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Background and Problem (1/7)

Economic diversification, an important source of resilience to external
macroeconomic shocks and development for low-income countries
(Berthélemy, 2005; Caselli et al., 2015)

Diversification is a source of economic growth, structural
transformation, and sustainable development (Freire, 2019).

Economic diversification means an economy’s productive structure is
dispersed into a large number of activities that differ from one
another like goods and services produced (Berthelemy, 2005).
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Background and Problem (2/7)

Export diversification is still relevant in SSA, especially in a context
where exports are still dominated by commodities, and is a priority on
national, regional and international development agendas (Agenda
2063, SDG).

Despite the downward trend in the export concentration index in SSA
in recent years, the level is still high compared to other regions.
Indeed, over the period 1996-2020, SSA has an average concentration
index level of 0.466 meanwhile it is less than 0.1 in eastern and
southern Asia, in Norther America and in Western Europe.
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Background and Problem (3/7)

The world economy is increasingly characterized as a service economy
that takes an important proportion in international trade.

Services are almost invisible in the exploration of the determinants of
economic diversification (UNCTAD, 2020; WTO, 2020).

The WTO’s 2019 report that services are now the largest and most
dynamic component of both developed and developing country
economies (accounting for more than 60% of global output and
employment, although about 20% of total trade).

The share of developing economies in world trade in commercial
services was 34% in 2017 (WTO, 2018).
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Background and Problem (4/7)

Definition of Trade in services

Breinlich et Criscuolo (2011)
TiS as transactions in services between residents and non-residents of an economy

GATS (1994) classified TiS according to the mode of supply :

Mode of supply (GATS)

1 Cross-border supply

2 Abroad consumption

3 Commercial presence

4 Presence of natural persons

Catteneo et al. (2010), Su et al. (2020)
With reference to the GATS, define trade in services as all transactions in basic services including mainly

communications, financial intermediation, and transportation, while trade in non-basic services includes most other

categories of services.
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Background and Problem (5/7)

The gap in the literature on export diversification and trade in
services

Empirical and analytical studies on diversification have long focused
on the structure and dynamics of trade of tangible goods.

Empirical findings (Agosin et al., 2012; Cadot et al., 2011; Elhiraika
& Mbate, 2014; Fosu & Abass, 2019) show that diversification is
determined by various factors that influence the long-term behaviour
of the export structure of a country or region.
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Background and Problem (6/7)

The premises of the theoretical foundations on the contribution of
services to real activity (Smith, 1776; Baumol, 1967; Fuchs, 1968)

As Francois and Hoekman (2010) fingered out, the majority of
research on services focuses more on liberalization in the services
sector as well as the literature gives credit to trade and FDI in
services. Meanwhile studies on the contributions of international
services flows to world output and export patterns are even less visible

Bouraima Sawadogo GTAP 25th Annual Conference June 08, 2022 8 / 22



Outline Background and Problem Objective Methodology Results Conclusion

Background and Problem (7/7)

Contribution to literature

The study intervenes in the context where there is a need of empirical
investigation on the relationship between between trade in services
dynamism and exports diversification in SSA.

We study the effect of the dimensions of trade in services on export
diversification. This allows us to have an holistic and specific views of
contribution of trade in services in to export diversification.

We also highlight the role of tourism sector in to the export
diversification in SSA.
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Objective

The objective of the paper is to identify the dimensions of trade in services
that promote exports diversification in SSA
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Methodology (1/4)

Data and sources

We used secondary data collected from some data bases :
1 World Development Indicator (WDI) (2021)
2 Pen World Table (PWT)(2021)
3 UNCTAD database (2021)

Data are unbalanced panel data covering 48 SSA countries over the
period 1996 - 2020
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TiS Trends

Evolution of export of services in SSA

Evolution of import of services in SSA

Evolution of HHI in some regions

Average tourism export in SSA

Source: Authors’ construction, data from UNCTAD(2021) and WDI(2021)
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Empirical specification 1/2

Export diversification measure

There are several indices that capture export diversification: warhead
index (Attaran & Zwick, 1987; Hammouda & Ben, 2006), the entropy
index (Attaran & Zwick, 1987; Berthélemy, 2005), the
Herfindahl-Hirchman index (Agosin et al., 2012; Berthélemy, 2005;
Hammouda & Ben, 2006), the aggregated specialization index
(Berthélemy, 2005; Dadush & al., 2020; Hammouda & Ben, 2006)
and the export ubiquity index developed by Hausmann & Hidalgo
(2012).
In this study, we use the normalized Herfindahl-Hirchman index (HHI)
to measure the degree of exports concentration
HHI is preferred because it is both the simplest to program and the
most frequently used in the literature on export diversification
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Empirical specification 2/2

Model specification

In this empirical exercise, we estimate the following equation: Agosin
et al. (2012) ; Berthélemy (2005) ; Elhiraika & Mbate (2014) ; Fosu
& Abass (2019) ; Hammouda & Ben (2006) ; Hausmann & Hidalgo
(2012) ; Hausmann & Rodrik (2003) et de Imbs & Wacziarg (2003)

EXCOMit = λ0 + λ1EXCOMit−1 + λ2TSit + λj

∑
Xit + ηt + µi + εit (2)
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Estimation strategy

We have a panel of 48 countries that is covered over 25 years (1996 - 2020).
Thus, the number of countries (N) is greater than the number of years (T).
We can use OLS with FE or RE but their use can generate biases results
(Heterocedasticity and auto-correlation).

Therefore, GMM method is used for several reasons:

Roodman (2009) explains that GMM in difference (Arellano & Bond, 1991)
and GMM in system (Arellano & Bover, 1995) are suitable general
estimators for these cases.

It is established empirically and theoretically (Caselli et al., 2015; Gnangnon,
2020, Elhiraika and Mbate, 2014; Fosu and Abass, 2019), a phenomenon of
endogeneity exists between trade openness, endowment in natural
ressources, trade in services and diversification.

The fact that finding instruments is not an easy task, we use the lag of
interest variable to solve the issue of endogeneity,

The dynamic character of the dependent variable explains also the use of
GMM
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Results (1/3)

Effects of trade in services on export diversification

Positive effect and significant

1 Services total export

2 Transport services export

3 Travel services export

4 Insurance services export

5 Financial services export

6 Use of licenses and intellectual
property export

7 Business services export

8 Tourism export

Positive effect and non significant

1 Construction services

2 ICT Services

3 Creative economy
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Results (2/3)
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Results (3/3)

Robustness check of results

we perform additional estimations by changing the dependent variable

We use the Theil index of export diversification from the International
Monetary Fund (IMF) database instead of the UNCTAD HHI index

TIit = δ0 + δ1TIit−1 + δ2TiSit + δjXit + ϑt + τi + εit (3)

Our results are robust because the results of the estimates with Theil
index confirm our previous results out then making the variables that
were not significant to significant except for the ICT services export
which remained non significant.
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Robustness check of results
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Conclusion and Policy Recommandation (1/2)

The analysis of the theoretical foundations of the relationship between
trade in services through its different components and export
diversification led us to resort to empirical method to identify the
dimensions of trade in services that promote diversification.

The GMM in system is used as an estimation method.

Econometrically, all our instruments are validated according to
Hansen’s instrument over-indexing test. The results obtained
corroborate the economic theory.

The results show that total export of services, export of transport,
travel, insurance, financial, license and creative economy services and
tourism promote export diversification in SSA.
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Conclusion and Policy Recommandation (2/2)

Based on these findings, it is important for SSA countries to:

Adopt policies and strategies to drain the development of services
economy to high-skilled services with a strong contribution to
diversification.

Strengthen national strategies for the development and modernization
of the tourism sector as a lever manufacturing sector development
and economic diversification.
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Final Words

THANKS FOR YOUR ATTENTION!
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