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1. INTRODUCTIONAn important consequence of the failureof multilateral trade negotiations, from Seattle1999, Doha, 2001 and Cancun 2003,  is the pro-liferation of Preferential Trade Arrangements,actualized through Regional Trade Arrange-ments (RTAs). This renewed enthusiasm is fu-elled in part by the change in trade strategiesby key members of WTO, particularly the USA,towards regionalism and away from its tradi-tionally favoured multilateral trade system.This policy shift from the USA has conse-quently spawned two diametrically opposedapproaches to trade liberalization globally,namely; the multilateral approach and the re-gional approach. A natural offshoot of this sce-nario is that today, almost each and every coun-try participates in an RTA in one way or an-other.East African Community (EAC) partnerstates have not been spared the rampant pro-liferation of Preferential Trade Arrangements,which are currently being actualized globallythrough Regional Trade Arrangements. In East
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Africa, partner states have membership span-ning three different RTAs. Kenya, Uganda, Tan-zania, Rwanda and Burundi belong to East Af-rican Community (EAC). All except Tanzaniabelong to Common Market for Eastern andSouthern Africa (COMESA), and Tanzania be-longs to Southern Africa Development Coop-eration (SADC). SADC and COMESA are FreeTrade Areas while EAC is a customs union.Other existing arrangements are cooperationagreements such as the Cross Border Initiative.RTAs by their very nature are discrimi-natory and therefore have the potential toimpact trade either positively or negatively.However, opinion is divided on the exact im-pact of RTAs on trade. Proponents of regionalapproach to trade liberalization argue that thepositive effects far outweigh the negative ones.On the other hand, opponents argue that RTAsgenerate  limited benefits or even losses forthe participating countries, implying that theyhave the potential to undermine multilateraltrade system thereby slowing down globaltrade liberalization. To the best of our knowl-edge, no study has been done so far  to  situate
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the East African Community (EAC) in this de-bate.RTAs have several potential benefits.These include increased competition, whichprovides opportunities for enhancing effi-ciency, access to enlarged markets which canfoster growth through economies of scale indomestic production. RTAs can also lead to in-creased investment and higher total factorproductivity growth due to better access totechnology. As a result of this, partner statesare likely to benefit from a lower price of capi-tal goods thereby stimulating investment. Be-sides, RTAs can also lead to more rational tariffregimes which may encourage greater partner-ship and foreign investment. Smaller countriesin an RTA are likely to face an improvement oftheir TFP owing to a positive externality ef-fect from the more technologically developedcountries’ advanced technical knowhow.Other benefits include increased intra-re-gional trade along with inflows of foreign capi-tal, which  can help to boost industrial develop-ment and increase diversification of the exportbase. RTAs can also promote convergencewherein the poorer partner states are facili-tated to catch up with the richer ones throughthe process of trade. Besides, RTAs can serve auseful economic purpose by providing a plat-form for reducing uncertainty and improvingcredibility which may be conducive to a bet-ter environment for the private sector to planand invest.It is the belief of partner states that someor all of these potential benefits are bound toaccrue to each member individually and to allmembers collectively. This, in our opinion iswhat is providing the impetus for integrationof the East African Countries into an economiccommunity. Experience and robust economictheory however identifies certain indicatorswhich are likely to drive the direction andmagnitude of outcomes of such integrationarrangements and which should therefore in-form any trade potentials expected from sucha process. In this paper, we estimate some ofthese indicators with a view to determining

the welfare effects of the EAC integration pro-cess.
1.1 EAC IN PERSPECTIVEThe first attempt at regional integrationin East Africa dates back to 1917 when Kenyaand Uganda first formed a customs union thatwas later joined by Tanzania in 1927. This at-tempt was followed by the formation of theEast African Common Services Organizationin 1961 which collapsed in 1967. Formal at-tempt at forming an East African Communitystarted in 1967 between Kenya, Uganda andTanzania. The Community collapsed in 1977following disagreements between the threefounding countries on a number of politicaland economic issues.Kenya, Uganda and Tanzania renewed at-tempts at regional co-operation by forming thePermanent Tripartite Commission for EastAfrican Co-operation in 1993. This led to thesubsequent signing of the Treaty for the estab-lishment of EAC by the three countries in 1999.The Treaty entered into force in 2000. In 2007,Rwanda and Burundi signed treaties of acces-sion to the EAC.The roadmap of the EAC envisaged agradual progression from a customs union toa common market, monetary union, finallyculminating into a political federation. Thecustoms union was established in 2005. Thiswas followed by the signing of a protocol forthe establishment of a common market in 2009and a subsequent launch of the same in 2010.A monetary union is envisaged to enter intoforce in 2012.
1.2 EAC TRADE PERFORMANCE: 2001-

2009.There is evidence that intra-EAC trade hascontinued to expand over the years. Valueadded products and pooling of resources forinvestment arising from integration havegreatly boosted business and upped employ-ment creation in the region. In 2009, trade vol-
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umes between partner states increased toKsh315 billion. This rose slightly to Ksh324billion in 2010. In 2011, the community is pro-jecting intra-trade at about Ksh342 billion and360 billion in the subsequent financial year.At the country level, export volumes toEAC for Uganda shot up from a net of USD 87.2million in 2001 to USD 398.8 million in 2009.Over the same period, Tanzania’s export vol-umes rose from USD 58.6 million to 323.5 mil-lion, while Kenya’s exports almost doubledfrom USD 622.5 million to USD 1167.1 million.Rwanda and Burundi have however, not reg-istered significant growth in their export vol-umes. In 2006 for instance, Rwanda’s exportsto EAC stood at a net worth of USD 33 millionand Burundi’s at USD 5.5 million. In 2009,these figures stood at USD 47.3 million forRwanda, and USD 6 million for Burundi.The low export growth figures forRwanda and Burundi are more than compen-sated for by massive growth in import vol-umes. In 2006 for instance, import flows fromEAC stood at USD 143 million for Rwanda, andUSD 60.9 million for Burundi. In 2009, thesefigures stood at USD 449 million and USD 129million respectively. This reverse trend is no-table for Kenya, Uganda and Tanzania as well.Despite having massive growth in export vol-umes, the growth in import volumes is muted,despite having higher values. In 2002, importvolumes for the three countries stood at USD19.1, 415 and 97.9 million respectively. In2009, the same figures stood at USD 162.2, 547and 316.9 million respectively.Overall, Kenya is dominant in the intra-EAC trade, accounting for almost half the totalvalue of trade and registering a surplus in itstrade accounts with each of the partner states.Uganda remained the largest importer in in-tra-EAC trade, accounting for about half of thetotal imports, and Burundi the smallest. Overthe period of analysis, Tanzania registered thehighest growth rates in intra-EAC exports.It is evident that the intra-trade perfor-mance presents mixed results to the variouspartner states and this then begs the key ques-

tion of whether there is trade potential in theRTA for all the partners. This is the questionthat the present study seeks to address.
2. ANALYTICAL FRAMEWORKThe potential for trade within an RTA canbe inferred from underlying structural simi-larities or dissimilarities within partner coun-tries. Welfare gains and losses that accrue topartner states in EAC are therefore likely todepend on the existing and expected trade pat-terns among them as well as their own indi-vidual trade structures. In order to gauge thepotential welfare gains and the need for in-creasing intra-EAC trade for partner states, werely on the Sussex framework to calculate anumber of complementary trade indicatorswhich robust economic theory and experiencesuggest are likely to reveal the underlying tradestructures and also give an indication of thedirection and outcome of integration. Theseinclude Trade Concentration Index, RevealedComparative Advantage Index and FingerKreinin Index. Data for computing all the indi-ces has been obtained from UN Comtrade data-base while the Systematic and IntegratedFramework for Trade Analysis (TradeSift) soft-ware is used for the analysis.The degree of openness of countries in anRTA is a basic indicator of trade liberalization.It is measured as the share of trade (exportsplus imports) in the GDP expressed in currentprices.
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The indicator ranges from zero (for aneconomy that is completely closed) to infinity(for an economy that is completely open). AnRTA is more likely to be welfare enhancing iftrade is a small share of GDP.A more concentrated export structuresuggests that imports into an RTA are met bythird party countries, while a more diversifiedstructure indicates high potential ofcomplementarity in trade. The structure of ex-
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ports of most countries in Sub-Saharan Africatends to be highly concentrated in a few prod-ucts many of which are not important in theother African countries. This acts to limit thepotential flow of imports among partners in anRTA. It is important to test whether EAC is af-flicted by the same problem. Using diversifi-cation of exports as a proxy for output diversi-fication, we measure diversification of exportstructure by calculating a Trade ConcentrationIndex (TCI).When calculated by product;
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∑Where:K = productI = reporting countryJ = partner countryX = total exportsTrade Concentration Index decreases withthe level of diversification. When TCI = 1, thisimplies that a given country is exporting onlya single product. The closer it is to zero, themore diversified is the export structure. TCI issensitive to the level of aggregation. In thisstudy, we therefore aggregate at the 6 digitlevel.A complementary method of evaluatingtrade flows and the potential ofcomplementarity among partner states in anRTA is to calculate an index of Revealed Com-parative Advantage (RCA). RCA shows theshare of product k in total country i exportsrelative to the share of product k in total worldtrade. A country has Revealed ComparativeAdvantage when its share of exports of a goodexceeds the equivalent share of exports of theworld. In the context of RTAs, the presump-tion is that partner states that have a narrowerrange of RCA indices particularly in similarproducts are less likely to find grounds for sus-tained exporting as a result of an RTA.The method used in this study is based onthe Balassa Index which estimates RCA with

respect to total world trade. The general formof this framework is expressed as follows; k k
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The Sussex framework2, provides an al-ternative version of this index which is nor-malized for purposes of making cross-sectoralcomparisons possible. The normalized versionis given as;Normalized RCA = (RCA – 1) / (RCA + 1)From this framework arise two versionsof RCA; bilateral RCA1 and bilateral RCA2. Inthis study, we compute the former. RCA1 usesthe exports of a selected comparator country -country j as the denominator.  The RCA1 is thencalculated by comparing the share of exportsof country i to the world to the share of ex-ports of country j to the world.
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It ranges from zero (no exports in thatproduct) to infinity. If RCA>1, then the coun-try has a revealed comparative advantage inthe product in question.Trade can be used as an imperfect proxyfor production structures (when calculated bydestination). To test for potential for trade di-version or trade creation in the EAC, we calcu-late Finger-Kreinin Index (FKI) by source. FKIshows how similar the structure of imports orexports is or how similar the structure of pro-duction is between two countries.
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FKI ranges between 0 and 1. A value ofzero indicates that the two countries have tradestructures that are completely different and theproducts that country i exports are completelydifferent from the ones that country j exports
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and vice-versa. This is a sure recipe for tradediversion. A value of 1 show that the two struc-tures are identical and the countries in ques-tion export the same products with the samelevel of intensity. This implies that there isscope for trade creation between the two coun-tries since both countries can choose to im-port from the more efficient producer betweenthem. In this study, we calculate FKI by source.
3. RESULTS AND DISCUSSIONTable 1 reports the Openness Indicator foreach of the partner states in EAC.

The table shows a relatively low level ofopenness for all the EAC countries. Althoughall countries register a persistent rise in thisindicator over the period analyzed, Rwandaand Uganda are shown to be the least open.Kenya is, on average the most open. These re-sults suggest that within EAC, trade is only asmall share of GDP hence integration is boundto be welfare improving.Using UN Comtrade data for 2009, wecomputed the Trade Concentration Index byproduct for each of the partner states. Resultsare reported in Table 2. From Table 2, it is evi-dent that each of the five countries exhibithighly diversified structures with respect to

their exports to the rest of the world. Ugandahas the most diversified export base andBurundi the least. In its trade with EAC,Burundi’s exports are the least diversified, withits exports to Kenya narrowing down to a hand-ful of commodities. Kenya’s trade with EAC isthe most highly diversified followed byUganda’s. Rwanda and Tanzania follow closelyin that order. An overall analysis shows thatthere is sufficient basis for trade hence part-ner states should be able to exploit the full po-tential of the different economies along thelines of comparative advantage.

In order to evaluate trade flows and thepotential of complementarity among EAC part-ner states, we compute an index of BilateralRevealed Comparative Advantage. For each setof EAC partner states, we calculate BRCA1 forthe top ten exports to the world. For all the fiveEAC countries combined, top ten exports yields31 products in which at least one country has arevealed comparative advantage. black tea,portland cement, coffee (Not roasted), beermade from malt, petroleum oils and oils ob-tained from bituminous and transmission ap-paratus are common export items to all the fivecountries in which each partner has an RCAgreater than one. Table 3 reports BRCA1 by

                      Year 

Reporter 

 

2003 

 

2004 

 

2005 

 

2006 

 

2007 

 

2008 

Burundi 0.35 0.38 0. 47 0.62 0.59 0.39 
Kenya 0. 40 0. 41 0. 49 0. 48 0. 48 0. 46 
Rwanda 0.17 0.20 0.22 0.22 0.24 0.25 
Uganda 0.28 0.27 0.27 0.35 0.38 0. 40 
Tanzania 0.32 0.34 0.34 0. 44 0. 47 0.54  

Table 1Degree of Openness of EAC Partner States

Source: Own computations
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product for the country with the highest indexagainst relevant competing partner.From a list of 50 products, 31 had BRCA1greater than one. The rest showed mixed re-sults with some countries posting BRCAs thatare far less than one. Table 3 shows wide dif-ferences in comparative advantage over a largenumber of export products, ranging from 2460.44 for Kenyan exports of fresh produce to theworld against Uganda’s to 3.08 for Uganda’sexports of stemmed tobacco to the worldagainst Kenya’s. This is likely to providegrounds for sustained exporting between theEAC countries thereby leading to a welfareimproving RTA, provided that the initial tar-iffs are not too high.To determine the potential for trade di-version or trade creation in the EAC, we testfor similarities in the structure of exports oftwo countries into a given market by comput-ing the Finger-Kreinin Index (FKI) by sourceusing data for 2009. When computed in thismanner, the FKI then simply compares the de-gree of similarity of the reporter country’s anda first partner country’s exports into a secondpartner country’s market.  Table 4 reports theFKI computations.

From the table, it is evident that the struc-ture of exports within EAC is, on average moredissimilar than similar, with a score range of0.00 – 0.56 on the FKI scale and with the latterscores being the outliers. Exports of Kenya/World, Kenya/Rwanda, Kenya/Uganda, Kenya/Tanzania to the world and the rest of EAC showon average, the highest range of FKI scores,with a minimum score of 0.26 and a maximumscore of 0.45. This shows a fair dose of similar-ity in export structure of Kenya and these part-ners which suggests remote possibilities fortrade creation, since all these countries canchoose to import from the most efficient pro-ducerExports of Uganda/World, Uganda/Burundi, Uganda/Kenya and Uganda/Rwandato the World and the rest of EAC is the onlyother set of export structures that show someremote semblance with Uganda/Burundi ex-ports to Rwanda registering the highest FKIscore (0.56). This implies that what Ugandaexports to Rwanda are not very different fromwhat Burundi exports to Rwanda, thereby sug-gesting possibility of trade creation. The ex-ports of Rwanda/Burundi to Kenya are alsoshown to be totally different (FKI score of

Table 2Trade Concentration Indices 2009
                  Country 

Partner 

 

Burundi 

 

Kenya 

 

Rwanda 

 

Uganda 

 

Tanzania 

World 0.1851 0.0536 0.1265 0.0465 0.0874 
Burundi --------- 0.0619 0.1386 0.1003 0.1194 
Kenya 0.7509 --------- 0.8073 0.0849 0.0639 
Rwanda 0.2045 0.0233 --------- 0.0877 0.1922 
Uganda 0.4097 0.0365 0.0815 --------- 0.1548 
Tanzania 0.2620 0.0147 0.0810 0.0534 ---------  Source: Own computations
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Table 3Bilateral Revealed Comparative Advantage by Product: 2009
Product Country Partner BRCA1 Other black tea Uganda Burundi 123. 48 Coffee, not roasted Burundi Tanzania 9. 42 Beer made from malt Uganda Tanzania 13.85 Petroleum oils and oils obtained from bituminous Uganda Rwanda 35.24 

Other (Product number 060390) Kenya Tanzania 31. 46 Portland cement Uganda Burundi 228.54 Cigarettes containing tobacco Kenya Tanzania 16.56 Raw sugar Uganda Tanzania 333.66 Other (Product number 283699) Kenya Uganda 29.72 Fresh (Product number 060310) Kenya Uganda 2460. 44 Transmission apparatus Uganda Tanzania 238. 41 Other (Product number 070990) Kenya Rwanda 640.71 Other (Product number 140490) Kenya Uganda 1150.36 Fresh or chilled Uganda Kenya 23. 47 Stemmed tobacco Uganda Kenya 3.08 Vegetable fats and oils Uganda Tanzania 36.60 Product number 999999 Tanzania Uganda 14.62 Cashew nuts in shells  Tanzania Kenya 187. 44 Non-monetary, other semi manufactured forms Tanzania Rwanda 34.96 Sesamum seeds Tanzania Kenya 18. 44 Non-monetary, other unwrought forms Burundi Rwanda 178.23 Other (Product number 261690) Tanzania Rwanda 85.38 Source: Own computations
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zero), implying that what Rwanda exports toKenya is totally different from what Burundiexports to Kenya, suggesting possibility of tradediversion. Overall, the FKI scores suggest morepossibilities of trade diversion than creation.These results (from FKI computations)must however be interpreted with caution,particularly with regard to the welfare effectof EAC. From a simple Vinerian Model, trade

creation is always welfare increasing whiletrade diversion is always welfare reducing.Evidence from literature suggests some ambi-guity in this one-to-one correspondence.From a practical perspective, if demandis not perfectly price elastic, then both tradediversion and creation would arise becauseintegration would lead to a fall in domesticprices which then leads to an increase in con-
Table 4 Finger-Kreinin Index by Source 2009

Reporter Partner 1 Partner 2 Fki Kenya World Rwanda Uganda Tanzania 
0.10 0.01 0.01 0.03 Rwanda World Uganda Tanzania 0.11 0.03 0.02 Uganda World Tanzania 0.10 0.12 

Burundi 

Tanzania World 0.12 World Burundi 0.22 Rwanda World Burundi Uganda Tanzania 
0.30 0.33 0. 44 0. 42 Uganda World Burundi Tanzania 0.34 0.26 0. 45 

Kenya 

Tanzania World Burundi 0.33 0.33 World Kenya 0.34 Burundi World Kenya Uganda Tanzania 
0.05 0.00 0.04 0.02 Uganda World Kenya Tanzania 0.19 0.18 0.12 

Rwanda 

Tanzania World Kenya 0.21 0.07 World Tanzania 0.23 Burundi World Kenya Rwanda Tanzania 
0.26 0.09 0.56 0.19 Kenya World Rwanda Tanzania 0.25 0.07 0.27 

Uganda 

Rwanda World Tanzania 0.27 0.27  
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sumption in each of the partner states. Suchconsumption gains enhance welfare therebyincreasing effects of trade creation. They canalso offset the welfare reducing effects of tradediversion thereby causing trade diversion tobe welfare enhancing. In general terms how-ever, trade creation is superior to trade diver-sion.
4. CONCLUSIONIn this paper, we have answered the ba-sic question of whether the EAC is welfare en-hancing to partner states by identifying the fac-tors,  which are likely to promote trade cre-ation rather than trade diversion. The first setof factors relate to the degree of openness ofthe region to trade. The openness indicatorsuggests that overall, trade in EAC is a smallshare of GDP, and hence trade is welfare en-hancing.The second set of factors is concernedwith the degree of overlap between the goodsproduced by partner states. The Trade Concen-tration Index shows a considerable overlapbetween products of each country, which sig-nifies scope for trade creation. The last set offactors relate to differences in production costsbetween partner states in industries, whichthey have in common. The BRCA1 shows greatdifferences in costs between partner states,implying potential for greater gains resultingfrom trade creation.
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Reporter Partner 1 Partner 2 Fki World Rwanda 0.04 Burundi World Kenya Rwanda Uganda 
0.07 0.10 0.13 0.27 Kenya World Rwanda Uganda 0.20 0.06 0.23 

Tanzania 

Uganda World Rwanda 0.11 0.05  

Table 4. Cont.

Source: Own computations




