
Trade facilitation and foreign direct 
investment flows in Kenya

Christopher Hugh Onyango and 
Tabitha Kiriti-Nganga*

1

25

Abstract

This chapter examines the effects of trade facilitation on foreign direct investment 
(FDI) in Kenya. Using bilateral FDI data for the period 2001–2012, a fixed effects 
Poisson pseudo maximum likelihood estimation of the gravity model was used in 
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1.1 Introduction

Trade facilitation refers to the simplification, harmonization, standardization and 
modernization of trade procedures in terms of import and export processes (WTO, 
2015a). It encompasses a wide range of activities involving the interface between 
business and government and which influence transaction costs. The definition is 
further extended to mean the improvement of transport infrastructure (i.e. transport 
facilitation), eradication of government corruption, reduction of customs tariffs and 
resolution of non-tariff trade barriers, and export marketing and promotion.

It is widely argued that countries that implement trade facilitation reforms and 
enhance trade efficiency and connectivity are generally expected to attract more 
foreign direct investment (FDI). This is an important source of financing 
development in host countries and positively contributes to generation of 
employment, tax revenues, exports and capital formation (UNCTAD, 2012). On the 
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expeditiously moving goods across international borders using best practices from 
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expeditiously moving goods across international borders using best practices from 
around the world. The TFA states that assistance and support should be provided 
to help countries achieve that capacity. It is expected to reduce total trade costs by 
more than 14 per cent for low-income countries, more than 15 per cent for lower-
middle-income countries, and more than 13 per cent for upper-middle-income 
countries. 

The Trade Facilitation Agreement Facility (TFAF) was created to help developing 
countries and least-developed countries (LDCs) implement the TFA (WTO, 
2015a). The Facility acts as a focal point for implementation and aims to support 
developing countries and LDCs by: 

• Helping them to assess their capacity to implement the TFA and their needs for 
assistance to implement particular provisions of the Agreement; 

• Maintaining an information-sharing platform to assist with the identification of 
possible donors; 

• Providing guidance on the implementation of the TFA through the development 
or collection of case studies and training materials; 

• Undertaking donor and recipient match-making activities; 
• Providing project preparation grants in cases where a member has identified a 

potential donor but has been unable to develop a project for their consideration, 
and is unable to find funding from other sources to support the preparation of a 
project proposal;

• Providing project implementation grants (limited to soft infrastructure projects, 
such as modernization of customs laws through consulting services, in-country 
workshops or training of officials) related to the implementation of TFA 
provisions in cases where efforts to attract funding from other sources have 
failed; 

• Complementing efforts by regional and multilateral agencies, bilateral donors 
and other stakeholders to provide trade-facilitation-related technical 
assistance and capacity-building support.

Overall, trade facilitation seeks to remedy trade transaction costs. It recognizes 
that transaction costs are wasteful and undesirable for both business and 
government. Proponents of trade facilitation argue that its principles can increase 
business competitiveness, improve efficiency and control and promote 
investments, both foreign and domestic.

FDI is the process whereby residents of one country acquire ownership of assets 
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economies of scale and scope. The idea here is to take advantage of special 
features such as labour costs, skills of the labour force and quality of 
infrastructure (Abala, 2014);



30 Trade costs and inclusive growth

economies of scale and scope. The idea here is to take advantage of special 
features such as labour costs, skills of the labour force and quality of 
infrastructure (Abala, 2014);

• Strategic asset-seeking, where the purpose of the investment is to acquire and 
complement a new technological base rather than exploit the existing assets.
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(Helpman, Melitz and Yeaple, 2004; Markusen and Venables, 2005). However, the 
empirical literature on FDI and trade facilitation is rather scarce, especially for 
developing countries such as Kenya.

The link between FDI and trade is firmly established in economic literature. Casson 
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Using the Joh 4 
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Using the Johansen co-integration technique, Kinaro (2006) established that 
economic openness and human capital affect FDI positively in the short run. 
Likewise, inflation and real exchange rates have a negative influence on FDI inflows 
in the short and long run, respectively. Looking at the drivers of economic growth 
and FDI in Kenya, Abala (2014) indicates that FDI in Kenya is mainly market-
seeking and that investments require a growing GDP, political stability, good 
infrastructure and a sizeable market, as well as a reduction in corruption levels.

1.5  Overview of trade facilitation and FDI in Kenya

Kenya has been undertaking an integrated and comprehensive approach aimed at 
improving its trade facilitation systems. The priority programmes of trade facilitation 
focus on addressing transport logistics and improving regional transit procedures; 
improving information technology in customs, Kenya Ports Authority (KPA), Kenya 
Bureau of Standards (KEBS), Kenya Plant Health Inspectorate Service (KEPHIS) 
and among exporters and importers; improving the institutional and human capacity 
of all relevant public and private agencies; and the introduction of a data 
interchange information system linking all parties involved in trade facilitation.

The implementation of trade facilitation is carried out within national programmes 
under the Vision 2030 framework, as well as regional integration frameworks, i.e. 
under the EAC and Common Market for Eastern and Southern Africa (COMESA) 
integration initiatives. Kenya ratified the TFA in 2015 as evidence of its commitment 
to reducing trade costs both internally and in regional and external markets. The 
TFA contains provisions that aim to expedite the movement, release and clearance 
of goods, including goods in transit. It also sets out measures for effective 
cooperation between customs and other appropriate authorities on trade 
facilitation and customs compliance issues. Further, it contains provisions for 
technical assistance and capacity-building in this area.

According to the OECD (2013), Kenya performs better than most sub-Saharan 
African and low-income countries in the areas of harmonization and simplification 
of documents, automation, streamlining of procedures and external border agency 
co-operation. However, Kenya’s performance in involvement of the trade 
community, fees and charges, and internal border agency cooperation is below 
that of sub-Saharan African and lower-income countries. In World Bank (2015), 
Kenya is ranked 136th of 189 economies in the aggregate ease of doing business, 
and third in the EAC region (after Rwanda, ranked 46 and Tanzania, ranked 131). 
However, it is the best regional performer in terms of the number of procedures 
involved in dealing with construction permits, getting electricity connected and 
protection of minority investors.
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A key trade project with a regional dimension is the Improvement of the Port of 
Mombasa under the regional framework of the Northern Corridor Transit and 
Transport Coordination Authority (NCTTCA). The Northern Corridor is the 
transport corridor linking the landlocked countries of Burundi, Rwanda and Uganda 
with Kenya’s maritime port of Mombasa. Similarly, the Northern Corridor serves the 
eastern part of the Democratic Republic of Congo, southern Sudan and northern 
Tanzania. In addition, the establishment of the Single Customs Territory (SCT), 
which encompasses three pillars (free circulation of goods, a revenue management 
system and legal and institutional framework), has significantly reduced the 
duration and cost of clearance of cargo. For instance, the time for clearance of 
cargo destined for Kigali has dropped from 21 to six days since the launch of the 
SCT in 2014, according to the Rwanda Revenue Authority. In addition, the average 
dwell time for cargo inside the port has been substantially reduced over the past 
five years. For instance, transit time between the port gate and Malaba stands at 
3.4 days, compared with 12 days in 2008 for most transit traffic (CPCS Transcom 
International Limited, 2015). Transportation logistics costs have also been 
reduced, as shown in Table 1.1.

Whereas investments in trade facilitation are largely driven by the need to enhance 
trade flows, its impacts on FDI flows are equally being recognized, given the 
complementarity between trade and investments. Indeed, since independence, 
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pinnacle of the government’s efforts was the establishment of the Kenya Investment 
Authority (KIA) as the statutory body charged with the responsibility of promoting 
and facilitating investment. The Authority provides a “one-stop-shop” to help 
investors acquire the requisite licenses, permits, incentives and other available 
services.

Despite these efforts, FDI flows into Kenya have remained stagnant for a long time. 
The trend of FDI stock and flows in Kenya is presented in Figure 1.1. The data 
show that, historically, FDI flows into Kenya have been stagnant and only began 
rising in the recent past. FDI remained stagnant between 2000 and 2006 and 
increased in 2007, partly due to improvements in governance following changes in 
political regimes. 

However, growth was short-lived until a gradual increase after 2012. Previous 
studies attribute the inability of Kenya to attract FDI to macroeconomic instability, 
corruption, inconsistencies in economic policies and regulations, deteriorating 
public service and infrastructure (Abala, 2014). Other studies, including Kinaro 
(2006) and Opolot, Mutenyo and Kalio (2008), indicate that the relatively small 
market size, low economic growth, lack of policy transparency and rising costs of 
electricity and labour are the root causes of low investments. In summary, some of 
the reasons why Kenya’s FDI has been lower than that in other EAC members in 
the past could be due to perceived political instability, high levels of insecurity, the 
high cost of doing business and bureaucratic red tape, the high cost of electricity 
and other utilities, high corruption levels, and so on. 

Figure 1.1 Kenya’s FDI inflow and stock, 2000–2014

Source: UNCTAD FDI/TNC database (http://unctadstat.unctad.org/wds/TableViewer/tableView.
aspx?ReportId=96740), accessed on 20 February 2016. 
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The latest rise in investments is largely attributed to large infrastructure projects 
being undertaken by the government within the aspirations of the Vision 2030 
framework. The trend is expected to continue, especially following the recent 
discovery of oil, gas, rare earth minerals and coal in various parts of the country. 

A comparison of FDI flows in the EAC (Figure 1.2) indicates that Kenya’s FDI 
remains behind that of neighbouring Tanzania and Uganda, although investment 
levels have increased in recent years, from US$ 339 million in 2009 to an estimated 
US$ 989 million in 2014 (UNCTAD, 2015a). FDI in the rest of the EAC countries 
has also boosted FDI flows from Kenya, yet the reverse does not occur. According 
to the UNCTAD FDI/TNC (i.e. transnational corporations) database, FDI outflows 
from Kenya in 2011 to Uganda, Tanzania and Rwanda were US$ 173 million, 
US$ 98 million and US$ 67 million, respectively. In Tanzania, the top FDI sources 
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The latest rise in investments is largely attributed to large infrastructure projects 
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framework. The trend is expected to continue, especially following the recent 
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Table 1.2  Types of investment flows into Kenya

2005–2007

(US$ million)

2012

(US$ million)

2013

(US$ million)

2014

(US$ million)

Cross-border mergers 
and acquisitions

146 86 103 1

Greenfield investments 250 1,017 3,635 2,305

Source:  UNCTAD (2015a). 

The types of investment inflows into Kenya are presented in Table 1.2. It is notable 
that greenfield investments constitute the bulk of FDI flows into Kenya, rather than 
cross-border mergers and acquisitions. Key investments in Kenya are mainly in oil 
and gas exploration, industrial production and transport. Greater focus is also 
being given to expansion of power generation, to serve as a platform of economic 
growth and firmly set up the country as a favoured regional hub for energy, services 
and manufacturing over the next decade.

1.6  Conceptual framework and methodology

Conceptual framework

The link between trade and investment is illustrated by the complementarities and 



38 Trade costs and inclusive growth

Table 1.2  Types of investment flows into Kenya

2005–2007

(US$ million)

2012

(US$ million)

2013

(US$ million)

2014

(US$ million)

Cross-border mergers 
and acquisitions

146 86 103 1

Greenfield investments 250 1,017 3,635 2,305

Source:  UNCTAD (2015a). 

The types of investment inflows into Kenya are presented in Table 1.2. It is notable 
that greenfield investments constitute the bulk of FDI flows into Kenya, rather than 
cross-border mergers and acquisitions. Key investments in Kenya are mainly in oil 
and gas exploration, industrial production and transport. Greater focus is also 
being given to expansion of power generation, to serve as a platform of economic 
growth and firmly set up the country as a favoured regional hub for energy, services 
and manufacturing over the next decade.

1.6  Conceptual framework and methodology

Conceptual framework

The link between trade and investment is illustrated by the complementarities and 
interdependence between them. According to UNCTAD (2015b), trade facilitation 
measures positively affect export-oriented investment and investments that benefit 
from facilitated imports. Equally, investment facilitation measures such as creating 
a conducive business environment will have positive effects on exports by 
attracting export-oriented investment that results in the build-up of critical 
productive capacities. This circle is presented in Figure 1.3, which shows how 
targeted interventions in trade and investment can help build productive capacities.

Trade facilitation enhances domestic and external trade flows, leading to greater 
integration into wider productive networks and value chains. Value chains trigger 
development in productive capacities, depending on the nature and availability of 
markets. The changes in investment flows in turn increase or otherwise affect 
production capacities. Productive capacities for trade constitute three pillars: (i) 
productive resources (infrastructure and productive assets); (ii) linkages with 
markets; and (iii) capabilities, i.e. skills, entrepreneurship and technology. Changes 
in productive capacities for trade influence the nature and intensity of trade and the 
cycle of trade facilitation and investment.

Trade facilitation and foreign direct investment flows in Kenya 39

Figure 1.3 Linking trade facilitation and investment

Source:  Adapted from UNCTAD (2015b).

Empirical model1Source:
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GDPCjt is the GDP per capita of country j at time t; 

Distij is the distance in kilometres between the two countries;

Comlangij represents the presence of a common language between the source 
and host country. It takes a value of 1 if they share a common language and 0 if they 
do not;

Borderij takes the value of 1 if the two countries share a common border and 0 if 
they do not;

ßijt is the error term.
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GDPCjt is the GDP per capita of country j at time t; 

Distij is the distance in kilometres between the two countries;

Comlangij represents the presence of a common language between the source 
and host country. It takes a value of 1 if they share a common language and 0 if they 
do not;

Borderij takes the value of 1 if the two countries share a common border and 0 if 
they do not;

ßijt is the error term.

FDI depends on the extent to which cheaper factors of production can be 
accessed overseas and also the relative ease with which intermediate goods can 
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