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EXECUTIVE SUMMARY

1.0 Introduction

The EAC Customs Union was launched on 1% January 2005. Rwanda and Burundi joined the
Customs Union in July 2007 and are expected to start implementing the provisions of the
Customs Union with effect from July 2009.

The overall goal of the EAC Customs Union (EAC CU) is to deepen the integration process
through liberalization and promotion of intra-regional trade. Other indirect, howbeit crucial
expectations from the customs union is promotion of efficiency in production in response to
intra-region competition among businesses, enhancement of domestic, cross border and
foreign investment and promotion of industrial diversification and economic development.

As implementation of the Customs Union progresses into its fourth year it is opportune time
for business community to take stock of the effects this far. The business community needs a
clear understanding on the effects of the EAC Customs Union in order to engage on issues
geared towards enhancing the effectiveness of the EAC trade regime.

It is in this context that EABC commissioned this study, through the funding from RTFP, with

an aim of capturing empirical information on the experiences of business community on the

implementation of the Customs Union. Specific objectives, stipulated in the terms of

reference, are as follows:-.

a) To understand the level of awareness about the opportunities of implementation of the
EAC CU

b) To understand the expectations of the business community from the EAC Customs Union

c) To understand the facilitation needs of the business community in relation to the EAC CU

d) To understand the challenges facing EAC exporters, producers and importers.

It is envisaged that the output of the survey will provide vital inputs from the private sector
which will enhance implementation of EAC Customs Union through corrective measures to
mitigate existing challenges while maximizing successes.

2.0 Methodology

Questionnaires were used as the basic tool for capturing and collecting data for this survey.
Selection of the sample sectors was done based on volume of exports to the EAC, with cut
mark placed on sectors accounting for 80% of intra-EAC exports. A sample 86 companies was
drawn from these sectors.

The draft report was subjected to national and regional validation workshop held in the
region between 28" July and 25™ August 2008. Proceedings from the National and Regional



Workshops were considered in the process of finalization of the study report. The reports of
these workshops are annexed to this final study report as annex 4 (a) to (f).

3.0 An Overview of the Implementation of the Customs Union
Implementation of the EAC Customs Union is on course in accordance with the road map
agreed between the EAC Partner States. The focus has been on implementation of the EAC
CET, Internal Tariff elimination in accordance to the agreed road map, enforcement of the
EAC Customs Management Act, the Rules of Origin, harmonization of standards, elimination
of NTBs, adoption of the Competition policy and law, among others.

4.0 Summary of Survey findings

4.1 Domestic production chain

An assessment of the effects of EAC Customs Union on the production value chain reveals
tendency for companies to source inputs from either the domestic market or from the rest of
the world with inputs from the two sources accounting for an average of 39% each. Inputs
from the EAC trading block accounts for just 15% of the total in the production chain. This
reflects opportunity for improvement of intra regional trade among the member states.

External factors impeding businesses from taking full advantage of the EAC Customs Union
External factors hindering businesses from taking full advantage of the EAC Customs Union
varied across all the five EAC countries. Electricity, fuel and transport cost tops these factors
accounting for about 70% of total external factors.

Capacity utilization

Excess capacity is a major hindrance to competitiveness of businesses in the EAC region, with
the level of severity varying widely across the states. The threat is more acute in Burundi and
Rwanda, where 40% to 50% of companies reported operating at between 10% and 30%
capacity. The problem is less severe in the other EAC states where businesses operate
between 81% and 100% in Kenya, Uganda and Tanzania in that order.

4.2 Trade flow chains

Intra-EAC Export chain
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44%. Her exports to Uganda are much lower estimated at 28% of exports. On her part,
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towards Rwanda at 58%. Her export to Kenya, Uganda and Tanzania are evenly distributed at



14 %. For Rwanda her main export destination in the region is Kenya at 56% with the rest of
the countries receiving 11% each.

Import chain

Businesses within the EAC region predominantly import from the rest of the world according
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to 75% in Tanzania. Europe is a significant source of imports for EAC countries, with the share

in total imports ranging between 7% and 14%.

Businesses reported significant imports from the EAC region too. Companies in Burundi,
Rwanda and Uganda use considerable imports from the EAC region estimated at 43%, 32%
and 22% in that order. Imports from Kenyan and Tanzanian businesses were rather low
estimated at 6% and 5% of total imports, respectively.

Imports from the COMESA region (non EAC countries) were reported by companies in Kenya
and Rwanda while the rest of the EAC countries reported nil.

SADC region (Non COMESA/EAC countries) was reported as a source of imports by companies
in all the five EAC countries, with most of imports coming mainly from South Africa. Key
importers under this economic block are Kenyan and Tanzanian businesses who reported
imports at 18% and 17% respectively.

Businesses gave product quality as the most important factor in deciding where to source
imports. Cost of product was the second consideration.

4.3 Implementation of the EAC Customs Union

Awareness of EAC Customs Union

The level of awareness on the existence of the EAC customs union is quite high among the
business community in the region. The level was reported at 100% in Uganda, 92% and 88% in
Tanzania and Kenya in that order. However, level of awareness in Burundi and Rwanda is
much lower estimated at 50% and 40% respectively. This underscores immediate need for an
EAC Customs Union publicity and awareness program targeting businesses in the two
countries.

Availability and content of information on EAC Customs Union

Availability of information on EAC Customs Union instruments among businesses is rather low
and at worst unavailable as brought out by some companies in Burundi, Rwanda and Uganda.
This outcome heightens the need for EABC to come up with a strategy for outreach to the
business community in the region. This awareness will stimulate the business community to
take advantage of the regional integration.

Source of business information on EAC Customs Union



Lead source of information on EAC Customs Union is Association of manufacturers, EAC
Website and the EAC Secretariat, Business workshops/seminars and the media. The
significance of each of these sources varies across the EAC countries.

Implementation of the EAC Customs Union
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overwhelmingly in the affirmative among 79%, 84% and 93% of respondent companies in

Kenya, Tanzania and Uganda, respectively.

The business community viewed all the features (CET, elimination of the internal tariffs,
Common customs clearance system) of the EAC Customs Union to be relevant.

There is an overwhelming support for the principle of asymmetry among the business community in
the region. In Kenya, 73% of businesses agree with the principle. In Tanzania and Uganda 67% and
75%, respectively support the principle.

There is, however room for improving awareness of this principle as views from about 31% of
Kenyan companies termed it as unfair, while 40% in Tanzania and 14% in Uganda felt that the
principle had not been implemented.

Awareness of the existence of duty drawback scheme is quite high in Tanzania and Uganda,
where level of awareness was at 75% and 86% respectively. In Kenya, level of awareness was
surprisingly very low at 32%. About 63%, 40% and 18% of the respondent companies in
Kenya, Tanzania and Uganda, respectively reported having got refunds under the scheme.

4.4 Impact of the EAC CU implementation on businesses

Overall benefit derived by companies from EAC free movement of goods among EAC
members

Free movement of goods within the EAC has been a major boost to businesses, a position
supported by 77%, 73% and 46% of companies in Uganda, Kenya and Tanzania respectively.
Other benefits include: -

F Expansion of business
Companies reported expansion of businesses since the launch of EAC Customs Union in
2005. Business entities in Kenya reported about 86% business expansion since 2005,
while in Tanzania and Uganda the same was reported at 78% and 60% respectively.

F Business turnover
EAC Customs Union impacted positively on business turnover of 48% of respondent
companies Uganda. In Kenya and Tanzania only 28% and 25% of the respondent
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companies respectively, cited some impact on their business turnover as a result of the
Customs Union.

Annual turnover of respondent companies seems to be largely driven by domestic trade
activities. In Kenya, Tanzania and Uganda, 91%, 65% and 86% of companies reported
domestic trade activities as accounting for 51% to 100% of their total annual turnover.

Given the liberal trade regime which EAC Customs Union has introduced in the region, a
higher impact on business turnover would have been expected, especially in Kenya and
Tanzania. In view of this theoretical expectation, this finding illustrates existence of
unexploited intra-EAC export potential at firm level.

F Investments

The domestic market is the primary source of investment capital for all the EAC states with
the exception of Uganda with 80%, 71%, 75% and 77% of total investment capital in Burundi,
Kenya, Rwanda and Tanzania respectively, sourced locally.

EAC Customs union has not had a major impact on intra-regional investments. The financial
markets in the EAC regional should therefore take this gap as an opportunity to stimulate
production and trade development in the region.

The most attractive aspects of EAC customs preferences to the businesses

The most attractive aspects of the EAC customs preferences are; elimination of intra-EAC tariffs and
CET, which combined accounted for 78% in Kenya, 82% and 90% in Tanzania and Uganda
respectively.

The least attractive/most problematic aspects of EAC customs union

Responses on aspects of the EAC Customs Union which businesses considered least attractive or
problematic varied across the EAC partner States implementing the Customs Union. There was
unanimity that NTBs were making the EAC Customs Union unattractive, a position cited by 25% of
companies in Kenya and Tanzania and; 23% in Uganda. Others aspects cited as least attractive
include: -

F EAC sensitive list
F Application of the EAC rules of origin, and
F The CET structure

EABC may wish to explore this further in preparation for the review of the EAC trade regime as

envisaged in the EAC Customs Union protocol, by year 2010.

5.0 Recommendations
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b)

d)

e)

)

g)

a) Enhance awareness of EAC Customs Union through:
1 Program for publicity of EAC Customs Union
i Training on EAC Customs Union trade instruments and regulatory requirements

Integration of the domestic production chain into the EAC market

In order to facilitate exploitation of the opportunities for enhanced intra-EAC trade building on

the EAC Customs Union, there is urgent need to integrate domestic production chains in to the

EAC market. The following strategies may need to be explored by EABC

i) Identification of products with intra-EAC trade potential and development of a network of
buyers and suppliers. The starting point should be EABC member organizations.

i) Mapping of trade and regulatory requirements at national and regional level for each of the
products.

i) Mainstreaming any policy/regulatory requirement which may be deemed as inhibiting intra-
EAC trade for the identified products into EAC policy making organs.

iv) Initiate EABC/EAC periodic roundtable to monitor exploitation of the EAC market potential.

Development of EAC infrastructure
Private sector to participate in EAC infrastructure development program focusing on
energy, road, rail network, sea Port, air connectivity and oil pipelines.

Capacity utilization

EAC industrial development strategy, should, among other things pick on companies experiencing
excess capacity and using EAC market as king pin, devise measures for enhancing utilization of
capacity.

Harmonization EAC, SADC and COMESA Trade Regimes

Fast track the harmonization process for the three Trading Blocs namely EAC, SADC
and COMESA to address the concerns of multiple membership in accordance with
Section 112 of EAC Customs Management Act ,2004.

Operationalize the EAC Customs Union monitoring and evaluation system
EAC Secretariat in collaboration with EABC to operationalize the monitoring and
evaluation mechanism for tracking implementation of EAC Customs Union.

EAC NTB Monitoring Mechanism

1 Hasten implementation of the mechanism for identification, monitoring and
elimination of Non-Tariff Barriers at the National level. It should be driven by EAC
Secretariat in collaboration with EABC.

1 Embark on @pacity building for National Monitoring Committees on NTB
Investment Capital

CAYLFYOALFET YIFENJSG Ay GKS 9!/ NB3IA2Yy yYySSRa
need for investment capital, which is at the moment sourced from domestic markets and
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financial markets outside the EAC. A clear strategy is needed, building on current
initiatives and challenges. EABC, in collaboration with the EAC Secretariat and the financial
sector, should consider coming up with such a strategy.

h) Recommended measures to address non implementation of the EAC Customs
i) Empowerment of EAC secretariat to strengthen regional integration
Businesses in the region perceive empowerment of EAC Secretariat as one of the
strategies towards enforcement of EAC regional integration. Proposed empowerment
measures included: -

F Power shift of some of the powers from governments to the secretariat, proposed by
44%, 70% 38% businesses in Kenya, Tanzania and Uganda, respectively

F Make the secretariat a commission with full funding and linked to private sector. This
was a proposal from 17%, 13% businesses in Kenya and Uganda respectively

F Enhanced commitment from Partner States, which was proposed by 17% and 38% of
respondent businesses in Kenya and Uganda, respectively.

ii) Measures by the business community and lobby groups to hold governments
accountable for non-implementation of EAC customs union.
1 Private Sector to be facilitated to participate in the negotiations of EAC to make
sure that their interests are taken on board especially in the EAC Common
Market.

1 EABC to follow up decisions of Caincil which affects businesses in the EAC
region.

(i) Further Work

1 EAC Secretariat and/or EABC to carry out a comprehensive study on the impact of
the EAC Customs Union to address gaps in the current study taking into account
the provision of the EACCustoms Union Protocol.

1 EAC Secretariat and EABC to come up with time bound action plan for
implementation of recommendations.

1 EABC to support in capacity building for Private Sector Business Associations in
Burundi.



