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Article 

Effects of Trade Liberalization on Household Welfare 
in Kenya 
Justine Ongeri Mogendi 

University of Nairobi; justinemogendi@uonbi.ac.ke 

Abstract: Trade liberalization is commonly pursued to improve welfare of households in a country. 
However, the effects of liberalization are not evenly distributed. Certain households and sectors 
may benefit more than others. This study focuses on the East African Community Common External 
Tariff (EAC-CET), to analyze the distributional effects of trade liberalization in Kenya. The study 
utilizes two household budget surveys capturing pre- and post-trade liberalization scenarios. The 
paper examines changes in consumer prices, labor incomes, and consumption patterns to assess the 
effects of liberalization. A pass-through equation for prices and a negative compensation variation 
equation are estimated. The findings indicate that the EAC-CET had a significant pass-through 
effect on prices of manufactured goods, but incomplete pass-through for agricultural goods. This 
suggests a lack of competitiveness in domestic value chains. The distributional effects differ across 
worker categories, favoring skilled and formal workers over unskilled and informal workers. The 
income effect outweighs the negative expenditure effect for households in the middle- and upper-
income deciles. However, the study reveals negative welfare effects for the poorest households in 
the lowest income deciles. Furthermore, the study identifies the EAC-CET to be pro-poor, with 
households in rural areas benefiting more than those in urban areas. 

Keywords: trade liberalization; East African Community; Common External Tariff; Househhold 
Welfare 

JEL: F12; F13; F14; F15; D21; R2 
 

1. Introduction 

One of the main reasons that trigger countries to open up their markets is to improve the welfare 
of their people. Trade, in literature, is assumed to affect households’ welfare via changes in the 
relative prices they face as both consumers and producers (Ghahremanzadeh, Malakshah, & 
Pishbahar, 2017). Under perfectly competitive markets, trade indicators like import tariffs have close 
to a complete pass-through effect on domestic economic indicators like consumer prices. Price effects 
of trade policies in turn affect production, resource allocation, income, and consumption (Cabalu & 
Rodriguez, 2007). Some production sectors would expand while others will contract. Households that 
are in the expanding sectors may benefit more than those in the contracting sectors. They benefit if 
their consumption basket is dominated by goods whose prices are decreasing due to a decrease in 
import prices (Cabalu & Rodriguez, 2007). However, opening up may not work for all countries or 
all groups within a country (Siddiqui, 2015). Some countries and certain groups within a specific 
country could gain or lose more than others. Market imperfections may hinder the transmission of 
trade policies to economic indicators like prices and income. 

The imperfections, mainly caused by high transactional costs, are more prevalent in developing 
countries (Nicita, 2009). This raises the concern of whether domestic markets of Sub-Saharan African 
countries are responsive to trade policies like import tariffs. Further, in markets where there is 
responsiveness, a key issue is the distributional effect. Specifically, which households are gaining or 
losing, which sectors are expanding or contracting, or which regions of a country are being adversely 
affected. Answers to these questions would be relevant because some trade policies could reduce 
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poverty but, at the same time, accelerate levels of inequality, and both could be a result of the same 
distributional impact (Marchand, 2012). There is also a concern that opening up domestic markets for 
developing countries could as well increase their vulnerability to trade (Siddiqui, 2015). This paper 
seeks to address these concerns and provide insight into the distributional effects of trade policies in 
Sub-Saharan countries, with a focus on Kenya. The country forms a suitable case study as it has been 
observed to be among the most diversified countries in the East African Community (EAC) 
economies (Gasiorek, Byiers, Rollo, & CUTS International, 2016). Further, the share of Kenya’s 
imports from EAC is around 2% implying that more than 97% of its imports come from outside the 
EAC. 

The resumption of the EAC in 2005 saw an introduction of the Customs Union (CU) in which a 
3-band CET was formed. The CET saw a significant decrease in import tariffs for Kenya as 
highlighted in Figure 1. In 2000, the average import tariff (simple mean) was 20.9%, but in 2005, after 
the formation of the EAC-CET, the rate decreased to 12.42%. The figure shows that, on average, 
import tariffs fell by approximately 25% after the formation of the EAC-CET. The products that are 
highly protected by the EAC-CET are agricultural goods followed by raw materials. The least 
protected products are capital goods as seen in Figure 1. The significant decline in tariffs after the 
year 2005 is defined as the period of trade liberalization in Kenya. 

 
Source: Computations based on WITS-World Bank Database (1998-2020) 

Figure 1. Kenya’s Simple Average tariffs pre and post the EAC-CET. 

Welfare and trade liberalization concerns are not new to Kenyan literature. However, they have 
mostly been addressed at the macro level (Khorana, Kimbugwe, & Perdikis, 2009; McIntyre, 2005; 
Shinyekwa & Othieno, 2013). This has mostly been attributed to the lack of disaggregated information 
to trace consumer prices, labor incomes, and consumption patterns. The studies do not indicate which 
products or households are affected by trade liberalization. One may also ask if there is a difference 
between the impact on the poor versus the non-poor or rural versus urban households. Further, the 
country emphasizes the importance of protecting domestic farmers and industries from fierce 
competition. As such, the country agreed to join neighboring countries in the form of regional 
integration. However, little is done to evaluate how such strategic decisions affect households in the 
country. It could be a case where only a few traders reap the benefits of trade policies while other 
households are adversely affected. For example, Bergquist and Dinerstein (2020) show that in Kenya, 
consumers only reap 18% of trade gains while 72% is absorbed by middlemen. 
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We attempt to fill this research gap by analyzing the micro-level effect of trade liberalization 
using two Kenyan household budget surveys (Kenya Integrated Household Budget Survey (KIHBS)-
2005/2006 and KIHBS-2015/2016). The two surveys are not only comprehensive, but they also present 
two scenarios of trade liberalization in Kenya. The first represents a period when Kenya, Uganda, 
and Tanzania revived the EAC and formed the CU which brought about the formation of a CET. The 
second is ten years since the creation of the CET. Thus, the prices of 2005 are treated as 'pre-trade 
liberalization prices’ while the prices of 2015 are 'post-trade liberalization prices'. Thus, this can be 
more of a short-run analysis, highlighting the concern whether in the short run trade liberalization 
may harm those who were initially worse off or less prepared for the transition (Borraz, Rossi, & 
Ferres, 2012). The significant element of these surveys is that they provide detailed expenditures and 
amounts of commodities that households consume. From this information, it is possible to measure 
the extent to which the consumption levels of households are affected by price changes. This is 
conventionally done by taking a ratio of expenditures and the amounts of goods consumed to obtain 
unit values (Deaton, 1989). The unit values are then matched with import tariffs for the same 
products. 

Preliminary results indicate that while the income effect positively contributed to household 
welfare, the expenditure effect exerted a negative impact. Overall, the positive income effect resulting 
from price changes outweighed the negative expenditure effect, leading to improved welfare for 
households in the middle-income and upper-income deciles. However, the poorest households in the 
lowest income decile experienced a negative welfare effect, as the positive income effect was 
insufficient to offset the negative expenditure effect for rural households. Welfare gains were more 
pronounced in rural areas compared to urban areas, indicating a pro-poor impact of the EAC-CET. 
Further, counties on the EAC borders benefited more from cheaper imports and lower transport costs, 
leading to increased welfare for households in these regions. In terms of comparison with other 
studies done in sub-Saharan Africa, this study is unique in several ways. First, the research focus. 
Several studies that analyze trade liberalization are not usually clear on their definition of trade 
liberalization; their studies mainly examine it as a broad change in a trade regime, with no clear 
definition of the policy being examined. The focus of this study focuses on import tariffs, which are 
traceable and measurable trade policies. The second is the methodological approach. Most studies 
for sub-Saharan countries on trade policies are ex-ante simulation studies that rely on ad-hoc 
assumptions about import tariffs. One of the common assumptions is a complete import tariff pass-
through effect on domestic prices. Facilitated by data availability, this study is unique in its approach, 
conducting an ex-post analysis of a trade policy with little ad-hoc assumption. Finally, the study is 
unique in its findings and implications. The incomplete pass-through of import tariffs on agricultural 
products helps illuminate significant policy implications for policymakers in sub-Saharan African 
countries interested in trade policy issues.  

This paper first presents an overview of Kenya within the EAC-CET in section 2. It then briefly 
highlights the literature on trade liberalization and household welfare in section 3. Next section 4, 
describes the methodology and the data used in the analysis. Section 5 discusses the findings and 
finally, section 6 concludes and provides policy implications.  

2. Kenya and EAC-CET 

Kenya, Uganda, and Tanzania agreed to form a Customs Union (CU) while reviving the EAC in 
2005. The CU came in handy with the establishment of a CET. The CET categorized imports into four 
main categories: raw materials, intermediate products, final products, and sensitive products. The 
first category attracted a tariff band of 0%, the second one attracted 10%, the third attracted 25% and 
the fourth attracted a tariff band of between 30%-100%. The classification of the goods created 5,395 
tariff lines at the Harmonized System (HS) 8-digit level. Out of these, 2,003 (37%) accounted for the 
0% band, 1,152 (21.4%) were for the 10% band, 2,176 (40.3%) were for the 25% band and 64(1.2%) 
were tariff bands that were greater than 25% (Shinyekwa & Katunze, 2016). The rationale behind the 
EAC-CET structure was to enable local manufacturers to build the capacity to produce locally within 
the regional bloc. Further, the structure was to help reduce imports from non-EAC imports and 
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support local producers within the region. Currently, there are 5395 tariff lines at Harmonized System 
(HS) digit level 8. After the formation of the CET, the number of Kenya’s tariffs that were lowered 
was 3,216, those that increased were 1,144 and those that remained unchanged were 753 (Karingi, 
Pesce, & Sommer, 2016).  

During the formation of the CU, the most liberalized Partner State was Uganda, with rates 
ranging between 7% and 15%, followed by Rwanda, with rates of 5% to 25%. Tanzania, on average, 
had rates of 25%, Burundi had rates in the 40% range, and Kenya—which was the least liberalized—
had rates between 35% and 100%. The EAC-CET was to be implemented in two phases. This was 
because of the variations in the levels of development of the three countries. The first phase involved 
all countries adopting a three-tariff band structure while Tanzania and Uganda were expected to 
maintain an internal tariff on designated imports from Kenya. Under the second phase— which was 
after a transitional period of 5 years— internal tariffs were to be abolished, allowing imports from 
Kenya to access Tanzania and Uganda at zero tariffs (Onyango & Mugoya, 2009). 

Kenya, by grouping products into four bands under the EAC-CET, saw a large number of its 
product tariffs reduced compared to the pre-CU tariffs. Several items, however— in the category of 
sensitive items- experienced an increase in their import tariffs compared to the tariffs before the CU. 
The EAC-CET also saw the removal of import tariffs among the Partner States. Goods were allowed 
to be imported into the Kenyan market from Uganda and Tanzania without any import tariffs, as 
long as they were proven to originate from these markets. Burundi and Rwanda joined the EAC in 
2007. Like Uganda and Tanzania, their products were also allowed to enter the Kenyan market under 
zero tariffs. All these adjustments to tariffs were aimed at spurring growth in the EAC Partner States. 
This notwithstanding, there are scanty empirical studies that show how so far, adjustments have 
harmed or benefited the households of the Partner States, particularly Kenyan households.  

3. Literature Review 

Household welfare, encompassing living standards, is commonly assessed using indicators such 
as consumption and income levels (Moratti & Natali, 2012). Consumption levels are regarded as 
superior measures due to their reflection on long-term income (Deaton & Zaidi, 2002). Trade theory 
associates import tariffs with welfare through the expenditure and income channels, resulting in a 
"first effect" and a "second effect" on welfare (Gasiorek et al., 2016; Marchand, 2017). The first effect 
is driven by price changes, wherein reduced import tariffs can enhance consumer welfare and benefit 
producers engaged in exporting. However, long-term competition may lower domestic prices and 
reduce producer incomes. The second effect pertains to structural changes that impact different 
sectors, labor incomes, and employment, potentially increasing poverty among unskilled laborers. 
This is particularly in developing countries relying on agriculture and rural industries. 

Deaton's (1989) pioneering empirical study analyzed trade policy effects on household welfare 
using survey data. The study identified three channels through which price fluctuations as a result 
of trade policies influence welfare: consumption, production, and labor income. The study found that 
households engaged in production experienced welfare gains across all income levels, with the 
middle-income group benefiting the most. Few high-income households were producers, resulting 
in lower welfare gains. At the lower income distribution, many households were producers and 
consumers. This study revealed significant distributional effects of trade policies. Subsequent 
research confirmed country-specific distributional impacts. For example, middle-income earners 
gained more in Indonesia (Deaton, 1989), wealthier households benefited more in Mexico (Nicita, 
2009), and poor households gained more from trade reforms in Argentina (Porto, 2006) and India 
(Marchand, 2019). Similar findings were observed in the United States (Fajgelbaum & Khandelwal, 
2016), China (Zhu, Yu, Wang, & Elleby, 2016), and several sub-Saharan African countries (Nicita, 
Olarreaga, & Porto, 2014). 

In terms of the approach of analyses, empirical studies look at trade liberalization and welfare 
through the expenditure channel or the income channel. Some studies, such as Porto (2006), Nicita 
(2009), Marchand (2012), Marchand (2019), Borusyak & Jaravel (2021), Vo & Nguyen (2021), and Zhu 
et al. (2016), employ both expenditure and income channels to analyze trade policy effects. However, 
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other studies focus on one channel. For instance, Fajgelbaum & Khandelwal (2016) concentrate on the 
expenditure channel, highlighting the disproportionate impact of trade policies on poorer 
households due to higher proportions of food spending. In six Sub-Saharan African countries, Nicita 
et al. (2014) find that, apart from Ethiopia, trade policies favor poor households in terms of income. 
This is attributed to their reliance on agricultural sales. Low-income households, who derive a 
significant portion of their income from selling goods, may mitigate the effect of increased prices 
through the income effect (Lederman & Porto, 2016). 

The existing empirical literature (Balistreri, Jensen, & Tarr, 2015; Balistreri, Maliszewska, Osorio-
Rodarte, Tarr, & Yonezawa, 2016; Balistreri, Rutherford, & Tarr, 2009; Gasiorek et al., 2016; Omolo, 
2012) for Kenya lacks clarity regarding the beneficiaries and losers of trade policies in terms of both 
expenditure and income channels. They do not provide a comprehensive understanding of which 
household groups experience greater gains. The studies often aggregate the welfare effects, limiting 
the ability to identify specific beneficiary groups or the channels of gains or losses. This research aims 
to bridge this gap in the literature. A critical aspect of this study involves analyzing the welfare 
implications to discern the distributional effects of trade policies in Kenya. To achieve this, the study 
adopts an approach that combines both the expenditure and income channels, drawing upon the 
methodology employed by Deaton (1989), Porto (2006), Nicita (2009), Marchand (2012), Marchand 
(2019), Borusyak & Jaravel (2021), Vo & Nguyen (2021), and Zhu et al. (2016). 

4. Methodology and Data 

4.1. Welfare Measure 

Households in developing countries play the dual role of consumption and production (Nicita, 
2009). In this context, welfare analysis accounts for these two roles (Deaton, 2018). In this study, the 
interest is to study how changes in prices, caused by a change in tariffs, affect household welfare. The 
effects can be derived from an indirect utility function, in which a household’s utility function is a 
function of income and prices (Deaton, 2018). Following the specification of Marchand (2019) a 
household is faced with an indirect utility function of the form: 𝑈௛ = 𝑓௛(𝑌௛, 𝑷) (1)

Where 𝑌௛ is income and 𝑷 = (𝑃ଵ, 𝑃ଶ, … . . 𝑃௡) is a vector of the price of 𝑛 goods. Differentiating (1) 
and applying Roy’s identity1 yields:  𝑑𝑈௛ = డ௎೓డ௒೓ 𝑑𝑌௛ − ∑ 𝑋௜௛ డ௎೓డ௒೓ 𝑑𝑃௜௡௜ୀଵ   (2)

Where 𝑋௜௛ is the amount of good 𝑖 consumed by household ℎ. Since households are assumed to 
play a dual role, their income is obtained from two components; labor income 𝑤௛  and profits 𝜋௜௛ from selling good 𝑖, thus: 𝑌௛ = 𝑤𝑙௛ + ∑ 𝜋௜௛௜   (3)

Differentiating (3) and applying Hotelling’s lemma2 results to: 𝑑𝑌௛ = 𝑑𝑤𝑙௛ + ∑ 𝑄௜௛𝑑𝑃௜ ௜   (4)

Where 𝑄௜௛ is the quantity of good 𝑖 sold in the market by household ℎ. Substituting equation (4), in 
(2) yields: 𝑑𝑈௛ = డ௎೓డ௒೓ (𝑑𝑤𝑙௛ + ∑ 𝑄௜௛𝑑𝑃௜ ௜ ) − ∑ 𝑋௜௛ డ௎೓డ௒೓ 𝑑𝑃௜  ௡௜ୀଵ   (5)

Equation (5) can be simplified by assuming the marginal utility of income 𝜕𝑈௛ 𝜕𝑌௛⁄  is one (Nicita, 
2009), and converting the right-hand side terms into percentages. Thus, 

 
1Roy’s identify is given by:  డ௎೓డ௉೔ =  −𝑋௜௛ డ௎೓డ௒೓   

2 Hotelling Lemma is given by:  𝑑𝜋௛ 𝑑𝑃௜ ൗ =  𝑄௜௛ 
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𝑑𝑈௛ = ௗ௪೓௪೓ 𝑤𝑙௛ + ∑ 𝑝௜𝑄௜௛ ௗ௉೔௣೔  ௜ − ∑ 𝑝௜𝑋௜௛ ௗ௉೔௣೔  ௜   (6)

The term 𝑑𝑈௛ is the approximation of the monetary value of the change in indirect utility for 
household ℎ (Nicita, 2009). Assuming that income equals expenditure, equation (6) can be divided 
by the income of household ℎ to obtain a money metric utility function of the form:  𝑑𝑾௛ = ௗ௎೓௬೓ = ௗ௪௟೓௪௟೓ . ௪௟೓௬೓ + ∑ ௗ௉೔௣೔ . ௣೔ொ೔೓௬೓  ௜ − ∑ ௗ௉೔௣೔ . ௣೔௑೔೓௬೓   ௜   (7)

Where 𝑑𝑾௛  is the negative compensation variation of price changes (Marchand 2019). If it is 
negative, it implies a welfare loss. In such a case, it shows the amount by which households need to 
be compensated to have the same utility as they had before the price change. Equation (7) can be 
simplified to: 𝑑𝑾௛ = 𝛳௛௟ 𝒅𝑤𝑙௛ + Ф௜௛ொ 𝒅𝑃௜ − 𝛷௜௛௫ 𝒅𝑃௜ (8)

Where 𝛳௛௟   is the share of income obtained from the labor market, Ф௜௛ொ  is the share of income of the 
household obtained from selling goods 𝑖 and 𝛷௜௛௫  is the share of expenditure on goods 𝑖. The first two 
terms on the right-hand side of equation (8) define the welfare impact through income and enter 
positively into the welfare function. Specifically, they are the income effect of price changes 
(Marchand, 2019). The last term is the welfare effect of price changes through the expenditure 
channel. The term is negative showing that, as prices increase, the net expenditure of a household for 
a given consumption basket increases hence reducing welfare. Thus, the second and last term shows 
that a change in the price of good 𝑖 favors or harms the household depending on the exposure of the 
household’s budget to that particular good (Nicita, 2009). Under trade policy analysis, the impact of 
a tariff on welfare is determined by the tariff’s prior impact on the prices of commodities and labor 
incomes of the households. 

4.2. Empirical Analysis 

Empirically, the estimation of welfare effects of the EAC-CET on equation (8) involves several 
variables that are first pre-estimated. Several steps are followed. The first involves the computation 
of a tariff-pass-through equation that captures the effect of tariffs on domestic prices. This study 
follows Nicita's (2009) approach, where the pass-through equation is specified as:  𝑙𝑛 𝑝௜௧ = 𝛿଴ + 𝛿ଵ 𝑙𝑛 𝑝௖ + 𝛿ଶ 𝑙𝑛 𝑓௜௧∗ + 𝛿ଷ 𝑙𝑛(1 + 𝜏௜௧) + 𝛾௝௧ + 𝜑௖ + 𝜇௧ + 𝜀௜௖௧ (9)

Where 𝑝௜௧ is domestic price of good 𝑖 at time 𝑡, 𝑓௜௧∗ is the foreign in price, 𝜏௜௧ is the ad valorem tariff 
rate, 𝑝௖ is the domestic price of an import-competing good, 𝛾௝௧ is an industry-specific trend, 𝜑௖ is 
county fixed effects, 𝜇௧ are time-fixed effects and 𝜀௜௖௧ is an independent and identically distributed 
(IID) error term. The second step involves using the price estimate from equation (9) to compute 
changes in prices as:  𝒅𝑃௜  = 𝑃෨ଶ଴଴ହ − 𝑃෨ଶ଴ଵହ𝑃෨ଶ଴ଵହ  (10)

Where, 𝑃෨ଶ଴଴ହ is an estimate of 2005 domestic prices and 𝑃෨ଶ଴ଵହ is the 2015 price estimate obtained 
from the tariff pass-through equation (9)3. The third step involves using the change in prices from 
equation (10) to compute changes in income as:  𝒅𝑤𝑙௛ = ∑ 𝛽ଵ𝒅𝑃௜௜   (11)

Where 𝛽ଵis the price-labor income elasticity obtained from a labor income equation (Nicita, 2009) 
specified as: 𝑙𝑛 𝑤௛௧ = 𝛽଴ + 𝛽ଵ𝑙𝑛𝑃௜௧ + 𝜆௪𝑍௝௧ + 𝜀௝௦௥௧ (12)

 
3 Because this price is estimated with the tariff of 2005 included. 
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Where 𝑤௝௦௥௧ is average labor income for household ℎ at time 𝑡 and 𝑃௜௥௧ is the price of a good 𝑖 at 
time 𝑡. Because we assume import tariffs directly affect domestic prices, the coefficient 𝛽ଵ  is the 
measure of how labor incomes respond when prices change. The symbol 𝑍௝௧ represents individual 
characteristics that affect labor incomes. Among them are age, gender, marital status, and religion. 
The final step involves computing the shares. The share of income obtained from the labor market 𝛳௛௟  
is computed solving ௪௟೓௬೓ . Share of income from selling goods Ф௜௛ொ  is found by computing ௣೔ொ೔೓௬೓  and 

the share of expenditure on goods 𝛷௜௛௫  is solved by ௣೔௑೔೓௬೓ . The shares together with 𝒅𝑤𝑙௛  and 𝒅𝑃௜ 
from equations (10) and (11) are plugged in (8) to compute the welfare effect of import tariffs. The 
welfare measure of equation (8) is analyzed in terms of income deciles of households in the country. 
The lower-income deciles are categorized as poor households while the upper-income deciles are rich 
households. Further, households are classified in terms of rural versus urban and county 
classifications in terms of the border to EAC countries and the major cities of the country. In 
estimating equation (8), only percentage gains or losses in welfare are observed. Positive values show 
welfare gains while negative values show losses. The losses show the amount by which households 
need to be compensated to have the same utility as they had before the price change (Marchand, 
2019). To explore whether welfare varies with some particular classes or groups of households, the 
following model is estimated: 𝑦 = 𝑍ᇱâ + 𝐷ᇱá + 𝑢௖ + 𝑒௛௖  (13)

Where 𝑦 =  𝑑𝑤௛෣  is an estimate from the welfare equation (8), 𝑍ᇱ is a vector of household 
characteristics among them; the age of the household head, the gender of the household head, and 
the size of the household. The term 𝐷ᇱ is a control variable for labor characteristics of the household 
head which include, skill levels, job formality, and sector. Finally, 𝑢௖ are county fixed effects and 𝑒௛௖ 
is an assumed IID error term. Equation (13) is estimated for both rural and urban households 

4.3. Data 

The empirical work for this paper relies on the Kenya Integrated Household Budget Survey 
dataset for 2005/2006 and for 2015/2016. Data from the survey were matched with tariff data from the 
World Integrated Trade Solutions (WITS). Data for products in the surveys are reported as final 
goods, such as milk, maize, and wheat. In WITS, they are disaggregated into a harmonized system 
(HS). For example, milk is in the form of milk and cream, not concentrated or containing added sugar 
or other sweetening matter (HS 0401), and milk and cream, concentrated or containing added sugar 
or other sweetening matter (HS 0402). Thus, products in the WITS are hand-matched and aggregated 
to form the final products reported in household surveys. For example, milk has an average of HS 
0401 and HS 0402. The import tariffs were computed as follows: 𝜏௜௧ = ∑ ௧೔ூ೔೔∑ ூ೔೔  . Where   𝑡௜  is the ad 

valorem tariff of good 𝑖   in WITS, and 𝐼௜  is the import volume of that good. This ensures the 
weighting of tariffs on the respective imports. Some products in the KIHBS are averaged to form a 
single representative product; for example, maize flour in the surveys was computed by obtaining 
the average of loose maize flour (code 00108), sifted maize flour (code 00110), and fortified maize 
flour (00111). Averaging these product groups and matching them with tariff data from the WITS 
resulted in the formation of 110 products. Of these, 50 were agricultural and 60 were manufactured. 
Agricultural products were further subdivided into cereals, meat, dairy products, vegetables, fruits, 
beverages, and tobacco. The manufactured products were also subdivided into garments, footwear, 
food accompaniments, household equipment, chemicals, stationery, and furniture. 

It was not possible to follow the same households from 2005 to 2015 hence these panel data may 
not be feasible. This study follows Deaton's (1988) approach, in which groups of individuals called 
cohorts that share the same time-invariant characteristics or are in the same setup are followed over 
time. Households in this study were categorized into rural and urban households. The surveys 
reported expenditures and physical quantities that were purchased by households. Dividing the two, 
we obtain unit values that proxy the domestic price (Marchand, 2012; Nicita, 2009). The unit values 
obtained depend on actual market prices, and as such, are indicators of spatial variation in prices 
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across the country (Deaton, 1988). To control for inflationary factors, the unit values were adjusted to 
real values using consumer price indices for 2005 and 2015. To reduce measurement errors, median 
prices were used for the analysis rather than average prices. Median prices are less affected by outliers 
than mean prices (Deaton, 2019). The median price selection process was performed in two steps. The 
first step involved selecting the median price among the 10 households in a cluster. Thereafter, the 
second step involved picking the median prices from the clusters in each of the 47 counties. The 
segregation of households in rural or urban areas was done after the prices were selected. This was 
mainly done to minimize sample selection bias. Foreign prices are computed by dividing the import 
amount by the import value of the products. Import values and amounts were obtained from the 
International Trade Statistics (ITC) trade map and COMTRADE. The annual average exchange rates 
for 2005 and 2015 were obtained from Central Bank of Kenya (CBK) statistics. The analysis was 
conducted for all 47 counties in the country. Population, a proxy for domestic demand, is in the form 
of rural and urban setups; thus, there were 92 data values for the population since Mombasa and 
Nairobi are fully urban. Population data were obtained from the Kenya Statistical Abstracts 2005 and 
2015. 

On average domestic prices of the products were higher in 2015 compared to 2005 as seen in 
Table 1. The exception was cereals and food accompaniments. Foreign prices are also higher in 2015 
compared to 2005 except for garments, furniture, vegetables, and fruits. For the two periods, domestic 
prices of beverages, cereals, food accompaniments, and furniture are generally higher than foreign 
prices in the two periods of the study. Foreign prices for vegetables and fruits, meat and dairy, 
garments, stationaries, household equipment, and chemical are generally higher than domestic 
prices. The differences in prices confirm the presence of prices arbitrage where,  𝑝ௗ − 𝑝∗ ≠ 0. Thus, a 
confirmation of the existence of trade and non-trade barriers that causes the differences in domestic 
and foreign prices. One of the potential trade barriers is trade costs like import tariffs.  

Table 1. Average prices of product categories. 
 

Domestic prices 
(𝒑𝒅) 

Foreign prices (𝒑∗) 
𝒑𝒅 − 𝒑∗ Domestic prices 

(𝒑𝒅) 
Foreign prices (𝒑∗) 

𝒑𝒅 − 𝒑∗ 
 

2005 2005 
 

2015 2015 
 

Agricultural products 
Beverages 5.006 4.948 0.058 5.593 5.515 0.078 
Vegetables and 
fruits 

2.795 3.932 -1.137 3.792 3.823 -0.031 

Meat and dairy 4.391 5.173 -0.782 5.096 5.385 -0.289 
Cereals 4.166 3.294 0.872 4.138 3.954 0.184 
Manufactured products 
Food 
accompaniments 

5.123 4.05 1.073 4.886 4.327 0.559 

Garments 5.462 7.127 -1.665 5.824 6.043 -0.219 
Stationeries 3.519 4.977 -1.458 4.122 5.096 -0.974 
Household 
equipment 

3.693 6.333 -2.64 4.969 7.188 -2.219 

Furniture 5.942 5.378 0.564 6.528 5.357 1.171 
Chemical 1.752 4.685 -2.933 3.837 5.447 -1.61 

Source: Author’s computations. 

There is no significant variation in domestic prices in terms of counties for the two years. In both 
2005 and 2015, the highest average prices were observed in Nairobi, the capital city of Kenya. This 
generally shows that products are generally more expensive in the capital city compared to other 
counties in the country. 

As expected, high import tariffs are observed on agricultural products compared to 
manufactured products, as shown in Figure 2. However, there was a general decline in tariffs for the 
two periods for almost all product categories. An exception is cereals, meat, dairy products, furniture, 
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and other food ingredients. A relatively large decline in tariffs was observed for garments, footwear, 
vegetables, and fruit. Notably, Figure 2 shows that although the EAC-CET saw a reduction in import 
tariffs for many products, on average, the magnitude of the reduction was not very large. However, 
many products remain highly protected. In terms of industries, manufactured goods are observed to 
have experienced a higher reduction in import tariffs than agricultural goods. 

 
Source: Authors’ computation using data from WITS 

Figure 2. Average changes in import tariffs between 2005 and 2015. 

The country's agricultural sector is highly protected; several agricultural products, such as rice, 
sorghum, millet, fish, coconut, coffee, and tea saw their tariffs rise by over 50% for the two periods. 
In particular, rice experienced an increase in import tariffs by 114% which is a reflection of how highly 
protected the product is. This is expected in a developing country such as Kenya, which tends to 
protect its agricultural sector to promote domestic production and cushion local farmers against 
cheaper imports and fluctuations in domestic prices. Some products, such as radio and cellular 
received complete liberalization, while others, such as bags and belts, did not experience any change 
in import tariffs. Remarkably, a large number of products consumed by households are final goods. 
The large number of products whose tariffs are bound in the 25% tariff band depicts this. 

In terms of income, workers were classified into three major groups. The first group is skilled 
versus unskilled workers. Under this classification, workers who have at least completed their 
primary education are regarded to be skilled. The second classification was informal versus formal 
workers. Informal workers are those who indicated in the survey that they work in the informal sector 
(“Jua Kali”), either as employed or self-employed. Formal are those who indicated to work for; the 
national government, civil service ministries, judiciary, parliament, commissions, state-owned 
enterprise/institution, teachers service commission, county government, private sector enterprise, 
international organization/NGO, local NGO, faith-based organization, and formal self-employed. 
The third classification was workers in the agricultural sector versus the non-agricultural sector. 
Workers in the agricultural sector were either: small-scale agriculture (employed), large-scale 
agriculture, pastoralists (employed, and self-pastoralist activities). All these workers were observed 
in terms of their residence, either rural, urban, or fully urban (Nairobi and Mombasa Counties). Prices 
may not vary significantly within one single survey to allow for the estimation of price-labor income 
elasticities (Nicita, 2009). Thus, observations in 2005 and 2015 were stacked together to better 
capture the effects of prices on labor incomes.  

On average the labor incomes of skilled workers, both in rural and urban areas are more than 
those of unskilled workers. The gap in labor incomes is, however, more pronounced for urban 
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households compared to rural households. Generally, labor incomes for formal workers were higher 
than for those doing informal jobs. An exception was observed for rural households in 2015, where 
labor incomes for informal workers slightly increased. Finally, labor incomes for workers in the non-
agricultural sector are larger than in the agricultural sector. The number of unskilled workers 
declined for the two periods, while skilled workers increased as seen in Table 2. This could be 
attributed to the introduction and sensitization of free primary education in the country in 2003. 
While informal workers decreased under job formality, formal workers increased. Further, in the job 
sector, the number of workers in the agricultural sector declined while the number of workers in the 
non-agricultural sector grew. 

Table 2. Average labor incomes of households (logs). 
 

2005 
 

2015 
 

Percentage changes 
 

 
Unskilled skilled Unskilled skilled Unskilled skilled Average 

Rural 5.879 7.490 7.657 7.748 30.24 3.44 15.23 
Urban 6.351 7.932 7.601 8.289 19.68 4.49 11.25 
Fully Urban 5.960 8.342 7.887 9.225 32.34 10.59 19.65 
Sample 11717 13330 444 13261     

Informal Formal Informal Formal Informal Formal Average 
Rural 5.988 7.688 8.360 7.343 39.63 -4.49 14.83 
Urban 6.837 8.030 8.604 8.032 25.84 0.02 11.89 
Fully Urban 6.737 7.802 9.089 9.284 34.92 19.00 26.37 
Sample 10897 6184 5201 8504     

Agriculture Non Agriculture Non Agriculture Non Average 
Rural 6.438 7.212 7.883 7.650 22.44 6.07 13.79 
Urban 7.191 7.353 8.138 8.323 13.16 13.19 13.17 
Fully Urban 5.921 7.370 9.580 9.124 61.79 23.81 40.73 
Sample 13155 11892 4907 8798    

Source: Author’s computations with the available data. 

4. Findings 

5.1. Tariff-Pass-through Effects 

There is a near-one-to-one pass-through effect of tariffs on domestic prices of manufactured 
goods as seen in Table 3. The tariff values of manufactured goods were not only smaller before the 
EAC-CET, but they also experienced a greater reduction after the adoption of the EAC-CET. Likewise, 
manufactured goods are less affected by intermediary market power than agricultural goods which 
enhances the pass-through effect. Further, tariff pass-through is higher for manufactured goods 
because they are mostly consumed in urban areas, where domestic markets are not only closely 
integrated with international markets, but trade and transaction costs are lower. There was an 
incomplete pass-through on agricultural goods. Incomplete pass-through is also observed on rural 
against urban prices. The incomplete pass-through suggests that domestic value chains are lacking 
competitiveness, either due to low demand elasticity or because sellers retain a significant portion of 
the reduced price rent at the border. The incomplete pass-through also signifies a significant influence 
of intermediary market power on agricultural goods. Bergquist and Dinerstein (2020) show that the 
degree of intermediary market power is very high, where consumers only enjoy 18% of the trade 
surplus while intermediaries enjoy 72%. External factors, such as foreign prices and exchange rates, 
push prices of manufactured goods higher than agricultural goods did not adversely affect the 
welfare of most rural farmers involved in the production of agricultural goods. This shows that most 
of the commodities imported, and hence more susceptible to the influence of external factors, are 
manufactured goods. Finally, in terms of EAC borders, the results show that after the formation of 
the EAC and allowing free movement of goods within the borders, prices of agricultural goods in 
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Kenya slightly reduced due to cheaper imports from Uganda and Tanzania. However, the border 
effect was not observed to be significant for manufactured goods.  

Table 3. Tariff Pass-through domestic prices. 

 Agric. 
goods 

Man. 
goods 

Rural 
areas 

Urban 
areas 

Major 
cities 

EAC 
borders 

Non-EAC 
borders 

Non-
border 

Log foreign 
price 

0.336*** 0.185*** 0.282*** 0.327*** 0.403*** 0.151*** 0.148*** 0.157*** 

 (0.009) (0.021) (0.012) (0.012) (0.002) (0.018) (0.033) (0.014) 
Log (1+tariff) -2.209*** 0.839** -1.826*** -1.855*** -1.080 -1.479*** -1.516*** -2.443*** 
 (0.167) (0.343) (0.175) (0.185) (0.273) (0.350) (0.281) (0.167) 
Log population 0.176*** 0.359*** 1.201*** 1.117*** 0.395 0.208*** 0.086 0.213*** 
 (0.031) (0.064) (0.107) (0.142) (0.288) (0.053) (0.084) (0.024) 
Log exchange 
rate 

0.261*** 0.502***    1.632*** 1.730*** 1.493*** 

 (0.032) (0.068)    (0.130) (0.449) (0.114) 
Constant 1.669*** 0.163 3.283*** 3.297*** 3.129** -4.490*** -3.644 -3.649*** 
 (0.281) (0.571) (0.078) (0.073) (0.117) (0.882) (2.394) (0.539) 
Observations 6,621 3,106 4,526 4,868 333 2,802 1,244 5,348 
R-Squared 0.155 0.062 0.112 0.131 0.142 0.393 0.306 0.408 
Year FE Yes  Yes Yes Yes Yes Yes Yes Yes 
County FE Yes  Yes Yes Yes Yes Yes Yes Yes 
Product cat. FE Yes  Yes Yes Yes Yes Yes Yes Yes 
Notes: In each of the models we control for year, county, and product category fixed effects.  

5.2. Price-Labor Income Effects 

Trade liberalization was found to have varying effects on different categories of workers, with 
skilled workers generally benefiting more than unskilled workers as seen in Table 4. This pattern has 
also been observed in several other African countries, including Burkina Faso, Cameroon, Ivory 
Coast, Ethiopia, Gambia, and Madagascar (Nicita et al., 2014). The advantage experienced by skilled 
workers can be attributed to the fact that industries that directly compete with imports often require 
a higher level of skills. Additionally, political economies in Sub-Saharan African nations tend to favor 
skilled laborers, further contributing to the disparity (Nicita et al., 2014). Similar labor income 
disparities resulting from trade liberalization have been noted in other emerging countries such as 
China, Indonesia, and Colombia (Fan, Lin, & Lin, 2020; Gaddis & Pieters, 2017). The increase in the 
relative demand for skilled workers compared to unskilled workers is seen as a key factor in driving 
the difference in labor incomes (Harrigan & Reshef, 2015). This can be explained by the entry of new 
firms into skill-intensive industries and the contraction of less skill-intensive non-exporting sectors 
in response to import competition. The theoretical framework proposed by Chao, Ee, Nguyen, & Yu 
(2019) supports this argument, suggesting that changes in capital and labor can lead to a gap in labor 
incomes. 

Table 4. Price-labor income effects. 

 All 
workers  

Rural 
workers 

Urban 
workers 

EAC 
borders 

Non-EAC 
borders 

Non-
borders 

Major 
cities 

Log price 0.079*** 0.039** 0.099*** 0.094*** -0.019 0.026 0.138*** 
 (0.014) (0.018) (0.018) (0.022) (0.036) (0.017) (0.039) 
Log age 0.816*** 0.926*** 0.763*** 1.218*** 0.011 0.670*** 0.387 
 (0.136) (0.171) (0.196) (0.211) (0.365) (0.163) (0.536) 
Marital status -0.040** -0.066*** -0.007 -0.028 -0.006 -0.065*** 0.084** 
 (0.017) (0.025) (0.018) (0.030) (0.053) (0.019) (0.033) 
Religion  -0.059 -0.026 -0.093 -0.099 -0.152* 0.042 -0.086 
 (0.040) (0.047) (0.061) (0.062) (0.079) (0.044) (0.125) 
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Gender  0.258*** 0.142 0.426*** 0.257** 0.481** 0.177** 0.470** 
 (0.065) (0.091) (0.084) (0.110) (0.198) (0.076) (0.191) 
Industry  -0.001 0.058 -0.069 0.044 -0.251** 0.058 -0.109 
 (0.043) (0.056) (0.058) (0.074) (0.128) (0.052) (0.143) 
Skill  1.557*** 1.369*** 1.756*** 1.211*** 0.881*** 1.282*** 1.944*** 
 (0.086) (0.117) (0.120) (0.169) (0.315) (0.126) (0.324) 
Sector  -0.416*** -0.362*** -0.279** -0.216** 0.067 -0.507*** -0.142 
 (0.070) (0.086) (0.114) (0.109) (0.222) (0.084) (0.294) 
Formality 0.287*** 0.327*** 0.264*** 0.274** -0.164 0.231*** 0.413*** 
 (0.061) (0.091) (0.072) (0.128) (0.176) (0.074) (0.131) 
Constant 3.322*** 2.997*** 3.449*** 1.668** 6.973*** 4.036*** 3.639** 
 (0.493) (0.652) (0.685) (0.836) (1.373) (0.585) (1.805) 
Observations 24,291 10,148 14,143 7,212 2,769 13,421 889 
R-squared 0.206 0.171 0.265 0.217 0.119 0.202 0.542 

Labor income disparities are also observed between formal and informal workers, where formal 
workers gained more. The reduction of tariffs on capital goods, raw materials, and intermediate 
goods may have incentivized firms to shift from the informal to the formal sector, as it became more 
profitable. This shift is driven by the capital-intensive nature of formal sectors compared to the 
informal ones. A similar phenomenon was observed in Egypt, where tariff reductions on 
intermediate products led to a shift towards formal manufacturing industries (Selwaness & Zaki, 
2015). Cheaper capital goods and inputs also attract the entry of new firms into the formal sector, 
leading to increased labor incomes for formal workers compared to informal ones. This effect was 
observed in Mexico, where tariff cuts increased the likelihood of formal employment in 
manufacturing industries (Yahmed & Bombarda, 2020). 

Trade liberalization under the EAC-CET may have also influenced the composition of the labor 
market, with some workers shifting from the formal to the informal sector. This shift could result in 
formal workers having more favorable characteristics compared to average informal workers, such 
as higher skill levels. The country may also attract the entry of new foreign firms after trade 
liberalization, which can lead to lower prices and markups for domestic firms (Amiti, Redding, & 
Weinstein, 2019). This, in turn, may result in reduced labor incomes for workers employed by 
domestic firms in the informal sector. The impact of trade liberalization on labor incomes varied 
between non-agricultural and agricultural sectors. Non-agricultural workers experienced significant 
gains in their labor incomes, while farmers in the agricultural sector did not experience a significant 
increase. Agricultural commodities remained highly protected, limiting the impact of trade 
liberalization on agricultural prices. The positive labor income effects in non-agricultural sectors can 
be attributed to the entry of new manufacturing industries due to cheaper raw materials or shifts of 
firms from agricultural to non-agricultural sectors. The study also highlighted the influence of 
transport costs and border clearance effects on labor incomes. Counties adjacent to EAC partner states 
and major cities experienced a significant positive effect on labor incomes due to lower prices 
resulting from trade liberalization. However, counties far from the EAC borders or major cities did 
not observe a substantial increase in labor incomes. 

5.3. Welfare Effects 

The welfare measure, represented by equation (8), encompasses both the income effect and 
expenditure effects. To assess welfare, the analysis considered income deciles, household residence, 
types of goods, and counties with their respective boundaries. The findings presented in Figure 3 
reveal that the expenditure effect is lower than the income effect. This outcome is in line with 
expectations, as prices exert a negative impact on expenditure while positively affecting income. 
Nonetheless, trade policies indicate that households derive benefits from reduced expenditure 
resulting from lower prices (Kareem, 2018). Consequently, it can be inferred that the income effect 
played a key role in driving the observed welfare gains attributable to the implementation of the 
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EAC-CET. This observation has also been noted by Fajgelbaum and Khandelwal (2016), as well as 
Borusyak and Jaravel (2021), the latter of whom determined that the expenditure channel is neutral 
while the income channel yields positive effects. 

Notably, the poorest households in the lowest income decile experienced an expenditure effect 
that surpassed the income effect, leading to a negative welfare estimate. This suggests that the 
positive income effect resulting from price changes in the two periods was insufficient to 
counterbalance the negative expenditure effect for rural households. Consequently, trade 
liberalization implemented under the EAC-CET, which led to a reduction in average prices, did not 
significantly enhance the welfare of the poorest households in the country. This outcome can be 
attributed to the fact that, on average, these households possess very low labor incomes in 
comparison to their expenditures. Conversely, for households belonging to middle-income and 
upper-income deciles, the welfare estimates were positive, indicating an improvement in their well-
being following the adoption of the EAC-CET. The welfare estimates were slightly higher for the top 
income deciles, implying that the trade policy favored relatively affluent households in the country. 

 
Source: Author’s computations with the available data 

Figure 3. Income Deciles and Welfare. 

In terms of regions, rural households gained relatively more compared to urban households as 
seen in Figure 4. This implies that the EAC-CET is pro-poor (Marchand, 2019). Specifically, the EAC-
CET structure relatively favors poorer households compared to richer households in Kenya. This is 
because households in rural areas are averagely poorer compared to households in urban areas of 
the country. Since most of the rural households are farmers, they happened to gain more from the 
EAC-CET because tariffs for most agricultural products on average remained the same while others 
increased. Nicita et al. (2014) also observed similar observations where poor households in 
developing countries in Africa gain more than the rich. Specifically households in Madagascar, 
Cameroon, Burkina Faso, Cote d’Ivoire, and Gambia. The rationale is that most of these countries 
have a highly protective trade policy for agricultural products. Thus, domestic farmers are cushioned 
from fluctuations in prices that would be caused by cheaper imports. Lederman and Porto (2016) 
argues that poor households tend to earn a significant share of their income from the sale of 
commodities, thus even if prices rise in the expenditure basket; the effect may be ameliorated by the 
income effect. Farmers in rural areas of Kenya predominantly engage in the cultivation of maize and 
beans. Consequently, they have derived substantial advantages from the East African Community 
Common External Tariff (EAC-CET), particularly due to the notable increase in average tariffs 
imposed on maize, which has been categorized as a sensitive item within the EAC-CET framework. 
Moreover, the government exercises stringent control over the importation of maize to safeguard 
domestic farmers against the influx of cheaper imports. The second implication of the results in 
Figure 4 is that the effect of the average reduction of prices of manufactured goods, due to the EAC-
CET, was more felt in rural areas compared to urban areas. This is so because the average prices of 
manufactured goods in rural areas are on average lower than average prices in urban areas in Kenya 
for the sample of products analyzed. The analogy to this is that average income shares from 
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manufactured goods are higher in rural areas compared to urban areas. Prices of manufactured goods 
in urban areas in Kenya would tend to be higher than in rural areas because of the cost of doing 
business in urban areas. 

 

Figure 4. Residence and Welfare. 

In terms of borders, counties on the EAC borders were the most beneficiaries of the EAC-CET 
as seen in Table 5. This shows that cheaper imports from the EAC bordering countries Tanzania and 
Uganda helped to improve the welfare of households in counties that border these countries. The 
finding also implies that households in these counties gained more because of low transport costs 
facilitated by small distances between these counties and the neighboring countries. The EAC-CU 
also helped to facilitate easy cross-border trade as it allowed the free movement of goods and traders 
within the EAC borders. All these helped to improve the welfare of households in these counties 
compared to the other counties in the country. The welfare gains for regions closer to the borders 
relative to those that are far are also observed in other studies in the literature. In China, Zhu et al. 
(2016) showed that farmers who were located in the coastal areas gained more from tariff 
liberalization compared to their counterparts in the inland provinces. In Mexico, Nicita (2009) showed 
that the states that were near the US borders benefited more from trade liberalization compared to 
the other states in the country. Welfare gains in major cities were the least, this shows that other costs 
in major cities weakened the positive effect of the EAC-CET in major cities of the country. These costs 
are mainly in the form of transaction costs, transport costs, and costs of intermediaries.  

Table 5. Border and welfare. 

Type of border Income effect Expenditure effect Welfare 
EAC-border counties 1.066 0.123 0.944 
Non-EAC border counties 1.167 0.272 0.896 
Non-border counties 0.984 0.289 0.695 
Major cities 2.503 2.419 0.085 

Source: Author’s computations with the available data. 

Equation (13) was estimated to investigate whether the welfare estimates varied with other types 
of socio-demographic factors and labor characteristics. The results highlighted in Table 6 show that; 
age was negatively associated with welfare, especially in rural areas. This implies that households 
headed by older persons in rural areas lost compared to households headed by younger households 
in rural areas. The analogy to this is that younger farmers in rural areas reap more from the EAC-
CET compared to older ones. 
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Table 6. Demographic factors and welfare. 

 Aggregate Rural households Urban Households 
Age  -0.037** -0.106*** 0.007 
 (0.019) (0.033) (0.020) 
Gender  0.111 -0.228 0.615* 
 (0.344) (0.658) (0.342) 
Household size 0.073 -0.554*** 0.479*** 
 (0.092) (0.184) (0.093) 
Skill  -1.202** -1.963** -0.537 
 (0.476) (0.858) (0.503) 
Sector  -0.260 -0.298 -0.843* 
 (0.425) (1.025) (0.510) 
Formality  0.191 -0.291 -0.068 
 (0.491) (1.061) (0.449) 
Constant 0.541 9.335*** -2.830** 
 (1.292) (2.625) (1.136) 
Observations 4,400 2,024 2,376 
R-squared 0.016 0.037 0.036 
Notes: *** p<0.01, ** p<0.05, * p<0.1 indicate statistical significance at 1%, 5%, and 10% respectively. 
Standard errors are in parentheses 

Gender was positive for urban households, showing that households whose heads are male 
gained more from the EAC-CET compared to families headed by females. This comes about due to 
the labor income effect, where male workers tend to earn more than female workers. Household sizes 
are observed to matter in the effect of the EAC-CET on household welfare. In rural areas where 
household size is large, the welfare estimate was negative while in urban areas where household size 
was small, the welfare effect is positive and statistically significant. The unskilled workers in rural 
areas gained more compared to skilled workers. This is expected as most of the farmers who are in 
rural areas tend to be unskilled. As such, the gains observed for rural farmers in Figure 4 tend to have 
mainly gone to the unskilled workers. The sector dummy is negative and statistically significant for 
urban households. This shows that workers in non-agricultural sectors in urban areas gained more 
compared to workers in agricultural sectors in the same areas. Finally, the signs of the constant 
coefficient show that on average, rural households gained more from the EAC-CET compared to 
urban households. 

6. Conclusion 

The findings of this study shed light on the effects of the EAC-CET on household welfare in 
Kenya. The analysis reveals several important patterns and impacts that resulted from the 
implementation of the EAC-CET. Firstly, there was a near-one-to-one pass-through effect of tariffs 
on domestic prices of manufactured goods, indicating that tariffs had a significant influence on the 
prices of these goods. On the other hand, agricultural goods experienced incomplete pass-through, 
suggesting a lack of competitiveness in domestic value chains. The pass-through effects also 
highlighted the influence of intermediary market power, with intermediaries benefiting 
disproportionately from trade policies. Secondly, regarding labor income effects, trade liberalization 
under the EAC-CET had varying impacts on different categories of workers. Skilled workers tend to 
have benefited more than unskilled workers. This was so because industries that directly compete 
with imports often require higher levels of skills. This pattern is also observed in other African 
countries and emerging economies as well. Additionally, formal workers gained more than informal 
workers, as tariff reductions on capital goods and inputs incentivized firms to shift to the formal 
sector. This shift is mainly driven by the capital-intensive nature of formal sectors and the entry of 
new firms. The welfare effects of the EAC-CET indicate that while the income effect positively 
contributed to household welfare, the expenditure effect exerted a negative impact. The positive 
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income effect resulting from price changes outweighed the negative expenditure effect, leading to 
improved welfare for households in the middle and upper-income deciles. However, the poorest 
households in the lowest income decile experienced negative welfare effects. This was so because the 
positive income effect was insufficient to offset the negative expenditure effect. This suggests 
although the EAC-CET reduced the average prices of commodities, it did not significantly enhance 
the welfare of the poorest households. Finally, the welfare gains were more pronounced in rural areas 
compared to urban areas, indicating a pro-poor impact of the EAC-CET. Additionally, counties on 
the EAC borders benefited more from cheaper imports and lower transport costs, This led to 
increased welfare for households in these regions than regions that were far from the borders of the 
country. 

The findings of this study have important policy implications, first to address the incomplete 
pass-through effects observed for agricultural goods, efforts should be made to improve the 
competitiveness of domestic agricultural value chains. This can be achieved through targeted 
interventions such as improving infrastructure, reducing transaction costs, and promoting 
technology adoption. Secondly, given the differential impacts on skilled and unskilled workers, 
policies should focus on promoting skill development programs to enhance the capabilities of the 
workforce. Additionally, efforts should be made to reduce labor income disparities, particularly 
between formal and informal workers, by providing support for formalization and improving 
working conditions in the informal sector. Third, policies should be designed to target the welfare of 
the poorest households, particularly those in rural areas. This can be achieved through targeted social 
protection programs and measures to improve productivity and income-generating opportunities for 
rural farmers. Finally, to ensure balanced and inclusive development, policies should be 
implemented to support domestic industries to improve the value chains of markets. 
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