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Executive Summary

Infrastructure services are recognised as fundamental elements of productivity and economic growth of any country. This brief
examines the impact of economic infrastructure on the export of manufactured products in the East African Community (EAC)
region using a gravity model and data from the COMTRADE and World Integrated Trade Solutions (WITS) database. Results
indicate that the largest gain in manufactured exports is realized through investment in the stock of road infrastructure, electricity

and public transparency for the individual EAC countries.

Introduction

Quality infrastructure and infrastructure services are
well recognised as fundamental elements of productivity
and economic growth. Investments and improvements
in infrastructure can significantly lower production and
transaction costs, thereby increasing competitiveness and
expanding market access. Furthermore, there is evidence to
show that improvement in trade facilitation in sub-Saharan
Africa can boost merchandise exports by as much as 27
percent equivalent to US$ 60 billion in 2010.

Economic infrastructure has the greatest effect on the
improvementofexportsand competitiveness Tradeflowsinmost
developing countries encountertime delays created by laborious
administrative procedures which prevent and discourage local
manufacturers from exporting time-sensitive goods. Similarly,
there is a positive relationship between poor institutional
quality and low-quality manufacturing exports. Specifically,
the lack of transparency and the persistence of corruption
can affect the export of manufactured goods. For example, in

Cameroon infrastructure constraints are potentially responsible
for about 42 percent of the productivity gap faced by firms.

Poor quality of infrastructure increases the risk of damaging
goods therefore increasing the cost of the whole transaction.
Shipment holdups, overcrowding and congestion at the ports in
Kenya hinder the ability of firms to acquire imported production
inputs, resulting in production losses and higher production
costs. These kind of costs can spill over into the rest of the
region particularly inthe landlocked countries (Uganda, Rwanda
and South Sudan) whose exports and imports transit through
these ports. Therefore, it is important to keep in mind that at
the regional level, institutional differences across countries
are often key determinants of trade patterns and volumes.

This brief is based on a titled study “The Role of Economic
Infrastructure in Promoting Exports of Manufactured
Products: Trade Facilitation and industrialisation in the
EAC” . The study examined the role of economic infrastructure
on exports of manufactured products from the EAC Member
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States using a gravitation model. The panel data used was
export trade data from the COMTRADE and World Integrated
Trade Solutions (WITS) database which covers 70 countries
that each of the EAC Member State exports to manufactured
products.

Extent of infrastructure gaps in the EAC

The EAC Treaty recognises the provision of basic infrastructure
as one of the operational principles of the community. Given
that traditional trade barriers such as tariffs have significantly
come down, trade facilitation to address other obstacles to
trade in goods and services has become even more important.

Transport Infrastructure: In a bid to lower the high
transportation costs, the partner states of the EAC have
undertaken various sector reforms. Accordingly, with a view
to supporting and regulating infrastructure development, a
number of Tripartite Agreements concerning road transport
and inland waterway transport on Lake Victoria have been
reached. The EAC 2010-15 Transport Strategy has a specific
focus on railways. On the whole, the strategy lists up to 247
projects in all transport modes that will cost up to US$21 billion.

ICT/Communication infrastructure: The number of internet
hosts per 1000 persons has steadily been on the rise. This
is keeping with the spectacular growth in broadband ICT
infrastructure in the EAC, largely attributed to the connections
to four under-sea cables (EASSY, SEACOM, TEAMS and
LION 2) on the East African Coast. Although the EAC region
has significant mobile cellular subscription rates, the use of
internet is still low by international standards.

Electricity: Throughout the EAC, installed capacity for
electricity generation has been increasing in line with the
vast investments made in electricity generation infrastructure.
However, compared to industrializing and more industrialized
economies, the EAC regional electricity generation is extremely
low and still requires massive investment. Countries with high
per capita consumption of electricity are likely to be more
industrialised than those with lower per capita consumption.
Whereas the Common market of Eastern and Southern African
countries have an average of 437 kWh per capita and the
Association of Eastern Asian Nations are at 2,382 kWh per
capita, the EAC is at 71 kWh per capita. Thus, EAC Member
States electric power consumption suggests a level below the
global average consumption.

Manufactured exports in the EAC

The manufacturing sector in the EAC region is predominantly
centred on primary production. In fact, the proportion of exports
that is manufactured is significantly small as illustrated
in Figure 1 below. Although over the years, there was an
increase in the proportion of manufactured exports by the
EAC Member states, the performance is weak when compared
with other regions. Compared to Thailand and Vietnam (Both
Middle income countries), the EAC and COMESA regions have
significantly lower shares of manufactured exports. For the last
two decades Thailand has maintained an average above 70
percent of exports as manufactured and Vietnam experienced
a tremendous growth from 44 to 74 percent. When the
individual countries in the EAC region are considered, Kenya
(36 percent) exports the highest proportion of manufactured
products followed by Tanzania and Uganda (28 and 25 percent

Figure 1: Manufactured exports (% merchandise exports (1996 — 2014)
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Figure 2: Average manufacturing value added (% of GDP)
2001- 2014
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respectively).

Furthermore, the Manufacturing Value Added (MVA) as a
proportion of the gross domestic product (GDP) is also quite
low in the EAC region with only Kenya and Burundi scoring
above 10 percent (Figure 2). When compared to countries
like Mauritius which has 19 percent, Thailand at over 26
percent and Vietnam at 18 percent, the EAC Member states
still perform dismally. Notwithstanding the noted progress
made in the last two decades, the EAC member states still lag
behind in exports of manufactured products. Trade facilitation
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through infrastructure development can make a contribution
to industrialisation.

Impact of economic infrastructure on manufacturing

The results in the panel of Figure 3 show the estimated change
in the proportion of manufactured exports for the EAC when
different infrastructure categories are improved by 10 percent.
The largest gain in manufactured exports is realized through
investment in the stock of road infrastructure, electricity and
public transparency for the individual EAC countries analysed.
A 10 percent increase in road infrastructure investment is
estimated to increase manufactured exports by 48 percent for
Uganda, 7 percent for Kenya and 111 percent for Tanzania.
This can be explained by existing infrastructure gaps that
are higher among the EAC Member states. When contrasted
with railway infrastructure, results suggest that a 10 percent
increase in its investment lead to an increase of between 6
to 10 percent of manufactured exports for the three countries.
This is explained by the fact that most of the region is
interlinked by road networks and not necessarily railway lines,

Figure 3: Impact of 10% infrastructure improvement on EAC manufactured exports
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although the latter is extremely important as
well. Electricity remains an important category
of infrastructure with a 10 percent increase
in investment likely to lead to a 15 percent
increase in exports of manufactured products
in Uganda, 35 percent in Kenya and 12 percent
in Tanzania.

Furthermore, Figure 3 shows that investment
in air transport will bear significant gains in

manufactured exports of about 7 percent.

Increasing transparency and accountability
and reducing corruption (a form of soft
infrastructure) by 10 percent leads to an
increase in manufactured exports by 8
percent in Uganda, 9 percent in Kenya and a
massive 34 percent in Tanzania. Improving
trade facilitation by reducing the number of
documents and days in the exportation process
generates large gains in increasing exports of
manufactured goods. A 10 percent reduction
in the number of documents increases exports
of manufactured goods by 10 percent in
Uganda, 3 percent in Kenya and 5 percent in
Tanzania. Uganda being land locked makes
the most gains. Similarly reducing the number
of days to export by 10 percent leads to 6
percent increase in exports of manufactured
products in Uganda, 5 percent in Kenya and 1
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Policy implications

The results suggest that improving economic
infrastructure quality generates huge gains
in terms of exports of manufactured products
from the EAC Member States. Specifically,
hard physical infrastructure has more poten-
tial to generate a greater impact on manufac-
tured exports compared to soft infrastructure.
It is evident for soft infrastructure—through
transparency and accountability; internet
connectivity and telephone subscription im-
prove the efficiency and business environ-
ment which supports exports of manufactured
products.

To attain the desired industrialisation
outcomes, the EAC as a whole should
focus on: Improving and increasing road
networks; improving public transparency; and
developing air transport infrastructure. At the
individual country level, all countries must
invest more in road infrastructure, increase
electricity consumption per capita, improve
the quality of rail infrastructure and improve
public transparency.
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