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ABSTRACT

Performance means change and proactive changesestesd in a dynamic business
environment. Performance is the main goal of arsirt®ss organization. The Customs
Union has the potential to form the basis for exiyag trade in the region. The EAC
Customs Union assist to level the playing field floe region’s producers by imposing
uniform competition policy and law, customs proaesguand external tariffs on goods
imported from third countries, which should assie region to advance its economic
development and poverty reduction agenda. Howekiere has been no empirical study
that has focus on determining the effects of Edst@n Community Customs Union on
the performance of Oil Industry in Kenya. This stulderefore, sought to fill the existing
knowledge gap by answering the question on whattlaeeeffects of East African
Community Customs Union on the performance of @uuistry in Kenya. This research
adopted descriptive research design for the sflidg.study carried out a census of all the
14 oil companies in Kenya (ROK, 2011). The studpulation comprised the general
manager, financial manager and human resource éw@ry company making a total of
42 respondents. A questionnaire was used as prichaty collection instrument. The
guestionnaire included closed and open ended guesivhich sought views, opinion and
attitude from the respondents which might not hagen captured by the closed ended
guestions. The data was then summarized, codedadmdiated. Descriptive statistics
means and standard were used to analyze the Data.presentation was done by the use
of pie charts, bar charts and graphs, percentagdsfrequency tables for easy of
understanding and interpretations. From the finglinghe study established that
implementation of the Customs Management Act slaite January 2005 has been
successful. The study established that implememntaif the Customs Management Act
influence trade performance in Kenya to a very igeggent. Efficiency and effectiveness
of customs procedures has a significant influencahe trade performance in Kenya.
This is evidenced by the performance of Oil trade Kenya among East Africa
Community which has been high since introductio@o$toms union. From the findings,
the study concludes that customs union lead tmerease in trade between the members
of the regional organization. The strong negotratiow risk of conflicts in trade, pool of
market power, a harmonized reduction in internal axternal trade barriers, greater
economies of scale is in turn an important indicafadhe positive effects of East African
Community Customs Union on the performance of thendustry in Kenya. To reap the
benefits of Customs Union from EA® the fullest possible extent, oil companies in
Kenya needs to address problems that could nelgatpatential benefits from the EAC
CU. To maximize the benefits of the EAC membershigicy makers need to initiate
measures to harmonize tariffs under COMESA, the BAGvell as under the different
RIAs to address the shortcomings of shared jurigsicbetween the different regional
initiatives since the present responsibility fofaoement is not demarcated precisely.



CHAPTER ONE

INTRODUCTION

1.1 Background of the study

Regional economies have become the core of sa@galahd policy making (Schiff,

2010). The new regionalism tends to focus on varimgional conditions geographic
social, resources, technology, and market (Pe2@@Q). The Customs Union has the
potential to form the basis for expanding tradéhimregion. In today’s economic terms a
Customs Union is a form of macro-economic integratoetween two or more countries
based on the elimination of internal customs barderd the establishment of common
import and export tariffs. According to Nixon, (20 in the hierarchy of macro-

integration, the Customs Union stands in the middktween a Preferential Customs
Area, where member states trade at preferentidfstaar on a duty-free basis, and a
Political Union, where the common market placedsoapanied by a unified economic

policy (Newlyn 2003)

The formation of the Customs Union (CU) of Belargzakhstan and the Russian
Federation is probably the most important tradeécgathange in Central Asia in recent
years. Past efforts at regional integration havenofocused on removing barriers to free
trade in the region, increasing the free movemémewple, labor, goods, and capital
across national borders, reducing the possibilitsegional armed conflict, and adopting
cohesive regional stances on policy issues, sut¢heasnvironment, climate change and

migration. Such an organization can be organized etther super national or



intergovernmental decision-making institutional emd or a combination of both.

(DeRosa,Obwona and Roningen, 2002)

Recently, customs duty are used in many countdesdet a wide range of objectives.
These include increasing foreign direct investn{enltl), employment, exports as well as
facilitating the transfer of technology and skillhey are also expected to create linkages
with the rest of the nation’s economy by stimulgtihe use of local raw materials and
semi-finished goods as well as promote the grovtanaillary industries (Seyoum and
Manyak, 2004). Customs Duty in many developed natibas been used as a policy
instrument to attract foreign capital for exportluistries and to make the maximum use

of the country’s comparative advantage (SeyoumMaayak, 2004).

By moving towards the creation of one economic aedgihrough the Customs Union,
EAC created a single market of over 90 million gdeagnd a combined GDP of around
US$30 billion motivating the implementation of awsis union (Hope, Bhowon and
Ruhindi, 2003). Currently, trade in the regionasreed out under different external tariff,
customs regulations, procedures and documentatiturencing operation of enterprises
in different sectors in the region with cross-bortbeisiness operations to exploit the
comparative and competitive advantages offeredejonal business locations, without
having to factor in the differences in tariff proien rates, and added business

transaction costs arising from customs clearangedlities (Rahedi, 2003).

Oil Companies strategy plays an important partatednining the competitiveness of oil
industry in the global market (Aryeete and Odur@9@). As governments embrace trade

liberalization, oil firms have become increasinglposed to fierce competition from a



growing array of international suppliers (Wasilv908). These competitive pressures
have stimulated a range of strategic changes agrdastries. An important survival tool
for oil firms is the formulation of a global markey strategy cost

leadership/differentiation (Andraz and Rodriguel@).

1.1.1 Concept Customs Union

A customs union is a type of trade bloc which ismposed of a free trade area with a
common external tariff. The participant countries sp common external trade policy,
but in some cases they use different import qu@@eRosa, Obwona and Roningen,
2002). Common competition policy is also helpfubtmid competition deficiency. In the

theory of economic integration, a Customs Uniorsupposed to be the third stage of
integration after a Preferential Trade Area andeeHrade Area. However, the Treaty
for the Establishment of the East African Commumptgvides that a Customs Union
shall be the first stage in the process of econantiegration (East African Business
Council, 2005). Therefore, real economic integratio the region will commence with

the coming into being of the Customs Union. Thet@us Code of the Customs Union
lays out a number of amendments to the existinff tagimes to create a common code
which includes a single external customs tariff amdplified procedures for licensing of

goods and intellectual protection of property asrdBe three countries, along with

dropping duties on mutual trade (Mizulin, 2009).

The broad objectives of the Customs Union inclulilmieation of internal tariffs and
non-tariff barriers in order to facilitate the fomtron of a large single market and

investment area, harmonization of trade policieswben partner states and other



countries (such as by way of the Common ExternaffT{&€ET) and creation of a single
customs territory to enable partner states to eejmynomies of scale with a view to
supporting economic development in the region (Bdstan Community, 2000). The
Protocol requires the partner states to co-opeénadelopting uniform tariff classification
of goods, establish common terms and conditionsegng temporary importation
procedures and adopt common procedures for estaidist and operation of export

promotion schemes and free ports (East African Canity, 2004).

The EAC Customs Union will assist to level the phayfield for the region’s producers
by imposing uniform competition policy and law, tuss procedures and external tariffs
on goods imported from third countries, which skloatsist the region to advance its

economic development and poverty reduction ageBA&( 2005).

1.1.2 EAC Customs Union

The East African Community (EAC) is a regional argation mandated by the
Governments of Kenya, Tanzania, Uganda, RwandaBamdndi to spearhead the East
African economic, social and political integratiomgenda. The Treaty for the
establishment of the EAC was signed in NovembeQ18% entered into force in July
2000. The Treaty sets out a bold vision for thenawa unification of the EAC Partner

States. It sets a Customs Union (CU) as the fiest of integration (EAC, 2000).

The East African Customs Union Protocol was sigmedarch 2, 2004 after more than
four years of protracted negotiations and becansgadipnal on January 1st, 2005. The
Customs Union initially comprised Kenya, Uganda arahzania. It has since been

expanded to include Rwanda and Burundi, who wiiic@&lly join in July 2009. It was



expected that the Customs Union would come to bg implemented in January 2010,

after the 5-year transition period (EAC Businessi@il, 2005).

Consensus has been reached on various areas witkida common commodity
description and coding system; common rules ofimridisputes settlement anti dumping
regulations, subsidies and countervailing measueggilation on free ports and common
export promotion schemes (Ibid). In general, thet@us Union has opened up business
opportunities in the region and has paved way Mfoproved business climate. It has
generated a liberalized cross-border trade, thrahghadoption of common policies to
minimize customs clearance formalities as well alsaace predictability of economic

policies (Fox, 2004).

The EAC Customs Union will assist to level the phayfield for the region’s producers
by imposing uniform competition policy and law, taras procedures and external tariffs
on goods imported from third countries, which skloatsist the region to advance its
economic development and poverty reduction agelfdidher to this, the customs union
will promote cross-border investment and servettaet investment into the region, as
the enlarged market with minimal customs cleardoomalities, shall be more attractive
to investors than the previously small individuational markets (Viner, 2005). In
addition, the Customs Union will offer a more patdble economic environment for
both investors and traders across the region, gisnaly administered CET and trade
policy will tend to be more stable (Adams, 2003jvéte sector operators based in the
region with cross-border business operations velbable to exploit the comparative and
competitive advantages offered by regional busitesgions, without having to factor in

the differences in tariff protection rates, andediusiness transaction costs arising from

5



customs clearance formalities. The regionally basaterprises will also get better

protection, as enforcement of the CET will be e¢gional level.

1.1.3 Oil Industry in Kenya

Prior to liberalization in October 1994, an impottattribute of Kenya'’s oil industry was
a comparatively high level of government’s dirgotalvement, and an equally low level
of private sector participation. Seven marketingd adlistribution companies were
responsible for procuring and importing their owh (Mugisa, Onyango and Mugaya,
2009). After liberalization many independent a@hgpanies emerged. Currently there are
85 registered oil companies in Kenya of which si& major. The major oil companies
includes; Kenya Shell Ltd, Total Kenya Ltd, Kenaiil (Kenya oil Ltd), Oil Libya
Kenya Ltd, National Oil Cooperation (NOC) and Eng&enya Shell Ltd and Total
Kenya Ltd are multinationals. The others are eitloeal or regional companies. The
major oil companies control about 75% of the markbare and own major oil
installations within the country. For example Kenghell owns petroleum storage
facilities in Nairobi and Mombasa, liquefied pe&oin gas (LPG) filling plant in Nairobi

and lubricants blending plant in Mombasa (Mecheb@miti 2003).

The major oil companies have a distinct brand, whsompletely differentiates them
from the others. For example Kenya Shell, Kenol/iKaind Total have lubricants and
LPG brands that belong to them independently. THasads offer them company
identity and help them extend brand loyalty amdrgrtcustomers. Major oil companies
also run a nationwide network of retail outletsr lexample Kenol /Kobil Petroleum

Limited have an elaborate retail network in Kemy#th over 180 service stations. The
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two companies are strong players in the marketncangding a market share of over 20%
(Petroleum Insight — Magazine of the Petroleumitimst of East Africa T Quarter
2009). Despite boost in the number of independémdistribution companies in Kenya
after 1994 liberalization, the major oil companiese maintained their position through
acquisitions and mergers. In 2006 Kenya Shell lachiacquired the share holding of BP
in Kenya increasing its market share from 15% t&02% 2008. Oil Libya acquired
Exxon Mobil share holding in Kenya in 2007. Recgnlbtal Kenya acquired all the

assets of Chevron in Kenya.

1.2 Research Problem

Many firms use customs duty to facilitate globalming and collaborative supply chain
networks (Goldstein and Quenan 2002). Dispersingaice activities across the
transnational value chain to lower costs and gampetitive advantage is considered a
successful global business strategy (Jayawickranth Thangavelu, 2010). In short,
customs duty allows firms to leverage differencesmMeen economic areas to support
cost-effective production (Hoekman and Olarrea@®12. Efficiency seeking elements

of multinational company’s global strategies

The subject of customs union has attracted limiésgarch interest despite the growth of
customs union in many countries reduce nationafarelby creating distortions in the
economy and another that underscores their posite in industry host countries
(Luzio, and Greenstein, 1995). Even though it wesognized that the customs union

would generate major benefits by bringing abouagmecompetition among domestic oil
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firms, it was acknowledged that in the short ruhfioms that stood to gain most were
those that were already competitive (EAC, 2000)I cOmpanies in Kenya operates in
East Africa community initiate and transmit thepex supply response through the
establishment of affiliates and collaboration witltal firms (Rhee and Belot, 2012).
Vernon (1966) states that Oil firms shift produntim different locations to attain cost
competitiveness with the building up of competitias the product cycle reaches
maturity. These locations feed the local marketsast countries as well as those in other
countries. The Kenya Oil operating companies int Bdsca concentrated in low and
medium-technology oil sectors characterized byaased import competition(Schiff, M.
(2010). Despite the critical role of customs uniortast Africa Community oil industry,
there has been scanty or no empirical studiesftlcases on effects of customs union on

specific sectors in the East Africa Community marke

Previous study has focus on eastern and southerigaA(COMESA). For instance
Rahedi carried out a study on effects of the mom market for eastern and southern
Africa (COMESA) on the export of manufactured progufrom Kenya. However, there
has been no empirical study that has focus on rdeaterg the effects of East African
Community Customs Union on the performance of @dustry in Kenya. This study
therefore, sought to fill the existing knowledggday answering the question, what are
the effects of East African Community Customs Uniom the performance of Oil

Industry in Kenya?



1.3 Research Objective

The research objective of this study was to deteenthe effects of East African

Community Customs Union on the performance of ithandustry in Kenya.

1.4 Value of the study

The outcome of this study will be important to wais bodies as follows:

The study will contribute to generation of knowledgnd information for decision
making that would improve and bring in some harmmation in the oil industry within
the EAC. The study will be helpful to the compariresnonitoring the oil industry within

EAC and formulate and implement effective strategneresponse to the market needs.

The study will be significant to the governmentsowhill find the study valuable in

formulating policies to promote and safeguard wdustry in the Kenya, how strategies
and vision plans can be initiated to meet the megionarket. The government of Kenya
through its Ministries such as East Africa and Eradfairs, Industrialization stands a
higher and better chance to benefit as being thembeu one employer in the

implementation of EAC policies.

The study will be significant to the scholars aadeaarchers and academicians. The study
will also contribute to the existing body of knowtge in the area of EAC customs union
and specifically how it affects the oil industry Kienya. The study will as well make a
significant contribution to academic literaturetl field of human resource management

in Kenya.



CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter explored the various theories relatomgustom union. It also looks at the
general overview of the East African Community, thlendustry in Kenya as well as the
concept of custom union. And finally studies thaivén been conducted in both the
developed and developing countries with regardustamn union in relation to its effect

on performance of oil industry.

2.1 Overview of Custom Union

A customs union (CU) is a form of trade agreememtlen which certain countries

preferentially grant tariff free market access asteother’'s imports and agree to apply a
common set of external tariffs to imports from tkst of the world (Shams, 2003). That
is, they enter into a free trade agreement (FTA) apply a common external tariff

(CET) schedule to imports from nonmembers. A CU lsanthought of as a deeper form
of integration than an FTA, generally requiring em@oordination and a greater loss of
autonomy. The countries making such an arrangeaggee to eliminate tariffs and other
restrictive regulations on trade among them. & égscriminating trade arrangement since
the liberalization only includes the countries tlaaé members of the customs union
and they formulate and administer a common forergde policy in regard to tariffs

and other trade restrictions against third coustfigNECA, 2006).
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CUs have been around for a long time and were amme prevalent than FTAs. Early
efforts toward economic integration were generdiliyen by the desire to establish a
political union, and the members were willing tdinguish some political autonomy
(Pearce, 2000). CUs usually involve a relativelygéa number of geographically
contiguous countries and generally take longeregotiate and implement than do PTAs,
and they entail a certain loss of policy-makingoawimy. By 2009, they accounted for
less than 10 percent of the regional integratioareyements notified to the WTO. CUs
are less numerous than PTAs, but they generallg nasch larger memberships. They
also tend to cover much larger geographic areas.f@ir main CUs in Latin America—

the Central American Common Market (CACM), the AmaeCommunity (CAN), the

Caribbean Community (CARICOM) (Stahl, 2005).

The existing and planned CUs in Sub-Saharan Afritee—Economic and Monetary
Community of Central Africa , the East African Commnity(EAC), the Southern African
Customs Union (SACU),the West African Economic avidnetary Union(WAEMU),

the Economic Community of West African States (ECASY, the Common Market for
Eastern and Southern Africa (COMESA), the Soutl#dritan Development Community
(SADC), and the Economic Community of Central AdincStates (ECCAS)—take in
virtually every country in the region. Many couesiin the Middle East and North Africa
regions are members of the Gulf Cooperation Coyi@8C), the Arab Customs Union

(ACU), or both (Venebles, 1999)

CU remains a central component of regional intégmastrategy in many developing
regions. For many developing countries, the dearmgphimplementation of a CET, along
with the elimination of intraregional trade barggecontinue to be key drivers of trade

11



policy reform and to occupy an important place atiqy debates (Pearce, 2000). Given
that customs duties constitute a significant sowfcgovernment revenues in most of
those countries, choosing the appropriate mechari@mcollecting and allocating

customs revenues is an important challenge fociafé (Robson, 1998).

2.2 Theoretical Literature

There are various theories which explain the beonéfCU in different regional economic

integrations. This study relies on Viner's modetlaes point of reference to the impact of
CU in Tanzania’s intra East Africa trade performafieearce, 2000). According to Schiff
and winters (2003), a well-crafted trade bloc caise efficiency and economic welfare
among its members. It is known that Free Trade ®\fg& As) change the prices of
imports from partner states as a result of targtfuction. The effective reduction of price
changes the patterns of demand which may leadjtstatent of trade and output flows

(Mistry, 2000).

This is achieved through facilitation of consuméioice and increasing competition
among producers. When countries reduce obstackeade, markets enlarge giving more
efficient producers’ entry into countries wherecps are naturally high (Newly2003).
This is best explained by the theory of trade coeatnd diversion based on the
conventional interpretation of Viner’s (1950). Teadiversion occurs when a CU like the
EAC-CU diverts trade away from a more efficient gligr outside the EAC region,
towards a less efficient supplier within the uniofhis is likely to either reduce
Tanzania’s national welfare or improve despite tifagle diversion. On the other hand,

trade creation occurs when a CU creates tradewbatd not have existed otherwise

12



without the formation of the CU. In this case, a®sult, supply will come from a more
efficient producer of a given product. Gains ocifurigher-cost domestic production is
replaced by cheaper imports from one/or all EAGQrmarstates (Otieno and Shinyekwa,

2011).

CUs tend to move price relationships between prisdacor away from equality with the
real rates of transformation between the correspgn@roducts (equalization of all
relative prices and rates of transformation is twoadition for optimization) tariff
elimination among member countries brings relagiiees and rates of transformation to
equality while moving in the opposite direction tretationship between imports from
partner countries and from third countries (Robsb®98). Therefore, imports from
partner countries produce gains, because of teedifect, and, simultaneously, losses,
because of the second effect; consequently, whderadhe most in determining the net
effect of a CU is the relationship between purchasedomestic products and imports

from third countries (Obwonat al, 2005).

Modifying assumptions upon which the analysis isdaghor putting more emphasis on
none strictly trade effects of CUs, affects consadgy the set of conditions forming the
economic case for CUs. Some economists attribyggbiential gains to economies of
scale (that comprise cost-reduction effects andetisuppression effects) or to enhanced
efficiency. Others estimate that the order and rignof tariff reductions can be as
important to a country as is the agreed final statthe CU (Kemp, 2000). Allowing for
increasing returns (and "strategic” trade policgymalso change dramatically the set of

generalizations arising from CU theory and makessiite the consideration of the
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redistribution of world welfare in favor of the aamuies initiating a CU as the true

purpose of CUs.

2.3 Rationale of Customs Union

There are many possible rationales for choosingJao@er an FTA, including political

and economic ones. Some regional groupings consigerestablishment of a CU a
prerequisite for the future establishment of atmali union, or at least some deeper form
of economic integration, such as a common markaséKende, and Ng'eno, 2000). The
African Economic Community provides an illustration Some groups, such as
CARICOM, consider a CU to be a useful way of poglmarket power, coordinating

trade policies, and combining efforts to negotmith the rest of the world. The more
intense degrees of coordination and interaction@ated with a CU can foster trust and
familiarity among the parties and may even decréaseisk of conflicts, as has been the
case with the European Union (EU). The fact thatdkternal tariff is agreed with other
parties through a legal agreement may help refoinded governments lock in their

trade policies and can shelter them from domeshbikes (Chiumya, 2010).

On a lower level, a customs union can simply beaxtmwal device for avoiding trade
deflection while facilitating more fluid trade flanamong member states. In the simplest
form of an FTA, member countries grant free tramledch other but effectively maintain
sovereignty over the conduct of trade policy vigisithe rest of the world (Schiff and
Winters, 2004). Thus, the tariffs charged to nonimemsuppliers will vary across
members. This could lead to opportunities for trddiection a situation in which goods

from outside the FTA are shipped to a low-tarifintry and then transshipped tariff-free

14



to the high-tariff country. Such roundabout shigpipatterns, which have the sole
purpose of exploiting the existing tariff differédt are inherently inefficient and can

create friction among members (M.A. Consulting gr,a2012).

One way to avoid such wasteful trade deflecticimighe members of the FTA to adopt a
rules-of-origin system. Rules of origin can takeimas forms, but generally they require
that goods (or value added) qualifying for tariéd trade be produced within the FTA
and that imports from outside the FTA pay the tarffthe final destination country, even

if they pass through another member country .Ictpe, rules of origin are particularly

complex, and their implementation costs can be .hifiney necessitate significant
internal border controls to ensure compliance a@ndollect the relevant customs duties

(Baldwin, 2009).

Another way to prevent trade deflection is to esthba customs union, which would
require all members to apply the same externdf tarimports coming from outside the
union. Because of the common external tariff tisathie absence of tariff differentials
across members), the potential for trade deflectioth the need for intra - union border
inspections are, theoretically, minimized (Blis®02). In a fully implemented customs
union, it is no longer necessary to maintain irdédnorder controls for customs duty
purposes or to design and implement the cumbersomecostly rules of origin that are
necessary in a free trade area in which members tidferent external tariff structures

(Venebles, 1999).

The simplification offered by a CU can greatly iiéate cross-border trade, which is

especially relevant because existing CUs generallglve geographically contiguous
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countries, reflecting the traditional objectiveregjional integration (Lyakurwa, 1997). In

this regard, a CU can approximate a larger singlekaet (as compared with a number of
separate markets in an FTA), which can generatatgreconomies of scale, as well as
pre competitive pressures. These, in turn, cartlgrbanefit consumers and can translate
into lower business costs and enhanced competesgefor member countries (Venebles,

1999).

2.4 Factors Driving the Design and Level of the Ctiems Union

A well-designed and generally accepted CET is afuor the sustainability of a customs

union. National tariffs must be harmonized at s@geeed level, taking into account not
only the often-conflicting positions of each membat also the various special interests
within each member. Setting the level of the CETaiconsensual manner could be a
complex undertaking, entailing long and involvedjotgations between member country
governments, which are subject to lobbying by déife interest groups. For instance, it
took the EU 11 years (1957 to 1968) to complet€€CES, and Mercosur members took

four years just to agree on their nonagriculturBTGUNECA, 2006).

In many developing-country customs unions, theidiffies of agreeing on a common
external tariff and on the distribution of revenuesse proved to be so great that the
resulting tariff schedules tend to include numeroogntry or sector-specific exceptions
and sensitive lists (Ngugi, 2009). Although the GBRM CET is largely in place, it
allows broad scope for tariff reductions and suspmers, as well as for national
derogations. The CET in Mercosur does not covesatitors, and it includes special

regimes for the automotive and sugar sectors (L20G6). In some CUs, temporary
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national exemptions are allowed for example, EAGnners Kenya and Tanzania were
allowed to unilaterally reduce tariffs on selectgdhin imports. Derogations and
safeguards are widely used in most CUs. Not only iteese exceptions reduce the
transparency and effectiveness of the CU, but #8i&y can complicate trade negotiations
and increase transaction costs. Furthermore, teeyroduce the potential for trade
deflection the very phenomenon that the CU is aesgigo prevent (Stern, Francois and

Schumacher, 1999).

Like most other forms of regional integration agneats, a CU is inherently preferential
and is, thus, discriminatory against third parts.important question is thus whether a
CU provides incentives for selecting higher or lowrternal tariffs than those in, say, an
FTA (Tybout, 2000). An often-stated objective of shocustoms unions among
developing countries is to promote a harmonizedctadn in internal and external trade
barriers in order to better integrate the regido the multilateral trading system. There
are, however, arguments that seem to suggest thist c@eate pressures for more
protectionism. Like other integration initiative§Us permit member countries to
combine their market size and thereby increase tharket power. Since trade policy is
set jointly, this measure could strengthen thetemtive to adopt high CETs in order to
improve their terms of trade. That is, they canuoedglobal demand for an imported
product, and thereby decrease the import pricegshlayging higher tariffs. The larger the

size of the union, the stronger this pro-protedsibeffect will be (Venebles, 1999).

The internal process of decision making within @ig could also place upward pressure
on tariffs. The joint, consensual determination tbé external tariffs may provide
incentives to agree on higher CETSs, since thesdyimmigher preference margins and
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benefit partners’ firms. (Protection is afforded &l producers in all CU member
countries. CU members will internalize this factiamill choose a higher external tariff
(Freund and Ornelas 2010). Accordingly, one canktlof a situation in which each CU
member feels strongly about protecting a particeéator but would like lower tariffs on

the other sectors (Uzio and Greenstein, 1995).

Winters (1996) argues, this may create a prisortlesnma outcome under which the
CET would provide high protection in all sectorsee though each country would be
better off with low protection in all sectors. Thstablishment of a CU also changes the
power of lobbies, but it is not clear whether tasuit will be stronger or weaker demand
for protection. It is possible that lobbying pregswithin a CU may be diluted, compared
with national lobbying for protection within an FTAs Winters (1996) suggests, it is
more costly to lobby for a tariff increase in a @an in an individual FTA member
country because there may be more opposition tocomee or more representatives to
influence. Moreover, the returns to lobbying adies are less under a CU, given that an
extra 1 percent tariff protection becomes availai@eall members. Panagariya and
Findlay (1996) provide a formal treatment of thguement that a customs union is a more
effective instrument for diluting the power of irget groups than is an FTA. The high
cost and low returns of lobbying under a CU cowddd to a free-rider problem in
lobbying, and all lobbying could end up taking @ac one country. The author finds that
such a process would yield a lower (common) extaaréf under a CU than under an
FTA. The larger the size of the customs union,|tiveer the resulting (lobbied) level of

common external tariff would be (Stahl, 2005).
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2.5 Effects of Customs Unions in oil industry

In order to isolate the impact of a CU, it is usefustart with a case in which an FTA is
already in place that is trade is already libemlizamong the partners) and member
countries are considering establishing a customenuhy harmonizing their external
tariff duties (Shafaeddin, 2000). Domestic prodsceill face more competition from
nonmembers, but this will be offset by consumengakesulting from lower prices and,
potentially, by higher tariff revenues. Althoughopating a lower CET may not lead to
tariff-jumping investment, the higher returns asated with the more liberal economic
environment could attract efficiency-seeking investts. Krueger (1995) has argued that
if the CET level is chosen as the union’s averagf for a given commodity, an FTA
will not lead to more net trade creation than a Eurthermore, as long as the CET is set
below the tariff level of the high-cost country, &TA will not be more welfare

enhancing than a CU (Maasdorp, 1999).

In the actual implementation of a CET, an individG& member will generally have to
increase its external tariffs on certain produckslevdecreasing them on others (Tybout,
2000). The overall impact will depend on the batankemp (2000) demonstrate the
existence of conditions that suffice to ensure thaCU is welfare enhancing. In
particular, they show that if the CET is chosertla trade with the rest of the world is
kept unchanged, then following the establishmenta dfU, welfare could potentially
increase for all parties, including nonmembers,tiogent on compensatory transfers.
This increase occurs because any additional tradeveen CU members would be

welfare-enhancing trade creation (Nixon, 2003).
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According to EAC (2011), generally, by 2008, th@mamic performance of the entire
EAC region improved greatly; this is in terms obgth in output and per capita income
of the member states. Yongzheng and Gupta (2008y tisne-series data, conducted a
study on Regional Trade Arrangements in Africa.iiffiedings show that the impact of
the RTAs on intra-African trade seems to have b&mall or insignificant (Robson,
1998). As a share of the continent’s global tradia African trade declined over much
of the 1970s before it recovered in the 1980s &aeditst half showing no obvious trend
over time except perhaps WAEMU, whose intraredidrele has increased in recent
years due to the improved performance of the CleyTiurther argue that for many
RTAs, intra-arrangement trade as share of thedl ®tternal trade remains below intra-
African trade as share of total African externabde prospective (Luzio, and Greenstein,

1995).

Using the WITS-SMART simulation model, Otieno arturfyekwa, (2011) in their paper
provides insights on the effects of the East Afti€@ommunity Customs Union principle
of asymmetry on Uganda with regard to trade, welfand revenue effects since 2005.
The end to the phased tariff reduction on catedgdrgroducts (these products were
treated as sensitive products in 2005) increasstktcreation and welfare effects. This
effect shall have a reflection on consumer surpiusrms of reduced prices (Shafaeddin,
2000). The results also suggest that governmertit isicar a tariff revenue loss which
should not be ignored given the fluctuating growtkthe general trade tax revenue; hence
the need to strengthen domestic ability to mobileseenue or seek alternative source of

funding (Nixon, 2003).
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Odhiambo (2010) argues that NTBs in EAC, like iy ather region, result in delays and
increased costs which ultimately hinder the freeveneent of goods and services.
Removal of NTBs is much more effective in boosiimga-regional trade that the method
of tariff liberalization. This is to say that, rems in terms of welfare gains, growth,
employment generation and poverty reduction areemidkely to be realized by
addressing NTBs, than through tariff liberalizatioMugisa and Mugoya (2009)
conducted their study on evaluating the impleméntaand the impact of EAC-CU
covering the three original Partner States, narf&gya, Tanzania and Uganda. Using
descriptive statistics, their results were thatrehare some uncertainties regarding the
establishment of the regional integration and atheaw it as unrealistic although the
general finding was that the EAC-CU has generaly fo increased cross-border and

EAC extra regional trade in all Partner States.

Geneva Resource Centre (2010) conducted a stuttyeoNon-Tariff Barriers in trading
within the East African Community (EAC), focusing drade trends among member
countries before and after the introduction andi@mentation of the protocol. The study
which is based on the documentary review foundiwat; there has been decreasing trend

in the intra EAC trade among the member countries.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

This chapter presents the methodology that was tssednduct the study. It covers the
research design, the target population, data ¢amlemstruments and procedures and the

method of data analysis.

3.2 Research Design

This research adopted descriptive research desigthé study. The descriptive design
refers to a set of methods and procedures thatrideseariables (Babbie, 1998). This
research design involves gathering data that desesrents and then organizes, tabulates,
depicts, and describes the data. Descriptive studgtray the variables by answering
who, what, and how questions (Babbie, 1998). Adogrdo Mugenda and Mugenda
(2004), descriptive design is a process of coltgctlata in order to test hypothesis or to

answer the questions of the current status ofubgst under study.

The design was deemed appropriate because it vpooldde a great depth of responses
resulting in a better and elaborate understandinfpeophenomenon under study where

the population of interest in oil companies in Kanyas selected for the study.

22



3.3 Target Population

A population is a well defined or set of peopleyvsmes, elements, events, group of things
or households that are being investigated (Nge2004), This definition ensures that
population of interest is homogeneous. The studiezthout a census of all the 14 oll
companies in Kenya (ROK, 2011). The study poputatiomprised the general manager,
financial manager and human resource from everypeowy making a total of 42

respondents.

3.4 Data Collection

A questionnaire was used as primary data collegtistrument which was divided into

two parts. The first part included the demographitd operational characteristics
designed to determine fundamental issues incluthegdemographic characteristics of
the respondent, while the second part focused ennthin issues of the study. The
guestionnaire included closed and open ended guessivhich sought views, opinion and
attitude from the respondents which might not hagen captured by the closed ended
guestions. The questionnaires were administerezuigifr drop and pick method to the

respective oil company managers.

The questions were designed to collect qualitaimd quantitative data (Cooper and
Schindler, 2008). The structured questions werel irsean effort to conserve resources
and collect quantitative data while the unstruduguestions were used so as to
encourage the respondent to give an in-depth ofimioymation on issue of the study.

Secondary data on performance of Oil industry tnead collected.
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3.5 Data Analysis and Presentation

The collected data was thoroughly examined and kdtecfor completeness and
comprehensibility. The data was then summarizededoand tabulated. Descriptive
statistics means and standard were used to antlgzdata. Data presentation was done
by the use of pie charts, bar charts and graphsep&ages and frequency tables for easy
of understanding and interpretations. The congerdlysis was used to analyze the
respondents’ views on effects of East Africa cugaluty on performance of Oil industry

in Kenya.

24



CHAPTER FOUR

DATA ANALYSIS AND PRESENTATION OF FINDINGS

4.1 Introduction

This chapter presents the findings of the studyheneffects of East African Community
Customs Union on the performance of the oil industr Kenya. It elaborates on the
response rate, presents findings under specifiectibgs and presents overall comparison
of the factors. The study population was 42 respotslout of which 39 respondents
completed and returned the questionnaires. Thistitoted to 92.85% response rate. The
researcher administered the questionnaire withhtllp of the research assistants and
hence the high rate of respondent’s rate. MugemdaMugenda (2003) indicated that
respondents of 50%, 60% and 70% response rateffisient for a study therefore
92.85% responses was excellent. Data was analysiad frequencies and percentages

and then presented in form of tables, pie chartsgaaphs.

4.2 General Information on Respondents

Occupation of the respondents

Figure 4. 1 Occupation of the respondents
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Human resource

Financial officers

General managers

Occupation

B Percentages

32% 33% 33% 33% 33% 33% 34% 34% 34% 34%

The study sought to know the respondents occupatidroccupation area of work. From

the findings, 33% of the respondents were genesalagers, 34% were financial officers

while 33% of the respondents were human resource.

Respondent’s highest level of education

Table 4. 1 Respondent’s highest level of education

Frequency Percentages
University 26 62
College
11 26
Other 5 12
Total 42 100

The study sought to investigate the highest acadequalifications attained by the
respondents. From the findings, majority 62% of iégpondents indicated that they had
attained university level of education, 26% of tespondents indicated that they had
attained college level of education while 12% af tespondents specified that they had
attained masters and PhD level of education. Timiglied that the oil companies in
Kenya employ literate individual hence they werdealo understand the information

required by the study.
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4.3 Effects of East African Community Customs Unioron the performance

Whether implementation of the Customs Management Acstarted in January 2005
been successful

Figure 4. 2 Implementation of the Customs ManagemerAct

Customs Manage ct successful implementation

mYes
ENo

The study sought to know whether implementatiorthef Customs Management Act
started in January 2005 has been successful. Fnenfiridings, majority 64% Of the
respondents indicated that Customs Managementtaded in January 2005 has been
successful while 36% of the respondents indicdtatl Customs Management Act started
in January 2005 has not been successful. Respendiarnher stated that under the
provisions of the Customs Management Act, the a@mhpany operates successfully with
the EAC-Customs Union legislation in January 20B8ditionally, the East African
Community Customs Management Act, 2004 borrowedynedithe principles, standards
and recommended practices such as transit, inwaddatward processing, application

information technology and export processing zoiiéss is in line with EAC Business
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Council (2005), which states that it was expected the Customs Union would come to

be fully implemented in January 2010, after theeasntransition period.

Factor that has led to implementation of East Afri@ Community Customs Union

Table 4. 2 Factor that has led to implementation ofEast Africa Community

Customs Union

Statement - c
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= L9 = n
Pooling market power 6 14  224.72| 0.67
Coordinating trade policies among member of EAesta | 14 | 12| 16| 4.35| 0.33
Combining efforts to negotiate with the rest of hearld 2 14 | 24 |4.87|0.81
Interaction associated with a CU can foster trust O 111 | 19 | 4.44|0.48
Decrease the risk of conflicts in trade 8 30.73| 0.75
Avoiding trade deflection while facilitating morkuid 3 |12 | 27

4.68| 0.70

trade flows among member of EA states
Generate greater economies of scale 1 |8 [339|0.87
Promote a harmonized reduction in internal andragte | 9 19 | 14 | 4.46| 0.51
trade barriers

The study sought to investigate the extent to whioh given factors have led to

implementation of East Africa Community Customs @&miFrom the findings, majority

of the respondents indicated that indicated thakegsing greater economies of scale,

combining efforts to negotiate with the rest of therld, decreasing the risk of conflicts

in trade, pooling market power and avoiding trad#éedtion while facilitating more fluid

trade flows among member of EA states have lednmplementation of East Africa
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Community Customs Union to a very great extentnadscated by a mean of 4.89, 4.87,
4.73, 4.72 and 4.68 with standard deviation of 0881, 0.75, 0.67 and 0.69. The study
further found that most of the respondents indatatieat promoting a harmonized
reduction in internal and external trade barriémggraction associated with a CU can
foster trust and coordinating trade policies amomegnber of EA state factors have led to
implementation of East Africa Community Customs &mnto a great extent as indicated
by a mean of 4.46, 4.44, 4.40 and 4.35 with stahdawiation of 0.51, 0.48, 0.47 and
0.33 respectively. This is in line with East Afnc&ommunity (2000), which states that
the broad objectives of the Customs Union includeieation of internal tariffs and non-
tariff barriers in order to facilitate the formati@f a large single market and investment
area, harmonization of trade policies between padtates and other countries by way of
the Common External Tariff (CET) and creation afiagle customs territory to enable
partner states to enjoy economies of scale withieav vto supporting economic
development in the region. This implies that thelgisshment of a Customs Union has

been as a result of various beneficial factors.
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Level of awareness of the Customs Union amongaulet companies

Figure 4. 3 Level of awareness of the Customs Uni@mong oil trade companies

Level of awareness of the Customs Union

E Percentages

Above High Low
avarage

The study sought to know the level of awarenesthefcustoms union among oil trade
companies in Kenya. From the findings, most 44%hefrespondents indicated that the
level of awareness of the customs union amongradet companies in Kenya is above
average, 35% said its high while 14% of the respatsl indicated that the level of

awareness of the customs union among oil trade aniep in Kenya is low. This implies

that despite the many benefits that the Customsrhring to oil trade companies and
the generally positive connotations Kenya enjoggel of awareness and support for the

Customs Union is not overwhelming amongst the patprn at large.
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Extent to which implementation of the Customs Managment Act influence trade

performance in Kenya

Table 4. 3 Customs Management Act influence tradegoformance in Kenya

Frequency Percentages
To a very great extent 32 78
To a great extent 6 14
To a Moderately extent 4 10
Total 42 100

Table 4.3 above shows the response on the extemthich implementation of the

Customs Management Act influence trade performamdeenya. Majority 76% of the

respondents indicated that implementation of thet@us Management Act influence
trade performance in Kenya to a very great exteffip indicated to a great extent while
10% of the respondents indicated that implemematiothe Customs Management Act
influence trade performance in Kenya to a modeeatent. The study found that there
has been accurate, predictable, and speedy moverhgobds across the border which
has offered an attractive feature in the stratefjyrarle performance in Kenya. The
certainty, clarity, flexibility, &timeliness haveelen realized in Kenya as a result of

implementation of the Customs Management Act.

This is in line with Pearce (2000), who stated fiastoms Management Act remains a
central component of regional integration strateggany developing regions. For many
developing countries, the design and implementatibm Customs Management Act,
along with the elimination of intraregional tradarters, continue to be key drivers of

trade policy reform and to occupy an important elacpolicy debates. This implies that
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efficiency and effectiveness of customs procedin@s a significant influence on the

trade performance in Kenya.

Rating the oil trade in Kenya among East Africa Conmunity since introduction of

Customs union

Figure 4. 4 Rating the oil trade in Kenya
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ﬁaiing the oil trade in Kenya since introduction of Customs union
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Respondents were requested to rate the oil traemya among East Africa Community
since introduction of Customs union as indicatedigure 4.4 below. Form the findings,
majority 60% of the respondents indicated thatt@te in Kenya among East Africa
Community performance has been high since intredimaf Customs union while 30%
of the respondents said that the oil trade in Kemy®mng East Africa Community was
medium since introduction of Customs union. Thisnisiccordance with the Petroleum
Insight (2009), which states that in 2006 KenyalShmited acquired the share holding

of BP in Kenya increasing its market share from 16%5% in 2008. Oil Libya acquired
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Exxon Mobil share holding in Kenya in 200. Recenitbtal Kenya acquired all the assets
of Chevron in Kenya. This implies that since idwotion of Customs union, oil trade in
Kenya has fully exploited the opportunity of globahde in an increasingly hostile
environment.

Influence of Common External Tariff (CET) on trade performance in oil industry in
Kenya

Table 4. 4 Influence of Common External Tariff (CET) on trade performance in oll

industry in Kenya
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Has greatly liberalized the oil industry in Eastiéd 2| 10| 30|4.86|0.77
Community through
Reduction of oil export taxes 0 7| 35{4.91|0.87
Has enhanced predictability for oil exporters and 8| 16| 18
investors in Kenya 4.6410.73
Has led to an increase in oil imports under tharift 6| 17| 19
bands at 63.6% 4.73) 0.69
Has led to an increase in tariff dispersions within 9| 18| 15|4.49|0.57
petroleum products in the oil industry in Kenya
Led to deviation from regionally agreed rates dfgeum | 16| 14| 12| 4.40| 0.43
products

Table 4.4 presents the extent respondents agrdbdive given statements on influence
of Common External Tariff (CET) on trade performanc oil industry in Kenya. From
the findings, majority of the respondents stroragyeed that there has been reduction of

oil export taxes, CET has greatly liberalized thleirddustry in East Africa Community
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through, that CET has led to an increase in oilartgpunder the 3 tariff bands at 63.6%
and has enhanced predictability for oil exporterd mvestors in Kenya as indicated by a
mean of 4.91, 4.86, 4.73 and 4.64 with standardatiem of 0.87, 0.77, 0.69 and 0.73.
From the findings, most of the respondents agréatd €ET has led to an increase in
tariff dispersions within petroleum products and hed to deviation from regionally

agreed rates of petroleum products in the oil itrgus Kenya as indicated by a mean of
4.49 and 4.40 with standard deviation of 0.57 a8 Gespectively. This is line with

Venebles (1999), who stated that the joint, cons@ndetermination of the external

tariffs may provide incentives to agree on highdeTE, since these imply higher
preference margins and benefit partners’ firms.sTimplies that a well-designed and

generally accepted CET is crucial for the sustalitglof a customs union.
Indicate in the table below the performance of youmil company before and after
the introduction of Customs Union in East Africa Canmunity?

Whether customs union implemented increased revenue oil industry in Kenya

Figure 4. 5 Customs union implemented increased renue

100%
Customsunion implemented increased revenue

90%
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The question on whether customs union implementedEast Africa Community
increased revenue in oil industry in Kenya was gaserespondent and the following

responses emerged.

Majority 86% of the respondents indicated thatt@ons union implemented in East
Africa Community increased revenue in oil indusirjKenya while 14% said that is does
not increased revenue in oil industry in Kenya. je@slents stated that customs union
plays a critical role not only in meeting the goalshe governments but also in ensuring
effective controls that secure revenue, compliamite national laws, ensuring security

and protection of society.

Using the WITS-SMART simulation model, Otieno aB#linyekwa, (2011) in their
paper provides insights on the effects of the Bdgtan Community Customs Union
principle of asymmetry on Uganda with regard tal¢savelfare and revenue effects since
2005. This implies that there is significant scéperevenue improvement as a result of

customs union implementation in Kenya.
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Revenue increase in oil industry in Kenya

Table 4. 5 Revenue increase in oil industry in Kergy
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Improvements in economic performance 6 18 18| 4.61 0.66
Improvement in tax administration like 16 18| 4.51 0.59
simplification of tax laws and regulations,
improvement in staff competencies
Growth in oil trading activities attrag 17 25| 4.88 0.64
investors in Kenya
Greater reliance on other taxes (income tax, 19 20| 4.65 0.60

VAT) other than trade taxes (import duties)

Table 4.8 presents the extent to which respondagtsed with the given statement
concerning revenue increase in oil industry in Kerfyrom the findings, majority of the
respondents strongly agreed that revenue increasd industry in Kenya has led to
growth in oil trading activities and attractioniolestors, greater reliance on other taxes
such as income tax, VAT other than trade taxesdinguties) as indicated mean of 4.88
and 4.65 supported by standard deviation of 0.@40a60. Most respondents agreed that
revenue increase in oil industry in Kenya has ledirhprovements in economic
performance and in tax administration that is sifigaltion of tax laws and regulations as

well as improvement in staff competencies as irtditdoy a mean of 4.61 and 4.51 with

standard deviation of 0.66 and 0.59.
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Influence of EAC Customs Union on oil industry invetment

Table 4. 6 Influence of EAC Customs Union on oil idustry investment
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Led to harmonising oil investment policies in Kany| 3 15| 24|4.64 | 0.73
Increase in incentives such as government subdiglies 5 5| 32(4.73 | 0.69
improve performance in the region
Improve effectiveness of oil trade laws 5 18| 19/4.60 | 0.51
Experience variations in minimum capital threshold 5 12| 25|4.53 | 0.56
requirements increasing oil trade performance
Increase Cross-border oil investments in other EAC 5 10| 25|4.50 | 0.47
members

From table 4.6 above, majority of the respondetitsngly agreed that EAC Customs
Union has led to increase in incentives such asemuonent subsidies to improve
performance in the region, led to harmonising oNestment policies and improve
effectiveness of oil trade laws in Kenya as indédaby a mean of 4.73, 4.64 and 4.60
with standard deviation of 0.69, 0.73 and 0.51. Mafsthe respondents agreed that the
companies experience variations in minimum caghedshold requirements increasing
oil trade performance and cross-border oil investsien other EAC members as in dated

by mean of 4.53 and 4.50 with standard deviatiod.56 and 0.47.
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Institutions in oil industry increase in efficiency due to Customs Union in EA

Frequency Percentages
Yes 31 73
No 11 27
Total 42 100

Responses on the institutions in oil industry iaseeefficiency due to Customs Union in
EA varied as presented on table 4.6 above. Maj@i386 of the respondents indicated
that institutions in oil industry increase in effincy and improve trade performance due
to introduction of customs union in EA while 27% ibfe respondents indicated that
institutions do not increase in efficiency due fa@Caistoms Union. Respondents cited the
following achievement institutions in oil industryerive from the Customs Union
introduction in EA: Goods move faster and more caffitly, reduced clearance
requirements, benefiting under the zero tariff megyi shorter lead times in supplying
customers in the EAC and increased competitions €ancurred with (Nixon, 2003) who
state that following the establishment of a CU,farel could potentially increase for all
parties, including nonmembers, contingent on corsgimy transfers. This increase
occurs because any additional trade between CU ersnviould be welfare-enhancing
trade creation. This implies that oil businesstiestin Kenya benefits on efficiency and

improved trade performance due to introductionugtems union.
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East Africa Community customs unions effectivenessn improving oil trade

performance

Figure 4. 6 EAC customs unions effectiveness in imgving oil trade performance

EAC customs unions ettectiveness in improving oil trade performance

HYes

Introduction of East Africa Community customs urgorhas been effective in
improvement of oil trade performance in Kenya, asifpon supported by all the
respondents. Given the liberal trade regime whiBl EEustoms Union has introduced in

the region, a higher impact on business turnoverean achieved oil industry in Kenya.
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Challenges affecting effectiveness of East Africa dnmunity customs union in

improving Oil trade performance

Table 4. 7 Challenges affecting effectiveness of EAcustoms union in oil trade

performance
) = x
(<)
> |3 |% 2
2 & o} T
S e > S
b @© > - %
o) o o S =
Slow implementation of decisions reached 0 19 23| 4.67 | 0.54
Appeals system not yet working properly in 10 10 221456 | 0.67

spite of existence of appropriate provisions
under the existing laws

Conflicting interests at national and regiona 5 19 18|4.77 | 0.87
levels (promotion of trade and investment v
revenue maximization

U

Duty drawback claims — slow, long and 5 9 28| 4.74 | 0.63
National sovereignty 6 15 2114.79 | 0.63
Lack of a well-informed standards programme 0 11 31487 | 0.71
Financial constraints 11 15 16|4.42 | 0.47
Structural rigidities 10 19 13|4.37 | 0.34
Lack of efficient dispute settlement 12 10 201 4.48 | 0.55

Table 4.7 presents analysis of extent to which aedpnts agreed on the challenges
affecting effectiveness of East Africa Communitysims union in improving Oil trade
performance in Kenya. Majority of the respondentigated that lack of a well-informed
standards programme, national sovereignty, comfjcinterests at national and regional
levels and slow implementation of decisions reaalegibnally affecting effectiveness of
East Africa Community customs union in improvingtoade performance in Kenya to a

very great extent as indicated by a mean of 4.879,44.77 and 4.67 with standard
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deviation of 0.71, 0.63, 0.87 and 0.54. Most of tespondents indicated that appeals
system that are not yet working properly in spiteexistence of appropriate provisions
under the existing laws affecting effectivenessatoery great extent as indicated by a
mean of 4.56 with standard deviation of 0.67. Ttuel\g further found that most of the
respondents indicated that lack of efficient dispgettlement mechanism, financial
constraints and structural rigidities challengefeaiveness of EAC customs union in
improving oil trade performance in Kenya to a greatent as indicated by a mean of

4.48, 4.42 and 4.37 with standard deviation of 0(6%7 and 0.34.
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CHAPTER FIVE:

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction

This chapter summarizes the findings of the stidy telates to the research questions
set out at the beginning of the study, seekindntmsthese questions have been answered
by the study. The chapters also draws conclusiatkenfram the findings of the study for

implementation or as a background document foh&usrtesearch

5.2 Summary of the findings

From the findings, the study established that immaetation of the Customs

Management Act started in January 2005 has beeressitl as indicated by majority
64% of the respondents. Under the provisions ofGhstoms Management Act, the oll
company operates successfully with the EAC-Custdmgon legislation in January

2005. The establishment of a Customs Union has heem result of various beneficial
factors. The study revealed that the various factbat have led to implementation of
East Africa Community Customs Union to a very gredent are generation of greater
economies of scale, negotiation with the rest efwlorld, to decrease the risk of conflicts
in trade, pooling market power and avoiding tradélettion, promoting a harmonized
reduction in internal and external trade barriémggraction associated with a CU can
foster trust and coordinating trade policies amaranber of EA state. However the level

of awareness of the customs union among oil tramlapanies in Kenya have been
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revealed to be above average, despite the manyitsethat the Customs Union bring to

oil trade companies and the generally positive otettions Kenya enjoys.

The study established that implementation of thet@us Management Act influence
trade performance in Kenya to a very great ext€his is evidenced by the accurate,
predictable and speedy movement of goods acros$dhder which has offered an

attractive feature in the strategy of trade perfmmoe in Kenya.

Efficiency and effectiveness of customs proceduras a significant influence on the
trade performance in Kenya. This is evidenced leypirformance of Oil trade in Kenya
among East Africa Community which has been higlcesimtroduction of Customs

union.

There has been reduction of oil export taxes, C&3 dreatly liberalized the oil industry
in East Africa Community through, CET has led toirmrease in oil imports under the 3
tariff bands at 63.6% and has enhanced predidalidr oil exporters and investors in
Kenya. CET has led to an increase in tariff dispasswithin petroleum products and has
led to deviation from regionally agreed rates af@eum products in the oil industry in
Kenya Customs union implemented in East Africa Commumityreased revenue in oll
industry in Kenya. The study reveals that that@us union plays a critical role not only
in meeting the goals of the governments but alsnsuring effective controls that secure

revenue, compliance with national laws, ensurirasty and protection of society.

Revenue increase in oil industry in Kenya has tedrowth in oil trading activities and
attraction of investors, greater reliance on othges such as income tax, VAT other than

trade taxes (import duties). Revenue increase Isasled to improvements in economic
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performance and in tax administration that is sifigaltion of tax laws and regulations as

well as improvement in staff competencies.

EAC Customs Union has led to increase in incentstigsh as government subsidies to
improve performance in the region, harmonised miestment policies and improved
effectiveness of oil trade laws in Kenya. The gta$tablished that the companies
experience variations in minimum capital threshodduirements increasing oil trade

performance and cross-border oil investments ierdBAC members.

Majority 73% of the respondents indicated thatiiagbns in oil industry increase in
efficiency and improve trade performance due tooshiction of customs union in EA.
institutions in oil industry derive faster movemeot products, reduced clearance
requirements, zero tariff regime, shorter lead &inre supplying customers in the EAC

and increased competition due to the Customs Uniotioduction in EA.
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Introduction of East Africa Community customs ursorhas been effective in
improvement of oil trade performance in Kenya, asippon supported by all the
respondents. However the effectiveness has bedieraped by lack of a well-informed
standards programme, national sovereignty, comfcinterests at national and regional
levels and slow implementation of decisions readteggbonally. appeals system that are
not yet working properly in spite of existence ppeopriate provisions under the existing
laws, lack of efficient dispute settlement mechanifinancial constraints and structural
rigidities challenges effectiveness of EAC custoomson in improving oil trade

performance in Kenya to a great extent.

5.3 Conclusion

Introduction of customs union in East African Commty constitute an increasingly
significant feature of the trade system. In 200¥ €Committee published a report that
envisaged accelerating the unification procesgmeaending that the integration stages
be pursued not sequentially but in parallel. Howgthgs strategy has been successful as
the internal trade within the EAC has been higheant in many other regional

organizations.

From the findings, the study concludes that custamisn lead to an increase in trade
between the members of the regional organizatitve Jtrong negotiation, low risk of

conflicts in trade, pool of market power, a harnzedi reduction in internal and external
trade barriers, greater economies of scale isrmdan important indicator of the positive
effects of East African Community Customs Uniontloa performance of the oil industry

in Kenya. Additionally, the East African CommuniBustoms Management Act, 2004
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borrowed many of the principles, standards andmesended practices such as transit,
inward and outward processing, application infororattechnology and export
processing zones. This is in line with EAC Busin€ssincil (2005), which states that it
was expected that the Customs Union would comeetéulty implemented in January

2010, after the 5-year transition period.

The study concludes that the broad objectives @fGhstoms Union include elimination
of internal tariffs and non-tariff barriers in ord® facilitate the formation of a large
single market and investment area, harmonizatidrade policies between partner states
and other countries by way of the Common ExterraifT(CET) and creation of a single
customs territory to enable partner states to eeynomies of scale with a view to
supporting economic development in the region. Ahahg customs barriers and non-

tariff barriers boosts the volume of trade and grtagrowth

From the researcher perspective the simulationltseshow adverse effects from the
EAC Customs Union. The certainty, clarity, flexibyiland timeliness have been realized
in Kenya oil companies have been as a result oflamentation of the Customs
Management Act. The argument that level of awarereesl support for the Customs
Union is not enough, and would be exposed to theengdeveloped and competitive
Kenyan producers and that the design and implerentaf Customs Management Act
be addressed to be key drivers of trade policyrnefand to occupy an important place in

policy debates is valid.

The study concludes that since introduction of @ust union, oil trade in Kenya has

fully exploited the opportunity of global trade an increasingly hostile environment.
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Consensual determination of the external tarifisvjgles incentives to agree on higher
CETs, since these imply higher preference margnts l@enefit partners’ firms. With
regard to trade, welfare and revenue effects skifgb there is significant scope for

revenue improvement as a result of customs unigheimentation in Kenya.

The study further concludes that proponents of Ghestoms Union are running a
proactive communications campaign and have manaigedstimulate economic

competitiveness of nations and in the growth oérimational trade and the development
of the global marketplace. The study finally conlds that following the establishment of
EAC custom union, the oil business entities in Kemenefits on the efficiency and
improved trade as evidenced by the faster moveroémroducts, reduced clearance

requirements, zero tariff regime and shorter legaes in supplying.

5.4 Recommendation

EAC Customs Union has led to increase in incentsugsh as government subsidies to
improve performance in the region, harmonised miestment policies and improved
effectiveness of oil trade laws in Kenya. Comparegperience variations in minimum
capital threshold requirements increasing oil traggeformance and cross-border oll

investments in other EAC members.

To reap the benefits of Customs Union from EACthe fullest possible extent, oll
companies in Kenya needs to address problems thdd cegate the potential benefits
from the EAC CU. To maximize the benefits of thaCEmembership, policy makers
need to initiate measures to harmonize tariffs u@E@MESA, the EAC as well as under
the different RIAs to address the shortcomings loéred jurisdiction between the
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different regional initiatives since the presenspansibility for enforcement is not

demarcated precisely.

This finding illustrates existence of exploited EAQstom union potential at oil firm
level. To enhance this potential, it is necessaryain analysis at product level to be
commissioned to show the EAC market potential andlétermine impediments and

devise strategies for businesses to apply in dodeapture the market potential.

5.5 Limitations of the Study

The researcher encountered various challenges tévaded to hinder access to
information sought by the study. The respondepfg@ached were reluctant in giving
information fearing that the information sought Wwbbe used to intimidate them or print

a negative image of the institutions.

The researcher handled the problem by carrying tathan introduction letter from the
University and assured them that the informatioaytlwould offer would be treated

confidentially and it was to be used purely fordgaraic purposes.

The study also faced constraints time and finameisburces. The researcher budgeted
and only focussed on completing the study in digeperiod of six month to achieve

objective of the study.

5.6 Suggestion for further research

This study was mainly concerned with the effect&aét African Community Customs

Union on the performance of the oil industry in KanFurther research should be done
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in order to ascertain the driving forces behind thglementation East African
Community Customs Union by the oil companies aradrtimplications for the success

of the oil companies’ performance in the trade retark
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APPENDIX

Appendix |: Questionnaire

BACKGROUND INFORMATION

IR @ o o U o - 1[0 o TP

Area Of WOIK ==-=nmmmmm e e e e e

(Please tick where applicable)

2. What is your highest level of education?

Secondary [ ] College [ JUniversity [ ]

Any other, Kindly SPeCIfy.......ccoi it e s

3. Has implementation of the Customs Managementsfated in January 2005 been

successful?
Yes [ ]
No [ ]

GIVE reasSONS fOr YOUI @NSWET ... ... .ttt e e e e e e et e e e e e e eeeaeeaeeeeen
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4. Indicate the extent to which the following factiat has led to implementation of East
Africa Community Customs Union. (1=No Extent,2=Lesdent, 3=Moderately extent,

4= Great extent and 5= Very great extent

Statement 1 2 3 4 5

Pooling market power

Coordinating trade policies among member of EA
state

Combining efforts to negotiate with the rest of the
world

Interaction associated with a CU can foster trust

Decrease the risk of conflicts in trade

Avoiding trade deflection while facilitating more
fluid trade flows among member of EA states

Generate greater economies of scale

Promote a harmonized reduction in internal and
external trade barriers

5. What is the level of awareness of the Custom®iJamong oil trade companies in

Kenya?
High [ ]
Above Average [ ]
Low [ ]
Very Low [ ]

6.. To what extent has implementation of the Custdfanagement Act influence trade

performance in Kenya?

I.  To avery great extent [ ]

ii.  To agreat extent [ ]
iii. ToaModerately extent [ ]
Iv. To aless extent [ ]
v. To no extent [ ]

7.. Kindly rate the oil trade in Kenya among Eagida Community since introduction of

Customs union?
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I.  High [ 1]
i.  Medium[ ]
iii. Low [ ]
8. To what extent do you agree with the followingtements on influence of Common

External Tariff (CET) on trade performance in oitlustry in Kenya?

I
S

Ol

I

> | > -
Ummgmg
cl gl 5| g € @
O <& 5| ®] o ®
S g o ¥ 5 @
0n g c| o N o

Has greatly liberalized the oil industry in Eastiéd Community
through

Reduction of oil export taxes

Has enhanced predictability for oil exporters anastors in Kenyd

Has led to an increase in oil imports under tharftbands at 63.69

Has led to an increase in tariff dispersions wiiétroleum products
in the oil industry in Kenya

Led to deviation from regionally agreed rates dfgeum products

9. Does customs union implemented in East African@ainity increased revenue in oll

industry in Kenya

Yes|[ ]
No|[ ]

Give reason for your

Lo L A

10. Indicate the extent to which you agree with tbkowing statement concerning
revenue increase in oil industry in Kenya, WhereSttongly Disagree 2=Disagree, ,

3=Moderately agree, 4= Agree and 5= Strongly agree
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Statement on revenue increase )

o)
©
> _ > _
> o |s e |3 ¢
c o = (&) c O
= o o N2} = 90

n <C c i) 0n_T©

Improvements in economic performance

competencies, etc);

Improvement in tax administration (e.g. simplificat

of tax laws and regulations, improvement in sjaff

Growth in oil trading activities; investors in Kga

Greater reliance on other taxes (income

other than trade taxes (import duties).

tax, VAQT) e

11. To what extent do you agree with the followstgtement concerning influence of

EAC Customs Union on oil industry investment.(1o8gly Disagree,2=Disagree, |,

3=Moderately agree, 4= Agree and 5= Strongly agree

Strongly agre

Agree

Neutra

disagre

Strongly disagre

Led to harmonising oil investment policies in Kany

to improve performance in the region

Increase in incentives such as government subsidi

®
n

Improve effectiveness of oil trade laws

performance

Experience in variations in minimum capital
threshold requirements increasing oil trade

members

Increase Cross-border oil investments in other EAC
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12. Have institutions in oil industry increase fificiency to improve trade performance

in Kenya due to introduction of Customs Union in.EA

Yes|[ ]
No[ ]

13. Has the introduction of East Africa Communitystoms unions been effective in

improving oil trade performance in Kenya?
Yes [ ]
No [ ]

Give reasons for your answer

15.To what extent do you agree with the followirtpltenges affects effectiveness of
East Africa Community customs union in improving @ade performance in Kenya
).(1=No Extent,2=Less extent, , 3=Moderately extdnt Great extent and 5= Very great

extent

1 2 3 4 5

Slow implementation of decisions reached regionally

Appeals system not yet working properly in spite of
existence of appropriate provisions under the exjst
laws

Conflicting interests at national and regional lsve
(promotion of trade and investment vs revenue
maximization

Duty drawback claims — slow, long and cumbersome

National sovereignty

Lack of a well-informed standards programme

Financial constraints

Structural rigidities

Lack of efficient dispute settlement mechanism
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Appendix Il List of Studies on Impact of EA Custom Duty in Oil Industry

Mcintyre, M. (2005 ), Trade Integration in EAC: Akssessment of Oil Industry in
Kenya, IMF Working Paper Vol. 5 (143), WashingorC

Mwangi, K. & Othiambo, D. (2011) , Regulatoryrdmawork on Oil Industry in Kenya .
Economic Report.

World Bank (2006). Kenya Country Oil Data Profile:
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