameter-Level Investment Burden Index (IBI) Contributions (see Table 2) demonstrates that
Uganda’s statutory framework imposes heavier burdens through excises, capital gains tax, and
withholding levies. Kenya, in contrast, exhibits burdens in royalties, technical fees, and non-resident
contractor taxation but benefits disproportionately from the indefinite loss carry-forward provision. This
disaggregated analysis confirms the first objective of identifying similarities and differences: while both
countries rely on withholding as a key revenue instrument, Uganda’s reliance on high excises and
capital taxes tilts its regime toward revenue mobilisation, whereas Kenya’s framework is structured to
encourage reinvestment and offset losses. These divergences in tax design substantiate the paper’s
central claim that corporate tax regimes in East Africa are not neutral but constitute potential sources
of investment diversion (Erokhin, 2023; OECD, 2023).
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The IBI Breakdown by Parameter (see Table 1) provides a more aggregated lens, showing how the
statutory values translate into overall investment burden. Uganda’s negative IBI score (—2.16, or ~0.99
normalised) is substantially heavier than Kenya’s lighter burden (-0.33, ~0.99). Yet the FDI-IBI
comparison table (see Table 3) reveals a paradox: despite heavier tax burdens, Uganda attracted US$
1,553 million in FDI inflows in 2023, compared to only US$ 461 million for Kenya. This finding
suggests that tax-induced diversion cannot be understood in isolation from sectoral dynamics. In
Uganda, oil-related investments and regional positioning compensated for statutory disadvantages,
whereas Kenya’s lighter regime was not sufficient to attract inflows on the same scale. This aligns with
UNCTAD’s (2023) observation that sectoral resource endowments often outweigh fiscal incentives in
driving FDI inflows. The second objective of numerically comparing tax regimes is therefore met, but
the findings also caution against oversimplifying the relationship between statutory tax burdens and
FDI behaviour (IMF, 2023).

From a sectoral perspective, the tables provide clear implications aligned with the third objective. In
the automobile sector, Uganda’s high excises on petrol and diesel (see Table 2) increase logistics costs,
diverting automobile importers and distributors toward Kenya, which offers cheaper transport inputs.
For the energy sector, Uganda’s heavier levies are offset by the sheer scale of oil-sector FDI inflows
(see Table 3), demonstrating that natural resource endowments may outweigh tax frictions; however,
in renewable and clean energy segments, Kenya’s exemptions and incentives make it comparatively
more attractive (World Bank, 2023). In agriculture and agro-processing, Uganda’s excise-heavy regime
increases costs of production, nudging firms to establish processing facilities in Kenya where corporate
tax incentives encourage reinvestment. Finally, in fast-moving consumer goods (FMCGs), Uganda’s
statutory predictability provides revenue stability, but Kenya’s loss carry-forward provision (see Table
1) enhances competitiveness by allowing multinational firms to reinvest and expand market share
without immediate tax penalties (KPMG, 2025; PwC, 2025).

Taken together, the descriptive evidence partially supports the study’s claim of tax-induced investment
diversion. Uganda’s higher burden does correlate with sector-specific diversions in manufacturing,
logistics, and consumer goods, while Kenya’s lighter tax design strengthens its competitive position in
these sectors. However, the case of Uganda’s oil-driven FDI demonstrates that sectoral opportunities
can override tax burdens, meaning the diversion effect is mediated by natural endowments and market
structures. Thus, the claim is supported, but with impetus: taxation matters, yet its effect on investment
diversion is contingent upon the sectoral context and the presence of non-tax investment drivers
(UNCTAD, 2023; IMF, 2023; OECD, 2023).

Conclusion

In this paper, we tested whether statutory differences in corporate taxation between Kenya and Uganda
create investment frictions that may lead to tax-induced diversion of capital. The descriptive and index-
based analysis shows clearly that the two jurisdictions adopt different fiscal philosophies. The
Investment Burden Index (IBI) constructed from nineteen statutory parameters indicates that Uganda’s
statutory framework is, on aggregate, heavier driven principally by higher excises, capital-gains
provisions and withholding taxes whereas Kenya gains relative advantage from investor-friendly
measures such as an effectively indefinite loss carry-forward and targeted incentives. However, the
empirical juxtaposition of IBI scores with UNCTAD FDI flows for 2023 reveals a nuanced outcome:
Uganda attracted considerably larger inflows in 2023 despite a heavier statutory burden. This pattern
suggests that taxation matters for investment location decisions, but is not the sole determinant; sectoral
factors (notably natural-resource projects), market size, and non-tax investment drivers can offset or
even overwhelm statutory tax disadvantages. In short, the study’s central claim that tax differences
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contribute to diversion is supported in principle, but the effect is conditional and mediated by sectoral
dynamics.

The implications of these findings are threefold. First, statutory tax design influences comparative
advantages and can shift firm decisions across borders, especially in sectors sensitive to variable
operating costs such as transport-intensive manufacturing and FMCGs. Second, the case of Uganda’s
high FDI inflows despite a heavier IBI underlines the importance of sector-specific project economics:
very large, resource-led investments may swamp the signal sent by statutory tax differences. Third,
policymakers should recognise the trade-off between near-term revenue mobilisation and long-term
competitiveness; incentives and stability interact with statutory rates to shape investor expectations and
behaviour. Taken together, the results argue for a common regional policy: harmonisation or at least
coordination of key tax levers under the East African Community would reduce distortions, but such
efforts must be sector-sensitive and account for country-specific endowments.

Limitations

Several important limitations constrain the strength and generalisability of the study’s claims. The first,
and most important in terms of inference about diversion, is the nature of the analysis itself: it is
primarily descriptive and deductive. The IBI was built from statutory provisions and used to identify
plausible pathways for investment diversion. However, it does not provide a quantified, causal estimate
of sectoral diversion. In other words, the analysis can plausibly indicate where and how diversion may
occur, but it cannot precisely quantify the magnitude of diversion at the sector level. This limitation
follows from the data and design: statutory parameters are policy variables, not random samples, and
the current two-country case provides limited cross-sectional variation for robust econometric
identification.

The study reveals that statutory corporate taxation differs significantly between Kenya and Uganda,
which could influence investment decisions. However, the degree to which these differences translate
into measured sectoral diversion remains an open empirical question. The study's construction involves
methodological choices that affect numerical outcomes, such as converting local monetary thresholds
to USD, encoding "indefinite" loss carry-forward as a proxy, and applying min-max normalisation
across only two observations. The study relies on statutory rather than effective tax burdens, which are
needed to validate whether statutory differences translate into material differences in after-tax returns.
The study also highlights the volatility and project-driven nature of FDI data, which limits the ability
to generalize from one year's data. Future research should combine the statutory 1Bl approach with
micro- and sectoral data to better estimate the degree of diversion.
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