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Abstract

This study analyses the determinants of Tanzatrede and comparative advantage. The results dhawrtost
of the commodities with comparative advantage (@xpressed in terms of symmetric Revealed Comparati
Advantage (SRCA), are the agricultural productsaddition, the empirical trade analysis (ETA) rdsahat the
commodities with CA are primary intensive, resourgensive, and unskilled labor intensive commeditiThe
gravity model demonstrates that, the economic eizéhe partners’ country (GDPj), and per capitaocime
together with the Tanzania’s per capita incomejorea integration dummy, and exchange rates detersni
Tanzania’s trade flows in all levels, when totad, export, export of agricultural products angoek of
manufactured products volume of trade are considétewever, Tanzania’s economic size as well axtis¢ of
trading growth, expressed as distance, impedesate flows.
Keywords: Gravity model, Comparative Advantage; factor isign export oriented economy; Regional Trade
Agreements; production’s specialization and contipetiess

1. Introduction

Economic decline of Tanzania in the 1970s and anfifal crisis in the early 1980s led to the adaptié an
economic recovery program in 1986. The economiwdtavn was due to international trade contractiotictvh
eroded revenue and significantly changed its strecshare of import duties in total budgetary rexewhich
felled from 22% in 1969/70 to 11% in 1979/80 (Kann2000). The main objective of the recovery progreas
to dismantle socialist economic control and encgeraore participation of the private sector in doenomy.
Comprehensively, the program included a packageotities which reduced the budget deficit and inverb
monetary control, substantially depreciated thervaleed exchange rate, liberalized the trade regiemoved
most of price controls, eased restriction on theketing of food crops, freed interest rates andiatgd a
restricting of the financial sector.

The programme aimed at utilizing the benefits afi& liberation. Reduction of trade barriers createspetitive
pressures and the potential for technology transfBich in turn increase productivity gains andnesturing of
an economy toward its Comparative Advantage (CAje Tmportance of trade in open economy facilitates
manufacturing activities which enjoy scale econ@niaccess to external markets also promotes théir f
exploitation. Outward orientation also permits wdeexternal capital for development without problerh
servicing external debt. Inability to expand th@ant base and maintain a fast rate of export grmathbecome
an impediment to overall economic growth.

In ensuring trade liberalization, the 1986 programmas later followed by different strategies. Thestmoted
ones are like privatization policy which reformdte teconomy from state owned to private sector taten
economy through it many of the Parastatal formaliyned by the Government were privatized. The Vi20685
embedded in the National Strategy for Growth andug#on of poverty (NSGRP) matched the demand ef th
country to realize the millennium development gpateducing poverty, hunger, diseases, illiteracy,
environmental degradation, and effective parti¢gpabf civil society , private sector developmentdruitful
local and internal external partnerships in develept. In additional the country has adopted the Bégults
Now strategy focusing on energy, transport, revaruliection, agriculture, water and Education askby areas
for inclusive economic growth. Despite all the &gges, the country still faces non inclusive eauoiogrowth,
food insecurity, poverty, unemployment and poointijvstandard.

Industrialization is the real demand for develophyaogress and it is referred to be one of the nmopbrtant
for agricultural and natural resources dependenh@my to progress into manufacturing type of ecopom
Picking queue from Southeast Asia, countries usidgstrialization as the main development stratemye been
pushing exports of manufactures to increase thé&ibation of manufactured items to Gross Domestiod@ct
(GDP) though countries using the export route tustrialization are likely to encounter a less awewdating
international environment with more exacting maskand formidable rules of game relative to thosplate.

21



Developing Country Studies www.iiste.org
ISSN 2224-607X (Paper) ISSN 2225-0565 (Online) J'—,i,!
Vol.4, No.3, 2014 IIS E

For Southeast Asia example, success in exporting wwstrumental in sorting out performers from non-
performers, thereby opening channels for selegtiggtending credit and foreign exchange (Stigli@96).
Therefore, this study will benefit the policymakérsinderstanding what factors are vital in deteing trade in
Tanzania. The composition of commodities expresseBalassa index and ETA analysis services as élyek
production and competitive policies.

2.0 Literature Review

Regional or cross-country differences in a hypathépre-trade environment or region known as dytaan be
reflected by comparative advantage (CA). Autarkyhis condition where equilibrium prices are unatecby
influences external to an economy (Houk, 1986)ueTCA in autarky cannot directly be observed bexans
reality all countries engage in some level of ing&gional trade. The notion of Revealed Comparatiteantage
introduced by Balassa (1965) is the way to apprai@nCA in autarky.

According to Balassa, the concept of revealed coative advantage (RCA) pertains to the relativaldra
performances of individual countries’ particulamanodities. The assumption behind that is “the couitgts
pattern of trade reflects inter-country differendasrelative costs as well as in non-price factofarring
production or export subsidies, the stronger aonatirelative trade performance in a certain comitypthe
greater the CAin the production of that commodBwlassa, 1977).

Several studies have been undertaken using theepbn€ RCA. A majority of these studies use dategrport
shares. Balassa (1977) has undertaken an anafybis pattern of CA of industrial countries for theriod 1953
to 1971. The evidence Balassa provided supportavhiable evidence on trade in research interjsieducts,
indicating the continuous renewal of the produdeywith the US maintaining its ever increasinghtelogical
lead. Based on the standard deviation of the RG@#cés for different countries an association i® asen to
hold between size and diversification of exportalaBsa’s results show that while, the extent ofoexp
diversification tends to increase with the degrééeohnological development a reversal takes patckigher
levels.

Yeats (1997) studies the possible distortionsadédrpatterns on account of discriminatory tradeidrarthat are
characteristic of the RTAs (Regional Trade Agreetsierusing the index of RCA in conjunction with the
changes in the regional orientation of exportsdentify any apparent inefficiency in trade pattefos the
Mercusor countries. Richardson and Zhang (1999 hesed the Balassa index of RCA for the U.S toyaeal
the patterns of variation across time, sectorsragibns. The study found that patterns differ asrdifferent
parts of the world over time along with differemvéls of aggregation of the export data. Differa@stiare
accounted for by factors such as geographical prigyiof trading partners and per capita income.

Yue (2001) uses the RCA index to demonstrate ttietfiat China has changed its export pattern tooidée with
its CA, and that there are distinct differencegxport patterns between the coastal regions anthtégors in
China. Bender and Li (2002) examine the structpeaformance and shift of exports and RCA of thet Basan
and Latin American regions over the period 1981719he study examines whether or not there is atiosl
between changes in export patterns among diffeegidns and shifts in comparative advantage betwegons.
Fert and Hubbard (2002) assess the competitivesfddangarian agriculture vis-a-vis EU agriculturging four
indices of RCA

In addition, the trade literature has emphasized thctor endowment differences can lead not oolgross-
industry specialization but also within-product gpéization. For example, using import data frore thnited
States, Rodrik (2006) and schott (2006) have shtvat china’'s export may be relatively more and less
sophisticated compared to exports of other countrigh similar factor endowments, depending on riferic
used to compare export sophistication. Branstetter Lardy (2006) argue that the evidence of regftihigh
sophistication of Chinese exports, like in Rodr#0@6), does not take into account that China ingpbigh-
value- added parts and components, suggestingafteat controlling for the structure of intermediatguts,
china’s export structure reflects low cost of labdensive assembly.

The factor endowment differences also suggestdéatloped and developing countries may competeimnst
other than price. Theoretically, such competitioayrmhelp insulate workers in developed economiesfro
relatively low wages earned by workers in develgpiiconomies (Schott, 2006). Because each firm elhits
goods in both home and foreign markets, consumérsetect one good from the home firm or foreignmfs,
depending on their testes for quality (Niem and Ka®09).

The role of demand on international trade of gamatsbe found in different literatures; Linder (19&dlam and
Helpman (1987), and Niem and Kim (2009) emphadizg¢, trade of products that can be ranked accoriing
differences in quality in the same industry ardechlertical intra-industry trade (Greenaway etrantagne’ et
al., 1996) and differences in countries exportthimi the very narrow product classifications alefiect a more
subtle phenomenon- vertical differentiation: Japawl China might both produce and export high didimi
watches, but the Japanese watch might employ nupkigticated technology, be of much higher quatiigt
one exported by china. These vertical differentesill manifest in prices, where by Japanese prodlilidetch

a much higher price in the market than the prodficthina due to consumers’ willingness to pay fam. The
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existence of these price differences which arauérfted by quality as well as their increase owveetin the
world market is substantial for competition.

The trend of pattern of trade of a country candendrom CA. Factor endowment differences can tednly

to cross-industry specialization but also withiguct specialization but despite all the theoriegpleasizing
trade, nonetheless, one cannot rule out the fadt tutwardly oriented countries tend to grow éasthan
others”. Statistical evidence reveals a strongtpesiassociation between export development esiheda
manufactures and accelerated growth in incomeshwtdad to further attractions to an outward origota
stance. As the market grows, there are domestit-omair effects particularly associated with expgouf
manufacturing. Moreover, increased trade diversiftm emanating from manufacturing exports has a
stabilizing effect on the economy since earningsnfmanufactured exports also offer better suppmrsfable
growth relative to primary exports (Helleiner, 199Bccess to foreign markets also allows countt@gain
from economies of scale for domestic markets becdanger through the inclusion of an international
component. Also the focus and support on produoersase the out flow and production in a courfihe self-
selection and export-led growth arguments led ® d¢bnclusion that non-exporters are less effictian
exporters. For instance, many initial manufactugxgort activities, in the fast growing countrigskast Asia
and Latin America, have depended extensively onafenfabor, not only increasing employment but also
creating financial and trade opportunities for féandhis has important distribution and welfaresefs (Roberts
and Tybout 1997; Graner and Isaksson 1998). ModEIEA, however, focus on the mapping from factor
proportions to trade patterns rather than the impéefficiency on production. If the prediction$ the CA
model are more appropriate, then enterprises ttatuce commodities using the country’ s abundactofa
more intensively should have greater inclinatiorexport relative to enterprises showing more initensse of
the scarce factors.

2.1 Data Source

Trade data is obtained from the UNCOMTRADE for extnd import classified at the SITC three digitdks.
The GDPs are obtained from the World Developmeuticators. Consideration is done to total export of
Tanzania to and import from different countriestle world from the year 1981 to 2009. If specidiza
matters for trade, it is more relevant for produictswhich the country is abundant in a certain daabf
production (labor, land, capital or technology)ughanalysis focuses on both primary sector ancdufaaturing
sectors so as to identify the trends of Tanzariade and changes in CA and competitiveness inNbed
market. Throughout this study, we refer to a prodsca three and one-digit level category. For gaobuct we
have data of product code (SITC Rev.2), countryec@@C), import value (IM), export (EX) and Revealed
Comparative Advantages (RCA). We also have GDP mardcapita GDP purchasing power parity (PPP), the
distance of a partner country form Tanzania (DI&Ry the dummy variable to show the Free or Retjibrzale
Agreements (FTAS).

3. Trends and Patterns of Trade in Tanzania

Tanzania’s export and import value has been inargdkroughout the selected period of this studgpdgft value
rose from 0.5 (US billion dollar) in 1981 to 3.1 §Willion dollar) in 2009, representing an annuatrage
growth rate of 6 percent but the value of imposgerdrom 1.25 (US billion dollars) in 1981 to 6.33Willion
dollars) in 2009, representing an annual averagetfrrate of 5.9 percent. This analysis explaira fince the
two sides of Tanzania’s trade have almost the ggnmeth rate, then, import still dominates in Tana&ntrade,
representing a deficit in trade oriented economytéNL: Insert figure 1).

Tanzania’s export share to the total world expat Hecreased over time (figure 2). The export ghareual
average growth rate is -0.63 percent, represertifggl of export share from 3 percent to 2.5 petcévhen
grouped in ten years' time, the trend of export andort from 1999 to 2009, however, shows a differace.
For instance, when compared in terms of groupedsy&@881- 1998 and 1999 to 2009, the export sHat8&il -
1998 year periods, has an annual average growthofad.09 percent, compared to 17.14 percent ofLg89-
2009 year period. Import has an annual averagetgroate of 1 percent, compared to 13.6 percenectisely,
and Tanzania’s import share to the world total epad an annual average growth rate of -5.5 p&iinel981-
1998 year period, while having 9 percent in 19902 @eriod group (figure 4). This implies that iretfirst
phase (1981-1998) Tanzania import was less as aachga the second phase (1999-2009), though thes sha
shows no progress than recovery (Notin2ert figure 2)

Considering the agricultural and manufacturing @es;tthe study employed a share analysis to theeggted
industrial data of export and impdrThe results shows that the export and import shaoéles at the sector
level reveal that Tanzania export is concentrategramary/agricultural products, while the impo#rpis more
concentrated on manufactured items (figure 3). @kmort share of primary products to Tanzania’sl texgort
(EPRI) has an annual average growth rate of -1Ir.@epé representing a fall in its share betweerydsrs 1981-

1 SITC1- digit level classifies STIC 0-4 as primarpgucts and SITC 5-6 as manufactured items ; Rbrdtries classifications, see also
Appendix 1
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2009. The import share of primary products (IPRd¥ flan annual growth rate of 1.12 percent (Nott&ert
figure 3)
4.0 Revealed Comparative Advantage and Factor Intesive Analysis

Before going for the econometrical analysis, thalgtcarries two analyses, comparative advantage faator
analysis for competitiveness analysis of Tanzamis&rading its products. One of the indications dfether a
country has the ability to compete in internationarkets is through the export share of produaimfthat
country relative to share of the same product ttaglebally. There are various measures that useliaee to
compare country’s performance. In this paper wethseBalassa’s revealed comparative advantage (R€A)
assess the commodities that Tanzania has compartixantage with the rest of the World. This indexery
popular as it shows products or sectors where atpplhas comparative advantage. In the case of SADC
countries, this should show some potential of iihial countries The factor intensive analysis signifies much
what kind of commodities does have the comparattxeantage.

4.1 Revealed Comparative advantage

Using Balassa'’s (1965) , measure of relative experformance by country and industry/commodity, alahis
defined as a country’s share of world exports ebmmodity divided by its share of total world exizorThe
index for country i and commodity j is calculatesifallows;

Xy
RCA; = x"‘/ (1)
U — L ....................................... .

X

Where; X, is the ith country’s export of commodity,, ; is the world export of commodity §; is the total

export of country i and, is the total world exports

The interpretation of the index of revealed compregeadvantageRt4;;) has a relatively simple interpretation.
If it takes a value greater than unity, the couritas a RCA in that product (i.e. the country isds@a be
specialized in that commaodity or sector) and vieesa whereR{4;; ) is below 1. Using this index implies the
consideration of intrinsic advantages of a paréicidxport commodity and is consistent with chanigethe
economy’s relative factor endowment and produgtivithe disadvantage, however, is that it canndtrdjgish
improvement in factor endowments and pursuit ofrappate trade polices by country j. Singe&A;, turns out
to produce an output which cannot be compared tindides, index ranges from zero to one, if a agustsaid
not to be specialized in a given sector, whilevlieie of the index ranges from one to infinity if@untry is said
to be specialized in given commodity or sectornthds vital to consider the symmetric measurehaf index
which can be obtained ag4;;-1)/(RA;;+1); this has a range measure from -1 to +1. Thasone is labeled
‘symmetric revealed comparative advantage’ (SRCA).

Undertaking the RCA analysis at commodity levehgsSITC 3-digit level and accumulating the commiedit
with RCA by finding their export share to the wdsldiotal exports, the export share of Tanzaniaslérfor the
commodities with comparative advantage and Disatdggngroups shows the following trend; CA group has
export share annual average growth rate of -4.8&epg representing a fall in Tanzania’s exportrshweer world
share per commodities in the world market. Desthiteincrease in the number of commodities in th@up,
with an annual growth rate of 3.2 percent, still @ompetitiveness is low. The CDA group has an gxguare
annual average growth rate of 1.2 percent sigrgfyirat there is an increase of the produced contieedihich
are CDA (figure 4). The number of commodities withtmparative disadvantage shows an annual growghofat
1.6 percent but it share is too low in the workebgort ratio (Note 4tnsert figure 4).

Analyzing in the context of Tanzania export, CAgwacontributes much to Tanzania total export. Adddlly,
the SRCA values of this group are higher and thralbar of commodities in this group is not as muckhas one
found in the CDA group. For instance, CA group B2dvarieties of commaodities (NCA) in 1981 but itgert
share to total Tanzania’s export was 96 percenAjd its average SRCA (CA) value was 0.75, whil2A
group has 109 varieties (NCDA) of commodities wotly 3.7 percent of the total export share (SCDAJ a
SRCA (SCDA) value of -0.87 (figure 4 (a,b,c) ). Téfere, comparative advantage analysis shows that
specialization (few varieties of commaodities) #ftfites to the mass export (higher value of expdrg ocertain
type of commodity which in turn increases the caastmarket share in the world market (Balassapbi@6ote
5: Insert figure 5)

Using SRCA values of each commodity at SITC 3-digtel we find that, trade specialization was tow lin
1981 where a large number of commodities reveatedparative disadvantage and few of them shows CA

! More than 30 years ago Bela Balassa published erpg@alassa, 1965), using for the first time, theasure of ‘revealed comparative
advantage’ (RCA). Since then the measure has bgaied in numerous reports (e.g. UNIDO, 1986; WdBlahk, 1994) and academic
publications (e.g.Aquino, 1981; Crafts and ThomE386; van Hulst et al., 1991; Lim, 1997), as a meaf international trade
specialization
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(figure 6 (a)). In 2009, the SRCA values of comntiediand the number of these commodities changeereT
was an increase of commodities in the trade enmem. Figure 6 (b) shows a large area of commaditiith
CAin 2009 than in 1981. Some of the commoditieéaerh comparative advantage in 2009 and some rerh&ine
the CDA group. The number of commodities with CxAhigher, reveals that much of the trade in Tarazani
comprises of commaodities which are CDA (Figure §.(By ranking the value of SRCA without commoditie
match as in figure 6 (c), figures 6 (d) shows tha2009, the graph increases gently as compardidetaharp
increase in 1981. There are more commodities ir22068n in 1981, but both of the graphs show thatagia’s
exports are characterized by commodities with CD#\.addition to that, most of the commodities with
comparative advantage are primary products ranfgorg SITC 001 to 400 at three digits level. Thisnid also
shows that in 1981 Tanzania was producing more faatured products than does in 2009 (Nottn6ert figure

6)

4.2 Factor Intensity Analysis

The notion of CA is largely derived from the projiofis on opportunity cost and labor specializati8mith
(21976) and Mill (1826) first advanced the conceptlsolute advantage, claiming that a nation wiat an
item when it's the lowest cost producer of thatitdricardo (1918) refined the idea of CA by recagrg that a
nation tends to allocate its resources to theirtmposductive use. A nation will therefore imporgaod even
when it is the lowest cost producer of that goodr&irecently, Eli Heckscher and Bertil Ohlin revanized
trade theory by emphasizing international diffeesnim resource (or factor) endowments.

In this study the factor intensive of Tanzania'pax goods will be analyzed to see which types adds are
exported. The theory in hand is the (H-O) modelerght is expected that Tanzania will export matienpry or
agricultural goods and resource intensive prodiatspirical trade analysis (ETA) was used for thelgsis. the
commodities are organized into six groups namaiym#&y products (PRI), Natural-Resource intensikedpcts
(RES), Unskilled- labor (LIT) intensive productgchnology intensive products (TIT), Human- capiténsive
products (HUC) and others (OTH).

Accumulating the exports shares and SRCA's weiglategtage of each factor group into five years irgker
(YR1=1981-1985, 1986-1990, ... 2006-2009), Table dwghthat primary intensive products have the highes
export share and SRCA weighted average(WSRCA)ov@t by resource and labor intensive products.
Technology and human-capital intensive productsehaggative WSRCA values representing comparative
disadvantage. The last category OTH has negativR@¥Sin the years 1981- 1995 but positive from 1996
2009. Therefore the factor analysis reveals thagzdaia’s export is characterized by primary inteagroducts,
resource and labor intensive. Our finds is simidaother studies which support the H-O model, thdb say a
land- abundant country will export land intensiveods and a capital-abundant country will exportitehp
intensive goods. The purview of the H-O model hasrbsubsequently extended through the work of \Wassi
Leontief, Paul Samuelson, Jaroslav Vanek, and &ifMemedovic, 1994) (Note Thsert table 1)

5.0 Determinants of Trade of Tanzania with the resof the World

Most of the trade theories concern a qualitativestjon of identifying the trade patterns namelyjolttountries
trade what goods? However, important concerns of fmoich of those goods are trades give a quanttaided,
which is important in trade. Understanding the deteing factors of bilateral trade volume of a coyns a
practical empirical task, as it opens up an adaditidorizon for the country’s trade policies. Thagty model
as it deals with the bilateral flows, clearly ralet how country’s volume of trade can be done.tAmpies the
equation of gravity theory in Newtonian physicse tmodel explains that bilateral trade volume (ptaisi
gravitation force) increases with the product afreamic size (physical masses) and decreases vwotrgehical
distance (physical distance). The gravity model hasained one of the greater successes in empirical
economics. A number of gravity analyses are usesv#duate various trade policy issues such as fteetef
protections (wall 1999) and openness (Harrigan 1386 analysis of regionalization trends (Saxorseoi993),
the merits of proposed regional trade agreememénkel 1997) and effect on non- member countriesk@®ugi
and van Wincoop 2003).

Therefore, the model to be estimated is as follows;

LT};= o+ 5,LGDP] +£,LPClj+ R,LDISTj + &,LGDFi + &5 LPdi+ R LRER + -+8,FTAS +

Ti;= Tanzania’s Trade value (import plus export) franal to country j.
GDPj = GDP_PPP importer country j,

GDPi= GDP _PPP of exporter (Tanzania)

PClj= Per Capita income_ PPP of importer country j,
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PCIi = Per Capita income_PPP of exporter (Tanzania)
DIST= Distance of country j from Tanzania

RER= Real exchange rate

RTAs= Regional Trade Agreements and adjacent ciegntr

The GDP serves as a proxy for the two countrieshemic size, both in terms of production capacity ¢he
size of the market. Bergstrand (1989), combiningnemic geography and factor proportion theory, \dgtithe
gravity equation at the industry level which prediat the exports of a good in bilateral tradeetdepon income
and per capita income as well, assuming a congfiasticity of transformation of supplies among eliént
markets. Thus, it is recommended to include thecppita GDP variable to avoid the specificationbbea in
the empirical application of the gravity model. Tdlistance variable is a trade resistance factdrréq@esents
trade barriers such as transport costs, time, r@lltunfamiliarity and market access barriers. Tistatice used in
this study is the great circles distance betweenctpital city of Tanzania and its trading partidre dummy
variable FTAs is included so as to analyze the ohmd Regional or Free trade agreements in trathesd
include countries in EA and COMESA where Tanzasiaimember. The dummy variable varies from 1 for
countries in the same regional or free trade ageatand O for countries out of the regional corfioraeblocs.

We checked multi-collinearity in the model by conting the simple correlation test that revealsdbefficients
between the explanatory variables. It is demoreddrahat the values of the correlation coefficiclésween
explanatory variables are lower than 0.80. Follgvi®tudenmund (2001) who argues that below such a
threshold the model is fine, we concluded thatehemo serious problem. The paper estimates thieinaising
panel data for the period of 1981-2009 with 20 neratof cross sections and 108 time series lendité.tdbles
report the inclusive of the individual effects adriables. We apply the random effect becauseapmopriate
when estimating typical trade flows between randomitawn samples of trading partners from a larger
population. On the other hand, the fixed effect elotlould be a better choice than random effect whw is
interested in estimating typical trade flows betwe® ex ant predetermined selection of nations €EgP00;
Eita, 2007). The only problem faced with FEM iattlve cannot directly estimate variables that diochange
over time because the inherent transformation wipgsuch variables (Note Bisert table 2)

The results from table above explain that imposteconomic size is very important for Tanzaniapagts. The
coefficients of this variable have a significanspiee sign when Tanzania’s total trade, total expmtal export
of agricultural, and manufactured products areasggd in with the importer's GDP. The results revéaat
increasing the importer’'s GDP by 10 percent wilddo 9.8 percent increase in total trade, 11.7Zcest in total
export, 11.5 percent in total export of agricultyseoducts and 12.15 per cent in total manufactymextiucts.
However, Tanzania’s economic size has a significagative impact on Tanzania’s trade, such thdl petcent
increase would lead to 32.3 percent cut on totaldr 48.12 per cent cut on total export, 34.67 uercut on
total agricultural export, and 89.89 percent cuesport of manufactured goods.

The per capita income of the importers shows noifsiggnt negative impact on Tanzania’s trade fotle four
categories whilst Tanzania’s per capita incomeiggmtly impact trade positively. The study demivates that
an increase in the exporter’s income have signifi¢a4 percent) relationship with Tanzania’s expoithe
possible explanation is that higher income leadsigher capacity in investing and production to ¢xéent that
changes in income are the main determinants ofgelsaim poverty. The study reveals that a 10 pelicertases
in Tanzania’s per capital income leads to at mbamt50 percent on total trade, 77 percent on tabrt, 50
percent on agricultural export and 144 percentquoe of manufactured goods.

The distance has a negative coefficient which issigtent with a prior expectation. The distancddazania’s
export partner negatively impact the amount expgridis variable is significant when total tradel axport of
agricultural products are considered. The coefficier this to dependent variables reveals thabgércent
increase in distance leads to 10.6 percent decr@adetal trade, and 15. 6 percent decrease inrexmd
agricultural products. In the literature, distaicene of the factors that express multilateraktaace terms.

The study further analyses the impact of exchaage in trade. The results from the regression tepehen
movement in exchange rate is considered estimiatesoefficients for exchange rate to be positiveTanzania.
The result signifies that, price competition is omn@ant. Export quantity and value for Tanzania batg
favored by her lower exchange rate. However, theathis not so big because when exchange rate ebdng
10 percent leads on to 1.23 percent increase al tade, 1.7 percent increase in total export, dekcent
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increase in agricultural export, and 2.8 perceontdase in export of manufactured products. Pricapeatition
also adds the trade barriers to trade.

Regional blocs expressed as FTAs dummy variablepbagive coefficient implies a positive and sigrafnt

impact on Tanzania’s trade. The results explaiasdten percent increase in harmonizing tradedsarthrough
regional or trade agreement, EAC and COMESA atlévisl, leads to 10.92 percent increase in tosaldr 19.83
percent increase in total exports, 7.7 perceneas® in total export of agricultural products, 20d 98 percent
increase in total export of manufactured goods. fid&sible explanations for this effect can be dased with

the intention of establishing these blocs. Forainsé the EAC aims at the following; mainly it olifeto attain
economic, social and political integration in Ea&dtica. The Customs Union (CU) protocol highlightse

commitment of Partner States to support export ptaom schemes in the community to accelerate devedmt,

promote and facilitate export oriented investmeptsduce export competitive goods, promote expchieses
and attract foreign direct investment. The remafaiariffs on intra-regional trade also referredat® Internal
Tariffs (IT) and the efforts to reduce Non-TarifaBiers (NTBs) and improvement in trade facilitatiare

among the on-going initiatives to boost intra-EA&de. Ideally, formation of a CU should increasteaitrade
within the EAC implying that Tanzania’'s trade witie EAC partner states should increase both priopatty

and in value terms

6.0 Conclusions and Policy Recommendations

This paper analyzes the patterns of Tanzania'® tbgdusing highly detailed data of imports and ekpetween
the years 1981and 2009. In this study the massregdmher Export Value) of a certain type of contity is
attributed to specialization (few varieties of coatities) the comparative advantage analysis shihigsin turn
increases the countries’ export share in the wordgket. Using ETA factor analysis, it reveals tfiahzania’s
export is characterized by primary intensive prasijucesource and labor intensive products. Thiditig is
similar to other studies which support the H-O niptieat land- abundant country will export landeinsive
products and a capital-abundant country will expmapital intensive goods. The pattern of trade dods
depends on inter-country differences in endowmehisimobile factors.

Tanzania’s trade is characterized by a trade defic a lack of diversification in export and imporarkets (see
appendix 2 and 3). There are few countries to wH@hzania export and few countries from which Taiea
import. The increase of commodities in the tradeirenment shows no increase in competition becahse
number of commodities with comparative disadvant&geiigher than those with comparative advantage,
revealing that much of the trade in Tanzania cosesriof commodities which are at comparative disatchege.
Commodities categorized as primary products haeehiggher contribution in Tanzania’'s export shardha
world followed by resource-intensive products catggThe emerging of higher export share from gr@igH
signifies that there is an increase in the prodpotsluced which may be categorized as productshnfaic to
capture international classification. The gravitgdal results supports regional integration agre¢snéence for
the government curb trade deficit, product market aompetitions it should support regional inteigratfor
export’s sustainability.

The gravity model also expressed the importancpastners’ economic size, and per capita income soeh
Tanzania should target market in response to theaic size of a partner. Furthermore, much shbeldione
to improve quality of her products to be able tptoee the advantage of the per capita of tradingnpes.
Investing on how a country can improve its per apicome much should be emphasized for Investrtent
leads for more trade particularly export, reseaol development and strong internal economy acogrtti
these findings it is possible for the country tpest manufactured goods if and only if the per picome is
enriched. The impact of growing economic size (GBfjuld be done simultaneously with the industzéion
strategy because the more the GDP grows the lgssrted goods will be. This will causes losses oa th
advantage of international trade like foreign coesg specialization, and low prices.

Therefore, Tanzania should target regional destinatfor the country’s exports; given the compositof the
commodities exported the country should attract ahdnnel investment in natural resources for irctus
economic growth, and production of high technolqgeducts. This will lead to more exports which is
beneficial to the country. It has to be noted fhateased trade diversification emanating from nfacturing
exports has a stabilizing effect on the economyesiearnings from manufactured exports also offdétebe
support for stable growth relative to primary expaiHelleiner, 1995). Access to foreign market® alows
countries to gain from economies of scale since aftim markets become larger through the inclusioano
international component. Also the focus and suppartproducers increase the out flow and produciioa
country.

Deliberate government involvement and attractiostoditegic foreign direct investment, actualizimtyeation,
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skills, technology development strategies in thdiddal Development Strategy to increase the stdcgkdls

while working hard to improve infrastructure suchraads railways to reduce transport costs andawnepon
trade facilitation to boost trade are the key toeal@ment. in fact, Tanzania has the higher peagentor
likelihood of improving the economy though agricu#il sector given the arable land, growing popaofati
demand for food in the World, and growth in bothanization centers and the demand of agricultupdymt to
the rest of the world. The sector engages manylpdaprural areas which also have a higher postibalf

linkage effects to other sectors of the economyd Am be bold revamping the railway system for theole

country could serve a lot on sustainable tradeesmotiomic growth.
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Notes
Figure 1: Figure 1 Tanzania’s Export and Import Value (US Billion $): 1981-2009
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Figure 2: Tanzania’s Export Share (%) to World’s Total Export
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Figure 3: Primary and Manufactured items’ Export and Import Share per Year
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Figure 4: Tanzania’s Export Share to World’s Total Export in CA, CDA and AVG groups
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Figure 5:
(a)Export Share of CA and CDA 5 (b)SRCA Value of CA and CDA
groups to Total Tanzania's Exports Commodities Groups
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Figure 6: Change in commodities’ comparative advaratges (SRCA Values)
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Table 1: Accumulated SRCA and Tanzania’s Exporr&larouped in Factor Intensity

WRSA
YR PRI RES LIT TIT HUC OTH
1981-1985 | 0.76 0.04 0.02 0.00 0.00 0.00
1986-1990 | 0.71 0.06 0.02 -0.01 0.00 0.00
1991-1995 | 0.66 0.07 0.03 -0.01 0.00 0.00
1996-2000 | 0.69 0.05 0.01 -0.01 -0.01 0.04
2001-2005 | 0.47 0.02 0.00 -0.01 -0.01 0.32
2006-2009 | 0.42 0.01 0.01 0.00 -0.01 0.25

EXPORT SHARE TO TOTAL TANZANIA EXPORT FOR THE INTESIVE GROUPS
YR PRI RES LIT TIT HUC OTH
1981-1985 | 87.86 6.75 3.05 1.40 1.11 0.90
1986-1990 | 85.30 9.96 5.25 1.71 2.12 0.91
1991-1995 | 76.78 10.61 7.64 2.47 2.65 0.55
1996-2000 | 78.27 7.63 3.81 2.86 3.09 5.05
2001-2005 | 55.63 4.72 3.31 1.36 2.14 32.97
2006-2009 | 51.34 3.59 4.30 7.76 4.11 28.92

Table 2: Random effect Regression Results

Explanatory Dep. Variable (Logl Dep. Variable (Log | Dep. Variable (Log | Dep. Variable (Log
variables TT) TE Export) TEA) TEM

RE Coefficients RE Coefficients RE Coefficients Reefficients
Constant 38.158***(11.204)| 59.474**(13.370) 418+ (15.293) 116.17***(26.028)
LGDP_PPPj 0.988***(0.166) 1.173** (0.239) 1.155*£0.251) 1.215** (0.299)
LGDP_PPPi -3.230*** (0.733) -4.812*** (0.817) -3.26* (0.964) -8.989***(1.795)
LGDPPC_PPPj | -0.095 (0.217) -0.444 (0.309) -0.10333) -0.603 (0.399)
LGDPPC_PPPi | 5.779 ***(1.105) 7.7238***(1.192) 4.96%1.417) 14.407*%(2.764)
Distance -1.0623* (0.560) -1.068 (0.806) -1.557:842) -1.535 (1.01)
Real E. Rate 0.123** (0.040) 0.168*** (0.040) 0.¥4[®.047) 0.278** (0.106)
FTAs 1.092** (0.348) 1.983*** (0.485) 0.771 (0.571) 2.098** (0.682)
R-Squared 0.23 0.17 0.08 0.07
SSE 652.48 1253.38 1786.32 2540.23
Hausman Test 17.25%* 18.85*** 12.48** 13.00**

Key: *** implies Significant at 1%, ** at 5% and &t 10%, ( ) means t-value at fixed effect. TT=aldirade

(import +export), TE= Total Export, TEA= Total expoof Agricultural products, TEM= Total Export of

manufactured good.
Appendices
Appendix 1:

Industries Classification

SITC-
Level

1 digit

Industry Classification

Food and live animals chiefly for food

Beverages and tobacco

Crude materials, inedible, except fuels

Mineral fuels, lubricants and related materials

Animal and vegetable oils, fats and waxes

Chemicals and related products, nes

Manufactured goods classified chiefly by material

Machinery and transport equipment

Miscellaneous manufactured articles

OIONOOTA|WIN|IFLO

Commodities and transactions not classified diseg|
in the SITC
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Appendix 2: Industries’ Export and Import Share

Industry Average | Average

Classification Share of | Share of| Rank of | Rank of
Years interval SITC1 Total Year§ Export Import Export Import
1981-1990 0 10 59.43 8.05 1 4
1981-1990 2 10 17.81 2.05 2 8
1981-1990 6 10 12.40 18.42 3 2
1981-1990 1 10 3.89 0.33 4 10
1981-1990 3 10 2.45 5.69 5 6
1981-1990 7 10 1.25 43.82 6 1
1981-1990 9 10 1.15 1.08 7 9
1981-1990 5 10 0.75 12.51 8 3
1981-1990 8 10 0.65 6.01 9 5
1981-1990 4 10 0.23 2.05 10 7
1991-2000 0 10 48.48 8.86 1 4
1991-2000 2 10 20.45 2.81 2 8
1991-2000 6 10 13.42 16.58 3 2
1991-2000 1 10 6.85 2.13 4 9
1991-2000 9 10 2.99 1.49 5 10
1991-2000 7 10 2.85 37.90 6 1
1991-2000 8 10 2.66 8.67 7 5
1991-2000 3 10 1.02 7.64 8 6
1991-2000 5 10 0.94 10.38 9 3
1991-2000 10 0.34 3.54 10 7
2001-2009 9 9 31.20 0.14 1 10
2001-2009 0 9 27.60 7.68 2 5
2001-2009 2 9 19.05 1.73 3 8
2001-2009 6 9 8.66 15.66 4 3
2001-2009 1 9 5.44 0.56 5 9
2001-2009 7 9 2.72 31.85 6 1
2001-2009 5 9 1.94 12.53 7 4
2001-2009 8 9 1.80 5.29 8 6
2001-2009 3 9 0.96 20.93 9 2
2001-2009 4 9 0.62 3.62 10 7
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Appendix 3: Countries’ Export and Import Share
Share of Share of Rank of Rank of
Years NAT NAT NAME Total Years |Export Import Export Import
1981-1990|LBY Libya 3 3.92 8
1981-1990|DEU German 10 18.82 9.61 1 3
1981-1990|GBR United Kingdom 10 1147 16.44 2 1
1981-1990|IND India 10 7.85 2.60 3 13
1981-1990|ITA ltaly 10 6.37 9.08 4 4
1981-1990|NLD Nethelands 10 5.29 4.56 5 7
1981-1990|SGP Singapore 10 522 2.04 6 18
1981-1990|USA USA 10 4.95 5.34 7 5
1981-1990{JPN Japan 10 493 12.01 8 2
1981-1990|FRA France 10 3.76 3.34 9 9
1981-1990|PRT Portugal 10 3.27 0.15 10 41
1981-1990|DNK Denmark 10 1.35 3.10 17 10
1981-1990|SWE Sweden 10 0.68 4.62 23 6
1991-2000]IND India 10 13.11 5.62 1 5
1991-2000|DEU German 10 10.73 5.13 2 6
1991-2000|GBR United Kingdom 10 10.16 9.71 3 1
1991-2000{JPN Japan 10 7.72 8.38 4 3
1991-2000|NLD Nethelands 10 5.69 3.23 5 11
1991-2000|BEL Belgium 10 453 2.57 6 12
1991-2000|PRT Portugal 10 352 0.17 7 51
1991-2000|KEN Kenya 10 3.34 8.94 8 2
1991-2000|USA USA 10 2.89 4.06 9 10
1991-2000{IDN India 10 2.62 1.33 10 25
1991-2000]ITA Italy 10 2.01 4.56 14 7
1991-2000|ZAF South Africa 9 1.35 7.33 20 4
1991-2000|NULL Areas, nes 4 1.33 4.35 21 9
1991-2000|CHN China 10 0.79 4.39 32 8
2001-2009|GBR United Kingdom 9 13.27 4.07 1 8
2001-2009|CHE Switzeland 9 10.29 1.58 2 18
2001-2009|ZAF South Africa 9 7.93 11.64 3 1
2001-2009|IND India 9 6.14 7.80 4 3
2001-2009|JPN Japan 9 6.06 6.62 5 5
2001-2009|KEN Kenya 9 5.95 4.86 6 7
2001-2009|NLD Nethelands 9 5.64 1.84 7 16
2001-2009|CHN China 9 5.36 6.80 8 4
2001-2009|FRA France 9 5.16 1.96 9 14
2001-2009|DEU German 9 3.63 3.19 10 10
2001-2009|ARE United Arab Emir 9 2.23 8.73 12 2
2001-2009|USA USA 9 1.58 3.29 16 9
2001-2009|BHR Bahrain 9 0.02 5.54 82 6
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APPENDIX 4: Commodities’ Export and Import Share

Commodities

Classification Average Share | Average Share Rank of Rank of
Years Interval SITC3 Total Years of Export of Import Export Import Commodity's Name
1981-1990 071 10 34.93 0.01 1 197|Coffee and coffee substitutes
1981-1990 263 10 11.45 0.00 2 217[Cotton
1981-1990 075 10 7.16 0.01 3 196|spices
1981-1990 057 10 5.18 0.02 4 187|Fruitand nuts, fresh, dried
1981-1990 682 10 5.06 0.08 5 139|Copper
Crude petroleum and oils obtained from
1981-1990 333 7 5.02 3.02 6 6[bituminous minerals
1981-1990 074 10 4.85 0.01 7 206|Tea and mate
1981-1990 121 10 3.85 0.01 8 195|Tobacco unmanufactured; tobacco refuse
Vegetables, fresh or simply preserved; roots
1981-1990 054 10 2.60 0.09 9 132]and tubers, nes
1981-1990 657 10 2.29 0.42 10 71|Special textile fabrics and related products
1981-1990 334 10 1.94 3.22 11 4|Petroleum products, refined
1981-1990 84 10 0.07 4.11 60 2|Motor vehicle parts and accessories, nes
1981-1990 91 10 0.02 3.12 85 5|Pesticides, disinfectants
1981-1990 41 10 0.01 2.47 97 8|Medicinal and pharmaceutical products
1981-1990 81 10 0.01 3.55 107 3|Passenger motor vehicles (excluding buses)
1981-1990 82 10 0.01 4.98 109 1|Lorries and special purposes motor vehicles
Other machinery, equipment, for specialized
1981-1990 728 10 0.01 241 121 9lindustries; parts nes
1981-1990 042 10 0.01 2.67 132 7|Rice
Textile and leather machinery, and parts
1981-1990 724 10 0.00 2.15 153 10|thereof, nes
1991-2000 071 10 18.00 0.08 1 150|Coffee and coffee substitutes
1991-2000 263 10 12.89 0.02 2 194|Cotton
1991-2000 057 10 11.28 0.02 3 191|Fruitand nuts, fresh, dried
1991-2000 121 10 6.53 0.08 4 149|Tobacco unmanufactured; tobacco refuse
1991-2000 034 10 5.49 0.01 5 215|Fish, fresh, chilled or frozen
1991-2000 074 10 4.04 0.05 6 168|Tea and mate
1991-2000 682 10 3.88 0.24 7 98|Copper
Gold, non-monetary (excluding gold ores and
1991-2000 971 8 3.49 0.01 8 198|concentrates)
Pearl, precious and semi-precious stones,
1991-2000 667 10 3.20 0.15 9 122|unworked or worked
Vegetables, fresh or simply preserved; roots
1991-2000 054 10 2.69 0.38 10 76]and tubers, nes
1991-2000 061 10 1.34 2.00 16 6|Sugar and honey
1991-2000 334 10 0.98 579 19 1|Petroleum products, refined
Special transactions, commodity not classified
1991-2000 931 8 0.34 1.75 34 10|according to class
1991-2000 782 10 0.32 4.20 36 3|Lorries and special purposes motor vehicles
1991-2000 781 10 0.29 4.54 39 2|Passenger motor vehicles (excluding buses)
Civil engineering, contractors' plantand
1991-2000 723 10 0.18 1.82 51 9lequipmentand parts, nes
1991-2000 764 10 0.09 1.99 68 7|Television receivers
1991-2000 269 10 0.08 1.88 74 8|0ld clothing and other old textile articles; rags
1991-2000 784 10 0.06 3.46 81 4|Motor vehicle parts and accessories, nes
1991-2000 541 10 0.04 2.37 96 5|Medicinal and pharmaceutical products
Gold, non-monetary (excluding gold ores and
2001-2009 971 9 30.57 0.00 1 235|concentrates)
Ores and concentrates of precious metals,
2001-2009 289 9 8.87 0.00 2 236|waste, scrap
2001-2009 034 9 8.03 0.02 3 176|Fish, fresh, chilled or frozen
2001-2009 121 9 5.00 0.13 4 115|Tobacco unmanufactured; tobacco refuse
2001-2009 071 9 4.57 0.00 5 204|Coffee and coffee substitutes
2001-2009 263 9 4.23 0.01 6 187|Cotton
2001-2009 057 9 3.84 0.03 7 165|Fruitand nuts, fresh, dried
Pearl, precious and semi-precious stones,
2001-2009 667 9 3.15 0.01 8 200{unworked or worked
Vegetables, fresh or simply preserved; roots
2001-2009 054 9 2.26 0.17 9 99|and tubers, nes
2001-2009 074 9 2.23 0.00 10 218|Tea and mate
2001-2009 041 9 0.82 3.32 15 3|Wheat and meslin, unmilled
2001-2009 334 9 0.76 20.38 18 1|Petroleum products, refined
Other fixed vegetable oils, fluid or solid, crude,
2001-2009 424 9 0.38 3.20 31 6[refined
Civil engineering, contractors' plantand
2001-2009 723 9 0.24 3.14 43 7]equipmentand parts, nes
2001-2009 782 9 0.17 3.30 51 4[Lorries and special purposes motor vehicles
2001-2009 583 9 0.17 2.72 55 8|Polymerization and copolymerization products
2001-2009 541 9 0.12 244 71 9|Medicinal and pharmaceutical products
2001-2009 764 9 0.08 3.24 78 5|Televisionreceivers
2001-2009 672 9 0.07 2.04 84 10|Special textile fabrics and related products
2001-2009 781 9 0.06 3.37 90 2|Passenger motor vehicles (excluding buses)

35




Developing Country Studies www.iiste.org
ISSN 2224-607X (Paper) ISSN 2225-0565 (Online) may
Vol.4, No.3, 2014 ||STE
Appendix 5: ETA Factor Intensity Classification
Primary Products SITC 3- Digit Level
001, 011, 012, 014, 022, 023, 024, 025, 034, 035, 037, 041, 042, 043, 044,
045, 046, 047, 048, 054, 056, 057, 058, 061,062,072, 073, 074, 075, 081, 091,
098, 111, 112, 121, 122, 211, 212, 222, 223, 233, 244, 245, 246, 247, 248,
251, 261, 263, 264, 265, 266, 267, 268, 269, 278, 274, 277, 278, 281, 28,
286, 287,288, 289, 291, 292, 322, 323, 333, 338, 381, 351, 411, 423, 424,431
Natural- Resource 512, 513, 514, 515, 516, 522, 523, 524, 525, 532, 533, 541, 542, 551, 558,
intensive Products 554,562, 571, 572, 573
Unskilled- Labor 575, 579, 581, 582, 583, 584, 585, 591, 592, 593, 598, 611, 612, 613, 621,
Intensive Products 625, 628, 629, 633, 634, 635, 641, 642,651
Technology- Intensive | 664, 652, 653, 654, 655, 656, 657, 658, 659, 662, 663, 679, 665, 666, 66|,
Products 671, 672, 673, 674, 675, 676, 677, 678, 693, 682, 683, 684, 685, 686, 63,
688, 689, 691, 692, 721, 694, 695, 696, 697, 699, 712, 713, 714, 716, 71B
737,722,723, 724, 725, 726, 727, 728, 731, 738, 736,741,742
Human- Capital 743, 744, 745, 746, 747, 748, 749, 751, 752, 7869, 762, 763, 764, 771, 772,
Intensive Products 773, 774, 775, 776, 778, 781, 782, 783, 784, 786, 791, 792, 793, 811, 81p,
813, 821, 831, 841, 842, 843, 844, 845, 846, 843, 8
OTHERS 851, 871, 872, 873, 874, 881, 882, 883, 884, 881, 892, 893, 894, 895, 89p

897, 898, 899, 911, 931, 941, 951, 961, 971, 999
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