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Abstract

This paper aims to provide an analysis of Tanzania’s position within the integrated global
economy, particularly through its participation in Global Value Chains (GVCs), focusing on
the services sector. In recent years, data shows a consistent increase in the share of services
in Tanzania’s GDP, with sub-sectors such as transport and communication, finance, and
insurance among the fastest-growing. However, despite the expansion of the domestic
services sector, the share of trade in services as a proportion of GDP declined from 13% in
2011 to 9.5% in 2022, highlighting a disconnect between domestic services growth and
international trade integration. This study integrates traditional intersectoral linkage analysis
- using the 2015 and 2019 input-output tables - with an assessment of the role of services
trade in Global Value Chains (GVCs), drawing on data from the GTAP-Africa database.
Additionally, the study utilises trade-in-value-added (TiVA) data to explore patterns of
dynamic structural change and the evolving nature of deindustrialisation in Tanzania. The
results indicate that the Tanzanian economy is highly dependent on the services sector, which
accounts for approximately 43% of total output. Regarding forward linkages, the economy
relies significantly on transport and trade-related services to support other sectors.
Furthermore, similar to the primary industry, the services sector shows a high share of
domestic content in its exports, with nearly 80% originating from within the country. This
suggests a strong dependence on local labour and domestic inputs, contributing to a higher
domestic value added to Tanzania’s export composition. The analysis reveals that domestic
services contribute an average of 27.9% to Tanzania's total exports, while foreign services
account for 13.7%. This indicates that Tanzania’s exports are primarily driven by natural
resource-based and agricultural products, which tend to have relatively high domestic value
added.
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1 Introduction

Despite considerable investment (NBS, 2012'; BOT, 2024% KPMG, 2023°). Tanzania has not
made significant progress in achieving inclusive growth-enhancing structural transformation
since 201 |, and more broadly, the last 40 years or so. In terms of sectoral transitioning, the
economy has prematurely deindustrialised, with manufacturing’s contribution to gross
domestic product (GDP) declining from | 1.4 per centin 1972 to 7.8 per centin 2021 in favour
of services (and mining). Furthermore, a remarkable economic growth performance achieved
in the last decade was accompanied by an average annual labour productivity growth of about
4.1 per cent. More than three-quarters of this labour productivity growth is accounted for by
structural change; (Ellis et al., 2018%. The remainder is largely attributable to within-sector
productivity growth in agriculture. The growth attributable to structural change is almost
entirely explained by a rapid decline in the agricultural employment share and an increase in
the non-agricultural private sector employment share (Diao et al. 2016)°. However, two-
thirds of employment growth in the private non-agricultural economy is characterised by small
and mostly informal firms or individuals in low productivity, low innovation and limited growth
sub-sectors, including trade services (Ellis et al., 2018). Trade services include retail, wholesale,
and the food and beverages trade, which in Tanzania comprises the biggest share of the
informal sector, making up fifty-five per cent of the informal business (Steiler, 2021°). Although
these service sectors positively affect overall labour market structure by absorbing labour
from agriculture in Tanzania, their inherent value addition is minimal, thus limiting their savings
and expansion potential.

The potential of the services economy and trade for economic transformation, growth,
poverty eradication and job creation are recognised in successive development blueprints in
Tanzania, including in its long-term perspective plan (2010/11-2024/25) and the forthcoming
national development vision to 2050. In Tanzania, data shows that the share of services in
GDP is growing, and some service sub-sectors such as transport and communication, finance,
and insurance etc. are among the fastest growing and often incur cross-border transactions;
however, many countries focus on manufacturing goods or non-tradable services only.

Cross-border trade in services, especially observed in commercial services (i.e,
communications and information technology, finance and other business services, which
mainly relate to business consultancy), is on the rise mainly due to digitalisation. Nevertheless,
there is limited analytical attention to the increased role of services in global value chains
(GVCS) and their interconnectedness with the downstream industries. Services are often
domestically produced and then exported indirectly into other goods (or services) at the final
stages of the value chain or exported as a final good.

The expansion of global value chains over the past two decades has increased the gap between
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export value and domestic value-added, reducing the relative contribution of exports to the
country’s economic growth, particularly in Africa (REPOA, 2022”;Chung, 2015°). Thus,
policies now need to target creating value-added rather than increasing gross exports and
focus on enhancing the competitiveness of input and production activities. In particular,
regulatory reform must take place in the service sector to eliminate unnecessary obstacles to
competitiveness.

The main purpose of this paper is to provide a broad picture of the level as well as the change
in Tanzania’s position in the integrated world through the Gross Value Chains (GVCs) with a
focus on the service sector. Not only for policy implications, studying the Tanzania experience
is interesting, as Tanzania is representative of small open economies that rely largely on trade.
In particular, it has been involved in global supply chains since independence as a core strategy
for its economic growth. Despite this long history, the country is deficient in the relevant
statistics on how much Tanzania has engaged in vertical linkages across countries and the
consequences of such engagement.

2 Methodology

Applying several methods suggested by Johnson and Noguera (2012)° and Timmer et al.
(2013)'° and using different databases (GTAP Africa, Input-Output Tables for Tanzania), this
study specifically calculates GVC-related measures: value-added in exports, domestic value
added in exports, foreign value added in exports, services in value-added, decomposition of
service sector, and etc. We then use these measures to gauge the degree of participation by
Tanzania industries in GVCs. Furthermore, we analyze the compositional changes in value-
added aspects in the Tanzanian industries.

First, we apply a national-level sectoral input—output (IO) model (based on the 2019 Supply
Use Tables) to analyse the linkages between service sub-sectors as well as between the total
service sector and other sectors of the Tanzanian economy.

For the computation of inter-sectoral linkages disaggregated by backward and forward
linkages, we used the 2019 IO table for Tanzania, employing the Hypothetical Extraction
Method (HEM) and Partial Extraction Method (PEM) based on Dietzenbacher and van der
Linden'".

Second, to examine how services affect downstream sectors focusing on the existence of
Global Value Chains (GVCs'?) and analysis of trade-in-value-added data to help understand
dynamic structural change and deindustrialization we apply the GTAP Africa database.

Although different databases of global |IOT have emerged in recent years, we believe the
GTAP data offers a balance between quality and country coverage, making it more suitable
than other alternatives for our purposes. Other databases differ in their coverage of countries,
sectors, and years as well as in overall accuracy.
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The GTAP Africa database includes 42 African countries that are integrated into Sub-Saharan
African (SSA) countries, and 7 regions (Oceania. East Asia, South and Southwest Asia, North
America, Latin America, Western Europe and Middle East, and the Rest of the World. We
map 65 sectors into 24 sectors with the highest disaggregation of the services sector. Finally,
we split GTAP Africa into Tanzania IOT, SSA — IOT, Other Regions (OR) — IOT, and ROW.

We assume that a world made up of only 4 regions (such as Tanzania, SSA, OR, and ROW),
each with 24 sectors is used to calculate foreign value added (FVA) and domestic value added
(DVA), as well as other concepts. We will add the East African Community as a part of the
GVCGCs analysis.

3. Decomposition analysis of services trade (including exports) to establish
Tanzania’s trade profile

3.1 Evolution of service sub-sectors growth

The service sector in Tanzania has continued to be a dominant sector in the economy,
recording the highest share of value added (VA) since the 2000s. During this period, the share
of agriculture in VA recorded a marked decrease from 44.1 per cent in 2000 to 32.6 per cent
of VA in 2001, while the share of services increased from 40.6 per cent to 48.3 per cent of
VA during the same period (Figure 1) showing signs of structural transformation. Services
sector growth that was sustained between the 1990s and 2012 was followed by a period of
deceleration, as industry and construction sector shares recorded an increasing trend. The
growth of the industry and construction sector is attributed to the rapid expansion of the
construction sector due to massive public investments in road, railway, air, and energy
infrastructures. However, the year 2023 witnessed a divergent trend of services and industry
and construction sectors, as the share of services started to pick while that of industry
exhibited a slow decline.

Figure |: Evolution of sectoral shares as a percentage of value added, 1992 -
2023

13 However, it is important to note that these sectoral contributions are affected by GDP rebasing for different
years 1992, 2001, 2007 and 2015.
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Over the last decade, 2012 - 2023, the services sector recorded an average annual growth
rate of 5.9 per cent. The highest growth rate was 9.3 recorded in 2014 before slowing down
to 4.3 per cent in 2020 due to the COVID-19 pandemic shock. As of 2023, the sector grew
at an average rate of 5.8 percent, showing signs of economic recovery from the external
shocks (NBS, 2024)".

In Tanzania, few services sub-sectors, wholesale, retail trade and repairs; transport and
storage; public administration and defence; financial and insurance; and real estate significantly
contribute to the country’s GDP. In 2023 these sub-sectors share to GDP were 8.5, 7.8, 4.3,
3.8, and 2.8 percent respectively. Nevertheless, service sub-sectors with the highest growth
potential include Arts, entertainment, and recreation which grew from an average rate of 7.1
percent in 2013 to the highest 19.4 percent in 2021, before slightly decreasing to 7.7 percent
in 2023 (Figure 2). Similarly, financial and insurance activities recorded an impressive growth
from -1.1 percent in 2013 to the highest 12.2 percent in 2023. Accommodation and food
services also witnessed a higher growth rate rising from 0.9 percent in 2013 to 8.3 percent in
2023 due to a booming tourism sub-sector.

Figure 2: Average Annual Rates of Growth of Services sub-sectors GDP at 2015
prices

14 https://www.nbs.go.tz/statistics/topic/annual-national-accounts-publications
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3.2 Tanzania’s Services Trade Overview

Tanzanian service exports reached an all-time high of TZS 14,973 billion (USD 6.3 billion) in
2023, increasing by 36.7 per cent from 2022. For about two decades, since 2001, Tanzania
recorded a services trade surplus, which has been increasing over time. There was a moderate

setback during the COVID-19 period owing to the slowdown of travel and tourism activities
(Figure 3).

Services imports fell to TZS 5549.8 billion (USD 2.3 billion) in 2023 from its high of TZS
5165.6 billion (USD 2.6 billion) in 2015 (Figure 1). Despite the increasing trend of imports
over the last years, exports growth has significantly outpaced imports growth even during the
pandemic period.

Figure 3: Trade in services, 1999 - 2023
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over the last 20 years,
with the share of travel decreasing from 82.7 per cent in 1999 to 55.1 per cent in 2023.
Transportation share increased from 9.6 per cent to 39.6 per cent during the same period,
while that of other business services increased from 3.8 per cent in 1999 to 10 per cent in
2015 before slowing down to 4.9 per cent in 2023. Major service exports in Tanzania are
travel and transportation which made up about 86 percent of total exports in 2023.
Communications services exports show a consistent declining trend from 4 percent in 1999
to 0.4 percent in 2023 (Figure 4). Exports of computer and information services started to

gain momentum in 2020 following the COVID-19 pandemic (Appendix Al).

Figure 4: Share of major industries in top 4 major exports
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Over the last 20 years, the structure of services imports has recorded substantial changes.
Figure 5 shows that the share of transportation increased from 26.9 per cent in 1999 to
almost a third of total service imports, at 61.6% in 2023, while travel services that constituted
the largest share of imports in 1999 decreased from 52.2 percent to only 19.5 percent in
2023. Other sectors with significant imports include other business services whose
contribution decreased by 7 percentage points while the share of insurance services increased
by 4.8 percentage points between 1999 and 2023. The structure of Tanzanian services trade
is similar to most countries in the world, with transportation, travel and other business
services dominating.

Figure 5: Share of major industries in top 4 major imports
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Tanzanian services exports, particularly for transportation and travel sub-sectors, are
comparatively higher than most Eastern African countries (Figure 6). In 2023, Ethiopia
recorded the highest transportation exports, and Tanzania recorded the highest exports in
travel services compared to comparable countries in the same year. This shows the potential
of the travel sub-sector, which is mainly composed of tourism activities, in driving Tanzanian
exports and overall economic growth.

Figure 6: Services exports by category for selected Eastern African countries,
2023
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3.3 Inter-Sectoral Economic Linkages in the Services Industries

We begin our analysis by first identifying the sectors that, from a linkages point of view, are
key to the overall economy. Second, shifting focus towards sub-sectors of services, we
pinpoint those sectors that closely interlink with this sector. Third, we zoom in for an in-
depth examination of the identified significant inter-sectoral linkages by conducting P-HEM
analyses on those sectors that were found to be key to the services sector.

We first conducted a P-HEM analysis on the Tanzanian economy, partially extracting each
aggregated economic sector to understand their respective importance for the economy from
the perspective of production linkages. This exercise resulted in 8 sectors showing as key to
the Tanzanian economy. These sectors are depicted in Figure 7.

Figure 7. Most Linked economic sectors to the total output and GDP at basic
prices in Tanzania, 2019 (in percentage)
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Based on the P-HEM analysis, the total services sector is partially extracted to identify the key
sectors that exhibit the strongest backwards and forward linkages with the services sector.
Eliminating the total services sector, 43% of the total output in the economy was lost,
approximately 105,515,565 million TZS (USD billion 38.4). Eliminating the total services from
the economy is reflected in all sub-sectors of the economy (Figure 8). This means that the
economy is highly dependent on services.

Figure 8. Sectors’ Output Reaction to eliminating the total services sector
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partial extraction of services.

Source: Author's calculation based on the 2019 IOT for Tanzania

The gross value-added loss is 62,138,052 million TZS (USD billion 22.6), which amounts to
42% of their GDP. This implies that the services sector is a key sector in the Tanzanian
economy (Figure 8).
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Source: Authors calculation based on 2019 IOT for Tanzania

In terms of forward linkages or downstream participation, aside from the total services
sector, the sector with the highest output loss is trade and transportation (land) industries
suggesting that the services sector heavily relies on this sector for intermediate sales. The
total services sector also has high forward dependence as it makes up 50% of its GDP
(Figure 10).

Figure 10: Forward linkages or downstream participation of the service sector in
the Tanzanian economy
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In order to understand the decomposition of the Gross Value Added of services sectors
we apply the VBY approach. At this stage, we extracted the transport sector only. The
results show that the total gross value-added loss of the transport sector is TZS 15,754.5
billion, 10.5% of the 2019 GDP. This means that the value added of the total transport

sector constitutes 10.5% of GDP (Figure I1).




Figure | 1: Decomposition of the Gross Value Added of the transport sector
Source: Authors calculation based on 2019 IOT for Tanzania
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The effect on the Tanzania’s GDP is mainly brought by the direct linkages to the total
trasport sector. A small percentage of the losses are attributed to the lost transactions
(indirect effect) between other sectors (Figure 12). This means that the transport sector
is important to the economy as it is heavily interlinked with the other sectors, both
forward and backwards.



Figure 12: Decomposition of the Gross Value Added of the transport sector using forward and backward linkages and direct
and indirect effects (fragment from the 2019 10 model)

Decomposi

GVApss = FL + BL — DC + Indirect

Decomposition

value £ Gpp
GVA Loss (15,754,574) GVA Loss Direct Effects (13,707,190) -9
= (238,739] Indirect Effec (2,047,383) -1
c2 (63,368) (11,950,825) Forward Linkage (FL) GVA Loss (15,754,574) -11%
c3 (17,584) (1,736,935) Backward Linkage (BL)
= (622) 5,980,569 Double-count (DC)
&= (51,671) (13,707,190)
6 (92,246)
o7 (7.164) (2,047,383) Indirect effects
8 (53,543)
9 (13,766) vBY c1 c2 c3 c4 o5 6 o7 8 c9 c10 c11 c12 c13 c1a c15 c16
c10 - c1 21,743,089 14,386 47,018 144 464 47,020 8688 | 2,837,247 | 635045 | 166931 | 382763 | 178,419 47,442 1,281 2,985 (421))
c11 (5,710) c2 110,066 | 2234676 23,855 103 778 23,00 4,012 40,013 9,202 2,255 2,200 2,802 741 10,805 646 (16)
c12 (19,050) c3 14,704 1501 | 2,070,569 5 18 2270 350 | 144,432 20175 585 426 3,875 5271 55 110 (16)
c13 (118) c4 62 1 1 10,139 o 62 18 43 61 3 2 3 1 0 0 ©
c1a (3,081) o5 7,389 211 629 72 19,262 7.265 858 7,071 5102 1,901 612 2146 382 163 302 (23)
cl. (6.948) 6 46,580 990 3.260 17 39 | 5049.266 456 9,750 38,137 3,527 1,040 1788 295 146 93 a2)
1 (12,024 o7 3,060 63 204 1 a8 35.413 298,702 768 25516 228 0 123 30 11 7 @)
oL 8 98.418 7.021 22,030 34 145 13.946 2,733 | 2.201657 | 136,075 3,587 2388 17.867 23,870 277 881 (31)
cl. c9 826 65 156 1 F) 560 51 790 | 684,070 178 19 12
c19 c: N N N - B N , - - 225182 , , , , , ,
c20 c 5463 683 3883 19 169 26 2.44 1,167 127 | 225149 61,60 841 21 75 [
c21 c 15.980 2,569 11,556 71 2i 558 83 752 3.412 3 1,317 | 1.050.64 8.9 61 217 @
c22 c a7 5 514 [ 7 34 1,17 82,9 4 a
c23 c 12 73 111 a 56 1 82 3; 3224 2
c24 c 1117 186 256 1 19 17 1677 1, 209 1 15,454 (67
c25 E 3,14 400 334 E 64! 1 4,41 4,974 7, 1 579 1 6 879 (2.337)
c26 c 2,28 75 288 8 1 3,10 1 9 789 a2 1 14 2
c27 c: 119,96 683 1.462 29 23; 20,31 23 32,1 30115 2,984 2364 4634 25 31 1,430 (210))
c28 c1 25,961 50 70 9 1 7 1 3.4 788 11 460 28 5 3 a @)
c20 c20 15041 549 419 ) 61 3425 264 7,935 28332 1,049 517 1812 47 81 344 (@51)
c30 c21 821 18 846 245 580 83; 37 20 33 1 6 2 ©)
c31 c22 113 — 29 7 73 94 20 6 25 2 5 @)
c32 c23 16,069 18¢ 310 95 25 2,201 14,050 991 287 297 a 19 6 (1)
c33 c24 48 5 13 5 74 19 6 2 7 1 1 0);
c34 c25 20 1 16 2 27 14 a 1 3 1 ) ©)
35 c26 - - - - - - - - - - - - - - - -
c36 c27 EE 23 1 2 20 266 14 a 21 7 10 1 2 @)
37 2 10 1 6 14 1 4 1 a 2 3 2 @
c38 c2 2: 106 [ 1 ) 157 8: 3 12 4 7 2 ©
c39 c3 26 1314 3 630 116 1,975 1,02 9. 148 9 84 a 28 @
ca0 C c31 11 536 27 4 837 767 4,825 2,53: 83 184 1,12 136 29 124 @3
c: c32 318 683 18: 15 8.778 1,790 17,015 12,235 2,876 1,55: 5839 1,027 244 848 (63
c: c33 377 950 2 5895 935 58,262 11,029 2,408 52. 1,993 774 154 81 a1
c: c34 7 14 50 8 372 211 91 1 a7 8 4 5 (©)
c c35 1 4 191 42 27 0 5 3 1 o o 0);
c c36 800 1,601 6 11 545 1734 18,819 9349 2512 1,33 4,952 706 1.052 327 ()
c c37 9.37 10,385 ) 22 29155 3337 | 169,063 77.157 13,989 20,039 46,248 7.458 11 1,346 (182)|
o c 15,2 16,865 20 455 49376 6. 229337 | 108,235 2,272 21,679 70.469 11178 2,9 2,230 (339)]
cas E 5.2 7,058 137 233 59.446 a, 92,165 66,614 26,717 7.887 18,735 3,527 13 1,044 (101)
ca9 c: 146 2 9 635 634 1,552 1 907 114 16 @3)
c50 c: 3 1172 14 36 743 3 ,000 2,652 1714 2 1,007 188 120 @3)
c51 ca 1.1 1.424 34 52 364 1.9 26,144 15947 9,909 1.7 5804 1314 1,01 637 (63)
c52 c: 144 2 1 .09 208 351 1,380 1,040 11 422 85 5 52 @)
53 c: 206 1,049 .34 303 367 2,128 55 25 727 136 83 53 (6)
c54 c: 1,699 3389 3 5 17,414 1,259 21,498 12,71 3,938 177 5.170 908 459 3 (36)
55 o 95 76 558 1,21 1,046 [3 188 3 13 4 (27)
c56 2 4 5¢ 1 9! 393 1 38 8 @),
57 o 3. 64 10 ) 03 410 30; a2 4 a4 an)
c58 c: a7, 2, 2, 16 18- 29,1 15,78 22, 11,57 4,026 1,74 3,907 a71 2 @
c59 ot a, 6 11 10, 76! 653 15 29 7] (
60 ot 124, 13, 108 12 261 35,0 3,74 66. 33,01 26,886 3,877 7. 2, 1,328 625 ©
c61 o 5,21 a 7 58 424 . 01 05 364 1, 13 1 (
c62 - o 14,41 10 22 155 34,6 2,069 15,55 05 3,024 1.103 3, 1 84 229 @i
c63 - c54 35,39: 2,57 6.2 38 70 10,07 5.723 35,84 19,31 8675 2,034 9. 1514 18 583 (69
c64 (46,101) c55 23, o1 974 14 3 3,995 671 15215 10,129 1,733 1,46 3,610 605 197 134 @
<65 (153,436)| c56 X 27: 388 9 3t 2,493 508 4,515 2,902 1,262 37 1,07¢ 178 82 (¢
c66 (6.:261) c57 16, 2,89 8.620 16 2 3,348 456 9.178 5,527 4,562 66! 1,89 326 177 1 Q:
67 - c58 13, 94 1,038 17 2 5,844 25537 42,753 38516 9,278 861 4,81 902 2,019 @
(15,754,574) c59 1 12 [ 34 7 27 259 385 3 6 3 @)
c60 2, 12 674 a 2261 252 2,964 2,151 664 16 53 101 o7 a (5)

Source: Authors calculation based on 2019 IOT for Tanzania



3.3 Decomposition of Total Service Exports

Decomposition of services exports based on the 2015 and 2019 Tanzanian input-output (IOT)
tables is presented in Figure |3. Generally, Tanzania depends more on domestic value added
compared to imported contents for production of both goods and services. However, sectoral
decomposition revealed distinctive composition among sectors. The notable is high domestic
content in primary sectors, i.e agriculture and mining, 88.4 percent and 76.4 percent respectively.
This reflects the high dependence on local natural resources and labour, a common phenomenon
in resource rich countries including Tanzania. Conversely, manufacturing sector exports reveal high
foreign content, suggesting dependence on foreign intermediate inputs with limited local content.

The service sector, similar to the primary sector, constitutes more domestic content for its exports
compared to foreign content, nearly 80 percent. Like many lower- and middle-income countries,
Tanzanian exports of “traditional” services that is travel, transportation and business services rely
heavily on local labour which raises the domestic value added of exports.

Figure 13: Domestic and Foreign value added of gross exports by Sector
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Source: Author’s computation using 2015 and 2019 Tanzania I-O tables

Decomposition of gross exports of service sub-sectors reveals a similar pattern to total service
sectors albeit with slight differences (Figure 14). The tourism sub-sector embeds the highest
domestic value added, 82.9 per cent followed by insurance, real estate, and business services, 74.1.
In Tanzania, tourism can be broadly defined to include the provision of goods and services necessary
to maintain tourists—internal transport, accommodation and restaurants catering specifically for
tourists, and certain retail goods such as arts and crafts (Kweka et al., 2003). The tourism sector
is largely local labour intensive, providing more than |.4 million direct and indirect jobs, mostly to
women, explaining the high domestic value-added content of its exports (World Bank, 2021).

Figure 7 shows that the transport sub-sector has relatively less DVA content compared to other
sub-subsectors, that is 59.5 percent. This signifies the importance of foreign value addition in gross
exports. Transport covers all transport services (sea, air, land, internal waterway, pipeline, space
and electricity transmission) performed by residents of one economy for those of another and
involving the carriage of passengers, the movement of goods (freight), rental of carriers with crew,
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and related support and auxiliary services. Also included are postal and courier services'”. The
transport system in Tanzania consists of five modes: roads, rail, water, air and pipelines.
Modernization of infrastructure supported by high levels of investment increased the importance
of imported intermediate inputs for building and maintaining transport infrastructure. As the
construction industry in Tanzania is at a relatively infant stage, most of the required skills in the
transportation sector are imported from abroad (AFDB, 2013). Moreover, most of the inputs are
capital and technology intensive, especially in maritime, railway and air transport services, which
are mostly imported.

Figure 14: Domestic and Foreign value added of gross exports by Service sub-
sectors
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4. Analysis of the Role of Services in Value Chains: Evidence from the GTAP-Africa
Database

4.1 Gross Exports in terms of Value-Added

To analyse the role of the Tanzanian economy's services sector in the Global Value Chain (GVC),
we apply multi-country input-output tables (GTAP Africa) — see Section “Methodology”. GTAP
data has already been successfully used to understand the role of GVCS in the recent global trade
slowdown (UNECA, 2023).

The GVC describes the people and activities involved in the production of a good or service and
its supply, distribution, and post-sales activities (also known as the supply chain) when activities
must be coordinated across geographies. GVC is similar to Industry Level Value Chain but
encompasses operations at the global level. We apply a multi-stage approach for measuring the
Tanzanian services sector in GVC.

Multiple studies have found that the share of services in trade in value added is both large
(significantly larger than the share of services in gross trade) and increasing (OECD, WTO, and
World Bank Group 2014'%). However, the total domestic value added in exports from Tanzania

'* https://databank.worldbank.org/metadataglossary/world-development-indicators/series/BX.GSR. TRAN.ZS
16 OECD, WTO and World Bank Group. 2014. “Global Value Chains: Challenges, Opportunities, and Implications for Policy”.
Report prepared for submissions to the G20 Trade Ministers Meeting, Sydney, Australia, 19 July 2014.
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accounts for only 4% of the total exports across Sub-Saharan Africa, while the foreign value added
in exports of Tanzania constitutes a significant 96% of the total exports across the region. These
findings are not surprising, given that Tanzania's share of total Sub-Saharan Africa's gross exports
was relatively small, at around 1.3% in 2017 (Figure 15). This export composition highlights the key
sectors in Tanzania's export portfolio, such as raw materials and primary products, which typically
involve a larger share of foreign value added. This dynamic reflects Tanzania's reliance on exports
of unprocessed or minimally processed goods, where foreign inputs and international supply chains
play a dominant role. The most exported goods include grains (4%), processed food (2.1%), and
textiles (1.3%). In terms of services, Tanzania's highest shares are in transportation (10%), air
transport (2.4%), and accommodation (5.1%). In 2023, Tanzania's total exports of goods and
services amounted to approximately USD 13.98 billion. In the same year, Sub-Saharan Africa's
exports of goods and services totaled USD 523.97 billion. Therefore, Tanzania's exports
represented approximately 2.7% of Sub-Saharan Africa's total exports in 2023.

Figure 15: Share of Tanzania's gross exports of goods and services in Sub-Saharan
Africa's gross exports

12.0

10.0
10.0

8.0

6.0 5.5

Percentage

4.0
4.0
2.4

1.6
2.0 0.8 13 51009

0.1 0.3 g0 04 03 0.2 02 03 g1 0.1 03 0.1 go

=) < AR S S K
SR ST EFTF LSS

Source: Authors’ calculation based on GTAP Africa, 2017

4.2 TiVA by industry

We estimated several indicators related to GVCs with a focus on the Tanzanian service sector and
the whole economy.

I. The Domestic Value Added (DVA) in exports are the value added in exports whose outputs
are produced by domestic industries.

2. The Foreign Value Added (FVA) in exports are the value added in exports whose outputs are
produced by foreign industries (in our case SSA region). Known as backward participation.

3. GVC Participation Index (DVA+FVA)/Gross Exports is the best indicator which shows how the
sector is involved in RVCs/GVCs through both backward and forward linkages.

Trade in value-added analysis by industry highlights significant variations across industries in
Tanzania. Sectors focused on the extraction of natural resources, agriculture, and retail trade tend
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to have higher domestic value-added-to-gross-exports ratios, while manufacturing industries
generally exhibit lower ratios. Figure 16 displays these ratios for the industries in Tanzania.

Figure 16. Domestic and Foreign value added in gross exports by industry
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Grain exports have more than 90% domestic value-added ratio in their gross exports, meaning that
exports in this sector are locally produced. While textile, light and heavy manufacturing have 15.2%,
24.1%, and 41.6% ratios, suggesting that the manufacturing sector relies on foreign inputs or value-
added. Services industries show an average 64.5% ratio.

Tanzania's overall GVCs participation index within the SSA region stands at 2.5. The country shows
a low GVC participation index across all sectors (Figure 17), with the lowest indices observed in
service industries such as financial and insurance services (0.02), education (0.02), and dwellings
(0.01). This indicates that only 2.5% of Tanzania's domestic factor content is exported to direct
importers. As a result, Tanzania is less integrated into global supply chains, primarily focusing on
the production and export of final goods with limited reliance on global inputs or contributions to
other countries' production processes.

Figure 17. GVA participation index for Tanzania and SSA
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Many countries in Sub-Saharan Africa tend to have lower GVC participation, with their exports
often being primary goods (such as agricultural products or raw materials) rather than intermediate
goods. According to Mouanda-Mouanda, 2019", most of African countries have lower GVC
participation depending on how much they rely on imports of intermediate goods for local
production.

4.3 TiVA and trade in services

One of the advantages of the TiVA analysis is that it allows us to estimate the role of services in
trade. Such analysis might be important due to the effect of servicification. In this regard, the shares
of domestic and foreign value added from services in gross exports are important indicators.
Traditionally, we value goods disregarding how upstream domestic economic activities (industries),
those in the initial stages of production, contribute to their creation. Therefore, we underestimate
the weight of services used in the design and commercialization of such goods. Analysis of TiVA is
especially helpful as it allows us to understand the contribution of services in domestic production
and their value-added contribution to trade.

We quantify the value generated in the total services value chain makes it possible:

* to identify which type of service activities add more value;

» better understanding of these bilateral exchanges (the direct and indirect impacts of
services);

* identification of source markets which generate more value added in the domestic
economy;

* how upstream domestic industries (backward linkages) contribute to the service exports;

» whether the increased participation in GVCs can be good for economic development and
wealth.

According to the report of the ESCAP'®, the recognition of the value created, directly or indirectly,
by services in the process of manufacturing, distribution of goods has become known as
“servicification”. The expansion of servicification is driven by many factors, most notably reductions

17 Mouanda-Mouanda, G. (2019) Global Value Chains Participa tion for African Countries: An Overview from UIBE GVC Index System. Open Jour
nal of Business and Management, 7, 941- 962. https://doi.org/10.4236/0jbm.2019.72064

18 ESCAP (2013). Asia-Pacific Trade and Investment Report (APTIR) 2013. Economic and Social Commission for Asia and the Pacific.
http://www.unescap.org/resources/asia-pacific-trade-and-investment-report-2013-turning-tide-towards-inclusive-trade-and
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of barriers to trade in services, and the spread of GVCs. Empirical evidence'® confirms that GVCs
heavily depend on services to connect and coordinate activities across different economies.
Moreover, the growing liberalization of trade in services, coupled with advancements in
communication and transportation technologies, has enhanced the tradability of services, leading
to a larger share of foreign services in industrial exports. Using data from GTAP-Africa, Figure 18

illustrates the proportion of services value-added embedded in industries' exports for Tanzania in
2017.

Figure 18. Services content in exports of Tanzania, by industries

Human health and social work activities

Public Administration and defence

Business services

Insuriance

Communication

Air transport
Trade
Other transport

Heavy manufacturing s
Textile manufacturing s
Minig  ——
Grains =
0.0 10.0 20.0 30.0 40.0 50.0 60.0 70.0 80.0 90.0 100.0

Percentage of industies exports

B Domestic services value-added B Foreighn services value-added

Source: Authors’ calculation based on GTAP-Africa

The share of services is not predominant in the primary and secondary sectors. For instance, in
agriculture, services account for 2% of total exports, with grain and livestock exports having service
shares of 25.2%. In manufacturing, the service share is relatively modest, ranging from 10.6% in food
manufacturing to 18.7% in light manufacturing. However, the share of services is notably higher in
sectors like Utilities and Construction (22.3%), Transportation (88.6%), Accommodation (86.3%),
and Trade (61.1%). These findings align with global trends, where transport is identified as one of
the most service-intensive industries (World Bank, 2013%).

Domestic services account for an average of 27.9% of Tanzania's total exports, while foreign
services contribute 13.7%. There is considerable variation across industries. Notably, the share of
foreign services appears to be closely linked to GVC-related exports. For example, the share of
imported services is particularly high in sectors such as air transport (23.1%), warehousing and
support activities (31.7%), ICT (29.2%), and insurance (32.5%), compared to other sectors,
especially agriculture and mining exports.

"% Gereffi, G., Humphrey, J., Kaplinsky, R. and Sturge, T. (2001). Globalisation, Value Chains and Development. Institute of Development Studies.
Bullettin 32.3, 2001. http://www.ids.ac.uk/files/dmfile/gereffietal323.pdf

2 World Bank (2013).Services Linkages and the Value Added Contents of Trade. The World Bank. Policy Research Working Paper 6432.
http://econ.worldbank.org/external/default/main?pagePK=64210502&theSitePK=469372&piPK=64210520&menuPK=641660
93&entitylD=000158349_20130501132925
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5. Impact of Service Sectors on Downstream Industries: Emphasis on Integration
within Global Value Chains (GVCs)

Services have a significant impact on downstream sectors in global value chains (GVCs), as they
provide essential support that enhances the efficiency, flexibility, and competitiveness of industries
involved in production and trade. Downstream sectors refer to the stages of production and
activities that occur after the initial stages of raw material extraction or primary manufacturing.
These sectors rely on services to manage logistics, financing, compliance, communication, and
innovation, among other factors. Backward linkages (upstream participation®') and forward linkages
(downstream participation) are included in the analysis.

Figure 19 illustrates the indirect domestic value-added by industry to gross exports. In other words,
this shows the value added from Tanzania’s sectors that is embodied in the exports of other
countries. For example, transport services contribute 22.7% of the total services value added in
gross exports. Accommodation and food services account for 15.3% of the services value added in
exports. In contrast, other services, which include ICT services, professional services, financial
services, and social sector services, represent only 2.8% of the services value added in gross
exports.

Figure 19: Contribution of Domestic value-added in exports to gross exports in
Tanzania, by industries

21 Backward linkages (upstream participation) is created between a purchasing industry and a supplying industry. Generally, it is
understood as the linkages between an importing country and an exporting country. In other words, the industries in the importing
country import intermediate products to be used in its exports. It is calculated by adding the foreign value added to the country’s exports
(FVA).

Forward linkages or downstream participation is created between a supplying industry and a purchasing industry that uses the supplier's
output as input. It can be understood as the linkages between an exporting economy and an importing economy whose industries use
the exports (supply) as inputs to generate output for exports. In other words, the industries of the exporting country provide inputs into
exports of the industries in the importing countries. It is calculated by the domestic value added in exports of other countries (DVX).
Forward participation in the global value chain corresponds to the domestic VA embodied in foreign exports, and commonly presented
as a share (%) of total gross exports of the value-added source country . It is considered as the contribution of intermediate goods and
services that will be used by the destination economy in the production of goods and services for export.
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Transportation services are essential for moving goods along the value chain. Efficient logistics,
including shipping, trucking, air freight, and warehousing, ensure that raw materials and components
are delivered to downstream manufacturers on time, and finished products reach markets
efficiently. Most of the industries in Tanzania rely on transport services (Figure 20).

Figure 20: Composition of indirect domestic value added in exports of transport
services, by industry, per cent
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For example, manufacturing and mining rely on land transport to move raw materials like grains or
minerals to processing plants. If transport logistics are efficient, the factory can operate smoothly
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without disruptions, allowing for timely delivery of finished goods to consumers.Smooth and cost-
effective logistics help reduce delays, prevent bottlenecks, and lower production costs, ultimately
improving the competitiveness of downstream industries. Delays or inefficiencies in transportation
can lead to production downtimes, higher inventory costs, and missed market opportunities.

Financial services play a crucial role in supporting businesses in downstream sectors by providing
access to capital, managing risk, and facilitating cross-border transactions. This includes services
such as trade financing, banking, and insurance. Figure 21 shows the forward linkages of financial
and insurance services in gross exports across all industries in Tanzania.

Figure 21: Composition of indirect domestic value added in exports of financial and
insurance services, by industry, percent
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For Sub-Saharan Africa (SSA), the contribution of Tanzania's financial sector services to value-added
exports is less than 1% (Figure 21). Of the value added from Tanzania's financial services, 83% is
consumed domestically, while 17% is embedded in the exports of other countries. Financial services
enable downstream businesses to manage cash flow, invest in new equipment or technologies, and
handle financial risks associated with international trade. These services also help companies access
credit to maintain operations during periods of growth or economic downturns.

For some downstream sectors, such as retail, accommodation and food services, and recreation,
demand can be significantly influenced. As the population grows, demand for local goods and
services increases, creating opportunities for downstream industries. Figure 22 shows the forward
linkages of other services in gross exports across all industries in Tanzania.

Figure 22: Composition of indirect domestic value added in exports of other services,
by industry, percent
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For example, tourism and hospitality services can stimulate demand in downstream industries,
including food and beverage production, local handicrafts, or entertainment services. This demand
boosts production in downstream sectors, contributing to economic growth.

Thus, Tanzania remains one of the least integrated countries into GVCs, with its participation
primarily driven by forward linkages in value chains. Similarly, the foreign value-added content of
exports (backward participation) remains relatively low compared to the domestic value-added
content of exports (forward participation). Backward GVC participation accounted for just |% of
GDP in Tanzania, compared to 2.1% across Africa on average and 4.3% in Southern Africa.
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6. Conclusions and next steps

This paper provides new evidence on the role of services in the Tanzanian economy within global
value chains, both as integrative elements linking activities across African countries and as value-
creating components in the broader context of the servicification of manufacturing.

The analysis reveals that domestic services contribute an average of 27.9% to Tanzania's total
exports, while foreign services account for 13.7%. This indicates that Tanzania’s exports are
primarily driven by natural resource-based and agricultural products, which tend to have relatively
high domestic value added. In contrast, economies more deeply integrated into production and
processing stages of Global Value Chains (GVCs) often rely heavily on imported intermediate
inputs, resulting in a lower share of domestic value added in their exports. These insights are critical
for policymakers, as they inform the design of strategies aimed at promoting sectors with the
greatest potential to enhance domestic production, stimulate trade, and create employment
opportunities.

In the next steps, the study aims to split GTAP Africa among the East African Community (Burundi,
the Democratic Republic of the Congo, Kenya, Rwanda, Somalia, South Sudan, Uganda, and
Tanzania), the Rest of Sub-Saharan Africa (RoSSA), the Rest Other Countries(RoC) and the Rest
of the World (RoW).
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