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ABSTRACT 

This study examines the contribution of East African Community Common Market 

protocol (EAC-CMP) to the Gross Domestic Product (GDP) of Tanzania. The specific 

objectives of the study are designed  to assess the contribution of EAC-CMP 

provisions specifically, free movement of goods; free movement of capital; and free 

movement of labor to the GDP of Tanzania. Moreover, this study employs a time 

series design since it intends to evaluate a significant effect of the variables based on 

quarter time for a prolonged period from 2000 through 2019. Also, it employs a 

descriptive as well as an econometric test to quantify secondary data collected. The 

study finding indicates that, both free movement of goods, capital and labor 

contributed positively to the GDP of Tanzania.  
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 CHAPTER ONE 

1 INTRODUCTION OF THE STUDY 

 

1.1 Introduction 

The need for regional integration for a long time has been the economic triumph across 

countries in the world. However, nowadays not only it can be viewed from economic 

point such as trade creation but also the inevitable phenomenon is substantial in 

fostering political, security and social cooperation between countries. Hence this 

chapter is climacteric as it presents the in-depth background of regional integration 

specifically EAC; section two is the statement of the problem, followed by study 

objectives and questions. Section five is the scope of study and the final section 

presents organization of dissertation. 

 

1.2 Background of study 

Countries around the world are undertaking various economic measures that focus on 

increasing their global trade share, deepening economic and political ties with others, 

solely to extend their economic growth. Among the measures are the negotiations, 

arrangement and establishment of Regional Integration Agreements (RIA) also known 

as Regional Trade Agreements (RTAs) or trading blocs.  According to, Madyo (2016), 

Salman (2018), and Tejedor (2017) categorize RIA into five forms or stages based on 

the degree of freedom: Preferential Free Trade Areas (PFTA) is the first step, and at 

this level member states agree to reduce tariffs on selected goods traded in the bloc. 

The next is the Free Trade Areas (FTA) where full tariff liberalization is adopted, but 

each country retains its arrangements regarding tariffs on non-member countries. 

Customs Union (CU) allows members to trade freely goods and services plus setting 

a common tariff arrangement while trading with countries outside the bloc. The fourth 

stage is the Common Market (CM) comprising element of CU plus free movement of 

capital and labor (factors of production). The advance of CM is the Monetary Union 

(EU) comprising features of CM plus member states harmonize their monetary policy 

and share a single currency. The highest stage is the Political Federation (PF) where 

member agrees to form a single central authority that it will make decision for all 
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member states. According to WTO (2020), there were 2 RTAs as of 1958, 50 as of 

1990 and 304 as of 2020. In addition, the spillover is taking shape in every side of the 

world with Asia having the Southeast Asians Nations (ASEAN), Union of South 

American Nations (UNASUR) in South America, North American Free Trade Area 

(NAFTA) – Northern America, and European Union (EU) in Europe.  

 

Also, African countries have not run away from regionalism as an important 

component in promoting economic development. The major history goes back in mid-

1960 when most African countries gained their independence and decided to form 

Organization of African Union (OAU). The organization through its organ, Economic 

Commission for Africa (ECA) proposed division of the continent into Regional 

Economic Communities (RECs) in-order to accelerate development and create 

equitable economic growth. In 1980, the OAU Lagos Action Plans (APL) endorsed 

four RECs, that are Economic Community of West African States (ECOWAS) to 

serve West Africa; countries of East and Southern Africa (now known as Common 

Market for Eastern and Southern Africa (COMESA) to cover East and Southern 

States; Arab Maghreb Union (AMU) to the Northern Africa countries and Economic 

Community of Central African States (ECCAS). On the course of implementing LPA 

plan, a series of other regional integration were voluntarily established outside the 

plan to cater for the member state’s needs. Among them, is the East African 

Community (EAC), Southern African Development Community (SADC), and South 

African Customs Union (SACU). The effort to recognise all RECs in the continent 

was then adopted in 1991 through the Abuja Treaty with most countries having 

multiple membership (Njuki, 2016; Nwakanma, 2016; Kayizzi-Mugerwa, 2014). 

 

The need for regional integration is unquestionable in Africa as most countries 

experience small and fragmented economies, high unemployment rate, and stagnant 

development, all of which require mutual cooperation to tackle them (Melo & Tsikata, 

2014; Isik, 2016). On its side, WB (2016) stipulates that, the African abundant natural 

resource management can have significant contribution to the country’s economy 

when it is expanded to broader economy. The relationship exists as natural resource 
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to fit sometimes they require a strong cooperation between countries for the maximum 

extractions: Moreover, the goods produced need a wide range of market to be sold. 

RIA is also crucial in Africa as it is used as the vehicle toward economic growth, 

increase in trade, and boost agriculture sector. However, WB (2019) and Mwasha 

(2015) argued that, despite Africa having an old and large number of RECs, the 

performance of them is unimpressive as they have done so little to reap intra economic 

development.  

 

In Tanzania, since its independence in 1961, the country has undergone several major 

economic transformation eras that focus on sustaining high economic growth. The 

first period covers years 1961 to 1985, which was characterized by the adoption and 

implementation of Socialism “Ujamaa” ideology in 1967 that gave government the 

ownership of factors of production. Moreover, agriculture was defined as country’s 

economic backbone, set emphasis on self-reliance, and establishment of basic import 

substitution industries. The second era was between 1986 and 1996 and it was featured 

by trade liberalization and economic stabilization policies. This was due to the effect 

of 1978 war between the country and Uganda. Despite the liberalization policy the 

major means of production were still under state ownership. Another transformation 

was the establishment of 25 Sustainable Industrial Development Policy (SIDP) that 

began in 1996 for the period up to 2020. The policy was designed to enhance 

development in industrial sector so as to create consumer, intermediate and capital 

goods. Also, it was characterized by privatization, trade reforms and emphasize on 

regional integration (IMF, 2015;  Ngowi, 2009). All these eras were accompanied by 

Tanzania negotiating, signing and joining trade blocs namely EAC; COMESA 

(however withdrew in 2005); SADC and ratifications process are underway on 

Tripartite Free Trade Area (TFTA) and Continental Free Trade Area (CFTA) 

(Suleiman, 2019; SADC Secretariet, 2020; Kakuba, 2017).  

 

Tanzania RIA move goes back to 1967 when the country signed the agreement 

establishing EAC alongside Kenya and Uganda. Upon its signing by then the founding 

leaders, Julius Nyerere (Tanzania), Jomo Kenyatta (Kenya) and Milton Obote 
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(Uganda) the community aimed at common market so as to attain mutual economic 

growth among members. The idea of forming EAC among leaders begun as the 

recommendation by the British colonials who initiated the idea in 1899 by establishing 

common services in areas of railways, harbor and telecommunication that linked 

Tanganyika (now Tanzania), Kenya and Uganda in order to facilitate colonial 

administration movement between the countries. It was also attributed by aspiration 

of leaders to form EAC as the vehicle toward forming United States of Africa (Ogola 

et al., 2016). The community lasted for 10 years, and upon its dissolution in 1977 it 

was already the monetary union, sharing a single currency board, common services in 

areas of harbor, airways, postal, education syllabus, telecommunication and East 

African Development Bank. Moreover, it featured free movement of goods, services 

and factors of production (Deutsche Zusammenarbeit & GIZ, 2020).  

 

The collapse of EAC was associated with different in ideologies: While Tanzania 

opted socialism, Kenya went for capitalism and Uganda left-leaning. Also, different 

in resource objectives as while Kenya directed its resources toward capital 

accumulation to pursue capitalism, Tanzania located its resource toward socialism. 

This created limited fund contribution to facilitate EAC programs. Another reason 

was different in level of economies whereas, Kenya was regarded an industrialized 

country compared to its counterpart. This cause unequal distribution of benefits with 

Tanzania and Uganda felt receiving insignificant benefit compared to Kenya. The 

other factor was low intra trade interactions as both countries produced almost similar 

primary products, mainly sugar, sisal, tea and cotton which could not be the subject 

of intra-trade (Khasian, 2015; Ogola et al, 2016; Hemingway, 2016). In 2000 EAC 

was revived by Tanzania, Kenya and Uganda, aiming at political federation, and the 

first attempt was the establishment of the EAC Customs Union (CU) in 2004 (Njuki, 

2016).  

 

The cornerstone of CU was to ensure free flow of goods and services among member 

states, having a Common External Tariff (CET) on imports from non-member, 

emphasize on industrialization, improve production efficiency, promote Foreign 
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Direct Investment (FDI) and cross border trade. On his side, Khasian (2015) extracted 

that, upon its revival in 2000, EAC had the population of 90 million and a combined 

Gross Domestic Product (GDP) of US$ 30 billion. As such, the large market was 

attractive to FDI, innovation and intra-trade. Despite the positive outlook of EAC CU, 

the United Nations Conference on Trade and development (UNCTAD, 2018) pointed 

that, non-tariff barriers such as different in policies between countries, quality 

difference, long documentation procedures, poor infrastructure remained to be the 

challenge in EAC CU implementation.  

 

Figure 1.1: Tanzania trade in comparison with other EAC member states 

 

 Source: EAC Trade report (2007) 

Figure 1.1 shows how Tanzania trade ranks to other EAC member states, namely 

Uganda and Kenya for the period of 2003 to 2007. The figures are the result of total 

trade of goods (import plus export) of each country and the higher the value (bar) 

attribute more trade. Tanzania perfomed less in trade than its counterparts with total 

trade of 259 million in 2003, 281 million  (2004), 317 million  (2005), 368 million 

(2006) and  279 million in 2017 accounting for 14.2 of total value of total  trade in 

region. Kenya dominated the trade accounting for 51.6% of total trade  followed by 

Uganda 34.2%. The poor perfomance and low trade was attributed by the failure of 

Tanzania business persons to realize opportunity in the EAC (EAC Secretariat, 2020) 

 

In July 2010, EAC Common Market Protocol (EAC CMP) came into effect after been 

signed in November 2009 by Kenya, Tanzania, Uganda, plus Rwanda and Burundi 
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who joined the bloc in 2007. It was later signed by South Sudan in 2016 the year the 

country joined the bloc. The protocol is the second phase of EAC towards political 

federation in the order of Customs Union (CU), Common Market (CM), Monetary 

Union (MU) and lastly Political Federation (PF). Moreover, the protocol took into 

account all that were implemented in CU inclusive of free movement of goods, 

services and having CET. EAC CMP added free movement of persons and labor, right 

of establishment and residence, free movement of capital, and harmonization of 

policies in areas of procurement, research, tax, investment, infrastructure and 

communication, industrial, environment, subsidies and intellectual property. The 

implementation of EAC CMP is in line with Article 15 (1) of the treaty establishing 

EAC that emphasize community should develop policies and programs that widen 

cooperation among member states and Article 76 that provides for the establishment 

of common market. On Free movement of goods and service, member states are 

required to abolish tariff and non-tariff barriers on goods that qualify Rules of Origin 

(RoO) such as laws, regulations, documentation that restrict trade. Moreover, 

countries are required to remove obstacles based on nationality or tariff on resources 

(capital) that move between member states. Also it requires non-discrimination on 

laws and policies based on citizenship (EAC Secretariat, 2018; Tuhoye, 2018). 

 

Figure 1.2: Tanzania trade with EAC 2014-2018 

 

 

Source: EAC Trade report (2018) 
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Figure 1.2 provides Tanzania’s total intra trade with its counterparts on the period 

when EAC CMP is on progress. It does, by observing total export and import during 

2014 through 2018. The country trade balance indicated surplus in both years such 

that export exceeded import. However, there was a decrease in total trade volume in 

2016 compared to 2015. On other side, 2018 recorded 14.6% increase in trade value 

of 811 million (export 508 million and import of 302.7 million) compared to the value 

of 707.5 million recorded in 2017 with export of 464.3 million and import of 243.2 

million 

 

1.3 Statement of the Problem 

Regional integration is considered to be the way of overcoming barriers between 

countries and to create mutual benefit between members. They act as fundamental 

institution towards abolishing trade barriers such as tariffs, quotas reduction, reduce 

customs procedures and key actors in harmonizing countries quality standards, 

policies and laws. The common expectation of the country sought to enter the 

integration is to increase its economic growth, international trade, attract FDI and drag 

skills due to wider market and presence of free movement of labor. However, 

integration in Africa is still questionable as authors claim it has failed to deliver 

positive results to member states economies due to lack of commitment, over lapping 

membership, presence of non-tariff barriers such as poor infrastructure, difference in 

policies and laws, failure to realize opportunities by citizens, different in levels of 

economies, lack of complementarities in trade and conflict among member states  

(Joash et al., 2017).   

 

As EAC prepares to move into EAC Monetary Union which was signed in November 

2013 (EAC secretariat, 2018), few scholars have sought to fill the gap of whether the 

EAC CMP has caused any impact to member states GDP. The study by Njuki (2016) 

assessed the contribution of EAC CMP to economic growth of Kenya, concluded that, 

EAC CMP tool, free movement of capital had negative impact on Kenya’s economic 

growth, while the movement of Labor and free movement of goods both contributed 

positively to the economic growth. Tuhoye’s (2018) study on contribution of EAC 
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CMP to Economic Growth in Tanzania found out that, free movement of goods 

increased Tanzania intra-trade values, free movement of capital helped Tanzania pool 

resources from its counterpart and free movement of labor increased skills, innovation 

and workers in the country. Hence, all this contributed positively to the GDP of 

Tanzania . Another study by Joash (2017) applying descriptive research design based 

on cross sectional sought to assess the effect of the East African Common Market 

Protocol to Tanzanian Domestic Market. The author found, EAC CMP tools free 

movement of goods, capital, labor, and services created moderate impact on Tanzania 

domestic market. However, Tuhoye (2018), and Joash (2017)  did not determine the 

contribution of EAC CMP to the actual GDP of Tanzania instead they determined on 

GDP growth rate and domestic market respectively. Therefore, this study is expected 

to fill the gap on whether the EAC CMP has an impact to Tanzania GDP and divert 

from the previous studies.  

 

1.4 Objectives of the study 

General Objective 

The general objective of the study is to examine the contribution of East African 

Common Market Protocol (EAC- CMP) to the Gross Domestic Product (GDP) of 

Tanzania. 

 

Specific Objectives 

i. To find out the contribution of EAC CMP free movement of goods to GDP 

of Tanzania 

ii. To assess the contribution of EAC CMP free movement of labor to the 

GDP of Tanzania 

iii. To examine the contribution of EAC CMP free movement of capital to the 

Gross Domestic Product of Tanzania 

 

1.5 Research Questions 

The study will focus to answer the following questions 



9 

 

i. To what extent does the EAC CMP free movement of goods contribute to 

the GDP of Tanzania? 

ii. Is there any contribution of EAC-CMP free movement of labor to the GDP 

of Tanzania? 

iii. Does EAC-CMP free movement capital contribute anyhow to the GDP of 

Tanzania? 

 

1.6 Significance of the study 

The study is of high value to the following groups 

a) Government of Tanzania. 

The findings from study provides valuable information to the government 

regarding on whether EAC CMP has contributed anyhow to the GDP of 

Tanzania, how the country is participating in EAC, and trend regarding its 

performance in the bloc. Moreover, recommendation part aids the government 

in making decision inclusive of policies and taking technical measures that 

may help a country to improve its participation in EAC. 

 

b) Scholars, academicians and researchers.  

The study may be used as a reference to those who wishes to undergo further 

research on similar topic. Research methodology, theories, recommendation, 

findings and statement of the problem might be relevant to the group in 

extracting the research gap. Also, findings can be used for comparison 

between studies of the same topic that are undertaken on other member states. 

Furthermore, academicians and scholars may use this study to update and 

equip themselves with knowledge on the contribution of EAC CMP to GDP 

of Tanzania 

 

c) Investors and Business person. 

The information provided by this study such as data used, recommendation 

may help investors explore areas of opportunities for investment.  
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d) East African Assembly. 

The legislature’s assembly responsible for budget allocation and policy 

making may benefit from this study in allocating resources in areas that need 

more emphasis and it will also help in making laws and policies to cement the 

integration for mutual benefit among members.  

 

1.7 Scope of the Study 

The study was conducted in 2020 covering years from 2000 to 2019. The study solely 

uses secondary data generated and compiled from credible sources inclusive of EAC, 

International Monetary Fund (IMF), World Trade Organization (WTO), National 

Bureau of Statistics (NBS), United Nations Conference on Trade and Development 

(UNCTAD) and Tanzania Revenue Authority (TRA). Also, the study has uses, GDP 

as the economy indicator; three liberal previsions out of seven found under EAC-CMP 

and it has not included South Sudan data since it has joined the bloc recently. 

Therefore, other scholar should expand the scope to other provisions not captured in 

this study especially on the contribution of free movement of services to member 

states. 

 

1.8 Organization of dissertations 

The first chapter of this study provides an introduction or problem setting covering 

background part in which it has provided us with the flash understanding on RIA. 

Also, it has provided summary on Tanzania economic trend since independence, 

establishment of EAC and Tanzania membership, overview of EAC customs union 

and EAC common market protocol. On statement of the problem it has pointed the 

gap on which the study covers, summarized the objectives and questions that the study 

is going to answer and base on, significance of the study that highlights the importance 

of the study to readers, groups, government, researchers and EAC assembly. 

 

Chapter two is the cornerstone of the study as it provides us with the comprehensive 

summa on what other scholar/academicians/researchers have written on the same 

topic. The chapter is labeled as literature review in which it covers definitions of key 
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terms used in the study, overview of regional integration and EAC, empirical literature 

that covers past researches that relate to this study. The past researches have been 

providing different views regarding the importance of RI to economic growth of 

member states. Furthermore, it has summarized on how other authors perceive EAC 

CMP in relation to Economic growth. Moreover, this chapter has scrutinized the 

theoretical literature thus are endogenous growth model, gravity model and neo 

classical growth theory and their relation to this study. It also provides conceptual 

framework and literature gap. Chapter three is the research methodology presenting 

research design, population and model specification. 

  

Chapter four presents the findings that answer specific objectives. The first section is 

the descriptive statistics, followed by diagnostic test that includes stationarity test, 

autocorrelation, model specification, heteroscedasticity and autocorrelation. Chapter 

five is the discussion of findings as presented in chapter four. Otherwise, the final 

chapter six presents the summary, conclusion, and recommendations of the study 

based on the findings.  
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CHAPTER TWO 

2 LITERATURE REVIEW 

 

2.1 Introduction 

This chapter comprehend the following main parts; theoretical review that 

demonstrates relevant and existing literature theories relating to the study; empirical 

part which covers the past researches, research gap or missing information the study 

intends to cover. The chapter also presents the conceptual framework and variables in 

as domesticated in the objectives.  

 

2.2 Operational Definitions  

Regional Integration Agreements (RIA) 

As stated by Bong & Premaratne (2018), RIA is the establishment of reciprocal policy 

arrangement between a group of countries designed to take away restrictions between 

them in order to foster international trade, accelerate economic activities enlarge 

culture and socio-political cooperation. In this study RIA is also referred to as RTA, 

trade blocs, regionalism and Regional Integration (RI) (Bolanos, 2016) 

 

Foreign Remittances 

This is used to mean the total value of resources (money and non-monetary benefit) 

received by recipient individuals, households or country from relatives or its citizen 

working and living abroad (Wagle & Devkota, 2018). 

 

Foreign Direct Investment 

According to, Al-Mihyawi, (2019), Foreign Direct Investment (FDI) is the business 

investment undertaken by individual, firm or country in a foreign country with the 

ultimate goal of receiving returns. The investment can be in the form of establishing 

a new business, joint venture, and acquiring shares.  
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Gross Domestic Product 

GDP is the measure of country’s economy by valuing total productions or output 

produced by a country in a given period of time (Barefoot et al., 2018). 

 

Preferential Free Trade Area 

Also abbreviated as PFTA, is the lowest form in RI whereby member states agree to 

reduce tariff to a certain level on selected goods (Economic Integration in Africa, 

2018).  

 

Customs Union 

According to Chang & Xiao, (2015) Customs Union (CU) is the reciprocal duty-free 

arrangement of goods and services traded between members plus the CET 

arrangements.  

 

Common Market 

It is the first significant step towards full economic integration, and occurs when 

member countries trade freely all economic resources/factors of production (Ogola et 

al., 2015; Chang & Xiao, 2015; Bolanos, 2016). 

 

Monetary Union 

Is the form of integration member states agree to trade freely goods, services and 

factors of production plus having a single currency and common monetary policies 

(Abboushi, 2018; Bolanos, 2016). 

 

Political Federation 

Is the highest form of integration that member states agree to form a common political 

authority. United States of America (U.S.A) is an example of this integration (Ogola 

et al., 2015; Bolanos, 2016).    

 



14 

 

2.3 Overview of Regional Integration  

The theme of regional integration across nations has been the desire of many countries 

especially in Africa toward coming together in promoting economic growth or GDP, 

reducing unemployment and poverty (Kayizzi-Mugerwa et al., 2014; Bolanos, 2016). 

The way back of  RI is still controversial among scholars with others claim the trade 

agreements started many century ago with no clear record, while others assume it  

started during the 12th Century with Hanseatic League regarded to be the earliest 

documented trade bloc and it is was formed to facilitate trade and protect interest of 

its members, the federation of North German towns and Cities (Pavlova, 2019).  On 

its side, WTO indicates among the earliest RIA are, Benelux customs union (1947), 

the European Coal and Steel Community (ECSC) – 1951 and more far the European 

Economic Community (EEC) now EU – 1957 (WTO, 2019). Despite the mixed 

history, the need of RIA is still valid and scholars have posed discussion on the 

importance of it with different results (Njuki, 2016; Tuhoye, 2018). As stated by WTO 

(2019), there were 302 RTAs into force as of 1 September, 2019 and almost each 

country is the member of more than one trading bloc. The increase of regional 

integration is regarded as one of the major achievements in international trade as it 

accommodates two third of world trade (Maurice & Alan, 2003). Moreover, the 

increase in RI nowadays is attributed to the wideness of the areas of cooperation 

ranging from security, infrastructure, political, trade and policies unlike before where 

cooperation solely focused on trade alone. Likewise, there has been a mixed view on 

the dimension of regional integration with other scholar view it as the arrangement of 

reciprocal policies between neighboring countries but this is opposed with those who 

believe RI can be formed with countries regardless of their geographical proximity 

(Winter, 2003) .   

 

2.4 Overview of EAC 

The East Africa Community has attempted through different types of integration for 

nearly 200 years. The major throwback of EAC can be categorized into two periods, 

first colonial era in which it goes back to 1897 - 1901 when Kenya, Uganda and 

Tanzania (then Tanganyika) all under British rule where linked by the East African 
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Railways Corporation purposely to facilitate colonial development. The move was 

followed by the establishment of the customs collection center in 1900 and in 1905 

the East African Currency Board and postal union was launched. Later in 1917 Kenya 

and Uganda established Customs Union that was joined by Tanzania in 1927 then the 

East African Governors Conference, East African Income Tax Board and Economic 

Council in 1940s.  Also, in 1945 the East African Airways was launched and in 1948 

the East African High Commission responsible for coordinating EA affairs thus where 

customs union, common market and services, railways and harbor were established. 

(EAC Sectretariet, 2020; Hemingway, 2018).  

 

The second period was post-independence. Following independence of Tanzania in 

1961, Uganda (1962) and Kenya (1963) the three heads of states and Pan Africanism 

Julius Kambarage Nyerere, Apollo Milton Obote and Jomo Kenyatta respectively 

grabbed the idea of regionalism and in 1967 signed the Treaty establishing EAC. The 

bloc lasted for 10 years and upon its dissolution in 1977 it was already an Economic 

Union with a single currency board, shared a common enterprise including EA 

railways, harbors, airways, posts and telecommunication. The collapse was associated 

with different in ideological between countries while Kenya opted capitalism, 

Tanzania picked Socialism and Uganda was left learning which deteriorate 

cooperation among leaders; each partner state felt unequal distribution of gain; uneven 

level of development; and critics of Tanzania on zero tariff regime claiming it was 

unfair treating all countries equal while they differ in level of development.       

 

Nevertheless, on 30th November, 1999 leaders Yoweri Kaguta Museven (Uganda), 

Daniel Toroitich Arap Moi (Kenya) and Benjamin William Mkapa (Tanzania) signed 

the Treaty to re-establishing the EAC and on 7th July 2000 the treaty entered into force. 

The treaty indicated the area of co-operation as economic and trade, industries, social 

and political affairs, technology, defense and security, legal and judicial affairs and 

leaders committed for political federations. Since its establishment, the EAC has 

implemented, Customs Union Protocol (2005 – 2009), the current EAC Common 

Market Protocol (EAC – CMP) that was signed in 2010 and negotiations are still 
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underway on the implementation of Monetary Union Protocol that was inked on 2013 

(Ogola et al, 2015; EAC & GIZ, 2018).       

 

As for now EAC is the member of six countries; Tanzania, Kenya, Uganda, Rwanda 

(2009), Burundi (2009) and South Sudan (2016) with the combine population of 177 

million, GDP of US$ 193.7 Billion. Currently the bloc is implementing Common 

Market in which it provides for the free movement of goods, labor, services, capital, 

right of establishment and right of residence (EAC secretariat, 2020). 

 

2.5 Theoretical literature review 

The study is guided by Gravity Model Theory, Neo- Classical Growth Theory and 

Endogenous Growth Theory several on which regional integration specifically 

common market and international trade are explained:  

 

Gravity Model Theory 

The analysis of the study is done using the gravity model developed by Jan Tinbergen 

(1962) which is based on Jacob Viner’s model (1950) to examine the trade (creation 

and diversion), economic welfare effects of the regional integration arrangements. 

The gravity model predicts bilateral trade flows based on the economic sizes and 

distance between two units. 

The equation representation of the Gravity Model of Trade is as follows; 

         F ij= G* M i * Mj/Dij 

 

In this formula G is constant; F stands for trade flows, D stands for the distance and 

M for the economic dimension that are being measured. The model is used to judge 

the effect of alliances and treaties on the trade activities and it has been tested to 

analyze the efficiency of the trade agreement and organization to mention the NAFTA 

(Watch, 2010). 

According to the theory, when barriers to trade are reduced among trading countries, 

markets tend to enlarge and give more efficient to producers while consumers benefit 

low price and wide choice. It also assumes benefits vary between member due to 
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different in level of preparedness, supply/productive capacity, trade facilitation 

instruments (infrastructure, non-tariff barriers, investment etc.) (Mwambe, 2014). 

Hence this theory can be linked with this study as it also focuses on the removal of 

trade restrictions through the formation of RI specifically EAC- CMP. It emphasizes 

trade creation when countries are geographically closer and also the level of 

economics of the member states are slightly the same. 

 

Neoclassical Growth Theory 

The model was developed in late 1950s by the American Economist and British 

Economist, Robert Solow and J.E Meade respectively. The logical set up of the model 

is the production function, thus Y = Tf (K, L) given Y is the Gross Domestic Product 

(GDP), T as technology, K is physical capital and L as labor. Dividing L both sides 

of the function Y/L = Tf (K, L) = y = Tf (k); where y is the gross domestic product 

per labor, and k is the capital to labor ratio. The theory lays emphasis on capital 

accumulation and its related decision on savings as crucial towards economic growth. 

Also, the theory considers two factor of production functions thus are capital and labor 

plus exogenously factor technology as the determinant of output (Berg, 2017). The 

theory exhibits assumption of diminishing returns of production factors because when 

the level of production per employee is at maximum, and due to the annual effect of 

depreciation and without any incentives to labor, the level of production tends to fall. 

Therefore, in the long run without technology change, there will be no growth in 

production/output per capital (Sredojevic et al 2016; Chukwemeka, 2015) 
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Figure 2.1: Capital to labor ration according to Solow's model 

 

Source: Ben-David & Loewy (2015) 

 

Figure 2.1 (d+n) k is the line indicating new investment per work needed to maintain 

capital to labor ratio, assuming depreciation and growing labor force work toward the 

reduction of capital per worker in the economy. T1 > T2 > T3 is the upward change 

in the level of Technology that result into the change of capital to labor ratio. Ben-

David & Loewy (2015) considered the existing relationship between open economy 

and neoclassical growth model and thus free movement of goods, and labor as seen in 

regional integration adds efficiency, and skills in which it works as exogenous factor 

input to production function.  

 

Therefore, this theory is relevant to this study as it emphasizes on factor labor, capital 

and an exogenous factor that is technology which can be attained through trade 

openness It allows an inflow of technology, skills, labor and capital to the economy. 

Furthermore, presence of EAC-CMP tends to increase per capital to labor ratio also 

brings positive shared growth impact to member states compared to country who do 

not participate in the agreement (Njuki, 2016; Ben-David & Loewy, 2015). 
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Endogenous Growth theory 

The model was developed by Economist Paul Romer in 1986 explaining the long run 

growth of the economy as the result of economic activities that create innovation and 

technology. The theory is explained using the three models, AK model that underline 

chances of output per worker to be the cause of productivity. It assumes as labor 

specialize in the production, his efficiency increases and productivity becomes higher 

and the technology progress becomes the difference between initial efficiency before 

the labor specialize or become competence and after specializing doing it. Under this 

model economic growth is caused by saving, capital accumulation and efficiency 

(productivity). Product variety model emphasize economic growth is the result of the 

specialization in the production of intermediate goods in which, causes introduction 

of new varieties products. The increase on number of intermediate goods produced 

increase efficiency and innovation and get some rewards due to innovation through 

patent rights. The Schumpeterian Model provides that, economic growth is generated 

by the series of quality improvement and innovations, where the new innovations 

substitute the old one. The new innovation increases productivity and the country get 

rewarded for the innovation by selling the copyrighted idea. Furthermore, larger 

population as the result of regional integration, increases market size that cause an 

increase in specialization, productivity and output that will be traded across the larger 

market and cause economic growth (Akcit & T.Ates, 2019; Chukuemeka, 2015; Fine, 

2000).  Therefore, this theory is relevant to the current study as it extracts mutual 

significance factors relevant to economic growth, particularly on the increase of 

market size, attention on knowledge (skill transfer) attained through free movement 

of labor and on capital accumulation as the result of the free movement of capital.  

 

Neo functionalist theory 

It is regarded as the first regional integration theory to explain EU that was developed 

by Ernst B. Haas in 1958. Although, it was designed to explain EU the theory is now 

widely used to explain regional integrations especially in Latin Americans and Africa. 

The main concern of the theory was to explain the integration process using the key 

concept of spillover suggesting that cooperation in one area of policy by member 
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states would automatically extend the scope and lead to an extra cooperation in 

another field. For example, when goods would face challenges entering in one-

member states for any reason such as lack of middlemen to take goods to that country, 

then such consequences will drag the cooperation into another field of free movement 

of business person to allow them move freely with their goods. This process of 

generating new cooperation on the new field as the result of the previous policy is an 

essential concept in theory known as spillover. 

 

Moreover, Jensen (2003) argued three spillovers that exist within this theory whereas 

the first is functional spillover. This occurs when cooperation in one sector set 

pressure on the newly associated area for example cooperation in education system 

might push into free movement of workers. The later spillover is the political and this 

occurs when political and private actors’ pressures for the regional integration as the 

solution for their problems. The final is the cultivated spillover this occurs when 

regional integration institutions/secretariat or commissions promote for further 

integration during times when member states seat for the negotiations. For example, 

EAC secretariat may take its own initiatives to convince member states to further the 

cooperation giving out the reasons. On other aspect, Haas suggested that, interest 

groups such as private sectors and political parties are the catalyst of integration 

process even if government would be reluctant or less accountable to engage in 

integration. The reason is, when such groups would see the only way to solve their 

problems is the regional integration then they will push forward for it.  

 

Therefore, this theory relates to the current study as it examines the role of EAC CMP 

that is the third stage of the EAC (a regional integration). The aspect can be linked on 

the EAC secretariat as the supranational actor that can promote the EAC either 

forward or backward. Also, the study observes the extension in cooperation field in 

EAC since it was established. Such extension can also be linked to functional spillover 

and political spillover. 
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Intergovernmentalism theory 

The theory was developed by Hoffmann in 1966 to also explain the EU regional 

integration. However, the study by Cini (2015), pointed that, the application of 

Intergovernmentalism theory does not only limit to EU politics but also to all other 

regional blocs and international organizations that require mutual decision making.  

The foundation of the theory relies on the criticism to the neo functionalist theory that 

put less emphasizes on the role of government interest in the process of regional 

integration. According to the theory, member states interest are the primary drivers 

that determine degree and velocity of the regional integration. This is because under 

voluntary regional bloc’s member states come together to negotiate, share ideas, 

discuss common ideas based on the international treaties and the control of the whole 

process is on members. Hence, the speed of negotiation and implementation of 

agreements whether to be backward, forward or stagnant relies on individual member 

states ability to enforce and implement decision. Therefore, when some members 

states are reluctant in implementing the agreed decision the speed pace of the regional 

integration is likely to be small and this makes some regional blocs to be ahead of 

others assuming they were formed on the same time. 

 

Trade creation and diversion theory 

The theory was formulated in 1950s by Jacob Viner’s who tried to explain trade 

effects as the result of the formation of regional integration that emphasize on tariff 

liberalization. Viner’s assumptions based on the fact that, tariff liberalization can 

reduce prices of goods and services sourced from other member states of the region 

while making goods importing from nonmembers far expensive.  Also, he assumed 

tariff liberalization increases trade (trade creation) as goods moves freely across 

members; increase efficient of goods and services due to competition; as well as the 

country can specialize in producing and export goods that it has comparative 

advantage than others. On other side the opposite is when regional integration results 

into trade diversion such that a country purchases goods from regional member states 

in high price compared to the low prices it would have enjoyed when it sourced from 

non-members (Ruta et al., 2019). Therefore, both trade creation and trade diversion 
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can take place in the arena of regional integration. As far as this study is concerned 

with EAC as the regional integration the necessity to observe if whether the EAC 

CMP has resulted into increased trade or it has diverted is going to be observed. 

 

2.6 2.5 Empirical Literature 

Argument has been posed by several authors whether RI contributes to the growth of 

economy of the member state. Scholars have come with mixed views regarding the 

contribution with others conclude that, it has positive impact others rule not all the 

time trade blocs correlate positively with economic growth (Sadhina, 2017). The 

discussion has also been fueled by the recent move of United Kingdom (UK) exit from 

the most prominent trading bloc, European Union (EU) claiming insignificant benefit. 

In accordance with Bong & Premaratne (2018) on their study that triggered to access 

whether RIA contributed to economic growth in South East Asia for the period of 

1970 to 2013, employing cross-country growth model confirmed, regional integration 

had positive impact on member states economic growth. The results were also, 

complemented by Jane (2015), who extracted the positive relationship between EAC 

regional integration and FDI,  as investors would prefer risking their capital on the 

bloc where trade is largely conducted and by Erzan (2018), who ruled Turkish 

Customs Union with EU transformed positively the Turkey economy.  

 

Based on different level of economy between members of Southern Africa Customs 

Union (SACU) with Lesotho been the low middle income and the Least Developed 

Country (LDC), and whereas South Africa and Botswana are upper middle income 

countries, (Malefa, 2018) on his study seek to examine the relationship between trade 

openness and economic growth concluded that,  Botswana received positive impact 

on its economic growth as the results of SACU trade openness while it was impressive 

to other member states. The results were attributed with the difference in level, nature 

and size of economies between countries. Another, study by Srivastava et all, (2014) 

validated that African region integrations; ECOWAS, SACU, COMESA and WAEM 

has slightly increased capital mobility to member states during the period 1960 

through 2009. In-addition, Maune (2019) argued that, trade in services such as 
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financial services, aviation, consultancy, insurance and communication led to 

economic growth to SADC member countries. Such services acted as catalyst in 

accelerating other economic activities. 

 

Moreover,  recent studies by Tuhoye (2018) who assessed the contribution of EAC-

CMP to Tanzania economic growth;  (Njuki, 2016) who examined the relationship 

between EAC- CMP to economic growth of Kenya; and (Joash et al., 2017) which 

explored the relationship between EAC-CMP and Tanzania domestic market came 

with mixed results regarding common market. The first study found that, free 

movement of goods increased value of the country’s trade with its counterpart, 

movement in capital increased equity, and the development of financial institution, 

movement of labor enables skill inflow, innovation, and competition. The study 

concluded that Tanzania experienced significance benefit from EAC-CMP.  On her 

part (Njuki, 2016) revealed that, while free movement of goods, services and labor 

had positive impact to Kenyan economy, free movement of capital experienced 

negative result because the country received less  capital inflow compared to the 

capital it channeled to its counterpart. The later study, found that the trading bloc has 

the modest impact on Tanzania Domestic Market and this was caused by the failure 

to realize potential opportunities of EAC by Tanzanian and presence of non-tariff 

barriers such as poor infrastructure, and unreliable power source. 

 

On their side, Abboushi (2018); Dhingra et al. (2016); Mugarura (2016); Mohamed, 

Pärn, & Edwards (2017); Sandhi (2017); Tarabar (2018) came with opposite 

conclusion against, UK decision to leave EU given 40 years of union characterized 

with harmonization of policies and law. The authors concluded the Brexit will have 

economic drawbacks to the country as it will return back tariff and non-tariff barriers 

on movement of goods, capital and labor that will affect the current significance 

benefit from the most prominent alliance in the world. The country depends on the 

bloc for exporting goods as it accounts for 44%. Moreover, it has been the hub of 

financial institution, holding the most valuable stock exchange in Europe, London 

Stock Exchange (LSE), hosting multi-companies’ capital from its counterpart. 
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Similarly, important, the movement of labor UK depends largely on the 

entrepreneurship skills, workforce from other members to work on financial 

institution, and construction. All this will be affected negatively due to barriers.  The 

effect will also swipe 2.3% of the UK household’s income as the result of loss on trade 

with the counterpart due to trade restrictions. The authors cemented on that, trade 

blocs create trade (trade creation) and UK exit will have to forge union to ensure her 

interests are not affected. Contrary to this findings it was discovered by other  authors 

that large population and free movement may lead to a burden to natural resources 

and weaken individual countries’ institutions in controlling domestic affairs and this 

might hype corruption, macroeconomic and political instability to member states of 

the region (Bong & Premaratne, 2018). Such, results were also complemented by  

Ogbuabor et all,  (2019) who was assessing the relationship between Regional 

Integration and Economic Growth in West African Economic and Monetary Union 

(WAEM). The author, found no evidence if the bloc had created significant benefit to 

member states.  

 

Poor economies, low level of productions, low industrial capacity, inadequate 

infrastructure, reliance on very few commodities especially primary goods, 

fragmented and isolated economies are hindrance towards performance of Regional 

Integration in Africa. Therefore, African countries have to make changes on their trade 

composition, emphasize on industrialization, an improvement of infrastructure, and 

structure transformation would be key in acquiring RIA benefits (Hartzenberg, 2016). 

Study by, Shayanokowako (2016) also noted that, despite intra-trade increase in 

SADC that is from US$5.02 billion in 2000 to US$10 billion in 2010, only a single 

country (South Africa) dominated the intra trade due to its large portfolio of industrial 

goods exported to other member states. As such, other countries are remained to be 

the recipients of the South African goods.  

 

Furthermore, there are numerous studies that explain other factors that affect the 

provision of RI and Economic Growth. The study by Akinsola & Odhiambo (2017) 

investigated the theoretical and empirical relationship between inflation and economic 
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growth  in both developing and developed countries. The study found out, inflation 

effect varies tremendously between countries. Moreover, within a particular nation 

across time the impact of inflation can vary depending on country’s specific economic 

characteristics. Generally, according to authors inflation has a positive relationship to 

the variable nominal GDP despite having a negative impact to the economic growth 

and the real GDP in particular. This is due to the fact that the nominal GDP is 

calculated with an effect on inflation which is contrary to the real GDP. Nevertheless, 

Madurapperuma (2016), examined the impact of inflation to the economic growth of 

Sri Lanka for the case period of 1988 to 2015 using the Johansen integration 

framework test and the Correlation analysis. The study findings showed that despite 

a notable positive effect of the stable and modest inflation to the short-run the inflation 

variable has a long-run negative impact to the economic growth. Such findings are 

also similar to those highlighted by (Khan, 2015; Kasidi, 2011) 

 

On the other hand, population size  in the regional bloc can also be the factor toward  

economic growth. A study by Dao (2012) examined the economic effect of population 

to the growth of the economy, particularly on a sample of 43 developing countries. 

The study findings revealed that the population growth has a linear positive relation 

to the growth rate of GDP. The study was also complimented by Koduru (2016) who 

seek to determine the effect of population growth on economic development in India. 

The author concluded that population growth in India had a positive impact on the 

economic development.  

 

Theoretically, exchange rate has an influence to the economic growth, more 

specifically to the GDP. This is because the term is a vital determinant of exportation 

and importation indicators that constitute in the GDP. Therefore, any loss 

(depreciation) or increase (appreciation) in value of the currency in relation to another 

can trigger the trade either upward or downward. Different authors have tried to come 

up with mixed conclusion regarding the macroeconomic indicator with others point it 

has the positive impact and others oppose. The study by Khonker et al. (2017) which 

was trying to determine the effect of exchange rate on economic growth in Bangladesh 
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found that in the long run 10% depreciation in the real exchange rate raises a GDP by 

an average 3%. This is because the country will likely to consider the depreciation as 

the exportation development strategy. However, the vice versa is observed in the short 

run where 10% loss in value of the currency reduce the country’s output by 5%.  

 

Furthermore, another study of Mileva & Stracca (2017) that made an analysis on the 

impact real exchange rate to the economic growth in case of 150 countries based on a 

five-year period. The results revealed that as an exchange rate grows, which implies 

an undervaluation of the currency, then the GDP also growth which simply implies 

that the exchange rate does stimulate the economic growth through the effect of 

exportation and importation impacts. On the other hand, Katusiime, Agbola, & 

Shamsuddin (2016) on the exchange rate volatility to economic growth in Uganda 

was performed on the basis of 51 years period from 1960 to 2011. Findings revealed 

that the exchange rate volatility has a positive relation to the growth of the economy 

both on the short run and long run basis. Such highlights as well as studies by (Ashour 

& Yong, 2017) all specified the similar impact of exchange rate to the economic 

growth 

 

Lastly, on the case of interest rate to the economic growth, the variable interest rate is 

speculated to influence the overall level of investment, borrowing from the financial 

intermediaries and the commercial banks, therefore affecting the overall growth 

indirectly. A study by Jelilov (2015) on the impact of interest rate on the economic 

growth in Nigeria for a duration of 23 years found out that interest rate had a slight 

but significant impact to the economic growth of the nation through its indirect impact 

to the investment level, loan acquisition and the saving level. Furthermore (Mutinda, 

2014) investigated on the effect of lending rate on the economic growth of Kenya, in 

his study findings he revealed that interest rate has a negative relationship towards the 

overall growth of the economy, which implies a contraction of the interest rate tends 

to trigger the overall economy. 
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2.7 Conceptual Framework 

Figure 2.2 provides a diagram representation of the relationship between independent 

variable and dependent to be covered in this study. The three independent variables 

which are free movement of goods, labor, services and capital in which they constitute 

East African Common Market Protocol are studied to see the extent to which they 

have contributed to Tanzania GDP. However, other economic indicators (not of 

primary interest) are added as control variables as they can have influence on our 

primary variables. The summary is as follows; 

 

Interest (primary) variables 

These are variables of interest the study sought to determine the linear relationship. 

The variables are made of independent variable as dependent variables as follows; 
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Figure 2.2: Conceptual Framework 

Independent Variables                     Control Variables                        Dependent 

variable 

 

 

 

 

 

 

 

 

 

 

 

                                                           

 

 

 

 

 

 

 

Source: Author (2020) 

 

2.7.1.1 Free movement of Goods  

The free movement of goods is the cornerstone of the community CMP and it is 

governed by the Customs Law (EAC secretariat, 2018). EAC member states are 

required to abolish import duties on goods that qualify the EAC Rules of Origin (RoO) 

as well as the removal of non-tariff restrictions such as police road blocks; weigh 

Free movement of 

goods 

Free movement of 

capital 

(Fdi) 

Free movement of 

labor 

(remittances) 

Tanzania GDP 

Tanzania inflation 

Kenya population growth 

rate 

Tanzania exchange rate 

Tanzania lending interest 

rate 



29 

 

bridges, corruptions, easing documentation procedure and the establishment of one 

stop border post. EAC RoO recognize goods to be generated by the EAC member 

states when they are made up of materials that were sourced in the bloc (wholly 

obtained) and if not, sufficient processing criteria will be applied to each product as it 

is indicated in the EAC Harmonized Commodity Description and Coding System. 

This study measures free movement of goods using Tanzania trade balance with the 

rest of EAC members. 

 

2.7.1.2 Free movement of labor and Person  

The movement is governed by Article 7 of the Protocol establishing EAC common 

market. The article assures EAC member states citizen to a non-visa requirement and 

free from any other discrimination that impede the freedom of movement. Also, 

foreign workers (EAC citizen) will receive the same treatment such as salary, terms 

of payment and pension in the host country as local resident workers (EAC secretariet, 

2018).  Hence, this study uses Tanzania foreign remittances received from its citizens 

living and working in Kenya, Uganda, Rwanda and Burundi to measure the variable. 

 

2.7.1.3 Free movement of capital 

This pillar requires partner state to remove restrictions on the movement, disposal, 

investment and payment of capital. The capital as illustrated in Annex VI on free 

movement of capital includes absence of tariff on direct investment, bank transactions, 

proceeds on sales on fixed asset, financial and money market instruments and all other 

payments related to investments made or conducted by EAC citizen to any member 

states (EAC secretariet,2018). This study measures a free movement of capital using 

Foreign Direct Investment (FDI) received by Tanzania from the rest of EAC members 

in order to determine its actual impact on GDP. 

 

2.7.1.4 Gross Domestic Product (GDP) 

According to IMF (2020), GDP is one of economic indicators that determines and 

forecast the performance of an economy alongside other indicators such as, inflation, 

GDP per capital, unemployment rate, interest rate, and Gross National Product. As 



30 

 

the widely used economic indicator, GDP measures the country’s economy by 

summing up the monetary value of goods and services produced in the country given 

a specified time such as quarterly or yearly. However, only economic activities (that 

involve monetary benefit) are observed leaving aside unpaid activities, volunteering 

works, black-markets and wear and tear. GDP can be calculated using three 

approaches; first is the expenditure method that calculate the summation of final 

goods and services purchased in the country and it is given by Y = C + I + G (X – M), 

where Y is GDP; C equal to consumption; G - Government expenditure; I 

Investments; X – export and M import. 

 

The second income approach is the income approach where the summation is done on 

the income of factors of production and it is given by Y = R + W + I + P were R is 

Rent, W – wages, I – Interest and P equal to profit. Third is the Output approach (value 

added) whereas the monetary summation is calculated from each stage of the 

production Y = primary stage + Secondary stage + Manufacturing stage. Given that 

all the approaches result into the same result. 

 

Control variables 

These are variables that are not of interest for this study but they are likely to affect 

the relationship between independent and dependent variables. In this study the 

following control variables have been studied; 

 

2.7.1.5 Tanzania inflation 

Inflation is the overall increase in prices of goods and services in a country given a 

period of time such as monthly, quarterly or yearly and its usually measured in-terms 

of rate (%) (Oner, 2020) As an economic indicator, prices of goods can affect 

international trade or GDP calculation. This is because the moderate inflation can 

make countries product cheaper than its competitor and this can increase export. In 

this study, Tanzania inflation has been studied as the control variable to determine its 

influence on primary variables. 
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2.7.1.6 Kenya population rate 

Is the total number of inhabitants of a given area such as village, city, province, or 

country UNSTAS, (2017). Population rate is the percentage change of population in 

a given period of time. Change in population has implication on economic indicators 

especially on GDP Njuki (2016). In a regional integration context, a larger population 

implies a large market size and labor force. Therefore, this study, observes whether 

Kenya’s population growth change influence our interest variable.  

 

2.7.1.7 Tanzania exchange rate 

According to IMF (2019) and Mileva & Stracca (2017) the term refers to the relative 

price of currencies between countries. It measures how much of home currency is 

required to command purchase in another country assuming each country is having its 

own currency. The term is crucial as it is the value indicator and a medium of exchange 

between citizens of different countries.  Exchange rate is widely used in international 

trade and change on it has implications to import and export. This study oversees the 

change in Tanzania exchange rate (percentage change) and its influence on Tanzania 

GDP. 

 

2.7.1.8 Tanzania lending interest rate 

Economic activities in the country remain paramount toward economic growth. 

However, the performance of such activities depends largely a on financial resource 

that acts as the lubricant of economic activities. To undergo this, financial institution 

(intermediaries) serve as fund mobilizer from surplus units and advance them to the 

need units. According to Eke (2016); Jelilov, (2015) the term refers to the cost of 

borrowing charged by a lender (financial institution) to a borrower. Hence, changes 

in the cost will have ascendancy on economic activities and GDP in general. This 

thesis investigates the influence of interest rate on our primary variables. 

 

2.8 Literature Gap 

Integration in Africa is no longer the matter of choice, however, the countries must 

plot new course of industrialization and economic development using the momentum 
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of regional blocs. The integration not only is potential for promoting equitable 

economic growth but also helps in reducing conflict in the continent (AfDB, 2018). 

Nevertheless, since its re-establishment there have been limited literature reviews 

regarding EAC, and the available, extracted different views regarding the bloc and its 

economic contribution to member states. The study by Tuhoye (2018) which was 

qualitative, and employed descriptive research design to analyze the results concluded 

that, EAC-CMP  contributed positively to Tanzania economic growth.  as stated by 

Kothari (2004); Rahman, (2017) qualitative research as the one dealing with 

qualitative phenomenon such as quality, belief and behavior. Moreover, Daniel 

(2016); Rahman (2017) concluded that, the doubt of qualitative research and 

descriptive analysis study, is on efficacy, as researchers limits their findings on a 

certain group instead of generalizing; weakness on constructivist as authors tends to 

write the results based on belief, fictions and feelings, and the use of non-number 

findings make it hard for another researcher to repeat the study and compare the 

number results.  Hence her study is contrary to this as it uses numbers and figures to 

quantify data (quantitative research) on the respective variables.   

Also, Njuki’s (2016) study which examined the EAC-CMP contribution to Kenyan 

economic growth found out that, free movement of capital had negative impact to her 

country’s economy. The study employed primary data questionnaire on 187 

population workers of the state department of east Africa, directorate of commerce 

and 3 companies. While her results based on sample opinions regarding EAC – CMP 

in terms of Economic growth, this study solely uses secondary data of variables and 

analyzes them quantitatively on their impact on the actual value of Tanzania GDP. 

Moreover, the current study employs time series analysis to compare the effect of 

EAC-CMP since it came into force (2000 – 2019) and the time prior (1990 – 1999). 

Hence this study is quantitative that assesses the contributions of EAC-CMP on 

Tanzania GDP. 
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CHAPTER THREE 

3 RESEARCH METHODOLOGY 

 

3.1  Introduction 

The research methodology section is designed to illustrate how the study performs its 

assessment on the contribution of EAC-CMP to the GDP of Tanzania. Thus, this 

chapter includes research designs, study area, population of the study, sample size and 

techniques, data collection procedures and methods, data analysis, data validity and 

reliability and the ethical consideration. 

 

3.2 Research design  

Research design is the plan or layout arrangement and furthermore a blueprint for 

strategy for the investigation conceived in order to gain answers of the research 

questions through a systematic collection and the analysis of the data in the approach 

of combining research intent importance with economy in procedure (Kothari, 2004). 

On the other hand, Cooper and Schindler (2011) simply explained the term research 

design as the plan that tends to identify the sources of information and information or 

data that is relevant to the research questions or the research problem; furthermore, it 

specifies the techniques for the data collection and the methods for the analysis of the 

data. This study employs a time series study design since it intends to evaluate a 

significant effect of the EAC-CMP to the GDP of Tanzania, for a prolonged period of 

20 years. A time series research design is a statistical research design that studies the 

observations outcomes on the basis of time. It typically involves a subject of interest 

or the research units that are recorded or measured repeatedly on the regular time 

interval (Kothari, 2004). Furthermore, this design is opted due to the nature of the 

variables data that are recorded on time intervals specifically in terms of yearly or 

quarterly basis. 

 



34 

 

3.3 Study Area 

The study was conducted in the Tanzania specifically through the macroeconomic 

variable GDP and the EAC- CMP, since the prime objective of this study is to assess 

the effect of EAC- CMP to the GDP of Tanzania.  

3.4 Population and the Sample size 

A sample is the set of some population elements on which inference is drawn (Kothari, 

2004). To save time and resources, the sample should neither be comprehensively 

large nor overly small, making data simple and reliable representative of the selected 

population. Sample size can be defined as the number of objects to be selected to 

create a sample from the population. An efficient sample size is the one that fulfills 

diversity, performance, representativeness, accessibility, reliability and versatility 

criteria. This study therefore recruited a sample of 20 years for the study analysis. 

However, the data studied are the quarterly data from each year, making a sum of 80 

quarters. Thus, the sample for this study is the 80 sample observations from the 

quarterly basis. 

 

3.5 Data Collection Procedures and Methods 

The Data collection procedures for this study involve gathering secondary data of the 

economy, particularly on the GDP data for the quarterly basis for the past 2 decades. 

Furthermore, in assessing how the economy (GDP) has been impacted by the EAC- 

CMP in those specific periods. This implies that the study employs secondary data 

from various certified sources, where the GDP data is collected from the National 

Bureau of Statistics (NBS). This study could not be performed without control 

variables which are the factors potentially influencing the economic growth 

(Dependent variable). The control variables inflation, Tanzania inflation, exchange 

rate and interest rate have been sourced from BOT, MOFP and NBS. The other control 

variable Kenya population growth rate data are generated from Kenya National 

Bureau of Statistics (KNBS). 
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3.6 Data Analysis 

Kothari (2004) illustrated the term data analysis as the computation of certain specific 

measures, as well as searching for relationship patterns between data groups. This 

particular study employs a descriptive as well as an econometric analysis of the data.  

Descriptive data analysis is the process of computing and analyzing the quantitative 

described summaries from the collected data or information. Otherwise, the 

econometric analysis is the use of the statistical knowledge and methods to the 

economic related data or information so as to give an empirical economic relationship 

(Mason and Bramble, 1997). 

The use of the econometric analysis is preferred as the basis of the study analysis so 

as to establish a visual and casual relationship of the variables. The collected data was 

coded and further transferred to statistical software analysis program most likely 

STATA so as to formulate and establish the econometric model. Tables, charts and 

graphs are used to summarize the data analysis. The econometric tools are used to 

prove the statistical significance of the coefficients used. Furthermore, the study 

intensively employs the use a Multiple linear regression model in econometrics form 

using the technique of Ordinary Least Squares method (OLS) that helped to determine 

the relationship between independent and dependent variables, since this method is 

very helpful to understand the long run linear relationship among the variables.  

3.7 Model Specification 

Since the dependent variable is a continuous variable and with more than one 

independent variable, the study employs the Multiple Linear Regression Model to 

explain the stated the relationship between the independent variables and the 

dependent variable 

The econometric model equation shall be, 

Y = βo + β1χ1 + β2χ2 + β3χ3 + β4χ4 + β5χ5 + β6χ6 + β7χ7 + ε  

Where, 
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 Y = Gross Domestic Product (GDP) dependent variable 

βo = Beta coefficient that is constant  

β1 = Beta Coefficient for independent variable X1  

β2 = Beta coefficient for independent variable X2 

β3 = Beta coefficient for independent variable X3 

β4 = Beta Coefficient for independent variable X4  

β5 = Beta coefficient for independent variable X5 

β6 = Beta coefficient for independent variable X6 

β7 = Beta coefficient for independent variable X7 

X1 – Independent variable representing free movement of goods 

X2 – independent variable representing free movement of businessperson 

X3 – independent variable representing free movement of capital 

X4 – Independent variable representing inflation 

X5 – independent variable representing movement of goods 

X6 – independent variable representing movement of goods 

X7 – independent variable representing foreign direct investment 

ε - error term the margin of error when collecting data 

3.8 Ethical Consideration 

The responsiveness and the consideration of the research ethics and values reminds 

the researcher of the duty to consider, keep the public updated and protect the privacy 
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and well-being of human subjects (Mason & Bramble, 1997). Therefore, anyone 

entering the research activities consequently needs to adhere to ethical obligations. 

During this study, the researcher observed all the necessary rules, regulations and 

responsibilities of research during the preparation and conducting the research. 

Therefore, cautions are taken in obtaining information contents and confidentiality 

guarantee was provided to the acquired data. The ideas of other scholars are also well 

acknowledged accordingly.
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CHAPTER FOUR 

4 PRESENTATION OF FINDINGS 

 

4.1 Introduction 

This chapter presents the findings based on the data collected from the credible 

sources to answers the specific objectives. The first section presents the descriptive 

statistics, followed by diagnostic test, and economic results. Section four covers 

analysis of objectives to GDP based on data collected.  Statistical tool (STATA) is 

used to give a summary on the sections. 

 

4.2 4.2  Descriptive statistics  

According to Sharma (2019), is the dataset summary that presents the population or 

its sample and it is used to describe the characteristics of the data to be studied. 

Moreover, the description is quantified through measurement of central tendency (that 

are mean, mode and median); measures of dispersion (that are range, variance and 

standard deviation) and measures of normality that is kurtosis (measure of the flatness 

of the distribution of the series) and skewness (measure degree of asymmetry of the 

series). This study uses measurement of central tendency measure of central tendency 

(standard deviations), minimum and maximum value to describe our data (Table 4.1) 
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Table 4.1: Descriptive summary 

 

Variable    Obs  Mean  Std. Dev Min Max 

GDP-Tanzania 80 10204.64 6445.706 2341 27653 

FD1 80 2.516 2.563502 0.6 13.7 

Intra-trade 80 52.344 31.0715 0.65 154 

Remittances 80 16.6324 21.43493 0.7 144 

Inflation 80 19.6915 45.87524 3.8 19.9 

Population Kenya growth 80 4.759375 2.5665 -2.5 11.6 

Exchange rate 80 6.145 1.7598 1.8 10.6 

Lending interest rate 80 4.12045 12.628 0.1 24 

Data source: BOT (2020); NBS, (2009); EAC Secretariat, (2006); EAC Secretariat, 

(2009); WB, (2018); KNBS, (2009); NBS, (2020); EAC Secretariat, (2012). 

 

Table 4.1 presents the descriptive statistics summary of our data. The 80 is the total 

number of observations to be studied and has been compiled quarterly from 20 years 

ranging from 1990 to 2019. Each year produced four quarters, with the first quarter 

covers data from January to March, followed by the data from April to June, then from 

July through September and the final from October to December. The mean column 

is the average weight of data from each variable followed by the standard deviation 

that observe how data deviate from the mean. Min is the minimum value of each 

variable and max is the maximum value.  

 

4.3 Diagnostic test 

4.3.1 Stationarity test (unit root test) 

As specified by Gujarat (2003), it is a statistical process in time series that measures 

if data properties (mean, autocorrelation and standard deviation) do not change over 

time. The importance of stationarity lies on its ability to generalize statistical results 

to other time period. The opposite of stationarity is non-stationarity and on this, 

dataset are only for a specified period of time (no generalization) and sometimes can 

result into spurious regression results Vuuren et al. (2015). Gujarat (2003) describes 

spurious as the result of no use in statistics. This study employs Augmented Dickey-

Fuller (ADF) test for unit root to test for stationarity. 
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Given that, Null Hypothesis (Ho): =   a variable has a unit root (not stationary) 

 Alternative Hypothesis (Hi): =     a variable is stationary 

 

The conditions as specifies by William (2014), STATA (2020), and Masogo (2013) 

in ADF, reject null hypothesis when T statics is less (when it has more negative value) 

than the three critical values. The stationarity test for each variable is as follows; 

 

Table 4.2: GDP- Tanzania stationarity test with trend at lag (0) 

Dickey-Fuller test for unit root                                        Number of obs =        79 

Interpolated Dickey-Fuller 

 Test statistics   1% critical  

value 

5% critical value 10% critical value 

 Z (t)            -6.024 -4.086         3.471    -3.163 

 MacKinnon approximate p-value for Z(t) =0.0000 

Data source: NBS, (2019); NBS, (2009). 

From Table 4.2, indicates test statistics value -6.024 is less than the values of critical, 

at significant 1%, 5% and 10% which are -4.086, -3.471 and -3.164 respectively. 

Hence, we reject null hypothesis and conclude that GDP variable data is stationary 

and can be used for regression analysis. 

Table 4.3: Tanzania-EAC Intra Trade stationarity test with trend at lag (0) 

Dickey-Fuller test for unit root                                         Number of obs =        79 

Interpolated Dickey-Fuller 

 Test statistics   1% critical  

value 

5% critical value 10% critical value 

 Z (t)            -6.269 -4.086         3.471    -3.163 

 MacKinnon approximate p-value for Z(t) =0.0000 

Data source: (EAC Secretariat, 2006);  EAC Secretariet, (2019) 

 

From the result in Table 4.3 intra variable is stationary since it indicates test statistic 

value of -6.269 is less than the three critical values that are -4.086 at 1% significant 
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level, -3.471 at 5% and -3.163 (10%). Moreover, the P-value is significant as it is 

below 0.05 or 5% of statistical significance benchmark.  

 

Table 4.4: remittances stationarity test with trend at lag (0) 

Dickey-Fuller test for unit root                                         Number of obs =        79 

Interpolated Dickey-Fuller 

 Test statistics   1% critical  

value 

5% critical value 10% critical value 

 Z (t)            -7.914 -4.086         3.471    -3.163 

 MacKinnon approximate p-value for Z(t) =0.0000 

Data source: (EAC Secretariat, 2006);  EAC Secretariet, (2019); WB, (2018) 

 

Table 4.4 is the Augmented Dicker Fuller test for remittances received by Tanzania 

from its citizens living in other EAC countries. The results indicate the variable is 

stationary at lag 0, as the value for test statistics is less compared to critical value at 

1%, 5% and 10% respectively.  

 

Table 4.5: Stationarity test for Kenya population growth variable, at lag (0) 

Dickey-Fuller test for unit root                                         Number of obs =        79 

Interpolated Dickey-Fuller 

 Test statistics  1% critical value 5% critical value 10% critical value 

 Z (t)            -7.914 -4.086         3.471    -3.163 

 MacKinnon approximate p-value for Z(t) =0.0000 

Data source: KNBS, (2019); KNBS, (2003); KNBS, (2009) 

 

The results from Table 4.5 also recommend rejection of null hypothesis and accept 

alternative as the explanatory variable is stationary at all level of significance. This 

because the critical values -4.088 at significance level 1%, -3.471 at significance level 

5% and -3.163 of significance level of 10% are greater than the test statistics value of 

-4.244. We therefore reject null hypothesis. 
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Table 4.6: Stationary test for Tanzania inflation variable with trend at lag (0) 

Dickey-Fuller test for unit root                                         Number of obs =        79 

Interpolated Dickey-Fuller 

 Test statistics   1% critical  

value 

5% critical value 10% critical value 

 Z (t)            -7.593 -4.086         -3.471    -3.163 

 MacKinnon approximate p-value for Z(t) =0.0000 

Data source: NBS, (2020); BOT (2020). 

 

Table 4.6, at lag 0 is the unit root test for inflation variable is stationary since test 

statics is less than the values of the rest three critical. Hence, we reject null hypothesis 

and accept alternative hypothesis.  

 

Table 4.7: Stationary test for Tanzania-USD exchange rate variable, at lag (0) 

Dickey-Fuller test for unit root                                         Number of obs =        79 

Interpolated Dickey-Fuller 

 Test statistics   1% critical  

value 

5% critical value 10% critical value 

 Z (t)            -3.788 -2.376         -1.665    -1.293 

 MacKinnon approximate p-value for Z(t) =0.0000 

Data source: BOT (2020) 

 

Table 4.7 at lag 1 is the unit root test for inflation variable is stationary since test 

statics is less than the values of the rest three critical. Hence, we reject null hypothesis 

and accept alternative hypothesis.  

 

Table 4.8: Stationary test for Tanzania lending interest rate variable, at lag (0) 

Dickey-Fuller test for unit root                                         Number of obs =        79 

Interpolated Dickey-Fuller 

 Test statistics  1% critical value 5% critical value 10% critical value 

 Z (t)            -9.259 -2.376         -1.665    -1.293 

 MacKinnon approximate p-value for Z(t) =0.0000 

Data source: (Bank of Tanzania (BOT), 2020) 
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Also, Table 4.8 at lag 0, the variable Tanzania lending interest rate is stationarity since 

the test statics is less than the rest three values. We therefore, reject null hypothesis 

and accept alternative hypothesis which states there is stationary. 

 

Table 4.9: Stationary test for FDI variable with drift at lag (0) 

Dickey-Fuller test for unit root                                         Number of obs =        79 

Interpolated Dickey-Fuller 

 Test statistics   1% critical  

value 

5% critical value 10% critical value 

 Z (t)            -7.066 -4.086         -3.471    -3.163 

 MacKinnon approximate p-value for Z(t) =0.0007 

Data source: EAC Secretariat, (2006); EAC Secretariat, (2012) EAC Secretariet, 

(2018) 

 

Also, Table 4.9, indicates that data stationarity on fdi. This is because the test statics 

have proven to be less than the rest three values. Therefore, we reject null hypothesis. 

 

4.3.2 Cointegration test 

The test is important as it determines the long run relations between variables. 

However, assumption that prevails in the test is that, variables must be non-stationary 

on their levels but when you undergo difference, they become stationary (Gujarat, 

2003). As far as our variables are stationary at levels the test is of no use. 

 

4.3.3 Multicollinearity test 

According to Williams et al. (2011) it is the statistical measuring that determine the 

extent on which independent variables correlate with each other. The potential 

problem that appears when independent variable correlates with each other is on 

difficult to determine impact on the dependent variable. Variance inflation factor 

(VIF) test was used to confirm for Multicollinearity with the condition that 

explanatory variables with VIF greater than 10 may jeopardize our result.  
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Table 5.0: Test for Multicollinearity; vif test 

Variable  VIF 1/VIF 

Tanzania EAC intra-Trade 1.32 0.427027 

FDI 1.27 0.475894 

Remittances 1.17 0.703592 

Kenya population Growth 1.25 0.801546 

Tanzania lending interest rate 1.24 0.855966 

Tanzania-USD exchange rate  1.06 0.879073 

Tanzania inflation 1.48 0.957936 

Mean   VIF  1.49  

Data source: BOT (2020); NBS, (2009); EAC Secretariat, (2006); EAC Secretariat, 

(2009); WB, (2018); KNBS, (2009); NBS, (2020); EAC Secretariat, (2012). 

 

As of table 5.0, the VIF test indicates no presence of Multicollinearity between our 

independent variables as our VIF results are below 10 values.  

 

4.3.4 Heteroscedasticity/Homoscedasticity test 

According to Knaub (2007), Ozdemir (2016), and Moreira (2019), these are concepts 

which appear in econometrics, and they explain whether the variance of the random 

variable differs across observation. It is assumed to be heteroscedasticity when the 

variance produces unequal result. Homoscedasticity is the opposite of 

heteroscedasticity meaning variance is equal between variables. Klein et all (2016), 

prescribe the assumption that, in a linear regression analysis, variance should be equal 

(homoscedasticity) so that it doesn’t produce biased results or coefficient.  

 

On their side, Bomani (2013), and Verbeek (2004) found heteroscedasticity 

appearance in time series data/studies can be common as the data are collected in time 

trendiness such as every quarter or years. Such trend can result into large variability 

of data that cause unequal variance. Therefore, the magnitude of the consequences of 

heteroscedasticity is assumed to be minimal in Ordinary Least Square (OLS) time 

series studies because it does not affect coefficients rather on the estimators of 

standard error. Hence, if this is not corrected may affect our decision in selecting a 

hypothesis or result into type ii error. A statistical test, Breusch – Pagan was conducted 

in this study to determine heteroskedasticity.   
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Table 5.1: Breusch – Pagan / Cook – Weisberg test for heteroscedasticity 

Null Hypothesis (Ho): Constant variance (homoscedasticity) 

Alternative Hypothesis (Hi): There is no constant variance 

Variables: fitted values of GDP 

Chi^2 (1) = 0.02 

Prob > chi^2 = 0.0069 

Note:  Probability level = 0.05 

Condition:  if P (chi^2) is less than 0.05 reject the Ho, meaning there is no constant 

variance 

If P (ch^2) is greater than 0.05 you fail to reject null hypothesis, hence there is 

constant variance. 

Data source: BOT (2020); NBS, (2009); EAC Secretariat, (2006); EAC Secretariat, 

(2009); WB, (2018); KNBS, (2009); NBS, (2020); EAC Secretariat, (2012). 

 

Table 5.1 indicates the presence of heteroscedasticity since the chi^2 of 0.0069 falls 

below 0.0068. We therefore reject null hypothesis. To correct this, Gujarat (2003) 

suggests calculation of unbiased standard, that is, robust standard error. Therefore, 

robust standard error is computed as shown in Table 5.5 

 

4.3.5 Autocorrelation 

Gujarat (2003) defines autocorrelation also known as serial correlation as the 

relationship or connectivity between values of error term in an observation given 

different time series. The assumption underlines the term is that, the disturbance term 

related to one observation does not affect or influence the next observation. For 

example, if we are dealing with a yearly time series data and let’s assume the country 

is hit by drought and reduce food production in that particular year, we don’t expect 

that, even next year the output will also be lower. Therefore, the disturbing term in 

one particular observation will only have consequences on that particular period. 

There are mainly three forms of autocorrelation, first is the positive correlation and 

this occurs when the error term in one observation influence positively the error term 

in the next observation. The opposite is the negative autocorrelation.  The third one is 
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when there is no correlation between error such that the disturbance term in one time 

series has no effect into the next one. 

According to Gujarat (2003) autocorrelation is common in time series since the 

economic data are sometimes affected with business circle such as recession. Since, 

the effect of disturbance term can exist for quite some time, it’s likely one error term 

can influence another. Therefore, to reach on a standard autocorrelation that cannot 

jeopardize our regression output, the test statics should range between 0 and less than 

2, otherwise we will encounter estimator biasness. In this study the Durbin Watson 

test is employed to detect for autocorrelation Gujarat (2003).  

Table 5.2: Test Durbin Watson test for autocorrelation 

When test statistic value is (=) 2, then there is no autocorrelation 

If test statics is ranges between 0 and less than 2, there is a positive autocorrelation 

When it is greater than 2 and less than 4, there is negative autocorrelation 

According to the durbin Watson STATA result; 

Durbin-Watson d-statistic (8, 80) = 1.95342. 

 

Data source: BOT (2020); NBS, (2009); EAC Secretariat, (2006); EAC Secretariat, 

(2009); WB, (2018); KNBS, (2009); NBS, (2020); EAC Secretariat, (2012). 

 

From the result of d-Watson in Table 5.2, since the value falls between 0 and less than 

2, that indicates positive correlation, we conclude that the autocorrelation is sufficient 

and can lead us to satisfactory regression output (Gujarat, 2003). 

  

4.3.6 Model specification test 

According to Gujarat (2003) assumes that, for the linear regression model to be useful 

for the analysis it should encounter characteristics of “correctness” and if otherwise 

the model falls into consequences of model specification error/bias. The term 

‘’correctness” is referred as the data used in the model should be logically verified; 

variables captures are relevant in such that they explain the dependent variable; model 
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should make economic sense such that it explains the existing theory; independent 

variables does not correlate with error term; and parameters should be stable. To arrive 

into useful model or “correctness” the model has to be free from omission of important 

variables; there is no unnecessary variable included in the model; and data should be 

stationary. The problem of having specification error/bias are; under fitting model and 

over fitting the model, whereas the first term been the model has omitted some key 

variable while the later the model has included unnecessary variable. Therefore, this 

may lead us to have misleading conclusion on statistical significance of the 

parameters. Hence only, explanatory variables that on theoretically grounds affect 

dependent variables should be included in the model. 

Gujarat (2003) proposes testing of variables to determine specification bias and solve 

the threat before it gives false result. Among measures to be taken is to include the 

omitted variables or drop the unnecessary variable. In detecting model specification 

error, this study employs Ramsey Regression Specification Error Test (RESET).   

 

Table 5.3: RAMSEY test for model specification 

 

     Ho: model has no omitted variables 

    F (3, 69) =    1.25 

    Prob >    F =     0.0531 

Since; Ho:  model has no omitted variables 

Therefore; Hi: model has omitted variables 

Condition:  if P (F) is less than 0.05 reject the Ho, 

If P (F) is greater than 0.05 you fail to reject null hypothesis 

 

Data source: BOT (2020); NBS, (2009); EAC Secretariat, (2006); EAC Secretariat, 

(2009); WB, (2018); KNBS, (2009); NBS, (2020); EAC Secretariat, (2012). 

 

From table 5.3, since our P (f) of 0.0531 is greater than 0.05 we fail to reject null 

hypothesis; hence our model has no omitted variables. 
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Table 5.4: Regression result  

Variable 

Tanzania GDP 

Coefficients P |T| (Sig 5% confidence 

level 

Tanzania intra trade in EAC 774.6208 0.000 Significant 

FDI 46.51955 0.011 significant 

Remittances  49.7381 0.257 insignificant 

Tanzania inflation 41.745 0.002 significant 

Kenya Population growth 420.7474 0.047 significant 

Tanzania-USD exchange rate  -797.459 0.002 significant 

Tanzania lending interest rate -7.509 0.0006 significant 

No of obs                                                          80 R squared.                               0.612 

  F (2, 72)                                                       21.08 

Prob > F                                                        0.000 

Data source: BOT (2020); NBS, (2009); EAC Secretariat, (2006); EAC Secretariat, 

(2009); WB, (2018); KNBS, (2009); NBS, (2020); EAC Secretariat, (2012). 

 

As per Table 5.4, the result output has two parts; the first part is the overall model fit. 

According to Gujarat (2006), the overall model fit is the statistical measure that 

determines how well set of observed data fits (goodness of fit) in a linear regression 

model. The main assumption is to determine how close enough the model is useful in 

practice. The part is presented by; 80 number of observations that been used in study 

for regression analysis. Also, it shows the Prob. > F = 0.0000 in which it indicates the 

overall fit of the regression was very good as it corresponds the below significant level 

of 0.05. The R-square of 0.6125 implied that about 61% of variation on GDP was 

explained by explanatory variables included in the model.  

 

The second part is the parameters estimators, where GDPTZ is the column of 

dependent variable while the independent variables are indicated below it. Coef is the 

short form of coefficient in which they are values that explains how dependent 

variable is affected by independent variable. For each unit change in the independent 

variables, the coefficient indicates the direction and magnitude of change to the 

dependent variables (the interpretation is well covered in the next chapter). The cons 

are the short form of constant implying when all variables are kept constant, the 

dependent value will always change. In our study, the dependent variable GDP will 

change by 5323 units even when all independent variables are at 0.  
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P |t| is the probability of Test statistics and determinant of significant of the 

independent variable. Given that; Null Hypothesis (H0) the independent variable has 

no relationship with dependent variable (not significant). Alternative Hypothesis (H1), 

there is a relationship (significant). Also, whereas probability (confidence) level of T 

statistics is 0.05, condition, reject null hypothesis when P |t| is less or equal to 0.05, 

meaning there is relationship as prescribed in H1 and we fail to reject null hypothesis 

when P |t| greater than 0.05, meaning there is no relationship as explained in H0. 

Therefore, as per table 5.4, with exception of Tanzania remittances received in which 

it is insignificant because its P|t| is above 0.05, all other variables where significant at 

5% confidence level since they are P|t| is below the threshold. 

 

Table 5.5: Fitted Regression result  

*** significant at 1%, ** significant at 5%, * Significant at 10% 

Data source: BOT (2020); NBS, (2009); EAC Secretariat, (2006); EAC Secretariat, (2009); 

WB, (2018); KNBS, (2009); NBS, (2020); EAC Secretariat, (2012). Gujarat (2003) 

 

Table 5.5 is the newly regression output that was estimated by substituting or fitting 

the result of table 5.4. The parameters were tested with different level of confidence 

that is [*** (1%), ** (5%) and * (10%)] to determine their significant (Masogo, 2013). 

The major change between the Table 5.4 and Table 5.5 is on P |t| result, whereas the 

later table is estimating significant for all independent variables at different levels of 

confidence while table 5.4 the default STATA confidence level (5%) is only used. 

Variables                                         

GDP-Tanzania 

 Coef. Robust  

Std.Err. 

t-value  p-value 

Tanzania-EAC intra trade 774.621*** 232.345 3.66 0.000 

FDI 46.520*** 17.817 2.72 0.008 

Remittances  49.735** 43.547 2.08 0.041 

Tanzania inflation 41.745*** 12.806 3.33 0.001 

Kenya population growth 420.747** 208.064 2.04 0.045 

Tanzania-USD exchange rate  -797.459*** 246.268 -2.84 0.006 

Tanzania lending interest rate  -7.507* 2.626 -1.80 0.076 

 Constant 5323.678** 1811.926 2.38 0.020 

Number of Obs.                                                  80                      

Prob > F                                                         0.000                

R-squared.                                                      0.613 
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4.4  Summary of findings 

This section explains the quality of data used and whether it is sufficient, valid, 

relevant, logical and provides accurate outcome. The results generated from statistical 

output indicate that variable data used can lead us into a satisfactory conclusion. This 

is because the eight variables employed were stationary at their original data therefore 

our results are useful and can be generalized to other time series. The explanatory 

variables have indicated no problem of Multicollinearity to jeopardies our results. The 

Breusch Pagan test indicates a presence of heteroscedasticity, however robust 

standard error was calculated to correct this; therefore, we should expect no biasness 

from our results. Moreover, RAMSEY test was used to detect model specification test 

and the output have indicated no omitted variable and this gives more convictions to 

believe that variable included are relevant, and logical and such that they will take us 

to the appropriate conclusion. 
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CHAPTER FIVE 

5 DISCUSION OF FINDINGS 

 

5.1 Introduction 

This chapter presents a discussion of the findings based on the statistical output 

generated in the previous chapter. The current chapter provides an interpretation of 

the findings and ascertains the extent to which our independent variables contribute 

to the GDP of Tanzania.  

 

5.2  Discussion of findings 

With the market size of over 172 million people, free movement of goods is the core 

business within the region, marking the most important aspect in the EAC for creating 

employment, economic activities and social development to member states. Despite 

its importance, the EAC intra trade volume is regarded to be very low compared to 

other region despite its age. The EAC intra trade volume stands at 20%, which is even 

lower than SADC at 46 and EU 67 (EAC Secreatriat 2019). Trade has also been one 

of the important economic activities in Tanzania attracting neighboring countries, 

making it the hub of commodities to other EAC members mostly Kenya, Burundi and 

Rwanda. In 2017 the total Tanzania export to the rest of the EAC stood at USD 

1.1billion with agriculture products accounting for 85% of the total trade (Tuhoye, 

2017).  

 

Based on the regression result on Table 5.5 whereas, the variable, free movement of 

goods as measured by Tanzania intra trade, findings reveal that there is statistically 

significant contribution by the variable to the GDP of Tanzania. The positive 

coefficient of 774.62 of intra variable indicates that, keeping all other variable 

constant for every 1-unit (USD) change in intra trade increases GDP of Tanzania by 

774.62 USD. The findings align with the study by Reenen et al. (2015), who found 

the free movement of goods among members of the EU reducing trade costs and 

makes goods cheaper. Hence, it gives opportunities for business person to trade more 

that creates additional economic activities that cause the overall GDP to increase.  
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The arguments complement the study by Njuki (2016) who determined EAC CMP 

free movement of goods contributed in the economic growth of Kenya compared to 

other tools of EAC CMP. Malefane (2018) also sides with the previous authors 

confirming that, given country size, and different levels of economies, trade openness 

in SACU contribute positively to the economy of Botswana however contribution is 

negative with Lesotho and South Africa. The study by Joash (2017), found that the 

EAC free movement of goods had moderate impact on the economic growth of 

Tanzania and this is due to failure to realize potentials in the community. Also, the 

moderate reaction was attributed with the challenge in infrastructure and failure by 

member states to implement the free movement of goods provisions.  

 

Such positive results are consistent with of the variable free movement of capital 

whereby its measured by FDI. As indicated in Table 5.5 for every 1-unit change in the 

variable results to extra 46.73 units in GDP of Tanzania.  Such findings imply 

Tanzania has received notable FDI inflow from its fellow EAC countries enough to 

create impact on GDP. According to EAC Secretariat (2018), Kenya is among the top 

investor in Tanzania with majority of its portfolio in hospitality, services and 

manufacturing sector. The findings are consistency with Reenen (2015), Thomas et 

al. (2017), and Head (2017). The authors investigated the impact of Britain leaving 

EU famously as Brexit. The studies disclose the importance of free movement of 

capital as it has impact on economic growth in EU member states as it attracts FDI 

and cause increase in economic activities. Therefore, Britain leaving EU is expected 

to reduce economic activities thus decrease economic growth. Such findings are in-

line with Kokko & Blomstrom (2014), who pointed that, Mexico entry into NAFTA 

specifically endorsing free movement of capital significantly attracts Multinational 

Corporation from its counterpart. However, such findings are contrary with the study 

by Njuki (2016) whose conclusion establishes that the EAC CMP free movement of 

capital (fdi) has no impact in economic growth of Kenya as the country receives less 

FDI inflows from its fellow EAC members than what it channels to them. 
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Furthermore, the result of regression output shows the coefficient of free movement 

of labor as measured by Tanzania remittances received from its citizens living in other 

EAC countries, indicate the variable has adverse effect on Tanzania GDP as for every 

unit change in remittances raise GDP by 47 USD.  The results are consistent with 

(Njuki, 2016), whose conclusion posit that free movement of capital and person has 

significant and positive impact on economic growth of Kenya. This view contradicts 

Sutradhar’s (2020) study on the impact of remittances on economic growth in 

Bangladesh, Pakistan, India and Sri Lank for the period of 1977 through 2016, whose 

findings confirm negative effect of remittances on economic growth in Bangladesh, 

Pakistan, Sri Lanka, however, positive in India. The author reveals that, for the foreign 

remittances to have an impact on economic growth the larger proportion should be 

used for productive purpose and generate profit rather than on non-productive purpose 

only.  India was the top remittances recipient among the nation studied with the large 

share invested. Moreover, the effect of remittances can be seen when it is transferred 

on the formal channel such as bank transfer, and if transactions are carried in improper 

channel that can account for a small amount in record than the original figure. Such 

results are also supported by (Mintah, 2015) who presents a positive relationship 

between foreign remittances and economic growth of Ghana. 

 

The reports by UNCTAD (2012; 2018) state among the problems which impede 

foreign remmitances in LDCs as the absence of financial inclusion, high transaction 

cost, lack of systematic and reliable data as mostly of the transaction are conducted 

informally. According to the study conducted by (Ahmed & Zarsozo, 2015) high 

transaction cost will either discourage migrant sending money back home or they will 

use the informal method. 

 

The regression analysis of this study as presented in Table 5.5 show that, several 

control variables were added so as to avoid model specification consequences and also 

to explain the effect of these variables to the dependent variable GDP. Among the 

variable is the inflation of Tanzania. The control variable at 1% levels of significance 

indicated significant influence on the dependent variable GDP, such that, a one 
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percentage change in inflation leads to 41 USD increase in nominal GDP. Such 

finding concurs with the study of Akinsola & Odhiambo (2017) who found inflation 

has a positive relationship to the variable nominal GDP. On his side Madurapperuma 

(2016) finds in short run that the stable and modest inflation cause positive impact to 

economic growth, however, it is opposite in the long run. 

 

The study by Hasanov (2011) who sought to determine the relationship between 

inflation and economic growth in Azerbaijani economy for the period of 2000 through 

2009 concludes that there is the positive relationship between inflation and economic 

growth but only if the inflation is below 13%, and when it is above such threshold 

there exist a negative relationship. The caution is in line with the study “effect of 

inflation on economic growth and on its macroeconomic determinants” by Khan 

(2015) who found significant relationship between inflation and economy output, 

however, the relationship is negative when inflation is higher. The findings concur 

with the study of Ndoricimpa (2017) who sought to determine the effect of inflation 

on economic growth in Africa. The study observed that an inflation threshold varies 

between countries depending on its level of economy. The findings suggest that the 

threshold of inflation above 9% for low incomes countries is detrimental to the 

economic output. 

 

For almost 25 years there has been a tremendous growth in Kenya’s population 

(KNBS, 2019). Such expansion not only increases country’s labor force but also 

increases country’s market size. According to TRA (2020) and BOT (2020) for a long 

time, Tanzania and Kenya have continued to enjoy outstanding trade relation with 

each other, with Kenya being among the top investor and the major importer of 

Tanzania products. Regarding the impact of Kenya’s population on Tanzania GDP, 

regression output in Table 5.5 indicates the existence of a positive relationship 

between the variables. The relationship is confirmed with the significant level of 0.045 

that is below the required threshold of 0.05. The positive coefficient implies for every 

unit change in the population of Kenya result into 420-unit change in GDP of 

Tanzania.  
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The findings are in line with the study by Dao (2012) who examined the economic 

effect of population to the growth of the economy, particularly on a sample of 43 

developing countries. The study findings revealed that the population growth has a 

linear positive relation to the growth rate of GDP. Furthermore, an empirical analysis 

on the impact of population growth to the economy and poverty reduction in Uganda 

Klasen and Lawson (2007) revealed that a higher population growth has a significant 

impact to the general economic conditions to the country, particularly to the GDP and 

the overall rate of poverty reduction. This simply implies that that, a subsequent 

growth in population is highly linked to the poverty reduction and per capita growth. 

 

As the crucial determinant of exportation and importation, the regression output in 

Table 5.5 indicates that at 1% there exists a significant relationship between exchange 

rate and economic growth. However, the relationship is negative. From the result, it 

implies that, as the value of Tanzania shilling loss value against USD reduces the GDP 

by 797 USD. This is because depreciation makes importation expensive and 

exportation cheaper. Since, the country depends largely on importation especially on 

products such as equipment & machinery and oil (take a large share of importation), 

it channels the large share of financial resources outside the country. That additional 

cost channeled outside due to loss in value would have been invested in the country 

and increase output. The findings are in line with Khondker (2017) who determined 

the effect of exchange rate on economic growth in Bangladesh. The author found that, 

in short run there exist a negative relationship between exchange rate increase and 

GDP. The results are in line with Rambeli (2017) who found that exchange rate 

depreciation might have a positive relationship with GDP in a middle income and 

developed economies (that export largely). However, it has the negative implications 

on Less Developed Economies (LDC) as they depend largely on importation than 

exportation 

 

Economic activities are stimulated by the ability and easiness to secure additional 

financial resources to boost them. Financial intermediaries play a great role on this 

helping those in need (borrower) such as investors access the fund. This study ought 
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to observe whether the interest rate as a control variable creates any influence to our 

primary variable specifically GDP. The 90% confidence level on the regression output 

in Table 5.5 firstly indicates a significant relationship between lending interest 

variable and GDP; secondly, the direction is negative such that keeping other factors 

constant for every one-unit change in the lending interest rate in Tanzania reduces the 

GDP by 7 USD. The result concurs with the study by Mutinda (2014) on the effect of 

lending rate on the economic growth of Kenya, that, the interest rate has negative 

relationship with the overall growth of the economy. This implies an increase in 

lending interest rate decrease the overall growth of the economy, similar to Jelilov 

(2016) who found that a lower interest rate increases investment that cause spillover 

in the country’s economy. 
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CHAPTER SIX 

6 SUMMARY, CONCLUSION AND RECOMMENDATIONS 

 

6.1 Introduction 

This chapter presents the summary, conclusion, recommendations and limitations of 

the study based on the findings results. The chapter has three main sections; whereas 

the first section presents summary and conclusion, it is followed by the author’s 

recommendation and the study limitation. 

 

6.2 Summary  

EAC was established to create mutual economic benefits to the member states. The 

community aims at political federation whereas now is implementing common market 

protocol with the monetary union protocols already being signed. Therefore, this study 

aimed to investigate whether the EAC CMP third stage has played a role in the GDP 

of Tanzania as the bloc moves to the next stage (monetary union). To underscore this, 

the study employed Multiple Linear Regression Model to estimate the contribution of 

the EAC CMP to the GDP of Tanzania from 2000 to 2019 using time series analysis. 

The study analysis was conducted on five EAC countries, Tanzania, Uganda, Rwanda, 

Burundi and Kenya leaving aside South Sudan that joined the bloc in 2016 (EAC, 

2017). 

 

Based on the study findings, the author concludes that EAC CMP tools, free 

movement of good as it was measured by intra, free movement of capital measured 

by fdi and free movement of labor measured by rem both contribute positively to the 

GDP of Tanzania. The notable significant indicates any disruption in the 

implementation of EAC CMP have consequences to Tanzania’s economy. The 

findings support the theory of Gravity model that emphasize on the removal of trade 

restriction between neighboring countries and cause trade creation. Also, the Neo-

classical growth considers the existing relationship between trade openness and 

economy growth because trade openness allows flow of skills and technology that act 

as exogeneous factor and catalyst input to economic growth. 
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6.3 Conclusion  

Based on the findings, regional trade blocs create a major avenue for members to 

enlarge their GDP and enhance their economic competitiveness in the global. The 

developing countries have so much to gain from trade blocs ranging from wider 

market for their products, knowledge and skills transfer, capital movement, and 

moreover, a wider source of raw materials. Among the EAC CMP implementation 

challenges observed in this study are; presence of non-tariff barriers (poor 

infrastructure); few and poor financial institutions (which make the practices of 

sending money within the region be largely conducted informally); trade conflicts 

among members states; and low awareness of citizens on the EAC CMP opportunities 

(Njuki, 2016). 

 

6.4 Policy implications and Recommendations 

Despite the positive contribution of the independent variables to the GDP of Tanzania, 

the country has potential to yield more benefits through them by adopting the 

necessary measures to erode the restriction that impede the smooth operation of EAC 

CMP. As such, this study recommends the following; 

 

i. Tanzania as the largest country in EAC in terms of size has comparative 

advantage on agriculture product due to the availability of a vast arable land. 

Its political stability and the fact that it borders all the EAC members is an 

added advantage. Such advantage places the country as the food basket to 

other member states. Despite this, Makame (2015) points that majority of 

Tanzanians lack awareness on the opportunities available through the EAC 

CMP. Therefore, there is need by the authority of Tanzania to enable policy 

reforms that will create awareness to its citizens to utilize the available trade 

opportunities in the bloc and to increase exportation. The awareness will create 

more trade deals with the counterpart, in such a way, they will create 

meaningful impact to the GDP and cause additional FDI. Also, emphasis 

should be kept on value addition to the product that are exported by Tanzania 

to the rest of EAC members. 
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ii. Moreover, EAC members should endeavor political solidarity so as to avoid 

conflicts that may affect the implementation of EAC CMP free movement of 

goods and capital. There have been notable trade disputes especially between 

Tanzania and Kenya; and Uganda and Kenya. Such conflicts have been 

associated with quality issues, industry protectionism and failure of one of the 

countries to observe the rule of origin. The conflicts bar free movement of 

goods and people on the borders that halt the implementation of EAC CMP 

tools that would have created impact on member states’ economies. Also, the 

security conflict between Uganda and Rwanda; Burundi and Rwanda; Burundi 

and Uganda create such tension which deteriorates the relationship between 

them and consequently a series of border closure between them. 

 

iii. Also, member states should strive to ensure non-tariff barriers (such as poor 

infrastructure) are eliminated to avoid unnecessary delay when moving goods 

across members. 

 

iv. On unrecorded data and transactions, government should enhance policies that 

increase exchange to be conducted in a formal wa, policies that encourage 

people to use financial institutions to improve social environment inclusion. 

This will attract people to use financial institutions to send money 

(remittances) while maintaining economic growth.  

 

v. The EAC legislative assembly and secretariat should come up with the fast 

mechanism to settle a trade dispute that arises between members so that they 

don’t take any longer time enough to affects intra activities. 

 

vi. To reap more benefits, Tanzania policy makers should put much emphasis on 

industrial competitiveness, innovation and technology. This will create more 

benefits to the goods produced in the country making them more competitive 

in the region. Moreover, innovation and technology increases quality by 

making goods unique and reducing cost of production. 



60 

 

vii. Promotion of friendly business environment: Tanzania should ensure easiness 

of doing business in the country is encouraged by setting less stringent 

regulations in order to attract more FDI creating friendly rules to the existing 

business and recognition of entrepreneurship ambitions.  

 

viii. Lastly on control variables, for Tanzania to continue experiencing good 

performance in the EAC, it should design policies that are capable of 

enhancing control variables that elevate exportation, output (GDP) and 

economic growth in general.  Among others, government should keep inflation 

moderate and regulate exchange rate to avoid depreciation. The government 

should also boost exporting oriented sectors by designing policies that reduce 

interest rate to speed off growth in such sectors.   

 

 

6.5 Limitations of the study  

No study lacks limitation therefore, this study was faced with the following 

limitations.  

i. Data accessibility, the study was faced with a challenge on accessing some of 

the data through open sources. To manage such a challenge, the researcher had 

to contact the EAC Secretariat in Arusha through telephone and email in order 

to obtain them. Due to this initiative the researcher was able to receive the 

requested data that enabled to work on this study satisfactory.   

 

ii. Time delay, this was observed during the time before the response from EAC 

Secretariat in order to obtain some of the data. As of this, the researcher was 

unable to submit the report within six months as per University timeline, 

however the researcher was able to do so within the extension time that was 

offered by the University. 
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6.6 Areas for further studies 

i. The study was conducted using Ordinary Least Square Model, to seek the 

relationship between variables, therefore other studies on similar topic should 

employ other models such as Gravity Model, and Panel Data model to prove 

the results. 

 

ii. In furtherance, this study recommends other scholar should expand the scope 

to other provisions of EAC CMP not captured in this study especially on the 

contribution of free movement of services to the GDP of Tanzania.  

 

iii. Additionally, due to the outbreak of COVID 19 practitioners should consider 

a case study on the impact of COVID 19 on the implementation of EAC CMP 

provisions.  
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