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Abstract 
This study examined the impact of common policy reform on trade and economic performance in Africa. It 
adopted a quantitative research approach using the Difference in Differences (DID) econometric technique 
to establish empirical evidence on the effect of Common External Tariff (CET) as a proxy for trade reforms 
on economic performance. The East African Community (EAC) was used as treatment variable while other 
randomly selected African countries which do not exercise CET approach were used as a control group. The 
time series data from the WDI for the period of 1994 to 2019 were used to reveal empirical evidence. The 
key findings indicate that common external tariff which is a proxy for trade policy reforms indicates a 
significant and positive effect on economic performance. However, the magnitudes of DID coefficients 
across EAC member states used in the study as treatment group indicate asymmetrical results; which are 
(β = 38,453.1355, p<0.001), (β = 34,846.2112, p<0.001), and (β = 32,419.3868, p<0.001) for Tanzania 
Kenya and Uganda respectively.  The reasons for this variation could be explained by differences in 
resources endowment that determine the levels of utilization of trade opportunities available among these 
countries. The policy implication of the study implies that, African economies should embrace a joint effort 
through trade policy reforms so as to boost their level of economic performance. The best way to achieve 
that is by adopting a common trade policy initiative through economic integration in order for individual 
countries to experience the increase in trade volume that may boost economic growth. 
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Introduction 
Trade policy reform is the process of liberalizing trade regimes to ensure reduction in trade barriers on 
imports and exports through the reduction of tariff and non-tariff obstacles. Development and prosperity of 
any nation depends partly on better and appropriate trade policies that would harmonize trade environment, 
reduce trade barriers and attract more trade partners. International trade improves economic performance to 
countries that enjoys production surplus that can be traded across borders. This can be achieved through the 
increase in wealth of countries caused by technological transfer between countries necessary for growth in 
productivity level. This calls for the need to be developed relevant trade policies that need to be expected 
and reformed from time to time. Some developing countries have developed harmonized policy initiatives 
so as to synergize their trade and economic performance (Schumacher, 2012). In Africa for instance, some 
economies liberalized their trade regimes since early 1980s. Nevertheless, most had only implemented 
sustained and significant reduction in barriers to imports since late 1980s or 1990s on individual country 
basis. On the other side, the introduction of international agreements among trading partners have 
concentrated the reforms efforts. For instance, the multilateral negotiations of the General Agreement on 
Tariffs and Trade (GATT) that resulted to the establishment of World Trade Organization (WTO) in 1995, 
which consequently made many countries commit to open trade policies such as regional integrations 
(Morrissey, 2004). Despite such initiatives, some countries in Africa that have delayed to join such policy 
reforms, making most African economies far lower as compared to other developed economies. Therefore 
the interest of this study is to find out whether joint harmonized policy reforms may have impact on 
economic performances of the countries in Africa. 
 
Statement of the Problem 
There is no reservation that African countries have liberalized their trade systems quite considerably over 
the past decade. Nevertheless, the trade and economic performance of individual countries vary 
comparatively. Although tariffs have been considerably reduced as a means to liberalize trade in various 
products, still African regional economic performance is far lower compared to developed economies. In 
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Africa as a whole, the share of the African regional stock on trade has also been considerably reducing over 
time. Despite the fact the WTO has made progress in compelling countries to reduce restrictions through 
trade policies and rules, there has been great disparities on trade and economic performance across 
countries in the region with maximum economies facing unfavorable return on economic performance as 
equaled to those in developed regions (Morrissey, 2004). In addressing the challenge some African 
countries have independently decided to embark on trade policy reforms by adopting policies which are 
deemed appropriate to revamp their economic performance. However, individual actors76 have proven 
insufficient return on expected outcomes. In addressing the issues, in 2004 for example, the East African 
Community (EAC) decided to embark on a cooperative effort. This was aided through application of 
common external tariff to each member state on the most frequent tradable merchandises across borders. 
However, some of the remained states in Africa have not embraced such approach and continued to act 
individually based on each country’s perspectives. It is obvious that trade and economic performance of 
countries in African region remain relatively weak and vary significantly across economies. Since trade 
performance is one of the key drivers of economic performance of any open economy, there raises a basic 
question; what then is the effect of harmonized trade policy reform on economic performance of countries 
that have embarked on common external tariff initiative as opposed to those which have not in African 
region? This is the question that the present study needs to address based on a comparative study between 
African countries exercising common external tariff and those which do not. 
 
Study Objectives 
The main objective of this study is to empirically examine the impact of policy reforms on economic 
performance in Africa. 
Specific Objectives 

i. To examine the effect of common external tariff adopted by the EAC on economic performance. 
ii. To examine the differences in economic performance of the EAC member states which adopted 

common external tariff.  
 
Study Hypotheses 
In order to reveal empirical evidence in achieving the abovementioned objectives, the study tested the 
following pairs of hypotheses; 

i. H0: There is no significant difference on economic performance between countries that adopted 
common external tariff initiatives and those which did not in Africa. 
H1: There is a significant difference on economic performance between countries that adopted common 
external tariff initiatives and those which did not in Africa. 
ii. H0: There is no significant difference in economic performance of the EAC member states which 

adopted common external tariff. 
H1: There is a significant difference in economic performance of the EAC member states which adopted 
common external tariff. 

Research Significance and Justification  
The findings of the study will enlighten the importance of harmonized policy reforms on trade and 
economic performance in developing countries particularly in African region. This is especially an 
important insight to African economies which are marginalized by internationally set up standards on trade 
restrictions, policies, rules and seek the panacea to boosting cross border trade and their economic 
performance.  The findings shall also shade light to other economic integrations in developing economies 
across the globe on how to improve trade and economic performance based on trade policy reforms 
initiatives.  Similarly, lessons learned from the findings may provide a decisive benchmark to economies 
which have not affiliated to any economic integration whether to join or not. Thus, generally the study shall 
provide knowledge on the impact of trade policy reforms on trade and economic performance that can be 
manipulated by the other countries for the betterment of their economic performance 
 
                                                             
76 Individual actors are those working individually not through a common initiative organized by economic integration 
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Literature Review 
Summary of Trend Economic Performance of EAC from 1994 and 2020 
East Africa is a region in Africa consisting of Tanzania, Kenya, Rwanda, Burundi, Uganda and South 
Sudan. These countries embarked into regional integration under the umbrella of the East African 
Community (EAC). The trend of trade and economic performance in East Africa during 1994- 2019 has 
generally shown positive growth. Considering two periods, from 1994-2004, and 2005-2019, it can be 
observed that, the periods were of slow and high economic growth respectively. East African member 
countries presented in average a higher real growth rate during 2005-2019 substantially above that of 1994-
2004. Figure 2.1 and 2.2 presents the trend in economic performance and trade performance for East 
African economies during 1994 to 2019. 

 
 
Figure 2.1: Real GDP at 2010 Market Price in EAC              Source: WDI, 2021 
  

 
Figure 2.2: Trend of Total Trade in EAC                     Source: WDI, 2021 
 
Conceptual Framework 
This research work encompasses independent and dependent variables as shown on the following 
illustrations. 
 
 
 
 
 
 
 

0

1E+10

2E+10

3E+10

4E+10

5E+10

6E+10

7E+10

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

TANZANIA KENYA UGANDA

0

1E+10

2E+10

3E+10

4E+10

5E+10

6E+10

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

TANZANIA KENYA UGANDA



 
The Second Business and Economic Development Conference (BEDC, 2021), Held on 16th -

17th November, 2021 in Dodoma, Tanzania 
 

 

 

632 

Figure 2.9: The relationship between trade reforms through international Trade and Economic Performance 
 
 
 
 
 
 
 
 
 
 
 
LEGEND: 
 
  = affects       
Source: Author’s Own Construction 

Through time to time reforms on trade policies such as common external tariff, trade and eventually 
economic performances will be affected. This is because there is likelihood that smuggling acts in 
international trade would be reduced and trade volume would increase and consequently the general 
economic growth or performance registered. In this study independent variable is common external tariff as 
proxy for trade policy reforms while dependent variable is economic performance proxied by GDP. The 
study is underpinned by the theories of Adam Smith (1776) and David Ricardo (1815) who proclaimed that 
trade had a general effect on the positive growth of the economy. The concept of positive growth of 
economy as a result of trade is because they believed that trade brought about a higher accretion of capital 
and technical progress that eventually leads to the improvement of productivity. One thing to remember is 
that the economic growth has always been present throughout the human history even though the rate of 
growth has been fluctuating from slow and irregular to a more rapid, dynamic and continuous rate with 
more radical innovations and industrial revolution. The major concern about international trade still remains 
on its influence on the level of growth of the economy. Trade theories indicate generally that there is always 
a positive association among openness of an economy, inflation, investment to Gross Domestic Product 
(GDP) ratio and export to GDP ratio (Azdak, 2019). 

Empirical Review  
Matusz and Tarr (2014) investigated the relationship between trade reform and growth in selected countries. 
Their findings suggest that trade reform has been accompanied by significant investment inflows. Adeleye 
et al. (2015) examined the impact of international trade on economic growth in and found that, international 
trade plays a major role in economic growth. Narain and Varela (2017) examined the effect of trade policies 
to increase its competitiveness growth and found that, reducing tariffs is likely to help increase export 
competitiveness and economic growth. Mabugu  and Chitiga (2011) studied on inequality impacts of trade 
policy reforms in South Africa and found a negative welfare and poverty reduction impacts Mkubwa et al. 
(2014) studied on the effect of trade policy on economic growth in Tanzania and found a positive effect of 
openness policy on economic growth. Harris & Kulkarni (2016) explored the effects of tariff policy on 
development of Tanzanian economy and found that tariff plays a huge role in economic development. Al-
shayeb and Hatemi-J (2016) investigated the dynamic interaction between trade openness and GDP per 
capita in United Arab Emirates (UAE) and found that trade openness results in a substantial growth in GDP 
per capita. Azdak (2019) examined the impact of international trade on global economy and confirmed that 
international trade has a huge positive impact on global economy. Farahane and Heshmati (2020) found in 
Southern African Development Community (SADC that export expansion stimulated economic growth. 
Fankem and Oumarou (2020) assessed the effect of trade openness on economic growth in Sub-Saharan 
African Countries (SSA). They found that, trade openness promotes economic growth in SSA countries.     
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Most studies have tried to address the effect of policy reforms on economic performance based on different 
methods. In the above studies only Farahane and Heshmati (2020) and  Al-shayeb and Hatemi-J (2016)) 
equally considered a study scope on economic communities, SADC and  UAE respectively. However, in 
their studies they did not consider a joint effort through harmonized trade reforms, they rather used 
openness to trade as a proxy for policy intervention which does not capture the policy shock necessary to 
establish the policy impact after policy institution This study provides a unique contribution to existing 
literature by application of most appropriate econometric technique, Difference in Differences (DID) 
applicable to policy based studies not previously used in existing literature of this field. To the best of our 
knowledge, no study has been carried out to address the impact of policy reforms on economic performance 
on countries within regional integrations applying common external tariff initiative in Africa based on DID 
approach 

Methodology 
Data 
The study employed data from the World Development Indicator (WDI), annual time series data set 
spanning from 1994 to 2019 was used in this study. Table 3.1 presents the brief description variables used 
in the sample.  
1.0 Table 3.2: Variables Description  

 
Sample Size and Description 
The sample comprises of countries within African continent earmarked from the East African Community 
(EAC) which was used as a treatment group77 while a control group78 consists of four non EAC member 
states which were randomly selected. After data cleaning due to missing values and outliers, a sample of 
129 observations was obtained and employed in the analysis. It is worth noting that Burundi, Rwanda and 
South Sudan have been excluded from the study because these countries disqualify in this study as they 
were initially not in EAC membership, they joined the EAC and later after 2005 when policy reform 
through common external tariff had already been executed. 

                                                             
77 This group consists of Tanzania, Kenya and Uganda which are the only qualified EAC member states for this study. 
78 This group consists of Algeria, Angola, Mauritania and Mozambique.  

Variable Full name Measure/Description 
Dependent Variable 
GDP Gross domestic product Real GDP at constant market price 2010 

Treatment 
DID Difference-in-Difference Interaction dummy as a proxy for policy 

reform/common external tariff 1 if a 
country is in EAC and time is after 2004, 0 
otherwise. 

Controls 
Time Period from 1994 - 2019 Dummy variable 1 if the time is after 

2004, 0 otherwise 
Group Treatment and Control  Dummy variable 1 if a country is in EAC, 

0 otherwise 
Interest rate Real interest rate Real interest rate in percentage 

Inflation Consumer price index Inflation as measured by consumer price 
index in percentage 
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Research Approach 
The study employed the quantitative research approach using secondary data specifically document review 
and analysis to review and analyze data for the research. The study used experimental strategy which is also 
known as hypothesis testing strategy. The strategy sought to determine if a specific treatment influences an 
outcome /impact by providing a specific treatment to one group and withholding it from another (Control 
Group). Precisely, the study applied the Difference in Deference (DID) econometric technique to establish 
the effect of policy reform on trade and economic performance of the treatment group.  
 
Identification Strategy and Model Specification  
The study employed DID econometric technique that provides a comparative analysis between a treatment 
and control groups based on before and after time demarcations. DID operates within the framework of the 
following model;  

= + + + + … … … … … … … … … … … … … … … … … … … … … . (6) 

where;   treatment outcome in this economic performance indicated as GDP as a proxy for economic 
performance,  ,   are constant term, group and period coefficients respectively where  is DID 
coefficient.  is a group dummy 1 if is in treatment (country which opted for common tariff)  and 0 
otherwise,  is period dummy 1 if is after treatment period and 0 otherwise  is a composite 
interaction term of the treatment effect while is a composite error term. The model was executed under 
the key assumptions of DID model including the time invariant group characters and period time-variant 
attributes and strictly exogenous policy intervention. 
 
Findings and Discussion 
Common Parallel Trend Assumption  
The DID estimator requires an assumption about how trends for controls and for treated in absence of 
treatment are related. The most common assumption for that purpose is the common parallel trend 
assumption. The assumption requires that in absence of treatment the average change in the dependent 
variable for the treatment group (EAC) equals the observed average change in the outcome variable for the 
control group. The study tested this assumption by plotting the mean values of dependent variable (GDP) 
against time periods before and after the policy shock. Figure 4.1 indicates the outputs from data plots 
which confirm the existence of the common parallel trend which confirms that the assumption is met by the 
dataset used in this study. The figure indicates that that there is a common parallel path between the two 
groups from 1994 to 2004 prior to policy reform. Subsequently, the plot shows a deviation from the 
common path by the treatment group (EAC) from 2005 to 2019 after the application of the common 
external tariff. 
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Figure 4.1: Common Trend – Parallel               Source: WDI (2021) 
 

Main Findings 
The Impact of Trade Policy Reform through Common External Tariff on Economic Performance 
Hypothesis (ii): There is no significant difference on economic performance between countries that 
adopted common external tariff initiatives and those which did not in Africa. The study tested this null 
hypothesis based on DID econometric technique. The treatment variable was DID while controlling for time 
and group dummies, interest rate and inflation. The results presented in Table 4.1 indicate that there is a 
positive and statistically significant at one percent significance level of DID variable. Therefore, the null 
hypothesis (H0) was rejected and the alternative hypothesis (H1) accepted.  
2.0 Table 4.1: Baseline Model on the Impact of Common External Tariff on 
Economic Performance 

              Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1 Source; Stata output 

This implies that there is a significant difference on economic performance between countries that adopted 
trade policy reform through common external tariff initiatives and those which did not in Africa. It implies 
that on average, the EAC member states which adopted common external tariff experienced higher positive 
economic performance level by an average of 29,209 value of GDP (in ‘000,000,000” TZS) compared to 
member states which did not adopt the common external tariff policy reform. The reason for relatively 
higher GDP to EAC could be explained by technological transfer inflows to the regional which enhances 
productivity level and boost economic growth of member states through the increase in export volumes. 
This finding corresponds to the previous findings in the study conducted by Boiwo, Onono, & Makori 
(2015).  

Robustness Checks 
Robustness Checks – Impact of Common External Tariff on Economic Performance 
The study validated the above findings based on economic performance measured by per capita GDP as 
proxy for dependent variable. The results presented in Table 4.2 indicate that there is a positive and 
statistically significant at five and ten significance level of DID effect on economic performance proxed by 
per capita GDP in the EAC countries. Therefore, the null hypothesis (H0) was rejected and the alternate 
hypothesis (H1) accepted. This confirms the baseline finding that there is a significant difference on trade 
performance between countries that adopted policy reform through common external tariff and those which 
did not in Africa.  
3.0 Table 4.2: Robustness Checks on the Effect of Common External Tariff 
on Economic Performance 

 (1) (2) (3) 
VARIABLES GDP1 GDP1 GDP1 
DID 29,209.8073*** 29,209.8073*** 29,504.5089*** 
 (8,784.920) (8,784.920) (8,673.348) 
Time 28,606.3560*** 28,606.3560*** 28,485.5903*** 
 (7,249.931) (7,249.931) (7,036.483) 
Group 21,499.1143*** 21,499.1143*** 21,206.2268*** 
 (4,442.790) (4,442.790) (4,266.371) 
Real interest rate 49.2309 49.2309  
 (204.452) (204.452)  
Inflation  -36.1357 -36.1357 -48.4735 
 (62.775) (62.775) (42.307) 
Constant -3,698.9498 -3,698.9498 -2,813.2727 
 (7,805.775) (7,805.775) (7,077.784) 
Observations 129 129 129 

 (1) (2) (3) 
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   Robust standard errors in 
parentheses *** p<0.01, ** p<0.05, * p<0.1           Source; Stata output 
 
A Comparative Analysis by EAC Member States 
A comparative analysis between countries in treatment group was established in order to observe if there 
were any variations. Table 4.3 presents the magnitudes of coefficients for each member state in EAC. The 
results reveal positive and statistically significant estimates of the key variable DID across all member 
states at one percent significance level. Although the results substantiate with previous findings, the DID 
coefficients unveil asymmetrical magnitudes by each member state in which the coefficients for Tanzania, 
Kenya and Uganda are; 38,453.1355, 34,846.2112 and 32,419.3868 respectively. It is evident that Tanzania 
indicates the highest magnitude followed by Kenya while Uganda indicates the lowest magnitude. The 
reason for the highest magnitude in Tanzania might be due to a comparative advantage on large share of 
resources and opportunities it enjoys over the rest of EAC member states. This potential attracts inflows in 
technologies necessary to improve productivity and increases trade volumes compared to less potentials in 
such resources and opportunities faced by Kenya and Uganda.   
 
Table 4.3: A Comparative Analysis by EAC Member States  

 Robust standard errors in 
parentheses *** p<0.01, ** p<0.05, * p<0.1           Source; Stata output 
 
Conclusion and Recommendations 
The purpose of this study was to examine the impact of trade policy reform on economic performance in 
Africa. The study adopted a quantitative research approach by using the DID econometric model to 
establish empirical evidence. The EAC member states and a group of randomly selected countries were 

VARIABLES Per Capital GDP Per Capital GDP Per Capital GDP 
DID 473,005.0299* 473,005.0299* 488,532.4297** 
 (251,416.234) (251,416.234) (244,985.824) 
Tme 1390903.7048*** 1390903.7048*** 1384540.7393*** 
 (269,188.277) (269,188.277) (256,440.757) 
Group 780,530.4867*** 780,530.4867*** 765,098.6700*** 
 (165,381.370) (165,381.370) (154,730.225) 
Real interest rate 2,593.9020 2,593.9020  
 (7,092.440) (7,092.440)  
Inflation -762.4472 -762.4472 -1,412.5066 
 (2,216.328) (2,216.328) (1,416.932) 
Time dummy Yes Yes No 
Country dummy Yes No Yes 
Constant -144602.9132 -144602.9132 -97,937.8744 
 (290,946.029) (290,946.029) (257,602.975) 
Observations 129 129 129 

 (1) (2) (3) 
VARIABLES Tanzania Kenya Uganda 
DID 38,453.1355*** 34,846.2112*** 32,419.3868*** 
 (5,526.685) (5,242.804) (4,176.478) 
Real interest rate 280.8497 303.9714 115.9947 
 (338.067) (364.992) (187.706) 
Inflation -605.4764 -626.2380 -683.0939 
 (370.826) (369.990) (558.454) 
Group   -2,252.1482 
   (10,114.225) 
Constant 42,975.1809*** 44,310.8509*** 30,531.3761** 
 (6,707.441) (7,583.746) (11,467.483) 
Observations 23 24 24 
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used as treatment and control group respectively. The time series data set from the WDI for the period of 
1994 to2019 was employed to reveal empirical evidence. The key findings showed that common external 
tariff which is proxy for policy reform have a significant and positive effect on economic performance in 
African economies. 
The results were consistent after substituting real GDP to GDP per capita confirming robustness of the 
baseline findings. In comparative analysis by member state in EAC region, the findings unveiled 
asymmetrical magnitudes of coefficients by each member state in which the largest was for Tanzania 
followed by Tanzania Kenya and Uganda. The reason for this variation could be explained by differences in 
levels of resources endowment that determine the levels of utilization of trade opportunities available 
among these countries. The policy implication of the study implies that, African economies should embrace 
a joint effort through trade policy reforms so as to boost their level of economic performance. The best way 
to achieve that is by adopting a common trade policy initiative through economic integration in order for 
individual countries to experience the increase in trade volume that may boost economic growth. 
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