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A Brief Look Into Indo-kenya Trade Relations

INTRODUCTION

The economic performance of Kenya has recorded significant improvement within the last two decades, as it
keeps on recovering from past external and internal shocks. Beginning 2008 to 2010, the country’s trade-to-GDP ratio
stood at 65.2 (Kenya: Trade and Economic Partnerships). It is in 2010 that Kenya announced an actual GDP growth rate
of 5 percent, which appears sustainable. In this year, the nation imported merchandise worth US$ 12.1 billion while it
exported merchandise worth US$ 5.2 million. This makes the country a major importer of merchandize. However,
statistics show that Kenya is a major exporter of commercial services. In 2010, the country imported commercial
services worth US$ 1.8 while exporting US$ 2.9 billion (Kenya: Trade and Economic Partnerships).

Kenya’s economy is greatly dependent on agriculture. Agriculture directly contributes to a quarter of the
country’s GDP formation. It also indirectly contributes slightly over a quarter through commercial linkages, such as
manufacturing, distribution, and through engaging a majority of its workforce. In 2010, manufacturing and agriculture
were the major drivers of Kenya’s economy (Kenya Institute for public Policy Research and Analysis, 2013). The
agricultural sector benefited greatly from stable weather conditions, global economic recovery, and higher prices in
commodity exports. Beginning 2010, Kenya has had a growing infrastructure, which has played a role in boosting
growth in trade and other economic sectors (Kenya Institute for public Policy Research and Analysis, 2013). For foreign
investors and countries seeking to establish a presence in the East African market, Kenya is a prime choice.

The paper will analyze trade relations between Kenya and India. India is among the major import markets of
Kenya’s goods. The paper will analyze both imports and exports between Kenya and India. This will help show the trade
balance between the two countries in an attempt to establish the stability of the relations. Analysis of primary trade
agreements and policies between the two countries will be essential in showing the future of India and Kenya trade
partnerships.

AREVIEW OF INDO-KENYATRADE RELATIONS

Until 2013, India was the largest source of imports for Kenya. Imports from India accounted for approximately
14.1 percent of Kenya’s total imports (Khalid, 2011). The trade relations between Kenya and India started before
Kenya’s independence. The relations started with the voyage of merchants from early 20th century, and even Indira
Gandhi participated in Kenya’s celebrations of independence in 1963. Since Kenya’s independence, the two countries
have developed several policies and trade agreements to ensure stable and healthy trade relations. In 1981, the two
nations signed an Indian-Kenya trade agreement that granted each other the Most Favored Nation status (Kenya: Trade
and Economic Partnerships). In 1989, the countries also signed an India-Kenya Double Taxation Avoidance
Agreement. Recently, investment and trade partnerships between the two countries have culminated in a wave of new
investments (Kenya: Trade and Economic Partnerships). Petrochemicals and chemicals, and telecommunications and
floriculture are the sectors in which Indian firms have been investing the most in Kenya. Recent investments by Indian
firms include Essar (telecom and refining), Tata Africa (pharmaceuticals, cars, information technologies, and so on),
Bharti Airtel (telecom), and Reliance (petroleum products) (Kenya: Trade and Economic Partnerships).

Bilateral trade between India and East African countries was worth US$3,900.67 million during 2009-10 as
compared to US$ 4,863.22 million during 2008-09. This shows a slight decrease in trade volume between India and the
East African region in general. Primary and semi-finished Iron & Steel, Machinery & Instruments, Drugs,
Pharmaceuticals & Fine Chemicals, Sugar and manufactures of Metals were the major items of export. Cashew nuts,
Pulses, Metalifers Ores and metal scrap, Inorganic Chemicals and Spices were the major items of import. Kenya was the
major trading partner within this region with a trade volume of US$1,530.93 million during 2009-10 as compared to
USS$ 1,444.27 million during 2008-09. This shows that although trade volumes between India and East Africa in general
were dwindling, the trade volume between Kenya and India improved significantly. This is an indication that Kenya
values India as an important trade partner. In 2010, Kenya’s statistics indicate that India was its 6th largest trading
partner. Kenya mainly exported vegetables, soda ash, tea, metal and leather to India and imports pharmaceuticals,
machinery, steel products, automobiles and power transmission devices. Indian official development assistance (ODA)
is limited and comes in the form of loans and credit (Kenya: Trade and Economic Partnerships). A loan of INR 50
million (Indian rupees) was granted to the government of Kenya in 1982 in addition to lines of credit offered by EXIM
Bank of India to the Industrial Development Bank (Kenya: Trade and Economic Partnerships). In November 2010,
during the visit of the Kenyan prime minister to India, an agreement granting a line of credit of USD 61.6 million from
EXIM Bank of India to the government of Kenya to be utilized in the power transmission sector was signed. As part of
the Indian co-operation, more than 100 scholarships are offered by the government of India each year to Kenyan
nationals. These are among the main trade activities between the two countries (Kenya: Trade and Economic
Partnerships).

In 2008, Kenya and India signed a new bilateral agreement: India-Kenya Trade Committee (JTC). This
agreement impacts on various sectors of the economy of both Kenya and India including technical cooperation,
investment and trade. The agreement also seeks to enhance competitiveness in the agricultural sector in both countries.
The agreement tasks The Indian Research and Development Corporation (NRDC) with the responsibility of assisting
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Kenya in value addition, and technological and packaging interventions to enhance output in the sector (Ng & Yeats,
2005). Kenya delegations in the committee also expressed interest in Lines of Credit (LOC) for numerous sectors of the
economy including investment in Export Processing Zones, trade cooperation, cooperation in coffee and tea sectors,
joint venture investment in the textile industry, research and development, and process technology targeting. In
addition, the agreement will also oversee future trade ties in business process outsourcing, standard administration,
Build Operate Transfer, efficiency and conservation of energy, as well as bilateral promotion of investment and
protection agreement (Ng & Yeats, 2005).

The Nature and Composition of Kenya's Exports to India

Kenya exports are mainly dominated by agricultural commodities, namely tea, coffee and horticultural
products. Kenya also exports significant amounts of clothing and apparel to foreign nations. In the recent past,
especially between 2010 and 2013, the country has recorded tremendous growth in coffee and tea due to improved
management and governance in the bodies managing these sectors (Mwaniki, 2013). According to Mwaniki, (2013),
improved prices in the international markets also played a major role in increasing Kenya’s tea export earnings. The
horticultural sector has recorded considerable growth in the recent past, with the leading exports being vegetables,
fruits, and flowers. However, Kenya’s export base has considerably remained the same since 1963. The primary exports
from the country have basically remained commodity exports, implying that Kenya has performed poorly in
diversifying its export base.

The primary export destination for Kenyan goods is within the East African Community and the European
Union. The main export destinations include Uganda, Tanzania, the UK, the United States, and Netherlands. Therefore,
India is nota major consumer of Kenyan goods as indicated in Fig. 1

Major export destinations in 2011-2012 (xsh

milhons)

Source: Kenya National Bureau of Statistics



A Brief Look Into Indo-kenya Trade Relations



ISSN 2249-894X | VOL. 4 | ISSUE. 6 | MARCH 2015

A Brief Look Into Indo-kenya Trade Relations

The Nature and Composition of Kenya’s Imports from India

Even though Kenya exports low-value main commodity exports to India, the country imports high-value
products. As indicated in Fig. 4, the leading commodities that Kenya imports from India are non-food industrial
supplies namely chemicals, clothing and fibers, lubricants, and machinery. In 2012 and 2013, India outpaced China to
become the largest exporter of goods to Kenya (Kenya National Bureau of Statistics 2013). There are very strong links
in the automobiles sector from India. Among the companies that export a significant number of products to Kenya in
this sector include Tata buses, Maruti cars and motorbikes from Bajaj. In addition, various pharmaceutical companies
from India export extensively to Kenya. Other main imports from India include textiles, petroleum products obtained
from bituminous minerals (other than crude), medical equipment, flat-rolled iron and non-alloy steel products,
electrical goods, food-processing machinery, special purpose motor vehicles and trucks among others.

There are quite a number of factors why Kenya is importing more from India. For instance, many products on
sale in Kenyan retail stores — such as textiles — come from India. They are cheaper and given the fact that Kenyan
consumers are sensitive to price, they become a top choice. The quality of India products also stands out, making them
more sustainable. The proximity of Kenya to the ports in the west coast part of India also play a role in making India a
favorable import source for Kenya.

Balance of Trade: Good or Bad for Kenya?

Trade balance is the difference between an economy’s monetary exports value and imports value within a
given period of time (Osoro, 2013). Kenya is, generally, a deficit country with regards to trade balance. This is primarily
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due to the volume and nature of goods that the country produces (Osoro, 2013). Kenya’s exports to India and other
countries are vulnerable to both weather conditions and international prices. From the data provided in previous
sections, the primary foreign exchange earners for Kenya to India were mainly horticultural and petroleum products
and tea. In 2010, horticultural products, namely dried leguminous vegetables were the highest foreign earner for Kenya
from India at slightly above US$ 30.2 million. On the contrary, India exports high-value goods to Kenya. These are
goods that withstand global pressures, such as price fluctuations (Ng & Yeats, 2005).

Since 2001, India has continually increased its export to Kenya. Statistics from the National Bureau of
Statistics in Kenya indicate that in 2012, Kenya’s imports from India were 4.1 million tons while exports from Kenya to
India stood at 304,000 tones. The bilateral trade volume amounted to $2.4 billion with Indian export to Kenya
accounting for US$2.3 billion (Kenya: Trade and Economic Partnerships, 2012). This is a clear indication that the
balance of trade profoundly favors India. There are two primary factors that contribute to this great trade imbalance
between the two countries. Firstly India exports high-value goods, such as automobiles, steel, machinery, and
pharmaceuticals to Kenya. Secondly, Indian companies have a significant presence in the Kenyan market, such as
Essar, Bharti Airtel, Reliance Industries, and Tata Group.

Irrespective of this great trade imbalance, Kenya still benefits from the trade and economic ties between it and
India. Kenya being a major trading partner, India has come out to be the second largest investor in Kenya’s economy.
According to Khalid (2011), about 93 percent of Kenya’s total capital investment comes from abroad. India accounts for
17 percent of this foreign investment. In November 2008, India’s Essar Global resolved to invest US$500 million
within two years, in Kenya’s mobile phone service operator Econet Wireless Kenya Limited (Khalid, 2011).
Additionally, the company purchased a 50 percent stake in Kenya Petroleum Refineries Limited ata cost of $ 11 million.
Bharat Petroleum Corporation has invested $70 million in a joint venture with Kenya Pipeline Company Ltd for the
construction of an LPG plant in Nairobi. India’s Sanghi Group is investing over $80 million in a cement plant in Pokot,
Kenya (Khalid, 2011). These great investments are made possible through the growing volumes of trade between the
two nations. The continued growth in trade, though more advantageous to India, will facilitate development in Kenya.

Policy Issues Affecting Indo-Kenya Trade Relations

Kenya’s trade policy has evolved through three distinct policy orientations namely Import Substitution
Policies (1960s-80s); Trade Liberalization by the Structural Adjustment Policies; and Export Oriented Policies of
1990s (Republic of Kenya: Kenya National Trade Policy, 2009). Today, Kenya’s trade regime is guided towards a
positive trajectory by market-driven principles stipulated by the World Trade Organization (WTO). Kenya has also
made effort to join regional economic integration programs of the East African Community, Inter-governmental
Authority on Development (IGAD) and Common Market for Eastern and Southern Africa (COMESA) (Republic of
Kenya: Kenya National Trade Policy, 2009) These are programs with policies driven with market liberalization
principles. According to Osoro (2013), progressive liberalization in the Kenyan market has played an important role in
Indo-Kenya trade relations. Liberalization has significantly eliminated price controls, licensing requirements, and
reduced tariff levels leading to modest growth and development in export markets. The liberalization trade policies in
Kenya has enabled Indian firms to comfortable invest in the Kenyan market. The need for financial services in the
growing Kenyan economy has also played an important role in seeing the penetration of Indian firms to Kenya. A
research by London-based Overseas Development Institute (ODI) earlier this year also showed the strengthening trade
ties had translated into Kenyan businesses being recipients of most funding from Indian banks among low income
African countries in the past five years (Mwaniki, 2013).

Another policy that has benefited both countries, especially India as permitted in Kenya’s trade policy is Duty
Remission Scheme. According to the policy, Duty Remission Scheme has been operational since 1990 (Republic of
Kenya: Kenya National Trade Policy, 2009). Through the scheme the government grants remission of duties and VAT
on goods imported for use in the production of manufactured goods for export or for the production of raw materials for
use in manufactured products for export, or for the production of "duty-free items" for sale domestically. This specific
policy, according to Osoro (2013), has seen the increased import of India machinery to facilitate mechanization and
increase the manufacturing base of Kenya. Machinery imports from India enjoy tax exemptions to allow more and easy
importation. India’s foreign trade policy also provides a friendly trading environment for both countries. According to
the policy, all exports and imports in India shall be ‘Free’ unless when regulated by other regulations (Government of
India: Foreign Trade Policy, 2012).

The Future of Indo-Kenya Trade Relations

In2010-13, bilateral trade between Kenya and India grew by almost 57%. India’s exports to Kenya constituted
nearly US$ 2.3 billion within this period (India-Kenya Relations-Ministry of External Affairs, 2014). The
transformation of Kenya’s trade environment has encouraged more development and participation of India companies
in the Kenya. Investment of Indian companies in Kenya in continually growing, and is likely to continue to grow with
the new developments seen in Kenya today. A report by London-based Overseas Development Institute (ODI) on
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international private capital flows shows Indian banks increased lending to Kenyan businesses significantly between
2005 and 2012, a period when the emerging Asian economic giant has become the leading source of Kenyan imports
(Mwaniki, 2013). According to Mwaniki (2013), Indian banks have also moved to cash in on the increasing Indian
volume of trade by opening representative offices in Nairobi. The Central Bank of India got approval to open a
representative office in Nairobi from the Central Bank of Kenya in February, while Bank of India is also planning
expansion within Kenya by opening more branches. This shows the commitment of the Indian government to continue
growing trade ties between the two nations.

RECOMMENDATIONS

In the modern economy, countries are often advised to avoid concentration of exports in a narrow range of
similar products. Such goods can be affected negatively by development of substitutes, new efficient competitors, and
other factors that adversely affect demand. Like a majority of other African countries, Kenya’s export-goods are highly
concentrated on agricultural produce, mainly tea, coffee and horticultural products. This is making Kenya’s export
prospects unfavorable. The country needs to diversify its exports from the traditional products in order to grow its trade
balance with India and other international markets.

Kenya needs to learn from the progress that India, its main trading partner, has made achieved in the recent
past. There is a great opportunity for Kenya in international production sharing with India. International production
sharing, which often involves the importation and further assembly of parts and components, can significantly broaden
the range of new products a country, like Kenya, can successfully export. Production sharing provided a major stimulus
to trade and growth in East Asia, the Caribbean, and even between industrial countries themselves. In the absence of
production sharing, Kenya would have to master entire production processes for a good in order to become a viable
exporter. Therefore, the country needs to forge further trade ties in such areas for it to gain more prospects from the
growing partnership.

CONCLUSION

India has had historical relationship with Kenya. The Presence of large ethnic Indian population in Kenya
helps strengthen the relations between the two countries. With India emerging as a regional power house in the Indian
Ocean region, its economy and the corporate sector has the potential to forge relations with the countries of the region
individually, and at collective level. Building a long standing relationship with Kenya is all the more beneficial as it
further opens the doors to Rwanda, Burundi, and Congo among others. Kenya has an agrarian economy and India can
help the country in many sectors such as agriculture, industry and I'T.

Kenya is seeking to diversify its export products to foreign countries for economic growth. This is one
important area that India should focus on as it seeks to retain its position as the largest exporter to the Kenyan market. Its
bilateral trade partnerships should focus on helping Kenya develop its manufacturing capability through shared
International production. By developing greater cooperation with Kenya, India can better serve its economic and
strategic interests in East and Central Africa and around the Indian Ocean region.
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