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Determinants of Kenyan Exports: A Gravity Model Approach

M. N. Orindi
Economist, Department of Economic & External Trade, Ministry of Foreign Affairs, Nairobi, Kenya

E-mail: mercorindi@yahoo.com

Abstract: Under the Kenya’s blue print Vision 2030, the government identified marketing as a challenge to the 
agricultural sector. Efforts to maintain existing markets and create new ones to increase Kenya’s bargaining power, 
and value addition in agriculture are emphasized. The development of this strategy will contribute towards conquer-
ing new markets and export expansion. This paper applies a panel data analysis to a sample of 25 Kenya’s major 
export destination countries to analyse the determinants of exports, Kenya’s major trading partners and the unex-
ploited markets using the gravity model approach. The results show that Kenya’s exports highly depend on foreign 
demand; the importer’s GDP and population. Transportation costs are found to influence Kenya’s exports negative-
ly, hence better off trading with her neighbouring countries. Furthermore, some dummies namely the European Un-
ion, Common Market for Eastern and Southern Africa and Embassy/Consulate augmented the gravity model and 
were found to significantly influence Kenya’s exports. The analysis also showed that there is unexploited export 
potential among some of Kenya’s export markets, of which, if fully exploited, can contribute to the achievement of 
the agricultural sector’s short-term goals.  

Keywords: New Trade Theories, Augmented gravity model, economic centre

Introduction
Exports are important in the process of growth and furthermore, expansion of exports is an 
integral part of economic growth process. Export promotion has been perhaps the one commer-
cial policy issue that has attracted considerable attention both at national and international levels, 
and as analysts argue, this development has appeared to be a successful strategy for fostering 
growth and inclusive development. In this era of globalization and liberalization, the importance 
of exports can not be over-emphasized. Exporting products abroad enables a developing country 
like Kenya to widen its market beyond the size of the local market.
Kenya’s external environment has been greatly influenced by the changing international and re-
gional trading arrangement. For instance, the multilateral trading arrangements under the World 
Trade Organization (WTO) and the regional trading arrangement such as Common Market for 
Eastern and Southern Africa (COMESA), the East African Cooperation (EAC), and the Euro-
pean Union (EU), have greatly contributed to Kenya’s export demand.
Since Kenya undoubtedly benefits from export activities such as greater capacity utilization, 
economies of scale, adoption of more efficient technology, the learning effects, and relaxation of 
foreign exchange constraints and given the importance of exports in Kenya’s economy, it is im-
portant to analyse the factors that determine export flows between Kenya and her trading part-
ners. Also, while formulating trade and industrial policies aimed at stimulating exports, it is im-
portant to understand which factors stimulate or deter entry of Kenyan exports into international 
market. In order to realize the goal of the blue print Vision 2030, Kenya will need to identify and 
eliminate the impediments to her competitiveness in the region (e.g. domestic policies for trade 
liberalization or openness etc). Equally important is to identify the destinations of potential 
supply of exports to effectively exploit export opportunities. This paper intends to estimate a 
model that can be used to analyse the determinants of Kenyan exports to identify export competi-
tiveness factors in foreign markets and the unrealised export potential.   
Although literature on commodity export supply functions start from structural equations, their 
reduced form equations are generally price-focused. By narrowing the factors to price variables, 
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the influence of non-agricultural sector therefore tends to be ignored and most studies modelling 
exports of African countries tend to follow this relative-price approach. Given the fact that ex-
port determination requires a multifaceted approach, this study takes a new dimension, that of 
New Trade Theories (NTT), the gravity model approach with an aim to identify the factors that 
explain Kenya’s export behaviour and also to empirically test the impact of “trade resistance fac-
tors” (the geographical and policy factors). This work therefore improves on the earlier work by 
Were, et al. (2002) by incorporating these factors (the cross-border effects). The value added of 
the work carried out in this paper lies in the model’s outstanding empirical performance.
The plan of this paper is as follows; the next section briefly presents a background and trend of 
Kenya’s exports. Section 3 provides the theoretical and empirical underpinnings of the adopted 
gravity model. Methodology is presented in section 4 while Section 5 describes the data and 
presents the empirical results. The final section concludes the paper with policy implications.

Background and Trend of Kenya’s Export
Kenya’s exports can be distinctly divided into two categories; the agricultural and manufacture 
components but generally, the structure is predominantly composed of primary agricultural 
commodities mainly tea, coffee and horticultural products. These three commodities together 
with articles of apparel and clothing accessories continue to be the leading export earners, ac-
counting for over 49.7% of the total domestic export earnings in 2007 (Government of Kenya 
(GoK), 2008).  Kenya’s exporting performance has roots among other factors, in the efficiency 
of primary production. For instance Kenya is the 4th largest tea producer in the world after China, 
India and Sri Lanka.
Until the late 1980’s, coffee exports contributed the largest share to total commodity exports. 
The fourfold increase in coffee prices between 1976 and 1978; and a minor boom in 1986 contri-
buted to coffee export’s notable performance (World Bank (WB), 1993); and during the boom 
years 1976-1978, real GDP grew, on average by 6.8%. However, the trend appears to have 
changed since the early 1990s with tea exports taking the lead. Coffee’s performance has in the 
recent past continued to drop tremendously, even to a single digit percentage of total exports 
since 2000.  Figure 1 shows the current widening gap between tea and coffee exports, while Fig-
ure 2 indicates the trends of the three major commodity exports. 

Figure 1: Coffee and Tea exports gap
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Figure 2: Top three commodity exports performance

Horticultural products have however, experienced rapid growth and are currently the leading ex-
port commodity accounting for about 20% of the total exports. This growth has placed Kenya 
among the top ten exporters of horticultural products, with the countries’ total exports accounting 
for over 87% of the total value of the world’s floriculture crops (Netherlands, Canada, USA, Ec-
uador, Kenya, Denmark, Germany, Belgium, Italy and Columbia).
Kenyan exports are expanding beyond the traditional markets, particularly with advances in eco-
nomic integration such as COMESA and EAC. With liberalization, regional trade integration 
measures under EAC and COMESA have accounted for the dominant share of the increase in 
Kenya’s exports, particularly in manufactured exports, with COMESA being the leading destina-
tion of Kenya’s exports within the African region accounting for 69.5% share of the total exports 
to Africa in 2007. African region has continued to dominate the direction of Kenya’s exports fol-
lowed by the EU with the share of exports to the African region and the European Union in 2007 
being 45.2% and 26.4% of the total exports respectively (National Economic and Social Council 
(NESC), 2007).
The performance of manufactured exports however, was poor in the 1980’s. Its share of the total 
exports had not only remained minimal but had also been declining with the contribution to the 
country’s total exports having declined to 13% in 1991 from 16% in 1976. Currently, the manu-
factured export performance has improved with its value standing at 37% of the total Kenyan 
exports and locally manufactured goods comprising 25% of Kenya’s exports. The manufacturing 
sector in Kenya has its beginnings rather early in the colonial period, when an economic infra-
structure linking Kenya to the world market emerged. Agriculture on the other hand, has always 
been described as the backbone of Kenya’s economy. Exports from these two sectors are always 
influenced by many factors. Some of these factors are peculiar to either the commodity exports 
or to the manufactured exports. 
A major impediment to the exports of manufactured items is poor product quality, and which 
makes most items internationally uncompetitive, except in regional markets (WB 1993). Similar-
ly, the commodity exports also suffer from lack of value addition. Additionally, fluctuations in 
export prices and environmental factors are among other factors which account for the fluctua-
tions of these exports’ revenues.
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Theoretical and Empirical Underpinnings
Theoretical Framework
The gravity model was first applied to international trade field by Tinbergen (1962) and Poyho-
nen (1963) in the early 1960s (Wall 1999: 34). They conducted the first econometric analyses of 
bilateral trade flows based on gravity-type equations, but they only provided empirical evidence 
without supplying any theoretical justification. The representation of trade flows provided in 
works such as that of Anderson (1979); Anderson and Van Wincoop (2003); and Bergstrand 
(1989) greatly contributed to the establishment of a theoretical foundation for the gravity model 
by showing that the gravity equation can be derived from a number of different international 
trade models. 
The model has been widely used in the applied literature to evaluate trade flows, the impact of 
regional agreements, the impact of a monetary union, the impact of Foreign Direct investments 
(FDI) on trade flows, to simulate the trade potential and assess the export potential (Kandogan 
2007: 337; Eita and Jordaan 2007-23: 1; Abdul Samad, et al. 2009: 58). It has also been used to 
explain social flows, primarily migration in terms of the “gravitational forces of human integra-
tion”. 
The model is now enormously popular for analysis of a wide range of trade questions inter alia, 
who trades with whom, the spatial patterns of trade flows, and the unexploited trade potential, 
hence the gravity models have become one of the most popular empirical tools used for model-
ling bilateral trade flows. Ram and Prasad (2000) concluded that among the many studies using 
the gravity framework, a high percentage shares the research task of predicting trade potentials.
The gravity model derived its name from its passing similarity to Newtonian physics. The model 
was originally founded on Newton’s physical theory which states that two bodies attract each 
other in proportion to their masses and inversely by the square of the distance between them1. 
The inclusion of distance in the model is to account for transport costs, which intuitively increase 
with distance. In a study by Wall (1999) the gravitational force is compared to large economic 
entities such as countries or cities which exert pulling power on people or their products. 
The gravity model explains about the partner composition of trade, and therefore takes into ac-
count more traditional economic reasons for international trade. The model in its general form 
states that exports from country i to country j (the export destination country), are explained po-
sitively by their economic mass (proxied by income and population), and negatively to economic 
distance, and a set of dummies incorporating some kind of institutional characteristics common 
to specific flows (Eita and Jordaan 2007-23: 7). The model specifies the value of trade between 
two countries as a positive function of incomes of the countries and a negative function of the 
distance between them (Wall 1999: 35).
The empirical survey of the Gravity model
The equation used is similar in all studies and the survey follows from the work by Thursby and 
Thursby (1987) with the following general specification:

Xij = α0 (Yi)
α

1(Yj)
α

2(Ni)
α

3(Nj)
α

4(Dij)
α

5(Aij)
α

6(Pij)
α

7Uij

Where Xij is the value of the trade flow from country i to country j; Yi and Yj are the values of 
nominal GDP in i and j; Ni and Nj are the size of population in both countries; Dij is the physical 

                                                
1 * Symbolically, F = GM1M2/(dist12)

2 where F= force of gravity which in trade is replaced with value of bilateral 
trade; the masses M1 and M2 with the trading partners’ GDP and G is the gravitational constant (Baldwin and Tag-
lioni 2006: 2). 



International Journal of Economic and Political Integration 1(1): Spring 2011

7

distance from the economic centre of country i to that of country j; Aij is any other factor either 
aiding or hindering trade among i and j; Pij is trade preferences among the countries, and Uij is a 
log-normally distributed error term.
In the reviewed empirical studies, the standard variables of the gravity model (GDP, population 
and distance) have worked well. In most studies, some variables have been used over and above 
these standard variables. Below are some of these studies.
Insofar as the gravity model is viewed as reduced-form equation for trade volume (proxied by 
value) in which prices do not appear because they are endogenous (Oguledo and MacPhee 1994: 
111), some authors among them Anderson (1979), Thursby and Thursby (1987), and Bergstrand 
(1985, 1989) share the view that the exclusion of price variables leads to misspecification of the 
gravity model. Studies by Thursby and Thursby (1987), Oguledo and MacPhee (1994) and Ab-
dul Samad et al. (2009) included the price variables and found it to be statistically significant in 
explaining trade flows among countries.
In the case studies that have augmented the basic gravity model to analyse the export/trade en-
hancing impact of currency devaluation using the exchange rate variable, Thursby and Thursby 
(1987), Rahman (2003) and Abdul Samad et al.(2009) found the exchange rate term to be nega-
tive and significant. Rahman (2003) concluded that Bangladesh’s exports depended on its cur-
rency devaluation.
Since trade barriers are known to drive a wedge between supply and demand, tariffs and prefe-
rential arrangements have been used in some studies to predict the additional bilateral trade that 
would be a consequence of preferential treatment. In this sense, Thursby and Thursby (1987), 
Oguledo and MacPhee (1994) and Martinez-Zarzoso (2003) found preferential arrangement to be 
statistically significant and trade-enhancing. 
Other studies have also considered the effects of regional trade arrangements e.g. the economic 
integration (trading blocs). This variable has reported positive results and significance to coun-
tries in the same economic region. Ram and Prasad (2000), Chan-Hyun (2001) and Martinez-
Zarzoso (2003) found that regional trade arrangement had a positive and statistically significant 
effect on (bilateral) trade flows.
While testing for export promotion strategy using the gravity model to examine the systematic 
link between the presence of a foreign mission and a country’s exports to that country, Rose 
(2005) carried out such a study which gave evidence that creation of an embassy has a substan-
tially larger impact on exports.   
Other cultural factors have also been incorporated in the gravity model. Language dummy was 
included in the studies of Ram and Prasad (2000), Martinez-Zarzoso (2003) and Eita and Jordaan 
(2007) and the studies found that common language increased trade by economically and statisti-
cally significant amounts hence great importance in cultural similarities in bilateral trade.

Methodology
As noted earlier, our approach is to use the gravity model to estimate Kenya’s export equation.
Tinbergen (1962) and Poyhonen (1963) specified the gravity model equation as follows:

Tradeij = α.(GNPi xGNPj)
β
1 ....................................... 1)

(Dist.ij)
β
2

Where Tradeij is the value of the bi-lateral trade between country i and j, GNPi and GNPj are 
country i and j’s respective national incomes. Dist.ij is a measure of the bi-lateral distance be-
tween the two countries. α and βs are parameters and apriori β1 is positive and β2 is negative. The 
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equation is the core gravity model equation which predicts the bilateral trade to be a function of 
income and a negative function of distance. The notion of distance does not only relate to the 
geographical distance (i.e. transportation costs), but also to other factors affecting transaction 
costs.

Model Specification
The estimating equation follows the simplest form of gravity model, the basic model and implies 
that exports X (from Kenya i to a set of some countries j (j=1,…,N; N=25) are determined by the 
GDP and population of both Kenya and the importing country, the geographical component (dis-
tance) and specific bilateral features between Kenya and her individual trading partner. In addi-
tion to the basic model, an augmented gravity model equation will be estimated.  The model is 
augmented in the sense that several conditioning variables that account for other factors that may 
affect bilateral trade have been included over and above the natural logarithms of income and 
distance. The basic and the augmented equations are formulated as follows;
The Basic gravity model
Xij = β0 Yi

β
1 Yj

β
2 Ni

β
3 Nj

β
4 Dij

β
5 Aij

β
6 εij……………………………… 2)

Where i denotes the exporter and j the importer, X - is the export of goods; Yi and Yj are the 
GDP of the exporting and importing country respectively. Ni and Nj being the population of the 
exporting and importing country respectively. D is the distance in Kilometers between the eco-
nomic centres. A- represents any other factor that influences exports from Kenya to the export 
destination country (regional and trade arrangements, economic partnerships, bilateral relation-
ships etc), while εij - is the stochastic disturbance term, assumed to be well behaved.
Logarithmic expression of the Basic model
Ln(Xij) = β0 +  β1ln(Yi) + β2ln(Yj) + β3ln(Ni) + β4ln(Nj) + β5lnDij + β6 ln(Aij)  + εij ........ 3)
The A component augments the basic gravity model with those factors which account for some 
influence on export level. The augmented equation is specified as follows; 
The Augmented gravity model
Ln(Xij) = β0 +  β1ln(Yi) + β2ln(Yj) + β3ln(Ni) + β4ln(Nj) + β5lnDij + β6 (COMESA)  + β7EU + 
β8EMBCON + εij………………….. 4)
COMESA is a binary variable that is unity if both i and j belong to the same preferential trade 
area; while the EU is a dummy variable that is unity if the trading partner is a member of the Eu-
ropean Union and zero otherwise. EMBCON takes the value of 1 if Kenya has an Embas-
sy/Consulate in country j, and zero otherwise. 
The equation decomposition brings in the dummy variables for COMESA member countries and 
the EU in order to test the impact of regional agreements on the bilateral exports. The coeffi-
cients of the dummy variables are expected to be positive. These two dummy variables are po-
tentially relevant in that they test their individual significance for entry and participation in a 
Free Trade Area (FTA) because the aim of such agreements being precisely to stimulate trade 
among the constituent countries. Moreover, trade related arrangements according to studies car-
ried out, can generate a significant increase in trade. Secondly, the EU dummy is preferably cho-
sen because it is the second dominant export destination and which accounts for over 20% of to-
tal exports.

Data and Empirical Results
The dataset of the study is based on a unique series collected from Economic Survey and Statis-
tical Abstract (various issues) for export flow (value in Kshs ’000) from Kenya to the 25 trading 
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partners from 1964-2008. The distance term measure is the great circle distance in Kilometres 
between Nairobi-Kenya and the trading partner’s economic centre under consideration with an 
implicit assumption that overland costs are comparable to overseas transport cost and that the 
capital city is the only economic centre of a country. This assumption however, is more appro-
priate for a small country (Bussiẻre and Schnatz 2006: 16), but particularly unsuited for geo-
graphically large countries with several economic centres e.g. China and the United States. (For 
this reason, the variable for China2 will be adjusted using a weighted average of the distance be-
tween Hong Kong and China’s mainland). Figures on GDP and population are obtained from 
World Development Index (WDI).
OLS estimation technique was applied to the panel data. The data type was chosen because of its 
several advantages. However, the advantages notwithstanding, panel datasets are not without 
shortcomings as they tend to suffer both heterogeneity and selectivity bias (Gujarati 2007). Panel 
data involves different models that can be estimated. These are; pooled model, the fixed effects 
model (FEM) and the random effects model (REM). A random effects model tends to be more 
appropriate when estimating the export flow from a randomly drawn sample from a considerably 
large population, while fixed effects model would be a better model when estimating the flows of 
exports from an ex-ante predetermined selection of countries (Eita and Jordaan, 2007). Since this 
study deals with export flows between Kenya and her 25 major trading partners, the fixed effects 
would be a more appropriate model.
The main draw back of the fixed effects is that variables that do not change over time i.e. time 
invariant can not be estimated directly because inherent transformation wipes out such variables. 
This problem however, can be remedied by estimating these variables in a second step (Marti-
nez-zarzoso and Nowak-Lehmann 2003: 299) by running another regression with the individual 
effects (IE) as the dependent variable. In our framework, the IE model was specified as;

IEij = λ0 + λ1Dij + λ2(COMESA) + λ3(EU) + λ4(EMBCON) + μi 

………………………………………………………….. 5)
Where IEij is individual effects and the other variables are as defined before.

Diagnostic Tests
This paper analysed the univariate characteristics of the variables. This test is the first step in the 
panel cointegration based estimation technique (Geda et al., 2009). If all variables in the model 
are stationary, then the OLS estimation technique can be applied to estimate the relationship be-
tween the variables. 
There are three main panel unit root tests suggested by different authors; the Levin Lin Chu test 
(LLC), Im Pesaran and Shin test (IPS) and Hadri test. This study applies the first two tests, the 
LLC and IPS tests. These tests assume that the autoregressive parameters are common across 
cross-section (Eita and Jordaan, 2007), with null hypothesis of a unit root. Table 1 of the Appen-
dix presents the LLC and IPS test results. The LLC test results show that all the three variables 
are stationary while in the IPS results, the importer’s population is not stationary. Since the ver-
dict of stationarity can be drawn from either of the tests, we will adopt the LLC test results to 
assume stationarity of the variables. When the regression variables are stationary, cointegration 
test therefore is not necessary. OLS estimation technique will be applied in the model estimation. 
The augmented gravity model in equation 4) was estimated by taking all the explanatory va-
riables except the distance and the dummy variables. Kenya’s GDP and population variables 
                                                
2 In the study, China represents both China’s mainland and Hong Kong.
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were found to be irrelevant hence were dropped from the regression model (See Appendix Table 
2 for the descriptive statistics of the model).
As was mentioned earlier, there are different models that can be estimated in the panel data. The 
results of the Pooled, fixed effects (FEM) and random effects (REM) regressions are presented in 
table 3 in the Appendix. Pooled model is specifically important because it is used as a baseline 
for comparison in testing for fixed effects. A significance test is done with an F-test. Should 
there be significant improvement in R-squared, then there are statistically significant country ef-
fects. As can be seen from the tabulated results (Appendix Table 3), the R-squared has improved 
by 23%, meaning that there are significant country effects. 
In the face of Heteroskedasticity, autocorrelation or outliers to contend with, robust estimation 
may be performed. This was performed in order to obtain robust panel standard errors. The re-
search question in the test is whether there are significant correlation between the unobserved 
and country-specific random effects and the regressors. The results of the Hausman test statistics 
are tabulated in Table 3 (Appendix). The null hypothesis was rejected in favour of fixed effects 
meaning that country-specific effects are correlated with regressors, and the random effects 
model would be inconsistently estimated. In a second test, Breusch and Pagan Lagrangian mul-
tiplier test for random effects, the null was again rejected in favour of the alternative. The study 
therefore adopted the fixed effects model as the model of choice. 

Regression with the Fixed Effects Model
A joint test to see if all the dummies for all countries are equal to zero was performed and the 
null was rejected. Fixed effects therefore are needed. A second step regression (of equation 5) 
with the distance and the dummy variables as the explanatory variables and the individual effects 
as the dependent variable was conducted. These results are presented in Table 4 of Appendix.

Discussion of the Results
The regression results in Table 3 column 2 report the coefficients and the level of significance of 
the explanatory variables namely the importer’s GDP and population. These two variables pro-
vide most of the explanatory power in the regression. The coefficients of these variables bear 
positive signs, consistent with the theoretical expectations. The positive coefficient for impor-
ter’s GDP implies that as the income levels of the importing country increases, so does the coun-
try’s demand for imports and which suggests that Kenya’s exports increase by 1.25% as the im-
porter’s GDP increases by 1%. The importer’s population is also statistically significant with a 
coefficient value of 1.94, suggesting that 1% increase in the importer’s population increases 
Kenya’s exports by 1.94%. To the importing country, this could imply that as its population 
grows, the demand for imports also goes up in order to sustain the needs of the growing popula-
tion. The increased demand thus leads to increase in Kenya’s exports. 
The fixed effects explain 88% of the variations of Kenya’s export to foreign markets. These es-
timated fixed effects are reported in Table 4A in the appendix. With regard to country-specific 
effects, the results show that these effects are strongly significant except for Denmark, Pakistan, 
Norway and The Netherlands. China, India, USA, Japan etc have the lowest propensity to 
Kenya’s exports while Spain followed by Burundi, Uganda, Zambia, Malawi , Ireland etc pos-
sess the highest propensity.
The distance variable is significant at 5% and bears the anticipated negative sign as shown in Ta-
ble 4. Distance was factored in as a proxy for transportation costs with an inverse relationship 
with exports. The relationship implies that the further away from Nairobi the importer is located, 
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the higher the transportation costs, and therefore less exports to that particular country. The coef-
ficient value of -0.197 indicates that when the distance between Kenya and her trading partner 
increases by 1%, the value of exports to this destination decreases by approximately 0.2%. 
The dummy variables reported positive signs and statistical significance even at 1%. The 
COMESA variable was found to be significant at 1%. Kenya’s exports are 12.4 times higher 
when the bilateral trade is between a COMESA member State than a non-COMESA member 
(EXP 2.5177 = 12.4). Similarly, the EU dummy was also found to be statistically significant at 
1%. The coefficient value of 2.4379 implies that exporting to EU member state is 11.4 times 
higher than non-EU member (EXP 2.4379 = 11.4).  The trade arrangement variables are thus im-
portant and significant. 
The estimated coefficient for embassy/consulate is 2.1602 implying that exporting to a country 
where Kenya has an embassy or consulate is 8.67 times higher because of an embassy/consulate 
(EXP 2.1602 = 8.67). This suggests that presence of an embassy/consulate in the importing 
country promotes Kenya’s exports in that particular country. 
After estimating the fixed effects model, the within sample potential was solved and then com-
pared to the actual exports in order to determine if Kenya still has unrealized export potential. 
The results in Figure 1 in the Appendix show that Kenya still has greater unrealized export 
potential to Canada, France, Italy, Spain, UK etc. 

Conclusion
We have established the theoretical justification of the gravity equation. In effect, the results 
show that Kenya’s export volume is determined by the economic size (income) and population of 
the trading partner/importing country. The analysis show that geographical factors influence 
Kenya’s exports negatively such that as the distance between Kenya and the export destination 
country gets large, so does the transportation costs.  In this sense, it would only be profitable if 
Kenya has absolute advantage in exporting to such countries such that the gains outweigh these 
transportation costs. 
Analysis however, also revealed that Kenya’s potential exports to the neighbouring countries fall 
short of the actual exports. Exporting to neighbouring countries would therefore be more profita-
ble since these costs are minimal. Kenya should therefore take advantage of the geographical 
proximity in order to increase exports and export more to COMESA member countries.  Howev-
er, where Kenya’s exports have absolute advantage in the foreign market, then there is need to 
emphasize on value addition on these exportables since Kenya’s exports highly depend on for-
eign demand (the importer’s GDP and population).
Countries with big GDP and populations tend to import less from Kenya compared to those 
economies whose GDP and population are not as big. Big populations i.e. population of more 
that 100 million tend to import less from Kenya. These countries include China, India, Japan and 
USA. The analysis similarly indicated that Kenya’s major trading partners are African countries. 
The analysis presented Spain, Burundi, Rwanda, Uganda, Zambia and Malawi to form the 
biggest markets for Kenya’s exports. Sudan, Ireland, Israel and Netherlands are also major 
Kenya’s export importers. In terms of unrealized/ unexploited export potential, the results indi-
cated that Kenya has greater unrealised export to Canada, France, Italy and Spain and less unex-
ploited potential to UK, Malaysia and Greece. 
Since Kenya’s export pattern is depicted by country-specific effects, it is important that these 
effects be sufficiently and adequately taken into account while setting out trade policies with re-
gards to exports. Finally, Kenya embassies and consulates abroad should act as export promotion 
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centres with a redirected focus to economic matters in order to strengthen trade ties and hence 
export promotion.
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Appendix

Table 1:Unit Root Test Results
Variable                     LLC     IPS Decision

Exports -8.764 (0.002)*** -2.070 (0.001)***   Stationary
Importer’s GDP        -10.081(0.000)***     -2.583 (0.000)***   Stationary

                 Importer’s Population                   -2.879 (0.0699)*       -0.973                    Stationary
Note: ***/**/* denote rejection of the null hypothesis at 1%, 5% and 10% significance level. In parentheses are probabilities.

Table 2: Descriptive Statistics
Variable Obs. Mean Std. Dev. Min. Max.

Exports 1125 12.14455 2.200347 6.579251 17.44994
Importer’s GDP 1125 24.77026 2.515243 18.64382 30.27719

Importer’s Population 1125 16.95784 1.583268 13.86901 21.00995
Distance 1125 8.396777 .8654558 6.230482 9.482579

COMESA 1125 .08 .2714139 0 1
EU 1125 .1422222 .3494333 0 1

EMBASSY/CONSULATE 1125 .5297778 .4993345 0 1

Table 3: Pooled, Fixed Effects and Random Effects Regression Results
Dependent Variable: Exports

Variable Pooled                               Fixed  Effects              Random Effects
Importer’s GDP
Importer’s Population
Distance
COMESA
EU
EMBASSY/ CONSULATE

0.93085175***                1.2533143***              1.2631316***
-0.06990807*                   1.9433284***               0.54219393***
-2.0340639***                                                       -3.2421749***
2.3030242***                                                        1.7588596***
1.0586365***                                                         0.65682847***
0.67358697***                                                       0.16633405*

N
R_Squared
Adjusted R-Squared

1125                              1125                                 1125
0.7167                          0.88302                              0.8632
0.7152                          0.88025

Note: ***/**/* denote significance at 1%, 5% and 10% level. 

Table 4: Fixed Effects Regression
Dependent Variable: Individual effects

Variable           Coefficient                          t-statistics
Distance                -.19698612   (-2.88)**

COMESA                2.5177117 (13.23)***
EU 2.4379383 (26.00)***
EMB/CON 2.1602824 (23.93)***

R-Squared 0.4962
Adjusted R-Squared 0.4944

Note : ***/**/* denote level of significance  at 1%, 5% and 10%.

Table 4A

Countries included in the estimation and their fixed effects

Burundi 6.757232*** Uganda 5.431143***
Canada -4.004246*** United Kingdom -3.358117***
China -11.61*** USA -9.720949***
Denmark -.2843114 Norway -.2784207
France -5.750522*** Rwanda -2.383729***
Zambia 4.232355*** Spain 6.902107***
Greece -1.198469*** Sudan           -4.562415***
India -9.758663*** Sweden 1.20528***
Ireland 2.492386*** The Netherlands -.0571605
Israel 1.661348***
Italy -5.126216***
Japan -8.209229***
Malawi 3.96236***
Malaysia -1.466816***
Pakistan -.2291181
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Figure 1. Actual and Potential Kenya’s Exports (in Kshs’000)

a) Canada

b) France

c) Greece

d) Italy

e) Malaysia

f) United Kingdom

Where;
Potenexpt - is the potential exports

Actualexpt -is the actual exports.
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