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Abstract: The main objectives of this study are to identify and analyze variables which have impact on export performances
of seven East Africa countries and suggest possible solutions to improve export performance in East Africa. Using data from
World Development Indicators database we conducted panel data analysis for the period of 1990 - 2014. Empirical results
show that labor force, industrialization, foreign direct investment, and exchange rate have positive impact on export value. In
the other hand, inflation has negative impact on export performance while GDP growth is the only variable that does not
affect the export value of East Africa countries. Finally, we suggest some recommendations, including the need of replacing
agricultural exports by the industrial export, improving infrastructural facility as well as the quality of human capital and the

need of policies for attracting international investors.
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I. INTRODUCTION

Export is an activity in which products are made or
grown domestically but shipped and sold abroad
(Griffin & Ebert, 1995). Exports are believed to be
important role of economic growth, which facilitates
the process of economic development. Exports are a
component of aggregate demand. Rising exports will
help increase aggregate demand and cause higher
economic growth. Export contribute to improve the
payments of balance, rate of employment and living
standards; therefore, the number of governments
attempts to help and encourage their exporters to
exports more (Doaei & Hassani R., 2010).

The main objective of this study is to analysis the
determinant of export performance in east Africa
during 1990-2014 and to suggest possible solutions to
remedy the problem of poor export performance and
makes an important step towards understanding why
east Africa export was actually worse. The thesis is
organized as follows, first part we reviewed previous
researches related to our study to identify factors
influencing export performance. Second part we
extended the methodology of study and third part
empirical results and interpretation is seen and we
concluded the study with conclusionsand some
recommendations.

Il. LITERATURE REVIEW

Several literature reviews indicated the most
frequently important variable used to explain export
performance. To identify factors influencing export
performance in East Africa we used variable that
seems to be important for our research such Growth
domestic product, Labor force, Industrialization,
Foreign direct investment, inflation, and exchange
rate. In this chapter we will review the other
researchers used similar variables and their results.

Researches concerning the relationship between
exports and GDP are important and primary topic of
research in the economic. Hsiao & Hsiao (2006)
carried out relationship among foreign direct
investment, export, and gross domestic product for
eight East and Southeast Asian economies using
Granger causality test and analyzed annual panel data
for the period between 1986 and 2004 and found that
there is bidirectional causality between exports and
gross domestic product. Rodrik (1999) investigated a
regression analysis on pooled cross section and time
series data for 1964-1994. Using export growth rate
as a function of a wide range of determinants in a
sample of 37 Sub Saharan Africa countries, it was
established that gross domestic product has a
statistically significant effect on growth of export. Xu
(2000) used empirical support for the hypothesis that
primary exports positively affect economic growth.
Xu used a VAR approach for 74 countries as a
sample over the period 1965-1992 and found that 55
of the 74 countries demonstrate positive effects of
primary export growth on long-term gross domestic
product growth. Kumar (1998) his study on the
determinants of export performance in the developing
countries and confirmed that gross domestic product
has a positive effect on exports. Tyler (1981) study of
the measure of export growth and taking 55 countries
over the yearly time period 1960-1977, finding a
positive relationship between export growth and
economic growth. However, as previous researchers
investigated that gross domestic product is most
important to evaluate the performance of export that
means if the domestic production a country has a
positive relation with export performance.

Labor force is an important factor to be included on
determinant of export. According to theory of factor
endowment, an industry should export goods which
are produced using the relatively abundant resources
of the home country. Majeed and Ahmed (2006)
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worked study on the determinants of exports, using
panel data ranging from 1970 to 2004 over 75
developing countries. The exports equation was
specified with foreign direct investment, gross
domestic product, GDP growth rate, Communication
facilities, real effective exchange rate, indirect taxes
and labor force as exogenous variables. The
estimation strategy was based on the random effect
model. All the variables carry significant magnitudes
with correct sign except foreign direct investment
which is insignificant although it has its expected
sign.  Moreover, products of  exportation
manufactured by labor intensive industries can
improve export base of any developing Country.
Industrialization also is one of the important factors
that lead to overall development of a country.
Industrialization contributes huge production of
goods. Countries’ number of industry has positive
influences the export performance and all developed
countries of the world are industrialized.

Belso Martinez (2006) studied the relationship
between industrial districts (or clusters) and the
export performance in SMEs. She showed that there
is a positive and significant relation between the firm
location in the district and networks (network of
competitor and network of institutions) and the EP of
Spanish SMEs in a given area. Mamoru (2005) points
out that export-led industrialization was the backbone
of East-Asian economic miracle that began in the
1980s. (Gao et al., 2010) industry in stability, stage of
the industry, technology diffusion and number of
rivals in the industry are important determinants of
countries’ export performance.

Nicholas Herman (2008) investigated the cause
between export, industrial and production of
agriculture in Tanzania using yearly time-series data
between 1970 to 2005. Results show that agricultural
growth, increased export. Export is also Granger's
cause of industrial production and agriculture. Hasan
et al.(2012) Using state and level of industry data on
unemployment rates and trade protection from India
find that unemployment rate declines trade
performance. Zalk (2014) argues that no countries
have attained rapid and sustained growth and high
income levels without industrialization. He further
advises that there should be physical transformation
of raw materials into value-added products.

Empirical studies have found a significant and
positive  relationship  between  foreign  direct
investment and export performance.Kishor Sharma
(2003) evaluates India’s export behavior, but with a
focus on the influence of increasing foreign direct
investment in India on export supply capability.
Sharma argues that the success of the East and South
East Asian countries suggests that foreign direct
investment is important variable of export promotion.
Zhang (2006) forward in his study of foreign direct

investment and China's export performance that one
of FDI's major potential growth-contribution is to
promote countries' exports. According to world trade
organization (WTO, 1996) annual report which dealt
with aspect of the relationship between trade and FDI
to know whether FDI and trade are substitutes
(negatively correlated) or complements (positively
correlated) concludes that FDI is positive for both
home and host countries’ exports. Generally, there
many other studies indicated that FDI actually have a
positive effect on export performance of host
countries.

Exchange rate is also one of important factors that
affect export value. In general, depreciation of a
country’s currency tends to encourage its exports.
The depreciation of the currency makes its goods
cheaper in international markets to compete other
similar goods produced other country in the world.

Bahmani and Ltaifa (1992) analyzed the effects of
exchange rates on exports and results showed that
exchange rates adversely affect exports. Sivri and
Usta (2001), while studying the determinants of
export growth in Turkey found that real exchange rate
does not appreciably account for changes in exports.
Oztang (2000) revealed total exports to be a function
of foreign income and real exchange rate and results
revealed that real exchange rate is a statistically
significant determinant of export performance. Fang
et al. (2006) analyzed the impact of exchange rate
depreciation on exports for 8 Asian economies
(Philippines, Malaysia, Indonesia, Japan, Singapore,
Chinese Taipei, Republic of Korea and Thailand) and
they found that depreciation contributes exports for
most countries, but its contribution to export growth
is low and varies across countries.

Wang et al. (2002) his study on exchange rate is one
of the most important factors influencing China’s
exports with aggregated data for the period between
1983-1999. Telak and Yeok (1998) showed that in
the presence of high import content, export is not
adversely affected by currency appreciation. Their
justification for this result is in the presence of high
import content appreciation results lower import price
which in turn reduce cost of export. In response to
the Sarkar's (1994), Nag and Upadhaya (1994) stated
that exchange rate and exports performance of India
is co-integrated from 1985 onwards.

The relationship between inflation and trade has been
a subject of research, theoretical as well as empirical.
Ilyoha (1973) took sample of 33 less developed
countries using OLS technique to estimate the results
and found negative relationship between inflation and
trade in the less developed economies. Muhammad
(2010) examines relationship between trade openness
and inflation in Pakistan using annual time-series data
for the period 1947 to 2007. The empirical analysis
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shows that a positive relation between trade and
inflation in Pakistan. There are few studies on
relation between export and inflation. This research is
going to be one of the first such empirical evidence
regarding to export and inflation.

1. METHODOLOGY

In this study the determinants of export performance
in East Africa will be studied. The study was based
on the Seven East Africa countries states (Ethiopia,
Madagascar, Kenya, Sudan, Mozambique, Tanzania
and Zambia) and covers the time period from 1990 up
to 2015 and will employ annual data.

Originally, East African countries were selected but
after checking the availability of all East African
countries’ data, seven countries were chosen from
East African countries for which data on most of the
variables were available. Data was analyzed using
Stata 12 to perform the econometric analysis
technique.

3.1 Data source

In order to estimate export function annual secondary
data was used for the study covering the period 1990-
2014 over a sample of seven countries East Africa
Countries. The countries are Ethiopia, Kenya,
Madagascar, Mozambique, Sudan, Tanzania and
Zambia. Originally, East African countries were
selected but after checking availability of data seven
countries were chosen for which data on most of our
chosen variables were available.

Data for percentage growth of gross domestic
product, gross domestic product, labor force, GDP
percentage of industry value added, inflation, GDP
percentage of foreign direct investment and
exchange rate were collected from World
Development Indicators (WDI) 2015.

3.2 Model Specification

We specify the model showing the relationship
between export value and selected variables as
determinant of export to find out whether it has
positive or negative effect on export performance.
Linear regression model is as below:

EXP=0+p1GDPG+B2LF+B3IND+B4INF+p5FDI+
BOEXCH +ei

Where,

Exp: Exports, the value of all goods and other market
services exported or provided to the other rest of the
world. Include the merchandise value, insurance.
freight, all transport, travel, royalties, fee of license,
and other services, such as telecommunication,
financial, information, business, construction, and
government services.

GDPG: Growth of Gross Domestic Product and
represents annual growth rate of GDP percentage at
prices of market and it’s based on constant local
currency. Aggregates are based on constant 2005 U.S.
dollars.

LF: Labor Force, labor force the rate of participation
which is the proportion of the population ages 15
years and older and economically active.

IND: Industry, it consists of value added in
manufacturingmining, electricity, construction, water,
and gas.

INF: Inflation, Inflation is calculated and measured
by the index consumer price.

FDI: Foreign Direct Investment, it’s net inflows in
the economy report from foreign investors, and is
divided by gross domestic product.

EXCH: Exchange Rate, it is measured by calculating
an average annual and it’s based on monthly averages
(units of local currency relative to the U.S. dollar)
and determined by national authorities.

W represents an error term

IV. RESULTS AND DISCUSSION

4.1 Correlation analysis

Among the factors affecting export performance of
East African countries, the effect of GDP is quite
low. According to the result, GDP and Export
performance of selected African countries have no
relation. While Labor force is positively correlated to
export performance, it has only 26% determining
power on countries export. Among the variables
taken into consideration, Industry has the most
significant correlation with export performance. With
correlation value of 0.6094, it could be concluded that
Industrialization has 60% determining power on
countries export performance. Unlike other factors,
Inflation is negatively correlated to export
performance.

Although the effect is quite insignificant, Increase in
inflation results in decrease in export performance.
With 29% determining power Foreign Direct
Investment has positive impact on Export
performance. Finally, the positive effect of Exchange
rate on export is seen to be around 14%.

4.2 Empirical Results

We perform Hausman test to know whether fixed
effect (FE) model or random effect (RE) model is
appropriate, fixed effect model is more suitable to run
then we go through Heteroscedasticity test and we
faced  Heteroscedasticity.  To  correct  this
Heteroscedasticity error, we perform FGLS (Feasible
Generalized Least Square) method running the data
with  Homoscedasticity.Regression Results with
Feasible Generalized Least Square (FGLS) () Robust
standard errors* Significant at 10%** Significant at
5% *** Significant at 1%.
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VARIABLES FGLS X

GDPG -0718637 (-0.69)
LF 1406623*** (3.90)
IND J015112%** (14.34)
INF -.0425703*** (-3.55)
FDI A575714%** (3.16)
EXCH 0019964 ** (2.08)
Constant -4.432894 (-1.42)
Observations 165

R-squared 0.5124

F-prob 0.0000

Number of countrv | 7

Gross domestic product growth was found to be
statistically insignificant. Therefore, GDPG is the
only variable that does not affect the exportation of
east Africa countries but this is different from the
previous researchers. Ngeno (1996) his study of the
determinants of Kenya’s export statistically found
when domestic product increases growth of export
increases. Rodrik (1999) used analysis of regression
on pooled cross section and time series data for 1964-
1994. Rodrik Using export growth rate as a function
of a wide range of determinants in a sample of 37 Sub
Saharan Africa countries, it was established that gross
domestic product has a statistically significant effect
on export growth. The reason may be that much of
East Africa countries’ agricultural and other local
products are used locally and not sold in international
market. The next variable, Labor force was
significant at 1% level and as we estimated the
hypothesis its coefficient is a positive sign. This
indicated that the increase of labor force results the
increase of the value of exportation in east Africa
countries. If the labor force was raised by one
percent, the value of export would rise by 0.14%.
Muhammed T. Majeed and E. Ahmad (2006) their
study of determinants of developing countries’
exports found that the impact of labor force on
growth of exports is positively significant. Labor
makes essential contributions to the agricultural and
rural economies in all sub Saharan African countries.
Industrialization had a positive sign and was
significant at 1% level. These results denote that the
value of export increased as industrialization
increases. Statistically, 1% increase in
industrialization would increase value of export by
around 0.70%. This result highlights the importance
of industrialization in East Africa countries. Zalk
(2014) argues that no countries have reached rapid
and sustained economic growth and high level of
income without industrialization. He recommends
that there should be physical transformation of raw
materials into value-added products.

In regard to the inflation, the variable’s coefficient
had a negative sign but significant at the level of 1%.
The increase of 1% in inflation would decrease export
by 0.042%. lyoha (1973) took 33 less developed
countries as a sample using OLS technique to
estimate the results and found that relationship
between inflation and trade in the less developed
countries are negative.Foreign direct investment
had also positive effect on export and was significant
at 1% level. Increase of foreign direct investment by
1% raised the value of export on by 0.157%. Our
finding is similar to Sharma (2000) who investigated
the determinants of export performance using yearly
data for the period 1970-1998 in India found that the
coefficient of foreign direct investment had a positive
sign. Exchange rate was also significant to the value
of export. The coefficient of exchange had positive
sign at the 5% level. Result indicates that the increase
of exchange rate in 1% would rise about 0.002.
According to Sharma, a fall in domestic prices due to
exchange rate depreciation makes exports cheaper in
the international markets resulting into their increased
demand. Oztang (2000) also had similar studying and
revealed that rate of real exchange is a statistically
significant determinant of export performance.

CONCLUSION AND RECOMMENDATION

International trade significantly played a crucial role
in the historical economic growth achievement.
Countries with higher international trade involvement
achieve a higher and faster economic growth than
those that has less involvement in international trade
(Medina-Smith E.J. 2001, Palley, 2011).

This research is performed to evaluate factors
affecting export performance in East Africa countries.
Data for percentage growth of gross domestic
product, labor force, industry value added as
percentage of GDP, inflation, foreign direct
investment as a percentage of GDP and exchange rate
were collected from World Development Indicators
(WDI) 2015.

Using annual data for 1990-2014 we have examined
the determinants of export performance in East Africa
countries. The empirical results shows that labor
force, industrialization, FDI, and exchange rate have
positive impact on export value but inflation has
negative impact on export value and GDPG is the
only variable that does not affect the exportation of
east Africa countries for the period of 1990-2014.
This study fills several gaps in the literature and
empirically investigated of the determinants of export
performance in East Africa countries but there are
other possible factors contributing to the export
performance in East African countries such as trade
policy, fiscal policy, consumption of the government.
Based on the finding of our study we recommend the
following :
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Foreign Direct Investments is positively
significant on export performance in east Africa.
So the governments must increase the motive on
international investors to attract more investors
to improve export value and bring foreign
exchange which are important for economic
development.

Labor force variable is positively significant with
export so it’s important to increase the
productivity of labor in East Africa countries.
Governments should spend more funding on
improving education and skill and should also
offer training.

Industrialization also had a positive effect on
export performance. East African countries need
to replace agriculture exports by the industrial
export. The industrialization will reduce
dependence on imports by initiating the process
of import substitution.

Weak infrastructures are the main trade
constraints in East Africa. Governments should
make sure good infrastructural facility by
improving transportation system and supply of
energy such as electricity, gas and water.
Corruption is now recognized to be one of the
Africa’s greatest challenges and has a negative
effect on investment growth. So it’s important
that governments take some steps to solve these
problems to solve these problems governments
should make policy of transparency and
accountability, increase the salary of employee to
prevent corruption.
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