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"The only durable way of addressing the problems of declining living
standards and increasing poverty
the country's 

is by reversing the deterioration in
.conomic fundamentals, which is the overall 
obJective o
the Economic Recovery Program." IBRD 

EXECUTIV'E SUMMARY 

Tanzania has pursued sorialist 

Until approximately 197e, 

economic policies since Indepenbence.

the rewards in 
terms of employment,education and health services were impressive.
masked a In fact, however, the,
steady deterioration of the economic infrastructure of
country. the
The social gains were 
unsustainable as 
their cost farexceeded the country's productive capacity.
the combination of 

By the mid 19 80's withfundamental, 
internal 
weaknesses compounded by
external :eteric-ation of 
the terms of 
trade, the country was
insolvent 
and rLcovery efforts had 
to begin.
 

Following the lead of 
the 
IMF and World Bank, Tanzania's numerous
donors 
are now collaborating on 
an Economic Recovery Program (ERP).
Its goals are 
to stabilize the key macroeconomic factors 
(exchange
rate, budget deficit and domestic credit market)
(mid-1988) in the near-termand achieve full 
economic recovery by 1992.will require rehabilitation The latterand more efficient utilizationproductive capacity. The Government of 
of existing

Tanzania, while not publicly
disavowing socialist principles, has'already begun
measures towards freeing Lip 
to take concrete


the economy and dismantling some of the
pervasive government regulations and enterprises as
ERP. specified in 
the
These policies have started to trigger positive responses from
producers and merchants, who are the key theto recovery.
 
However, many. of 

hampered growth 

the same physical and institutional constraints that
in the past still exist 
some time to 
and will not disappear +orcome. It 
should be remembered that there is
of Party, government, a large bodyand parastatal officialsideological who have a majorand financial 
stake in the status quo ante.
be seen how much It rtemains to
administrative power will 
be surrendered in favor of
market mechanisms and how far de-nationalization will be pursued.the same time, dQnors Atand the Government alike realize that ERPrepresents Tanzania's best chance to achieve economic solvency.
Indications are that the GOT is committed to pursuing the ERP to the.fullest extent possible. 

USAID/Tanzania believes improving the transport of
commodities is the mIost 
agricultural


effective way the USG can
immediate objective of assist in the
 
assistance can 

attaining ecoccmic stabilization. Program
relieve transport bottlenecks which constrain domestic
marketing and exports now. Longer-term investment
transport system to handle traffic growth. 
can strengthen the
 

Careful attention to
sector policy constraints will 
also enable AID to contribute to
ongoing efforts to strengthen competition and the role ofenterprise in that private
sector. 
In the mediLm-term, after 
"stabilization".
is attained, AID's emphasis might gradually shift to
traditional a more
set of activities in 
agricultural productidn.
 



I 

During the first several 
years, AID assistance should be in 
a
"pogram" mode to permit year-to-year flexibility and to minimize the
management burden on AID and the GOT. We assume that USAID-s staff
will remain quite small. 
 In addition, program assistance should
minimize requirements for additive Counterpart funding and recurrent
Costs usually associated with "project" assistance and which Tanzania
consistently over 

we 

the years has been unable to provide.
should avoid adding At all costs
to 
the "white elephants" for which Tanzania is
so famous.
 

We recommend that bilateral 
funds be used for
program (CIF') a commodity import
and a PL 480 program. The local
them will currency generated from
be directed towards GOT investment budget shortfalls and
private sector credit requirements. 
These resources 
should be
augmented with SARP funds for regional transportation projects and AIE
central 
and regional technical 
resources for activities in agricLLltLtLtresearch and population planning.
 

As economic rehabilitation and recovery needs are met 
in the 19 9 0's,
AID should dedicate increasing attention to requirements for long-term
growth with emphasis on agricultural production, agriculture research,
Population and tourism. all 
of 
which require long-term investment and
demand consistent recurrent costs which Tanzania cannot afford now.
 

STATE0l" OF THE PROEBLEM 

A. Economic Decline
 

Not only has Tanzania pursued a 
socialist economic and social
development model 
since Independence, but it has been
leader in the Third World in 
an intellectual


this regard. The objective has been to
achieve national 
unity and individual well-being through national
self-reliance. 
Equitable distribution of 
income and social 
benefits
has been a cornerstone of the policy. 
The policy produced the desired results between
large-scale industry, 1967 and 197w when
commerce and finance were nationalized. Farmers'
cooperatives were replaced in 
1976 by parastatals responsible for
collecting, processing and marketing all 
major export crops.
of national A series
plans specifying investment 
goals and production targets
and fixing commodity prices replaced market mechanisms.
the government embarked Concurrently
on an ambitious program of 
import-substitution

industrialization. 

Gross investment rose rapidly and real 
year. However, physical 
GDP grew by 4.4 percent per
output lagged behind investment and GDP
growth because of 
a rapid rise in 
investment 
in social services and
public administration.
 

From 1977 to 
1978 real 
GDP growth accelerated to 5.5 percent per year.
due almost entirely, however, to rksing world commodity prices,
especially coffee and cotton.
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Government fiscal 
and monetary policy contributed to the apparent
prosperity and to the subsequent collapse.
revenues; Expenditures outstrippedfiscal deficits mounted; nationaland imports all debt, money supply, pricetripled during this six-year period. The trade defici
widened, reserves fell and Tanzania faced a serious balancepayments problemr. of
1 By 19?7 the Tanzanian economyinsolvent and was becomingwas especially vulnerable to any major shock.
 

Between 1478 and 185 
per capita GDP fell byof about 12 percent. Outpuiindustry and export-oriented agriculture declined.
shocks hi't A series of 
oil 

the economy during this period, including the second worldprice rise, the collapse of commodity prices, severe droughts and
the Ugandan conflict.
 

The crisis persis=ted and deepened because the economyr esilience did not haveto respond to the thechanging ari.rket conditions. Rigiditiesin the administered economic system introducedaggravated since 1967 wereby measures taken to attempt to insulate the economy fromthe consequences of" the external shocks. 

By 1987 foreign commercial loans were unobtainable.donors The internationalwere pressing for reforms and were cutting backlevels. assistanceBecause of the Brooke Amendment the U.S. terminated newobligations that year. The Government,

principles and goals of 

while still adhering to the
the Arusha Qeclaration, realized it had failedto achieve its objectives and 
slowly began
reorientation which led 
a process of economicto the adoption in mid-1986 of 
the Economic
Recovery Program.
 

B. Plans for Economic Recoverv 

1. 
 Structural Adjustment Program (SAP)
 

The Government undertook economic reforms between
through a Structural 1982 and 1984
Adjustment Program (SAP). Currencyfrom TSh. 12 to TSh. was devalued17 per dollar; agriculture producer prices were
increased on 
average by 50 per cent; 
the grain purchasing monopolythe National ofMilling Corporation wa!s
handled export 

ended; crop authorities whichcommodities from farmdissolved; gate to export sale wereand procurement, storage and delivery oftaken over all crdps were
by official cooperatives, with e.xport crops delivered to
marketing boards. 

The SA'P also involved reducing subsidies and raising controlled prices
on many agricultural inputs and consumer 
goods. In
Government imposed a freeze on 
addition, the
hiring, consolidated some
reducing the number from 22 ministries byto 15, and dissolved several inefficient
government enterprises. 
 Two schemes 
were introduced to ease the
foreign exchange shortage.


permitted Priv.ate exporting enterprises wereto retain a p.art of 
import goods using their 

their foreign exchange earnings, asas to well own foreign exchange held(This latiter abroad.scheme has proven to be the most successful aspect ofTanzania's recovery program to date.) 
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Bv.mid-1985 the reform movement was stalled and the implementation ofstructural reform came to a virtual halt.
 

The policy and institutional 
 measures adopted under the SAPinadequate in both were scope and intensity. The currency remainede:.tremely overvalued. Incentives remained 
and exports. 

biased against agricultureThe public sector remained very over-extended,particLIlarly in view of scarcity of financial and'humanFinally, agricultural production resources.and exports continued toby market ing, processing be hamperedand transport inefficiencies. 

2. Economic Recovery Program (ERP) 

Jul 1ui N,-erere stepped down from the Presidencv in 
late 1985. and
-Ucceeded wasby Ali Hassan Mwinyi. By mid-1986 the foreign-i cuation was desperate, and 
exchange 

announced 
one by one each of the principal donorsit would support no new programs until the GOT putin order and came its houseto an agreement with the 
IMF. The Government
initiated the Economic Recover.., Program (ERP) in June 1986,collaboration inwith the World Bank and IMF.

concluded in August 1986 
An IMF Standby Agreementwas 
 and a World Bank MultisectorRehabilitation Credit in 
November 1986. 
 A Paris Clubdebt-rescheduling agreement was 
reached in September 1986.
 

The specific objectives of the ERP aie to:
 

- increase the output of 
food and ex:por% 
crops by providing
appropriate price and non-price incentives for production, improving
marketing structures, and increasing budgetary and foreign exchange
resources available to agriculture;
 

- direct investment resources 
 towards rehabilitating
infrastructure of the physical
the country in support of 
directly productive

activities.; 

- increase capacity utilization in 
industry through the allocation of-carce foreign exchange to priority sectors and firms; and
 

- pursue prudent fiscal, 
monetary and trade policies to restore
domestic and external equilibrium, to ensure that production
incentives are not 
eroded and 
that the efficiency of 
resource

allocation is 
improved.
 

To achieve these objectives, the program envisages a number of 
policy

changes including:
 

A. E.-'hange Tradeand Policies 

(1) Flex i ble management of the exchange rate with the.objectiloe of anreaching equilibrium rate by mid-1988. 
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(2) Liberalization of 
the export earnings retention scheme,
including its transferability.
 
(3) Substantial expansion of 
the list of commodities that
be imported with car
"own" foreign exchange or with retained exchange.
 

B. Pricing Policies 

level equal
(1) Producer prices for export crops to be increased to a
to 60 percent of 
world export price orminimum real increase of 5 percent per annum, 

to provide a 
whichever is greater. 

(2) Petroleum products to be priced so as notconsLImer to involvesubsidies. 

I,. Fiscal Policies 

(1) Overall 
budget deficit for 
1986/87 to be limited to
T.Shs. 
17 billion 
(11.6 percent of estimated GDP).

(2) Implementation of various new revenue measures to yield
about T.Shs. 2.5 billion, including taxes on petroleum products. 

(3) Quarterly ceilings on
financing, overall deficit and on
as well as bankincentive targets or. quarterly revenue and
ependitures. 

D. Monetary and Credit Policies
 

(1) Limit net domestic credit expansion in
(July/June) to 1986/87
12 percent; with quarterly ceilings.
 

(2) Place a quarterly ceiling on 
net bank credit to the
government.
 

(3)

ann um•m. 

Limit domestic bank financing to T.Shs.2.5 billion per 

(4) Limit quarterlymarketing credit expansionboards (coffee, cotton, to seven specifiedsisal, cashewnut, tea, tobacco andthe NMC boards.) 

(5) Limit broad money increase to 11 percent.
 
mid-1988). (6) Make real interest rates positive withir6 two years (by 

E. External 
Indebtedness
 

(1) GOT not to contractnonconcessional or guaranteeborrowing any new,
including 15 years. 

for more then one year and Lip to andSimilar borrowing by production enterprises inthe public sector to be limited to U.S. $50 million.
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(2) Reduction of existing arrears by U.S. $ 5Cbetween July 1, million 
accumulation of 

1986 to June -To, 1987. Also there should be noany new arrears 
during the program period.
 
F. Public Enterprises and Parastatal Reforms 

(1) Improvements
efficiency of 

in marketing of agriculturalthe parastatals. products andThe reforms are to
grain transport, cover internalagricultural input supply and procurement. 

(2)

crucial 

Government to identify selected enterprises which are
to the recovery of 
exports and productioncomprehensive and to present areform package to improve their operations.
 

The ERP envisages that the Tanzanian economy will
growth rates in attain positive
per capita income, a sustainable excternal
payments position with both higher e;xport 
balance of
 

acceptably low rate of 
and import levels,
inflation, an
and restored levels of
social infrastructure by the end of 

physical and
 
a medium-term period of
years. Success of 5 the ERP depends on 7

the GOT's determination to
implement these strict reforms and their ability to convince the donor
community to assist their efforts by providing additional
e~xternal resources inflows ofto support the domestic policy andchanges described above. institUti nalTo the extent
from carrying out 

that the GOT does not 
wa ver
reforms and liberalization, the greater the
likelihood the donors will 
assist. 
 This assistance will
some of ameliorate
the harshness associated with the belt tightening envisioned
and thus make the ERP more palatable domestically. Nevertheless, there
should be no ill~tsions that the fundamentally socialist policy
orientation that Tanzania has followed

disavoied over the past 2 decades will
or that the GOT will be
move aggressively toward market
oriented policies. 

Some observers ;eel 

adhere to 

that the GOT may find it increasingly difficult to
the ERP as 
it 
problems. 

becomes necessary to tackle more intransigent
Our experience over 

pri,s -

the past year has shown that the GOTr-o
1 - 1 _ndpol~ti~1 st~h Ii~yWhenever over everythingThey deem it else.necessary, government and party leaders fan
over 
the countryside to garner support, and 
out
 

innumerable meetings
held among the political, military and social 
are
 

consensus. leadership to
The process is very slow but 
attain
 

to date seems 
to work 
in that
reforms when finally implemented-are accepted without opposition and
subsequent backlash. 

DONOR COMMUNITY RESPONSE
 

Two meetings were held in Paris in
resulted in 1986 on Tanzania's economy and
important concrete measures being takenSeptember, by the donors.the "Paris InClub" reached agreementTanzania's debt, on reschedulingand earlier in June a Consultative Group pledgedadditional 
aid of $170 million, raising the total 
annual 
donor
assistance to over $500 million. 
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Besides the donors having renewed their interest in
Tan'zania, they 	 assisting
a _s* 
for new actitie-s to 

aped their modes and/or targets of assistancemeet the CLr--et requirementsDiscrete Projects, which LuSLIally 	
of the ERP.

entail an
counterpart .funds and 	
immediate requirement -for
local management and 
an additional
cost and management burden, will 	

recurrent
 
be deferred for the most
the i'nterim 	 part andwill be replaced 	 in 

Urgently-needed 	 by "program" assistance -- provisioninputs and rehabilitation of 	
of 

existing infrastructure
to increase utilization. 
 One recent study,there is 	 however, conclLLdes that
some danger that many donors are
assistance 	 directing their newnot to supporting
their former 	

the EFFP but for budgetary support forprojects which are not viable without continued external
assi stance.
 

III II. S. GOVERNMENT RESFONSE 
A. Measures Taken toDate 

The U.S. participated in

Tanzania's 	

the CG in June 1986. We agreed to supportreform efforts by participating
would remove 	 in debt rescheduling whichthe restriction
regional activities once 

of the Brooke Amendment, initiating *someBrooke was lifted, and considering providing
PL-480 food. 

In response to.
an 
signed in January 

urgent request frqm the GOT, a PL 480 agreement was1987 which provides 25,70the National 	 tons of wheat flour toMilling Corporation. 
 That is expected to generate
approximately TShs. 450 million which will 
be allocated
ERP in 	 to support thea manner to be mutually agreed upon by AID and the GOT.
 
The 
rransfer Agreement and Letter of 
Understanding call
consultations in July 	 for annual
1987

made). 	

(shortly after the annual Budget speech'isAt the GOT's request,
performance in 	

AID agreed to consider Tanzania'smeeting the goals of
regarding any proposed 
the ERP when making,decisions
future assistance (subject, of 
course, to 
the
availability of 
funds).
 

The mechanics of 
debt-rescheduling 
are underway. 
 If successful,
detailed planning for resumption of 
a
assistance program can 	
modest bilateral development
begin, 
as well 
as planning for assistance to
the transportation sector to meet Southern Africa regional needs.
 

B. Rationale for Additional 
U.S. Assistance
 

1. Historic Relationship
 

The U.S. made a major commitment to Tanzania's economic and social
development beginning in 
the early 19 60's. 
 Although our 
assistance
met with mixed success, it represented a
the expansion of 	
significant contribution to
Tanzania's physical, 
institutional
reSOLurces 	 and humaninfrast-lructure. There is a considerable reservoir of
will which 	 goodcan cot tribute to the successResumption 	 of future programs.of U.:. aid would also be both 
a sign of support for and
tangible contribition to the effort the Mwinyi government is making 	

a 
toimplement difficult economic reforms.
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2. Southern Africa Strategy
 

Tanzania is important to the current SADCC transportation strategy.
In 
1985/86, Tanzania transhipped 984,000 tons for its neighbors. 
 If
South Africa's borders were closed to the Frontline States a great
strain will 
be placed on 
 other Countries' road, rail
capacity. and port
The transit cargo traffic demand could increase to 4
million tons. 
 Under 
no forseeable circumstances could Tanzania handlemore than half of 
1that, 
and bven such an increase would require a
remarkable effort. 

Even Linde - normal conditions, traffic will 
e.:pand 
as Southern African
economies expand. As the Northern Corridor opens to traffic, Malawi
alone expects to be sending 
an additional 
25,0(')0) tons by 1990. The
entire region would benefit from improvements to Tanzania's transport
sector 
as Tanzania's capacity to 
handle transit traffic efficiently
could also decrease the Frontline States' foreign currency
transportation 
costs. 
 The entire region would benefit from
improvements to Tanzania's transport sector.
 

Prospects for Economic Recovery and Growth
 
It is important to note that
one-time measures 

the ERP is clearly not a program ofto fix the economy, was the SAP ofasan evolving program of 1982. It isadjustments including some very clear limits at
the macro level 

reforms 

(budget deficit and credit ceilings), 
incremental
(exchange rate, agricLIlture marketing), 
and measures 
yet to be
determined 
(tariffs, transport, parastatals).
 

a. Macroeconomic Problems and Measures
 

Success or 
failure of 
the ERP will depend on the Government's ability
to reduce the budget deficit and to meet its international
obligations, while giving the productive sectors the access to
domestic credit and 
to foreign exchange needed for economic growth.
Therefore, the eecution of 
its foreign exchange, fiscal
policies are and monetary
the key indicators of 
prospects for recovery.
 
1) Foreign E::change Problems 
-
economic growth will 

Foreign e:change availability to permit
require continued donor support for many years.
The gap between imports and exiports is e.pected to remain the
dollar same in
terms through 1991, 
although declining in relative terms.
Imports in 
1983 
were $972 million against exports of only $Z75
million. 
 In 1991 imports 
are projected at 
$1,22 milliorragainstexports of $674 million. 

The import projections will 
permit only a
stock of modest renovation of the
imported capital.

be attained if 

The projected export trend hopefully will
new price and marketing stimuli 
continue to expand
output of e),port crops 
as they did in
vagaries of 1986. However, because of 
the
weather and the instability of 
commodity prices, the value
of e)xports is likely to exhibit large year-to-year fluctuations. 
As an interim, measure, until equilibrium in the exchange rate is 
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attained, the foreign exchange allocation system will 
be changed to
rewarding efficient and high value-added enterprises.
closely monitoring the movement in 
The IMF is


the exchange rate, which inMarch was TShs. 55 per $1. early
Attainment of 
an equilibrium rate of
exchange by mid-1988 seems politically unrealistic 
to some observers.
The closer the rate gets to equilibriLIm, the greater the burden onparastatal enterprises, which receive anallocated foreign exchange at 
important subsidy by beingthe official 
rate. 
 Some will 
be hurt in
1987 when efficiency and value-added criteria will
foreign exchange allocation decisions. A 

be included in 
resist these moves may well 

lot of political pressure to
result. 

2) Fiscal 
and Monetary Policies 
- The budget deficit and
the credit market may prove to be the 
its impact on
 

macro-economic most difficult of the
issues facing the Government.
ahAounted The overall deficit has
to about 10 percent of GDP inpercent of recent years. Approximately 60
the deficit has been +inanced 
by domestic borrowing from
the banking system which represented about two-thirds of
domestic credit. total
The private sector has thus been effectively crowded
out by 
the public sector.
 

The 
1986/87 budget deficit is projected to be TShs.
percent 17 billion,of GDP. Although revenues are 
or 11 

and expected to rise bycurrent expenditures by only 45 percent, 
60 percent
 

will rise by the development budget
17 percent. The IMF-imposed deficit ceiling is TShs.
5 billion, or 15 percent of 
the budget deficit which
through domestic banks can be financed
 a dramatic reversal
of financing 60 percent of 
from the recent practice
the deficit 
in that way.
the deficit will The remainder of
probably still 
have to be met
donors, many of largely by foreign
whom are now providing more of 
their assistance as
budget support.
 

In 
the future this should leave.a larger share of
available to bank creditthe private-sector. The private sector willfull not
impact immediately, however, because the 
feel the
 

Government IMF estimates that the
will still retain 62 percent of outstanding domestic creditby June 1987 as compared to 66 percent in June 1985.
 
In the near-term, the private sector 
is facing a severebecause total creditsuAa-e
domestic credit expansion is limited to 12year. In percent this
the face of inflation of close to 30%,
real contraction of the economy faces a
credit. There is a 
distinct danger that the
credit shortage in the near 
resurgence term will seriously handicap the
of the private sector, upon whom recovery willlatest depend. The
IMF review confirms that Government ministries are being held
to their budget ceilings. 
The scarity of shillings has also helped to
hold down the parallel market exchange rate. Prior to the ERP theparallel market rate was about IS0 to the dollar. In 
early March of
1987., it was about 160 to the dollar. 

b. Physical Bottlenecks and Institutional Problems 
The GOT's economic and fiscal policies will succeed only if they
trigger desired responses from producers and merchants, who face many
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of the same physical and institutional constraints which hampered
growth in 
the past and which will 
not disappear overnight.
 
Transportatioc 
 is the greatest physical 
bottleneck to 
greater and 
more
efficient production and marketing ofNear-term 	 agriculturalmeasures 	 products.being taken include increasingand spare parts, 	 stocks of vehiclesliberalizing
adjusting freight 	

internal trade restrictions andtariffs; longer-term projectsrehabilitate 	 are being prepared tothe road and railway networks ani the ports. 
Government decision-makers are moving cautiouslywary ,of moving too far 	 and pragmatically,too fast.movement, most notably 	

But there is evidence of steady 
now operates 73 percent 

in 
of 

the trucking industry. The private sectorthe trucking fleet and hauls 85freight traf+ic. 	 percent ofIt can negotiate somecompetitivel;, 	 rates within regions, and bidson interreigional traffic.lucrati L., long-hautl routes and 	
Private truckers dominate thezre moving increasinglyattractive 	 into the lessfarm-to-inarket haulage due to reduced tariffe.xpanding private fleet 	 controls,capacity and,road 	 in the longer-term,maintenance. 	 improvedPrivate truc:kers adding capacity at a'ate 	

are fasterthan are parastatals and cooperatives. 

It remains t. b- seen how much administrativesu-rrendered 	 power will bein favor of market mechanisms.r,'quLations remain 	 Numerous restrictivein place. The parastatalae.:pcrt 	 are virtually intact,trade is still largely monopolized,freight rates are 	 and many road and railstill set without regard
Furthermore, 	 to full cost recovery.the new agricultural cooperativeplace to handle all 	 system recently put incrop marketing presents a major uncertainty in
that important sector. 

The Co-ops at their rebirth have 	a number of significant constraints
to overcome. 
The first is credit.
restrictions they do no 	
With the IMF- imposed credit
Lhave the liquidity toproduce until 	 pay farmers for theirafte'F-C _e Co-ops thave
farmers do received payment. Yet
not want to 
wait many months to receive their proceeds.
 

ie:,t, the Co-ops 
 have no authority to significantlythey pay f+armers to reflect 	 adjust the pricesquality or market conditions.to transport 	 In regardthe Co-ops often must either paynot move the produc.:e. However, 	
free market prices ortheir "operating e>xpense"based on 	 margin isofficial transportation costs. 

Finally, 
the role and authority of
part of the coLntry 	
the Co-ops varies somewhat from oneto another depending ondistrict political powers will 	

what the regional orpermit. In addition, the Co-opsfrom limited managerial capacity. 	 suffer
In short,
weak a reed 	 the Co-op movement istipon which 	 tooto place much Supportto grips with 	 until the Tanzanians comethese problems. 
 While donor assistance could be helpful
i: 	 would also be quite risky and 
 prone to charges 'of 
 meddling ininternal Tanzanian political affairs. 
On . more positive note, the Go-vernment
econcmic 	 officials directing thistransfo-mation seem committed to making it work. 
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Furthermore, private sector representatives express confidence in
motives and intentions of the
this Government and are
tihe future. looking forward to
Some have cited the reportedly imminent 
enactment of
new investment code as a
an 

confidence. 

event which would further bolster
The average Tanzanian has witnessed real
availability of improvement in
food supplies and 
consumer goods and, 
we are told,
consequently supports the Government's efforts at 
reform.
 
iM1Uch to3 our surprise the first 9 months ofthe the ERP have not produced
severe economic dislocations which were 
so universally predicted.
Credit may be tight but many businesspeople claim they can 
get what
they need from the National 
Bank of Commerce (NBC).
all goods are sold at Since virtually
the parallel market price which has gone down
slightly in 
recent months, prices of 
imported goods have remained
stable, despite the creeping devaluation.
 

What has changed is the availability. As the private sector's
confidence in the EP 
has increased 
so has its investment in
"own-+Unded" imports. The result is that the shops are filled with
goods. For a price, many things that have not been available for years
are now on 
the shelves. 
There is 
a hum of 
new commercial activity.
New stores, bakeries and restaurants have been opening in
months recentin Dar es Salaain. This is a remarkabl 
 contrast 
to the
commercial stagnation of 
the first half of 
the 1980's.
 

I. PROF'OSED AID STRATEGY
 

AID LS presented with 
an 
unusual opportunity in Tanzania.
we no Since
longer have any active projects on the mainland we
any other donor, not are, unlike
a captive to our 
recent history.
opportunity to review the entire spectrum and make our 
We have an
 

decisions based on program
critical 
needs and opportunities rather than
diverting resources to protect our flanks.
 

A. goIrmbectivyes
 

We propose that AID's strategy include three related objectives,
in descending order of priority.
 

1. 
 Suppbrt the Economic Recovery Program (ERP)
 
AID's overriding objective should be to Support
program, it the ERP. It is a sound
has been well-managed 
to date, and it
and close collaboration of 

has the full support

the IMF., World Bank and the 
rest of the
donor community. 

The Bank has estimated that recovery will 
take five to 
seven years.
We refer 
to that as 
the medium term. 
 The first two years are
considered to 
be the most critical 
period, characterized as
of stabilization. a period
In effect, stabilization will
the target of have been achieved by
mid-1988 to the extent that 
the foreign exchange rate is
approaching equilibrium, inflation is receding, agriculturalare increasing, food supply is 
exports


stable, the government deficit
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is being held 
to acceptable limits, the pairastatal
diminishing, the private sector 
sector is
 

is gaining 
access to domestic credit
and is investing, and the ERP is continuing
donors. to be supported by 
the
Recovery beyond the near-term stabilization period willconstitute consolidation of initial gains,
and infrastrLIcture investment in institutionalrehabilitation, and laying the groundwork for
long-term growth.
 

By making a near-term contribution to meetrequirement, AID could a specific sector
set the stage for a longer-term commitment in
that sector. This would be

economic a way of demonstrating support for the
l-eform program and gaining knowledgeof a of the technicalsector, which will facilitate ongoing work in 

aspects 
permit continuity that field andof AID staff specialists. 

2. Improve Agriculture Transportation 
Analyses conducted to date lead LISstrategy to the conclusion that,to support within athe ERP's near and medium-termconcentrate its goals, AID shouldlimited resources on effortsproduction in general to expand agricultural 
will 

and exports in particular. 
 The ERP's success
depend upon the economy being able to feed the Population without
ex.cessive imports, as well as to generate sufficientto fuel recovery and growth foreign exchangeto meet rescheduledThe debt-service ratio is 
and debt obligations.expected to fall from-6 percent 67 percent inby 1991 with the 1986 tohelp of further debt rescheduling.the same period, the annual Duringfinancing gap
from t5Cl is projected to decrease
million 


projected by the 
to $202 million. That optimistic turnaround
IMF will 
d end more on 
increased
than on ex ort .ngst
any dramatic decrease in deb-servicinggap-financing. obligations orThe key is to 
ensure that additional 
food imports are
not needed and that export earnings live up 
to the projections.
 

Agricultural commodities account for the bulk of
merchandise exports. Tanzania's
In 

tea, cashewnuts, 

1986 six primary commodities (coffee, cotton,tobacco and sisal) represented 68 percent ofexports. those
While the relative importance of
subsector will probably recede if 
this agriculture exportnon-traditional
'will exports expand,
remain quantitatively the largest export earner. 

it
 
exports must AgricultLLral
e:xpand if 
foreign exchange targets 
are to be met. The
IMF and World Bank project export agriculture earnings to grow in
constantd I-ar- -y poroimately 40 percentI-FTnstead agriculture export 

between 19E6-199-.
earnings remaincfl~at--.tein 1991 would be approximately financing gap-1.7770 million$20'2 instead of the projectedmillion, and the debt-service ratio would be 44 percent.
 

Almost all 
of the pro'jected growth in 
earnings will 
depend on 
larger
volumes exported because world commodity prices are not
rise generally. expected to
Larger volumes will 
depend on
producer incentives, such 
farmers' responses toas higher prices as
devaluation, timely distribution of 

a consequence of 
Coffee, inputs and improved marketing.which accounts for about 60 percent ofe:xports and whose world primary commodityprice is highly volatile, is projected to grow 
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by 15 percent in 
volume over 
the next year
percent in 1986), but 
(after falling by 15
only 9 percent in
thereafter. Prices, however4 

1968, and 5 percent per year
have fallen 50')% 
 from the high in 
Januar
1986 to March 1937.
 

Concentrating 
on 
agriculture to expand merchandise exports in
to medium term will the nea
benefit many Tanzanians directly. Coffee, cott.on,
tobacco and cashewnuts 
are grown predominantly by smallholders and
many persons are 
employed in the cultivation, processing and marketinc.
of all of 
the major export crops. 
 Higher producer prices for the mair
export crops should substantially raise farm incomes and ruralPurchasing power. 
Distribution and marketing of 
food crops,
is hampered by: 

as well as the export crops'
(i) the inadequate road network, 
and its poor
intenance;(ii) 
the lack of all-weather roads,
southern surplus areas, restricting movements of 
particularly in the
 

se-ason food during the rainy
(iii) the shortage of 
trucks,
them operational; spare parts and tires to keep
and (iv) the limited rail
:%result, truck and shipping capacity.
owners are relLIctant to As
 
only do so serve certain areas and will
for high 
tariffs. The private truckingaccounts for industry, whicha high proportion of 
the movements by road, 
has generally
been unable to obtain needed parts and fuel..For vehicles to be
rehabilitated, a 
greater allocation of 
foreign exchange must 
be made
to this sector.
 

-. Strengthen Market Mechanisms and'the Private Sector
 
Success of 
the ERP will 
require a strong contribution from the private
sector in 
key economic 
activities, especially agricultural production,
transport and marketing. Although the GOT and the Party .are
not
likely to publicly disavow socialist principles and dismantle the
pervasive state and parastatal enterprises in 
the near-term, some
measures have been taken in that direction, such 
as:
 

- Restoration of cooperatives;- Granting of long-
 term leases for large- scale commercial
 
farming;


- "Deconfinement" of products in agriculture- Elimination of and industry;some 
quantitative restrictions that
restrict competition;

- Relaxation of domestic commodity movement regulations;
- Raising of interest rates;
- Introduction of competition in 
commercial 
banking,
although banks still 
are parastatals;
- andGranting permission to private traders to export cardamon.
 

The policy framework, although far from perfect. gives considerable
scope for expanded private sector participation in key sectors, and is
continuing to evolve in 
that direction. Business people believe that
government leaders are encouraging a greater role for the private
sector and will 
make changes steadily to enhance the private sector's
ability to compete for 
scarce capital 
and markets.
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Despite this optimism regarding the Government's intentions, no 
one i
totally confident that the Government will 
be able to sustain the
gains made and stay the course. 
reluctant to commit more 

Business people are, therefore,

than a part of their own capital
investments. to new
They will 
probably invest gradually in
increasing their Tanzania,
investment as 
time goes on
confidence in and they gain greater
the Mwinyi government. There are at 
least
political, institutional six serious

and economic obstacles 
to a rapid resurgence


of the private-sector. I 

- Limited access to foreign exchange. 
There has been virtually
no foreign exchange available to private
firms through official BOT channels;
most firms must obtain it 
through the parallel market.
 

- Limited access to donor-financed inputs, which
alloted to parastatals. are mostly 

- Constrained domestic credit markets, with extremely limitedlonger-term loan or 
equity capital.
 

- Presence of a large body of Party, Government and parastatal
officials and workers who have 
a major stake in the status quo 
ante.
 

- Lack of general business skills, especially accounting andfinancial management. 
e
 

- Dominance of 
the commercial 
sector by Asian Tanzanians. 
 A
perception that they may benefit from economic liberalization at
expense of theAfrican Tanzanians could trigger a
the parastata.ls, which 
backlash and strengthen
are viewed as a mechanism to protect Africans
from excessive Profite6ring.
 

Although still 
adverse economically and institutionally, the climate
is more favorable than 
before for the private sector to expand its
role in Tanzania, as 
is already evidenced by private expansion in
transportation and commercial 
farming.
the ERP realize they must 
GOT pragmatists implementing
both provide incentives for the private
sector to perform and curb the state sector.
and indirect support of 

AID should make direct
the private sector an
its assistance. explicit objective of
AID should also promote policies to strengthen market
mechanisms and diminish the state sector's role in 
economic activities
best served by the private sector. 
 AID could also support the private
sector by helping to rehabilitate public sector 
infrastructure
rail and port facilities) upon which 
(road,


it depends heavily.
 

S. Alternative Strategies
 

1. 
 Human Resources 
vs. Productive/InfrastrUctural 

Development
 

Like most developing countries, Tanzania has seriousconstraints. human resourceIn education, whereas Tanzania has achieved
enrollment in a 907its Universal 
Primary Education program, its secondary
and tertiary level 
enrollments are still
infant mortality rate has 
low. In health, Tanzania's

fallen to 94/100 births, and 70%
population is of thenow within 5 kilometers of 
a health facility; however,
health services are still 
rudimentary and the life expectancy rate is\
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only 52 years. The annual growth rate of 
Tanzania's population is
estimated at 
3.3% (with a possible error
the country has not 
of plus or minus .25%) and
yet taken official steps to
program. Finally, in 

launch a child-spacin
the area of 
nutrition and food security, Curren
estimates 
are that 40 
- 60% of Tanzanian children 
are undernourished
and that 11 of 20 regions are drought-prone.
 

It is clear that 
Tanzania's long-term economic development strategy
muSt include human 
resource and equity objectives so 
that the
Tanzanian people's social condition creates a 
synergy with rather thar
an 
impediment to sustained agricultural growth. 
 For
medium-term, however, AID should focus its bilateral 
the near to
 

assisting Tanzania to meet priority recovery targets. 
resources on
 

Tanzania's social Since
services 
are not considered
short-term recovery, a major bottleneck to
few would maintain that 
an
to the deficiencies of 
AID program tailored
Tanzania's human 
resource base would directly
support 
the GOT's implementation of
concentrating on 

the ERP. Hence, a program
long-range human resource development probably would
not significantly promote short-term recovery as
involve major well. It also could
investment "and recurrent costs, which would further
exacerbate the current budget deficit and foreign exchange problems.
 
On 
the other hand, a bilateral AID program directed to
productive/infrastructural 


development is likely to have important
nutritional 
and health benefits, as well 
as agricultural production
and income ones. 
 The food and nutri.tion

April study prepared for USAID/T in
1986, found that 
Tanzania produced adequate food to feed all
its population. Rather than of
 a shortfall of supply, the report
attributed Tanzania's significant child undernutrition and food
insecurity to maldistribution 
on
intra-community, and inter-area 

three levels: intra-family,

(i.e., the movement of
surplus and deficit food between
areas is constrained).
infrastructure and policies could ease 

Improved transportation

these maldistribution problems,
lower costs and improve food security. 
 It
health by facilitating access 

could also improve people's

to secondary and tertiary health


facilities.
 

While the critical nature of 
the ERP leads us 
to recommend that AID
concentrate its bilateral resources on productive/infrastructuraldevelopment in 
the near and medium-term, we also recommend the
concurrent use of 
centrally-funded projects in
sectors to the extent 
the social services
feasible,


social o Relp avoid a deterioration in
services as 
a result of 
ERP austerity measures.
borne in mind,..howaveri that 
It should be
tapping resources of
projects which relieve the Mission of 

central and regional
 
professional day-to-day management does place
bird __n _theMission and it will
appropriately. Certainly REDSO has and will play 

have to be staffed
 
providing short-term assistance to the Mission. 

a large role in
 
Nevertheless, as AID
experience has shown repeatedly elsewhere there is no
on substitute for
the ground, long-term technical 
competence. 
 A decision shouldfb4
made either to make USAID/Tanzania a full 
servirzeission
ccnstrict narrowly its focus or to

and limiEE-taffing appropriately:
decision shoula'be the latter then the Africa Bureau must 
If the
 

internal discipline to exercise the
exempt Tanzania from adding on 
activities 
to
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jtijhibudn-placed d 3h-04nmCe day.
on Each additional management
the Mission creates pressures -for additional
the Tanzanian context. USDH in
Each additional
increase in USDH creates a
local geometrical
staff to provide administrative support.
no other options; half-way measures will 
There are
 

only lead 
to annual
for increased personnel ceilings and greater pressure on 
lobbying 

the business0'JE budget. 

2. 
 Agriculture Transport and Agriculture Production
 
Hs diCUCsised earlier, sUCCeSS of 
the ERP will depend on 
Curtailing
food imports and significantly expanding foreign exchange earnings
from agriculture exports, together with key GOTand monetary fronts, actions on the fiscaland continued donor Support.recover, strategy for The GOT-IMF-IBRD
the near to rnedium term is
incenti .es to producer.3, to increase financialin order to maimize Ltilization of existingproduction capacity -and technology.produce and For agricultureexport more commodities by Utilizing more 

that means to
 
inputs and transport. land, labor,
The strategy does not
new production technologies or 

involve introduction of
farming practices to producers during
the recovery period, although they would certainly help.
 
o 
the five necessary ingredients for 
success 
(price, land,
inputs and transport), labor,
government policies are providing the first;
the farmers are 
responsible for 
the Xand and labor; cooperatives
handle inputs for small-scale farmers and transport is handled by a
number of 
groups. 
Inputs and transport
variety of can be assisted through
programmatic vehicles including "program assistance" 

a
 
(CIP
and budget support) and 
"projects".
 

We have inquired 
into the need for AID assistance for both provision
of agriculture inputs and transport, and have identified transport for
initial emphasis for 
several 
reasons.
infrastruc tLire between farm and port 
Transport equipment and
 

inputs and domestic food crops 
are used to carry agriculture


as well as
simunLltaneously achieve more 
export commodi-ties, 
so we
than one objective.
the nes On the other hand,
cooperative system which distributes inputs to small-scale
tarmers is still 
in a Formative stage which makes it 
an inappropriate
agent for program assistance during the current stabilization period.
Moreover, 
other donors are providing agricultUre inputs which 
seem to
be consistent with Tanzania's current absorbtive capacity. Hopefullyi,
this will 
expand as the transportation and distribution systems
improve.
 

Transport bottlenecks have been cited asfacing expansion of 
the most pressing problemagriculture in
numerous and vet 

the near to medium term. They are
discrete, identifiable, quantifiable and susceptible
to AID intervention through 
a variety of mechanisms. Although some
interventions would have considerable institutional
requirements for and managerial'uccessful execution, none Wouldor new institUtions or 
require initiationdepend on
ccordination. complex inter-institutionalSome might involve the private !-ector excluLISiv'elyv. 
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For the longterm, we feel 
that Tanzania should focus on
agriculture achievingproduction growth through application of improvedtechnologies and practices. Sustained agriculture research is require
for that. 
 AID contributed substantially to 
those efforts in the past
with ,-ixed results. We recommend that AID assist research programs
here through regional programs as soon as TanzaniaBroz.- c is no longer underand consider participating again directly after several
-ears. seriousA contribution would reqLIire 
more 

a long-term intensive
co, mitment which AID cannot
making make now. The World Banksuch a commitment soon and AID can 
is clonsidering 

program, nd observe performance of. even collaborate thatwith the Bank through regional programs. 

C. Constraints 

I. Program Modes 

7here m:re E-everal options for renewed AID assistance,conveys a different level of each of which 
implementation intensity and technical andinvolvement. 
macro-level program 

These are best characterized asassistance, sector-levelproject assistance. program assistance andWe conclude that sector-levelis most appropriate program assistancenow. Given our guidance fromfor preparing this Concept Paper, 
AID/W to the Mission 

following we base our recommendationsresources and constraints. on theThe staffingo approximately 3 levels would consistUSDH, 4 PSC's andbudget 5 local hires.would be set at $9Oo')0, ')(')'. Program 
Our FY88 OE

levels mightmedium size PL-480 consist ofprogram, abi-lateralMillion (supplemented by AEPRP 
assistance of approximately $4funds if appropriate), and a tap intothe SADCC initiative for transportation (subject to approval by
Congress). 

a: Macro-Level 
Programs
 

The most common forms are a cash transferimport prograi or a general commodity(CIP) For balance of 
payments support 
and. assistance to
developmental priorities. 

- Advantaiges : This mode could be quick- disbursing,minimal GOT and AID management, would requireimpose no recurrentGOT, require no continued AID 
cost burden on theinvolvement and would respond to thenear-term ERP priorities.
 

- Disadvantages: The small amount of AID'scontribution would limit its influence at 
anticipated annual
 

the macro-level, particular
since gvthe GOT prefers to restrict macro
the IBRD/IMF. The GOT is 
level policy dialogue to 

assistance levels based on 
eager for the USG to determine its overallhow well Tanzania does in meeting the goalsof the ERP, however. Visibility and identification with the United
States of such assistance would also be minimal.
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b. Sector-Level Programs
 

Program assistance modes can be targetted on 
a particular sector in
order to concentrate impact and can 
be focused on 
a limited set of
policy issues about which AID may be able to exercise some 
influence.
 
- Advantages 
: Provision of 
budget support
for near-term impact. or CIP modes can be used
Specific policy constraints affecting sector
Performance can be identified for dialogue/conditionality.
contribution can 
 AID's
be identified concretely for visibility and yet
need not represent it
a long-term AID commitment. 
 If handled carefully,
program sector support would provide AID the flexibilty of
or 
decreasing assistance levels annually depending 

expanding
 
on
performance and availibilty of 

both GOT policy

opportunity AID funds. AID could use theof our annual consultation withmacro-economic the GOT to review recenttrends and to focus on futureFormulation sectoral reform targets.of these targets, however, willthe require further studycritical restraints in ofthe sectors of
assistance interest to AID.could be provided AIDto the privatewell as, spctor instead of, or asto the public sector and could alsoco-financing be providedwith other asdonor programs. AID resources couldassociated with training programs and studies of 

also be
 
specific sector
i ssues. 

- Disadvantages : A potential in sector-level
selecting risk supporta low priority sector or lies in
intervention.
recovery program is Because Tanzania's
in 
a very fluid state at
is uncertain, events are 
this time and the outcome
less predictable than under more stable
conditions. Consequently, AID should proceed carefully.
assistance to a Program
 

technical 
sector also requires the ex.istence of adequate
and management capability to 
implement the assistance
 

provided.
 

c. Project Assistance 

We considered the option of providing traditional 
project assistance,
but recommend against it 
at this time.
 
- Advantages : Projects permitbecause of 

much greater control 
over outcomes
the more intensive and sustained involvement by AID staff
and consultants throughout their design, implementation and
evaluation. 
 3y concentrating on 
a 
few specific projects AID would
become very familiar with the technical subjects and issues affecting
them, permitting substantive dialogue on related policies.
 
- Disadvantages 
: The principal disadvantage concerns the long-term
commitment of 
human and financial resources that projects requir-e.
Because of 

AID's own 

uncertainty about GOT economic policy performance. and
plans, a normal 
five to ten-year commitment of
staff funds and
to sustain projects is 
not now possible. Most projects also
require counterpart .contributions and have recurrent costs
requirements, both of 
which should be minimized. Tanzania has already
too many unfinished or 
unsuccessful 

landscape. projects scattered across the
The last thing Tanzania needs is
What is to start anything new.
needed is to rehabilitate or 
support what has already been
begun. 
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Nevertheless, it should be noted that 
Tanzania is facing a 
critical
shortage of skilled mid-level managers as
implement reforms. 	 it attempts to identify and
Hopefully, some technical 
assistance and training.
directly related to specific reform efforts, can
conjunctiin 	 be provided inwith the provision of balance of 
payments Support.

2. Anticipated Program Resources 
(FY 88-92)
 

a. Bilateral OYB 
Current programming for FY88 and beyond estimates $4-$1'
annum 
of bilateral development assistance for Tanzania. 

million per

that 
this is provided in the form of 	

In the event
 
shillings will 	 program assistance, Tanzanian
be generated that USAID could have as an 
additional
resource to support stabilization and recovery.
 

b. Food Aid
 

AID and the GOT signed a PL-480 agreement under which 25.000 metric
tons of wheat flour will 
be 	imported in FY 	 87, generating roughly 450million Tanzanian shillings.

additional 	 It is quite possible there willfood assistance, 	 beprobably in 
rice, in FY 88 and
local currency 	 89. If so,
resources would be generated from that
portion of source also, a
which might be used to defray
currency operating expenses. 

some of USAID'S local
 
programming local 

We would support a general approach of
currency generatiohs either for high priority, GOT
budget development expenditures, 
or for 
local contributions to AID or
 other donors' projects,

intermediate financial 

or possibly to private investment through
institutions. Some time, however, will
needed for the government be
to 	sort out
mutually to 	 its own priorities and for us
identify the best 
uses of 
this significant AID resource.
 

c. Regional 
and Worldwide
 

1. 	Southern Africa Regional
 
Program. (SARP)
 

The SARP includes roughly $9 million of
Ta-ara Railway beginning projected assistance to the
in 	 FY87. In 	 addition,Southern Africa 	 the Administration'sInitiative proposes significant additional
regional transport over 	 funding for
the next five yea s. 
 If 	approved by Congress,a significant portion would undoubtedly be directed to Tanzania,
especially in 	 view of security concerns in 	 Mozambique. 

2. 	 AID/Washington Projects 
AID has centrally managed technical resources whichto 	provide could enable USAIDsome support for important longer-term development
probl ems. 

.* 	 Population - several of 	 the
(Pathfinder and 	

S&T Bureau Population Office granteesInternational Planned Parenthood Foundation) provide
assistance to private Tanzanian family planning organizations.
support should be 	 Thatexpanded, if 	 possible. 



* Private Enterprise - The AfricaBur~eau can assist with 
Bureau and Private Enterprisesector-wide or problem-specific analysescould support the Mission- strategy. which 

available to PRE also has limited fundsinvest in private ventures, primarily via local 
financia.
institutions.
 

* Africa Bureau provides support for participant training through iti
Africa Manpower Development Project
Resources (AMDP/II), now called HumanDevelopment Project (HRDP).assistance which This is an important formshould be ofused in Tanzania to
skilled manpower base. develop and e:xpand t'heThe Mission shouldtraining through central, regional 
support participant


and bilateral 
funds.
 
* Other - Most other central projects entailfinancial a combinationcontributions of Mission(buy-ins), 
host Country contnibutions,
recurrent costs and management time and skil.l. 
 USAID/Tanzania cannot
afford to dissipate its 
limited human and 
financial
advantage resources toof takesuch assistance for several more years. 

. REDSO/ESA 

The AID regional

regionally-funded 

office in Nairobi manages a number ofprojects of 
which agricultural
most relevant to research may be the
Tanzania. Participation would enable AID to maintain
a constructive relationship with the Tanzanian research community.
This would facilitate a resumption of direct assistance in that field
in the future, if 
appropriate. 

currency funds to cover 

The Mission could provide some 
local
local costs of
perhaps in concert with 
Tanzanian participation,
an 
anticipated long-term agriculture research
project.
 

V. CONCLUSIONS AND RECOMMENDATIOS
 

An optimistic scenario foresees macro-economic stabilization achieved
by mid-1988, recovery accomplished in mid
progressive market-oriented policies and 
1 9 9 0's -- fueled by


an expanding private sector.
 
A pessimistic scenario foresees backsliding on 
key policy issues,
depressed export markets, resurgence of
failure to meet statist economic principles,
IMF conditions, disenchantment of 
the donor community
and ensuing economic stagnation.
 

Reality will 
probably be somewhere in-between.
progress is being made, we While significant
should not delude ourselves that perfectionis around the corner.
 
Success in achieving near-term ERP targets will
donor support which in act as a catalyst
turn will determine, to a 

to
 
longer-term goals will large extent, whether
be met. Success breeds more
Tanzania continues to meet success.
the targets set 

If
 
AID should act out by the IMF and 
IBRD,
promptly to help make the ERP a success, 
as outlined

below.
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A. Near Term - FY 1987 - FY 1988 (Stabilization) 

* 

AID's objective for the near term should be to help the GOT meet
critical development budget needs, and alleviate the immediate foreigr
exchange shortage and credit squeeze, especially they impact on the
as 

private sector.
 

1. Provide TSh. 
450 million generated 
from the PL-480 food donation
to the GOT for "on-budget" bevelopment expenditures for agriculture
transport for which .funds are not 
available. 
 tVu
 

2. Provide most 
of the anticipated FY 
1968
for a commodity import program 
($4.o to $7.0 million)
(CIP) to finance transport equipment
and spares. The CIP could be geared to the needs of 
truckers,
railways, ports, road maintenance, or 
agricultural storage.
 

3. Local 
Currency generated by the CIP could be applied
GOT requirements for development budget costs to 
to urgent
 

railways improve roads,
or ports, or 
to private transporters or marketers as credit
for investment and working capital, 
if an appropriate financial
intermediary can 
be identified.
 

4. 
 Tap into S&T Bureau Population projects to assist local
organiZations and undertake studies to determine future directions of
Population activities.
 

B. Medium Term -.
 9 9
FY_ ............
 .R.eoverv)
 
AID's objective should be to help expand agricultural production and
to encourage growth of the private sector and concomitant reduction of
state controls and the rote of 
parastatals.
 

1. Provide $5.0 to $10.0 million per year of 
foreign exchange to
assist private sector transporters via 
CIPs (equipment and spares),
with a portion for rehabilitation of 
and maintenance equipment for
roads, railways or 
porti "important.to relieve bottlenecks to
agricultural exports.
 

Alternatively, 
if transportation and distribution systems improve
rapidly, AID resources might be better Utilized in providing
agricultural inputs such 
as

We currently Project 

fertilizer to increase crop production.
a fertilizer 
(DAP) gap of
annually.-.Howeverat some 12,000 tons
present even 
greater problem is the large
quantities of fertilizer sitting

inability to deliver 

in regional warehouses-because of
it to farmers in the
 a 
timely manner.
season, for example, anticipated demand was 
In the 1986/7
 

on 180,004' tons.
hand was estimated at The supply
190,000 tons of 
which only 170,00o tons were
able to be distributed. Hence, we project transport to be the key
constraint through the medium term.
 
2. Provide the local 
currency equivalent of 
the CIP program as
or equity financing for private firms engaged in 

loan
 
marketing of agriculture products and 

transport and
 
f:'r public in road rehabilitation and/or
investment-in rehabilitation and maintenance of 
key roads'
railways and ports.
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If food aid is continued in 
this period the local
generated from currency
its sale could be used for lending to private sector
transport or marketing firms to expand, 
or reduce the costs of,
marketing agricultural export and food crops.
additionally, Alternatively,
some of or
the funds could support public sector transport
infrastructUre rehabilitation and maintenance.
 
4. 
 Within the overall sector strategy some funds might be used to
promote studies. in-country training, or 
other activities promoting
greater understanding and dialogue on 
sector problems.
 

C. L2on c m -FY___9_-Fy 2000 ( rowth)
 

1. Transport 
-
 Assuming critical bottlenecks have been relieved by
1992, 
Further AID participation in this sector may be appropriate to
strengthen institutional 
and management capacity to build and sustain
an e;xpanding transport network geared 
to serving agricultural
development objectives.
 

2. Agriculture Production 
- Attainment of
social development goals will 
Tanzania-.s economic and
depend upon expanding production of
agricultural export and food crops. 
 In the face of constrained world
markets for the traditional export crops, development of
non-traditional 
agricultural exports will 
be important.
look for opportunities to support that 

AID should
 
research and policies which will 

development via agrirultural

sti~ulate production of 
 these
products.
 

-. Tourism 
-
Tourism holds great promise for. improving Tanzania's
balance of payments. The wild game parks, mountains and beaches
represent a rare natural endowment which should be carefully
exploited. 
 Tanzania has taken positive but 
inadequate measures to
preserve its wildlife and natural habitats while encouraging tourism.
AID should consider providing assistant6 for planning and'investing in
appropriate development of 
that resource..
 

4. Population 
-
 Unless Tanzania makes a 
concerted effort to reduce
the rate of growth of its population, 4uture production gains will
negligible on 
a per capita basis, be
 or negative as during the recent
past, and social goals will 
not be met.
strengthen national AID must endeavor to
child-spacing 
programs through centrally- funded
PVO programs initially and via bilateral programs in 
the longer term.
 
VI NEXT__STgLPj
 

Following approval 
to proceed with this strategy, USAID will 
initiate
 
a series of 
actions outlined below:
 
i. FY 
1987 PL 480 local currency
Planning - The Ministry of Finance and
ill establish 
a joint committee to identify unfunded
development budget requirements that meet our 
criteria.
review their recommendations and reach -agreement 

USAID will
 
on a muLLtuallV
acceptable set 
of activities.
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-. FY 1988 CIP - USAID will prepare a PID & PAAD and obtain the
services of 
'a marketing consultant to make a detailed analysis of
limited set of a
agriculture transport-related import requirements whict
conform to the ERP objectives. 
 Once the priority needs and users
identified, a REDSO commodity specialist should assist 
are
 

the commodities to be imported and 
USAID to define
 

an appropriate mechanism.
 

Following the above immediate actions, USAID proposes to
underta:.e 
a number of Studies to better understand theconstraints in
AID's possible sectors of concentration:
 

a. Overall 
examination of agricultural 
sector
should continue its reform agenda. USAIDeffort to understand the key agriculturalconcerns and critical policy
bottlenecks.
 

b. Analysis of the GOT budget process.
 

C. Analysis o pri.vate 
sector transport industry.
 
d. Analysis of 
financial 
institutions to determine feasibility of
providing local 
currency credit facilities to private sector transport
and agriculture marketing companies. 

-B. 
Analysis of computeri:ation requirements of 
key GOT government
agencies and opportunities for USAID to provide assistance.
 

4. Development of 
an 
AEPPP program.
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The following background studies are not included as annexes. 
Copies
are available from the Tanzania Desk. 
Dijkerman, Dirk W. Agricultural 
Development
Dssesment in East Africa:December of A.I.D. Assistance to an1986.. Tanzania, a MADIA Resource Paper,
 

Dijkerman, Dirk 
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