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African Continental Integration and Firm Awareness
of Trade Policy: Evidence from Kenyan Pilot Study
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Abstract

This project assesses the importance of an as-yet underappreciated potential
barrier to international trade and firm growth: firms being uninformed about trade
costs and unaware of trade agreements relevant to their sector. We focus on the re-
cently signed African Continental Free Trade Area (AfCFTA). We present evidence
from a pilot study establishing that around half of Kenyan firms are unaware of
AfCFTA. We find substantial levels of unawareness even among larger and interna-
tionally active firms. This pilot was done in preparation for a larger-scale project
combining customs data with a randomized intervention to assess the importance
of these information frictions. In addition to showing a substantial lack of informa-
tion about AfCFTA, we present firms’ assessments of the threats and opportunities
of AfCFTA and find that firms are generally optimistic about it. We also present
data on the impact of COVID on business performance; more than 82% of Kenyan
firms indicated their income declined as a result of the pandemic.
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1 Introduction

Although the African continent houses 16% of the world’s population, its share of GDP is
5% and intra-regional trade remains low among African countries — as of 2017, only 17%
of African countries’ imports come from within the continent (Songwe, 2019). To change
this, 54 African countries drafted and signed the African Continental Free Trade Area
(AfCFTA), which promotes political and economic integration across Africa. AfCFTA
represents the largest free trade area in the world, covering 1.3 billion people and over
$3.4T in GDP. Member states have agreed to liberalize 90% of tariff lines. AfCFTA
is one of the most ambitious initiatives promoting socio-economic development in the
African region; its architects hope that it has the potential to significantly reduce poverty,
increase foreign direct investment in the region, promote firm productivity, and enhance
innovation and knowledge transfers.

While there is general optimism about the promise of AfCFTA to support economic
development, a survey of Nigerian firms shows a sizable fraction of firms to be unaware
of AfCFTA (Centre for the Study of the Economies of Africa [CSEA], 2020). These firms
should be expanding their operations in response to AfCFTA, but are potentially not
doing so. Our project seeks to analyze the extent of the unawareness of the agreement
among Kenyan firms, and whether providing information about the AfCFTA affects firms’
decisions to expand their international operations.

We present results from a pilot survey with Kenyan firms, showing that around half
are unaware of AfCFTA. This basic result replicates findings from Nigerian firm data
(CSEA, 2020). As discussed in more detail below, we find substantial unawareness even
among larger firms, and among firms that are already internationally active, even for
direct exporters. We conducted this survey in preparation for a larger project, described
below, that will leverage high-quality Kenyan customs data in conjunction with original
data collection, including a randomized controlled trial (RCT). Our pilot data contain
information on firms’ level of awareness of AfCFTA, how firms gather information relevant
to their international business operations, and what promises and challenges they see from
the agreement. We also asked about the effect COVID-19 had on these businesses; these
results are presented below as well. More than 80% of Kenyan firms indicated that their
revenues were lower than those of 2019 as a result of the COVID-19 pandemic and the
lockdown policy enacted to slow the spread of the virus.

We conducted this survey in preparation for a large-scale project focusing on an as-yet
underappreciated potential barrier to international trade and firm growth: firms being
uninformed about trade costs and unaware of trade agreements relevant to their sector.
We focus on the recently signed AfCFTA. We will assess whether providing information
about the AfCFTA affects firms’ decisions to expand their international operations. This
should lead to improved firm performance in the short run, as inputs can be sourced from
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cheaper suppliers and outputs can be sold more profitably, and might lead to increased
firm growth in the medium to long run, as increased revenues can be used to finance
investments. For the full-scale study, we will work with the Kenya Revenue Authority
(KRA) to gain access to detailed customs data, which allows us to track trade flows in real-
time, mitigating measurement errors and obviating the need for follow-up surveys. We will
also work with Kenyan business associations (the most important source of information
for these firms, as shown below) to develop the information intervention.

Our project, for which this pilot is the first step, adds a new dimension to the literature
on information frictions and barriers to trade, which has recently focused on uncertainty
about prices in destination markets as in Allen (2014), matching frictions when finding
a foreign importing firm to export to Atkin et al. (2017), or the overall impact of export
promotion agencies, which provide various kinds of information, on exports (Lederman et
al., 2010). Firms being unaware of trade costs has not been considered by this literature
but it’s especially relevant to policymakers as they consider trade agreements such as
AfCFTA.

In addition to highlighting an important barrier to trade, we also suggest a possible
fix, through our information intervention: trade agreements should be accompanied by
a campaign providing actionable information to firms and sectors which are affected, via
the channels that are most relevant to these firms. We also add to the nascent litera-
ture on firms’ awareness of large-scale government programs, complementing research by
Humphries et al. (2020), who show that a sizeable fraction of small businesses in the US
were unaware of Covid relief funds and did not apply for such funds as a result.

This article is organized as follows: Section 2 provides a brief background on AfCFTA
and Kenyan trade policy. Section 3 presents basic firm characteristics. Section 4 presents
results on firm awareness of AfCFTA, while Section 5 discusses firms’ perceptions of the
agreement. Section 6 summarizes the impact of Covid on Kenyan businesses. Section 7
discusses policy takeaways and the next steps for this project.

2 Overview of AfCFTA and Kenyan Trade Policy

AfCFTA covers most African countries, with 54 countries having signed the agreement
to date.1 It covers trade in services and goods and contains a mechanism for settling
disputes. AfCFTA covers 97% of tariff lines across the African continent, but also includes
non-tariff provisions, such as harmonized product standards and measure to simplify
customs procedures. It generally has broader coverage than existing regional African
trade agreements (Maliszewska et al., 2020). The goals of AfCFTA are to increase intra-
African trade and boost the African economy. Studies of its likely impact have generally

1The AfCFTA web page may be reached at https://au-afcfta.org/
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found it to provide substantial income gains across the continent, though the range of
estimates is relatively wide. A substantial part of the estimated impact comes from
non-tariff interventions (Maliszewska et al., 2020).

Since we focus on firm information on trade cost in this study, we want to highlight
here that tariffs are relatively easy to understand policies, from firms’ point of view. Non-
tariff changes to trade policy, including the kinds of trade facilitation included in AfCFTA,
are harder to understand, and harder to anticipate — even a basic understanding of
AfCFTA would likely include that tariffs are being decreased, but changes to, for example,
food hygiene standards would require detailed expertise on AfCFTAs design.

Kenya has been a member of various regional trade agreements. Following indepen-
dence, Kenyan trade policy had focused on import substitution and export promotion.
Following a Structural Adjustment Program which liberalized the Kenyan economy but
did not substantially improve most Kenyans’ living standards, Kenya entered the Pref-
erential Trade Area for Southern and East African countries in 1983 and ten years later
joined the Common Market for Eastern and Southern Africa (COMESA), and finally the
African Growth Opportunity Act (AGOA) in 2000 (Chege et al., 2014; Chirwa, 2000).

3 Survey Methodology & Data

The goal of this pilot study is to understand firms’ interaction with AfCFTA. We collected
data on basic firm characteristics as well as information on businesses’ level of awareness
of AfCFTA, their main sources of information, their decision-making when it comes to in-
ternational activities, their expectations around the agreement, and how Covid impacted
their business operations. We sampled firms from Kenya’s five main business hubs: Bu-
sia, Kisumu, Mombasa, Nairobi, and Nyeri. Our pilot sample comprises 646 businesses.
Table 3.1 presents the distribution of firms across the five regions; more than two-thirds
of firms in our sample are located in Nairobi (33%) and Mombasa (35%).

Table 3.1: Firm Distribution by Location

Town Number in sample % of population
Busia 53 6.69
Kisumu 78 11.68
Mombasa 218 34.54
Nairobi 205 32.71
Nyeri 92 14.37
Total 646 100.0

Half of our sample is a random sample of firms, while the other half over-sampled
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medium-sized and large firms.2 We used the random sample to establish the firm size
distribution (see Table 3.2), as well as the extent of international activity. Oversampling
larger firms allows us to get a more precise picture of those firms which are most relevant
for international trade. The over-sampled firms are especially relevant for international
trade and are more likely to already be engaged in trade across Africa, as we discuss
below.

Table 3.2: Firm Size Distribution

Size Number in sample % in population
Large 120 8.51
Medium 190 19.15
Small 195 28.94
Micro 141 43.40
Total 646 100.0

Table 3.3 presents the sectoral distribution of firms. The typical enterprise is a retailer
(40%), most likely in sales of clothing or motor vehicle parts, and employs 24 full-time
workers. As of 2020, before the pandemic hit Kenya, its median annual revenue was Kshs
640,000 (approximately USD 5,200).

We asked survey respondents whether they engage in import and export, directly or
indirectly. From Table 3.4, we see that over 65% of Kenyan firms do not engage in any
form of international trade activities. While about 21% import directly, a small fraction
(1.51%) export directly. The small fraction of exporters is typical in most Sub-Saharan
African countries. Another 2% import and export directly and indirectly.

Most firms in our sample are relatively young. As Table 3.5 shows, the typical Kenyan
firm has been in business for 10 years (73%) and roughly an additional quarter have
been in business for a range of 11-30 years. To the extent that a firm’s experience in
business correlates with its ability to collect and operationalize information about its
policy environment, we might think that these relatively young firms would have a more
difficult time learning about AfCFTA and putting that information into practice.

3.1 Sources of Information

The most important source of information about the business environment for these
firms is business associations, as seen in Figure 3.1. Almost 60% of respondents report
these as one of their primary sources of information; more than half of firms also rely on
social media or their friends and family. Only 27% of firms report turning to the national
government for information, which suggests that information campaigns around AfCFTA

2We define firm sizes based on the number of employees: micro 1 – 5, small 6 – 15, medium 16 – 100,
and large 101 employees and above.
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Table 3.3: Firm Distribution by Industry

Industry classification Number in sample % in population
Agriculture 26 4.15
Business Services 38 5.72
Communication Services 5 0.62
Education 10 1.31
Entertainment 25 3.43
Financial Services 8 0.80
Food Services 83 11.94
Food processing 24 2.60
Health & Wellness 20 2.19
Information (Publishing, Telecoms) 6 0.85
Manufacturng 32 3.62
Metal processing 14 2.15
Mining & Quarrying 6 0.43
Other 83 13.63
Retail 212 39.57
Transport Services 31 2.90
Utilities 23 4.11
Total 646 100.0

should be undertaken in collaboration with business associations and should incorporate
social media strategies.

3.2 Information as a Barrier to Utilizing Existing Free Trade
Agreements (FTAs)

We asked firms that are already importing/exporting but were not utilizing an existing
FTA for that activity why they had not done so. Firms report that the most important
barrier to utilizing an existing FTA for importing (Figure 3.2) and exporting (Figure 3.3)
is lack of information. More than half of firms report this as their reason for not using

Table 3.4: Firm’s International Activities

Firm engages in any international business Number in sample % in population
No 428 65.27
Yes - Import directly 106 20.52
Yes - Export directly 11 1.51
Yes - Export indirectly 25 5.53
Yes - Import indirectly 21 5.32
Yes - Import and Export directly 11 1.24
Yes - Import and Export indirectly 2 0.62
Total 593 100.0
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Table 3.5: Years in Business

Years in business Number in sample % in population
> 90 years 1 0.15
71-90 years 1 0.07
51-70 years 8 0.70
31-50 years 30 3.04
11-30 years 183 23.53
< 10 years 423 72.50
Total 646 100.0

Figure 3.1: Most important sources of information

an FTA, followed by the cost of utilizing an FTA, and that it could be too complicated
to go through the required processes. We take this as strong evidence that information
campaigns are a promising avenue to increase the utilization of FTAs, especially AfCFTA,
which does not require any special efforts to be utilized. We also take this to suggest that
our figures on awareness, if anything, understate the size of the problem. Some firms that
are aware of the AfCFTA may still not know what exactly it does, and thus be unaware
of potential opportunities for new input sources or export destinations.

3.3 Input Sourcing and Export Destinations

We asked firms that engage in importing what percentage of their inputs they typically
source from different origins. As shown in Figure 3.4, more than 40% of their inputs are
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Figure 3.2: Reasons for not utilizing an FTA for importing

imported from China, about 18% come from the domestic market, and a little over 10%
come from East Africa and the rest of Africa. This shows a lot of scope for increasing
sourcing from other African countries, a declared goal of AfCFTA.

Breaking input sources down by employment quartile, Figure 3.5 shows China is a
much more important input source for smaller firms, those in the first two employment
quartiles. This is in part because many of these firms are purely importers and resellers.
For larger firms, which are more likely to engage in production and modification of the
inputs they purchase, the domestic market and other African origins are more important,
though there is still scope for increasing imports from neighboring countries.

A key goal of AfCFTA is to promote export across African countries. Among exporters
in our sample, as Figure 3.6 shows, almost 30% of output is sold domestically, and notably,
almost 26% of output is sold to other African countries, larger than the 25% of output
destined for the Chinese market. This shows that African markets are more attractive as
export destinations than they are as input sources. AfCFTA could affect firms’ decisions
along both margins, but we take this as suggestive evidence that information around
export destinations is more likely to quickly affect firms’ sales decisions than information
on input markets would affect their sourcing.

We further break this down by employment quartile, though we treat these results
carefully, since the number of exporters in our sample is relatively small, to begin with.
As seen in Figure 3.7, the smallest firms focus on the domestic and East African markets,
while the second and third quartiles are more heavily involved in exporting to China and
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Figure 3.3: Reasons for not utilizing an FTA for exporting

neighboring countries. The largest firms are exporting in a relatively balanced fashion
across African and international markets. To us, this suggests that AfCFTA could be
especially important for relatively larger firms, which are already more engaged in intra-
African trade and could more easily add additional export destinations in the region to
their portfolio.
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Figure 3.4: Input Origin among Importers

Figure 3.5: Input Origin among Importers by Employment Quartile

10



Figure 3.6: Output Market among Exporters

Figure 3.7: Output Market among Exporters by Employment Quartile
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4 Firm Awareness of AfCFTA

This section presents our findings on firm awareness of AfCFTA. We demonstrate two
key facts. First, awareness of the agreement correlates with firm characteristics such as
size, performance, and international engagement exactly as you would expect: larger,
more productive, and internationally active firms are more aware. Second, however, even
among the largest, most productive, and directly internationally active firms, there is
considerable unawareness of the agreement. We take these two facts as evidence that our
questions on awareness of the agreement get at actual awareness at the firms, which is
a meaningful concept that correlates with firm performance and strategy. Furthermore,
these two facts suggest that an information intervention aimed at increasing awareness of
AfCFTA and the possibilities it offers could potentially affect firms’ choices and trading
decisions.

Three years after AfCFTA came into force, our data indicates a considerable degree
of unawareness. Overall, 52% of firms are not aware of the agreement. Even for large
firms, we find that 42% are unaware of the agreement, as are 52% of medium-sized firms.
As Figure 4.1 indicates, the numbers are only somewhat higher for smaller firms. It is
reassuring that the overall pattern makes sense — we would expect larger firms to be
more aware of the agreement. Nevertheless, even among the largest firms, there is scope
for an information intervention that increases awareness of the AfCFTA.

Figure 4.1: Firm Awareness of AfCFTA by Firm Size

Figure 4.2 shows unawareness of AfCFTA by revenue quartile. The overall pattern
is reasonable — we see that higher revenue firms tend to be more aware of the agree-
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ment. Even firms in the fourth quartile, however, are far from perfectly informed, at
39% unaware. (The picture is similar for revenue per employee.) We thus find that even
the most productive firms in Kenya could potentially benefit from an information inter-
vention on the new agreement. We further take this as suggestive that unawareness is
likely to persist for some time. Firms in the third quartile are less aware than those in
the fourth, but the difference is relatively small. This means that there are barriers to
collecting information on AfCFTA even for the most sophisticated firms in the Kenyan
economy. If these firms are still substantially unaware of the agreement at this point, it
could take a fairly long time for knowledge of the agreement to reach smaller firms in the
second quartile of revenue, for example.

Figure 4.2: Firm Awareness of AfCFTA by Revenue Quartile

Figure 4.3 breaks the sample down into firms that are directly internationally active,
whether through importing or exporting, compared to those that are not. Interestingly,
the difference in awareness levels is very small. This again hints at the potential per-
sistence of unawareness: If even the firms that stand to gain most directly from the
agreement are still unaware, it seems reasonable that firms that are not yet internation-
ally active might remain unaware for a long time. We see a stronger difference when
comparing direct exporters to other firms in Figure 4.4. We are cautious about these
results since we observe very few direct exporters in our data. Among those, only 28%
of firms are unaware of AfCFTA. This shows a higher level of awareness than among, for
example, the highest revenue firms. Still, even among these few direct exporters, almost
a third of firms are not aware of a trade agreement that provides much greater access to
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export markets.

Figure 4.3: Firm Awareness of AfCFTA by Direct International Activity

Unawareness of AfCFTA is not due to general inattention to recent policy changes.
For example, we find that firms are much more aware of a recent reduction in the cor-
porate tax rate and VAT, both of which were adapted in order to ease the burden of
COVID (see Figure 4.5). While still not perfectly informed about these other recent
developments, AfCFTA is much less likely to be front of mind. This demonstrates that
firms do take an interest in certain kinds of policy developments in real-time, but that
AfCFTA receives a lot less attention than, for example, the two tax policy changes.
Larger firms (Figure 4.7) and direct exporters (Figure 4.6) are, again, more aware of
all three policies, and far more aware of the tax policy changes than of AfCFTA. (For
direct exporters, we are again cautious about the result due to the small sample size.)
Interestingly, directly internationally active firms are not necessarily more informed, as
shown in Figure 4.8; awareness is only slightly higher for AfCFTA, comparable for the
corporate tax change, and actually somewhat lower for the VAT change. (This could be
due to many of these firms being involved in firm-to-firm transactions, rather than selling
directly to consumers.)

We thus find that even firms for which AfCFTA could be operationally relevant have
been less attentive to trade policy than to, for example, tax policy. The difference is quite
stark; only 4% of the highest revenue firms are unaware of the recent VAT change, yet
almost 40% are unaware of AfCFTA. This is not necessarily surprising; it could be because
AfCFTA is much more complex than a reduction in the corporate tax rate. Gathering
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Figure 4.4: Firm Awareness of AfCFTA by Direct Exporting

information on complex policies is costlier, and operationalizing that information is also
costlier. The key question is whether firms are optimally ignoring the agreement, or
whether policymakers could find it worthwhile to provide information on AfCFTA and
reap the benefits of expanded international activity. This question will be answered by a
larger follow-up study we are currently preparing.
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Figure 4.5: Firm Awareness of AfCFTA and Covid Tax Policies

Figure 4.6: Firm Awareness of AfCFTA and Covid Tax Policies by Direct Exporting
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Figure 4.7: Firm Awareness of AfCFTA and Covid Tax Policies by Revenue Quartile

Figure 4.8: Firm Awareness of AfCFTA and Covid Tax Policies by Direct International
Activity
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5 Effects, Promises and Threats of AfCFTA

AfCFTA aims to create a number of benefits across different parts of the economy. For
firms, continental integration should increase access to a wider variety of inputs as well
as foster deflationary competition among continental producers. The most important
considerations motivating AfCFTA stem from a desire to promote economic integration
and expand market size for African producers. The increased market access could make
previously too-small African economies more attractive to international producers who
now may place higher value-added and more stable operations on the continent. The
ultimate long-term benefits of integration depend on the balancing of trade creation and
diversion (see Aremu, 2020).

We asked firms whether they expect AfCFTA would have a negative effect, no effect, or
positive effect across six core areas: the cost of inputs, labor and machinery, production
capacity, market size, and output price. For firms that were unaware of AfCFTA, we
provided a brief description of the agreement before asking for their assessment of its
effects. Firms generally expect AfCFTA to have positive effects, and if anything, find it
more likely that it will have no effect rather than negative impacts, as shown in Figure 5.1.
Firms believe the most likely positive effects would be on their market size (75% expect
a positive effect) and input cost (73% expect a positive effect), while AfCFTA is least
likely to have a positive effect on the cost of labor (51% expect a positive effect, 41%
expect no effect). Based on basic trade models, these are reasonable expectations for an
FTA, so we believe that even though firms are often unaware of AfCFTA, they are able
to form expectations around it, at least once we provide a short description. We also
believe that this generally positive disposition means firms would be willing to engage
with an information campaign centered on the agreement since they expect to benefit
from learning more about it. As we saw in Section 3, the most important reason firms
provided for not using FTAs is their lack of knowledge about them.

5.1 Promises and Threats of AfCFTA

Asking for up to three areas where firms expect the most benefit from AfCFTA, Figure 5.2
shows most firms expect positive impacts on their market size (66%), access to a new
market (61%), and input prices (49%). They are least likely to expect to gain access
to new technology (26%). Again, these are reasonable expectations, and they show that
firms are perhaps most interested in the straightforward application of AfCFTA — as
a trade agreement, it should make it easier to access new markets and import cheaper
inputs. We take this as evidence that an information campaign centered around the
core of the agreement, which is the reduction in tariff lines, would be in line with firms’
expectations around the agreement and could be put into action relatively easily.

Asking for up to three areas where firms expect the most likely negative effects of
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Figure 5.1: Expected Effects of AfCFTA

AfCFTA, we see in Figure 5.3 that 59% of firms expect an inflow of cheaper goods
competing with their own products, 53% expect to face more competition, and roughly
40% each expects to face less demand and are worried that the Kenyan government
might neglect other policy areas that are important to their business operations. Most of
these are, again, the most straightforward consequences one might expect from decreased
trade costs. Since we see that most firms expect positive rather than negative effects
from AfCFTA, however, we do not see these as threatening buy-in for the agreement.
An interesting concern is the potential loss of government focus for other policy areas;
here, a government-led information campaign might be able to generate more positive
sentiment for the agreement by highlighting accompanying policy initiatives. We do not
see this as a core concern for our larger project.
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Figure 5.2: Promises of AfCFTA

Figure 5.3: Threats of AfCFTA
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6 The Effect of Covid on Kenyan Firms

The signing of AfCFTA coincided with the beginning of the Covid pandemic. The global
economy shrank by 3.2% in 2020, while the Gross Domestic Product (GDP) of developing
countries contracted by 2.1% (International Monetary Fund [IMF], 2020). After the
first Kenyan case of Covid was reported on March 13th, 2020, the government enacted
lockdown and social distancing measures to curb the spread of the virus and took steps
to limit the economic impact on Kenya’s businesses. Almost all Kenyan firms (93%)
experienced a decline in sales, with disproportionate impacts on small and female-owned
businesses (Saurav et al., 2020). We corroborate this in our pilot data, which include
questions on the impact of Covid on firms’ performance as well as their strategies for
coping with the disruption.

About 82% of firms indicated that their 2020 revenues were lower compared to 2019.
Of the remaining firms, 6% noted that their revenue remained unchanged, while 12%
indicated their revenues grew. Asking firms to quantify their losses, Figure 6.1 shows
that about 61% of firms experienced at most a 30% drop in revenue, though a substantial
fraction of firms (14%) saw a more than 50% decline in revenue. The Covid pandemic
led to larger revenue losses in female-owned and smaller businesses.3

Figure 6.1: Covid Impact on Revenue in 2020 vs 2019

3557 firms responded to question. Only firms that had a lower revenue (449 firms) were asked to
quantify losses.
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Firms implemented various cost-cutting policies in reaction to their reduction in sales;
only about a third of firms did not change operations at all, as shown in Figure 6.2. The
most common strategies were a reduction of working hours (25%) and laying off full-time
employees (21%); each was done by 36% of firms. Reductions in working hours were most
common in the mining, quarrying, oil and gas extraction, entertainment, business services,
and information (publishing, telecommunications, and broadcasting) sectors. The layoff
of full-time and part-time staff was mainly in the manufacturing, entertainment, business
services, and communication sectors. In addition, 13% of firms postponed hiring new
staff.

Figure 6.2: Firms’ Reaction to Covid

In addition to cost reduction, firms changed the way they do business to reduce
reliance on physical proximity. As Figure 6.3 shows, only a third of businesses have not
changed their business model at all. 48% of firms adopted the use of phones for activities
such as marketing and placing orders, and another 47% started using the internet, social
media, specialized apps, or digital platforms to do business during the pandemic. A fifth
of businesses established new strategic partnerships with other businesses, and almost one
in ten businesses even switched products. This shows a considerable degree of flexibility
in reacting to one of the most significant global shocks of the last decade.

When asked about their expected performance after the crisis, the modal business
(46%) anticipates low business growth for the near future and a long recovery until
regaining pre-Covid sales. This belief is especially common among smaller firms and in
the sectors of agriculture, food processing, information (publishing, telecommunications,
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and broadcasting), and communication. Nearly 35% of firms believe that growth will be
low, but expect a fast recovery while 17% expect to grow quickly and recover quickly as
well. Around 2% of businesses expect to collapse, especially those in the financial sector.

Figure 6.3: Measures to Reduce Physical Proximity

Asked about government interventions to mitigate Covid impacts and support recov-
ery, 7 out of 10 businesses advocate for tax cuts, as seen in Figure 6.4. This is especially
true for large firms and those in the manufacturing sector. Easier access to business loans
(58%) and loan payment deferral (38%) are the next two most popular interventions and
are especially in demand by firms in the utilities (electric power, natural gas, water,
sewage, etc.) and the primary sector.
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Figure 6.4: Policy Intervention for the post-Covid Era
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7 Conclusion

Our project, for which this pilot is the first step, adds a new dimension to the literature
on information frictions and barriers to trade, which has recently focused on uncertainty
about prices in destination markets as in Allen (2014), matching frictions when finding
a foreign importing firm to export to Atkin et al. (2017), or the overall impact of export
promotion agencies, which provide various kinds of information, on exports (Lederman et
al., 2010). Firms being unaware of trade costs has not been considered by this literature
but it’s especially relevant to policymakers as they consider trade agreements such as
AfCFTA.

In addition to highlighting an important barrier to trade, we also suggest a possible
fix, through our information intervention: trade agreements should be accompanied by
a campaign providing actionable information to firms and sectors which are affected, via
the channels that are most relevant to these firms. We also add to the nascent litera-
ture on firms’ awareness of large-scale government programs, complementing research by
Humphries et al. (2020), who show that a sizeable fraction of small businesses in the US
were unaware of COVID-19 relief funds and did not apply for such funds as a result.

We show that Kenyan firms are substantially unaware of AfCFTA, even larger firms
and those that are conducting business internationally already. We also find that firms
consider lack of information to be the single most important reason for not using an FTA
in their business activities. We thus conclude that such an information campaign could
substantially affect firms’ international operations, both along the extensive and intensive
margins. Firms’ main sources of information are business associations and social media,
which are the channels we plan to use to reach firms. We believe we will get substantial
buy-in from firms, based on the fact that they have largely positive expectations regarding
AfCFTA, anticipating positive impacts on input cost and market size.

Our full project will combine this information intervention with customs data to allow
us to track firms’ international business interactions in great detail without the need for
follow-up surveys. We will embed reduced-form results in a structural model to, first,
highlight the implications for structural estimation when ignoring firms’ potentially biased
beliefs about trade cost, and second quantify the welfare gains from informing a larger
fraction of firms of the agreement.
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