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SUMMARY AND IMPLICATIONS FOR AID ASSISTANCE
 

Tanzania has the long-term economic potential and the resource
 
endowment to permit significant economic development and allevi­
ation of poverty for its people. Tanzania also has a system
 
of production and a distribution of productive assets such
 
that tuture growth in income will tend 
to be equitably distributed.
 

Tanzani.a also receive.z significant amounts of external economic
 
assistance - perhaps ip 
to $600 million per annum - which provides

it with the opportunity to realize its 
economic potential. In
 
spite of these favorable economic factors, the economic out­
look for the next two to 
three years is dim, given the currert
 
functioning of the system and the present set 
of economic policies.

It is reasonable to expect some relief from the 
severe degree of
 
thae 1979-80 crisis; however, it is too soon to say whether suffi­
cient internal measures will be 
taken to accomplish a substantive
 
long-term strengthening of the Tanzanian economy.
 

The crux of Tanzanian economic weakness is 
related to declining
 
or stagnant physical production levels and falling factor produc­
tivity. Physical output and productivity have been declining for

several years. The latest crisis is the third one of the decade,

with the first one in 1970-71 and a second in 1973-75. Public
interventions in economic activity, e.g., 
price settinq, the
 
patterns of public investment, substitution of public for private

enterprise in transportation and distributio
n, have had the effect
 
of substantiallV'reducing economic efficiency without significantly

improving well-being through greater equity.
 

The present crisis situation in which Tanzania finds itself is 
a
 
result of the combination of several adverse exogenous factors (the

war with Uganda, a drop in 1978 coffee prices and large increases
 
in oil import costs) and a weak, crisis-prone economy, If Tanzania
is not able to strengthen its economy by increasing production

levels and improving factor productivity, it will continue to be
 
especially vulnerable to adverse external developments. Indeed,

Tanzania can realistically anticipate occasional adverse weather
 
conditions and annual increanso 
 in energy prices--along with price

increaset in many other impoeted goods and servicos--plus popula­
tion growth. If the producing sectors continue to tagnnate and

decline, however, theme three factors aloro will b 
nufficiont to
 
generate a state of chronic and increasingly nevere economic crisis.
 

In goneral, there are two kinds of policy rorponnan nended: firnt-­
policy rosponn.n aimed at addressinq the .hort-torin hnlaginc, of pay­
ments problem 
--thoao essentially involve ntimnlntint the uipply of 
exports through a variety of price and rInted incentive mnnuras,
and curtailingt domestic oxpondituron and crco dit expansioni second,there ia the nvod for poli c ins that Aim at atimulating lonJer-torm
etticiency of )roduction, management and dintribution. 



- 11 -

In many cases the two sets of policies are identical - e.g.,

reduction in credit to finance deficits of the parastatals

might stimulate the latter's long-term efficiency. Modifica­
tion of the agricultural vicing structure could cause commodity

exports to increase whilt simultaneously improving the allocation
 
of resources within the sector.
 

The Tanzanian Government has concluded a standby agreement with
 
the IMF that calls for restrictions of government expenditures

and credit expansion; measures to increase output, particularly

in the export sector; a phased reduction of debt arrears; and
 
further examination of the exchange rate question, leading to
 
agreement on exchange rate policy by June, 1981. 
 On the demand
 
side, the program is a lenient one sense
in the that the limits
 
on expenditures and credit expansion are essentially those made
 
possible by the assumed reduction in war expenditures, and the
 
liquidation of debt arrears 
is to proceed very gradually.

Accordingly, there is 
a heavy burden oa supply side policies if
 
the goals of the program, including the establishment of a sound
 
basis for more balanced growth of domestic production over the
 
medium-term, are to be achieved. 
 Tanzania s public statements
 
about the role of prices (including the exchange rate) and other
 
issues surrounding the agreement, however, are not wholly

encouraging regarding the success of the program, because these
 
statements frequently reveal an unwillingness to come to grips

with the severe resources constraints facing the country. on the
 
other hand, the Tanzanian Government has in the past shown
 
considerable pragmatism and capacity to adjust and change course
 
when faced with difficult economic circumstances.
 

The agriculture sector is 
a key element in both the short-term
 
and long-term outlook of the Tanzanian economy. It employs

about 90 percent of the economically active population; it
 
generates 40 percent of GDP and 80 percent of export earnings.

The Tanzanian agricultural resource endowment is adequate rela­
tive to the population for the agriculture sector to become a
 
significant source of long-term growth. The distribution of
 
agricultural assets is of such a nature 
that redistribution is
 
not a prerequisite to promotion of an accelerated growth policy.
 

Agr'.cultural performance has boon lacking on saveral counts.
 
A t'r expansion in production of food and export cropn in
 
the 1960s, export volumes declined by 18 percent during the
 
1970s. Food imports have tended to increase from near zero
 
at the beginning of the decade to high level.-rice and wheat
 
imports have become routine.
 

Agricultural pricen uhiftod in favor of food cr( pm dwrlnq th,
1970m; however, the official prlcos have tviidod to stimulato a 
demand pattern which (loon not Qxist. The result is nurpiu.es
of foods such as sorghum, cannsava And millet, for which there 
i virtually no domentic commrCial emnAnd, whilO wheat and 
rice remain in parennially uhort Lupply. rxport. ciop producer 

http:nurpiu.es
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prices have declined in real terms and relative to food crops,

while marketing costs and export taxes have increased dispropor­
tionately. As a result, farmers' shares have decreased in spite

of rising trends in most international commodity prices. Overall,

pricinj policy has caused serious resource misallocation and
 
major deficits in the National Milling Corporation (NMC). The
 
NMC deficits have in turn contributed to inflation which, in com­
bination with declining export volumes, has weakened the Tanzanian
 
international trade position and made the economy more 
susceptible

to adverse international changes s,.ch as oil price increases.
 
Lastly, there has been a tendency for an excessively heavy reliance
 
on agricultural pricing policies and neglect of policies to
 
increase agricultural production. Price policies and 
resources
 
have been used extensively to influence the composition of agricult­
ural output. 
The core problem of stagnant aggregate agricultrual

production has continued largely unaddressed. A shift in policy

instrument emphasis as well as major price policy changes will be
 
necessary to place the agriculture sector on a sustainable growth
 
path.
 

The industrial sector has focused cn relatively capital intensive
 
import substitution. Despite public statements in support of

small-scale rural enterprises, the bulk of investment has gone to
 
major industrial units w~ich have not stimulated significant

increases in employment while operating at low levels of capacity

utilization. The transport sector has been characterized by

significant inefficiencies partly as a result of external disrup­
tions - such as the breakup of the East African 
 community and
 
the Uganda war and scarcity of foreign exchange, and partly as a result
 
of a shift to public transport in the trucking industry which has

shown to be less efficient by comparison to private operators.
 

There are pervasive shortages in skilled manpower and breakdowns
 
in management. This problem is magnified by the fact that
 
Tanzania is primarily a system of managed, planned economy which
 
placeb large Oemands on managerial skills and administrative
 
efficioncy.
 

Finally, the oil price increases and related scarcity of foreign

exchange have adversely affected production throughout the
 
commercial sectors of 
the economy. At the same time deforestation
is a problem afflicting the supply of fuel to the subsistence 
sector. Tanzania, however, has significant amounts of untapped 
energy potential which can be used to address its long-term anargy

problem.
 

In light of these findings, the implications for AID a.nintance 
can
 
be summarized as follows. 
 (More detailed discussion of those
 
implications can be found in Chapter 
X. of the itudy.)
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- The present AID level of develmpment assistance (about $20
 
million) appears to be appropriate and should be main­
tained in real terms over the nex* few years. Signifi­
cant changes Jn this level should be related to progress
 
made by the Tanzanian Government in improving the overall
 
economic policy envircnment, reducing inefficiencies in
 
resource utilization and stimulating increased productivity
 
and growth.
 

-	 The present emphasis of AID 'economic development asaistnace 
to 	rural areas and tu aqriculture ia appropriate and should
 
be 	continued.
 

- AID's focus should continue to be in interventions that 
would increase productivity in food cultivation. 

In 	order to enhance long-term productivity growth, AID
 
should become more involved in applied agricultural research.
 

Agricultural research initiatives should be guidLd by
 
preliminary economic analysis of agricultural systems and
 
policies.
 

The strong overall commitment of the Tanzanian Government
 
to equitable growth and the relative equitable distribution
 
of assets and income are juxtaposed against a performance
 
of poor productivity and income growth by thu poor.
 
Against this background, the greatest weight in choosing
 
future AID activity or geographic areas of consideration
 
should be placed on the likelihood that the activity will
 
stimulate production and output growthl less concern should
 
be given to explicit targeting since,
 
there is strong likelihood that gains in output and production,
 
if 	they occur, will indeed benefit the poor.
 

W 	The policy reaponse of the Tanzanian Government to its current
 
financial crisis has so far not been sufficiently convincing
 
that non-project assistance in conjunction with the IORD or
 
in support of the IMF appears as the motat effective mcans
 
of channeling AID resources. This factor combined with the
 
weak institutional base and administrative bottlenecks suggest
 
that AID continue its focus on project assistance.
 

W 	Recurrent costs and recurrent cost financinq should be ,;. n 
prominent and explicit consideration in new project propo.als, 
and ways to address project recurrent cost flnanc.nq boIuld 
be explorod. 

= 	There arci nignificant ancd pervanlva ntlminintrativo nnd 
impl@manation bottlontiork afflictin mont dol1)Irl prOJOCU5. 
Many oxiatin'j acti vition ar n)t ftiotlor ninqAooquatoly oo 
a result of Inotf1 tivov manaqomnt, li(k , mkilled parsonnal 44d 
OOnfUnod polIcy seJinalp. Toun 5laobt)]mn sugeq t that 

http:flnanc.nq


future efforts be directed to activitio that: (a) shore
 
up and improve the functioning of existing iristitutions
 
and projects rather than starting new ones; (b) new pro­
jects are designed in ways that minimize demands on addi­
tional Tanzanian management and administration, and do
 
not depend for their success on a significant number of
 
intermediaries and linkages.
 

In order to assure success in projects which require on­
going professional management and techni.,l expertise,
 
such as seed multiplication, AID should make comnitments
 
for long-term involvement.
 

There are significant distortions in the valuation of
 
capital which contribute to low capacity utilization,
 
rapid deterioration of capital stock and unwarranted
 
capital intensity of operation in certain sectors especially
 
industry. In light of such distortions, great care should
 
be 	followed in the evaluation of capital costs, depreciation
 
and rates of capital utilization in evaluating all projects
 
with substantial capital content.
 

Assistance activities which attempt to increase utilization
 
rates in industry or other sectors solely through the pro­
vision of inputs will tend to provide only a modest and
 
short lived stimulus to increasing output.
 

- Given the scarcity of adequately trained manpower and its 
critical role in Tanzanian development, existing manpower 
forecasts and assessments need to be upgraded. 

W 	The development of small-scale enterprises located in
 
rural areas also may make significant contributions to
 
rural development and to the alleviation of scarcity of
 
essential manufactured goods consumed by the rural popula­
tion.
 

M 	Development of energy policy planning capabilities, develop­
ment of renewable energy sources and provision of invest­
ment resources and technical expertise for energy develop­
ment are important to creation of a capability for salt­
sustaining growth in Tanzania. AID should actively explore
 
the possibilities of 4asistance in this area.
 

-	 There io need to increase the degree of donor coordirAtion. 

- Ztforts should be made to explore ways to provlda Ta,1zanan 
docisionmakers with more and better empirical Information. 



1. 	INTRODUCTION
 

One of the conclusions of the Tanzania FY 82 CDSS was that
 

AID 	needed a better understanding of the Tanzania economy, its
 

problems and prospects prior to developing a more effective 

long-term AID aiti'atance strateqy. In late April. 1980, the 

Africa Bureau coxzunistioned a itudy Ly a team ot threo AID
 

economists--Jim Muego, Mike Crosswell and Kwan Kin who went to
 

Tanzania for five wtiks to gather materials and to conduct 

interviews with Tanzanian officials, members of the foreign 

donor community and AID/Tanzania officials. Subsequent analysis
 

was 	undertaken in Washington. This study represents the results
 

of 	 this effort. 

The 	study attempt to present a relatively comprehensive picture
 

of Tanzania's economic policies, problems and prospects over
 

the 	next three - five years. The study does not itself present
 

a development strategy for Tanzania or an assistance strategy
 

ftr 	AID. It is hopeJ, however, that the insights of the
 

analysis can be helpful in the devlopment of an AID assistance
 

strategy. Also, it is hoped that through interaction with 

Tanzanian officials the study can be useful in more effective
 

development cooperation which promotes Tansania's development
 

objectives.
 

The paper draws information from Tansanian sourcea from documents 

of intornational institutions such as the iMr and the IfiRD and 

trom a review of some 4spocts of Tanzanian aociallam.
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The paper concentrates on economic problems, and therefore its
 

perspective is somewhat critical. The criticism, however, is
 

not the intent per se, but it is inherent in the nature of the 

task: concern about economic p>erformance an' problems were the 

elements which inatigated the examnination; therefore, frank and 

critical oxamination it; central to the exercitne. Evaluations 

in the paper will frequently find policies or performance to be 

lacking. However, there is no intent, implied or explicit, to 

argue that poor economic performance is the axiomatic result of
 

the Tanzania economic system.
 

The study starts with an overview of the aggregate performanceof
 

theTanzanian economy and then moves into a discussion of the
 

current financial crisis, its causes and prospects. Progreas
 

made by Tanzania in alleviating poverty and in meeting basic
 

needs is then addressed. 

The study then focuses on sectoral issuesi a major analysis is
 

presente#1 of the agriculture sector and more brief treatment 

of industry and transportation. Issues relating to energy and 

general manpower dovelopment which affect all sectors are then 

ex-tilned. The final chapter draws the impllcatlons of the 

analysis tor A:1 assistance programs. 
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II. OVERVIEW OF THE DEVELPENT ENVIRONMENT
 

A. Developmental Goals and Strategies
 

Tanzania, considered one of the world's poorest countries, has adopted an
 
agrarian society-based socialist model of development. 
 The broad goals which
 
Tanzania hopes to achieve are both growth and equity based on the principles of
 
self-reliance and democratic participation. IThe ultlmate goal of develop­

ment envisions a society that provides an adequate of materiallevel welfare 

to everyone.
 

Historically, the main objectives of development for Tanzania from the
 

time of independence to the 1967 Arusha Declaration were growth .andself­

sufficiency inskilled manpower. 
This growth-oriented strategy relying mainly
 

on private sector Initiative ina 
mixed economy framework, however, fostered
 
the emergence of trends considered by the Tanzanian government as socially
 

undesirable: 
 increasing inequity In income distribution and widening of the
 

urgan-rural gap.
 

In reaction to these unwelcoms trends, 
the new Tanzanian policy-akeirs 

undertook to formulate alternative objectives and strategies. Althoth policy 
Instruments and strategies have been undergoing a 
continuous process of
 
modification and change, the basic long-term objectives which they are 
 intended
 

serve have remalited steadfast.
to The main objectives of development for 

Tanzania were enunciated in the Arusha Declaration and subsequent document'.. 
Inessence, they contain four elements of policy priority,
 

1. E€M11nt _!_oArftn. This envisions creatinn of the 
"uJam'"village. Ujamaa 11 based on the concept of the African tradition of 
in extended family system Inwhich preductive ctivttre%and return% fr(Nw thom 
are to be shared c(mmounally An4 equltably. the (on(ept envIdtlonr thD creattWon 

T 'j'Fn-T r dls(ut1tion on the I'nAnnin mdel, toeo P, 1lue and J. Weaver, 
An Ai1lAl of r*dcl of A.I.D.twent he TAnlan (1.c *ent, 
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of 	a society in which the individual would function without exploiting others
 

and without being exploited by others. Subsidiary goals emantting fromn this
 

broad objective include: (a)egalitarian distribution of income; (b)worker 

participation in decislon-mikinrg and (c) full trmployinenc. The basic strategy 

for attaining the goal has been to expedite state okinership and control of 

the major m~eans of production and distribution; organizdtlon of the rural 

population in villages for cocniunal productive activities and social 
services;
 

and administrative decentralization to the regional and village levels. Th­

decentralization strategy Is intended to conform to the Idea of self-reliance
 

by 	entrusting the develooment task to the people. It is also meant to
 

facilitate the politicization of the rural population along socialist lines.
 

2. Rural Develoment. Self-sufficiency in food is the explicit target.
 

The strategy calls for organization of the rural population in vtllages am
 

Increased agricultural productivity.
 

3. Self-reliance. The concept has many different connotations. Png 

the most important Is the pursuit of the long-term objective of creating an
 

Internally-based industrial structure. The Basic Industry Strategy (81S)
 

has had as 4 long-term objective the transoformation of Tanzni's production 

and consumption %tructure, which reflected the inherited colonial trade pattern 

and dependence on imported supplies of basic coniumer and producer goods, Into 

a self-sustainable, socialist system based on 	 the use of doestic resources 

for doastttc needs. I 

In content. the $IS eaphastze$ the production of basic needs goods as 

well as producer good*. Producer goods must use domestic resources as far 

as possible. ktit producer goods with high potential linksget In a m)dern 

TT-J1.-oir e socialitt indutrial develop*nt nv>del for Tantanis. 
see J. Underdtv.lQjw!nt nd I n itnINweyvimu, M Anu r I .n , 
Oxford Pra% , 1974. . .. .	 Tanianti Is ontidered to possess adequate Iron ore, (osl and lie
 
deposits.
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industrialized economy (steel, cement, metals, chemicals, glass, rubber,
 

etc.) should also be produced using Imported raw materials if necessary.
 

The argument is that they are important because of their high linkage effects
 

and externalities on the economy. They are expected to permit adaptation of
 

production techniques to local conditiun3, and accelerate the economy's
 

growth rate in the long run.
 

4. Output Growth. This is considered a precondition for the attainment
 

of the other objectives.
 

Tanzania's developmental objectives are thus quite compatible with
 

A.I.D.'s concern about the protmotion of growth with equity. In particular,
 

Tanzania's emphasis on the popular participation in rural development meshes
 

well with A.I.L.'s support of the bdsic human needs development strategy
 

B. Institutional Setting and Evolution
 

In the attempt to accomplish these objectives, numerous institutional
 

changes have been undertaken. First, there was nationalization of the key
 

sectors of the economy such as banks, insurance companies, external and
 

wholesale trade and important manufacturing firms. As the system of state
 

control has become more extensive, numerous public sector firms (parastatals)
 

have been created. The parastatal sector has quickly assumed considerable
 

1
importance in the economy. By the mid-1970s the public sector accounted
 

for about 60 percent of the total fixed capital formition.
 

The institutional shift toward socialism In rural areas was initiated
 

by launching a program to build uJ araa villages for connunal productive and
 

distributive activities, followed by a movement to organize the cattered
 

rural population In villages. The -ystem of central control to enforce
 

1. "F6rdeta-M-Fii-e institutional %tructure of the parastatal sector, 
tee ti.S. S. E1-Namaki, PrD!b~ms of ansgtmnt in a Deolopi" Ervirgnet: 
Th glt f Tqlaia, Nortib-Hl1 alnd Pbltsiiiij -Company, Amsterdam, 1979. 

http:economy.By


government goals Includes direct control over all foreign exchange transactions
 

including import-licensing by the Bank of Tanzania, and direct control over
 

most domestic prices including agricultural prices by the National Pr4cing
 

Comission and the Marketing Board.
 

Inpursuing tha objectives stated in the Arusha Declaration, the govern­

ment has pursued a pragmatic approach: While public sector ownership of
 

process of production has been stressed, inmany sectors private enterprises
 

coexist with state-run enterprises; while the government controls prices,
 

parallel market Pricing has been tolerated; and while self-reliance has been
 

the long-term objective, in the short-term there has been increased dependence
 

on international aid. Thus, Tanzania's economic system contains elements of
 

socialism, African tradition, market socialism, and capitalism. And its
 

institutions created to attain the objectives of development continue to
 

evolve.
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III. 	ECONOMY-WIDE PERFORMANCE 

A. 	 Aggregate Growth
 

During the 1970s ranzania's real GDP expanded at an average
 

annual rate of 5 percent. This compares favorably with the
 

recorded growth performance of other low-income developing 

countries. Of the 38 low-income countries listed in the
 

latest World Developr.nt Report, only five experienced more 

rapid growth over the 1970s and the weighted average growth
 

rate 	for the group is 3.6 percent. Tanzania's recorded 

growth performance in the 1970s has also been close to the
 

6 percent average rate that was maintained over the 1960s, a
 

decade in which international economic conditions were more
 

conducive to economic expansion.
 

While aggregate output has increased at a fairly high 

rate, population growth has accelerated, so that trends in 

per capita output have been less favorable. Average annual 

population growth, estimated at 2.7 percent during the 1960s, 

has increased to 3.0 percent over the 1970s. According to 

data in the recent census, the current growth rate in 3.3 

percent. Tanzania is one of only throe low-incow) countries 

in which the birth rate rose (although aliqlhtly) betwoon 1960 

and 1970.
 

1. 	 World Development Report 1980, IMF (1900). Tho ftiv low­
income countries with more rapid GDP growtt" are Malawi 
(6.5). Guinea (5.4), Lesotho (6.5), Kenya (6.7) and 
Indonoia (7.0). Throughout this uoction, *low-icome,refers to the 1IIl!D World Develpment Rporq dotlnitlon, which 
uses a per capita cutoff of900 in'77-aid $360 in 1970. 

http:Developr.nt
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The result of these trends in output and population growth
 

has been a notable decline in rate of growth of per capita out­

put, from 3.2 percent during the 1960s to 1.9 percent during
 

the 1970s. The latter figure is nonetheless relatively high
 

compared with other low-income countries. 

B. The Underlying Pattern of Growth 

1. Components of Final Demand. 

While aggregate growth rates of output indicate
 

relatively good performance, the underlying patterns of growth
 

present a more ambiguous picture. In terms of the structure 

of final demand, Table 1 documents the salient trends. 

Teble I
 

Shares of Main Components of Final Demand in GDP, at 
Current Prices 4/ 

1966-69 1970-73 1974 1975 1976 1977 1978 197O / 198OS/ 198119/ 

conrusp­
tion (C) 83.4 83.0 91.9 91.4 83.4 85.2 94.2 92.4 91.6 90.6 

Invest­
sent (I) 16.7 23.0 22.0 21.1 19.7 19.3 19.7 20.7 20.7 20.7 

Uports (X) 26.0 24.2 21.7 19.7 21.7 18.2 14.1 13.6 13.2 12.2 

Iports (M) 26.1 30.2 35.6 32.2 24.8 22.7 28.0 26.6 25.6 23.5 

Foreign 
savings 0.1 6.0 13.9 12.5 3.1 
 4.5 13.9 13.0 12.4 11.3
 

Zboestic 
savings 16.7 17.0 8.1 8.6 16.6 14.8 5.8 7.7 8.3 9.4
 

BOUXRLi IKY (1900), llY (1979), 1conomtc Survey, TID (1977)
 

a/ Not. tht CO - C+*IX-M, foreign Savings * 1-X. Omestia 3avtyns - 1-)N-)
 
I/ Provi.na

C/ rrojectod
 

http:Provi.na
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The share of investment to GDP has been maintained at a
 

reasonably high level over the 1970s, although the share is
 

somewhat lower in the second half of the decade than the first.
 

The most noteworthy trend is the steady and substantial decline
 

in the share of exports to the point where the share of exports
 

in 1981 will be about hal" as great as in the 1970-73 period.
 

Only part of this decline is reflected in a reduced share for
 

imports. Accordingly foreign saving has played an increasingly 

important role in financing investment, while the share of 

domestic saving has fallen sharply, except for the "recovery" 

years of 1976-77. 

2. Sectoral Growth in Output and Employment
 

The pattern of growth among sectors indricates 

some of the factors behind the observed decline in the share of 

exports and the diminished role for domestic savings in financ­

ing investment. Table 2 gives figures for annual levels and 

rates of growth of real sectoral output, and Table 3 presents 

average growth rates for the 1966-72 period and the 1972-79 

period. While total GDP grew at roughly the saino rate in each 

period, there are substantial differences in the underlying 

pattern of growth. First, growth in monetized production 

slowed significantly, while growth in subsintenco production
 

1. Construction of the Tazara railroad helps account for the 
high investment share during 1970-73. 



Table 2 

Sectoral Output
 

(19" 
Factor Prices, Growth Rates in Parentheses,
 

196_ 1967 M__e 1969 1970 1971 1972 1973 1974 1975 1976 1977 1973 1979 
h4r cuit-

Ym f z;r 

1t1.e<t=z c 
a4 Wa-e: 

Cr St-r -z-t-i C-a 

1 
' a(.e 

!" mxpcrx,
Cz . Cza-

2.9)3 
(14.73 

134 
(14.1) 
525 

(17.7) 
62 

17.0) 
-24 

(13.1) 
325 

116.2) 
412 

(O".5) 

2,955 
(.5 
192 

(3.21 
572 
(2.9) 
66 

(6.5) 
2"0 

(29.5) 
116 

(-1.1) 
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c.-celerated sharply, particularly subsistence agriculture.
 

Within the monetized sector, the growth rate of material pro­

duction (i.e., monetized production in agriculture, mining,
 

manufacturing, electricity and water, construction and trans­

port and communications) declinedby more than half. Indeed, 

on a per capita basis, monetized material production fell. At 

the same time, growth in public administration and other
 

services (not counting parastatals in other sectors) increased
 

beyond the high rates recorded in the earlier period.
 

Table 3
 

AVERAGE ANNUAL GROWTH RATES (%) 

1966-72 1972-79 1966-79
 

GDP 4.6 4.8 4.7 

Monetized (total) 5.5 4.1 4.7 

Material Production 5.7 2.1 3.7
 

Public Administration 7.7 9.0 8.4
 

Subsistence (total) 2.7 6.4 4.7
 

Sub. Agriculture 2.6 7.4 5.2
 

SOURCE: Economic Survey, 1Mr (1980) 

The data for submistence production are of doubtful reli­

ability. I Even if accurate, they highlight several ominous 

1. lee Discussion, p.
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factors. 
First, the capacity to export depends on monetized
 
rather than subsistence production, so that the observed
 
decline in monetized material production relative to GDP can
 
be directly associated with the declining share of exports.
 
Secondly, the capacity to 
finance an expanding public sector,
 
including health and education services, depends on 
monetized
 

rather than subsistence production, since the latter typically
 

does not yield taxes.1 
 Finally, recorded investment rates in
 
the subsistence sector, while positive, are quite low so that
 
a pattern of growth dominated by growth in subsistence output
 
will not generate high rates of domestic savings.
 

On the other hand, rapid growth in subsistence agriculture
 
-- if accurate --
would point to increased production and con­
sumption of food within the group that constitutes most of the
 
poor in Tanzania. Unfortunately, there appears to be no way
 
to verify the validity of the figures on growth of subsistence
 

agriculture.
 

Performance regarding employment has to be evaluated with
 

respect to the particular labor market conditions prevailing in
 
Tansania. 
About 90 percent of the population live outside urban
 
areas, 
and of this group about 90 percent are self-enployed 

mliholders, some of whom a!so receive Incoma from w4fj, 
lAbor.
 

The land/person ratio is relatively favorAlo over 
All, antd there 
is no significant landless proletartat. 
 'hun, whila the relatively
 
abundant resource 
in Tansania is unsklled
1 lbor, Tantania does not
 

rn491* a 5.
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represent a labor surplus economy 
to the same degree as many
 

other, more populous developing countries. 
Hence "the employment
 

problem" in Tanzania is 
to a large degree one of raising productivity
 

and incomes of self-employed smallholders, most of whom rely on
 
extremly primitive production methods. 1 
 At the same time, though
 

there is 
not a heavv burden on the industrial and services
 

sectors to absorb surolus labor, the problem of 
employing labor
 

productivity, using technologies that reflect the scarcity of
 
foreign exchange, capital, and skilled labor, 
is a significant one.
 

Data on employment growth and output growth are presented
 

in Table 3a. 
 On the whole, employment growth has outstripped
 

growth of output, so that productivity of 
labor has declined.2
 

The most slgnificant exceptions--services--I.s not a particularly
 

salutary one since the value of output reflects mainly labor costs.
 
Thus, differences between output growth and employment growth mainly
 
reflect growth in renumeration, that has 
little demonstrable
 

relation to oroductivity. 
Nor do the data necessarily reflect a
 
trend toward declining cipital inteniity. Investment levels have
 
been high and most investment has taken place outside the
 
agricultural sector 
(wher, over 85 percent of the labor force
 
works). gather, the picture is 
one of declining productivity of
 
all factors. %'his is consistent with the general view of weak
 

performance particularly in the parastatal 
sector.
 

More generally, t1ie pattern of growth through the seventies
 
has been one of recurring crisis and recovery, the crisis years
 
including particularly 1973-75 and 1978 
to the present.' 

Those crises show up most clearly ir the data on growth of
TFrforminc-w----ri lsct ..to raising Incormcn of smllholdero isdiscussnd in the next section.2. The d4ta on growth In output and amploymernt for estate agricultureare not too comparable. Noneth9 less voltme trends for export cropshave surely fallen well short o 
employment growth.
3. There was also a 1970-71 "mini-crisit."
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Table 3a 

Employment Growth and Output Growth 

Estate Agriculture 


Mining and Quarrying 


Manufacturing 


Public Utilities 


Construction 


Commerce 


Transport & Communica­
tions 


Finance 


Services 


Share of 

Waue Employment 

_ec 
 1978 


27.7 


1.1 


15.7 


3.2 


9.0 


7.9 


10.9 


1.9 


22.6 


SOURCr, XQ (1979) for columns I and 

Growth in Growth in
 
Employment Output
 
1973-78 1973-78
 

5.4 2.3
 

2.3 -13.1
 

6.3 3.1
 

- 2.8 6.7
 

-15.2 - 6.9 

8.6 4.3
 

7.9 4.5
 

1.3 2.9
 

2.1 10.5
 

21 Table 2 for column 3 

S Growth rate for monetized agriculture, 

*eGrowth rate for public administration 
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monetized material GDP (Table 2). The relative roles of
 

exogenous events versus policy performance in these crises
 

is the subject of considerable debate. Some have 

tended to emphasize the role of policies in precipitating or 

aggravating crises, and the role of exoqenou3 factors in 

inducing recoveries while others have stressed the oppo­

site set of relationships.
 

A review of the 1970-78 period by Weaver and Anderson
 

provides a fairly balanced presentation of the conflicting 

views on this dubate. 1 The period is of particular importancM 

since the policy response to the 1973-75 crisis (and to the
 

1970-71 mini-crisis) in many respects resembles the response 

to the latest crisis. Therefore it is worth examining these 

policy responses in some detail. 

Even sympathetic observers concede that the 1970-71 mini­

crisis characterized by shortfalls in food production and a 

in part induced by mis­consequent shop rise in imports, was 

guided policies. The response to this crisis is noteworthy 

bocaure it "involved steps which laid the foundation for the 

Jams H. Weaver and Arno Anderson "9tabilitation and
1. 

1970s,' paperDevelopiment of the Tanzania Economy in the 

presented at the Drookings Institution Conference on 

Sconomic tabilization Policle In Lefs DovalopeO 

Countries, October 1979. 
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policies taken to deal with the much more severe crisis of 

1974-75." 1 These measures, which also have their counter­

parts in the reaponse to the current crisiti, included steps
 

that increased public control over various spheres of the 

economy; strict controls on imports and fore ipin txchanqe; a 

credit budgeting system to control donw-utic Itndinq by banks; 

regulation of the use of surpluses earned by public enter­

prises; an expanded role in setting prices for the Price
 

Commission; and a new trading structure to handle domestic
 

and international trade.
 

The exogenous factors which contributed to the crisis which
 

began in late 1973 included a severe drought and sharp increases
 

in import prices for fuel, fertilizer and food. The drought
 

oontributed to shortfalls in production of both food crops
 

(especially maize) and export crops. Thus, import requirements
 

for food rose at the same time as import pLices for food (and 

other items), while the capacity to export agricultural pro­

ducts diminished. While these exogenous factors played a signi­

ficant role, some analysts discount their importance, and 

ephasiat the disruptive effects of villagiation on production, 

3,. Op. cit., page 12, citing In turn "The halance of Pay-
Ments Adjustmont Process in Devaloping Countrics - The 
Case of the United Vtopttblic of TAnranIA," [mectuber 1978
 
by M. Green, D. ftwegJa1ir4 and is. van Atkaldi, whivts 
eXplains And deftond Tatiat ilat p(),tliy petroarmAn'c over 
the 1970. 



- 17 ­

and the undue neglect of the export crop sector in favor of 

import substitution and industrialization as key factors in
 

the crisis. It in noteworthy that export prices increased 

almost as much au import pricesi in 1974 (50 percent versus
 

60 percent), however, declines in -xp() rt voluzni 
 tended to
 

negate the benefits of those increases.I
 

The policy response to the crisis included rv.viurcs to
 

expand production, restrict demand, and mobilize foreiqn
 

resources. Producer 
 prices for food crops increased abso­

lutely and relative to 
export crops, and the shillinq was
 

devalued by 11 percent. 
 Public sector investment was rodir­

ected away from infrastructure and towards more directly pro­

ductivo sectors, primarily manufacturem and processing, but
 

not export crops. Communal farming was do-emphasized and
 

public pronouncements provided some encouragement to small­

scale enterprises. SmAllholders were exhorted to grow food 

or face starvation. 

To dampen demand, imports were strictly controlled through 

allocation procedures for foreign exchanges retail prices of 

gasoline, rood and electricity were ralned taxes on consumer
 

ltems such as boor,cigarettes and textiles were incroasod 
and
 

lunday driving was banned.
 

1. ZDSD (19771# pp 72-73. 
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Efforts to mobilize foreign resources were successful. 
Net transfers, which averaged about $5 million annually in 
the 1970-73 period, 
rose to nearly $40 million in 1974 and
 
Over $80 million in 1975. 
 Nut capital inflows also increased
 

'by substantial amounts, despite the decline ii disbursements
 

associated with compltion of the Tazara railroad.
 

At the same time there was 
very little restraint on public
 
recurrent expenditures and growth of the public sector, 
 A 40
 
percent increase in 
the minimum wage was 
implemented in May 
1974, the pace of villagization was accelerated, and target
 
dates for universal primary education and universal rural water
 

supply were moved up.
 

Efforts to generate more revenues were not adequate to
 
counter-balance sharp increases 
in both recurrent and develop­
ment expenditures occasioned by the increases in producer
 
prices for 
food, the wage increase, a determination 
to sustain
 

the momentum of development efforts, and an 
inability to
 
achieve intended reductions in expenditures. Accordingly, the
 
overall deficit rose 
from 600 million shillings in 1972-73 
to
 
about 1.1 billion ($155 million) in 1973-74 and 2.4 billion
 

(1315 million) in each of the next two fiscal year*. 
Consequently,
 
the money supply expanded at annual 
rates of about 25 percent 

between 19?3 and 1976. 

During the 1975-77 period conditions Improved markedly. 
The weather was 
favorable and international prtce. for coffee
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and tea increased sharply. Agricultural output, particularly
 

food crops, rebounded strongly so that import requirements
 

eased and the balance of pairments deficit was reduced substan­

tially.
 

To summarize, Tanzania endured the crisis through a com­

bination of belt-tightening (as reflected in higher taxes,
 

reduced imports,and wage restraint in the period after May 1974)
 

and mobilization of foreign resources. At the same time there
 

were efforts to maintain and even expand development efforts,
 

which were financed through inflationary deficits. Less
 

quantifiable though significant costs of Tanzania's policy
 

response during this period included detericration of capital
 

and infrastructure through inadequate maintenance (especially
 

in transportation and rural water) and a perceptible rise in
 

smuggling, corruption and black market activities, the effect
 

of shortuye:., excess liquidity, and non-market rationing pro­

cedures.
 

C. The Current Crisis
 

The current crisis can be attributed both to eoonomio
 

trends and policien over the 1970. and other factors. Chief
 

amng tho lattr qroup In the October 1978 war with Uganda.
 

Needleas to nay, data on tho volumn and compomition of expend­

itures associated with this war are scant, so that it is diffi­

uult to appraise its impact. Official estimates put the
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budgetary costs of the war at $500 million, but it is not
 
1
 

clear over wh&t time period these costs accrued. An
 

economic memorandum of the Government of Tanzania issued in
 

April 1980 puts the recurrent budgetary costs of the war at
 

$300 million over the 1978-79 budgetary year (June to June).
 

The figure of $500 million amounts to about 22 percent of
 

monetized GDP in 1978, or about two-thirds of fixed capital
 

formation in that year.
 

Apart from the level of expenditures, the composition of
 

these expenditures is an important factor in judging the impact
 

of the war. Anderson and Weaver argue that these expenditures
 

were particularly import-intensive reflecting costs for weapons,
 

amunition and fuel. The Tanzanian standby request estimates
 

import costs of the war at about $100 million for calendar year
 

1979.3 This would amount to about 9 percent of merchandise
 

imports in 1979, and about 19 percent of merchandise exports.
 

These sorts of calculations understate the total costs
 

of the war to the extent that the economy suffered sunstantial
 

1. 	1980 CDSS, page 16.
 

2. 	Tangov Economic Memorandum, April 1980, page 5
 

3. 	Tanzania Standby Request, August 1980, para. 4. The same
 
para. mentionn an Increase in the oil bill amounting to
 
$85 million an a result of oil-prico increases. To the
 
extent that so.m of the oil demand is related to the war,
 
this should also be included in the import costs of the war.
 



dislocations in mobilizing resources for the war and conduct­

ing the war, which particularly lisrupted transportation and
 

distribution. Other costs that would not show up in the
 

budget include the excessive wear and tear on capital assets,
 

infrastructure, etc. On the other hand, the costs would be
 

overstated to the extent that resources mobilized for the war
 

were otherwise unemployed or underemployed. 

By almost any calculation the Uganda war imposed coats of 

macroeconomic orders of magnitude on the Tanzanian economy. 

The capacity of the economy to absorb and adjust to such a 

shock was aggravated by both external and internal factors. 

Chief among the external factors were adverse movements in 

international prices which helped contribute to a decline in
 

value of merchandise exports from about $550 million in 1977
 

to $475 million in 1978. For coffee, which accounted for 41
 

percent of exports in 1977, unit value declined by 40 percent, 

and volume increased by about 16 percent, so that coffee 

exports fell in value by about $55 million. For the second 

most important export, cotton (12 percent of 1977 exports), 

a decline in unit value of 18 percent reinforced a 6 percent 

fall dn volume, leading to a drop of $11 million in export 

earnings. 

1. International Financial Statistics, September 1980.
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Overall, Tanzania's export price index as computed by
 

the IBRD fell from 100 to 91, while the index of import
 

prices rose from 100 to 114. 
 Thus, the f rms of trade fell
 

by 20 percent. 
 In other words, the volume of Tanzania's
 

exports would have had to 
rise by 20 percent in 1978 to account
 

for the same volume of imports as in 1977. 1
 

The effectsof war expenditures and adverse movements in 

international prices on the balance of trade were aggravated
 

by the liberalization of import restrictions in 1978 as part
 

of a World Bank agreement. 
 The total effect on the balance ot
 

trade was dramatic. 

Table 4 

Trade Data ($ millions) 

1973 1974 1977 197 

Merchandise 
Exports 363.6 399.2 372.9 490.0 546.7 473.6 

Merchandtae 
Imports 437.8 660.4 670.0 555.4 648.4 1006.1 

Balance of 
Trade -74 -261.2 -297.1 - 65.2 -101.7 -532.5 

Source. IFS, September 1990. 

At the same time trends and policies ovor the period of 

the 1970a put the Tanzanian economy in a weakened ponition 

for coping with the cr1ni1. The declining nfhnre of exports 

1. IDRD Project Paper, September 1980.
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in economic activity noted earlier was the result mainly of
 

production declines in the export crop sector, owing to
 

unfavorable price policies (reflecting in part the emphasis
 

on food crops), inadequate investment and institutional insta­

bility. While export prices (international) declined from 1977
 

to 1978, they were still on the whole quite favorable relative
 

to earlier years. However, trends in volume have limited
 

Tanzania's capacity to take advantage of these prices.
 

The role of adverse trends in oil prices over the 1970s is 

difficult to gauge. Table 5 presents a comparison of develop­

ments in unit values, volunes and total values for petroleum 

imports and coffee exports over most of the decade. In response 

to the 1974 oil price increase, Tanzania curtailed import 

volumes substantially, though it is difficult to say at what 

cost. In the 1974-75 period, the value of coffee exports fell 

well below that of petroleum imports, but rose sharply in 1976
 

and 1977 in response to higher coffee prices. In 1978 and 1979 

import volumes for petroleum rose substantially while coffee 

prices fell from the extraordinarily high levels of 1977. 

On average the volume of coffee exports was lowor in the 

1974-79 period than during 1971-73. Had Tanzania boon able to 

expand exports of coffee, the difficult adjunttnt to higher 

oil prices could have been substantially ,modoratad, given the 

favorable movements in coffee prices after 1975. The most 
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recent substantial increase in oil prices will impose signi­

ficant further strains on the economy. 

Table 5
 

TRENDS IN VALUE, VOLUMES AND UNIT VALUES OF PUTROLEUM
 

IMPORTS AND COFFEE EXPORTS
 

1971 1972 1973 
 1974 1975 1976 1917 19)8 1979 1980
 

Coffee Exports

Value (TSh) 227 383 495 375 1283485 1857 1303 1216 n.a.
Volume 71 	 109 120 82 109 116 87 101 90 n.a.
Unit Value 89 97 114 127 123 309 594 357 373 n.a. 

Petroleum
 
Value 	(TSh) 215 242 338 1004 590 789 843 :,.O40 1418 n.a.
Volume 102 98 81 46 60 57100 42 46 	 n.s.
Price 	 79 12892 467 514 	 550 596 606 811 1233 

SOURCe International Financial Statistics, October 1980. 

a! 	 Volumes and Unit Values ore expressed in index form, vith 1971-73 - 100
Values are in millions of Tanzanian Shillings. 

While prices of Tanzania's other export crops did not 

increase as much as coffee prices, movements in prices were 

nonetheless quite favorable. Using 1971-73 as a base (100), 

the unit valub indexes for cotton and sisal each 	rose to about
 

1977-79 period. Overall Tanzania's terms of trade were more 

favorable in 1977 (127) and in 1978 (104) than in 1970 (100) 

However, poor export volume performance tended to noe(ato the boneti-

Cial effects of higher export pricen. 

1. 	 World Developmeont loiporta, 1979, 1980. International
 
Financial fitatistic:n, May 1978 and October 1990.
 



- 25 -


Thirdly, it became apparent that the relatively high
 

levels of investment maintained over the 1970s have yielded
 

very little in the way of increased output, at the same time 

that public administration and services have expanded rapidly.
 

The March 1980 Economic Report of the Tanzanian Government 

places major emphasis on "Problems arising out of our past 

planning and execution of those plans," as key factor under­a 

lying 	the current crisis. 
 They note that available resources 

have been overcommittod, so that many projects have not been 

completed, and completed projects have not been maintained. 1
 

Finally, the breakur of the East African Community and
 

the closure of the border with Kenya in 1976/77 had substantial
 

disruptive effects, especially on transportation, conmunication,
 

and distribution. The Minister of Planning reported that
 

between 1976/77 and 1979/80, "over 2000 million shillings
 

($245 million) haO to be spent on projects arising from the
 

breakup of the East African Community.* 2
 

D. Evolution of the Current Crisis
 

Under an IMF program for calendar year 1979, the 

Tanzanian shilling was devalued by 10 parcent, and producer 

prices for export crops wore raised nignificantly. However, the 

1. 	 Tangov rconomic Memorandum, March 1980, pp, 1,2. It is 
noteworthy that this discussion in doleted in the April
revised MonKa)rnndum

2. 	 Tanzania and the 
IMr*, by Kighoma Malima. Tanzania Daily

News, March 26, 1900.
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Ugandan war made it difficult for the government to control 

public expenditures and growth in the money supply. I
 

Recurrent expenditures for the 1978-79 fiscal year were 1.5
 

billion shillinqj (about $190 million) above the budgeted
 

level of TSh 6.5 billion, and about TSh 2.7 billion ($340
 

million) above the level of the previous fiscal year. (See
 

Table 6). Combined with a shortfall in domestic revenues, 

this 	increase in expenditures necessitated domtontic borrowing 

of 3.4 billion shillings, leading to a substantial increase in 

tha order of 40 percent.
the money supply, on 

During 1979 there was a moderate improvement in the value 

Of exports, and a small decline in the value of imports result­

ing primarily from increased restrictiveness in issuing import 

licenses. The decrease in import values masked a much sharpet' 

decline in volumes. Moreover, given that import requirements 

for the Ugandan war were probably extremely inelastic, and a 

sizeable portion of remaining imports consisted of capital 

oods associated with foreign assistance, it's reasonable to
 

suppose that most of the reduction came from consumption and
 

intermediate input requirements for economic actlvity. 

I. 	 The April 1980 Economic Memorandum alnno m nt ion the need 
to st:,engthan norvicon (water, health, onad nmintenance, 
education) that h|ad boon neglectd an anlithr sourca of 
exceIIive expnditurm. 

2. 	 The figure reported by tho Tnnqov Kconomic Mmorandum, 
April 1980, page 8. Table 7 presents data accumulated by 
the iMr. 



TABLE 6 

tm1 Gowr.nt nan V 

(? llings, illoaS) 

M S 1975// 1976f77 1977/78 1979/79 1979/80 19P0/81 
_ out n t OBudgt_ _o_ Budget outcom 

zutia 
a- Tax v 
b. R,-Ta.rFINU 
1. 0varas (TotaL) 
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4,317 
3.272 

467 
3.739 

578 

4,466 
3,399 
488 

3.887 
579 

5,780 
4,770 

445 
5,211 

765 

6,897 
4,839 

585 
5,424 
1,473 

6,839 
5, 4,61 

471 
5,932 

907 

9,139 
5,787 
1,335 
7,122 
2, ;9 

8,169 
5,992 

699 
6,691 
1,47E 

10,564 
6,807 

681 
7,458 
3,0%6 

9,551 
6,850 

718 
7,568 
1,983 

11,871 
8,126 
622 

8,748 
3,123 

=.-4,.' 4 iz t 5.915 6.445 6,863 9,102 8,839 12,0C! 12,826 14,477 14,401 16,303 

3. - t 3931 3,526 4,480 5,180 5,345 6,505 S,C-3 7,272 9,282 9,063 

4. :areV t 2,043 2,102 2,580 3,496 3,351 5,175 4,544 6,853 4,945 6,765 

5. Z'- .er " Adj mt. -59 817 -197 426 143 401 201 352 174 475 

C. :f.Z:'. 3 - A-) 1.596 e1T9 o3 2,205 2,000 2,950 4,659 3,893 4,850 4,432 

_-____ 528 745 1,097 752 1,911 1,276 1,850 1,337 

r . a : 
-

E-r.-wizg 
973 1.451 136 1,106 1,248 939 3,383 2,043 3,513 2,503 

-) 192 -3. -735 -244 -587 -617 1,392 -216 1,714 -315 

Zw".'j-,mmt 
4 ­ ; -

Defiit* 

C5)45 95 .,070 926 1,692 1,255 1,790 1,907 1,625 1,713 

1 YtXZ LZwzT(197,s 1979a 0) 



TABLE 7 

m y suply Y
 
(JtUan of Sillings-la.d Percent)
 

1.973 1974 1975 1976 1977 1978 1979 1980 1981 

K -A-Tea0r Law" 4673 5347 5977 7121 9230 11170 

674 630 1144 2109 1940 

;t , Chao" 14.4 11.8 19.1 29.6 21.0 

fr--Year ,wl 2634 3304 418] 5205 6201 6180 9020 10540 n.a. 

A"e -" 670 877 1024 996 -21 2840 1520 

TV r m-,.2, Cha 25.4 26.5 24.5 19.1 0 46.0 16.9 

K..- Te : :w,I6028 7160 8152 10051 12900 15555 

A *,sc*, e l 1132 992 1899 2849 2655 

Na m q 18.8 13.9 23.3 28.3 20.6 

fr-- ea." 61 IawI S M 6803 8143 8724 12363 14680 n.a. 

uc . .e " 796 U39 1373 1340 5i 3639 2317 

rezr-tagw C-Are 22.8 26.5 25.2 19.7 7.1 41.7 18.7 

1! . rz :X.: 1976, 1979. 190. Kid-y.r rufers to June 30 of the year in question. 

2/ Chamqs arv f rce the &m point of the preceding year pro jections. 
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There was little improvement in central government 

finances during the 1979-80 budget year. Recurrent expendi­

ture was budgeted to decline by 10 percent in nominal terms, 

as higher outlays on debt servicinq, the universal primary 

education proqram, trannfe r to reqional councils and the 

fertilizer subsidy were to be rore than offWe. by a Lsubstan­

tial cutback in defense expenditure. In fact, defenue outlays 

for the 1979-80 period were nearly an hiqh an in 1978-79 

(Tsh 2.4 versus Tsh 2.5 billion, or around $290-300 million) 

leading to a TSh 2 billion excess in recurrent expenditures 

over the amount budgeted. As both development expenditures 

and foreign grants and loans fell substantially short of 

budgeted amounts, and domestic revenues were as expected, the 

result was a second large deficit that called for high levels 

of domestic borrowing and significant expansion of the money 

I
supply. 

The effects of excess aggregate demand and rapid monetary 

growth on prices have not been reflected in offibial price 

indexes, which comprise controlled prices that currently under­

state the dogrio of inflation. The National Consumer Price 

Zndex increased by 12.2 percent in 1976, and by 12.9 percent 

1. IMF (1930). 
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in 1979. However the Tanzanian authorities acknowledge that 

"Given the distortions of retail trade and the actual avail­

ability of commodities in short supply tit prices hiqher than 

controlled prices, the official prict- index definite ly under­

states the deqree of inflation and urosion of the re 1 pur­

chahing power in the hands of the conununit ,'" . 

E. Policy Response - The Tanzanian Aqrernent- with the 
IMP 

Tanzania recently concluded a standby arrangement 

with the IMF for the period up to July 1982. This agreement 

would provide Tanzania with SDR 179.6 million (about $235 

million inclusing tranches of SDR 25 ($32.5) million per 

quarter over the fifteen month period beginning August 31 of 

this year. The arrangement is based on the Government's two­

year program of adjustment covering the fiscal years 1980-61 

and 1981-82. (See Annex for the TanGov Program contained in 

its request for a standby arrangement.) 

The basic objectives of the program arei 

(a) 	to establish a sound basis for more balanced growth 
of domestic production over the medium term, 
especially by revorsing the declining trend in 
output for exporthg
 

1. T&nGOv Zoonomic 4emorandum April* 1910 p. 20. 
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(b) 	to reduce excess liquidity in the economy and 
ease pressure on prices; and 

,(c) to curb the external payments deficit while 

gradually liquidatinq import pjeymetnt arrears. 

The program is predi-:ated on sevtiral critical assumptions 

including: sharp declinon in imports ind other ,xponditures 

associated with the war; balance of payment.-i ntupport ("excep­

tional financing") from sources other than the! IM. amounting 

to $240 million over the calendar 1980-81 period; and an . 

assumed expansion of exports of 16.5 percent in 1980, depending 

in part on higher world prices for coffee and sisal. 

Of the balance of payments support, nearly $100 million 

is required for 1980. According to the IMF, most of this has 

been secured from bilateral sources, particularly Algeria and
 

2
Iraq. The assumed support for 1981, about $140 million, 

is expected to derive in part from an IBRD structural adjust­

ment loan. This assistance would be in addition to the normal 

flown of development assistance, planned at almost $200 million 

per year in grants for 1900 and 1981, and similar amounts in 

medium- and lung-term loans for each year. 

Apart from efforts to mobilize loans and grants from abroad, 

the key elements of the program in ludc improved budgetary and 

1, TanGov Program, Para S. 

2. IN? (1900), p. 15. The effects of the Iran/IrAq co.fliot 
are not clear. 
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monetary performance in controlling aggregate demand; measures
 

to stimulate output and generate foreign exchange in directly
 

productive sectors; a phased liquidtion o. import ,arrears over 

a three to four ytt r piriod; ,ind a commits.ment to "consult and 

roach unier:tandintpi with thl u'tnd o)n (,xchaInW rate p:olicy 

prior to June 30, 198". 

The 1980-81 butjt (Table 6) o-,all- j t,,i ai]',* of recurr­

ent expenditure alit htly be low the rte ii:e,. 1919-HO love l of 

TSh 9.3 billion ($1.1 billion), b.ined ,ti nn expectvl leclino in 

war-related expediturcz rium 'h .4 to 1. 1 hill orin, p,rtially 

c ffset by an extraordinary oxpenditure of T:h 500 million to 

finance past and current N14C (National Milling Coq)ornition) 

operations and increades in other recurrent oxpendituva. Tax 

revenues are expected to increase from TSh 6.9 billion in 1979­

80 to 8.1 billion (M1 billion) the result of higher taxcu on 

beer, tobacco products, gasoline and soft drinks.' Combined 

with a small decline in non-tax tOvenue, total domentic 

revenues are expected to rise from TSh 7.6 to 0.7 billion, or 

within About TSh 300 million of recurrent exonlitu:er. In 

Contrast, recurrent oxpendituros oxcoodad dmrneit I,rnvontnaa by 

Th 1.7 billion and Tlh 1.4 billion durlnl ttho I,.%* two fiscal 

years. (About 02C5 And ;170 million ranmcp i va1y. 

1. TUn1ov ProgqrAm. pars 16. 

21. It ts notewortihy that th l proa of rojuar and prordu1 
9woollno is utjulvalont to )3 M)20 and 1).90 pir qalkon 
rspeoct Ivoly. 
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The remainder of the budget mainly comprises development
 

expenditures, foreign grants and loans, and &-mestic borrowing.
 

In recent years both development expenditures and foreign 

revenues have tended to fall well short of estimates, as 

development activ!.ties could not be implemented as quickly as 

planned. Tho 1980-81 budget calls for significant increases
 

both in development expenditures (from TSh 4.9 to 6.8 billion)
 

and foreign grants and loans (from TSh 3.3 to 5.1 billion)
 

compared with realized levels in 1979-80. The difference
 

between th~ae oxpenditures and receipts is expected to be TSh
 

1.7 billion, or about the level actually experienced in each 

of the past three fiscal years.
 

When other, relatively minor items are taken into account, 

the result is a domestic borrowing requirement of about TSh 

2.5 billion ($305 million), about TSh 1 billion loss than for 

eaoh ol the past two years. The anticipated effect on the 

MOlny supp17 amounts to a 21 percnnt increase (Juno 1981 over 

June 1980), comparod with a 30 porcent increase for the 

analojous 1979-00 period, and a 20 percent increase for 1978­

79. Half of this increane ii px-ojoctod to have occurred 

between June and Septombor of 1900, reflecting seasonal factors. 

For overall domestic credit, the program anticipates ,rowth of 

20 -lorcont from July 1900 through June 1981, compared with 

expansion by 26.7 percent in 1979-00, and 61.4 percent over the 
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previous fiscal year. The rates of increase in both the money 

supply and overall domestic credit for 1980-81 -- 21 and 20
 

percent respectively -- are about the same as the projected
 

rate of increase in nominal GDP of 19.3 percent for 1980.
 

The second major element of the program comprises
 

measures to increase output and supply, "ith particular atten­

tion to exports.1 These measures include the export price
 

increases mentioned earlier, as well as more recent price
 

increases for cotton, cashew nuts, and tobacco, and a lowered
 

export tax for coffee. While maize prices were increased by
 

20 percent for the 1981-82 season, the relative prices of
 

export crops to food crops are nonetheless significantly
 

higher than in earlier years. Apart from pricG policies, the
 

government's investment strategy:
 

"will focus on achieving a better utilization of existing 
capacity and completing ongoing projects, particularly 
those geared to the expansion of the export sector." 

Within agriculture, there will be increased inventmont in sisal 

rehabilitation, sugar production, wheat and oilseed develop­

ment, and production of farm implements and inputs. The 

foreign exchange allocation system is to place qroater priority 

on imports of raw materials, spares and intarmodiato goods for 

crop authorities, processing units and estatos as wall as for 

the principal manufacturing enterprises. 

1. TanGov Program, pars 7.
 



- 35 -


The government has identified improved functioning of
 

parastatals as a key element both in restraining excessive
 

expansion of credit arising from recurrent unplanned deficits
 

and increasing output and supply. According to the govern­

ment, action is now underway to deal comprehensively with the
 

especially critical problems of the Naticnal Milling Corpora­

tion, so as to improvo its efficiency and effectiveness.
 

The third major element of the program calls for a phased
 

liquidation of import arrears, which amounted to about $150
 

million at the end of 1979, and rose to nearly $240 million by
 

the end of July 1980.1 These obligations are to be liqui­

dated over a three to four year period. The schedule for
 

reduction over the next nine months is as follows:
 
2 

Phased Reduction of Import Arrears
 

End of Month Volume of Arrears (millions)
 

October 1980 $DR 183 - $238
 

December 1980 SDR 173 - $225
 

March 1981 SDR 163 - $212
 

June 1981 BDR 153 - $199
 

Finally, the fourth element of the program in a statement 

of intent to consult and reach agreement with the Fund on 

exchanqe rate policy, by Juno 30, 1981. 

1. 	 TanGov Program, para 4.
 
2. 	 TanGov Program, para 151 8DRs converted to US dollars at 

$1.3 per 8DR. 
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F. Evaluation
 

Two distinct but related problems account for the
 

current crisis in Tanzania, and must be considered in judging
 

the efficacy of the TanGov stabilization program and the out­

look over the medium term. First, aggregate demand has far
 

exceeded the available supply of goods and services, leading
 

to large public deficits, sharp expansion in money and credit,
 

a significant buildup of inflationary pressures, disequili­

brium in the balance of payments at current exchange rates,
 

and accumulation of import arrears. The Ugandan war, combined
 

with the f&ilure of the government Lo achieve adequate reduc­

tions in demand (expenditures) in non-war activities, largely
 

accounts for this problem.
 

The second, related problem is that productive resources 

have not been efficiently allocated in Tanzania, in the sense 

that aggregate supply has fallen well below potential levels, 

and increases in output have been meager compared with 

increases in capital (investment) and other productive resources. 

It is difficult to measure the extent of this problem. Further­

more it is important to keep in mind that ono of the hallmarka 

of under-development is sub-optimal allocation of renourcen. 

In Tanzania this problem is exacerbated by the emphalni on 

social control of resource allocation in tho proannce of 
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severe constraints in terms of data availability, administra­

tive and institutional capacity, and skilled manpower. That
 

is, in principle, a central planning system can arrive at an
 

efficient allocation of resources; however, in practice it is
 

extremely difficult, all the more so in a least-developed
 
1
 

country. This problem is only partially mitigated by the
 

relatively high degree of rationality, coherence and adapt­

ability in Tanzania policies. That is, policies are expli­

citly (if incorrectly) linked to stated objectives (villagiza­

tion, the focus on food production following the drought, the
 

Basic Industrial Strategy), and there is a demonstrated
 

capacity to adapt when the outcomes of policies are not what
 

was anticipated.
 

These two problems -- excessive aggregate demand and
 

inefficient resource allocation -- are linl:ed in several
 

important ways. First, it is obvious that a given level of
 

aggregate demand will be more or less excessive depending on
 

the level of supply. If resources were allocated more effi­

ciently, the level of supply would be higher. Secondly, ihe
 

Tanzanian response to excessive levels of demand -- and tc the
 

associated effects including repressed inflation, unavailability
 

l, 	 Zfficiency in this context can be construad to Include
 
consideration of the distribution of income.
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of goods at official prices, black markets, etc. -- has been 

an increase in social control of resource allocation, through
 

increased public control of wholesale and retail trade, expan­

sion of goods subject to allocation of import licenses, etc.
 

The current crisis has generated threats of elimination of
 

private enterprise in key economic activities such as grain
 

milling and transportation. This response undoubtedly exacer­

bates the problem of inefficient resource allocation, by
 

placing iLicreased demands on institutions with a weak planning
 

and administrative capacity, operating under conditions of
 

limited information and scarce trained manpower. For instance,
 

the task of allocating import licenses on the basis of the
 

capacity of the importing activity to save or generate foreign
 

exchange is extremely demanding in terms of data and analysis.
 

The budgetary and monetary elements of the program go 

directly to the problem of reducing aggregate demand. However, 

the projected decline in the domestic borrowing requirement of 

the central government from about TSh 3.5 to 2.5 billion 

reflects essentially the expected decline of TSh 1.1 billion 

in war-related expenditures, and provides for growth in the 

money supply of 21 percent, compared with 30 parcent In 1979­

1990 and 20 percent in 1978-79. Such an nd)untmont would 

appear to be minimal, both in terms of what's needed to dampen 
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inflationary pressures, and in terms of the burden borne by
 

Tanzania. Moreover, the recent military activity in Northern
 

Uganda may indicate that the working aasumption concerning 

war-related expenditures is valid. At the same time the
 

government has pronounced itself ready to take further measures 

to achieve its fiscal objectives if the need should arise.
 

Accordingly, there is a heavy burden on supply-side 

policies if the program is to succeed. It is difficult to 

appraise the effectiveness of the increases in producer prices 

of export crops. Recent price increases have been substantial 

in absolute terms and relative to increases for food crops. 

However, compared to recorded inflation rates (not to mention 

actual inflation rates as reflected in black market prices), 

the increases are not so great. The results of the emphasis 

on food production in the wake of the 1974 drought were 

generally very positive, indicating that the current thrust 

towards increased output of export crops may well succeed. 

The success of efforts to direct investment towards
 

better utilization of existing capacity is highly uncertain,
 

depending particularly on which sectors anI activities are 

singled out. Some activities may be of doubtful economic 

viability even if carried out at full capacity. In a system 

with controlled price, and publicly-adminint.rod firm, those 

activities are more difficult to Iduntify than In a market 

1. TanGov Program, para 10. 
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economy, where unviable activities eventually fail. A key
 

indicator of eventual success or failure of the program
 

should be provided by the specific economic activities supported
 

(or not supported) by the government's investment policies.
 

Finally, the success of efforts to improve pariatatal 

efficiency depends on the scope for identifying readily imple­

mentable reforms. There are probably a number of obvious 

measures that would bring about some improvementn, particu­

larly in the more flagrantly mismanaged parastatal]. However, 

the scope for achieving good levels of performance (as opposed 

to improved levels) will continue to be severely constrained 

for sote time to come by available supplies of skilled man­

power and by inadequate or misdirected incentives. 

The third noteworthy component of the program calls for
 

only very gradual reduction in the volume of import arrears
 

over the next nine months, from about $240 to about $200
 

million. This rather lenient schedule is justified by the
 

pressing need to use foreign exchange to raise the level of
 

output and capacity utilization rather than immediately taking
 

care of arrears. In the absence of adverse external devolop­

ments, this schodule of reduction appears vary roaonabla, 

and does not impose undue burdens. 

The fourth element of the program cal i for nagronmont on 

exchange rate policy by tho end of June 1901. The debate on 
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this issue sheds a great deal of light on the problem of 

efficient resource allocation in Tanzania and the imbalance
 

between Tanzania's aspirations and the resources at its dis­

posal.
 

The case for devaluation is that foreign exchange is 

exceedingly scarce in Tanzania, so that the true value of
 

exports and the true costs of imports are much hiqher (relative 

to the value of non-traded goods and services) than rflected 

in prices measured at official exchanqo rates. Devaluation 

would increase the return to activiti s that produce for export, 

particularly those which are heavily based on domestic rather 

than foreign (imported) inputs (say export crops &nd processing 

it would also increase the return to activitiesLndustries)l 


that substitute for imports, especially those activities that
 

use a relatively large portion of domestic inputs (wheat pro­

duction). It would reduce the profitability of activities
 

that are import-intensive but which do not generate or save 

foreign exchange (for example, some types of transportation 

and energy services). Overall, the effects of devaluation 

would be to shift the pattern of production and domand in 

such a way as to increase the supply of exportm (measured at 

Importn.international prices) and reduce domand for 

The Tanzanian cso aqalnut dovaluation In thati 

I. Tanzania Daily Nows, March 26, 1900. "Tantanta and the 
IMF* by Piqhomo Malima, Minister of Planning. 
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1) 	 Exports would not respond strongly to price 

increases at least in the short and medium term; 

thus devaluation would not help when it matters. 

2) 	 Imports have already been limited (by licensing) 

to capital and iterinediate (goods (n0 percent) 

and highly essential consumer goods 3such as medi­

cine and educational materials, so that there is 

no further scope for cuttinq back. According to the 

Planning Minister, "The major part, if not all, of 

Tanzania's import bill consists of only essential 

commodities, which cannot be reduced further with­

out serious socio-economic consenquenced..
 

3) 	 More expensive imports would reduce the comnti­

tivenes of Tanzania's few non-agricultural exports, 

because such exports de."nd on imported raw materials. 

,,4) 	 Relinquishing the exchange control system would result 

in importation of commodities which benefit only a 

tiny minority, contrary to the socialist principle 

of effective control by the state of scarce foreign 

exchange resources so that they can be used for the 

benefit of the majority. 

?Me. arguments are not compllingt indeed, they indicate an
 

orientation towards the current crisis that bodes ill for
 

prospects of successfully overcoming the crisis.
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The argument about the short-term unresponsiveness of
 

exports is beside the point to the extent that devaluation
 

is not meant to be a short-term, but rather a long-term 

solution. Thus to arue that devaluation will not acLSLy 

solve the crisis is to mis the point. The argunent for 

devaluation is that as recovery is achieved (through some 

combination of belt-tightening and resource tranr ier.i) higher 

prices for exports will encourage a more efficient allocation
 

of productive resources, and a more sustainablo pattern of
 

growth. The argument about the medium-torm unresponsiveness
 

of exports is hard to accept. While it is true that for
 

export crops new plants take a considerable time to mature,
 

there is considerable scope for expanding production through
 

greater care and effort in maximizing the output from existing
 

plants and in increasing the portion of output that actually
 

gets exported.I Indeed, the recent increase in prices for
 

export crops presumes some responsiveness of production.
 

Finally, it is important to note that if Tanzania cannot 

increase exports over the medium term, then it must either 

cut back demand for imports, or else rely increasingly on 

foreign assistance to cover the trade gap.
 

I. 	 A sizeable portion of cashewnut gjrowth actually goes 
unpicked, because at low prices it's not worth the 
effort. 
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Thus, the second argument, concerning the "essential"
 

characteristics of Tanzania's current imports, and the limited
 

scope for reducing im|ports', reflects an incapacity or unwill­

ingness to acknowledqge budget constrainta atnd sca1rcity. At 

best 	this i i an argull-,nt for i ncrat3ed fore!i~n ,.-Isi- tance; 

it is not an argument aqainst devaluation. 'Ilh( b.sic fact is
 

that 	Tanzania cannot pay for all of the irnport.s it currently
 

considers essential, whatever the exchanqe rate, unless it
 

receives increased resource transfers from abroad (or else
 

achieves sudden sharp increases in the value of domestic pro­

duction for exports). For a given level of resource trans­

fers (in foreign currency) and domestic production for export,
 

devaluation will not diminish the volume of imports Tanzania
 

can pay fori instead it will point out the true costs of
 

*essential" imports.
1
 

1. 	 It should bo kept in mind that Tanzania's claim that it 
has cut back non-essential consumer goods appears to be 
a valid one. At worst, there in an argument that Tansania'l 
ovrrvalued exchange rate subsidizes consum)tion of foods 
preferred by urban groups. There is not A atronj argu­
mont that TanzanLa is hanging on to an ovarvnaud exchangle 
rate to finance unsustainable levels of consumpt ion. 
Rather the problem is one of trying to auntain a 'ontly 
and inefficient system of production. Thin to nrjuably 
a lesser evil. 
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The third argument against devaluation raises questions
 

about what's "e.ssential." The argument that more expensive 

imports would reduce the competitiven.:3s of the few non­

agricultural exports-i rait n riOU about the effi­tierI ques;tions 

ciency and viability of these activities, particularly since 

devaluation would raise the price (in dozastic term.r) of the 

output that's exported. Maintaining an overvalued exchange 

rate will not make an inherently inefficient export activity 

efficient. If the case is one of an "infant industry," then 

the better policy in a direct subsidy to cover the maturation 

phase rather than overvalued exchange rate.
1 

The final argument appears to identify a fundamental con­

flict between Tanzania's nocio/political principles and con­

ventional economic principles, lowever, in reality there is 

no such conflict. Devaluation is in no way incompatible with 

an exchange control system: the effect of devaluation would 

be to reduce the number of petitions for import licenuen, 

particularly from producers who found that at realistic 

exchange rates, the value of their output on the domestic 

market was not sufficient to cover costs. Among those who 

I. 	 An overvalued exchange rate will benefit an exportin4 
industry only it the costs of imported inputs are greater
than the value of exported output, in which cAan t&e 
sc"Tvity in 4 drain on foreign oxchanqo at Any oxchango 
rate. 

2. 	 This would directly reduce the 4drmnlstr~tlvo burden of 
prooessing applications. 
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continued to apply for licenses, there could still be scope
 

for denying these petitions; further, imports of specific
 

luxury consumer gooda could continue to be banned. Finally, 

for activiti en that are ec nonic.ll y unvi able (cos3 ts exceeding 

the Value of output) but Joci ally dets irAbIVc, diri!ct lubsidi es 

could be provided, to the externt that Tan!ania could actually 

afford such subdsidiv i.
 

To summarize, devaluation woul1l h~ive two im;ortant posi­

tive effects. First, It would contributo to a nkr ,-efficient 

allocation of productive resources and incraited ,otput, by 

encouraging production in more viale nctivitiv. ,nl dis­

couraging production in loss viable activitis. Thus, it
 

would increase the value of domestic resources that can bO 

used to facilitate achievement of Tanzania's development
 

goals and objectives. Secondly, where activitioa of dubious 

economic efficiency were considorod to be worthy on social/
 

political grounds, a more realistic price of foroin exchange
 

would demonstrate the true costs of the underlyingqcia1/
 

political priorities. The economic came againt. dvaluation
 

does not stand up. The argument that lavalunt ion in c'untrary 

to Tanuania' basic approach to dova~opi.,:n:t i al ?4,itul valiit 

The conflict hero is not betweon TntlAr s ilit ICa!4t1. h I/ 

2. The* aruqitaentlteaare Ala) .4111iab= of1 'A to th puontion 
Interest rates And frrlI al1 lIon . 

http:nonic.ll
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principles and conventional economic thinking, but rather
 

between Tanzania's development goals and the resources
 

currently available to achieve those goals.
 

Are there measures other than deva'auation which would 

achieve the same effects? Since devaluation essentially 

raises the prices of tradeable goods relati'vo to non-treade­

ables, the effects of a *In.valuation could to some extent be 

achieved by raiiinq the pLice of each tradeable good. How­

ever, the Tnnzani~n argumunt, agai~nat devaluation suggest an 
1
 

unwillingneu to raise prices of imported goods. Can the
 

system of import licensing be implamr'itnd in such a way as to 

allocate imports to activities that would be mosat efficient 

at realistic exchanooe rates? In principle, yen, however those 

activities that received =icenses would cend not to produce at 

the optimal level under existing pricen nnd exchinge rates. 

In practice it would be extrenely difficult to correctly 

identify the most efficient activitien. Furthor, the costs of 

such a system -- in terms of proparinq and processing applica­

tions, and dociding on foreiq:, oxchang e41 .lovatA'onn -- are 

quite mignificant. rinally, tho Incentivn for bribery and 

corruption may be uch that the licenning system subverts 

rather than prorwtoa socialist principlesa. 

1. 	 'nPtrolnum baing n notAbla oxcept.lon, in that the domestic 
price at curr'rit exch4nge rates reflocts costs at world 
pries duo to a s)1nitficant tax. 
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G. Conclusion 


The program supported by IMF resources is an 

extremely lenient one in the sense that the immediate adjust­

ment burden imposed on Tanzania is relatively light. Over 

the short term, the main costs of the program will be covered 

by foreign transfers rather than further belt-tightening. 

There are a number of measures -- such as devaluation and 

adjustments of other prices to reflect Yeal costs -- that 

would increase efficiency (and disposable re,ouzces) without 

necessarily compromising Tanzania'is fund ,mental dovelopment 

objectives. Tanzania's public stance towards these measures 

in somewhat discouraging becaus" it obscures the real issues, 

and because it reflects some combination ot incapaciLy and 

unwillingness to acknowledge the wiae gan between its aspira­

tions and its resources, and to adjust accordingiy. (This
 

public stance makes sense to the extent that it ig relatively
 

effective in attracting foreign resources at highly conces­

sional rates.) Tanzania's non-public stance may be more pragmatic.
 

There in evidence of Tanzania's capacity to recoqnizo misdirection 

and change course. Additional donor support such an contemplated 

by the IDRD in the form of a structural adjustment loan allows 

a little more time for Tanzania to make soe, correctlvo mensures, 

beginning with devaluation. lhowever, at thn moment tho program 

in its present form is not likely to be ndc'quato to achieve 

its objectives, even under thC AMSumpt iOnO or n dclIne In war 

expenditures and substantial amounta or extraordinary toreign 

assistance. 
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Mr. J. do Laroeiire 
Managing Director 
International Monetary Fund
 
Washington, D.C. 20431 August 18, 1980
 

Dear Mr. de Larosi~re:
 

1. During the past decade Tanzania has made substantial progress
 
toward the long-term economic and social goals set forth in the Arusha 
Declaration of 1967. As a result of a sustained development effort and 
extensive institutional changes, notably the creation of ujamaa and devel­
opment villages and the expansion of public sector control over most other 
sectors of the economy, we were able to achieve a satisfactory rate of 
economic growth, a more equitable distribution of income, as well as 
increased self-reliance and social juslice. However, since 1974 Tanzania 
has faced an increasingly difficult economic and financial situation. In 
that year the economy suffered from both a large shortfall in food produc­
tion due to drought and the Initial shock of the sharp increase in world 
oil prices. Subsequently, a series of other events beyond our control 
placed further strains on the economy, especially on the balance of pay­
ments. The sudden collapse of the East African Community created major 
dislocations, necessitating considerable unplanned reallocation of person­
nel as well as domestic and foreign exchange resources to shore up and 
rebuild the vital transportation and cozmunicationa sector. More recently, 
the invasion of our territory and our consequent conflict with the former 
Ugandan regime has had a high cost in domestic resources, foreign exchange, 
and disruption of production. At the sane time, like all non-oil dcvelop­
ing countries, Tanzania has been affected very adversely by the further 
steep rise in oil prices as well as by the economic slowdown and rapid 
inflation in the major industrial countries. 

2. The adverse effects of these developments have been exacerbated 
by struotural and other weaknesses in the economy. Following the 1974 
drought, significant progress was made in raising food production through­
out the country. However, no headway wan made in reverning the downward 
trend in output of most export crops. In fact, Tanzania'. ex jort parror­
nanoe continued to deteriorate, and the ratio of exports to nominal grose 
domestic product (GDP) fell from '4 ler init in I'P)73 to 14 por cent In 
1970. With the IncreasinX shortage of forelgn exchanite, restrictiona on 
payments for imports am well am for certain nervic n and tranafers were 
tightened. Only in 197t, after the cofil, boom, did we find it poneible 
to relay our foreign exchange alloctation ,syutem. In general, therefore, 
Imports do: lined In relation to (1'% antd .he reault ig ahortagee of raw 
materials ant intermediate gojode led to substantial unterutiliaation of 
Industrial capacity and ronaiderable direrpair of Infrastruoture raili­
ties. Thu., while the external payments tiituation became Inoreainly 
diffioult, the growth of moot economia asg)orn slowed and preaoxures on 
prioe. Intenaified. Conoentration of our national effort on defaatit the 



- 50 -


ANNEX
 

forces of aggression necessarily meant depriving certain sectors of needed 
services and attention. This situation compounded existing weaknesses,
 
both physical and financial, within some parastata enterprises; and these
 
in tur-A imposed further strains on domestic credit and pricem, already 
under pressure due to war-related expenditure. 

3. In an off'ort to alloviato the internal arind ex t.rnal imbalances, 
the Government adopted a financial progrmnme for calendar 1979 that was 
supported by a firat crodit trancho purchann from thu Intorntional 
Monetary Fund afn well au a loan from the Trust Fund in ro..ipoct of the 
second period. Under the programme, which aimed principally at limiting 
the overall balance of paymenta deficit to about ';Dl( 20 million, the 

Tanzania shilling wan doproc lat,, by I0 per cent in termnt of the SDR in 
January 1979, and producer price:j for certain ex }ort crop:l wore rained 
significantly. However, d'10pito th (lovrnmotrit intun tlono exprened in 

the letter to you of March 10, 1979, it proved difficult to Implement all 
the necessary supporting policies and meanuren that wore d,ig i-d to con­
tain the growth of aggregate demand. In particular, owing largely to a 

continued high level of defence outlay,, we wore unable to curb government 
recurrent expenditure. According to provinional figurr.n, in fi:icrl 1979/80 
(July-June) recurrent expenditure reached T. mhn. '. billion, excoeding 
the budgetary estimate by 28 per cent, but rnpren-nting' only a 11 por cent 
rise over the 1978/79 level. Development outlaym w,,ri, of th,,e ord.r of 
T. shs. 4.9 billion, or below the target. Total ,xperitturo ant net lend­
ing (including transactions of special funds and aIjuntmtnt:, to a cnsh 
basis) was thus T. she. 14.4 billion in 1979/h0, compari with an initial 
estimate of T. she. 14.5 billion and T. shn. 12.8 billion in iT71/79. As 

regards revenue, overall performance was on target. Although a number of 
tax measurew were introduced in July 1979 and additional ine.aur,.' were 
taken In January 1980, particularly increasen in the ratn of the sales 
tax on beer, spirits, sugar, and textiles an well amn hlrhnr Imlp.rt duties, 
revenue from these sources fell short of the amount hulote ),,,uunn of the 
slowdown in tax-yielding industrial production anl thn delin. in dutiable 
imports but the shortfall was compensated by a nuttntinl Iricreane In 
revenue from income and personal taxes. )(owaver, no grnnt worn below the 
budgeted amount, revenue and grants together nra antimntal to have amounted 
to T. she. 9.6 billion in 1979/W0. aS againet n targiit of T. nba. 10.6 bil­
lion end collections of T. she. I).' billion in Il'/lri/,o. Connettquently. the 
budgetary deficit wee in the neighborhooi of T. mhn. 4.' h1i llion in 1979/1), 
whereas we hat) planned to reduce It to r. nhe. 1.1 billion. In relation to 
GDP" the bud qetery deficit declined fr:,,m I I 1,o, r nt in I'711/'1 to I1 ., per 
cent in 19'79/110. havorthelemn, givoe the relatively I mrltiv extent of 
foreign finanping of the diaricit, iint ove rnmerit borrowing from the banking 
syeste amounted to about T.he. I.,) 1,*1'iion in I9/110. rep renantinit an 
increase of 41 per oant over the outlt tmulin nm. unt ,of such borrowing at 

the eif of June 19'11). Over the yor- ,n a whole, nongovernment rollt ts 
estimated tip have ashown a ren (of 4 pot' ,entl but this vim distributel very 
unevenly, it the ational Millin ',,rl.rmtion (NMC) vjoerletnea financial 
ditetnuitlen, while 1ap)rt ,onetralrttt artifltally r)uoa.1 the workinig 
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capital requirements of some other parastatals. In 1979/80 the increase
 
in total domestic credit amounted to some 27 per cent and the rate of
 
growth of money supply, broadly defined, is estimated to have reached 28 
per cent, substantially exceeding the rise in GDP.
 

4. In 1979 export earnings were slightly higher than envisaged in 
March; but imports were even more so, despite the tightening of controls.
 
Hence, the current account deficit ia estimated to have amounted to SDR 270 
million, in contrast to the prograinme target of ';DR 135 million. If oil 
prices had rtciaineI unchanged and if war had not been imposed on us, some 
SDR 140-145 million (SDR 65 million on account of oil-prico Increasos and 
SDR 75-80 million on wer-related imrx:rta) would have been naved. That 
would have allowod un to moot the programm target, conaintent with the 
levels of other imlp)rt:i envionaget in March. Other importn were held to 
levels both below those projected in the programmv and below the minimum 
needed for satisfactory operation of the economy. However, although net 
capital inflows were considerably larger than had been fortnien, in 1979 
the balance of payments registered an overall deficit of LAM 46 million, 
or SDR 26 million more than programmed, entailing an accumulation of import 
payments arrears of SDR 75 million. At the end of December 11'9 much ar­
rears amounted to 3DR 118 million, and by the end of July 1960 they had 
inoreased to SDR 183 million. 

5. In view of this sitaation, and a shortfall in domentic food pro­
duotion, vigorous and comprehensive efforts are required to improve 
Tanzania's economic and financial situation. Accordingly, the Government 
has decided to adopt a two-year programme of adjustment, covering the 
fiscal years 1980/81 and 1981/82. The basic objectives of the programme 
are: (a) to establish a sound basis for more balanced growth of domestic 
production over the medium term, especially by reverning the declining 
trend in output for exports; (b) to reduce excess liquidity in the economy 
and ease pressures on prices and (c) to curb the external pnyments defi­
cit, while gradually liquidating import payments arrears. .pncilically, 
the overall balance of payments deficit is programmed to be contnined to 

BDR 59 million in 19W0 and reduced to 3)DR 33 million in 19m; thin assumes 
that Tanzania is able to secure balance of payments support of 11) li6 
million over these two years from nources other than the Fund and that 
bilateral and multilateral development assistance will continue to be 
received at the same level in real terms as in 1979/00. To raiae Imports 
to a oatiofatory level, Tanmania will make every effort to obtain addi­
tional external assistance. 

6. In support of this programme, Tanzaan hereby ra-uanta from the 
Fund a stand-by arrangement for the period up to June 0. lT'V In an amount 
equivalent to flDH 179.6 million, Including rosurvea of :;Dit hS7.' million 
under the upplementary finnoing facility. Tansania I. hopful that the 
Fund will look favorably on an Inareane of the amount available under this 
arrafgl4ent when it# new quota takis effoot. The Governmnt Intends to 
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review semiannually with the Fund the economic and financial situation
 
and the progress made in implementing the programme; the fi-rst such review
 
will be prior to December 31, 1980. 

7. During the prorr,imrfle p riod tho Cov,)rnmont'o proluction and in­
vestment strategy will focusi on achi-sving a better utilization of existing 
capacity and completing onining projects, particularly those geared to the 
expansion of the export .9ector. To thoti,,ndi , incrontied emphaairi is being 
placed on quick-yielding agriculturtl and inlustrial investment. With 
regard to agriculture, invt.stment alloctition!3 tire boir4j rai.eId to promote 
sisal rehabilitation, sugar output, wheat and oilneted dev lopment, and pro­
duction of farm implements and inputs. Extenalon oervico are aloe being 
improved. Moreover, the foreign exchange allocation system is placing 
greater priority on imp*)rta of raw materials, spare partn, and intermediate 
goods for crop authorities, proc'eaning units, and natton i well a" the 
principal ,anufacturing unterprisce. At the same time, atup are being 
taken to alleviate bottlenecks in bioic Infrantructure, with a view to 
securing intersectoral consistency in investment and output. To reinforce 
these policies, producer price incentives have been strengthened and, in 
this context, relative prices of export crops have been increased as part 
of a programme to reverse the downward trend in output. For the current
 
190/81 season, the Government has raised producer prices of the principal 
export crops by 7-19 per cent, while maintaining the producer price of 
maize unchanged. In the case of cashewnuts, the increase has been as much 
as 67 per cent. Further selective increases in producer prices were an­
nounced in July 1980 for the 1981/82 season. In view of the shortfall in 
food production, notably of maize, because of poor weather conditions, the 
growth of real GDP is projected to slow to some 2 per cent in 1980; but as 
the policies and measures described above begin to take effect, economio 
growth is expected to rebound to 4 per cent in 1981. The Increase in 
nominal GDP in projected to be of the order of 19 per cent In 1980 and 15 
per cent in 1981, reflecting a gradual easing of price increases; however, 
this reduction will depend considerably on the tegree of imported inflation. 

B. While taking stepe to expand domestic production for vxport, we 
are giving urgent attention to export promotion. To this effect, the 
system of exemptions from customs duties and sales taxes on re materials 
for manufacturing exports is being simplified; and an overseas market 
information and sale, capability for small exporters is being developed. 
The oreation of an export promotion fund io also under ac-tive conaldara­
tion.
 

9, These supply-oriented measures will be comblnoi with appropriate 
demand anagemont and incomes policies. To gradually rentore Internal 
and external financial equilibrium, it is enmential to Improve government 
finance* as well as the financial position of p4radtatala. Thus, for 
fiscal 198007I the Oovernment has resolved to maintain a cautious budget­
117 stance, involving both expenditure restraint end meAures to mobilize 
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additional revenue. The 1980/81 budget provides for total expenditure and
 

net lending of T. she. 16.3 billion, representing a nominal increase of
 

only 13 per cent over the expected outturn in 1979/80. To limit government
 

spending to this level, we inteind to substantially reduce war-related 

expenditure, contain the growth of other recurrent outlayn, 'nd postpone 

the implementation of major new dlevlopmont projecta requiring full financ­

ing from domestic rosources. The on]y major increase in btidgetary appro­
is due to a provinion of T. shs. 500 million to liquidate somepriations 

of the pant losise of the NMC and provide for adequate funding of its 

operations while longer terii solutionn to the corporation'n difficult 
Re gtArding wagon and salaries, a provisionproblems are being worked out. 

wage
of T. ahn. f31 million htin been made to cover the cost of the minimum 

None thelno , with the subs tont il reduction ofincreases described below. 

war-related expenditure, total recurrent outlaym will 1). kept below the
 

1979/80 level.
 

10. Assuming that the step:i now being token ennble mobilization of 

adequate 	 foreign exchange reooureez, thuis leading to the nocesoiory improve­
the fullmont in the utilization of industrial ralacity, and ronairerlng 

effects of the January 1980 tax Incres!ti, govarrun-int retvenue would have 
in 19H0/81. Hlowver, we believe thatbeen boosted to T. she. 8.2 billion 

this revenue level would have been inado.quatn to bring ablaut the desired 

reduction of the budgetary imbalanco. For thin reanon, in the ofcontext 

the 1980/81 budget, we have also provided for additional r-v-nun measures, 

consisting mainly of increases In the rotes of the malen tni in 	 beer, soft 
blended spirits, tobacco products, and ganoline., which
drinks, locally 

together are estimated to ,ield T. she. 490 million. Furthermor-, steps 

have been taken to reform ar:d omplify the tax structure, particularly the 

import tariff and the sales tix, with a view to improving tax administra­

tion. Theme actions will help raise total rev,nue and grants in 19t0/81 

to T. she. 11.9 billion, or 24 per cent more than the outturn in 1979/80. 
As a result, the budgetary deficit will be reduced to T. he. 4.4 billion 

in 1900/81, equivalent to 9 psr cent of the projcted UDP, compared with 

11.5 per cent of GDP in the previous yoar. TakirkV account of net foreign 
borrowing and domestic nonbank financing, which ar projected to amount to 

To shm. 2.3 billion, government recou ee to domestic bank credit will be 

limited to T. she. 2.1 billion in th(, year ending June 19111. or some 31 
per cent less than in 1979/130. It the need should aris*, additional "ea­

ensure the attainment or these fiscal objectives.
sures will be taken to 
In 1981/82 we intend to continue this adjustment effort so an to further 

reduce both the budgetary imbalance and government bor.-owing from the 
benkitig system in relation to GDP. 

11. An regards the parastatal sector, Intensive work in being carried 
out to identify and overoase weaknesnea in the financial structure, organ­

isation, and operations of kay enterprises. In this contat, ;arastatale 
have boon directed to take mesureo to Improve their prodiction targetifng, 
financial planninA, and accounting praticeo. This Is m first step toward 
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a more rigorous enforcement of the Regulation of Dividends and Surpluses 
Act, which requires the prompt annual submission of comprehensive budgets
 
and accounts. A special task force will be created shortly to assist
 
parastatals in preparing up-to-date accounts and to carry out spocisl 
audits. Their pricing policies and coat 'tructure:, will also be reviewed
 
to avoid recurrence of unplanned deficits. More generally, in the period 
ahead the Governmont intonds to diStingaish betwoen the cormercial and 
social policy functionil of paraut.tal so as to clearly ilentify the cost 
of social meanturuaiand their budgetary implic at ion. In thin connection, 
the NNC han a crucir.l role t,) play in the national economy, r"olona I hIe ac 
it is for basic food purchaoan. aturago, procenll3aing r.:,orv, mainagement, 
and distribution. Weaknenses in It: aecouating atil pricing nyst-mn M.1 
vell as problems of storage and trann K)rt have led to ovnral 1 unnntinfac­
tory pe formance, which has beon reflec ted in Incrn o] rel Aanc on bank 
credit to finance its operationa. Therefore, action in now under way to 
deal comprehensively with the NMC'n problemn no ans to Improv ito OfZ i-
Olency And effectiveness.
 

12. In view of the difficult flr.ancial situation, aint. 1914 public 
sector wage and salary scales have been kept unchanogit. Thin policy will 
be maintained In 1980/81. However, bonuses will continue to be p4id for 
hard work and outstanding performance; and payment-by-resultm ochmase are 
to be introduced. Moreover, to ease the burden of Inflation on the lowest 
income groups, effective May 1, 1980 the Government raised minimum monthly 
wages for rural and urban workers from T. she. 240 an! T. nhn. 510i, respec­
tively, to T. she. 340 and T. she. 480. This entailed some connequential 
adjustamnts in other wage rates. Conscious of the need to reduce ineffi­

ciencies in the domestic price structure, the National Price C( mmaslion 
has been periodically revioving and adjusting controlled prices. In this 
context, retail prices of petroleum products were raised subatantially in 
lebruary 19801 and prices of other commodities wiII be adjusted in light 
ot coat developments. Scope exists for Improving price management proce­
dures. It is thus our intention to streamline such procedures by eliminat-

Ing unneceseary items to allow more vigorous analysis and control of basic 
products. 

13. The Government's finance and credit plan for 110/I1 has been 
designed to support the adjustment effort. It reflects the planned reduc­
tion in government bank borrowing, and limits the use of creilt by certain 
persetatal enterprises. This will permit increseod bank lenliris to other 
parestatals and the private seo*tor to meet their proalvtlva reqi~rmvnta. 
Nence, total domestic oredit, which aaountel t( T. ohn. 14,476 mulillon st 
the end of March 19W0 end to eatisate*l to hiave renhe,1 *. Oh.. 1'.110 
million at the end of June 19), will nt oedawl T. *hn. ,.7")millioin 

during the quarter ending "etnmter V), T. 1" .M111l 'lo,IPOO.. Ohe. during 
the quarter ending December 1. vin), 1. at,. . allii(.ien during the 
quarter ending March 31, 19,11, ml T. ohn. 1ti,400 m111on ,luring the ,quarter 
ending June 30, 119)t. Within those ,vral rallinga. nat crolit of the 
banking system to the Govertment. whlh emiuntel to T. ohe. fl, 96 *111on 
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at the end of March 1980 and in estimated to have reached T. ahs. 9,230
 
million at the end of June 1980, will not excecd T. ohs. 10,250 million
 
during the quarter en ine ")!ptlimbor 30, 19iO0, T. nhu. 10,570 million (luring
the quarter enling Decombe r 51, 19O), T. ahn. 10,600 million during the 
quarter ending March 51, 1)l, an! T. ahn. 11,5 0 million doring th, quarter 
ending June 10, 11'PI. The ret I n Impl y 11 relicti on In lom,.titI, cre l t 
expansion in 1960/81 to 0 por 'rnt, which woul I hel p :,low the prowth of 
broad money to '1 ptr oent, nn in('r,!,ioe 01iy ' il :htly fo:tv.r thmn the 
projected rise in UDP. An in 1974 an I ol.. we r 'oori tlno, an in-depth

'study of the interest rat,, stru tur,. HlyI'll,8er 1', li ) tir.w I,.-1ilng
 
and deposit rates will come Into force, wlth 't view To 'o!"1tlvly .1:nlprov-

Ing efficiency of renourca nllo,re t ton tant i, l, ty to 4O1I ,ivor:s.
 

14. At the end of 1979 TanzftniIa'- out.itending ,,xt,-rnnl public anl 
publicly guarantoed debt auounted to about 'DI? )() million, or 25 per cent 
of GDP. Most of this debt has been contracted on highly favourable terma,
and in recent years Tantani 'aa also bt..efited from the conv".olon of some 
external loans into gr.ntis. Thus, during the programme perlod external 
debt service payments are projjctxd to remain below 10 per cent of exports 
of goods and services. While the Government intends to continua to rely 
primarily on concesCtorhl external borrowing, it may become necessary to 
raise some medium-term commercial loans. During the year ending June 30,

1981 new external commercial loans contracted or guaranteed by the Govern­
meat vith maturities of over one year and up to 12 yearo will be limited
 
to SDR 100 million; within this ceillng, a suboelling of 3DR 50 million
 
will apply to loan, with maturities of leos than 5 years.
 

15. The Government considers It essential to eliminate import payments 
arrears an soon asn possible. To sterilize the domestic liquidity aooruindg
from these arrears, full local currency deposit* for foreign exchange re. 
quests will continue to be required. The Government will ensure that the 
total amount of Import payments arrears outstanding will not exceed 3DR i63 
million on October 31, 19)0, 31)R 173 million on December 31, 190, SDR 163 
million or, March 31, 1901, and lDR 153 million on June 30, 1901. Also, the
Oovernment will continue to ensure that external debt service obligations 
are met on time.
 

16. As the domestic supply and demand management policies described
 
above will take dome time to restore external equilibrium, in the interim 
Tanzania will need to rely on restrictive import licenain& and foreign 
exohange *llooations, However. as the balance of payments situation i&­
proves, the trale an4 payments syotem will be eased. Tanania will carry
OUt a joint in-depth usihane rate otuly with the Fund, al It will ,tunult 
and reach understandlngs the on *eaohonde rote llrcywith Punt |rlor to 
Jim . 0, 191. 

17@ The Oovernaent of lansanla will reseh untlratannllnga willh the Fund 
f)Al1 the 11,before Juno 30, on limits specilfie In paragralJnu 14. snd 15 

for the period of the mtand-by arraonoment rr'm July 1, P011. 
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18. 
 Tanzania will not request any purchase under the stand-by arrange­
sent that would increase the Fund's holdings of its currency beyond the
first oredit tranche plus 12.5 per cent of its quota during any period in

which (a) the limits apecified in paragraphs 13, 14, ant 15 are exceeded;
 
or (b) understnadings pursuant to the last sentence of 14ragraph 16 and to
paragraph 17 have not been reached 
or the understandings thus reached 
are
 
not being observed; or, if Tanzania imposes or intensifies restrictions on
payments and transfers for current international transactions, introducesor 
multiple currency practices, or concludes bilateral payments agre ,ments
which are inconsistent with Article VIII, or impn)nes or intonnifies import
restrictions for balance of payments reasons. 

19. The Government of Tanzania believes that the policie net forth
in this letter are adequate to achieve the objectives of its programme but
will take any further measure that in its opinion may bezome appropriate

for this purpose. 
 During the period of the stand-by arrangement Tanzania
will consult with the Fund in accoroance with the Fund's policies. 

Yours elnoerely,
 

A.. Jaal,
NLnater for Ytaae 
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IV. 	 POVERTY ALLEVIATION AND SATISFACTION OF BASIC NEEDS 

A. 	 Extent of Poverty
 

Tanzania is a low-income country and poverty by any 

reasonable standard ia widesipread. About 90 percent of the 

population liven in rural areas and a lrqe, but uncertain 

proportion of this population is poor. I13RD estimatea dated 

August 1979 indicated that 85 percent of the rural population 

was below an absoluta poverty line that would en.ihle families 

to satisfy nutritional and other essential 
private needs.I 

The corresponding proportion for the urban population was 25 

percent. These estimates were based on poverty lines of $87 

(rural) and $117 (urban) for the 1974-77 period.
 

Updated IBRD estimates issued earlier this year put the
 

percentages of poor at 60 percent (rural) and 10 percent
 

(urban), despite higher real poverty lines -- ($109 and $147
 

respectively) and no new income distribution data. Insofar
 

as these poverty lines reflected official prices for food and, 

other necessities, the incidence of poverty would be under­

stated, since the true costs of acquiring these goods are
 

understated by official prices.
 

Indicators of the health status of the population also
 

point to widespread deficiencies in basic needs satisfaction.
 

1. 	 These and other datA cited In this section are drawn 
from the table of social Indicators found In each 
It0I1D/IDA project paper. 5an Table 1. 
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Life expectancy at birth is 51 years, and the infant mortality
 

rate was estimated at 155 per thousand in 
the late 1960s.
 

Only 36 percent of the rural population had access to safe
 

water durinq the mid-1970.s3 

Accordinq to official data, the educational status of the 

population is somewhat more positive. The primary school 

enrollment ratio has risen to 79 percent of the primary school
 

age group for boys, and 60 percent for girls. Adult literacy
 

stands at 66 percent.
 

B. Background and Setting
 

Poverty in Tanzania is essentially a rural pheno7
 

menon in the sense that using either set of IDRD estimates 
mentioned above, almost 98 percent of Tanzania's poor are in 

rural areas. Further, there to broad agreement that the 

poverty problem is essentially a smallholder phenomenon, in 

that over 90 percent of the rural labor force falls in this 

category. In particular, there is no significant rural land­

less proletariat, nor is there a significant land-holding 

olite I Analyses by the IDRD, the 1LO, and the Mission CD8
 

i, 	 OusrreiLro reports that, on the basis of the 1972 A'rl­cultural Centus only 16 percent of cUltIvatai1 14lnd wan
 
accounted for by holdings of over ') hacturan., And that
 
much of this land was state rywriod. Tho 11114D antlmates
 
that smallholdoru account for 
90 perc.nt, of cultivat*4 
land. 

http:mid-1970.s3


all indicate that the major source of inequality in Tanzania's
 

rural sector is not inequality in the size of land-holdings,
 

but rather inequality in the economic valuC of a unit of land 

reflecting regional differences in rainfall, topography, and 

other natural attr ibute!., Furthti'more, within the ri~qions 

where the value of a unit of land i:j high, averaqt holdings 

are significantly smaller than in other region.;, thereby miti­

gating some of the effects of variations in land quality on
 

interregional income inequality. 1 

While most analysts agree that variation in income levels
 

is primarily a function of location (region), it is not clear
 

to what extent poverty is essentially a regional phenomenon.
 

This depends importantly on the level of income that defines
 

the ovrty threshold. Using an annual cath income criterion
 

of TSh 1000 per household, the IDRD argues that *interregional
 

inequalities are therefore the major single component of rural
 

inequality, and offer a particularly close proxy for the rural
 

poor.u Thus, according to the IRD 00 percent of rural house­

holds in Ruvuma are poor, but the corresponding figure for
 
2
Kilimanjaro -- a *high income* region -- in only 6 percent.
 

1. However, both the IflhD and ILO argue that In the high
 
income regiona, land 1 loe oquttably distributed than
 
in other revlone.
 

2. Unfortunat ly, the u1t1) anAlysa natjilacted to include 
the broakdo'wn of raglion into( Incom, j1r, up. ,1ud-i in j 
tram populatton fl qur.., the hifhi Incoma toup probably
COmprla, vi llr.inAr,4, Tania, ani Arunha, alout 17 par­
cent of ih im al .opiulation. An the CD#!: ['tint tiOut, 
Arushaltcludai nevaral divarne arosan in terms of land 
and Incomo.
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A poverty lireof TSh 1000 in annual cash income per
 

household is an extremely low threuhcld. Combined with 

the IBRD estimate of the v.lut- of .<i').stenco output per 

household (TSh ',00-1800 po r yet.r,, - g on the r(lion) 

and tht avitrm1qc hous,,hu1d 4 n1,i]m]Act '. the InfL) 1,ata 

(about 5,3) this OV,r!., !, ::.. .;'4+z oit c..iajout $"62 par par­

son, well below the nutritioln baed , mentioned above. In 

fact, an annual cash incvomt of ovor TSh 2000 would be necessary 

9 put a household in the high income region at the lower of 

the two poverty lines ($97 per person por year) cited above, 

using official exchange rates. 

The question underlyinq this discussion -- a potonttally 

crucial one for purposed of formulating a AID strategy -- iL 

the extent to which poverty in pervasive throughout the ruzal 

sector in Tanzania. The IXRID analysis suggests that in 

middle and low-income regions, nearly all people Are poor 

whereas in high-Income regions mit peopile are not. However, 

a more reasonable criterion for poverty might significantly 

alter the conclusion aibout the high-income ,eglenS -- pro­

sumably Kilimanjaro, Tanga, and Arusha -- witich in any came 

account for only about 1/6 nf rural populations. 

It in noteworthy that, acoordinq to the CMfl anlysls,
which tAkes Int) atcouint Inroma AndI othr determLinants end 
Lndicator. ot w-11-1binij, 1tuvtPA ranks third out of 20,
behind only ,gr an sT%1am aind PI11man)aro. Yet the 144O 
estimate. thati 10 parrent or the population in PuvUXa is 
poor.
 



None of this disputes the conclusion tnat people are
 

relatively better off in high-income regions, nor is the
 

problem of relative inequtlity asuattred to be unimportant.
 

,onetheless, taking absolute pcverty to be the focal point
 

for an AID str&tcgy, it would aIppear that almost all rural
 

household., can be considered poor, ond that the question of
 

targeting arises, if at all, .,]yin parts of the high-incoe
 

regions.
 

A further important featare of the Tanzanian setting for
 

Purlounu o., arnaly:in. bAsic noieds perfomance is the village 

organization. AccorJigiq to the ILO, "the creation of villages
 

represalnto a major effort to redistribute land from the more
 

wealthy to pocrer farers .... piarticulArly in the relatively
 

wealthy and densely populatttd breai where differentiation has
 

been more pronounced."
1
 

Tanzania's particular forM of vilage orqanization is
 

designed to acidlve bothi a more egalitarian distribution of 

arned income and also more widespread accoju to both economic 

and social services. The ILO cites entr~tni th.t Or percent 

of Tanxenials population (and thorttfzo v t fr rural:w, the 

population) lives in villaujr. Th. WO) puto the portion 

of the rural populatlon in Villaqea at 6 percent. In any 

1p. I, .0.
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case, most observers agree that villagization is less advanced
 

in the high income regions (where land distribution is less
 

equal) than elsewhere. 1 The IBRD notes that "the rural land
 

reforms of Ujamaa and villaqization have probably prevented
 

disparities of access beinq increased but have not as yet
 

" 
removed them. 2
 

A third important feature of the Tanzania setting is the 

role of the public sector in the economy. This includes public 

determination of mort prices, and also direct public control 

of most economic activity in the induntrial and services sectors. 

This control is intended to prevent undue accumulition of 

wealth in private hands, and instead to generate surpluaes for 

use by the public sector in achieving development goals. 

A final important aspect is the well-articulated, coherent
 

approach to development that ostensibly guidef public volicy. 

This approach places primary emphasis on equity, self-reliance, 

ard rural development as goals, and on socialism (ad.ipted to 

the Tanzanian context) as the form of political and economic 

organization best suited for achieving these goals. 

1. 	Yegqer, pp 34-36, notes that *For whatever reasons,
 
reg ions least able to provide for their residents art&
 
the most heavily villeqied." So "Demography and
 
Development Policy In Tanzania, A Prellminary Aessms
 
ment," October 1900.
 

3, 	TMRD (1977), Annex III, p. 7, pars 31.
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C. Performance - Earned Income 

The most detailed analysis of Tanzania's performance
 

in alleviating poverty is provided by the 1977 IBRD review of
 

the 1969-75 period. The IBRD study looks at trends in both
 
I 

income distribution and poverty within the urban and rural 

nectors, as well as gapthe in urban versus rural incomes. 

Within the rural sector, the analysis focuses on three regional 

groups: high-income (16 percent of households); middle-income
 

(47 percent); and low-income (37 percent). During the period
 

in question real household income from subsistence production
 

(which is roughly the same across groups) 
rose by about 10
 

percent in each regional group between 1969 and 1975. 
 Thus
 

on the basis of subsistence output all regions enjoyed a
 

mOdest increase in income per household, and snbsistence out­

put per household remained fairly equal across regions. 1 

However, trends in real cash income were negativo both abso­

lutely and relatively. Real cash income fell sliqhtly in the 

high-income region, moderately in the middle-incomo region, 

and sharply (by 50 percent) in the low-income rogion. The 

aggregate effect on absolute real incomes (ceish plun subsis­

tene*) was very little Change in 
the high and middle-income
 

regions, but a drop of some 15 percent in the low-Income
 

1. It perhaps bears repeating that the date for xubsietenoe
 
output are of doubtful reilabl)ity.
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region. This in turn widened the dimparity between the high­

and low-income regions; by 1975, average household incomes
 

were twice as high in the former as in the latter, whereas in
 

1969 incomes in the high-income regions had been two-thirds
 

higher.
 

Of the various sources of cash income, most of the decline
 

came in sales of crops destined for urban areas. The IBRD
 

attributes this mainly to declines in the relative values of
 

those crops, and "residually" to declines in volume attri­

butable to drought, disruption of villagization, and longer­

run disincentives of daclining real producer prices. The
 

declines in prices of cotton, cashew nuts, and groundnuts
 

were sharper than for coffee, wheat, and tobacco, and so
 

affected low-income regions in particular.
 

Averaging across all regions, the real incomes of small­

holders are estimated to have fallen by 4.6 percent from 1969 

to 1975, compared with an increase of about the same marnitude 

in real iAcomes of urban wage earning households. Thus the 

relative gap between urban wage earners and mmallholdors 

v1ddened by approximately 10 percent, to A ratio of nix-)tit 2 to 

to This sort of calculation ovorstAte, tho fap hatween Aver­

age rural and average urban standardn of livinq (a wall as 

the tendency for the gap to widen) ninca it omits considera­

tiOn of the urban informal group. Thls group has been expanding 
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rapidly, and has an average standard of living lower than
 

the average for small-holders in any of the three rural
 
1 

groups. 

Other, less rigorous studies also indicate poor per­

formance in raising earned incomes of the poor. The most 

prevalent criticism relates to the pricing of agricultural 

output, and the deterioration in the urban/rural terms of 

trade. This is related to a second aspect of deficient per­

formance, namely the inefficiency of marketinq parastatals, 

which has resulted in unduly wide margins between producer
 

and consumerprices. Thirdly, the real value of incomes 

earned by small-holders has probably declined by more than 

the amount reflected in calculations based on official price 

indexes, because of pressed inflation and unavailability of 

consumer goods at official prices. Finally, the pattern of 

investment has not favored agricultural producers, nor has 

it contributed to increases in standards of living through
 

1,. 	 Thus, the IDD, looking at about the mama period, finds 
that the urban/rural gap has been narrowed, but that 
the gap in incomes between wage-earners and peasants 
has not. 

3. 	 As distinct from remarkably pouitive performance In 
creating an inatitutional nettinq potentially conducive 
to equitable paktrn of davolopment. This latter 
accomplishment, however, haa entailed significant coats 
in terms of production declinon because of the dis­
ruptive effects of villanization. 
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greater availability of essential private goods.1
 

Of these problems, pricing policies would appear to
 

have 	 improved over the period since the IBRD study 

was carried out. There have been substantial increasea in
 

nominal producer prices of most agricultural products in
 

recent years, while wage rates have risen only very slowly
 

2
in nominal terms, and have surely fallen in real terms.
 

On the other hand the problems of parastatal inefficiency 
J1and shortages of consumer goods havc apparently become' more 

acute over the past several years. Finally, investment in
 

agriculture was to rise substantially in the Third Five-Year
 

Plan. Over the 1976/81 period, the agricultural sector was
 

to claim about 12 percent of total capital iormation, as 

opposed to an average share of about 6h percent in the 1969/73
 

period. However, it is not clear whether this increase has 

been 	realized.
 

1. 	 IMF (1979), p. 61 IDRD (1977), Annex VI, 1. The IW 
is les judgemental, but notes the "danger" of para­
statals and other capital and skill-intensive activities 
preempting resources needed for rural development.
(LO p. 38.) 

2. 	 Recent lDRD project papers judge that "It to likely
that the (urban/rural) gap ham boon slightly reduced 
since 1976 due to continued rocovery or agricultural 
production and higher producer prices ... The ,Adicieo 
of wage restraint and higher producer prices pursued 
fince 1975 nhould haive a beneficlal Impact on almost 
all dimnsions of income dimtrlbution.* Be IDA/ASO­
115, July 1980, p. 2. 
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D. Performance - Taxation and Public Services
 

The capacity to meet basic needs not only depends
 

on the 
real value of earned income, but also is influenced by 
the redistributive effects of public revenue and expenditure 

policies, particularly the effects of taxation and 

public provLision of social services. I AppraisaL3 of 
Tanzania's accomplishments in 
this respect are more unifo-mly
 

positive. There is common acirt.t-eent that the ntiucttire of 

direct taxation (on incomes) 
is highly progressive. The ILO 

does not find the structure of indirect taxes (e.g., sales
 

taxes) to be progressive, on the basis of the standard
 

reasoning that 
the poor spend a larger share of their incos
 
on consumer goods than the non-poor. However, the ILO
 

apparently neglects to take into account the fact that much
 
of the income of the poor comes from subsistence production 
and consumption, which by its very nature is not taxed. Thum,
 

indirect taxes as a share of total income 
(subsistence plus
 

cash) would probably be lower for poor households than for
 

others. 
The IORD finds indirect taxes to be *proportional or 

moderately progressive." 2 

1. In a context in which prices are administered, thedefinition of 
a taY to somewhat ambiguous. If pricesto producers of food are unduly low or high (compared
to the real value of food) then Implicitly there is a
tax or subsidy. This section deals with the formal 
tax structure.

2. ZLO (1970) pp 163-165. IDA/A80-115, July 1900, p. 2. 
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There is also fairly widespread agreement on Tanzania's
 

positive performance in the delivery of services that meet
 

basic needs such as education, health, and water. Even 

severe critics of Tanzania's |prformrnnc-e on urban/rural 

equity issues atte.i t to the cquitable thrut; t of Tainzanian 

effurts in these aroa. IP- is r,1r t to *];Ay th.At tht.se 

efforts have been characterized by a hijh doijrt:o of efficiency, 

nor that the pattern of delivery is perfectly equitalble. How­

ever, in terms of the emphasis within health and ,education on 

basic services, as well as efforts to make such services 

widely accessible, Tanzanian performance has been impressive. 

E. Performance - Indicators of Well-Baing 

A comparison of social indicators for Tanzania over 

tLme and relative to comparable groups of countries presents 

a favorable picture of Tanzania's performance in meeting basic 

needs, despite lagging growth in earned incomes in the rural 

sector. Those indicators are prenentod in Table 1. While the
 

data are of uncertain reliability, they are consistent with 

and support the appraisal presented so far, that Tanzaniaas 

institutional setting provides for a relatively high degree 

of equity: that performance in raising earned incomea of the 

1. 	 rOr a detailed Acocunt of the health sector, see the
 
"Health dector fitrateqyO by Albert Hann, AID/Tanunnia,
 
February 19oo. ror education see IDA Report oo. AI8O­
113, July 1go0.
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poor has been negative; and that performance in terms of the
 

taxation and provision of social services has been positive.
 

In terms of resource availability, per capita income in 

Tanzania in about at the levl as t or t he low-ince me ref±erence 

group ($230) 4nd is well below the aver.aqe for the middle­

income group ($726), which presumably include; countries 

above a per capita income of $360 for 1978. Performance 

with respect to food and nutrition is at best mediocre, both 

over time and rolative to the reference groups. On most indi­

cators of health and physical well-being, there appears to 

have been significant progress over time and relative to the two
 

reference groups. In terms of most of those indicators,
 

Tanzania ranks well above the low income group, and at least
 

as high as the middle-income group. For primary eduiation and 

literacy, performance in significantly better than for either 

reference group, but the same is not true for secondary 

enrollments, which presumably reflects an egalitarian emphasis
 

on basic education services. With respect to the status of
 

woven, the primary enrollment rotios suggest moderately good 

performanco over time and relative to the roforon.se groups. 

finally, the data on absolute poverty Indicate that TanxAni,' 

has 4 lower percentage of the rural population in absolute 

poverty than for the low-income group, " lopito tha fact that 

http:roforon.se
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the rural poverty line is higher in Tanzania than in the low­

income group as a whole. This would tend to support a hypo­

thesis that income and asset distribution in tne rural sector
 

is relatively egalitarian compared with other low-income African
 

countries.
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Table 1
 

Indicators of Dasic Needs
 

Satisfaction and Well-beinR
 

Tanzania Sub-Sahara Africa 

I. Resource Availability 
Per Capita GNP (US $) 

20. 

70 

k. 

120 

Sat 

230 

Low-Income 

&t Rci.njt 

229 

Kiddle-Income 

Most Recent 

726 

2. Good and Nutrition 
Per Capita Food 
Producr ion 
(1969-71 - 100) 

95 104 91 92 94 

Per Capita Calorie 
Supply 
(Z of Requirements) 

3. Population 

Crude irth late 

I5 

47 

91 

47 

69 

47 

90 

4 

93 

47 

Crude Death Rate 22 It 26 20 26 

4. Health 

Life Rxpectance 42 47 52 45 s0 

Infant morta1ity 2** 155 116. mo6 nea* 

Child Mortality 

(1-4 years) 
32 25 20 25 23 

Ac.ee to Sate Watw 

Total Population 1 39 23 21 

Urban 6, a m 67 

Rural 9 36 17 Ioe, 

Populat ion per Phyjt1ALm 21020 24770 15430 30910 14500 

Population per our#* 10440 3030 2760 5793 3230 



1960 


5. Education
 

Primary Enrollment Ratio
 

Total 25 


Male 33 


Female 18 


Secondary Enrolluet Ratio
 

Total 2 


Male 1 


Female 22 


dult Literacy Rate 10 


G.Absolute Poverty ($)
 

Poverty Line 

Urban Ik.. 

Faral e.. 

Perrentqe Poor 

Urban l8, 

Iral o64. 

-

Tanzan La 


1970 


38 


46 


30 


3 


4 


28 


.. 


u.. 

m,. 


S. 


72 -

Host 

Recent 


70 


79 


60 


3 


5 


2 


U 

147
308 


109 


1.0
tooS6
 

60 


Sub-Sahara Africa
 
Low-Income " iddle-In ome
 
ost Recent Most Recent
 

58 62
 

74 69
 

54 51
 

to 21
 

1 29
 

7 15
 

2 24
 

6s. 

se.
 

67
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Conclusion
 

Tanzania has made remarkable progress in terms of creatinq
 

an institutional and economic envirorment such that, if increases
 

in real output and productivity can 1w achi ved, the dL roct and 

indirect bvneit! of niuwh iowth woui d be t i irl, ty,14Ut Ably 

,
distributed. Poverty in Tanzania iJ:i ennt ,ll y I in .IA ninallholder 

phenomenon, and the size distribution of 11-,jholdin, 

relatively equitable, although there In niqnitlcant retqional 

variation in the quality of land. Further, thi qovernment has 

a relatively strong commitment to providing essential economic 

and social services on a widespread, acce1sible basis. How@ver, 

public interventions in economic activity -- e.g., price 

setting, the pattern of public investment, substitution of
 

public for private enterprise in transportation and distribution,
 

etc. -- have had the effect of substantially reducing economic
 

efficiency and productivity without significantly improving 

vell-bain(j throuqh gjreater equity. The low level of efficiency 

and productivity contituten the greatest single obstacle to 

progress in achieving increased satisfaction of basic needs. 

Given severe constraints in termu of skilled manpowor and 4doini­

etrativo and planninj capacity In an economy subject to 

Increasing public control of resource allocation, the obstacles 

posed by low levels of productivity And economic lnetffciency 

are likely to loom larger rather than diminish over the toroe.­

able futusre. Sconomio liboralisation that allowed ,rice to 
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more closely reflect costs, rade greatcr unG of m.arkets an 

resource allocating mechanisms and directed a greater share of
 

investment to agriculture, could--in the Tanzanian context-­

make a substantial direct contribution t) greater satisfaction 

of basic needn throuqh qrowth in output, without coopromining 

Tanzaiia'm ,esuential develolitntnt (oals of euity, solf-reliance, 

and ruri. deve.loprn t. lorv ou!Id -uch re. fori- e ntailt abnonment 

of Tanzanian nociali.rm, ind ed, idtialo(iilly y. thitic 

observers such a 4i Penet- f ) )ot )t havt.iV 1 (7ur'ulf, fld . , Afi much. it thou t 

such measuren, in iaisnect, hi';, toc.A f.r'iq.IanA t ht of i n i# In 

assistance, it in difficult to -iv how Tanzanna'a3 Jovlopmk.nt 

goals can be effectively promoted. 

http:Jovlopmk.nt
http:nociali.rm
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V. AGRICULTURE
 

A. The Tanzanian Agricultural Resource Endowment
 

Agriculture occupies a dordnant position inthe Tanzanian econoy and
 

in Tanzanian development concerns. The sector employs about 90 percent of
 

the economically active population, it generates about 40 percent of GOP
 

and about 80 percent of foreign exchange earning;.
 

Although the average growth rate of agriculture approximately equals
 

the rate of population growth and there are occasional, large annual fluctua­

tions In agrIcultural output, the Tanzanian aqrlculture sector has the
 
1 

to become a majrr dynamic eeriont in the Tanzanian econoty.potential 

Several factors support this contention. First there Is evidence that, in 

the aggregate, Tanzaaia has a favorable population to arable lan 1 ratio.
 

It 	has been estimated that dbout 10 percent of the total land drea issult.ble 

for growing crops. In1977 about five percent of the to'cal land was under
 

cultivation. The 10 percent estimate may be conservative. A study for the
 

World Bank indicates that nine percent of the total land area has high
 

overall agricultural potential and an additional 23 percent of the land has
 

low to medium potential. 2 The World Bank report notes the existence of
 

1. 	 Pro essor PensUi.e if"states that Inspite of the fact that the aricultural 
situation Is in a difficult position with food thortagei., mrlnutrition and
 
ecological threats, iantania 'hould not deipair, he(aue there are rMny 
rsasons for hope. TAnyania i ahsolutely not the '1ahrl. The %oili are
 
Much less freqill )t,c1a 11y- tie b 9X rainfalli * I ,ir h'at1 .ndTfiv I-, enmh( hiqhor 
And even more r-,01able. Many pus.s hilitirie have not Ieen erploited until 
flow. elpeclally In tt r We-t an, the- Tuth. If properly find ( arefully 
directed. Tantanian naJri(ulture (arm 1Ive-t ) ha, a very hifh potential, 
RVne Dumnont sod Marie trarn e 4otten. "',elf-ellant Pural pnvelnpmet In 
yamtniai": ' Year- After the Artisha Oe l.aration on ',orlall t I ne," p. 16, 

t,	University of tliouri "An Analyst1i of the lan:anian rod 0rop Sihlectorw 
draft miwo, 1974. ApIeridI# .laives Weaver and Anne Anderson take an 
opposite view: "The phytical r'esour(e hate for 1tianian devcltw~nt It 
quite limited. Although there It a land ar-ea of 1,56000 spare miles, only 
sitty percent Is Available and much of that Is not habitable because of 
the videtpread te tte fly. hortatja ot iainfall for agriculture Is i 
chronic priblon And %oilerosion It A probim In parts of the country." 
* 	tabtltiattnn and Develolownt of the lantonin (tcomw in the |l901so
$.pt 	 1r1, p'jrered for Oro kInrs Institution (0foer e o tco"Ic 

st lrIA 0 *% eta. Y*op*4Cojrtrios," (kosr 191#.0t 	 idsin to 1 

http:h'at1.nd
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areas where cultivatable land Isscarce but still concludes that the
 

aiount of cultivatable land isnot i major constraint. "Though population
 

pressures have begun to be felt inareas like Bukoba, Sukumaland and
 

Kilimanjaro, potentially good quality land remains unutilized inmany
 

districts and considerable growth potential exist, from further extensions
 

of cultivited areas.
 

The qualatative characterlstlcs of the agricultural resource endowment 

constitute the most significant aspect of Tanrzanlan agricultural development 

potential. For example, there are a nurler f diverse ,qroclimates in the 

country which in tu ,.. production of a wid(e variety of crops, and there 

Isappreciable scope for further diversification. Thls poirt can t demonstrated 

by noting the variety of crops grown Insignificant quantities. Maize Is 

the dominant food crop but substantial quantities rice, wheat, cassava, sorghun, 

millet, edible oils and oilteeds are produced plus a wide variety of tropical­

and temperate- climate fruits and vegetables 6s well as soybeans. stlar 

and livestock. Similarly, the agriculture sector produces a numnber of 

export crops including fibers (sisal and cotton), spices, coffee, tea, 

cashewnuts. tobacco and pyrethrum. Livestock and livestoek products are 

exported and occasionally rice. maizo, sorghum, cassava and other food crops 

are exported. With respect to potential for further diversification it Is 

plausible that given the widespread suitability of agroclimatic conditions 

for maize roduction, there istubstantial latent potential for snybean 

1, World Dank, Ten@iy , iticJ npM4in Roport ecomber 1977, 
p. 59. A siTaI rlvw T1_%!!iby Matthrw Guerrairo In' "Efficiency. Equity 
and Exploitation in Tanzianian Agriculture 'Once the Arutha Declaration" 
An eossay, Harvard College, March l91O. A study by John Moore hted on 
the 1957 censui indicntes that at a time w'on the population waS 12.) 
million, 14 districts (tuhretiort) viere ,xperiencing population prossure, 
1I district% were near & szrots point And f)dittritt had land for
 
expansion. (Len harry. "Tantanla--A favorable Land/Perton Ratio" mimso. 
June 198 .) 
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cultivation. Soybean production exists now but the output level is relatively
 

low. This is a high-value crop with both domestic consumption and export
 

potential. Pineapple cultivation was introduced In Kenya several years
 

ago and has rapidly expanded. Part of the Tanzanian agroclimate is similar
 

to that in Kenya where pineapples are produced.
 

Another kind of advantage is the linkage nature of many of Tanzania's
 

agricultural products. Several commercial crops grown in Tanzania can be
 

processed through various stages before teinq exported (ds opposed to grains
 

for example, which tend to be more suitable for shipment in an unprocessed
 

condition). The fibers, cotton and sisal, are good examples of products with
 

strong forward linkage potential; however, tobacco, coffee, oil seeds, live­

stock/leather and pyrethrum are also well suited to further processing prior
 

to export. The characteristics of these gricultural commodities provide an
 

opportunity to add more value in Tanzania and perhaps more significantly they
 

constitute a strong economic advantage to support establishment of resource
 

based industry. The diversity In the raoge of agricultural commodities and
 

the fact that they can be processed to varying degrees implies that the
 

risks related to exporting to overseas markets can be reduced.
 

It Is furthtr noted that Tanzania's export crops have been favored by 

rising International prices over the last decadq. The average export price 

index (1966-100) for major commodities in 1972 was 148. in 1974 itwas 174. 

In 1976 itwas 220 and by 1978 the Index wai 244.1 The maedium to long-temnl 

1,	The couodtleT are raw cotton, unroatted coffee, sisal fiber, cashownuts,
 
te, unmnufactured tobacco And cloves. The lowest price index In 1978
 
for the coweodities was 104 for cloves. Between 1969 and 1977 the clove
 
export price Index ranged between 400 and 100. The price lndex*s for sisal
 
Cathewnuts and toA were frequently less than 100 during the 1970% but all
 
Of the ccwmodity price indexes exceeded 100 by 1974. In 1977 the average
 
price index for cotton, coffee and sisal (about 70 percent of Tanzanian
 
exports by voluwm) was 433. Source: United Repulic of Tiniania,
 
[o{o Ic }rvy 9L7-7, p. 29. 
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prospects for Tanzania's export crops are good. For example, as oil prices 

increase, substitutes for synthetic materials will become increasingly
 

competitive. Cotton and sisal are important Tanzanian exports (26.1
 

percent of total exports in 1973, 20.8 percent In 1978) and they are direct
 

substitutes for synthetic materials. 1 The market for sisal has been depressed
 

In recent yeirs, but sisal drices have been Increaslng (from a price index
 

of 80 In 1972 to 234 In 197 )f , nd are likely to continue to Improve as the 

price of polypropylene fibers continues to rise. In addition there are 

substantial uptapped or underutflized resources in livestock and small ruminant
 

production. Again these activities have good export potential because of 

rising international demand for livestock and meat products and because live­

stock isalso well suited for value-added processing.2
 

As a final point on Tanzanian agricultural potential, the fect that twich 

of the farming technology inTanzania isrudimentary means that there Isa
 

broad scope and long-term prospect for the incremental introduction of more 

productive techniques with subsequent per capita gains inoutput, In the
 

past, increases inagricultural production have tended to come from expending
 

the area under cultivation while holding technology relatively constant,
 

but the potential frm technological modifications has remained relatively
 

3untapped. 


The strategic economic Implication Is that the Tanzanian agriculture 

sector hat vn adequate national rosource endowment to allow itto serve, not 

as a holding pool for labor waiting to be absorbed Into other %actorm as 

they are developed, but as a significant %ource of lonV-term grnwth in Its 

own right. Similarily. the World Bank in It%a,.tess.rent of the a(jrIculture 

1M 9uT nT ant 4. Ministry of A(r Iu ture *I Ino), MarketIng 
Development 'jurel i (MDRI) . 'rvw.ry Prhle-.V(/9, 17. Prol.9P .lly_ and frv!op u}!.eSeptember ). 

2. With 669 nat tic 1 milo. of coastline and 1?.(X) square nautical milet of 
coastal %he)' Prea, Tnn:ania has the t)a&ic Ingredient for building an 
additional forod-producinqj export industry.

3. The World IlAr asose sent of Tanania cbteryes "inthe Iong rvn even more 
can be *wet led from Intorelileatio of agr cuftural projects. WorldBank. MAIn -Pr,(rt, p. Y),.. 
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sector states: "potentially, the aoriculture sector offers the best
 

opportunities for transforming Tanzania's abundant resources of land and labor
 

into output while economizing on the scarce factors of capital, foreign
 

exchange and skills."
 

It Is recognized that Tanzania's agriculturil potential exists side-by­

side with the fact that the country is confronted by formidable obstacles to 

realization of that potentlal. The spectruan of handicaps includes one of the 

highest population qrowth rates in ftrlca, Increasino environfwental degradation 

and widespread diseases such as malaria, schisto.Aomiisaki and oncho erciasis. 

The tsetse fly, the vector for tryponosomiasis is found In 60 percent of 

the country and has rendered vast areas virtually uninhabitable by Mnn or 
2 

by domestic animals.

Itis also recognized that the tapping of Tanzania's agriculture 

potential involves large capital requirementsrelating to manpower, roads, 

comunications, plant and equipment, hydrological structures, power and other 

complementiary factors. Finally, Tanzania is still in the process of working 

out a means to manage its economic system in a way which will satisfy Its 

political and social goals while simultaneou~ly achieving setisfector 

rates of economic growth and transformation. 

r,UIanT7 R ll 59.V n - --- 77, p. 
2. For a comprehensive and concise review of health problem Tanzania see 

Albert E. Henrn. M.D., "Tanzania: Health Sector Strategy." vebruary 1980. 
USAID/Tanvamin. Oar es Salaam. Profostor Rone Dumont providei i iurvey
 
of adverie ecological threats and trends In Tanianla , "Self-Relianv 
Rural Developrent in Tanzania." "*e also lienry latihrooie. et al., to~hnical 
r pors prepwr*4 for the United Nlations Conferan~a on tOeertificarlnn 1911. 
heasbrooke paper concietratet on the rapid sproad uf tull orui)on In 
Tn1ni.
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B. The Distribution of Agricultural Resources
 

Indiscussing the aggregate growth potential of the agriculture sector
 

It isnecessary to consider the existing distribution 3f agricultural assets
 

and how their distribution pattern relates to the distribution of gains
 

from future growth. For expository purposes ngrIcultural assets can be
 

viewed in quantative and qualitative terms. The existing quantative 

distribution of land doe ,s not appear to preswnt a mnijor obstac e to widespread 

realization of gains from growth. The AqriculturAl Cf',lkul of 1912 found 

O'at 83 percent of all farms in Tanzania (approxivatly ;,.1) ndllio) were 

less than two hectares in size and 97 percent were %iailler than five hectares. 

Farms In excess of five hectares accounted for ".() percent of total farms 

and 18 percent of total agriculture land holdings. The large holdings are 

not relevant to the comparison since they we.e already publicly owned. The 

size differences among the smallr farms (less than five hectares) Inpart 

reflects their relative productivity. Smal holders produced pproximately 

90 percent of total food and cash crops In 1972. The production 

distribution of certain crops ismore concentrated. In 1974 large estates 

accounted for 25 percent of coffee production. 90 percent of tea production, 

50 percent of sugar and sisal production, By 1979 state-owned tams were 

pro ucing the bulk of total wt 'tput. 

The aggregate data vofIt (es that land inTan:nta Is predominately held 

In smell parcels is supported by the fact that most farivr% ute traditional 

farving methods and that It iS illegal for private foranrs to hire labor 

on a regular basis. Theso two points Imply that fimn s.I:r musit Im tolatively 

smell because tha amount of land tilled i, cloely relatrd to th a")uit 

of labor available, t.e., household size It the bindintj Constralnt on7the 

§i1 of thM holding.
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There is nevertheless. a difference of opinion on the relative distri­

bution of agricultural assets for example. Weaver and Anderson, in assessing 

the ircome distribution effects of hiqher producer prices for food in ;975 

note that Income distribution worsened "as richer peasants took advantage 

of higher producer prices" and that the authors had a " troq suspIcion 

that the Increased producer prices may have iqni ficantly worsened the intra­

rural distribution since much of the marketed output I ,produced by the 

better off fariirs." The authors do not offer any evid(ence to .tpport 

their suspiciou. Fleuret reflects a similar point of view re]arding the 

distribution of land. He cites data which indicate. that "In .he late
 

1970% the wealthiest farmer's controlled from three to ten times the amount
 

of land controlled by poor farmers." Fleuret further notes studies which
 

find that these ratios have been maintained insome instances where
 

villagization has occurred.
2
 

It Is difficult to resolve the different viewpoints without more detailed 

data, however, until the aqqregate population of laroe and/or rich farers is 

specified the material from the 1972 census must prevail. There may be one 

or two thousand farmers who farm 50 hectares etch, but in the total distribution 

scheme and in a policy sento their existence Is in,,gjnificmnt. The available 

evidence suggests that the distribution of gains from growth Inthe agricultural 

fector would not be significantly adversely affected by the present distri­

bution of land. 

The qualitative aspects of agricultural assets art more signlficant 

becasvi there are mJor differences In %oil and climate Arid the d1itribution 

of these assota Ismorevratd, (OualitatIve atpectt refer to tuwh fNrtort 

r.5 *W4--r~- Ano~m "AtabIllsatlem iemS r0Yfll(t11t of tho 
TanaIhlan [conamy In the 1970%" P, 1) and p. $.
 

I.Patrick rleurot. Mlftwo, "Co, 'seary on Tniania I'eportb" July ti, 190. 
Washington, D. C.
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as differe.nces in rainfall, soil, slope and location/access.) There is
 

little doubt or dispute that the di1'trlbution of qualitative assets is
 

highly varied. Annex II,"Del ineatinl Tanzania's Major Agro-Ecological
 

Zones," in the fmri: ania;n FY 198?iV K,, provides a concise profile of the 

agroclifnatic 'pectruom In nzania. 

Intra-rur I distribution of lncor'w, I% a (ood measure to summarize
 

the composite effect of the variou-, fi(.tor,. For exa!,ple, It has been found
 

tha: 80 percent of the rural houseiold In Puvur,,a hd (irrill ci,,h Incomes 

Kilimanlaro rcent of annualunder 1000 T/sh. In six [r) the households hid cash 

Incomes below 100 T/sh. Annex B of the Tan:6r.ia FY 19,2 COY;, directly
 

relates agroclimat~to crops grown for income and provides data which
 

indicptes that the highland areas, because of the crops which can be cultivated 

there, also have the highest per capita income in Tanzania.2 

It is apparent that differences In the agroclimate and differences 

among other qualitative factors are the dominant influence over intra-rural 

Income distribution, but two other points are relevant. Given the relatively 

even distribution of la.d holdings It Is reasonable to infer that within 

a given agroclimate region the holdings are also similar in size. Secoid,
 

household tncyes within the entire agricultural sector tend to be near the
 

Subsistence level. I.e., It is still a question of the poo-
 and the extremly 

om pr Annex IpJ. P. zo.
2. Data from TabU n-61oAnnexi f-1ip I lS'-were used to Illustrat4 

Intra-roiral Incoma difference%, The data are indicative In a general 
sense but the ewtimation of "Averago cash Incwrtv per family" lack% vital 
pieces of Information necesary to makt such an ettimate. for example. 
to calculat* Average family income It It necet..ary it)bino:: the total
 
amount of land cultivated and the quantity of eaih (rpi) (Jrown not Jute
 
the average amount of land devoted to A -.IwJln (rc, ). i all(i
t'.. 

ntecessary to make allowance for the differ-nt rmtvin *h.rfat.o'nItIhs of
 
C€O14itit , i.e. , cotton car, only ae .old .i! 'e (ft1.1 tlgr'--the

household has no lterntilve maire can Ieo%old it 1Wi hil'hot. attalnll#*
 
price. cutnaned, storod or b~rterrd. Iho' e-l.Irate. (f o"aVrii.je uA h
 
inco'e per ftlly" require appr abli nw)ro Infor r,.tlon *nd itatlstical 
rigor to warrant th title. 

http:Tan:6r.ia
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poor. This noint can be demonstrated by referring again to Annex B. It
 

isestimated that the hiqhvt average cash income per family (at 1979/80
 

official producer prices) wa% $30,for growi'vsi of flue-cured tobacco; It 

was $231 for rice farmer- avd $154 for coffee growers. The hlohest family 

cash Income i,equal to only about $/3 per person which is still well 

within the ranOk, ot ah-.olute poverty. 

The latter point rieans that within a context of widely distributed absolute 

poverty, Improvenen. in the (qc'r ral level of econofic, welfare I- the paramount 

concern and a strong growth policy is the most relevant approach. A policy
 

which retards growth for the sake of preventing increases inrelative Ircome 

differences Isinferior to a policy which presents economic opportunities
 

for a broad expanse of rural households. So long Ps development of agricultural
 

potential does not occur at the expense of the poorest, growth assures a gain
 

to society.
 

The dominant role of qualitative aspects as determinants of income
 

distribution provides some general guidance for policy in the agricultural
 

sector: the redistribution of productive assets Isnot practical. e.g.. some
 

assets such as rainfall arf not easily redistributed. lhe distributior of
 

the islets themselves cannot be readily altered by direct means and a major
 

effort to do so islikely to disrupt production and cause downturn% In
 

incomp and general welfare. Given the nature of the underlying reasons for
 

Incom differonce, the distribution of gains can n)at effectively be addressed
 

by indirect mthods such as taxation, and the allocation of developwnt
 

Investments.
 

The concluding point Is that the existing low level of ivernfJe rural 

1nCwOsl and the dominance of qualitative datermIrnant% in Influencing Income 

distribution call for a stresu on e*ploitinq the Inhernrnt jrowth potential 

within the sector. Iuproveent Ineconimic welfare can to most effectively 
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pursued by policies which cause growth. Incom distribution concerns can
 

be most constructively approached with policies which address the incremental
 

gains not the assets which produced the gains. The final implication is that
 

over the noxt few years Tanzania, can stress policies to develop Its 

agricultura' potential, 
and in doing so, address the most relevant economic
 

equity concerns by maximizing improvements in the economic welfare of rural 

household%. 

C. Overall Performance
 

The share of the agriculture sector in total GDP has been gradually
 

declining since thn early sixties. Between 1965 and 1974 the share of
 

agriculture in GOP (at 1966 prices) fell from 44.6 percent to a low of 36.7 

percent. Over the next four years the share increased slightly to 39.5
 

percent in 1978.1 Monetized agriculture (in constant 1966 prices) was also
 

declining relative to total agricultural output. In 1965 monetized agricul­

ture accounted for 36 percent of total production. By 1978 the proportion
 

had fallen to 39 percent.
2
 

Agriculture's declining share of GDP reflects that fact that other
 

sectors were growiig more rapidly while expansion rates in the agriculture
 

sector itself were declining. Part of the reason for slower agriculture
 

growth up to 1973 may be traced to the amount of Inve%tment going to 

agriculture. Table I shows that for the period 1967-1973 investiment (in 

constant terwus) in agriculture peaked In 19618 then fell off while Investment 

In agriculture as a share of total investment and relative to GOP were alto 

fallilg. 

Investstent data are more scarce for the post-191j period, however, the 

Scond Five-Year Plan called for t.S5 percent of budget reource% to be 

Liide RepJ 1Ic ofr Talnzani. [ 1 r1,Ibid. p. 11. " . .. . .. . p. 10,
......... 




rCArnAL 	 PeT R iM A ltC LT=t, 1%6-73 
(U idl-loe T/She) 

_ _.__ _ _ _ 196
145 1%7 198 1979 	 1970 1971 

_ 

1972 
_ 

1973 

rtmd Capital Fo-mat los Isakgrlltur
(ewrrv-- pri to) 111 122 114 109 117 119 142 160 

7lm, CapItaml Nrmativs L Arlculturo 
1944 	 prlr,,.) 111 116 111 103 103 99 103 107 

W-St~vara1 Yined Capital TrwmtLou 
a 4? irntg Of Total Tied CapiLal 
T a:' L= (CV.Zr'rVZ vrcs) 11.3 9.9 8.8 9.0 6.2 5.0 6.0 5.9 

A1'-.l-z1 712"e Capital tosMtUM 
• 	 ?t o-a#.f Ccm* Dommtlc 

Sat Yactr Coat (cwsxrea" 
1.7 1.8 1.6 1.5 1.4 1.3 1.4 1.4 

S : rd Iki , dK7 te1sueo Is ALgrul ture aod Ral Devalopment," Anex VI to ~ ?.~Usr ULc~'.c ?port, Docoxbr 1977. 

fryl~l1ct. deflator fort 1Laustnmt goods. 
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Allocated to agriculture and 4.72 percent to livestock; the Third Five-Year
 

Plan (1976-81) increased agriculture's share to 11.5 percent and decreased
 

livestock to 2.04 percent. I 
 In 1978, d,)nor assistance to agriculture
 

accounted for 20 percent of total assistance, exceeded only by aid to the
 

industrial sector. Table 2 provides some detail.
 

Table 3 below shows annual agricultural real growth rates for a recent
 

six-year period and sunmarizes growth rates for the last decade. 
Whereas
 

growth in agricultural output increased at about the 
same rate as population
 

expansion, the period since the 1973-74 drought has seen what must be
 

considered as phenonmenal growth. The growth figures for the period 1975
 

through 1978 state that subsistance agriculture increased by over one-half
 

(55 percent) In four years. 
 While lower, the growth of monetized output
 

was impressive with a cumulative 21 
percent increase in the same four-year
 

period. Overall. real agricultural output expanded by 36 percent while
 

population (at a 3.3 percent annual 
rate of Increase) grew by 13.2 percent
 

for a total, four-year net gain of 22.8 percent.
 

If the data in Table 3 
were to be taken at face value they would constitute
 

Itrong evidence that agriculture sector performance has been outstindingl
 

however, a second look reveals 
a more mixed picture. First, the data are 
not based on empirical estimates. They are derived from a general formuls 

which depends on several large assumntions. Second, the sustained high 

level of Increase In subsistence output Is suspect of and In Itself; one must 

ask how the output increases by 1978 were being absorted within the tub­

sistence sector. finally. monetited agricultural production shows substantial 

Increasei over 1975-1977 in spite of an 18.S percent decline in the volum of 

export crops during the same period. The next section tonit(it. a rvre Ietsiled 

review of trends Inagriculturu output as reflected y foji 1r4,ort-., crain 

sales to the National Milling Corporation and agrl(ultural ovpo)rti.
 

T1"J7 "Tim-i?3 CM, fr 191I2," p. e-l.
a-.n-"aTTnanl 




Table 2 

Om SSISrLUM TO TAZAXIA IN 1976 
('000 US dollars) 

Tecncal CapitalShare of
 
sct_ _sastace Loan _rat _ Total_ Total (2) 

Ag1icalm 65.065 
 42.000 27,200 134,265 i 9.5
 
t md PTibecum 5.0538 - 400 5,45 { 0.8
 

1.95 14,000 - 15 9S85 7.4 
1tomary 35,036 90.300 3A.300 15Q.61!, 23.6
 

Publtli t a sad Mater 37,098 3. 900 40.s9S 6.1 
Cromer sand Trade -3.0D07.206 50,206 7.4 
Trp a Cmmms.Lcattom 32.,757 18,80 28.W&,, 80,357 11.9
 

C-mtrwCIAM 3.0I4 3,084 0.5 m 
z&.AtCSn 56.42 12,000 - 6c,429 10.1 
C3Itvre 3,8S - 3, 

- - 0.6 
RetItal 13,ZA 
 2,5M 15.7&4 2.3
 

a"sa ocil bifa 6.085 I
6,- 0.9
6.085: a _-V.239 12,000 9,5w0 .F1,7392! ;,
L' .e-. U.926 - -1.6 1.8 

I'tta'Su40's i 1., fZ, z,21Co 4.2 

SOL=: M, bfiud hP1k TaaUM1j U.port o,: Aftsistze for 



Table 3 

AUAL GKiM RATES OF AGRICULTURAL a GROSS D STIC
?WOICT IN CONSTANT 1966 PRICES (Z) 

Average Annual
 

Growth Rates 
1973 1974 1975 1976 
 1977 1978 1967-72 1973-78 
 1967-78
 

Total Agricultural CD
Production 
 1.0 -4.1 8.5 10.9 8.2 4.6 2.6 4.9 3.7w
 

Monetized Production 0.3 -6.7 3.4 9.9 9.9 -3.1 2.5 1.7 2.1 

Subsis tence 1.6 -1.9 12.8 11.7 9.7 10.3 2.7 7.14 5.0 

SOURCE: 
 United Republic of Tanzania, Economic Survey: 1977-78 and 1978-79.
 
'Agriculture includes forestry and fishing.
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0. 	 Food Production, Food Imports and Official.'urchages
 

The data inTable 4 shows the relative importance of kinds of foods
 

produced in Tanzania. In volume terms, cassava isthe largest crop and
 

maize is the largest cereal crop. With respect to growth, maize is an excep­

tion in that it is the only commodity for which production continued to
 

increase beyond the mid 1970s. Wheat output peaked in 1972, rice/paddy
 

reached a high point in 1974 and both millet and cassava production reached
 

peaks in 1975. Over the nine-year period the combined output of maize, wheat
 

and rice/paddy grew at an average rate of four percnt per annum.
 

Some additional perspective on food crop production can be gained by
 

reviewing Tanzanian trade in cereals and domestic purchases of foods by the
 

National Milling Corporation (NMC). Table 5 summarizes transactions for
 

three major cereals inTanzania over the last fifteen years. The data in
 

Table 5 are presented by type of grain and by data source. The collection
 

exhibits one definite characterisitc: the data vary with the source.
 

A cautious examination isstill feasible, however, because the various data
 

series tend to be similar in their magnitudes and therefore intheir variations
 

over time.
2
 

The time series data for maize suggest that maize imports have gone through
 

three phases. Up to 1970/71 average annual maize imports were negligible.
 

Then, for a five-year period starting in 1971/72, they moved onto a sub­

stantially higher piateau. Starting in 1976/77, the maize import level dropped
 

significantly and continued to decline in 1978 and 1979.
 

1. 	It is understood that there is no systematic empirical process whereby
 
crop production issampled as a basis for aggregate output estimates.
 
Thus output figures inTable 4 should be interpreted as best judgments.
 
The Food and Agriculture Organization publishes estimates of agriculture

production for Tanzania which are similar.
 

2. The data from a specific sour,:c ,!io vary. For example, the Marketing Develop­
ment 	Bureau (MDB) of the Minis k.y of AGriculture (Kilimo) provides figures of
 
40,500 tons and 78,000 'ins of wheat purchased In 1978; 40,000 tons and 14,900 
tons of rice purchased in 1977: and 55,000 to-it and 48,100 tons purchased in 
1979. Sources: Kilim Builltin 2f Crov v L 12sk 1_titis797P.47;-
Price P2licy evnditi 190-81. Ap. 2
 

USEN&-Y21 -n I li a MLMotZM M 4 P. 7.
 



Table 4 

FIPWOCTO OF MAJOR FOODS 
('000 metric tons) 

Annual Quantity
 

Average
 
Annual

Average 
 Average Average Change
 
Crcp 1961-65 1970 1971 1972 1973 1974 
 1975 1976 1977 1979 1970-71 1978-79 1970-79
 

Maile 543 637 715 881 
 888 550 825 897 968 1000 1000 676.0 1000.0 5.3%
 

Wbeat 20 61 84 98 
 78 46 56 58 35 28 32 72.5 30.0 -6.5%
 

Lice/Paddy 117 182 193 171 204 
 310 150 172 194 260 200 187.0 230.0 2.6%
 

Millet 129 138 138 
 128 136 88 160 130 150 160 160 138.0 160.0 1.8%
 

Cassava 28§S 338A 3250 3189 3350 5425 6000 3900 
 4000 4076 5000 3317.0 4538.0 4.1% 

OLlsads 35 37 40 38 32 28 22 15 15 16 21 38.5 18.5 1 -5.8%
 

SOURCE: USDA, Indices of Agricultural Production 1970-79, Statistical Bulletin no. 637, p. 33.
 



Table S 

mA.U Ia0oM, 91 r m mmiOWIC v LS OF MJO Po W CLtAIMiS 
(in *0OO metrlc to" exports Is bracket*[ 1)
 

Comolty
 

(by Somme-) 194516S 4161 611 463/69 69170 70/11 11/12 72/13 73/74 74/75 75/76 6/77 77/178 78/79 1910
 

11ing @**A.8-3 1.9 1O.1 151.31 46.9 153.41 92.3 7.9 181.6 317.6 42.3 

IV
£ttlmcd 281.0 89.0 58.0 38.092.3 78.9 291.1 225.4 106.5 41.6 34.2 -CeGst ire 
 14.01 4.0 131.05.0 21.0 269.0 240.0 72.0 34.0 0 
Lobado 14.81 4.3 14.21 136.3 29.0 269.2 239.7 72.6 34.2 134.01 113.01 
a IILo 43.0 106.4 73.3 23.9 91.1 127.4 214.2 222.7 

I~UT
 

hirt1d s& 21.6 12.1 13.6 %6.7 35.7 
 11.6 49.5 8.2 15.8 109.6 31.2 

a 
tMF 

li 1m 71.6 58.0 6.0 46.5 73.338.1 - 44.5 28.8 41.1 40.533.6 60.0C.Oetlre 1W.C 29.0 22.0 36.0 5.0 60.0 111.0 3.0 47.0 24.0
 
t.AA d 
 19.5 19.0 21.0 - 60.0 111.1 3.1 46.5 73.4 -

Poll Pee choos
Iil 


51.1 47.0 26.0 14.0 25.0 27.0 35.0 28.0
 

RICI
 
WatId a 13.4 6.5 
 3.3 - ­ - 14.21 110.21 23.0 63.0 20.6IrU 


68.5 210.0 9.0 39.0 54.5
LO 
 -1l ­ - 72.6 14.3 20.8 14.8 49.8 36.8 25.6aGusreico 
 8.S G.0 5.0 0.0 f
0.0 71.0 64.0 9.0 40.0 24.0
L, d 
 .33MN 1.1 10.0 !.7 8.1 71.2 
 64.0 8.8 40.0 54.6 6.6
 
W C rchaese
 

81 Im 
 45.0 48.0 39.0 15.0 12.0 15.0 
 35.0 34.0
 

.
7TA.LI P 50.(gIlILe dso) M OFrCIA P.uL O 
IaIZi 
 135.3 185.3 364.9 249.3 
 197.6 175.0 248.4 222.7 

9NEAT95.2 47.0 74.5 42.0 56.2 60.6 75.5 88.0RICE 
 45.0 48.0 Il. 29.3 32.8 84.8
29.8 70.8
 
175.5 
 180. 551.0 321.6 1286.6 265.4 409.7 381.5
 

aigr1d lami-.ToazoaI LsIc Ec emic Raeport Ama. TIs K&y laaq[ea. In Ariculture and KurjI Development, December 1977, p. 10.
 
to .teruatilmal 111motary 1und. caut Mcomic 
 Sovelop.estl Aulust 22. 1979, Appendta Ill, Table 1, p. 14. 
tnilted %&ep"l|C of TAa*Ola, UaSiatry Of Agfrcultue. Salletin of Crop and Livestock Satistics 1978,Ta4igaol, 01a1asry of Agtltulture, MorketlnatDeleloet 

p. 47; United Republic ofw biree., Price Policy Recomendations for the 1960-81 Agricultural Price eview, 
as I: Certell, Septl"Oer 1979. 
4 lt.be.v ". Cmarretro. 'tffriclcy, LqaiIty md Exploitationto Tanzanian Agriculture since the Aruaha Declaration," Itarvard,


ftrrb 14.'V. 
tC. S Lambet*, -Th SitetIom of Gralam 
ead Cassava Marketed throuah Official Chamiasle In Tanzeala: A Review up to Jum 1979."

Laty ftatesI Crop Moeltoriag Project (mlem).m d


IF rst al smotbe omly. IProjectli. 
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Because of the shortness of the time series and the variability of the
 

data, discussion of an overall trend warrants caution. Nevertheless, a comparison
 

of the series prior to 1971/72 to the post-1972 period shows a marked increase
 

inthe average annual level of maize imports even after allowing for the
 

1974/75 peak import levels. It isnot clear, however, ifthis higher level
 

represents the future trend, since maize imports dropped dramatically in 1979.
 

Total maize imports for 1980 are not yet know, but they are likely to be in the
 
1
 

neighborhood of 400,000 metric tons.


Examination for a trend in domestic maize purchases yields mixed results.
 

Using Tanzanian Ministry of Agriculture (Kilimo) data for the period 1966-79,
 

there appears to be an upward trend. But the rise iswholly due to the large
 

purchases made in 1978 and 1979. If these two years are deleted, a simple
 

least-squares trend estimation shows a slightly negative trend between 1966 and
 

1977. Itwill require more time to determine if there isan actual long­

term increase Inmaize sales to the National Milling Corporation (MNC) or if
 

1978 and 1979 are anomalies ina longer term decline. Killmo has noted that
 

maize purchases by the NMC increased in the 1960s with a high point in 1970/71
 

and a subsequent decrease until 1976, when purchases again started to rise.
2
 

As would be expected, the data show an inverse correlation between maize
 

imports and NMC maize purchases. The sum of maize impcrts and purchases
 

(using Kilimo data) for the period 1972 through 1979 does not reveal a
 

distinct pattern. The data do show the results of the vagaries of weather
 

in the form of drought-induced high import levels in 1974 and 1975 and of high
 

domestic purchase levels in 1978 and 1979 when weather conditions were more
 

favorable and a greater policy emphasis had been placed on food production.
 

1. M. oxnert source, October 16, 1980.
 
2. Kilimo, MDB, Price Policy Recommendations 1980-81, Summary, p. 7. 
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The figures for wheat imports do not appear to exhibit a clear pattern,
 

although the data suggest that import levels tended to be higher in the
 

later 1970s relative to the late 1960s and early 1970s. NMC wheat purchases
 

are different from maize and rice production because mheat isnot a subsistence
 

crop and the purchase data therefore represent actual production. The eight­

year time span does not show a trend, although annual volumes have tended upwards
 

since a low in 1975. Wheat purchases in the late 1970s were still below the
 

levels recorded in the early part of the decade. The level of wheat imports
 

and domestic purchases incombination was about the same in 1979 as itwas
 

in 1972 after experiencing a mid-period decline.
 

Kilimo reports that wheat consumption is increasing and that more wheat
 

could be sold if supplies are available. It is estimated that there is a
 

present annual demand, at current consumer prices, for 1l0,000 tons of wheat.
1
 

The figures for rice purchases inTable 5 represent a relatively small
 

proportion of production. Kilimo suggests that 10 percent of total rice
 

produced ismarketed, and of that, the NMC purchases about one-half of the
 

marketed volume, or 5 percent of total output.2 The data on rice imports
 

do not support close examination for trends; however, the two series which 

trace imports from 1969 indicate that the average level of rice imports Increased 

between the early and late 1970s. Although the figures are not available, 

Kilimo notes that a main feature of NMC purchases was a "steady increase in 

the years preceding 1970/71.'. Inthe mld-190s NMC purchases of rice dropped 

to about o-.e-fourth their level of a few years earlier, but volumes were 

increasing again by the late 1970s. Kilimo notes a near doubling inrice 

consumption between 1977 and 1979. In 1976, 37,900 metric tons were sold; in
 

1979, consumers purchased 73,000 tons of rice. More rice could have been sold
 

1. iciW1lW,-rlo 19130-8. I pp.y Pecouwnndations Annex Cereals, 19-22 
and Price Polc ofteniaton - r . ..
 

2. KiereTr17 I 72V 
3. Killmo, MOB,. si~~T p. 28. 
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ifIt had been available.
1
 

Perhaps the most interesting time series inTable 5 is the sum of annual
 

imports and NMC purchases of all three major grains. Given caveats about the
 

accuracy of the figures and the shortness of the time span, the aggregate
 

data show a marked upward trend starting from the 1972/73 level. The 1972/73
 

average was about 177,000 metric tons. After 1973 thc annual total was never
 

less than 266,000 metric tons. One Kilimo report was -elatively sanguine
 

about aggregate food security inmid-1979, noting that "Tanzania iscurrently
 

ina most satisfactory position."
2
 

There was more concern about the shifting composition of grain sales
 

to the NMC relative to growth trends inconsumer demand for rice and wheat.
 

Between 1976 and 1979 rice consumption increased at an average annual rate in
 

excess of 32 percent and wheat consumption grew at 7 percent annually. 3
 

Table 6 shows the development of NMC grain purchases since 1971.
 

There has been a rapid increaso inNMC purchases of sorghum/millet and
 

cassava. No sorghum/millet was purchased before 1912, but by 1979 purchases
 

had grown to one-fifth of total NMC purchases. Within eight years cassava
 

had increased its share fron 4.7 percent to 14 percent of total nfficial
 

purchases. Kilimo notet that consumption of these foodis limited to
 

the subsistence sector (ie., there is virtually no urban demand); therefore, 

the only significant sales outlet isto the European stock feed market and 

"prices realized do not even cover the price paid to farmers." The only 

local sales of sorghum, 5,600 metric tons, were to local feed mills. The 

1. Kilimo, MB, Price Po Icy Reco endations Summary, p. 7.
 
2. Kilimo, MDB, S , p. 7. 
3. Ibid., p. 7. 



Table 6 

MMATE PRDCTION OF MAJOR D0WMC CROPS 
('000 metric tons) 

Annual Marketed Production 

Average 
crp 1967-69 1970/71 1971/72 1972/73 1973/74 1974/75 1975/76 1976/77 1977/78 1978/79 

ftize 114.4 186.4 43.0 106.4 73.8 23.9 91.1 127.4 214.2 222.7 

W t 29.6 43.e 56.7 46.8 27.9 14.4 24.5 23.0 35.1 27.5 

?&dy 37.2 53.6 68.6 73.1 59.6 22.7 18.4 22.4 53.3 52.0 

Sorgbt.z=/lllet - - - 0.9 4.1 4.4 5.1 21.0 69.4 98.7 

Cassava 35.0 - 9.2 14.3 19.0 17.3 16.5 20.2 36.4 63.2 

Orot-Mt t s 5.2 - 3.3 3.5 1.4 0.5 0.5 0.4 1.4 2.6 

Sunf lfoer 4.8 - 6.2 9.5 6.3 7.0 6.9 5.9 7.2 12.0 

see 6.8 - 8.2 7.3 6.6 5.8 5.9 5.9 6.6 6.6 

Toral 233.0 323.0 195.2 261.8 198.7 96.0 168.9 226.2 423.6 485.3 

SOURC: LIimo, MZ5B, Price Policy Recoumendations 1980-81, Sunary, p. 11. 
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nominal losses from millet and sorghum exports between January and July
 

1979 were estimated to have been about $12.9 million.I One hundred and
 

fifty thousand metric tons of millet, sorghum and cassava were exported,
 

while approximately 165,000 metric tons of wheat and rice were Imported. The
 

recent history of sorghum, millet and cassava is related in a KiIii1o report.
 

The production of the 'minor' food crops--sorghum, millets and
 
cassava--has increased beyond everyone's expectation. The intro­
duction of new sorghum (Serena and Lulu) and millet varieties has
 
given farmers higher yields and the good rains of recent seasons,
 
even in the marginal rainfall areas, have meant that sorghum
 
production has flourished. The impact of the Government and Party
 
campaign to increase sorghum and millet production has been felt in
 
virtually all Reqions, especially Dodoma, Tabora and Shinyanga.
 
These crops were primarily introduced and encouraged to provide an
 
assured food crop for the marginal rainfall areas, the belief being
 
that local production would be consumed locally and only small
 
surpluses would reach the comninrcial market. However, this has not
 
been the case and commercial purchases of sorghum and millets
 
excluding finger millet have increased from 16,600 tons It,1976/77
 
to 44,400 tons in 1977/78 and o 76,000 tons in 1979/80. What has
 
in fact happened is that a subsistence crop has been turned into a
 
cash crop and has in some cases taken over from formerly established
 
cash crops, e.g., cotton and tobacco.
 

Thedomestic commercial market for sorghum and bullrush millet Is
 
restricted primarily to the production of animal feeds with only
 
a limited market requirement for sorghum flour. The red Serena
 
sorghum is unsuited to flour milling and because of its bitter taste
 
and high tannin content is not suitable for large-scale use in
 
ahimal feeds. 2
 

E. Agricultural Exports
 

The Marketing Development Bureau of Kilimo stated In its Price Policy
 

Reconuendations for the 1980-81 Agricultural Price Review (prepared in 1979):
 

"The performance of the major export crops continues to be disappointing with
 

production remaining below expectation. Despite favorable market prospects,
 

exports of cotton, coffee, cashewnuts and tobacco declined In 1978 over the
 

previous year. The volume of exports of these four crops has fallen by some 

35 percent between 1973 and 1978 declining from 242,000 tons to 157,000 tons
 
'"3
 

In that period.
 

2.Kilimo MDR, SummU , pp. 14-15.
 
3. Kilimo, MDln, 5 , p. 20. 
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Table 7 presents a profile of the composition of agricultural exports.
 

The data show the importance of coffee, cotton and sisal relative to other
 

exported commodities and the share of agricultural export earnings relat've
 

to total expurts. Over the six-year period the average annual earnings of
 

coffee, cotton and sisal comprised 53 percent of total export earnings,
 

while total agricultural conmodity exports accounted for 78 percent of total
 

export earnings. Table 7 also shows the rise in the share of coffee exports,
 

which reached a high of 42 percent of total export earnings in 1977. In
 

spite of the fact that coftee volume fell 15 percent between 1973 and 1978,
 

the share of coffee had increased by 15 percentage points.
 

While the data in Table 7 are probably the most reliable to be found,
 

agricultural export data also vary by source. This point is illustrated
 

in Table 8 to provide a more complete perspective. The data for cotton and
 

tobacco exhibit some particularly large differences for given years and
 

occasional errant behpvior with respect to one another over time. Nevertheless,
 

the dAta exhibit sufficiently similar patterns to permit a tentative assess­

ment of overall trends.
 

The fact that the data for the physical amount of export commodities vary
 

by source is noteworthy. The physical amount of commodities exported would,
 

a priori, seem to be relatively unambiguous and well documented, but this is 
1 

not the case here. The Kilimo data series %,.I be used in the following 

discussion to permit cumparisons with Kilimo data on purchases of food commodities.
 

1. The sources ore not necessarily independent. For example, the World Bank
 
appears to have drawn Its data from the same source as that of the Economic
 
$ except for cotton, where the Survey data frequently exceed th-e
 
Wld nk data by a factor or two. -lNo-e that the rcoi oic %urvey.data
 
for cotton and the '!orld Bank data %eries coverage to citea-nle
 
figure by 1975. The Economic S urvey cotton data also (onv(rge with the
 
USDA series and aLtually o overh-betwW.'n 1914 and 915. If one series
 
were consistent with re'.pect to another, it would be plauiible to
 
attribute the discrepancy to a definitional problem such a one series
 
measuring cotton lint plus cotton sed cake exports and the other
 
including only onw rf the tcATYiditties. When the series converge or even
 
reverse, speculation on plausible causes becomes impractical.
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Total production of export commodities peaked in 1971, then steadily
 

declined through the 1970s. By 1979 the volume of agricultural exports was
 

26 percent below their 1971 level. By conparison, the volume of NMC purchases
 

was 50 percent above the 1971 level.
 

Only tobacco and tea export volumes recorded growth over the period.
 

A comparison of the average level of the first two years to the average of
 

the last two years of the period indicates declinc- of 49 percent for sisil, 

47 percent for cashewnuts, 41 percent for pyrethrum, 25 percent for cotton;
 

Increases of 84 percent for tea, 54 percent for tobacco and 3 percent for
 

coffee.
 

InTable 8 the Economic Survey series for each commodity provides pro-


Jactions of export commodity volumes from 1979 oniard. Steady growth inoutput 

for all commodities is forecast except for sisal, which isprojected to continue
 

Its decline through 1982. No explanation is given for the expected reversal
 

in the production trends.
1
 

Although the physical amounts of some agricultural exports have been
 

declining, rising commodity prices have tended to bolster the level of export
 

reven ;zs.Table 9, adapted from an IMF review of the Tanzanian economy,
 

1llustrates the effect of rising commodity prices. Total export revenue from
 

the six com.odities increased by 32 percent from 201.7 million SDRs ($243
 

million) in 1974 to 267 million SDRs ($334.6 million) in 1978. During the
 

sam time total physical volume fell by 21 percent from 315.800 metric tons 

to 227,000 metric tons. (The fact that revenues from Tanzanian comnodity 

exports increased during the 1970s Isstrong evidence that the main body of 

explanatory causes for falling volumes is to+ te found inTanzania rather than 

externally. This point will be discutsed later.) 

1.The UnIted RepuTf-cF " , - " w,,ntc Pq)ort, Dar es Salaam, April
1980, Table 8. p. 15. R.-p ,,! -a bacg-round material for technical
 
discussions with multilater ihv; al Institutions.
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NOTVS TO TABLE 8 

aUnited Republic of Tanzania, Economic Survey: 1977-78 and 1978-79,
 

p. 20.
 

bUnited Republic of Tanzania, Ministry of Agriculture, Marketing
 

Development Bureau, Price Policy Recownnendations for the 1980-81 Ajricul­
tural Priee Rdvlcw, Vol. 1: Sunmary and Price Proposaln, September 1919,
 
Table 2.4, p. 11.
 

CInternational Monetary Fund, Recent Ecotomic )evelopments, 

August 22, 1979, Table 5, p. 9. Table 16, p. 41, givs a different set 
of export volumes. 

dWorld Bank, Tanzania Basic Economic Report. Annex VI: Key Issues
 

in Aariculture and Rural Development. December 1977, Statistical Appendix,
 
Table 5.
 

eUnited States Department of Agriculture, Indices of Agricultural
 

Production in Africa and the Near Euit, Statistical Bulletin no. 637, 1980.
 
p. 33
 

fAll figures starting with 1979 in the "ES" row are 
projections 
from "Economic Report." Document 1, March 1980, p. 20. The report was 
prepared by the Tanzanian Government in early 1980 as a discussion paper 
for meetings with multilateral financial institution representatives. 

SUnited Republic of Tanzania, Ministry of Agriculture, Marketing 
Development Bureau, Price Policy Rcommendations for the 1280-81 Arlsul­
tural Price Review, Annex 51 Pyrethrum. Table 3.1, p. 13. 
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Table 9
 

VALUE, VOLUME AND UNIT VALIUE OF PRINCiPAL EXPORTS, 1974-78
 
(values in '000 SDRs, volumes in '000 metric tonts)
 

1974 1975 1976 1977 
 1978
 

COFFEE
 

Value 43.7 53.9 132.6 192.2 134.9
 
Volume 41.0 54.5 57.9 46.8 50.9
 
Unit Value 1,065.9 989.0 2,290.2 4,106.8 2,650.3
 

COTTON
 

Value 57.3 33.1 63.4 56.0 44.3
 
Volume 49.1 38.3 55.3 40.5 35.5
 
Unit Value 1,167.0 864.2 1,146.5 1,382.7 1,247.9
 

SISAL
 

Value 54.2 33.7 24.7 24.4 23.8
 
Volume 93.4 103.1 89.6 68.0 66.7
 
Unit Value 580.3 326.9 275.7 358.8 356.8
 

CASHEWNUTS
 

Value 28.3 24.6 21.4 28.3 23.7
 
Volume 113.9 101.3 72.5 78.7 48.0
 
Unit Value 248.5 242.8 295.2 3D9.6 493.8
 

TOBACCO
 

Value 10.2 9.7 19.4 21.9 22.9
 
Volume 8.8 6.6 11.1 11.7 11.0
 
Unit Value 1,159.1 1,469.7 1,747.7 1,871.8 2,081.8
 

TEA
 

Value 8.0 9.0 13.9 18.4 17.4
 
Volume 9.6 10.4 12.0 12.0 14.9
 
Unit Value 833.3 856.4 1,158.3 1,533.3 1,167.8
 

TOTAL
 

Value 201.7 164.0 275.4 341.2 267.0
 
Volume 315.8 314.2 298.4 257.7 227.0
 

SOURCE: Interrational Monetary Fund, Recent Economic Developments,
 
August 22, 1979, p. 41.
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In its 1977 report on Tanzania the World Bank presented a comparison of
 

$actual and hypothetical export volunws and values for 1975." The comparison
 

was designed to illustrate "what would have happened ifhigher rates of output
 

growth for (selected) export crcps would have been maintained."1 Itwas
 

found that export of the five commodities earned $181 million in 1975, whereas
 

$391 million could have been received had production growth trends been
 

maintained. Tanzania did not receive an additional $210 million in 1975 it
 

plausibly could have made ifexpansion inexport commodities had been maintained.
 

Table 10 summarizes a similar exercise for the last half of the 1970s.
 

The table shows that, starting in 1975, the cost to Tanzania in foregone
 

foreign exchange was $50 million ("earnings difference" inTable 10) because
 

of declining export volumes. Over the five-year period the opportunity
 

losses increase as the aggregate gap between actual volumes and simulated
 

growth volumes increase and world commodity price increase. The opportunity
 

loss for the entire period amounts to almost $600 million, or approximately
 

4 years of oil imports at the 1978 level. 
2
 

F. Reatonal Review of Agriculture
 

This section presents a brief overview of the interregional flow of food
 

commodities. It indicates the relktlve imortance of regions as producers,
 

sellers, and consumers of agricultural commodities. Tables 11, 12 and 13
 

provide a relatively comprehensive overview of the interregional commodity
 

flow. The figures inTable 11 are gross figures indicating marketed proiductiun
 

1. The comparison estimated volumes for cotton, coffee, sisal, raw cashewnuts
 
tea for 1975 based on what the volumes would have been if they had grown at
 
rates of one-half the average rates achievd between 1960 and 1966 (sisal
 
volume was held constant at its 1966 level). World Bank Report No. 1616-TA,
 
Tanzania: B8sic Ecohomic Re ort, Annex VI, p. 11.
 

2. BDased on the"78 oil import level of'Vls 1,040 million convev ted at the 
1978 rate of T/Shs 7.1 to $1. IMF, International Financial Statistics. 
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NOTES TO TABLE 10
 

1. The base volume is from Kilimo Marketing Development Bureau
 
estimates of average commodity levels for 1967-69 except for sisal (which
 
is 6,000 matric tons less than the 1967-69 average). The pyrethrum initial
 
volume is the average 1973-74 level of production.
 

2. Actual values and unit values are from the IMF "Recent Economic 

Survey," August 22, 1979, p. 41, except pyrethrum, and excepting 1979 
values, which are based on USDA commodity market average prices. The 1979 
cashewnut unit value is based on a least-squares trend calculation. Actual
 

volume figures for 1979 are from Tanzanian Government estimates contained
 
in the April 1980 Economic Report, p. 15. Pyrethrum volumes and unit
 
prices are from Kilimo, MDB, Price PolicL Recommendations 1980-81, Annex 5:
 
Pyrethrum, pp. 13-14.
 

3. The 4% growth rate is arbitrary, but it seems reasonable for 
illustrative purposes in that it is about. 1.2 percentage points above the
 
population growth rate and about one-third thc average growth rates
 
tittained between 1960 and 1966. The World Bank comparison used a growth
 
rate near 6Z.
 

4. Because international demand for sisal was a major factor in 
the decline of sisal exports, a constant annual level of 200,000 metric
 
tons is used. This amount falls in between the 1971 and 1972 levels.
 
Sisal exports had previously been as high as 223,000 metric tons in 1962
 
according to the Economic Survey.
 

5. The assumption that Tanzanian export levels are not suffi­
ciently large over a wide range to influence internatioiial commodity prices 
is probably valid for all of the coinoditieu except sisal. The assumption 
my still be value for sisal, but because Tanzania produces a sufficiently 
large share of world output, changes in Tanzanian output could Influence 
world prices and, in this illustration, exert downward pressure on sisal 
prices. Given the large increases in petroleum-based substitutes, however, 
sisal prices could still be expected to increase well over their 1973 price 
level.
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only. Table 12 shows the net flgures for food commodities only. The two
 

following paragraphs froto an MDB report summarize the tables and briefly
 

explain why some of the flows :ccur as they do.
 

There are five regions which experience a net inflow of agricultural
 
commodities from other regions of Tanzania. Three of these regions

include the major export ports and urban centers of Dar es Salaam,
 
Tanga and Mtwara. A fourth isMb2ya Region which isexpected to
 
receive inflows of maize from other Regions for export to Zambia.
 
Lastly Kigoma Region appears as a net recipient of agricultural
 
commodities as its meagre production of marketed maize, paddy and
 
beans is insufficient to offset inflows of sembe, wheat flour, rice,
 
animal feeds, sugar, and fertilizer.
 

Theother fourteen regions all enjoy a net cutflow of agricultural
 
commodities, with the greatest volumes occuring inMorogoro, Dodoma,

Kilimanjaro and Arusha Regions. Morogoro and Dodoma have agricultural
 
commodity outflows respectively five and eight times the size of
 
inflows of agricultural produce. By comparison Kilimanjaro and Arusha
 
Regions have between two and three times the volurme of outflow compared

with inflow. The llfterence can largely be attributed to the fact
 
that the last two regions are not only locations of production but also
 
have major processing installations for coffee, cereals and pyrethrum,

and these crops are transferred from other regions for processing. 1
 

Two additional points are noteworthy. First, Table 11 indicates that
 

four regions in 1971/78 had virtually zero marketed production of export
 

commodities: Dodoma, Singida, Kigoma and Rukwa. Dodoma isthe largest food
 

seller of the four and ranks fifth (along with Mbeya) nationwide inmarketed
 

food commodities. The data inthe three tables imply that the bulk of Oood
 

imports effectively stayed inDar es Salaam and Tanga in 1978/79 since these
 

two regions are shown to be the predominant food deficit regions. Kigoma
 

was the only non-port or trdns-shipment region to receive a new inflow of
 

commodities in 1978/79. Kilimo estimated that of the 579 million ton­

kilometer demand for transportation services in 1978/79, 44 percent of this
 

trfffic was directed toward the Oar es Salaam/Coast Region and 13 percent
 

was directed to Tanga Region. The smallest volumes were directed toward
 

Singida, Dodoma, Shinyanga and Kigoma reoions.
2
 

I.KilImo, MDfl, lnterr'llonal Transport, p. 17.
 
2. Kilimo, MOB, The lre-.t- onal Trnsport of Major Agricq!ural Co itils
 

In Tanzania, D~ar esSal aam, June 7, jT_2T17 
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Table 11 

MARKETED PRODUCTION OF AGRICULTURAL COMMODITIES 
BY REGION: 1977/78
 
('000 metric cons)
 

Region Expori. Commodities Food Commodities Totals
 

DSM/Coast 19.1 4.3 23.4 

Morogoro 18.4 78.1 96.5 

Tanga 76.0 12.1 88.1 

Arusha 9.8 91.5 101.3 

Kilimanjaro 21.5 76.3 97.8 

Mara 6.7 ,1.0.2 16.9 

Miwanza 16.6 10.9 27.5 

West Lake 17.7 9.7 26.4 

Dodoma - 43.0 43.0 

Slogida 0.7 3.7 4.6 

Shinyanga 19.1 14.0 33.1 

Tabora 10.8 28.9 39.7 

KiSo-a 0.7 3.7 4.6 

Rukva 0.3 26.2 26.5 

Mbya 11.0 32.0 43.0 

11r'nSa 13.3 29.4 42.7 

RUVUma 15.4 21.5 36.9 

Mtwara 39.8 26.4 66.2 

LindI 14.1 9.5 23.6 

TOTALS 311.0 532.7 843.7 

SOURCE: United Repubilc of Tantania., Kllmo, MD3, The Inter­
1*Aonal--Trsnxport of.HAor Agricultural Commodities in Tanuanta., 
Dar es Salaam. June 1979. 



- 109 -

Table 12
 

MARKETED STAPLE FOOD STATUS OF TANZANIA REGIONS 
ESTIMATED FOR 1978/79 SEASON 

('000 metric tons) 

Food Surplus Regions Food Deficit Regions
 

RSurplus Cerealsa R Deficit Cerealsa 

Arusha 42.7 DSM/Coastc 53.2 

Dodoma 27.8 Tangac 41.6 

Ruvuma 22.4 West Lake 7.6 

Iriaga 20.2 Mtwara 7.0 

W1ya b 17.2 Lindi 4.6 

Kiliaanjaro 12.0 Mara 1.4 

Tabora 6.3 Kigoma 0.8 

Shinyanga 6.0 Singida 0.1 

Rukwa 4.5 

Morogoro 0.3 

twanga 0.3 

SOURCE: United Republic of Tanzania, Kilimo, MDB, The Inter-
Rational Transport of Major Agricultural Cummodtties in Tanzania, 
Dar as Salaam, June 1979, p. 15 

aCerals include paddy (converted to rice equtvalents at 65%),
 

rice, wheat (converted to wheat flour equivalent at 75%), wheat
 
flour, matt (converted to sambe equivalent at 95Z). and se-be.
 

b cluive of any exports to Zambia.
 

C iclusive of cereals traded externally (i.e., the food deficit 

of Dar on Salaa/Coaet Isconsiderably understated). 
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Table 13 

ESTIMATED AGGREGATE CMHODITY FLOWS BY REGION, 1978/79

('000 metric tons)
 

Region Outwards Inwards Net Flow
 

Dar es Salaami/Coast 90.3 330.5 (240.2) 

Morogoro 111.7 23.3 84.5 

Tanga 53.2 128.4 (68.6) 

Arusha 76.7 32.7 44.0 

Kilimanjaro 97.1 38.5 58.6 

Hara 14.2 7.8 6.4 

kanus, 33.7 27.1 12.1 

West LaMa 20.8 15.4 5.4 

Dodoma 76.1 9.6 66.5 

S "ida 5.7 4.3 1.4 

shinyanga 41.5 11o0 30.2 

Tabora 35.1 17.0 18.1 

KIraou 2.4 4.7 (2.3) 

Rukva 17.3 9.0 8.3 

Mbeya 35.5 63.9 (28.4) 

IrLuga 40.0 27.6 12.4 

RuvuM 39.4 18.8 22.4 

Iftwra Melligible 34.9 (34.9)
 

Lindt 23.4 9.3 14.1
 

TOTALS 814.4 814.4 -

SOURC)M Untced Republic of Tanzant, KilliGo. HDB The Inter­
! onal Tranrxt)rtof Ho r Agricudtural Comfidttfea i;n17n lu, 
Dar es Sala m, Juno 1979. p. 16. 
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Table 12 shows essentially that there are three groups of regions in
 

Tan'!ania with respect to their food production-consumption balance. There
 

are six predominant food-exporting regions, eleven regions which are moderate
 

surplus or deficit regions and two regions which are major food-deficit areas.
 

The two major deficit areas contain the cities of Dar es Salaam and Tanga.
 

Agriculturdl production and official market sales were at high levels
 

in the two years covered by the three preceding tables. Therefore it is
 

useful to look at some time series data to see to what degree the general
 

distribution pattern for 1978 and 1979 is representative of the flow pattern
 

over the last several years.
 

Incombination, Tables 14 and 15 help identify the mi:" important regions
 

for NMC sorghum and millet purchases. Table 14 provides a time series by
 

region for only four years; however, it is apparent from Table 14 that prior
 

to 1976/77 NMC sorghum and millet purchases were smaller by several factors.
 

Arusha and Dodoma regions have been the dominant sellers of sorghum and
 

millet since 1976/77. Each of these regions provides the NMC with two times
 

more grain than the third rinking region of Rukwa. Over the last four crop
 

years the three regions have provided over 75 percent of all NMC domestic sorghum
 

and millet supplies.
 

Table 16 presents a regional breakdown for maize purchases over the last 

ten years. The last column contains the average annual purchase share for the 

ten year period. Dodoma Region has been the leading supplier to the NMC, 

providing an average of one-fifth of all purchases. Arusha Region isalso at 

about the same level. Iringa ranks third with an average sales share of about 

one-half the two leading regions. Note that Dodoma wis the predoilnant supplier 

of maize in the first half of the decade with an averagje of about 41 percent 

of annual sales over the first four years. followd by Arusha with a 17 percent 



- 112 -


Table 14
 

SORGHUM AND MILLET PURCHASES BY NMC FOR 1972/73­
1978/79 AND AN ESTIMATE FOR 1979/80
 

('000 metric tons)
 

Year SorghuLl Milletsa Total
 

2972/73b 0.6 0.3 0.9
 

1973/74 1L7 2.4 4.1
 

1974/75 1.9 2.5 4.4
 

1975/76 2.9 2.2 5.1
 

1976/77 10.6 10.9 21.5
 

1977/78 33.6 36.7 70.3
 

1978/79 59.8 41.0 100.8
 

1979/80 Eatimates 60.1 38.6 98.7
 

SOURCE: C. S. Lombard, "The Situation of Grains and
 
Cassava Marketed through Official Channels in T&nzania: A
 
Review up to June 1979," pp. 34 and 35.
 

aftaly bullrush millet up to the end of 1976/77.
 

bThe first time Government made purchases.
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Table 15
 

COMBINED SORGHUH, BULLRUSH AND FINGER MILLET PURCHASES BY NMC
 

BY BRA!N4C AND AN ESTIMATE FOR 1979/80
 

('000 metric tons)
 

1976177 1977/78 1978/79 
1977-80 

Share 
, 

Share Share 1979/80 Average 

Region Volume (%) Volume (%) Volume (Z) NMC Estimate (M) 

1 0 Nil
0 	 0
Dar as Salaam 70 204 


0.7
1 102 0 80
126 1 373
Coast 


Morogoro 1,449 7 3,278 5 3,157 3 4,520 4.9
 

405 0.8
2 258 0 517 1
Tanga 	 424 


883 4 1,792 3 3,926 4 3,800 3.7

Htvara 


3.048 3 2,120 2.8
530 3 1,929 3
Lindi 


5 10,546 10 9,500 32.9
 
Arusha 1,485 7 3,424 


539 1 710 -­14 0 140 0
Kilimajaro 


8.725 42 20,887 30 44,024 44 36,800 30.3

Dodoma 


2 5 4,271 4 4,300 3.9
Singida 378 	 3,480 

6.6
9 6,499 7 8,525
Tabora 364 2 6,275 

0 310 ­
1 222 0 85


Kigosa 155 


3ukva 3,035 14 13,598 20 9,298 9 15,200 14.5 

0 342 0 290 -M 
,anha 62 0 157 

5 3,806 4 2,701 6.2
Musoma 2,653 13 	 3,612 


5.267 8 2.716 3 20670 3.7

Shiayanga 184 1 


95 0 120 -­
87 0 159 0
est Lake 

1,594 2 1,050 -­
30 0 161 0
Icings 


5,159 5 5.200 3.8
Hboya 188 1 	 2,666 4 

1,014 1 1.085 1 670 0.9ouSes 139 1 

lotal 20,981 69.396 lix),f1O 98,7 

"The situation of (;rain1a and Cameava Ktarketod throughSOURCE: C. 5. Lombard, 
Ofticial Channel tit Tanzania: A Haviaw up to Juno 1919," riMa., pp. 34. 35. 
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average for the same period. The annual average share for Arusha incrcased
 

to 25 percent for the period 1976/77-1979/80 whereas Dodoma's average share
 

for the same period dropped to 12 percent. The decline inDodoma's share
 

reflects not only a decline inabsolute volume but also increasing purchases
 

throughout the country. A Kilimo report on cereals provides more detail about
 

the specific origin of the maie purchases:
 

Arusha's second year as the most imoortant single source of NMC
 
is noteworthy. In fact Hananq District alone sold 30.000 tons of
 
maize followed by Arumeru District with 21,000 tons. InDodoma
 
Region, Mpwapwa District dominated maize purchases In 1978/79
 
selling 30,900 tons to NMC thus making it the most important maize
 
District in the country. In Iringa Region 16,800 fnns of maize came
 
from Songea District.
 

The pattern of NMC paddy purchases over time by region ispresented in
 

extreme right column
Table 17. The average annual share figures in tv,'. 


identifying Mbeya as the most important source, followed by Shinyanga, and
 

Tabora. Mwanza and Morogoro rank fourth in importance. The Killmo summary
 

of rice and paddy production contains some interesting observations:
 

There has been a distinct shift in the main sources of supply of
 
rice and paddy. Whereas Tabora dominated inthe years up to 1970/71,
 
Mbeya isnow the main source of supply to NMC. Purchases are chiefly
 
in the form of rice rather than paddy. In 1978/79 Shinyanga became
 
the biggest single source of paddy (35 percent). As a source of
 
rice Tabora was second to Mbeya. Also Mwanza contributed 17 percent
 
of NMC's paddy with 4,600 tons, the highest since 1970/71.
 

Although about 400,000 smallholders still dominate production, NAFCO
 
state farms have started taking a leading role in providing surpluses
 
for sale to NMC. Thus in 1976/77 Mbarali State Farm at Mbhya provided
 
4,600 tons of rice and 10,000 tons in 1977/18 and 1978/79 respectively.
 

The report goes on to add:
 

Despite significant Increases inproducer prices in recent years and
 
the improved 1977/78 and 1978/79 procurement, NMC purchases from
 
smallholders are still disappointing. This is partly becaus.e it Is
 
more profitable for farmers to mill their own paddy and %ell rice
 
directly outside NMC. Inc eased purcha%es inRwanza and Thinyanga
 
are, however, noteworthy. 5
 

TT1T1Tj-m'o.JD Price o ISY ReCommendations, Annex 1.p. 9. 
2. Kilimo, MOB, Prc oiyRcjj4fiii Annex 1. p. 30. 

http:TT1T1Tj-m'o.JD
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The pattern of NMC wheat purc.1ases over time by region is relatively
 

straightforward. Itcan be seen in Table 18 that Arusha is the dominant
 

provider, with a ten-year average annual share of 70 percent. Kilimanjaro
 

Region isnext with an average 16 percent share for the decade. The
 

pattern has been relatively constant throughout the 1970s.
 

The Kilimo annual report is again the source for additio,3l information:
 

Production of wheat isbased in two zones. One is in the Southern
 
Highlands (Iringa) where almost all production comes from one large
 
scale farm--the Tanganyika Wattle Company--and accounts for around
 
88 percent of NMC purchases in that zone. The other isArusha/
 
Kilimanjaro where most national wheat commercial production takes
 
place (90 percent in 1978/79) and where until recently production
 
was dominated by large scale expatriate farmers.
 

The rapid expansion in the early 1970s was due to activities in
 
the latter sector, and the decline which set in fr:#m 1972/73 can be
 
mainly att'ibuted to changes in the industry's make-up, the main
 
aspect of which has been the take-over of expatriate farms by
 
NAFCO. The decline isalso due to competition from other crops
 
like beans, barley, and maize. 1
 

The time series data inTables 14 through 18 are consistent with the
 

flow data inTables 11, 12 and 13, and thereby allow some general observa­

tions about the national pattern of agricultural production and flows in
 

Tanzania. First, the time series dat& establish that the six largest food
 

surplus regions indicated inTable 12 have tended to be surplus regions for
 

several years and the deficit regions of Dar es Salaam and Tanga are
 

consistently deficit regions. This is particularly interesting with respect
 

to the food marketing pattern. The data confirm what would be expected 

regarding export commodities. i.e.. that the predominant share of tonnage
 

moves from the interior to the four porks, with Dar es Salaam beirg the largest
 

net recipient (by a margin of over three tL one relative to other ports).
 

The data on food is interesting in that Dar es Salaam Ispresumably the
 

main port of entry for international food import% and the fiqures from Table 12
 

state that a total of six regions were deficit infood by 21,500 tons. During
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the same period almost 100,000 tons of rice and wheat were imported. Keeping
 

inmind urban preference for rice and wheat, this implies that virtually
 

all of the imported food went no further than the port city areas. In
 

addition, there was a net irwa'd flow of food from the countryside, whore
 

While there are not sufficient
surpluses exceeded deficits by 43,400 tons. 


data to make deductions about cross flows and composition of foods moved,
 

the data in combination with a rudimentary knowledge about consumption
 

preferences reveal a pattern (ina non-drought year) whereby imported grains
 

were used to supply the urban centers of Dar es Salaam and perhaps Tanga,
 

supplemented by a substantial net inflow of food from the countryside.
 

Dar es Salaam functions essentially as a hub, receiving food and
 

agricultural exports from the hinterland, transmitting the export commodities
 

to overseas destinations, and receiving International food imports which are
 

ancilliary hubs,
retained. The cities of Tanga, Mtwara and Mbeya serve as 


differing from Dar es Salaam intheir much lower volume of operations and their
 

tendency to deal more with export commodities while Dar es Salaam handles the
 

bulk of food imports. To the extent there are food movements among rural
 

regions which bypass Dar es Salaam, its hub function is lessened. Although
 

not explicitly examined inthis report, it appears that the bulk of nonfood
 

Imports--such as manufactures and industrial intermediate goods--tend to flow
 

into the cities and into larger towns to supply manufacturing enterprises and
 

agricultural parastatals.
 

G. Evaluation of Agricultural Performance
 

Two closely related issues are addressed in this section: the reasons
 

why export crop volumes have been falling over the decade, and the impact of
 

agricultural policies on economic efficiency In food production.
 

1.fpt A rlculture: External Influences. There are whole categories
 

of explanatory reasons why the physical amounts of some export crops have been
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declining or were not expanding over the 1970s. Itappears that there are
 

sets of causes for any given crop and no two sets are identical: that is,there
 

are some particular causal elements which are unique to a given crop.
 

The first question is,was the cause external? Did export volunes
 

decline or remain stagnant in response to faling international demand for
 

sisal, cashewnuts, cotton, coffee and oyrethrum? The preceding description
 

of agricultural exports indicates that world prices were increasing rapidly
 

during most of the 1970s.
 

A tine series of unilt value indices for the five conmmodities (Table 19)
 

indicates that world prices for the conmodities in question were tending to rise
 

with the exception of sisal prices. Thus, except for sisal, the international
 

commodity market can be eliminated as a major factor behind Tranzanian
 

export performance. International sisal prices were depressed for seven
 

consecutive years before they started to recover in the early 1970s. Dis­

investment and economic dislocation as a result of falling world prices
 

constitute a plausible major cause for declining sisal production--up to a
 

point. In view of the substantial and sustained recovery in sisal prices over
 

the last seven years a new question arises as to why sisal production has
 

been so slow to respond.
 

Weather conditions are always a strong Influence over agricultural
 

production and certainly the 1970s witnessed some severely dry years. But
 

annual rainfall varied throughout the decade. It did not correspond to the
 

pattern of gradual decline N export crop volumes. Food production In the
 

late 1970s was thought to be near record levels. Thus, neither of the two
 

major exogenous factors affords a convincing explanation for the decade-long
 

decline in Tanzanian agricultural exports.
 



Table 19 

EWPOIT PRICE INDICES OF PRINCIPAL COHW0DITIES 

Comdity 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 

Cotten. rvw 101.9 110.8 101.7 100.3 110.0 128.4 136.6 237.] 192.0 273.7 330.6 221.4 

Coffee, 
unroasted 88.9 91.1 87.7 117.6 108.3 118.2 138.8 154.0 150.0 374.1 673.8 430.7 

Sisal Fiber 83.4 71.2 78.7 69.8 70.6 80.2 165.7 420.9 252.3 240.8 294.6 233.8 

Cashevnuts 94.0 92.2 104.6 107.4 90.1 96,2 92.8 124.5 131.3 142.8 181.4 263.0 

Te1a 00.1 94.2 89.3 85.4 82.2 82.2 100.6 110.6 110.4 157.4 209.6 158.3 

Tot,acco, 

amufactured 120.7 116.3 115.4 110.4 134.3 129.7 134.4 147.3 193.7 250.5 263.9 296.9 

Cloves 101.2 99.0 402.9 446.4 385.4 397.6 420.7 469.4 820.9 700.2 804.7 103.8 

SOURCE; Tited Rapublic of Tanzania, Economic Survey, 1978-1979 and 1979-1980­
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2. Export Agriculture: Sector-wide Influences
 

After exogeneous causes, sector-wide factors comprise the second
 

category. The first main subcategory is price behavior. In his excellent
 

analysis of the decline in cashewnut production between 1974 and 1979, Frank
 

Ellis offers three ways of evaluating prices to assess price behavior:
 

(a) producer price deflated by a peasant cost-of-living index; (L) the producer
 

price of a crop relative to prices of alternative crops (which indicates
 

producer incentive to produce the particular crop being examined); and (c)
 

"the share of the producer price in the final export price of sale." The
 

producer price share when expressed as a time series "indicates the extent
 

of flexibility which may exist to raise the producer price and hence also
 

I

Indicates tendencies In the extraction of surplus from peasant farmers."

'
 

The following discussion will start with an examination of the first two
 

measures: real and relative prices. The available evidence strongly suggests
 

that the prices farmers receive for their export crops have been falling in
 

real terms--declining in purchasing power--and that export crop prices have
 

also declined relative to food crop prices. A graphical presentation of
 

real and relative prices for four export crops is reproduced in Figure 1.
 

In all four instances both real prices of the export rrops and their prices
 

relative to potentially competing food crops have tended to decline since
 

the early to mid-1970s.
 

Table 20 summarizes the changes in constant prices (current price
 

deflated by an inflation index to reflect actual purchasing power) for a series
 

1. Frank Ellis, "A Preliminary Analysis of the Decline in Tanzanian Cashewnut
 
Production 1974-1979: Causes, Possible Remedies and Lessons for Rural
 
Development Policy" mimeo, Dar es Salaam. 1980, p. 10.
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Figure 1
 

PRODUCER PRICE OF EXPORT CROPS: REAL VALUE AND
 
RELATIONSHIP TO COMPETITOR DOMESTIC
 

FOODCROPS: 1969-79
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SOURCEt lnternattonal Monetary rund, "Tanzania: aecont
 
Iconotc Dev*Iopmints," August 1979, p. IOA.
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Table 20
 

COMPARISON OF REAL PRODUCER PRICE MOVEMENTS 
(T/Sho per kg at constant 1979/80 prices)
 

Tanzania Producer Price
 

Average
 

Commodity 1969/70-1971/72 1979/80 Change
 

.68 1.00 47%
Haize 


Paddy 1.41 1.50 6%
 

Wheat 1.49 1.35 -9%
 

4.00 63%
Groundnuts 2.45 


Castorseed 1.44 1.00 -31% 

Sunflora 1.19 1.50 26% 

Sesame 2.96 3.50 18% 

Cottonb 2.87 3.00 5% 

Cashawnutc 2.48 1.70 -321 

Tobacco - Flue 13.77 a. 0 -36% 

- fire 4.60 6.25 30% 

"thrumd 8.57 6.50 -241 

SOUltC Kilimo, HDB, P[ice Policy Recomendations for the 

1980-81 Aricultural Price Review, It Summary and Price Propoala* 
Dar a. Salaam. September 1979, p. 35. 

aJupiter and munflover. 

b ARgrade. 

cStandard grade.
 

dSiple average, all 8rade.
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of 	food &nd export crops.1 The list of commodities is partial but illustrative.
 

The 	price of maize, the major food crop inTanzania, increased by 47 percent in
 

real terms over the decade (the real price had been gradually falling in the
 

first half, then an upward adjustment reversed the decline) while the real
 

prices of competing crops such as cashewnuts and tobacco experienced sub­

stantial declines. The fact that real paddy prices increased by 6 percent
 

inten years also helps explain the difficulty the NMC has experienced in
 

obtaining adequate rice supplies from smallholders.
 

The Marketing Development Bureau of th- 'inistry of Agriculture (Kilimo)
 

is 	straightforward in its view of the reasons behind declining exports. 

The 	poor performance of the exnort sector can be attributed to
 
a number of factors:
 

I)	Ipcreasing efforts being devoted to increase food
 
crop production.
 

Ii)	Increased producer prices for food crops making them
 
financially more attractive than competing e:;r:.rt
 
crops, e.g., tobacco, cashewnuts. pyrethrur,!, .:utton.
 

(II)The increasingly progressive nature of export caxes
 
which preclude farmers from obtaining an increased
 
share of the export realization price.
 

Iv) 	 Higher marketing costs of Crop Authorities. 
v) The high official value of the Tanzaniari shilling 

relative to major world currencies. The 10 percent
 
devaluation inJanuary 1979 brought the shilling value
 
of the dollar back to the level ifwas inSeptember 1977
 
but was insufficient to enable Crop Authorities to
 
increase significantly the shilling return to export
 
crop producers.
 

vi) 	The absence of major production development progroms
 
for the production of export crops as compared to
 
those for food crops.
 

1. it Ts noted that the estimates of real prices may he substantially under­
estimated for two reasons. First, consumer prlc'.- are controlled in 
Tanzania; tnus they may only remotely reflect actual market conditions. 
For example, retail prices for most food., have not been increased since 
1975. Second, In many parts of the country even siiple consumer goods 
are not available at all or are -old for limnited period% of time. The 
Economic Report sum'. up the -.ituation with the statewmnt. "Given the 

rlliTo-rio. or retiil trade and the actu-il availability of commodities In 
short s upply at prtce.s hi qher than controlled prices. the official price 
index definitely unders tates the deqree of nflation and erosion of the 
real purchasing p wer In the hands of the ciwunity." United Republic of 
Tanzania, [cono-oic Pep!ort, Oar en S.alaaM, Aoril 1990, p. 19. 

2. 	Kiimo, M)fl, trwa p. 10. 

http:e:;r:.rt
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Five out of the six reasons 
concern prices directly or indirectly.
 

Evidence of the second item relative prices, has already been orovided in
 

Figure 1 on page 123 

We do not have systematic, empirical evidence of the displacement of export
 

crops in favor of cash food crops in Tanzania over recent years; however,
 

it is reasonable to assume that displacement has and is occuring. 
This
 

supposition is based on the combination of two points, 
 First, empirical
 

analysis indicates that peasant farmers 
are sensitive to crop prices., Second,
 

each peasant farner has 
a finite amount of time (labor) and resources to allocate
 

to cultivation. 
 If the return from one crop increases relative to the return
 

from 6nother crop grown by the peasant, at the margin, more labor anJ
 

resources will be allocated to the higher return crop at the expense of the
 
2
 

lower return crop.
 

The downward trend for several export crops started before the major
 

food producer price increases in 1975. The data from Table 8, however,
 

indicate that while eport crop production has declined or stagnated since the
 

early 1970s, low-value commodities such as millet, sorghum and cassava
 

(see Table 6) have become major commercial crops.
 

1, There is a substantIal body of literature on 
the iubject. In Tanzania,
Guerreiro found cvidence of appropriate price responsiveness for maize,

cashewnuts, cotton and paddy. 
 Matthew M. Guerreiro, "Efficiency,

Equality and Exploitation in Tanzanian Agriculture Si*ce the Arusha

Declaration," pp. 2-50. 51, 
 52. Malima, in a study of cotton producers,
found that cotton surply was closely linked to prices In a 1971 study.

Kighoma A. Malima, "The Determinants of Cotton Supply in Tanzania,"

Economic Research Bureau Discussion Paper, No. 71.4, University of
Dar es Salaam; 1971. T of"the np-f[rFcal indicates low price,of evidence 

elasticities of supply In agriculture.; however, the 
level of the elasticity
does not change the result: a price increase will be followed by an
Increase in output (and a decrease in production of the lower return crop).

Although each farmer may make a relatively -mall adjustinent in his output
mix, the aggregate effect over 
time can be substantial.


2. The reaction of qovernawnt-owned farm% and planations to 
price shifts is
probably more arbitrary In that direct Instructions tend to guide production
decisions of governmwnt enterprises. The instructions may not necessarily
be based on a policy which adjusts !he output mix of a manner which willmaximize income. Aidr from the revenue optimization question, state farmingoperations tend to be heavily specialized in a given crop, wheat or sisal forexample, and are therefore much less able than the peasant farmer to make 
small adJustvw.nts In output mix. Nevertheless, if losses accumlate there
is increasing pressure on the government to decide whether or not to continueSubsidizing production (a choice which the peasant farmer does not have) or to

make appropriate chanjet.
 



- 127 -

Several observers of Tanzanian agriculture argue that cultivation of
 

export crops is being deemphasized by farmers In favor of cultivating food
 

crops for sale. For example, a report by the Ministry of Agriculture lists
 

"increasing efforts being devoted to increase food crop production" as the
 

first reason for the poor performance of the export sector. The report
 

further elaborates:
 

As mentioned in the section on food crop production, the marked 
rise in the prices for food crops, especially for sorQhum, millets 
and cassava over the last two years has led to significant increases 
in production. It is thought that part of this increased production 
is at the expense of export crop production with farmers either 
taking land out of the production of export crops, e.g., cotton, 
or paying less attention to husbandry, e.g., cashewnuts ....1 

In a special report which suggests a revision in the price of pigeon
 

peas, Kilimo remarks on the "staggering increase in marketed production"
 

(from 53 tons to 11,000 tons in three yeaes) and concludes tnat;
 

The relatively favourable return 'or pigeon pets is likely to
 
be a major cause of the rapid increase in its production as a
 
cash crop. It is probable that thih attractive return has a
 
depressing effect on the production of much needed annual crops
 
such as maize and seasame, and on perennial crops earning
 
foreign exchange such as cashewnuts. 2
 

Piegeon peas are considered to be an inferior commodity for large-scale,
 

long-term national marketing operations because they have a short storage
 

life. 

Tanzanian officials at both the national and regional levels believe that
 

the emhasis on food crops Is impeding export crop production. In Arusha 

one official was reportedly upset because the prevailing price structure
 

thwarted efforts to encourage cultivation of "national priority crops."
 
3 

Instead the farmers grow pigeon 
peas.
 

T1Tu 	 p. 20. 
2. 	 Kilimo. MIB, Arcrovwndation for a Revision in the Price Paid for Pio 

Peas L a Zi p. 
3. 	)5Tp0-r-t-(7hRi- ba...y economic officer on recent conversations in Arusha 

and Tanga reglon%, flay 19, 19BiO.
 



-	 128 -

The director of one agricultural marketing enterprise indicated he
 

was certain that relatively high food crop prices and the fact that the
 

prices were being offered throughout the country were encouraging some
 

farmers to plant more food crops instead of cash crops. He claimed first­

hand knowledge of displacement of tobacco. 1 Regionald Green was convinced
 

that higher maize prices in combination with the effectiveness of NMC
 

buying teams in contacting farmers in even the most remote areas acted to
 

convert a subsistence crop into a cash crop. Farmers who had never had a
 

market for maize before could now rely on maize instead of cashewnuts as
 

a cash source. Green felt the favorable price of maize and NMC purchasing
 

effectiveness were the primary causes for the decline in cashewnut
 
2
 

production.
 

Ellis has conducted one of the most thorough examinations of the rise
 

and fall of Tanzanian cashewnut production. His analysis clearly identifies
 

relative prices as a major element affecting cashewnut production. For
 

example, in a telling and detailed statement, Ellis reviews the impact of
 

hign-priced "minor crops" on cashewnut production.
 

The seriousness of the decline in the relative price incentive
 
of cashewnut production has been exacerbated in recent years by
 
the bringing under official marketing channels at high prices of
 
a number of minor crops which are ideally suited for cultivation in
 
similar agronomic conditions to the cashew, and which promise
 
peasants a relatively high return over a much shorter production
 
cycle. Of particular importance in the southern coastal regions 
are cowpeas (kunde) and pigeon peas (mbaazi), the producer prices 
of which were T/Sh. 3.25 per kilo and T/Sh. 3.00 per kilo 
respectively in the 1978/79 season. These are both annual crops 
with an interval between sowing and harvest of betwen 4 and 6 
months, and for each of which there are both wet and dry season 
varieties permitting considerable flexibility in cropping patterns. 

1. Interview wih 1r. S. P. Muro, General Manager of GAPIX, Dar es Salaam,
 
May 16, 1980.
 

2. 	 Interview with R. Green, Professional Fellow at the Institute of Develop­
ment Studies at Sussex University and economic advisor to the Tanzanian 
Treasury, Dar as Salaam, May 16, 1980. 
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A series of other minor crops, including kidney beans (maharage),
 
bonavist beans (fiwi), and green gram (choroko) are all now
 
purchased by NMC or GAPEX and, like the two cited above, offer
 
peasants in the coastal regions a much trore rapid return to labor than
 
do cashewnuts.
 

Preliminary calculations undertaken in Lindi region under the
 
Mtwara/Lindi Regional Integrated Development Plan suggest thot
 
cashewnuts rank 16th amongst alternative crops in terms of gross
 
returns per hectare cultivated. This result, while only being
 
regarded as IndicaLive, Is suggestive of the cxtent to which the
 

1
cashewnut has declined in relative attractiveness In recent years.


While we do not have advantage of studies of the quality arid relevance of
 

Ellis' to throw more light on cotton, coffee, tobacco and pyrethrum, the
 

general evidence suggests that relative prices have become an important
 

bias against export crop cultivation.
 

The third and fourth reasons for declining expcrt crop volumes in the
 

ROB Summar are increasing export taxes as a share of the wholesale price
 

and higher marketing costs of crop parastatals. The existence of large
 

differences betwEen the price received by farmers and the international
 

commodity price is not a recent phenomenon In Tanzania. In 1974 the World
 

Bank estimated that Tanzanian farmers received approximately two-thirds of
 

the wholesale price for most crops compared to farmers in '3alawi who received
 

about three-fourths of the wholesale price for their marketed output.
2
 

The title of a 1973 study tells the story: *Stagnating Agriculture and t0
 

Distorted Structure of a Coffee Exporting Region in Tanzania." The study,
 

undertaken in 1972 shows payments to farmers decreasing In the West Lake
 

Region from an average of 80 percent in 1955-57 to 36 percent In 1967-69.
 

Transport and marketing costs increased from 8 percent to 38 percent, taxes
 

and export levies increased from 5 percent to 14 percent and cooperative
 

3
society fees increased from 6 percent to 12 percent. Table 21 Is reproduced
 

1. Frank Ellis, A Preinlna l I p. 13.
 
2.M. Guerreiro.TM7 : 2. 
3. Ibid.. pp. 2-4pp. ,84
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from a Ministry of Agriculture (Kilimo) report to illustrate details of the
 

items combining to make the difference between the selling price of a
 

c,inodity and the price the producer actually receives.
 

In the case of seed cotton the margin charged by the Tanzanian Cotton
 

Authority has increased over fou; years from 32.3 percent to 46.2 percent
 

of the sales price while the proixucer's share has decreased by about one
 

percentage point. Table 22, adapted from Ellis' study of cashewnuts,
 

shows tha. between 1968 and 1978 cashewnut export prices increased by 154
 

percent wnile the price to producers increased by 75 percent. During the same
 

time the marketing margin increased by a factor of 2.5. The result was a
 

fall in the producer's share by 17 percentage points. Ellis notes that "if
 

the share of the producer price.. .were now returned to the level of 54-55
 

percent which prevailed through the 1960...it would bring the level of
 

producer price up to roughly T/Shs. 2.20 per kilo."
I
 

The average payment to farmers as a percentage of coffee export revenues
 

declined from 80 percent in 1955-57, to 65 percent in 1961-63, to 36 percent
 

In 1967-69. 'he share of transport and marketing costs increased from
 

8 percent to 38 percent over the period, taxes and export levies increased from
 

5 percent to 14 percent.'
 

In a general review of marketing trends between 1968 and 1978, Guerreiro
 

has found that marketing authority shares have moved upward for cotton,
 

coffee, cashews and flue-cured tobacco, downward for maize, tea and fire-cured
 

tobacco. Rice/paddy and sisal did not show a trend. Gurerreiro observes
 

that the "export crops wth increasing marketing cost margins are, moreover,
 

the key agricultural exports, accounting for 75 percent of the foreign exchange
 

earned by agricultuie and 63 percent of Tanzania's total exports in 197." 


1. Frank EllTs. A Pr, m na eA yi, p. 14. 
2. Matthew M. ru Tero, Efficenryfouit, pp, 2-25.
 
3. Ibid, pp. 2-29.
 

3 



Table 22
 

c~inU5: PRODUCER PRICES, EXPORT PRICES
 
AND GROSS MAMETING MARGINS
 

(T/Shs per kg)
 

(1) (2) (3) (4) (5) 

(2) as Gross (4) as
 
Three-year Export Producer Percentage Marketing Percentage


Average Price Price Share of (1) Margin Share of (1) 

1966/67-1968169 1.34 .73 54 .61 
 46
 

1976/77-1978.!79 3.40 1.27 
 37 2.13 63
 

Percentage 154 74 
 249
 
Increase
 

SOURCE: Frank Ellis, "A Preliminary Analysis of the Decline in Tanzanian Cashew­
nut Production 1974-1979: 
 Causes, Possible Remedies and Lessons for Rural Developwmnt
 
Pollcy," mimeo, Dar es Salaam, 1980, p. 14.
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The estimation of nominal rates of protection (NRP) provides an
 

approximate idea of the relative degree of discrimination against export
 

producers. The NRP compares the prices received by producers to prices offered
 

on world commodity markets. If the price to producers is less than the
 

world price equivalent (world price less domestic marketing costs) then the
 

tax on Pis output and the NRP has a negative sign. If the
farmer ispaying a 


domestic price exceeds the world price equivalent, the farmer isbeing subsidized
 

(the NRP ispositive). For example, NRP estimates based on 1979/80 prices
 

are -70 percent for cotton and -62 percent for cashewnuts.I These estimates
 

represent a high level of discrimination. NRP estimates for Zambia over four
 

years for ten crops averaged -16 percent. In1978/79 the highest negative
 

NRP for cotton was 26 percent. The NRP for confectionary groundnuts in
 

2
 

1978/79 was -15 percent.
 

If the NRP isadjusted for input subsidies, itmoves in a positive direc-


Thus, to the extent casheinut and cotton production are subsidized
tion. 


the negative value of their NRPs will decrease. Itis understood that cashew-


There
nut production isnot subsidized; thus the -62 percent figure stands. 


are some subsidies to cotton farmers which would tend to make the NkP
 

estimate of -70 percent somewhat higher than it should be.
 

The evidence suggests that over time there has been an increasing spread
 

between the price the farmer receives for his product and the final selling
 

price. The major component inthe increasing difference between export
 

ver ton and an inter­1. Based on producer price for cotton (AR) of 2000 shs. 


national price of $1,366 per ton converted at shs. 8:$l for s Shilling
 
are
Price of 10.928. Marketinq costs (transDortation. storaoe. etc.) 


assumed to be hs. 1000/ton. The world price equivalent i,Shs. 9,928 and
 
The producer price for cashownuts IsShs.
the NRP Is3000-9,928/9,928. 


1,700 per ton and the International price is$680.50 per ton or Shs. 5,444.
 

Price sources: Kilimo, MOD, Summary, Appendix Table I and USDA.'
 
2. Doris Jansen Dndap, Zanbian AOf'M1uZ-ura1 Pricing and Marketing Policy,
 

April 1979, p. 11.
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price and the price the producer receives has beeti the marketing margin
 

charged by parastatal crop marketing enterprises. The increasing spread
 

has the same economic effect as an export tax. Itdiscourages exports.
 

The reasons behind the increase inmarketing margins are not difficult to
 

find although quantification of the effects of particular elements ismore
 

difficult. One reason for increasing marketing margins is the rising cost of
 

inputs, many of which are imported. The second reason is that--to varying
 

degrees--the crop authorities have become, over time, increasingly inefficient
 

and ineffective, even counterproductive in some cases.
 

3. Export Agriculture: Parastatal Costs and Undervalued Foreign Exchange
 

The reasons why parastatal margins have increased are primarily interesting
 

for the implications they offer for future changes inparastatal marketing
 

margins. Parastatal margins are important in that if the Tanzanian Shilling
 

Is not devalued then reduction of marketing margins is one of the few means
 

left whereby agricultural producer prices can be Increased by non-inflationary
 

means. This leads to a discussion of the fifth point on the flDB Summary
 

list: the high official value of the Tanzanian Shilling.
 

A basic discussion of the overvalued shilling can be summarized in three
 

points. First, it is a fact the shilling isovervalued by a substantial
 

amount (the official rate inmid-1980 was 8.2 shillings to the dollar;
 

the black market rate isreported to vary between 16 and 25 shillings to the
 

dollar). Overvaluation of the currency isofficially acknowledged by
 

the Government's employment of severe import restrictions to ration foreign
 

exchange. The import restrictions are intended to regulate the demand for
 

foreign exchange to match the supply. There isdisagreement about what
 

should be done regarding overvaluation but there is no dispute that there
 

is an excessive demand for foreign exchange at the prevailing official rate.
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The second point is,an overvalued currency discriminates heavily
 

against exports and export growth. As prices rise domestically and the
 

exchan, rate remains fixed, exporters cannot receive proportional increases
 

in iocal currency prices. It is standard practice in many economies either
 

to allow their currencies to depreciate with respect to other currencies to
 

offset domestic inflation or, if their exchange rate is fixed, to devalue
 

periodically to allow exporters to continue to receive prices commensurate with
 

the domestic price level. There is an extensive body of economic literature
 

and empirical studies which documents the discriminatory effects against
 

exports by exchange rate overvaluation.I
 

The NRP calculations from pagel 33 can be used to illustrate the anti-export
 

producer bias of an overvalued exchange rate. If,for example, the Tanzanian
 

shilling were to be devalued by 100 percent from 8 to 16 shs:$l the 1979/80
 

NRP estimate for cotton would change from -70 percent to -40 percent and the
 

cashewnut NRP would move from -62 percent to -23 percent.
 

The third and final point insummarizing the overvaluation issue is that
 

it is unlikely that there will be any substantial devaluation in the near
 

future. The Tanzanian Government has allowed small adjustments in its
 

exchange rate in the past, e.g., 14 percent in 1975 and 10 percent in 1979.
 

The Government has been strongly ooposed to devaluation in the current situation,
 

whereas the IIF has included devaluation as a key measure in the effort to
 

address Tanzania's financial and international trade problems. Itappears,
 

however, that devaluation will not be allowed to play a m.lor role In
 

I. Exchanges of relevant literature are Jaqdlsh N. Bhaqwati, Anatomy and
 
Consequences of Exchange Control Regime%. Anne 0. Krueger, IIe-azatlon
 
Attempts andConseqnces, -a-l n g 1erublishing Company for-theifational-

Bureau of Economic R-esearch and Economic Development, Cambridge, Mass.,
 
1978. See also Bela Balassa et.al., The Structure of Protection in
 
DevelopIng Countries, The Johns Hopkins Press, Baltim6re"1971.
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Tanzanian export policy in view of the recent Tanzanian-IMF agreement
 

whereby the Fund will only "review" the Tanzanian exchange rate. 1 This,
 

of course, does not rule out devaluation in the future or, even more probable,
 

the introduction of de facto devaluation, e.g., by means of export subsidies
 

and additional import duties or the introduction of a system of split or
 

multiple exchange rates.
 

Instead of devaluation the Tanzanian Government proposes to increase
 

producer prices for export connodities. Unless it is assumed that world
 

prices will increase to accommodate an increase in domestic currency prices,
 

the increase inproducer prices must either be accommiodated uy increasing
 

deficit spending or by reducing marketing margins and/or export taxes and
 

passing the reduction on to the farmer.
 

Marketing margins constitute the largest single component of commodity
 

export prices (40 percent to 60 percent) and therefore their reduction offers
 

the greatest potential for a noninflationary means to increase producer prices
 

without devaluation. To the extent that export growth isdependent on major
 

reductions in parastatal charges, however, it isdifficult to be sanguine
 

about the chances for a successful, sustained export growth performance in
 

Tanzania. To reduce marketing margins without increasing parastatal deficits
 

calls for an outright reversal of what appears to be a deep-seated trend
 

of rising parastatal costs and inefficiency. Furthermore, if some level of
 

export parity Is to be maintained in order to sustain export qrowth inthe
 

future, marketing costs, export taxes and other charges aqainst export
 

producers will have to be tightly constrained.
 

A report on "Kitlmo Crop Authorities" has found that there Isa "lack
 

of sufficient planning and control" Inparastatals, that there Isa "trend
 

towards establishing a heavy administrative base," and that parastatals are
 
1.Wahington"Pos , A 9, 1980, p.A15.
9gust 
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absorbing an excessive amount of social costs, e.g., transoortation and
 

housing. Some of the implications of its findings, according to the report,
 

are:
 

1.The disparity between increases in distribution costs
 
and producer price increases will continue to grow.
 

2. If the distribution costs of the parastatals continue
 
to increase at current rates and the grower is squeezed between
 
world parity prices anJ these costs, the G3vernment will find
 
that within three years itwill hae to come up with large subsidies
 
or be faced with massive losses inthe parastatals if it wishes
 
to reasonably increase prices to growers. 1
 

Limited producer price increases can be obtained now for selected crops
 

where export taxes can be lowered. Reduction of export taxes has been
 

suggested by the Marketing Development Bureau as a mean to encourage cotton
 

production. 2 Itmay also be possible to increase some export producer
 

prices by passing on increases in international comnodity prices.
 

The prospect of reducing export taxes isnot single sided. An export
 

tax reduction will increase producer prices but itwill also reduce govern­

mnt revenue which, ina deficit situation, will increase the deficit. This
 

may not be the case, however, if the commodity Isbeing processed inTanzania
 

and excess processing capacity exists (which itdoes). Then the initial
 

loss to the Tanzanian Treasury can be recovered by earnings from the
 

incremental processing.
 

The main conclusion to be drawn is that, while the immediate prospects
 

are not encouraging, there ispotential. The solution, however, does not lie
 

in a single step. Itis necessary to apply a systemic approach, tracing
 

the effects of a measure through the system. This is particularly critical
 

in the Tanzanian case. Given the low utilization rates of aqrlcultural
 

1. Kilimo, _IDB, "Repor-t-on Investigation Into the Financial and Operating 
Position of Kilimo Crop Authorities: Overall Review," Dar es Salaam, 
May 1979. pp. 6-8. 

2. Kilimo. 11DB, Annex_4. Cotto, pp. 34-5. 
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resources and agricultural processing capacity, It is likely that steps
 

which would nominally appear to reduce government revenues could, once the
 

incentive effects have worked their way through the entire production system,
 

result in net gains in Government rEvenues (e.g., tax revenue losses are
 

offset by increases in Governnient revenues from higher levels of agro-


Selective
processing) and substantlil increases in foreign exchange earnings. 


analysis of the economics of agricultural export production systems, from the
 

farmer to the ship, is warranted and urgent, aod could provide a badly needed
 

Improvement inempirical understanding for formulation of policy improvements.
 

4. Export Agriculture: Crop-S__cific Factors
 

Declining export cron volumes are occasionally explained on a crop-by-cron
 

causes are uninue to the crop and that several
basis. To the extent that the 


coincide, it Is possible to deduce that the aqgregate poor performance is the
 

result of the coincidence of several unrelated misfortunes. For example,
 

coffee exports were held down in 1979 because the boiler at a processing
 

plant blew up coincidentally with the onset of coffee berry disease, insect
 

infestations and leafrust. Tea exports were impeded by the failure of a
 

Cotton exports were reduced because cotton gins were operating at
generator. 


a suboptimal le-el and adequate transportation was not available. Pyrethrum
 

exports were held incheck by transportation problem relating to the fact that
 

pyrethrum Isgrown Inthe south of Tanzania but the pr'ocessing plant is
 

located In the extreme north. Cashewnut production was below canacity
 

because of Inadequate husbandry. 1 Sisal output has been ht~d down because
 

2
 
of severe labor shortages.


1. United Republfc of Tanzania, "Econonic Report," Dar es Salaam. April 1980,
 

pp.22-28.
 
2. Verbal report by Economic Officer, U. S. Embassy based on his conversations
 

with sisal growers In Tanga region, Dar es Salaam, May 1980. The
 
1980 that the Government had
Tanzanian Dailylws reported on June 26, 


called for- tu-dnt volunteers to help harvest sisal.
 



- 139 --

It isnot feasible to examine what lies behind the numerous problems
 

Inhibiting the cultivation, marketing and processing of export crops, but
 

the reasons can be sorted into crude categories which help to indicate their
 

general origin. The first category of crop-specific problems relates to
 

foreign exchange scarcity, eg,, machinory remains inoperative because there
 

isno foreign exchange to buy necessary replacements or parts. A second
 

category relates to incentives. Husbandry practices and preventive measures
 

to control insects and plant diseases can be slighted in favor of other
 

activities perceived to be more fruitful. The last cdte(gory isunavoidable,
 

unexpected calamities such as the onset of some plant diseases or insect
 

infestations, or catastrophic equipment failures. Most phenomena in this
 

category tend to be correctable in a short period (say, one year or less),
 

although certain diseases may persist Inholding down output.
 

The first two categories are systemic in origin; they are not
 

inherently unique to the crop. The third category consists of phenomena
 

which are similar to such factors as poor rainfall or sudJen declines in
 

international commodity prices: their occurrence isbeyond the control of
 

the system. Equipment failures and some disease losses and other accidents
 

can cause temporary shortfalls for specific crops but ifthe shortfall
 

persists and turns into a state of chronic decline the cause Isto be found
 

somewhere inthe production system. Thus crop-specific, accidental
 

phenomena may explain occasional shortfalls in crop production and if
 

enough of them coincide, they could conceivably explain poor performance
 

in aggregate export production. Crop-specific, accidental phenomena cannot 

be expected, however, to explain a general pattern of export volume decline 

year after year. 
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5. Export Agriculture: Availability of Consumer Goods
 

There are two remaining sets of factors to be discussed which contribute
 

to Tanzania's weak agricultural export performance and which will continue
 

to influence future performance. The first set of factors concerns the
 

supply of consumer goods to rural areas. The second contributing element
 

is the generally weak state of agricultural research, development and logistical
 

support.
 

Inadequate supplies of goods to rural consumers isonly outlined here,
 

but shortages have been a negative factor inTanzanla's past agriculture
 

performance and should they continue, they will constitute a serious
 

impediment to any agricultural recovery effort. There is virtually universal
 

agreement that even simple consumer goods are not generally available to the
 

majority of the rural population. While there isno empirical evidence
 

available inTanzania on the relationship between consumer goods availability,
 

producer price increases and agricultural output, it isplausible to suppose
 

that the consistent absence of goods will diminish the incentive effect of
 

higher producer prices. Furthermore, it is reasonable to expect that producer
 

price increases ina goods-scarce economy will have the least incentive effect
 

on producers of crops which have no intrinsic value to the farmer (i.e.,
 

food crops can be bartered; however, there is virtually no local demand for
 

quantities of traditional export crops).
 

Consumer goods scarcity is a chronic condition of the Tanzanian country­

side. The Tanzanian Central Bureau of Statistics found that 14 percent of a
 

basic set of consumer goods was not available in 1970/71. In 1971/72 the
 

unavailable portion increased to 35 percent. In 1976/77 Itw3- 42 percent
 

and in 1977/78 itwas 31 percent. I This was prior to the 1979/f!O financial
 

ard balance of payments crisis. The World Bank in It-1911 Basic Eom
 

1. Matthew M. Guerreiro, "Efficiency, Equity," pp. 2-64. 
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Report noted that basic goods such as sugar, cooking oil, batteries and
 

kerosene were not available from authorized dealers for periods of several
 

months. InMay 1980, Tanzanian officials and foreign observers were reporting
 

that even the most basic goods were virtually unavailable in the countryside.
 

On a number of occasions itwas emphatically stated that producer prices were
 

not the issue. "The peasants have lots of cash. The problem is they cannot
 

use it to buy the goods they require because the goods are not available."
1
 

There are several reasons for the absence of consumer goods, some of
 

which are interrelated. Guerreiro observes that "Tanzania's system of rigid
 

price controls, excessive demand and lagging production combine to create
 

ever-present shortages of essential products." 2 That consumer coITmnodities
 

are not available inmuch of the countryside isnot surprising when the
 

causal elements are assembled. Movement of goods is costly inpart because
 

of the state of the transportation infra',tructure. The transportation
 

industry, besides being subject to high risks and costs, must deal with
 

rapidly rising costs. Official transportation tariffs, however, tend to
 

be unresponsive to differential transport costs. The result is private trans­
3
 

porters do not service more costly destinations.


The combination of conprehensive price controls, under the Tanzanian
 

policy of pan-territorial pricing, and large production shortfalls in a
 

principal causal element. Inadequate domestic production of cons',er
 

coumodities has been a chronic problem which has become Increasingly more
 

critical over time as inflation has increased and production levels of
 

consumr goods have been reduced hy input constraints. Many of the input
 

shortages are in tuin attributed to foreign exchanoe restrictions. Pan­

1. Remark's tls-i ct were volunteered routinely Inconver-,ations with 
Tanzanians and foreign official% in the course of discusions on agricultural 
problem . Interview% Inlanzania, May 19B0. 

2.M. Guerreiro. "[fficiency. 1quity". p. 2-61.
 
3. Killmo. MOB, The Inter-regional Tranlport of Major Air lrtA1.m'Q .i.LAs 

In Tanzania. -Tnier W Il+1r7A-b(A iiliFi-tir, r ionternalT ". Boa d 
F1d7Ur,--ayjT4, 19f8. Numerous conversations with Tanzanians and official 

foreign comnunity. May 191O. 
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territorial pricing is then applied in this context. 
Under pan-territorial
 
pricing the price of a good is set at 
a given level which is to be the retail
 
selling price in all 
18 regions of the country. 
The price is calculated to
 
represent the average cost of all 
inputs including the Losts of manufacture,
 
markup, distribution and sales. 
 The retail price may vary within the region
 
to reflect distribution costs. 
 The result, however. is that manuf,1cturers 
can
 
sell all 
they can produce without extensiv: distribution.'
 

There has been iubstantial conimentary in the Tanzanian press, by
 
Tanzanian officials and by observers about mismanagement and corruption at the
 
retail level. 
 Given the basic supply and distribution problems, however,
 
practices such as 
selling by rural retailers at excessive prices or 
arrange­
ments whereby only government officials can buy at official prices 
are more
 
Symptomatic than causal. 
 While it may be correct that the few goods which
 
do get through still do not get into the hands of agriculture producers,
 
the fundamental problem remains: 
 it aooears that so 
little is beinq delivered
 
to rural areas initially that the actual division of the final trickle is not
 
very significant in terms of its aggregate effect. 
If basic supplies were
 
adequate and if the nrice structure reflected distribution costs, there would
 
be less opportunity and less incentive for misconduct at the retail 
level.
 

Attention, to this point,has been placed on prices and closely related
 
aspects. 
 There Is little doubt or disagreement that adjustnents In producer
 
prices for export crops are a necessary element in any effort to 
improve
 
Tanzanian agricultural performance. 
But adjustments are based on the premise
 
that the resulting Increase in farmer income can be traded for good,,. 
 If 
the contuwer commodities are not available, the incentive effects of the 
price changes will be vitiated. Imarovement in farmers' money Incores is 
necessary, but it is not sufficient to yield a %ustalned increase In export 

crop volumes. 
17 tijr io 'ea"-f'-t-he-n "oodl are put on sale In some urban arelsconon practice for coniumers quickly to buy up th t is

entire |upplyo mst ofwhich will be resold at higher prices. Rural &iel are 
eft out of theInitial retal: transaction.
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The last set of factors to be discussed relating to Tanzanian agricul­

tural export performance involve provision of technical services and inputs.
 

Itmay be recalled that the Kilimo report listed the "absence of major
 

production developnent progranmes for the production of cash crops as
 

its sixth reason for declinirg exports.
1
 

compared to those for food crops -s 


Export crop oroduction is frequently supported by provision of selected seeds
 

(cotton) or plants (pyrethrum), but there have not been any major national
 

efforts to maintain or to increase export crop productivity. The World Bank
 

and various European donors have been or anticipate assisting in tea and
 

coffee production. Agricultural research inexport crops has not been active
 

except for coffee. Inthe case of coffee, research was virtually halted
 

after the coffee research station inArusha was instructed to broaden its
 
2
 

efforts to all crops.
 

Finally, logistical problem have been a neqative elenent inTanzanian
 

export perfnrmance. The problem appears to exist throughout tie system
 

starting with an inadequate and deteriorating Infrastructure, an inefficient
 

system for allocating and managinq transportation rollig stock, and poor
 

management. As a result inputs arrive too late or not at all, output Isnot
 

picked up or, reportedly, some farmers, discouraged by the risks inherent
 

in the logistical system, choose to grow crop% less dependent on outside
 

logistics support.
 

1.The World Bank also cfles "Insufficient research on developing appropriate
 
technical packages" but adds that this applies "especially for food crops."
 
Baic EnomT p ain Report, December 1977, p. 59. We do not have
Rport, 

ough information to explain the apparent contradiction InWorld Bank
 

and Kilimo assessments.
 
2. Interview with regional planner. Arusha. May 25, 1980.
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6. Food Production: Description
 

The discussion of food crops and related policies takes a different
 

approach from that employed in the discussion of export crops. The two sub­

sectors are closely related, but the problem in food crop production is not
 

one of secular decline and stagnation as it iswith export crols. Food 

production levels are not declining; overall, the systern Is providing adequate 

aggregate food supplies for the population. The problem lits In the degree 

of economic distortion in the system and the high economic costs being 

incurred as a result of the current set of pricing and marketing policies.
 

The functioning of the system Is further distorted by overvaluation of tha,
 

Tanzanian shilling and the high operating costs and poor nerformance of 

several crop authorities (parastatals). 

To help create some perspective. it is useful to distinguish what are, 

in effect, two agricultural market systems operating in Tanzania: the primary 

system and the official system. The primary system Irnorporates food crop
 

producers, rural consumers and marketing principals. Market~ng tends to te
 

local, with prices determined by local market conditions. The primary system
 

In Tanzania encompasses in excess of 95 percent of domestic food production,
 

approximately 95 percent of tntal food constumption, and a similar share of 

the population. The official system incorporates the Government marketing 

apparatus, state farms and (primarily) urban consumers. The official
 

system sales ate baseo on Government-determined, fixed prices. A policy of 

uniform product pricing establishes the sam price for a given product, which 

price prevails throughout the country. The National Milling Corporitlon, .st 

the marketing agency of the official system, conduct% al pr'Jhr fod 

fromi producers and all %alet to retail outlett., Thr 0 1in, - t-centially 

purchases the rr;idual %upplle of food yietldrd b) yh- 1 priary .Y*.sti. 

r1JrteiC)Ufl orf T4 itani4. ri,11mo Pfd~* Reorn Inyt-%t,1iflt Ion00t 
rinancial And Owratincl I'o~1tlon of H I irw rru Ai~oritte'-4 WftId(ut 

~poW: at naI flnq o-orporatio~n, p.,4 
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The size and composition of the residual is a function of relative official
 

producer price levels for all crops (including export crops), crop growing
 

conditions, the degree of effectiveness of the NMC and prices in the primnary
 

marketing system. The official system has two primary functions: it
 

implements Government pricing policy decisions and it obtains food from the 

primary system and from overseas, if necessary, for distribution to and sale
 

in deficit areas. Within the latter function the NErC also acquires and
 

holds food stocks for reserves.
 

While there is no systematic, empirically based body of analysis to
 

illuminate the interrelationships of the two systems, the historical behavior
 

of official prices and the record of N!IC purchases sugoest the following
 

general relationship exists. The two systems have been distinguished by
 

their composition, but they are closely linked via the interaction between
 

official prices and open market (primary system) conditions and prices. When
 

prevailing conditions, e.a., weather, cause prices in the primary system to
 

exceed the official price, there Is little or no transfer of food from the
 

primary to the official system. If the official system is unable to distribute
 

and sell food in the primary system (for whatever reason(s), e.g., irsufficient 

reserve stocks or an inadequate distribution system), the official system 

will exert a minimal influence on the primary system (open market prices 

prevail In allocating food). The official system may be profoundly influenced 

if it Is not able to obtain the requisite aggregate amount of food from the 

primary system. There is evidence that this situation tended to prevail in 

the mid-1970s. If the official system is able to transfer food to the primary 

system In response to a production shortfall, the official price will tend 

to prevail and food producer%' Income% will be held down. It Is not known 

to what extent a rever-e flow of food from the official system to the primary 

system has occurred in the past; however, the aggregate food flow data 
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suggest that reverse flows are relatively small and infrequent.
 
If primary system,market conditions are such that open market prices
 

are 
l.wer then the official pr ce, the official price will prevail because
 
farmers can sell at the higher official price in preference to the open
 
market price. The official 
price becomes an effective floor price which
 
buyers in the primary system must pay as well. 
 The more the official price
 
exceeds the open market price, the greater the impact the official system
 
exerts on the primary system. In a bumper-crop year, for example, market
 
prices would tend to fall to low levels. 
 But, so long as the official
 
system has adequate financial resources to buy all grain offered at official
 
prices, the official system will exert a powerful influence on 
all food
 
prices, on 
rural incomes and on 
resource and food supply allocation in the
 
primary system.1 
 The preceding scenario approximately describes the inter­

action of the two systems in the 
late 1970s.
 

There are probably large differences in local market condition- dnd,
 
although no emirical evidence is cited for Tanzania, It Is Z ited:"' t, 
as 
Inmuch of Africa, grain markets 
are not closely integrated sibstantial
 
price differences will 
occur simultaneously because of Imperfecticns 
in
 
Intermarket links). 2 
One result is that the impact of official piIces may
 
vary greatly depending on local market conditions, the 
timing of official
 
purchases relative to harvests or relative to farmers' peak demand periods
 
for cash, and a number of other possible reasons.
 

The basic interrelationship described above prpvails, however, with
 
Ow greatest influence tending to be exerted on local markets where conditions
 
such as remoteness from alternative demand sources would tend 
to yield lower
 
prices in the absence of (high) official prices.
 
1, For an example ofEiaitalled examination or the effects of foodgr;in price
changes. 
see John W. Mellor, "Agricultural Price Policy and Income Distri­bution in Low Incore Nations," 
 Staff Paper No. 214, IBRO, Septofler 1965.
The author examines the effects of higher food prices on consumers in
different income groups and on 
food producers.

2. See Center for Research on Economic Doveloomnt, rin 
 r
 

Mign4 v40161 Mgralo0r~m r--e
re v ettAro n Ign I Sahlltan cowtrios 
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Many anomalies can be expected as a result of the interaction, the
 

symptoms of which make it more difficult to evaluate the workings of the
 

agriculture sector without relatively detailed study. For example, in Kenya
 

it was found that regulations to support the official system, I.e.,
 

restrictions on grain movements, contributed to larger intraregional price
 

differentials because grain was prevented from moving from surplus to deficit
 

areas, thereby depressing prices in the former area and raising them in the 

latter.I A second anomaly is that there is an increased likelihood that 

poorer farmevs will be forced toconsumeproportiona'ely more inferior foods
 

such as cassava or sorghum when official grain prices are sufficiently high.
 

Poorer farmers either cannot afford to buy at the high floor price, or
 

(depending on timing of sales from the primary to the official system and the
 

ability of the official system to detect rural shortages and respond to
 

them) there may not be any grain for sale In local primary markets because
 

it has been sold to the official system. Essentially, the official system
 

can cause a food shortage in local primary markets, which, if left alone
 

could provide more food at lower prices to local consumers.
 

The exact Interplay of elements determining the level of official
 

producer prices is not readily apparent. The weight of each element probably 

varies from year ;o year, but official prices Are a dominant element of the 

official perspective. If these prices hApnen to be appropriate with respect 

to prevailing conditions, they will elicit a Wuflcient reidual from the 

primary system to supply deficit area (urbai) food require-wents without 

necessitating imports. There Is also evidence that suggests that official 

prices are revirwed with resper.t to correspondinq international prices.2 In 

addition, In nome yeari, producer price determination% may be influenced by 

TT1-Th:+'T.- 11wn7-"qrTctural Pricing Policies And Economic Growth," 
fJWMUL XIV, 4, Decembaer 1917, IMF. 

2. 	 The reports on crop prite recoemendatlons prepared by the Marketing 
Developawnt Bureau of Kilimo contain substantial reviews of tnternational 
coomodity prices, 
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a desire to increase reserve stocks. Concern to secure adequate food
 

stocks under assumed adverse market (weather) conditions is what prompted
 

the establishment of official prices at relatively high levels for such
 

subsistence crops as pigeon peas, sorghum, millet and cassava.
 

A singular characteristic of official pricing is that the official
 

producer price for a given commodity is the only price; it is not an average
 

price which is adjusted to reflect variations in buying, handling and
 

transportation costs. The popular belief is that the policy of uniform
 

product pricing exists as part of a fundamental policy of equitable treatment
 

of farmers. Uniform product pricing assures that farmers will not receive
 

a lower price because of location. Whether or not it is acknowledged is not
 

known, but an additional reason is that uniform product pricing is the
 

simplest way to administer an official price system. A single price for a
 

given commodity facilitates accounting control over widely dispersed buying
 

team. The correctness of a payment can be verified by recelpt of a
 

corresponding specific quantity of grain. Regardless of the significance attachec
 

to equity and to administrative convenience rationales in official circles,
 

evaluation of uniform product pricing should consider both,
 

7. Food Production: Evaluation
 

The ensuing discussion is directed to examining how well the production
 

and marketing system works. Because the official system is the source of Govern­

ment pricing policies, the examination will concentrate on the official system
 

and on the effectiveness of the official system In Achievlng Its objectlves.
 

Judged by ordinary financial criteria the Government food marketing
 

agency has been insolvent for several years. On May 11, 1919, the overdraft
 

of the National Milling Corporation with the Central Bank of Tanzania was
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T/Shs. 1.7 billion or $212 million. Between 1973 and 1979 the NMC overdraft
 

grew at an annual compound rate of 43.1 percent. The overdraft is projected
 

to reach T/Shs. 2.456 billion ($307 million) by the end of 1980.1 Between
 

1973 and 1978 NMC losses increased an average of 67 percerst per year. The loss
 
2
 

estimates "are believed to be considerably underestimated."


The NC is charged by the Government "to conduct Its business in an
 

efficient manner and in accordance with the best mercantile tradition."
3
 

At the same time the NMC, as the implementing agent of Government food pricing
 

policy, receives its buying and selling prices from the Government. It is
 

conmonly understood that within the Government a mercantile tradition does not
 

guide food pricing decisions and that the NMC follows Government pricing
 

instructions over its basic mandate. It is also understood that large NMC
 

losses are related to Government-dictated prices. Based on the Government­

set prices, the NMC is a loss-making institution. The situation is exacerbated,
 

moreover, insofar as the NMC does not minimize losses (although loss
 

minimization is in the short-term mercantile tradition). The negative contri­

bution of NMC's operations will be discussed later.
 

The NC's cumulative debt of T/Shs. 2.5 billion is symptomatic of the
 

coits being incurred within the system. Although edequate data are not
 

available to establish the total economic cost of the official system, it is
 

plausible that the annual costs, including foregoine foreign earnings, may
 

be approaching NMC's total debt of about $300 million. A partial examination
 

of the economic effects of agricultural pricing policies explains part of the
 

problem.
 

1. Kiling. ', Rer"on Investigation into.National Milling Cgrporation. 
p. 33-34.
 

2. Ibid, p. 2.
 
3, Kilimo, MOB. Reprt 2n Inveltigation nq Jh Finonci1 ond Owl ng
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The data in Table 23 represent one year but they serve to illustrate
 

several points. First, there is evidence that producers of several cereals
 

are being heavily subsidized. The evidence takes the form of positive
 

nominal rate of projection (NRP) estimates for seven grains and one legume.
 

Second a comparison of delivered costs to official retail prices indicates
 

that consumers of maize flour (senbe) and rice are also being subsidized. Wheat
 

flour consumers cre being taxed. Thus there is preliminary evidence of
 

subsidies for a wide range of producers and for some consumers. It is note­

worthy that, except for wheat, the NMIC was incurring a loss on every commodity
 

listed in Table 23. Either the delivered cost (plus milling costs when
 

applicable) exceeded the retail price for import substitutes or the delivered
 

cost exceeded the international price for exported commodities.
 

Table 23 gives some impression of the extent and average degree of
 

distortions existing in the agricultural system, but there are other aspects.
 

For example, note that the internationil price of sorghum, millet and pigeon
 

peas is the export (fob) price, because there is no appreciable domestic demand
 

for these products at the official retail level. Thus, they are purchased
 

from farmers, transported and stored, then either exported or left in storage.
 

The minimum loss is the loss incurred if the entire quantity purchased can
 

be exported. If,for example, all the millet and sorghum purchased in 1978/79
 

(101,000 metric tons) could have been exported, the approximate loss would
 

have been T/Shs. 111.3 million.2 The loss is larger, however, because not
 

1.The estimates are crude and therefore tentative. The NRIP estimates are not 
adjusted for overvaluation of the shilling or for input subsidies. Adjust­
ment for an overvalued exchange rate would tend to decrease the NRP and
 
incorporation of Input subsidlis would tend to increase the NRP. To provide
 
a more complete picture, estimates should be made for several years because
 
NRP values can change substantially with changes in international connodity
 
prices and variation% In co~t%. It i% suspected, however, that the 1979 NRP 
estimates In Table 23 are generally repretentative of the last three or four 
years. 

2.Based on a loss of 1,022 shillinas per ton for sorghum and 1,273 per ton for
 
millet (Kilimo, MDO, Summary and Ceorals Annex).
 



Table 23
 
WMUAL RATE OF Pl'OTECTION CALCUI-ATIOINS FOR FOOD CROPS(prices and costs In Tanzanian shillings per metric ton) 

Maize Rice Wheat 
led White Bullrush Finger Pigeon Pigeo7
Sorgbum Sorghum 
 Millet Miller 
 Peas Peash
 

Official Producer Pricea 1.0 2,600 1,350 
 1,000 1,000 1,000 2,000 
 3,000 3,000

HOMkEtIaS Costsb 


Deliered Costa 

(Ineruat'; Pric-d 

987 

1.987 

1,378-

1,068 

3.668 

3.602' 

987 

2.337 

1778' 

987 

1,987 

847" 

987 

1,987 

1,084" 

987 

1,987 

894" 

1,068 

3,068 

1,663" 

1,143 

4,143 

2,905" 

1,143 

4,143 

1,080" 

N" M e 

Letail Price f 
44 

1.750 

2 

3,500 

31 

3,750 

135 

-

83 122 84 98 284 

_ _ 
Coa4.r Sebsldy (M) g 

25 5 -32 - _ 

aOfficial 
proder prices source: Kilia, nDM, 
 Price Policy Recomendations, 1980-81, Sumary.
b6it marketing costs fr red and white sorghum, bullrush and finger millet from Kilimo, KDB,
PolicyIecomw-dations, 1980-81, PriceSumar7 ; sorghum unit marketing cost assignedpa unit marketing costs from Kilimo. MDR, 

to maize and wheat; pigeonRecomendation for a Revision in the Price Paid for Pigeon Peas
(ftsa z I).
 
ctelivered cost is the 
 us of producer price and unit marketing cost.
 
Interatict-nal maize price (clf) Is 1979-80 average of 
$119.29 per metric
shipping ton plus $53(ncn U.S. b-ottcm) New Orle,,ns-Dar es Salaam converted 

per metric ton
 
to Tanzanian shillings at 8:1 (USDA source);
atviviie 
rice price for same period is $397.19 per ton;pea prices are actual 

wheat is $169.21 per tci; sorghum, millet and pigeon
fob export prices (Kilimo, M8 sources). Cif
assigne-1 (costs, insurance, freight) prices
to Iport substitutes maize, rice and wheat, 
fob prices (free 
on board) assigned to foods which are
primarily exported. 
eN'iLP is the r oalnal rare of protectian, wfich 


cost and Intern.atIorzl price by 
is estimated by dividing the difference between delivered
the International price. 
 It
bet-we-e the total domestic price anrd 

expresses in percentage terms the relationship
the international price. 
 The NRP calculations have not been adjusted
for exchange rate overvaluation 
or for production subsidies. 
f Ltall prices refer to maize flour (seabe), wheat flour and rice.
T1W consumer subsidy 
is calculated by divdlng the difference between delivered cost and retail priceby the retail price. An arbitrary coct figure of 200 Shs per ton is added to delivered cost of maize and
at 
to reflect conversion from grain 
to flour.
 
bSeae insect-damaged pigeon peas ver, 
 exported, but at a substantially lower price (source: 
Kilino, IB). 
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all millet and sorghum purchased is exported; a portion of the grain remains
 

in storage where it tends to be destroyed by insects. Similarly, official
 

purchases of pigeon peas and other minor crops are also likely to involve
 

negative gains.
 

There is even a possibility that official dealings in subsistence crops
 

may result In a direct loss of foreign exchange. The averaqe cost of trans­

porting a ton of grain is about T/Shs. 500. Trnasportatlon inputs are
 

virtually all imported; thus the direct foreln exchange cost of delivering
 

a ton of grain to urban storage is about $62.50. If, for example, one-half
 

of the 100,000 tons of millet and sorghum officially purchased ir 1978/79
 

were exported at $110 a ton fob, foreign exchange earnings would be $5.5
 

million. I However, the direct foreign exchange costs would have been $6.25
 

million, for a loss of $750,000. (Indirect losses would pertain to foregone
 

export earnings.) It is not known if direct foreign exchange losses are
 

occurring, but it is plausible. It is highly likely that in some years, if
 

the foreign exchange opportunity cost of subsistence crop exports were to
 

be calculated and added in, the net foreign exchange effect would be
 

negative. Tanzania would gain foreign exchange by not making official purchases
 

of subsistence crops.
 

The preceding comparison of various price levels helps to Illustrate the
 

overall biases in the system, but uniform product pricing is the core reason
 

for massive resources misallocation and excessively costly official
 

operations. Official prices are applied In a uniform manner suzh that a single
 

price for a given commodity is offered throughout the country or a %ingle
 

price is charged for an agricultural input regardless of t.W location In which
 

It Is sold. (Limited transport costs can be Added to Input prices to reflect
 

1'. Appr-- 1TIM,000 tons were exported in 1979 but the grain came from
 
stocks., not just current purchases.
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delivery costs within regions.) Again, uniform product pricing is a familiar
 

issue among informed observers. The effects of uniform product pricing are
 

candidly stated inone Kilimo report:
 

The NMC islosi g money on every ton of maize purchased and
 
milled into sembe. This loss isconservatlvely estimated at shs. 48
 
million in1978/79, of which inter-regional transport costs alone are
 
responsible for an estimated shs. 24 million shorgfall.
 

Ifa policy were adopted whereby Nf'C paid the farmer a price

reflecting the marketing cost applying inhis region then the
 
price prevailing in regions close to mills and end-markets would
 
be around shs. 600-650 per ton. This would apply to regions such as
 
Coast, Morogoro, Arusha, Mwanza, Iringa and Mtwara. By contrast a
 
severely reduced price would apply at Ruvuma (shs. 21 per ton). Singida
 
(319 per ton) and Rukwa (shs. 201 per ton).
 

There is some evidence that the relatively high prices applying
 
for maize inthese regions has resulted In smallholder land
 
and labor being devoted to that crop to the detriment of higher

unit value crops such as tobacco, which are Inherently better able
 
to bear high transport costs.1
 

Since June 1975, there has been a 100 percent transportation subsidy
 

for fertilizer moved from Dar es Salaam and Tanga to the regions. In1978,
 

the Treasury subsidy for fertilizer transport:Lion wis T/Shs. 41.1 million
 

(5 million) or about T/Shs. 500 per ton of fertilizer delivered. Based
 

on a weighted average selling price of T/Shs. 1,282 per ton this amounts to
 

a 39 percent subsidy.2 As inuniform product pricing for jutput, the more
 

distant the user from the supply source, the greater the subsidy and the
 

greater the incentive to use the input. Since 1978 there has been a shift in
 

fertilizer consumption toward the more remote regions (Ruvuma, 112 percent
 

increase between 1975 and 1978; Mbaya, 58 percent; Rukwa, 114 percent).
 

Fertilizer usage In all other regions, excluding Iringa which remain about
 

constant, declined by 44 percent (fron,63 percent of total consumption to
 
,1
 

40 percentJl
 

1.Kllimo, M5B, The Inter-regional Transport of Major Agricultural Commodities
 
InTanzania," page 4.
 

2. Ibid, p. 53.
 
3. Ibid, p. 53.
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The Kilimo report then connects the double subsidy effects and
 

expresses concern:
 

It is apparent therefure, based on the shift in the pattern
 
of fertilizer usage that fertilizer, the cost of which is
 
effectively being heavily subsidized in remote regions, isbeing
 
used at least in part to stimulate the production cf maize,
 
which must then in turn be trnasported at considerable concealed
 
expense to the distant food deficit areas of Tanzania. This is
 
surely one of the most serious consequences of Tanzania's
 
pan-territorial pri ing policy and one which the nation can ill
 
afford to continue.
 

Absurd results can emerge from the more heavily subsidized (distorted)
 

situations. Delivery costs can readily amount to several times the initial
 

costs of the fertilizer. The farmer then applies the fertilizer and sells
 

the output at a price as high as 50 times its value at the point )f
 

sale.2 In fact, if the product isa subsistence crop such as sorghum (which
 

Is not likely to use fertilizer), itmay incur negative earnings because the
 

cost of moving itmay exceed its market value. The result is that the value
 

of the country's economic output would be increased by not producing the
 

sorghum!
 

Insummary, under uniform product pricing policy, crops are being grown
 

under high cost conditions (e.g., remote access, low-production efficiency)
 

and sold at a profit by the producer but at a price far below actual production
 

costs. With uniform product pricing the reality of widely different factor
 

*ndownme,ts Is ignored. Local comparative production advantages are left
 

untapped or underused at great cost to the economy. Particular attention is
 

drawn to the fact that the official system is an Intensive user of some of
 

the scarest resources in the econorV, e.g., transportation, other capital
 

inputs (all of which are imported), and skilled manpower.
 

1. Ibid. pp. 53-54.
 
2. Ibid. P. 5. 
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& Relative Effectiveness of Pricing Policies
 

There is little if any dispute among informed observers that the
 

official system involves massive misallocation of resources. It is,however,
 

fair to ask ifthere is a better alternative. Is itpossible to use resources
 

more efficiently, provide cereal to the food deficit areas and treat farmers
 

inan equitable manner? Itis possible. The last two questions--transfer
 

of food from rural to urban areas and equitable treatment of farnrs--are
 

essentially core Government objectives.
 

It ispossible for the Government to acquire the same amount of food
 

under a flexible pricing system as under a single pricing system. Depending
 

on the degree of additional transport and other production costs ignored
 

by the single price system, itmay bc possible to acquire more food using
 

flexible prices, thereby saving foreign exchange on food imports as well as
 

on the procurement costs of the fixed orlce system. Given the fact that
 

Tanzania is a large country with a poor transportation infrastructure and
 

high capital and skilled manpower costs, the sum of costs inaddition to actual
 

cultivat'on costs are disproportionately large as isevidenced by the share
 

of transportation costs intotal expenditure and the massive financial losses
 

incurred by the official system. Therefore, a pricing system which would
 

pay producers a basic price, perhaps using import parity as a guide less 

P'1 delivery costs, would require less Governent expenditure for the same 

q ttity of food obtainable under a uniform product pricing regime and 

encourage a much more efficient use of agricultural transport and manpower 

parity price of T/Ths. 1,37lresources. If.for example, the imonrt 

per ton from Table 23 were used as a base price. some fartirrr could be offered 

price higher than the official producer price of 7/')h%. 1,000 per ton.a 

The base price could be adjusted to influence the aggregate quantity of grain 

offered for %ale to the official system. 
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Given the need to simplify administration of purchases and insure
 

accountability of buying teams, Is a flexible price regime workable? Again,
 

it is. An administratively practical pricing system can be achieved by
 

setting a single price to prevail in a local area for cereal delivered to
 

specified centers. The local price would be discounted for the additional
 

costs involved inmoving the product to the consumption point. Collection,
 

handling and transportation costs to dcliver to the local collection points
 

would be absorbed locally and the price paid would reflect the additional
 

cost of delivering the product to the ultimate consumption center. Administra­

tive simplicity and accounting responsibility could be maintained because
 

individual buying teams would still make purchases at prearranged, set
 
1
 

prices.
 

The alternative of differentiated pricing appears to conflict with the
 

objective of equitable treatment of farmers. Several points relate to this
 

Issue. First, while income is a prime component of equity, equal prices do
 

not caus. equal income. Even with detailed knowledge aboutwhatrural house­

holds can produce, I.e., about each rural houshold's production substitution
 

function, the use of a uniform commodity price tends to be an extrervely crude
 

instrument for influencing income distribution. In the Tanzanian case, for
 

example, high subsistence crop prices tend to Increase the Incomes of certain
 

ferusrt and thereby move them closer to the averare income level of, say, higher 

Income coffee growers. Over time, however, farmers all over the (ountry 

can blend ".ubsistence crops into their outnut mix. The result I% the few 

"rich" farmers who cannot grow subsistence crops may not henflt, but the 

effect is still to cause a random change In the agriculture tr(tor Income 

1. The precedin Ii-e - of an alternative approach is Intended to lllustrate 
the principals of an alternative approach. It Is not a proposal per so.
 
and It obviously lack% a nurber of Irportant details.
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distribution with no assurance that income distribution will improve.1
 

The ultimate income distribution effects of unifonrm product prices are
 

not known and there is , prctical way to determine them, but the total cost 

of the system exceeds the cost required to achieve the equity objective. 

The one certain effect is that farmers who can produce the subsidized commodity 

will realize a supplement to their Income. (Local, net consumers will tend 

to experience a corresponding fall in their real income). But additional 

resources (costs) are required to collect, transport and store the product. 

This is an extremely inefficient way to subsidize fanter incomes. A direct 

payment to designated poor, rural households is more precise in Its effect on 

income distribution and, because no additional expenses are involved, its
 

total cost Is lower than a large commodity sub!idy.
 

Second-round effects are a second asnect of uniform product pricing.
 

The policy insures the occurrence of large financial losses by the NMC. These
 

deficits are financed by direct increases in the money supply which in turn
 

makes a significant contribution to inflation and subsequent reduction in
 

real incomes. With a fixed exchange rate, inflation causes further over­

valuation of the domestic currency. More downward pressure is exerted on
 

the exchange rate because the policy tends to increase aggregate demand for
 

imports and decrease exports. These effects tend to restrirt imports and
 

reduce domestic production of manufactured consumer goods. Rural households
 

are confronted with higher prices for consumer goods, I.e., their real income 

Is forced down, or they are not able to obtain consumer good% at Any price, 

causing their real incomes to approach zero. Thus, the iecond-round effects 

T.Ue, Center ForRessearch on Economic Development. Markrtln 1, Prl(r POlicy 
JrKJ tor#2g of FgCGr# in $hl;A rvv OVolum, 1,. Un-Iverty.thq 

of Michigan,17"/, pp.T141167 forIa criti oN uniform producer prices.
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of inflation, exchange restrictions and consumer qoods shortanes greatly
 

diminish and possibly overwhelm any income gains realized by the applica­

tion of uniform product pricing. The end result of uniform ornduct pricing
 

is a random redistribution of nominil incone and a possible decline in
 

average real Iriccie. 

H. The Agricultural Sector: Synthesis
 

The available agricultural price data provides evidence of an increasing
 

spread between producer prices for export crops and actual export prices.
 

This in turn indicates that export producers are paying increasingly higher
 

taxes over time and that the nominal rate of protection (NRP) for their
 

output is negative and kjrowing. If the MIRP for agricultural export producers
 

is adjusted for the overvalued exchange rate, the negative value of the
 

NRP increases even more. On the other hand, the price data indicate that
 

producers of food crops marketed to the official system are receiving a
 

subsidy. The prima facie evidence then suggests that export crop rroducers 

are subsidizing producers of import-substitution crops. The actual distri. 

bution of the first-round effects, however, depends on how distinctly 

producers of domestic crops are separated fr,,- export producers. In Tanzania 

many farmers grow both croos for export and for domestic consumption (e.g., 

cotton and maize, cashew and maize) so the tax-subsidy effects tend to be 

offset. Thus, a farmer will pay a tax on his cashew production (he receives 

a less than true market price) but he will receive a subsidy on his maize 

production. Some highly specialized farmers such a% coffee qrcmwr.. may 

pay a net tax, but over time they too can adjutt their output mi)t nway fr(om 

the heavily taxed commodity. There Is sw evii)en(e thit this 0h0ft It 

currently taking place in Arusha. where been cultIv.tion1 1% %tirtlng to 

replace coffee. Sublidivs on Inputs and the relative degree of their use 
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introduce even more uncertainty into determination of the ultimate income 

distribution effects.
 

It is plausible t argue that the present system causes a negligible
 

effective transfer of incor e from export crop to domestic crop producers. A
 

few high-cost producers of low-value crops may be better off in a nominal
 

sense, while a few specialized export crop producers may have lower incomes.
 

But the ultimate effect--after allowing for losses in efficiency, Inflation
 

and major shortages--is to depress average real incomes over the entire
 

agriculture sector.
 

Consumers (mostly urban) of cereals would app'.ar to be net beneficiaries
 

because retail prices are less than costs. But consumer subsidies only
 

tend to offset the additional costs of inefficiencies in the NMC. In
 

addition, consumers incur other costs in the form of queuelnq to make food
 

purchases. Thus it is not clear if consumers are receivlng a net subsidy,
 

although they are being protected somewhat from the inefficiencies of the
 

NK. Rural, net rcx-c',met tend to pay a higher price in some years because 

the official price is a floor price for local sellers.
 

The NMC, while tending to subsidize both food producers and consumers,
 

Is relatively neutral in that it passes on its losses to the Treasury, which
 

In turn finances the loss by increasing the money supply and thereby taxes
 

the entire population via inflation. The largest loser% are export crop
 

farmers who pay a tax on their output, higher food r.rices, and higher prices
 

for all other purchases. Probably the lartest galner% are the export crop 

parastatals, which have obtained an increasingly largier share of the farmers' 

contribution to value added to cover parastatal costs. 
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Over time, farmers have curtailed cultivation for export, leading to
 

substantial cumulative foreign exchange opportunity losses for the econoy.
 

These losses are made larger because of foregone opportunities for value­

added processing. Government revenue losses include foregoing export taxes
 

from lower export volunes and from below-capacity operation of agricultural
 

processing plants.
 

The effects on other sectors have been directly expressed via severe
 

foreign exchange constraints and reduction of imported Inputs. Producing
 

sectors such as industry and transportation have in turn been forced to
 

operate below capacity, a result which probably causes further reductions in
 

agriculturi exports. The employment effects are not known. It can be
 

hypothesized that even though state enterprises have reduced their level of
 

operations, Pi opporad to private enterprises nominal employment levels may
 

not have fallen in proportion. (Indeed, some agricultural marketlnq
 

parastatals have increased their employment levels.) Instead of widespread
 

unemployment the result Is greater inefficiency and larger deficits for 

state companies. One would expect expanding open unemployment in the private, 

forw1 sector; however, based on a superficial review, there Is little 

evltnAce of this. Regardless, the end effect Is to decrease productive employ­

mnt in the formal sector and to produce below potential capacity in the 

agricultural sector while encouraging farmers to cultivate more, low 

economic value criis. 
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I. 	Closing Comment
 

Discussion of agricultural policy to this point has concentrated
 

on 	aspects of pricing policy. The formulation and application of pricing
 

policy are urgent concerns, but there is an overriding issue concerning
 

the 	mix of policy instruments and its economic implications. Throughout
 

most of the 1970s policy stress has been placed on application of price
 

policy instruments to manipulate demand for certain agricultural products
 

as 	 a means to alter the composition of total agricultural output. Policy 

measures to promote growth in aggregate agricultural production have been 

minimal relative to the resources directed toward influencing demand 

(paymnt of inzcentive prices to simulate high demand). 

The issue arises because there is no reason to expect aggregate 

agricultural output to increase measurably as a result of a change in
 

relative prices. The price change, per se, adds nothing to the resource 

stock and itdoes nothing to change basic production technology. Pricing
 

policy can only alter the composition of output by simulating a change in 

the 	pattern of demand. Because technology and the resource base have 

remained relatively constant in Tantania relative to polulation, an 

Increase in food crop prices, for example, means that export crop produc-

Lion must decline as existing resources are withdrawn from export crop 

cultivation and devoted to higher return food cropa. Withou~t i mtmul­

tameoum increase in lggregate supply, a shift In demand composition (the 

exercise of price policy) can be sccommdated only by deresaing production 

of certain products--in this casc export crop.. This, a relative fall In 

foreign exchange earnings s an Inevitable result of stressing agricul­

tural pricing policies. (Roo the follovino annme for a diorowtattc 

description.) 
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A shift in emp1hasis to supply-oriented policies affords greater
 

flexibility. Some of the resources which are devoted to subsidies to
 

alter the structure of demand can instead be invested in ways to increr.se
 

agricultural productivity. More significantly, with an increase In 

general agricultural productivity, it then becomes possible to pursue 

multiple objectives simultaneously: e.g., increase food supplies while
 

increasing the amount of foreign exchange (export crops) to obcain imports 

for the industrial sector or increase food supplies disproportionately by
 

simultaneous application of demand-side policies while maintaining export
 

earnings.
 

While it seems easy to criticize Tanzanian agricultural policy 

emphasis during the 1970s, it is premature to do so withtut more informa­

tion on national objectives. In the mid 1970a, Tanzania wai clearly com­

mLtted to increasing food production In a relatively short time. This 

objective-abstracting the effects of poor rainfall--hau essentially been 

achieved. The use of pricing policy has the advantage ovtr a tupply­

stress policy of exerting an Imediate influence, its outcome is rela­

tively certain, and It requires much less planning. Thus, aa ashort­

term response, Tanzanian agricultural poli-y does not seem to he 

unreasonable. The problem is that while pricing policies heve been 

applied over the last several years, there has been little effort to 

address the supply side. It is as If policies to retotler the allocation 

of existing agricultural resources were beinn intutpieted As measures 

which would increase aggregate agricultural production. txtensive use 

of pricing policies may have create,| the illutIon that ,omprehensive 

mesures were belng tlet wtuil. it tact. they are partial instrusant sad, 

because aof puplat on growth, obort-term. 

http:increr.se
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No doubt there is ample room to debate the wisdom and efficacy of
 

past agricultural strategies, but there is little room for maneuver on the
 

course for the future. Agricultural strategy in Tanzania clearly needs
 

to incorporate a greater stress on increasing grcwth in agricultural
 

output.
 



- 164 -

ANNEX 

Figure 2 illustrates the effects of price and production policies
 

and, in a simpliftid form, the diagram depicts what appears to have been
 

happening in Tanzanian agriculture over the last few years. In Figure 2,
 

food crop volume it measured on the vertical axis and export crop volume
 

is measured on the horizontal axis. The convex line A represents an 

agricultural production function which shows all of the pairs of food crop 

and export crop volumes which can be produced with a given anount of 

resources. Before the introduction of Incentive pricing, the output mix 

is x on production function A. C of export c iop-i are produced and F of 

food crops are produced. An increase in the producer price for food causes 

farmers to adjust their production in favor of food crops. In Figure 2 this 

shift appears as a movement along production function A from x toward y. 

At combination y, F' and C' of food and cash crops are produced: food 

crop production ha incresed, export crop production has decreased. 

lwd 

r 

• € C 
Export Crop Voluoss 
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Figure 2 can also be used to illustrate what could be expected if
 

the resources used to simulate high demand for selected commodities were
 

instead used to increase productivity (i.e., investment instead of sub­

sidy payments, which are largely devoted to consumption). Policy measures
 

directed toward increasing aggregate supply would tend to cause the pro­

duction function to move outward over time. The outward shift in the 

production function i represented by convex line B in Figure 2. 

It can be seen that a uccessf:il investment program allows more 

production of both cash and food crops and, therefore, simultaneous 

movement toward more than one policy objective. For example, with growth 

in aggregate production it in possible to increas4e food production from 

F to F' without sacrificing export earnings (point t on production func­

tion B). Thus more food is made available while other policies can be 

Implemented which require a certain level of imports. 

Figure 2 also clearly illustrates two economic costs of stressing 

pricing policy to the neglect of production policies. The first cost is 

the foregone exports which are given up in the shift from output combina­

tion x to combination y on production function A. The second cost is the 

lose of the opportunity to shift production function A outward because 

resources which could have been used for investment were instead used to 

substdiso producer priceu. 



VI. INDUSTRY
 

A. The Setting
 

Tanzania's Basic Industry Strategy (BIS) accords priority to the
 

development of industries slinplylng such basic producer goods as steel,
 

cement and chemicals as well as consume- goods and services essential to
 

meeting such basic needs as food, hous!,,, transport, health, education,
 

etc. Emphasis has also been placed at the policy level on production
 

techniques and products which use local resources including labor. Since
 

many types of basic needs goods can be produced economically to serve the
 

local market using local resources under a small-scale production method,
 

in principle the development of small-scale industries isan important
 

feature of the BIS. The BIS assumes that soce "minimum economic scale" of
 

production should be aimed for In the setup of basic Industries.2 But it
 

would be misleading to associate the BIS exclusively with large-.scale
 

industrial development. According to the Ministry of Industries, the future
 

industrial structure will consist of three categories--national, district
 

and village industries. National industries include most large-scale
 

activities3 catering to the national and, In some Instances, to the export
 

market. Most important national industries are managed under the control of
 

government holding companies (parastatals). District industries would comprise
 

mostly medium and small-scale activities concentrated indistrict centers
 

producing for the regional market. Essent!illy. district level firm'. ire
 

1,The Tanzanian small-scale !ndustry strategy is similar to the Chinese 
formulation: small-scale techniques are to b reserved intho)'. Intustriel 
inwhich they are cost-effective. 

2. Inthe study by M. Roemer et al., ("The Range of Stratr;,i( (.Ihoi(.r in 
Tanzanian Industry," Harvard Discussion Paper No. , 19M'), the authors 
conclude ttat "there is a large core of Industri% coninin to both the DIS 
and the ittategy bated strictly on economic efficieny." lhii. imrglies that 
any trade-,)ff between efficiency and "self-reliance" aied for under the 
01S may not be to mu(h attributable to the hoi(ce of the strategy as the 
choice of t);I%cale%of production, i.e., large-scal vs. M411-scale. 

3. The exart4'vs are steel and coiint industrios. 
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conceived to be publicly-owned under the jurisdiction of District Development
 

Corporation (ODC). The specific role of district industrit±s has not been
 

to be based on the recognition of
discussed in detail. The idea seems 


number of simple consumer goods
importance to save cn transport costs for a 


through a decentralization of industrial activities. The village-level small­

scale enterprises are seen to be important for producing simple basic goods
 

for village consumption. Currently the Small-Scale Industry revelopment
 

Organization (SIDO) is mainly responsible for assistance inestablishment
 

of viable village enterprises.
 

Despite the emphasis of Tanzania's nroram on village-level development.
 

in the past priority had been given to the developrent of manufacturing projects 

on a fairly large scale. The developnent of nill-scal? induytripsLin 

con )arison with the emphasis placed on national industrieQ.ha, nnt been 

aiven as much attention as It deserves. Only recently, with the formula­

tion of the Small Industry Five-Year Plan (1978/79-1982/83) In which targets 

for output, Investment and training insmall-scale activity were for the first 

time worked out, the small industry sector appears to have been given a more 

iMortant role Ingovernment planning. 

_e ium and Lfrgt-Scale Industries 

1. Perfomance. Between the time of Independence in 1963 and the 

economic crisis of 1974/75 the manufacturing sector
I had grown at an average 

annual rate of 7.8 percent. 2 The share of manufacturing in nOP Increased 

e
1. Go&-ov nt statistics Include only the monetized ,.ector activities for firy
 

eavlo Ing nore thin 10 pirsons and leave out sIall-scale, inforiml-sector 
establishments.
 

2. The quoted figures do not include the construction %ector. The 
averae gr(mth rateconstruction sector registered a negative annual 


(.9.0 percent) during 1976-78.
 

http:industrieQ.ha
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from 6.6 percent in 1964 to 11.5 percent in 1973. During 1976/78, however,
 

the average annual growth rate inmanufacturing dropped to 5.5 percent,
 

compared with the targeted growth rate in the Third Five Year Plan of 9.3
 

percent. The latest Government estimate shows an absolute manufacturing 
1 

output decline of 15 percent for 1979. The declining rate of industrial 

output growth also resulted in a declininq share of Industrial output in 

GDP. The share of industrial output fell from 9.9 percent in 1976, to 9.3 

percent in 1978. 

The latest estimates (see Table 1)show that between the first halves of 

1978 and 1979 production inphysical volume in ten out of nineteen Industries 

actually declined. Among the important sectors that show a net decli- are 

fertilizer, rolled steel, beer and cigarettes (the latter -onstitute a 

major source of povernment revenues), cement, pyreth,*um extract, and consumer 

goods (shoes, radios, etc.). The performance would appear much worse, 

If the estimates for the second halves of the two years of 1978 and 1979 

were to be compared. This isbecause the effects of the 1978/79 Uganda-

Tanzania war began to be felt on the econorW'starting in the second half 

of 1979. The effects would be most severe for those industries that depend 

heavily on imported raw materials and spares. 

The declining trend Ingrowth rate of output has been coupled with 

declining factor productivity. Industrial growth has been declining despite 

high levels of investments Inrecent years. The emphasis placed on invest­

efnt In Industry Isdemonstrated by the fect that Its share of total rose 

zteadily from 17 percent in 1974 to 27 percent during 197/78 (Table 2). 

The slow growth in output, Inturn. implies a trend of An Icre.Atin) Incrreenntal 

capital-output ratio. According to a V'orld !ank estir.ite, lhe nAplta-output 

L'TinEit1o estfmaes see [(onrnm ( PN-port ,Minl-Ory of Plannino, 191M0 
Oocument 1. 

World a IlascO Penort, V (1977).2. For details, see i!ank, OTannl ILOncunIC Annoex 
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Table I 

PHYSICAL PRODUCTION IN SELECTED INOUSTRIES, 1976-79
 

PRODUCT 	 UNITS OF 1976 1977 1978 1979
 
MEASURE
 

Fertilizer 	 Metric tons 42,146 36,886 44,443 54,246
 

Petroleum I Metric tons 544,473 464,842 453,870 468,632 

Tyres & tubes Metric tons 5,514 5,967 5,783 -

Rolled steel Metric tons 10,500 11,912 16,423 18,60C 

Enamelware 000 pieces 2.183 2.838 2.331 

Batteries a 57,870 64,664 70,914U 

Iron sheets Metric tons 25.943 27,506 30,183 25,762 

Aluminum Metric tons 3,446 4,005 4,048 4,100 

Beer 000 litres 69,S1i 75,129 85,764 74.600 

Cigarettes 1l. pieces 3,678 4,003 4,359 4s453 

Radios 000 sets 240 257 235 

Konysgi 000 litres 481 S43 432 113 

Chibuku a a 11,421 13,560 15,226 

Textiles 000 sq. n. 82,716 77,232 83,456 81,376 

Blankets a U " 3,676 3,514 2,706 

Shoes 000 pairs 3,689 6,331 6,363 5,291 

Fishnets Metric tons 248 528 234 

Conent 000 tons 244 247 272 299 

Pyrethrum 
Extract Metric tons 130 128 62 

SOURCE: Ministry of Development Planning. 

Notes: I Production by TIPER refinery 
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increased about 50 percent between 1966 and 1974.1 The rise in the capital
 

output ratio has been reflected by declining rates of return on investment.
 

The World Bank study further points out that total factor productivity (value
 

added per unit of capital and labor input) in industry declined over the
 

period 1966/67-1972/73. WhIle the capital stock increased more than two and
 

a half tines than labor input, labor productivity remained virtually
 

unchanged. Employment increased at the same rate as output in the manufActuring
 

sector, despite the fact that the capital stock Increased at a much faster
 

rate. Thus additional employment and output were possible only at greater
 

investment costs.
 

The heavy investment in the industrial sector has occured inthe context
 

of significant capacity underutilization. 2 In the manufacturing inlustry
 

the problem of the idle capacity has been further aggravated by the latest
 

balance of payments crisis. Supplies of imported raw materials and machinery
 

spare parts to the industry have drastically dwindled. Capacity under­

utilization isespecially pronounced in the agricultural processing industries.
 

As Table 3 shows, the estimated output level for 1979/80 as a percentage of
 

Installed capacity output ranged from 60 percent for cashew processing to 10
 

percent of oil seeds processing. Unlike the case of manufacturing industries,
 

undertilization in agro-processing industries has been caused mainly by
 

declining levels of agricultural output used as inputs by these industries.3
 

I Set Zianra0L'ias conomlc Report, Annex V. Ibid.
 
2.Eites of rates oi- i-ization by firm are renorted in S. Mi. 

Wangwe. "Excess Canacity in Industry: A Case Study of 'elerted Firm in 
Tanzanl.w In (K. S. Kim et al. ed.) Papers on the Political hcorwl of 
TIonanis, Heinemann, London, 199. pu. 1-:1 . 

3. 	 T 1 iiiiiysis presented above depends on Tanzania'- national a(.(ount% statistics, 
Which provide estimates of qro%% outnut, vilue added and other variables In 
current and conitant prlhe%. A% ]on(;, thes Wtlrate% fail to take account 
of calculated "true" resur(e (ost-. (shadM rl(e5) articularly In a centrally 
controlled economy l lke Taintarila, Infert'rte about produ(tivity perfortnwnce 
should not te (ontrued as (on(icu.ive. licwever, oiven the likelihood that 
capital iervi(es. relative to laltor, are undervalued in Tanzania, 'true" 
estimates of lAtor Intentity ind returns on Investo.nt In the large-scale 
Industry are likely to be even loter thin those presented in this paper. 

http:Investo.nt
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Table 2 

CAPITAL FORMtATION BY INOUSTRy
(Percentage shares of Total) 

Agriculture 

Manufacturing A Mining 

Construction 

Electricity & Water 

Transport S Com incatton 

All Other 

TOTAL 

W94 
8.9 

17.0 

9.2 

19.O 

32.8 

-4. 

MU1000 

I975 
6.6 

19.3 

9.4 

14.1 

33.4 

-17.2 

1976 

7.8 

25.1 

9.7 

10.0 

21.6 

-1,,tJa 
1ZU 

7.9 

27.2 

9.2 

13.2 

23.0 

100.p 

8.5 

26.9 

8.9 

11.7 

26,8 

-1U 

0. 

SOlACE: TaumnlaNoattnlAcauta III'" 
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Table 3
 

CAPACITY UTILIZATION INSELECTED AGRICULTURAL PPICESSING INDUSTRIES
 

Proms& 

Installed 
rapacity 
Tns) 

Expected 
Production 
(1979/80) 

Percent of 
Expected Output 
in Capaclty Output 

Cashew Processing 97.000 58.000 .60 

Pyrethrum Processing 14.000 2,100 .15 

Oil Seed Processing 036.000 22,789 .10 

SOURCE: E¢orMIS Reprt, Ibid. 
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2. Factors Responsible for Poor Performance. The factors which
 

contributed to the declining trend in the growth of trial output vary from
 

industry to industry. One fact is evi -nt: the declining rate of
 

industrial igrowth has not Veen due to a decrease in caultal investment. Among
 

the important factors cited by the Tanzanian Government as contributing
 

to the decliting trend are shortages of raw wmt;'rials and spare parts, 

frequent interruptions of electricity and w~ier supply, managerial weakness,
 

lack of trained manpower, rising cost of inputs, particularly of oil, and
 

transportation bottlenecks. In intervievis with Government officials, the 

restrictions imnosed on the import of raw materials and spare parts resulting 

fr m the recent balance of payments crunch were frequently nntioned as the 

most important factor contributing to the industry's poor performance in 

recent periods. The impact of the foreign exchnge constraint Lan be seen
 

from Table 4.
 

In Table 4 the availability of foreign exchange for Importing
 

industrial raw materials and spares Is expressed as the ratio of the "allocated*
 

to the "required" foreign exchange. The ratio was 59.4 percent for raw 

materials and 19.3 percent for spares In 1976. The resoective ratio drastically 

decreased to 22.0 percent and 11.6 percent in 1979. In this connection, 

It Is ilso imp'otant to note that large-scale, modern industry in a developing 

country is energy-intensive relative to other traditional %ector's. I Thus, 

It Is fair to conclude that the gradual decline In oil lrv)ort. ince 

1975 must also have had a sinificant ntgativo itfluence on the ,jrowth of 

such sectors as manufacturing, transport and conitruction. 

1erit j- ex ge tI estltrited on the ba % of th applications 
for Import-licrnsinjq by the Boank of intania. 

2. Shortage of tntermvdlote rapital rJon's is (irectly related to tw 
underutillzed productive capacity I Industry. 'Iee 5. I Wanwe, op cit. 

s. ror example, see Worl flank, tnprg , O[)erstlop and P q rMi 
C9,,~Mries ff Psper No. 3'A0 1110... 
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Table 4
 
rOREiGN EXCHANGE "REQUIRED" AM1 "ALLOCATED"
 

(Value In million T. Sh.)

Year Industrial RawMatwrtas 
 MachinrySparqs
 

Required Allocated 
 (2)as 
, Required 
 Allocated 
 (5)as S
of 


of (4)

(1) (2) 
 (3) (4) (5) 
 (6)
 

1977 2,69.6 59.4
1,574.5 
 362.1 
 106.2 
 29.3
 
1978 4,158.1 2,136.1 
 51.4 
 632.8 
 154.8 
 35.7
 
1979 6,092. 1,339.3 
 22.0 481.4 
 55.7 
 11.6
 
1960 3,48.6 672.9 21.0 
 262.3(Jan. 21.3 8.1
June)
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Another important factor contributing to the poor performance of
 

Industry is the role of parastatal firms. 'hile Tanzanian data on capital
 

stock and production is not entirely reliable, there is considerable evidence
 

that poor management In parastatal firT,,s has been a main cause of the decline
 

In total factor productivity.I
 

In conclusion, while it Is difficult to separately assess the full impact
 

of different factors, the general lecline In Tanzanian industrial productivity 

has been occurring since the mld-1960s and does not reflect a sudden phenomenon 

related'to the more recent baldoce of payments crisis. Both the capital-output 

and the capital-labor ratios have risen sharply since the mid-1960s. This
 

shift toward capltal-deepening in industry would appear inconsistent ith the 

Government's Basic Industrialziatlon Strategy whose objectives emphasize the 

use of appropriate technology geared to local factor erndownmt'iv!'.. To so Me 

extent, the capital-deepening process in industry may be viewed as resuitting
 

from the overvalued Tanzanian shilling as well as the undervaluation of services
 

of capital qoods frequently present In centrally planned economy. 2 Also,
 

the declining trend in productivity may partly reflect the problems facing
 

large-scale plants in Tanzania: greater deoendence on skilled mannower
 

and financial resources which are In short supplies as compared to the case
 

of small-scale plants.
 

1. See K. S. Kim, "Enterprise Performences in the Public and Private Sectors. 
Tanzanian Experience" Journl f PDevelopinj Aras (forthcoming). And 
also World Bank, Ta*nia1j.TC,- I o I *eprt, Ar"fj V. For a more 
14nguine point o(v ew concerntnqri i*a1aerf o , see 110 Report 
on Tanzania, Toward Self-Rel 1an*(r, 1171. 

orld r~arl (l con mn R .), 
1977. p. 147, recor"cnd% an Increase in lnterest rates that wOuldexert 

2. In this cstuetdon," stu(y alc o V r x 

pressures on para%ta.'alo to reduce costs,
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3. Outlook. The orospect for future sustained growth in large-scale
 

industries hinges upon the success of the government removing the various
 

bottLneck$ mentioned tbove, It ishoped that the next two or three years
 

will be a period of consolidated A,...., which the Government concentrates its
 

effort on the removal of the bottlenecks.
 

The immediately binding constraints to larqe scale industry over the next
 

few years are likely to be the shortages of intermediate goods imports and the
 

existing bottlenecks In the transportation sector (See sectionVI!.). The
 

foreign exchange constraint has also militated against development of
 

infrastructural facilities to ensure adequate SUpDlles of electricity and water
 

to industries. The construction and ooeration of these infrastructual 
sectors
 

also heavily deoends on the import of essential spares ane other inputs.
 

Hence, the solution to problems of Intermediate goods and shortages will
 

depend on the capability of the economy to generate sufficient foreign
 

exchange to import these resources.I
 

The magnitude of the annual foreign exchange requireent for import of
 

essential industrial raw materials and spare parts, adequate to utilize
 

existing capacities, isestimated by the Tanzanian Government at about U. S.3875
 

million.2 The planned magnitude of tvM allocation of foreign exchange to
 

Industry for industrial rehabilitation for each of the next three years is
 

U. S. $437.5 million. The shortfall in foreign exchange allocated is 

based on the assumption that the Ta~zanian economy will gradually increase 

Its foreign exchange earning capability over the next three years. Thus, 

there is a great deal of uncertaint, whether the planned import support 

program will be adequate to rehabili:.t1 the industry to the pre-1978/79 

crisis level. 

TT-Tt Itwort -Wn-g tat the tr)ort intensity of Tanzania's manufacturing

production has been steadily Increasing, For Instanco, Sr .l(_tOe
 
data reveal that the ratio of import content to gross ou pu 'n manufacturn; 
steadily rose from I) percent in 1961 to 14A percent In 1973.
 

2.[~oj ii or, AppendiA It.
 

http:rehabili:.t1
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The recently conclded IfF-Tanzanian loan agreement should help to 

alleviate the existing pressures on the balance of payments. Higher priority 

is expected to be placed on imports of raw materials and spare parts for the 

directly productive sectors--agriculture and industry--and particularly for 

ongoing projects qeared to the expansion of the export sector. As a result, 

it is possible that the foreign exchange constraint will ease somewhat over the 

next few months. 

Tanzania's basic industrialization strategy has emphasized production 

for the domestic rarket throuh a strategy of irport substitution. In the 

absence of a drastic shift in lanzanla's basik industrial straiteny toward 

export promotion and given the hiqh i nort content of industrial production. 

there is little likelihood that the industrial sector will be able to 

contribute substantially to foreiin exchrnv earnings. 

Removal of the foreign exchange constraint dos not by itself ensure 

improved industrial performance. Amonq the Important n-wiasures that need to 

be taken by the Government to Improve Industrial perfory-iance i the 

Institution of a new incentive system. The Ministry of ltiustries has 

already directed the management of the parastatals to deviie appropriate 

incentive scheFss based on labor productivity. It is hoped that such a
 

move will have some positive effects on managerial etficieny as well as on
 

productivity.
 

In addition, consideration needs to be given to the ImIplications of 

the apparent overvaluation of the shilling and the relAtlv,' low Lost of 

capital for relatively high capital intensity ond capital uidrrutlliration 

In the Industrial sector. 

Thp Government is also restructurin9 the parattatal or,,nlration. The 

case in point it the NatloUnAl (wevelopment Corporatlon, tho lartlest stat. 

enterprise in Tan:Ania ottablithed to perform as the govermivnt'i oertional 
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mechanism in the field of industrial development. The NDC's industrial
 

activity portfolio Is considered to be too large for effective management.
 

There is a need to streamline the NDC and other large-scale parastatals by
 

creating more specialized coroorations.
 

In spite of the positive measures taken to improve industrial sector
 

performance, It Is not certain how e'fectively the proposed meaures will be 

Implemented; nor Is It apparent whether such measures will be sufficient 

to reverse the delcinlnn trend in productivity perfornance. 

Finally, In addition to the slowdown In the production of both basic 

consumer and producer qoods, another .,erious problerl has h-en th.,t because 

of the raoidly deteriorating perforn'rince of the trirsivrt 1nd distribution 

sector, only small quantities of basic noods have been reaching retmvote rural 

areas. Many localities have been left with virtually no supplies of basic 

consumr goods. Thus current constraints in the transport-distribution sectors 

further inhibit the capacity of national industries to provide adequately for 

domestic needs throughout the country. 

These conclusions should not be interpreted to imply that large-scale 

Industry merits no outside support In the context of the current Tan:anian 

crisis. Certain products may require a minimum scale for economic production, 

and production c~n be resuscitated through increases In the availability of 

foreign exchange or relief of the constraints imposed by the transport­

distribution network. The lonor-term prospects for the bastic ndustries 

would, however, depend to a significant extetit on Irrov irrits In the 

policy meausres and environment to permit better utilization of existing 

rIsourcOs. 
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C. Small-Scale Industry
 

1. Performance. Tanzania's small-scale activities are largely concentrated
 

in urban areas, particularly In Oar es Salaam. Out of the total 4,337 units,
 

2,095 or 48 percent of the total are in Dar es Salaam. If another 400 units
 

in other urban areas are included, this leaves only a little over 40 percent
 

of the small-scale units located in purely rural areas (Table 5).
 

It is difficult to be definitive about the economic performance of small
 
2
 

enterprises, because little is known about their growth patterns. 2 owever,
 

based on a recent SIDO report, several key features of the performance can be
 

Identified.
 

(a) The small-scale sector is at least five times as effective
 

as Its large-scale counterpart in terms of output measured
 

per unit of investment.
 

(b) On average, the incremental capital-labor ratio appears to
 

be lower in rural-based imall-scale enterprises than in urban,
 

4
 
large-scaie ones.
 

.Th f il defnitin of small-scale firm includes those engaging less
 
than ten eenloyees. This is only for the convonience of statistical
 
tabulation of enterprise activities. Sao $urytjnf Industries series.
 

2. Systemnatically-compiled, aggregattve data forTanzania sr al-scale
 
industry activities preceding 1977 do not exist. The periodically 
compiled oIndustries census data from which miny Lqqre ,3te time­

series dola have be&n derived have included only the "full)-tnl" f(irmr 

engaging tan or more wmploys. They have excluded thlo-.r infor-'+.l sector 

establishments constituting small-scale, family-orientri ';itj . w1iwver, 

a substantial amount of information on small-scale induttri i(t1vly for 

the past few years has been rade available by the recernt 'l i jc,.1urvey. 
Although a trend analysis is still impossib thit Infortl n rnldhr u% 
toat least analyze the small industry performanu' from a -. W($ -u(tnt of 
view. 

3. Tht Third Five Year Plan for )veloprwnt of ,ma o' ldu-tv IV-. In 

w.+uId [()st On4. ril-culntlrn from ',fi)(l% Third f IveYear Pl a' 1,w?'i , a. I t 

the Avoraor of T/Ths I.) ,4', to t-%)o one periori in a fon. to(, ory uni t 
. 

as cornpre(I with t/Th%. 41 .'11 In A fatoory-type unit. Ihe r'tilt% of 

studie of offher Afri(,o fl0tftt. .( +JeerAlly tonflrr the relativoe labor 

Witentity of !he I- , e 'ma1 JCc J'r.e Iral ltr'. ,). '1, h. 11I nter-
DtI.Wee, t A v ti 1P4-er T11979.pn!ces% In Aft, 1 fijrn - ,v.j. wvr Nn,, No, ! 
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Table 5 

OZOGMR"pzCAL DISTR1gU':ION Or SM.ALL rNOUSTRYs 
1977/78 Cru'Suse 

!eqion 


Tanga 


Kilimanjazo 


Arusha 


Mara 

Mlwanza 

Shinyanja 

West Lake 

Dar es 64lam" 

Coast 

moroqoro 


SLngida 

Dodoaa 

Tabora 


KLWoKn 

Zrings, 


Ibeya 

kakwv 


kt"Ma 


ladd 

Nt76ra 


iOTJL 

ons, 


CThe oongue doe.e 

No. of 
Units 

124 


169 


115 


141 

120 

22 


79 


2,0*5 


63 

003 


.32 


107 

106 

41 

40 


20 
23 
I1. 


73 

?1 


4,437 

ncdt
 

et L*1ljdo 

Employment 
(in no$.) 

2,830 


2,152 


4,272 


1,062 


200 

196 


1,267 

27,976 


1,283 

,933 


10 

733 

716 


I33 


312 


295 
36 
173 

w 


233 

461.54 

Total in-
 Total
vestment Cutput
(in shs. C0O) (In has. 000 

8,466 
 27,993
 

9,194 
 20,778
 

28,914 
 20,180
 

6,911 
 15,705
 

3,088 4,488 

1,720 
 4,653 

1,029 
 4,130
 

216,932 
 447,865
 

1,084 
 8,349 

22,991 
 37,512 
,471. 5,781 

9,979 15,333 

lo11e 
 16,604
 

43 1,639 
6,27 
 4,164
 

1,091 
 .
 
316 1,129
 
443 
 1,433
 

4,741 
 9,ll0
 

1,343 
 693 

350,93 719,113 

crftt-based artisan enterprseo, 
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(c)For every shilling's worth of goods produced in a small
 

enterprise, foreign exchange savings through imnort
 

substltutiton are calculated at 39 cents. A comparive
 

estimate for iirge-scale Industry is not available. However,
 

it IS doubtful tUiat it wili be as high in lirht of the high
 

import intensity of national industries. 

Other information on choice of technique, lAbor rroductlvlty, tconomies 

of scale and the nature of linkaqe vis-a-vi' other sectors of the economy 

is not available. I',ever, the existin- evldence (jenerilly indlcate% that 

stall firms, as comparc-i with larqo'- cale enterprisv ,, are more labor­

intensive, more cost-effective ind less forein1 ex(hanrpi, lntonsive. 
The Villam Cooperative2...nstraints to Snal Industrjy )tv-ymnet. 


Act of 1975 defines the village as the sole lenal entity for enqaqinq in
 

industrial enterprise. By law, individual initiatives would be illegal,
 

but In practice this has not been strictly adhered to. Also, currently, all
 

non-perishable crops are handled by the National Milling Corporation--a 

monopoly parastatal In the marketing and distributing of agricultural produce. 

The processing of grains Is confined for local constmption only. This implie 

a severely limited npportunity for villages to increase value-added in their 

productive activities.
 

The exi~tence of villa&V-unit structure as both positive and negative
 

implications for the viability of village-led enterpreneurship, depending on
 

the cohesiveness of village organizations and the attitude toward cooperative
 

venture In a particular village.
 

. n a quantitative eoxrcitO to deterine the strategic investment planning
 

for Tanzania, M. Roe'.r et al.. (op cit.) similarly concludes that there Is
 

considerable potential for "dispoerial and rurelization of industry by the
 
adoption of small-scAle technologles."
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Another constraint to small-scale industry development is the Olfficulty 

in mobilizing financidl resources internally for small-scale industries. 

Tanzania's financial Institutions have not In general been equipped 

organizationally and financially to dea1 with rural-based, small-scale 

activitie_, I, I Iindustri1l ventu'- "1vYeo-nert l~y btt.n lkft out, of the 

the banin .tor. elpllending ope rat ions of tca 1'w- , 1 , the Tanzanian 

Investrrnt Bank (TI) which speciallil inI lendiwri to Industrial ventures has 

not in the past been able to riuch av,,ist smaIll-,cale industrial ventures. 

It has been lending to project% requi Io rintti1,so than h. 100,000,1/ 

which has precluded most small-scale activities. Even the TarzAnian Rural 

Developnent Bank (TRDOB) which speciet ;ko. In lendl1nq to rural develo,)ment 

ventures has failed to take up the challenge. (u it the total TDB lIans 

disbursed so far, only 40 percent went to villages. I The main obstacles In
 

mobilizing financial resources to small Industry have been: lack of technical
 

know-how among the banks, procedural difficulties for a small-scalo Industrialist,
 

excessive security considerations and reluctance of risk-lending and absence
 

of providing facilitiet in a loan package.
 

There Is also the problem of government intervention through the alminisritiv
 

price-setting that may be disruptive to productive activities. Anecdotal
 

evidence arounds in the impact of unrealistic pricing of raw
 

meterials which has led to disruptions in supplies of vital inputs to many
 

smell-scale processing industries (i.e., lack of animal fat for soap factories.
 

and shortage of maize to maize mills. etc.).
 

1. Fro the text of a speech by C. Nylrabu, the Government of the Bank of
 
Tanzanla, at a seminar of bankers and financiers, 1;tF, Oar es Salaam, 1980.
 



- 153 ­

3.Outlook. Prospects for an enhanced role of rural-based small Industry
 

appear more promising especially as long as the foreign exchange constraint
 

(the structure of Incontives resulting from the apparent undervaluation of
 

capital) and the current bottlenecks in the transport and distribution
 

sectors continue to plague the prospects for efficient large-scale Industrializa­

tion. The Tanzanian Government appears interested Inreducinq the previous
 

emphasis or, larqe-scale industries. The current Industrial Plan (1978/79­

1982/83) indicates a percentible shift Inpriorities toward small industry
 

development.
 

The main thrust of the plan Is to increase drastically the contribution 

As Table 6 shows, the share of small industry
of small-scale industry to GDP. 


intotal GDP Is to rise from 10 percent inFY 1916/77 to close to 17 percent
 

inFY 1982/83. The 51DO Five-Year Plan erphasizes the establishm..nt of:
 

(a)Industrial Estimates In twenty reoional centers (one for
 

each region.
 

'b)District and village industries.
 

(W)Handicrafts.
 

The regional industrial estimates are envisio Keto consist of essentially 

small-scale firms using indigenous resources to serve as the nerve center 

for further industrialization of the reigon. Their specific role is to link 

up industrial activities In the region to the market and resource endowrw, nt 

of the reg1on, thereby relieving the national industry sector of the costs 

of transportation to regions. After the establishment of the reolon-based 

Industrial centers, the plan envisages suboecquent developfent% of a %eries
 

of small enterprises and the handicrafts--rminly for veport--f rt at the
 

district and then at the village level.
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There is some doubt, however, as to whether even the first phase of these 

plans could be successfully implemented within the planned period envisaged. 

Given the budget and managerial capacity constraints which confront SIDO, 

much of the success in irplermnting the plans would deoend on the availability 

of external funding and technical assistance. 

There have been a few donor coi--i1tWnti to tme r-Iiohal lijdustrlalliation 
1 

program. They fall, however. far short of the tarqetted investment outlay
 

for rural industrial estate developmerit. 

Another worrisome feature of the industrial estate program Is its
 

dependence on foreign exchange availability. According to an estimate, 

imlementation of the estate program is expected to require roughly T/Shs. 600
 

million for machinery imports and another T/Shs. 250 million for raw
 

materials in the initial stage of development. 2 It is unclear why these
 

requirements are so high in light of the fact that small-scale industry has
 

generally lower foreign exchange requirements relative to large-2cale counter­

parts. 

In summary. Tanzania's recent Industrial policy appears to encourage small 

Industry development. In this sense, the relative contribution to overall 

Industrialial output of sma l industry is expected to increase In the years 

to come. However, the outlook for significant growth even in this sector is 

not bright; in 3ddition to tt.u anticipated problem of shortage of manpower 

with appropriate expertise and technology, future small Industry development 

will continue to depend on the support it obtains from the governt.nt in term 

of investment resources, allocation of credit and foreign exchange, Finally,
 

It it unclear whether or not the Village Cooperative Act will ofi balance promote
 

entrepreneurship at the local level.
 

.FruTfesTTncludl the recent complotion of Sweden's Amtiio Industrial
 
[*tate project In Aruina; IORD (onritpoents for Tabora and Tango Estatsi
 
and Danih womvfttwnt in Morogoro Region,
 

2. SIDO report on rtyve-_Ytkr Pla@n, op cit. 

http:governt.nt


VII. 	TRANSPORTATION
 

A. 	 Introduction
 

Most analyses of the Tanzanian economy cite the transport 

sector an a key factor in the problems currently facing 

Tanzania. For instance the IMF notes, "Deipitt- a rapid growth 

rate during the past decade, transport remains et miajor bottle­

neck to improved efficiency and production in other sectors 

of the economy." The Tanzanian government's statement of 

foreign exchange needs for short-term rehabilitation amounts to 

$1.4 billion, of which almost 2/3 would accrue directly to the 

transport sector, and a further, indeterminant amount would qo
 

for transport equipment and spares in the agricultural and 

industrial sectorm. Dumont points out, *The biggest problem 

for Tanzania is transportation difficulty .... For the Tanzanian 

rural economy, this problem of transportation is now critical. 

What is the sense of asking peasants to produce more, if there 

Is no quarantee the harvest will be collected in time?" 1 

Despite the important role of the transport sector, there 

do not appear to be any comprehensive analytical studiea of 

the sector. The staff report (Mucembor1978) for the most recent 

IRD Highway Project noted that the Ministry of Communications
 

1. 	 Ise IM (1979) p. 14# "Tanzania's Foreign Exchange Noeds 
for Iconomic Rehabilitation in the Short-Torm (1980-1983)*g 
and Ran* Dumont, S
 
Taneania, p. 60.
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and Transport had decided that a National Transport Study should
 

be undertaken by consultants, and reported that a three-man team
 

financed by SIDA had visited Tanzania in late 1978 to draw up

1 

the terms of reference for the study. As far as we know
 

this 	study is not yet complete. A useful analysis of "The
 

Inter-Regional Transport of Major Agricultural Commodities in
 

Tanzania" (FAO/UNDP) was made available, and its findings axe
 

reflected in this section. Ncnetheless, the discussion in this
 

section should be regarded as pnrticularly tentative, and based
 

on- incomplete information. 

B. 	 Setting
 

Tanzania's surface transport system mainly comprises roads
 

(about 45,000 kilometers), two railway systems (3,570 kilometers
 

o! track), three main ocean ports, and a number of minor ocean
 

and 	lake ports. Of the road network, approximately 7 percent
 
is
 

(3,000 km)/paved; 2-3 percent is engineered gravel; and the 

remainder is unengineered gravel or earth. Accordingly ,-tfe
 

system is highly vulnerable to heavy rains. The average road
 

densitv (at 35 km per 1000 km2 ) is among the lowest in East
 

Africa. The rail network consists of the Tanzania R&ilway
 

Corporation (TRC) and the Tanzania-Zambsi Railway Authority
 

(TAZARA). Since 1977 the TRC has operated the 260u km of 1 motor 

1. 	 Tanzania, Fifth Highway Project; Staff Appraisal Report,
December 27, 1978, * 2187b-TA, p. 5 

2. 	 This nection is largely based or, material combined in the
 
project papers for two IDA transport projects relating to 
the trucking industry (9/1977) and highways (1/1979). 
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gauge track in central and northern Tanzania that was formerly
 

part of the East African Railways Corporation. The TAZARA line
 

extends southwest into Zambia, and is jointly owned by Tanzania
 

and Zambia.- Comprising- about 1800 km of '.067 meter gauge
 

track, it was built and financed by the People's Republic of
 

China between 1971 and 1975, and began operations in late 1975.
 

Of the three ports, the port at Dar es Salaam handles 8E per­

cent of total Tanzania traffic, half of which is destined for
 

Zambia.
 

Trucking is the major single source of the country's
 

supply of transport services, accounting for about 60 percent
 

of Tanzania's domestic cargo traffic. Until 1973 almost all
 

road freight was carried by private companies (u3ually owner­

operators). At that time the government adopted a policy of 

substituting public transport for private, which led to 

*aggressive Government expansion in public road trtndport", 
1 

and an ensuing significant exodus of private truckers and trucks.
 

Of an estimated 13,000 vehicles, 3,000 (25 percent) are in
 

public hands while the remainder are operated privately. The
 

structure of the private trucking sector appear: very competi­

tivel 'fifty-eight percent of trucks arc oporated by a single
 

OWner-operator and 90 percent of private truck owners own
 

fewer than four vehicloG, accounting collectively for about
 

1. IOA Project Paper TDA/R77-103; September 1977 p.13.
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68 percent of the private fleet.
1 

The overall size of the aggregate trucking fleet remained
 

fairly constant between 1972 and,1976, despite the fact that
 

imports of transport equipment (excluding cars) have consis­

tently accounted for over 10 percent of total merchandise imports
 

over 	the )u_ .- f the decade. 2 This could reflect very 

rapid dt rci< ii and deterioration, and also withdrawal of 

private enftLu_,Luneurs from the trucking sector. 

C. 	 Performance
 

Performance of the transport sector as a whole has
 

been very deficient over the course of the 1970s, and transpor­

tation is widely perceived as a major bottleneck to overall
 

economic activity. Looking at the most aggregate data -- output
 

in the transport and communications sector -- the average
 

annual rate of growth decelerated sharply during the 1970s.
 

-Whereas the transport and communications sector grew at an
 

average annual rate of about 10 percent between 1966 and 1972,
 

the average growth rate over the 1972-79 period was less than
 

4 	 IBRD Report No. 1526b-TA, "Tanzania: Appraisal of a Truck­
ing Industry Rehabilitation and Improvement Project",
 
September 1977. Annex 3, page 4.
 

2. 	 IDA Project Paper, op. cit p. 12. Economic Survey, Table
 
15?. 
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4 percent. This decline in growth occurred despite substantial
 

investment in infrastructure during the earlier period, and the
 

completion of tho fAZARA railroad in the mid-1970s.
 

Moro specific data for the railroads and trucking industry
 

also 	 indicate negative performance. The TRC provided an average 

of 1175 million ton/kilometers of service in tho 1971-73 period,
 

but only 957 in the 1976/78 period, a drop of narly 20 porcent 

during a relatively qood period for Tanzania. Dumont notes 

that 	the TAZARA line wan designed to carry 2 million tons per 

in 1.979 before flood.") was 

only 50,000 tons per rx)nth, or 30 )(,rc(.nt of capacity. 1 

year, yet 197 ("even the 	 carrying 

For agricultural production, rail transi.ort .irvices 

declined sharply between 1974 (i.e., pre-TA.AIA) 'Ind 1978, from 

about 400 million ton/kilometers to 210 million ton/kiloiaitera. 

Declines in TRC services amounting to about 225 million ton/ 

kilometers were only weakly counteracted by the introduction of 

TAZARA. This drop was mainly attribt:tabln to declinlio; capacity 

and performance, rather than to declines in dermnzd f(.r rail 

services. For instance in early 1979, the TIPC was able to load 

and carry only 10 percent of the agricultu-al tniin;,, it wan 

offered for transport. The avarage figurn for all 9(x)ls was 

17 percent. 2 A repcrt for the Board of Tnternal Trade Indicates 

1. 	 Economic Survey 1978/79, p. 991 Dumont 2k cit p.60.
 

2. 	 "The Inter-racional Transport of Major Agricultural Com­
moditles In Tanzania,* YAO/UNDP, June 19791 pp 21-22. 
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that low availability of engines was at least one 
factor
 

accounting for the decline. For instance in 1977, only 45
 

percent of steam locomotives and 67 percent of diesel locomo­

tives were available for service, well below the "standard"
 

figures of 75 percent and 83 percent respectively, as well as
 

availability ratios achieved during the 1971-74 period. I
 

For trucking, data are more difficult to come by. The
 

IBRD noted in 1977 that "trucking services have deteriorated
 

rapidly in recent years", despite a fairly constant overall
 

fleet size since 1972. 2 
 Data on capacity utilization and
 

availability of trucks indicate that, apart ffom trends in
 

services, recent performance is considerably bclow normal
 

standards. The IBRD estimated awilability (the r.atio of
 

vehicles in working order to total vehicles) hasi been about 60
 

percent for publicly owned trucks, compared with the standard
 

figure of 80 percent. Truck utilization (the ratio of capacity
 

used to capacity available) was only 40 pkwcent for parastatals,
 

compared with 60 percent for private truckers and 70-80 percent
 

an the standard.
 

1. "Tranhport as a Factor Affecting the Efficiency of theInternal Trade System in Tanzania," East African Management
Instituto, 1978. IV-22. 

2. IDA Project Paper IDA/177-10: Soptentbor 1977, p. 12. 

3, lBRD Roport No. 1526h-TA of cit pp. 12-13. 
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D. Determinants of Poor Transport Performance
 

As with Tanzania's more genural economic performance
 

over the decade, the poor performance in the transportation
 

sector is the result both of exogenous factors and policies.
 

In the case of the Tanzania Railway Corporation, the disruption
 

caused by the breakup of the East African Railways Corporation
 

was severe, particularly since a great deal of the human and
 

physical capital tha. comprised the management and maintenance
 

capacity of the system was located in Kenya. Secondly, the
 

crises of the 1970s have diverted foreign exchange and other
 

resources that might have contributed to better maintenance.
 
a 

Thirdly, until 1979 there existed/ubstantial degree of cross­

subsidization of agricultural commodity freiqht rates, so that 

production (and transport ) of low-value crops was unduly 

encouraged. Fortunately, this cross-subsidization has been 

largsly eliminated for the TRC, and has been reduccd 
1 

TAZARA. 

for 

For road transport, factors such as the breakup of the 

East African Community, the Uganda war, floods, etc., have also 

been important. However, public policies have made a siqnifi­

caut contribution to poor performance in movers respectts. The 

decision in 1973 to adopt a policy of substituting public 

transport for private had the effect of substituting relatively 

1. 'AO/UNDP Study 2 cit p. 30 
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inefficient enterprises for relatively efficient ones. Data on
 

availability of trucks and capacity utilization of available
 

vehiclas point to cloarly superior performance for private
 

truckers. Apart from these indicatois, most discussions of
 

the transport sector remark on the r-lative efficiency of
 

private transporters. Dumont (and Dthers) note the tendency
 

for parastatal transport divisions to carry loads in only one
 

direction. The IDA report notes that public transporters have
 

much higher staff to truck ratios than do private companies.
 

They also report, "many such (public transport) entities have
 

been characterizdd by inefficiency, low productivity, and
 

unreliable provision of services, and, consequently have been
 

neither financially viable nor economic."i1A revealing passage
 

in the Board of Internal Trade Report remarks on the "cut­

throat" competition faced by public transporters: "While BITCO
 

charges Shn. 300 per ton to Moshi, private transporters may
 

bring it down to the level of 150 in order to attract more cus­

tomerw. Of course they can afford this because they have very
 

low running expenses e.g., wages, rent, electricity, etC." 2
 

I. Dumont op. cit. p. 591 IBRD Report No. 1526b-TA, pp 15, l 

2. "Transport am a Factor Affecting the Efficiency of the 
Internal Trade System in Tanzania," 2E. cit. p.IV-30 
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The public incursion into the transport sector led to a sig­

nificant absolute and relative decline in the size of the private
 

trucking sector. This has been reinforced by the overvalued ex­

change rate and the scarcity of foreign exchange. Maintaining an
 

overvalued exchange rate has encouraged demand for transport
 

equipment by relatively inefficient firms, which would not be
 

able to afford such equipment at more realistic prices. Secondly,
 

the foreign exchange allocation system has discriminated against
 

the private sector, and in favor of public firms. For instance
 

data on "Suppressed National M,otor Vehicle Demand" (i.e., demand
 

in excess of supply) indicate that government and pararitatal
 

demand for lorries and other transport vehicles was met to a far
 

greater degree than private demand. For the public sector, 34
 

percent of demand for lorries ,was met whereas the figure for the
 

private sector was 11 percent. (See Table 1.)
 

The discussion so far has pointed to the role of public poli­

cies in diminishing the supply capacity of the trucking sector. 

At the mama time, policies have also had the effect of unduly 

raising demand for transport services. First, the overvalued 

exchange rate results in costs of transport servicen which sub­

stantially understate true costs. Secondly, the pattorn of 

production and processing puts undu stralns on the transport 

system, by promoting flows of goods to urban centers for pro­

cessing and then back to the original locus of production for 
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retailing. The most often mentioned case of this is for milling.
 

The FAO/UNDP report notes :hat "a considerable amount of lonjj
 

distance inter-regional transport is involved in hauling, fox
 

examplo, maize to Par es Salaam ror inilli;j, and in hauling 
1 

milled flour, rice and sembe in the reverse direction." The
 

problem is related to, and aggravated by the policy of pan­

territorial pricing, whereby prices of many agricultural goods 

and other products are not allowed to vary to reflect transport 

costs. This has resulted in excess production and tra.:portation 

of low-value, high bulk crops. WhIle this has been jUbtified 

by the need for food self-sufficiency, the FAO/UNDP report notes 

that 	Tanzania has exported appreciable quantities of mnaize,sor­

ghum, millets, and cassava. The report is also highly critical 

of the burdens on the transport system 4mosed by the 100 percent 

transport subsidy to fertilizer. 

A final important factor ham been the inadequate level of 

maintenance of roads. This has resulted from a weak planning and 

administrative capacityi budgetary constraints and a ahift in 

the pattern of investment away from infrastructure And towards 

directly productive acti#ity and shortages of foraign exchange 

and spare parts.
 

1. 	 PAO/UUI "ituy op. cit. p. 15. Also, p. 41, where it is 
reporteo, that 2/1 of the mnaizo that was milled in Tantanim 
was trns tforred botwenn re0.jhO at (-onu1idarAblo axpenso
bef,:er,n 11 ,n?. D[urr t. (op. c. t' ' ,. lq1 ) In Also hl'hly 
critical of tho wnat in traniortatntio IIpose)Md by an 
overly can~tial lad pattern of pI)ZOd4I:On. 
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S. Outlook and Implications
 

A number of donors are active in the transport sector 

directly,as well as in support of the transport arms of 

various parastatals. In particular, Canada has embarked on a 

$70 million proqram in support of the TitC and Germany is pro­

viding new locomotives for TAZARA. The World Bank (IDA) agreed 

to a Fifth Highway Project in 1979 costing to $20.5 mill~on, 

and is also supporting five regional tranaport companies with
 

a project amounting to $15 million. A number of bilateral
 

donors, including Denmark, Norway, and The Netherlands are
 

active in various road projects.
 

Despite these resources it is likely that performance in
 

the transportation sector will continue to be deficient, par­

ticularly in trucking for reasons that have mainly to do with
 

public policies. While there was some discussion in inter­

views about plans to set producer prices by region (rather than
 

panterritorial producer prices) such a reform would not be
 

likely to result in prices that aJequately reflect transporta­

tion costs. Thezi is no sign of a movement towards more 

decentralized patterns of productio" that would alloviate 

burdens on the transport system, ind-ed thor4 in talk of 

banAing private grain mills. Finally, variouo publlc masures 

that discriminate qgatnat private tr.AnUPO1tO U nrO likely to 

become mo)re rathar than loan of a fa tr If pnt, ramponses tO 

crisis (an wall an currant rhetoric) are an Indicator. 
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Under these circumxtancea,, assistance activities which
 

aim at alleviating burdens on the transport sector are likely
 

to be more effective than activities that directly support
 

increased capacity in that sector. I Foi instance, activi­

ties that promote a more decentralized pattern of production
 

such as local small scale industry would reduce demand for
 

"imports" from other parts of the country. A second example
 

is bettor storage facilities, so that delays in transport 

would entail less spoilage. Finally, programs aimed at road 

maintenance are likely to have neutral effects on the public/ 

private balance, and where pursued at a regional level could 

reinforce a thrust towards decentralization.
 

.. Unless# of aouree, resources could be directty channeled
 
to the prevate trucking seocr.
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VIII. MANPOWER
 

A. Background
 

As in other developing African countries, the human resource constraint'
 

to development inTanzania takes the forin of a general shortage inskilled
 

manpower. The manpower shortage has resulted from the inability of the
 

existing formal and infonal training facilities inTanzania to meet the
 

increasing demand of developing economy. Only the extent of the shortage
 

Is relatively more severe inTanzania, since the complex network of its
 

command economy structure places an increasingly heavier dey~lnd on the role
 

to be played by the administrators, managers, extension workers and technicians.
 

Since independence, the Tanzanian Government has been concerned with
 

the removal of the manpower bottleneck to development. The main objective
 

of the Government has always been the %ttiinment of manpower, self-sufficiency
 

at all skill levels. This objective has two elements. The first is the
 

locatization of manpower inthe key positions that have been occupied by
 

expatriates. The Ministry of Manpower Development elaborates on this point:
 

"Should the non-citizens still employed decide to quit en masse, Tanzania
 

will have accumulated enough local talent to do without them without signi­

ficant harm to the economy."
1
 

The second element isprovision of in adequate supply of manpower to 

meet requirements of the economy foe development. The educational strategy 

for achieving the stated goal is to provide a universal primary education 

and at the same time to provide secondary and further educAtion to the 

extent Justified by the manpower requlref%,'tts of the r(ory. 

The primary objective of Tanzanla. eirvuciat1nronl 1)ll(ivl 1%to provide 

education for the mastes rather than for- the rlite t bsih , primary and 

TFiMRI %TyrY'TT rd Vlve Year Plan Peport. 'urve of th Wih
 
oill Leje i 4?3w euro0%And Pv.ourCp.
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secondary levels, rooting education Inproduction of the economy by
 

emphasizing the curricula of the practical skills and science. As such,
 

Tanzania's educational policies have been the subject of admiration of all
 

those concerned with promoting a participatory development process. Although 

the broad economic implications of such a policy are apparent, the question
 

of how these policy priorities have worked out in practice inmeeting the
 

objectives of manpower self-sufficiency for Tanzania.
 

8. Performance Toward Self-Sufficiency
 

The Government has carried out manpower surveys periodically to determine 

a basis for projecting output and requirements. These surveys have been 

intended for providing a guide to Government investment decisions. The 

following evaluation of manpower development is largely based on the recent 

surveys. For planning purposes, the Ministry defines for categories of Jobs: 

Category A -- Jobs normally requirinq a university degree. Category B --

Jobs normally requiring from one to three years of formal post-secondary 

training. Category C --Jobs requiring a secondary school education including
 

the skilled office and manual workers in the modern craft. Category D --


The remainder applying to a wide-range of semi-skilled workers.
 

Localization of skilled manpower since Independence has been procoeding
 

at an impressive speed. As Table I below shows, nationals serving Inhigh
 

and middle level posts, expressed as a percentage to the total established
 

posts, increased from 26 percent In 1961 to 60 percent in 1974. More
 

rcent figures are not available. However, given the steadily increasing
 

post trend in the rate of localization, itcould reasonably be assiumed that
 

w4npioer localization, at least Ina quantlttive measure, has been achieved 

at a satisfactory level. 
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Table 1 

PROGRESS IN LOCALIZATION ANO SELF-SUFFICIENCY ACHEVED SINCE INDEPENDENCE 

UP TO 1974 

High and Middle Level Posts 

Non- Z of Citizens 
Filled Vacant Total Citizens Citizens (6 as % to Total Estab. 

Year (1) (2) (3) (4) (5) (6) 
(Col. 4 as " 
of Col. 1) 

of 1) 
(7) 

lished Posts 
(8) 

(Col. 4 as %ol 
Col. 3) 

1961 4,878 1,156 6,034 1,596 32.7 3,282 67.7 26.6 

1962 5,006 1,403 6,409 2,104 42.0 2,902 58.0 32.8 

1963 5,300 1,427 6,727 2,720 67.9 2,580 32.1 40.0 

1964 5,671 1,605 7,276 3,365 59.3 2,306 40.7 46.2 

1965 6,229 1,790 8,019 4,218 67.7 Z,011 32.3 52.6 

1966 6,573 2,433 9,006 4,675 71.1 1,898 28.9 51.9 

1967 7,085 2,880 9,65 5,214 74.2 1,871 25.8 52.6 

1968 8,093 2,828 10,921 6,474 80.2 1,619 19.8 59.6 

1969 7,738 3,286 11,024 6,387 82.5 1,351 17.5 57.9 

1970 9,719 4,581 14,300 8,342 85.8 1,397 14.2 58.3 

1971 11,005 5,424 16,429 9,954 90.0 1.051 10.0 60.0 

1972 12,864 7,467 20,331 12,119 94.1 745 5.9 59.3 

1973 13,400 6,477 19,877 12,600 94.0 800 6.0 63.4 

1974 16,183 9,605 25,788 15.182 93.8 1,001 6.2 58.9 

Source: Ministry of Manpower Oevelopmnt
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These quantitative estimates, of course do not address the question of
 

quality. Ininterviews with Tanzanian government nificials, a few expressed
 

concerns that the speed of localization had been too rapid insome sectors
 

of the economy, adversely Offecting their productivity and performance.
 

In contrast to the achievements in the rate of localization, there is
 

little evidence to suggest that the gap between the supply of manpower and
 

its demand by the economy has been narrowing. This is largely due to an
 

enlarged demand placed on skilled manpower as the economy has expanded and
 

diversified. Also the expanded manpower requirements partly reflect the
 

consequences of public-sector involvements inthe economy and enlarged
 

government bureaucracy.
 

The latest estimates of the projected manpower shortfall by sectors
 

cover the period 1975-1980. Roughly, manpower requirements have been estimated
 

by multiplying the target rate of growth for each sector by the historical
 

trend inthe ratio of the annual rate of increase inemployment to that in
 

output. Estimates of requirements are confined to Categories A and B. It is
 

the Ministry's view that the shortfalls are particularly severe in thesa
 

categories. Again itmust be noted that the projections are only In
 

quantitative terms. The skill components have not been scrutinized.
 

The situation appears equally serious in terms of quality of the 

existing manpower. Although no systematic analysis has been carried out on 

this Issue, there has been fragmented evidence to Indicate that the 

Inadequate tralning of personnel has largely contributed to the poor
 

performance of the parastatal sector. For Instancvt, Inestimating training 

needs or NMC's employees a repor. on NMC operations I poi.ited out that as of 

1979 University diploma qualified personnel within NMC accovnted for only 

1. Marketng evelopment Bureau, Ministry of Agriculture; "Report on
 
Investlgatlon Into the Financial and Opuratln? Position of Kilimo Crop
 
Authorities - National Milling Corporation - Dar es Salaam, May 1979
 
(limited circulation).
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1.5 percent of total employees with an additional 16 percent of personnel
 

with "other training." This left 81.7 percent, an extremely high percentage,
 

without specific training geared to their jobs. In another instance, the
 

Tanzanian Audit Corporation reported that in 1978, 20 to 30 percent of the
 

parastatals could not be audited, because of their bookkeeping method was
 

"so erratic and unconventional." The work efficiency problem is probably
 

not confinyed only to the middle and high level categories. There is abundant
 

anecdotal evidence of low quality performance in the low leve's as well. An
 

extension worker trained at a national institution is g ierally viewed
 

inddequate to cope with the specific local situation. There have been many
 

reported incidents where village coopera'eive personnel are incapable of
 

carrying out simple time-consuming work which should be done by subordinates.
 

It appetrs that for some institutions what should be reconended is not more
 

staff but upgrading of the existing employees.
 

C. Areas of Critical Shortages
 

As Table 2 shows, the severity of the shortfall differs in different
 

categories and occupations. The shortage Is considered to be relatively 

more severe in Category B as compared with Category A, (Table 3) and in 

engineering, teaching, science, management and administration, and m.dicine 

as opposed to agriculture. Category B, the sub-professlonal occupations, 

normally require a pre-service training course of two years or ,o. There
 

has been a bigger deficit in this area relative to other categories hecause
 

of a general neglect of building institutions to provide this levei of training.
 

In health and education, the fitures for projected requireients are 

based on the assumption of the continuing health and universal primary 

education needs at the village level as directed by the ruling party. In the 

light of the Impending Government measures to reduce the spending on SociJl 

services In connections with tho current macroeconomic crlsis, the extent of 
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Table 2 

KANPOWER REQUIREMENTS AND EXPECTEDINSTITUTIONS OUTPUT FROM THE LOCALIII TkE" THIRD FIVE YEAR PLAN - 1980791 

Total 7.a. Cu..put ,ifferencePercentagePeire- Frc, 
he (Increase of the Out­ments in T'Ist t .'.ons or Short- put ;ta .:i!--
Fld 

the 3rd 197S/,1/381 all.) MentsS-Yr Plan 
1980/81
 

Medicine 
 793 
 346 
 - 447 
 43 
Adm£nis t-ration& Managazent 2,523 1,1.70 
 - 1,353
Engineering 46
.,481. 430 - 1,043 79 
Tedhinq - Jrts 591 517 ­ 74 87
 
Science 
 L,140 
 603 ­ 537 
 52

Agriculture i6 
 240 ­ 74* 144 
Law 
 610 372. - 238 
 60

Others 972 
 335 ­ 637 
 34 

Total I,,76 4,021 - 4,113 49
 

SOncti lniitz'y ot Manpower Development 
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Table 3 

PROJECTED MPOWER SHORTFALL By 1980 

scaenco 
A-Ca 

TOtal Requir..ent 4,925 4,288

Proeced -u..ly 

Z2,666 
2,790 
 2,416


-2,135 16,399

-1,872 


- 6,267 

Cu-'rant clOnIf al d 
Vacanc.es 


1,875 
 1,790 
 6,055

Vacan.es a0
 

Percen.taqg ofShortf.1l
a. 17 

30"1 ILO RIm.ot TwadSof-alMa, 1971. 

http:Shortf.1l
http:Vacan.es
http:Vacanc.es
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of the shortfall in these sectors over the immediate future will likely
 

to be much less than projected by the Ministry.
 

Agriculture represents an exception to this general picture. According
 

'
to Roger Simmons' study on Tanzania's agricultural manpower, I the demand for
 

diplomas (Category A level) from agricultural training institutions currently
 

far exceeds supply and is projected to continue 'o exceed SUDDIV in the
 

decade ahead. The contrary situation holds with respect to Category B
 

trainees. He concludes that the hlqher educational levels are needed in
 

agriculture more at t.,is point in time, and over-expansion of certificate 

ranks (Category B) is deemed unwise in the light of the shortages of both 

recurrent finance and viable small-scale farmer technoloqies.
 

Another area to which more attention could be given is the education and
 

training of women. The potential for women's role in development and
 

the social implications of developing the female human resources are well
 

documented elsewhere. 2 The situation is regard to wome, nay be exemplified 

by the fact that in recent years one one-half percent of the Tanzanian 

graduates leaving the Dar as Salam University have been women. 

1, 	R. Simons: "Tanzania Agricultural Manpower Study 1979-1986,* Report 
to A.I.O. 1980 (Unpublished Draft) p. IV-18. 

2. 	 See example, L. Fortman, Women and Agricultural Development," In K. S. Kim 
it&l. ed. Pa~% r(In the Poj1 I al c0noy .f laninta. iHeinemann. 1979. 
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IX.ENERGY
 

A. Energy Resources and Uses
 

The major component of internal energy production in Tanzania is fuel­

wood. Over 95 percent of the population is estimated to rely on the use of 

fuelwood (and charcoal) as the principal source of fuel. Household activities 

account for the bulk of traditional energy demands. The main use is for 

cooking, although in some regions kerosene and much biomass fuels as wood, 

dung and crop residues constitute important sources of energy. In some parts 

of the coutitry, industridl use of poles for building has been cited as 

the main reason for the dwindling of forests. Annual per capita consumption 

of fuelwood and charcoal, estimated at 25.2 '. J.1 in 1976, ismore than
 

2.5 times that in Kenya, and is highest among sub-Saharian African countries. 2 

The continued dependence on wood and charcoal as the major source of energy 

use in Tanzania raises serious questions about the maintenance of supply.
 

Although the current uverall fuelwood supply appears generally adequate to
 

met local demands, there has been a steady trend of d(forestation and 

desert encroachment in the vast area of Sukumuland.' Spotty shortages in 

fuelwood have also been reported in Tabora, IrInga, and the aris parts of 

Dodoma, and Singida. 

Commercial energy 3 use in Tanzania altogether accounts for less than 

tan percent of total energy use. As shown InTable 1,annual per capita 

consumption of non-traditional forms of energy varied between 56 to 97 coal 

equivalent kilograms (c.e.k.) during the period 1967 and 1915. The pattern 

of fluctuations Is random, an( It is difficult to ,1%ern a definitive trend 

in the conium)tion level from the above tinw- "rrles. In(ontrat, Table 2 

T~7J7T~Vjii~V it.I equivalent to 34 hj of co~il enerqy.
2. FAO Production Yearhook. 1977. 
3. 	T' u e . -iidkgnite, natural qas hydro,nci petroleum, and nuclear 

and geotherrml power. 
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reveals that per capita consumption of electric power has been steadily
 

rising over the same oeriod. This leads to the plausible hypothesis that
 

the process of substitution of hydro power for other forms of commercial
 

energy (mainly oil) Is taking place, albeit, at a slow rate. Domestic
 

production of commercial energy as percent of total consumption was 5.8
 

percent In 1976, slightly rising to 6.0 percent in 1978.1
 

Table 1 

PER CAPITA CONSUMPTION OF COMMERCIAL EJERGY INTANZANIA 
(Un-tTKqfo-- q0-v--u-i5--t1 

1967 1968 1969 1970 1971 1972 1973 1974 1975 

72.0 56.0 75.0 62.0 70.0 72.0 96.0 74.0 69.0 

Source: World Bank Economic and Social Data Series
 

Table 2
 

ELECTRIC POWER CONSUMIPTION PER CAPITA INTANZANIA
 

12f7 19§8 1969 12970 1271 .1972 1973 1974 1975
 

24.0 26.0 29.0 31.0 37.0 40.0 42.0 42.0 43.0
 

Source: World Bank Economic and Social Data Series
 

Tanzania's per capita consumption of comnercial enerqy is low Incomparison, 

for example, with the consumption of 143-174 c.e.k. for Kenya. A good deal 

of this difference Is of course due to It%lower lrvel of 1rdu~triall:ation. 

Imported crude o 1 (:oilprl ; rii.rly 1') per(ent of t)tal U( -. rclal energy. 

Coffmrclal entrly 1% u~rd primrly In the tranoport arnd wodern Industrial 

Tlllai'sour'ca:TT~ Economic Soclal Diata fe.rvires Division, A.I.D, 



- 209 ­

sectors. According to a World Bank estimate, the percentage of total
 

petroleum product demand arising from transport use was as high as 57 percent
 

during the mid 1970s. Furthermore, the demand for fuel oil appears to display
 

a fair degree of price-insensitivity. This is because the internal combustion
 

engine represents the most prevalent mode of transport in the modern transport
 

sector and also many large-scale industrial proccs.cs in Tanzania are still
 

fuel-specific. Plants had been constructed to burn fuel oil. this
All 


implies that Tanzania's demand for cofTercial energy tends to be fairly 

price-inelastic in the short run, and will te more closely related to the 

level of industrial output, and speclifcally to the growth of the modern 

sectors of the econovy. 

To date, Tanzania's potential in conWrcial enerqly supply has not been 

well investigated. Natural gas has been discovered in trial bores near 

Kilwa. The find proved to be In sufficient quantities to be of interest to 

Tanzania for domestic use, opening up new options for energy developrient. 

The prospect for discoverinin any oil reserves Is still uncertain.
 

Financial and economic constraints have so far inhibited a full scale activity
 

in searching for oil. Oil isexpected to continue to be Imported for the
 

foreseeable future.
 

Coal deposits mainly in the Southwest are est1l~ed at 1.3 billion tons.
 

Currently, only a few thousand tons are produced annually with a potential 

for a steady increase in the future.
 

The country also possesses good hydroelectric potential with the potential 

Output estimated at 1,400 MW. The current output level is haru y adequate 

to meet domettic power need%, Currently, two linportant m1,ilti-purpot, hydro­

power plant, are plarined. 'tiegler'i Gorrqr on the Pufiit iver with a 

possible Intalkrd cap ity of n(X) MW it the larjrft one. Puorw) falls on the 

T1J irI[([ -a ; f! Pipor, N. JIM, lnerZ. (pationt nd Poflcyi1%u.7% 
In (untr1e., 19vchp19[(1919, WAkhlngtin. b- C.... 0 .. 

http:proccs.cs
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Kagerd River isanother. Both of these projects are designed to contribute
 

to agricultural productivity through irrigation and flood control. Although
 

the potential for hydro power InTanzania isgood, progress in this direction
 

in the next few years is likely to be very slow in the face of the prevailing
 

financial and human resource constraints. The possible contribution of
 

non-traditional renewable energy including geotherritl rrsourc.., i4 1-o being
 

assessed by the qovernment in preoaration for a strategly of its developnmnt. 

B. Major Issues and Outlook
 

1. Commercial neroy. Steep increasts in world oil prices since 1973 

have p'aced severe drain,; on the Tanzainian econ(Xny. The oil import bill 

as a percentage of Tanzanian expo.'t earn inq. icrea-ed from 10. , percent 

in 1972 to 22 percent in 1976, to 40 percent in 1979 and is etinited to 

increase to at least 45 rercent in 1980. 1l impo.,ts interms of physical
 

volume were at a fairly stable level of a million metric tons per year during
 

the mid 1970s. The successive increases in the country's oil bill have
 

reduced imports of inputs to the vital sectors of the economy, in particular 

the transport. manufacturing, and construction sections. 2 A negative 

influence on the growth of these sectors has laready been exerted since
 

1975 with the continued decline in the ratio of imports to GDP. It is
 

believed that Tanzania can no longer accommodate a reduction In energy imports 

without exacerbating the current situation. 

The growth of Tanzania's modern sectors critically depends on the 

continued use of coem ercial energy. Despite the anticipatrd increase In 

world oil prices, it isunlikely that these vital erctor% of the economty
 

Will quickly develop a technolo rqIal apai(Itv to s.ub-tltutr alterrnative. 

dore4stically produced (uwrw-rci l for r'. of r r r-tjy for mwre expensive oil. In 

T1--'l"F--jr~r andl 19f., 4ah vlated fromirr. the source% of UN 
-,5tti 1t '.erit. .- 1 191 " N. 1979 and areIal Ir . -, Iho 19& figures from 

tKe Toni'anfinn rsovernment Ii on~ii Report.
2. The eff( t% of the oil pi ce rh n 1 criultural prmdution have not b#en

Invest igatvi. It 1.plausible, however, that the "utal sector In 9tlerf' 
has teriied to fare much better In c(sM(ariton with tno inJustrial seCtor. 
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the transport sector, there is the possibility of substitution through the
 

more extensive utilization of the railway system. However, the railroad
 

network in Tanzania is still sparse and inadequate, and Is faced with
 

various maintenance and operational problems. The other major user of oil
 

is industry. Hydro power using non-oil resources '1)may be a feasible
 

alternative to imported oil for Tanzania. Again the hydro possibility will
 

be 	beset with many problems--long gestation period in the compfletion of the
 

project, and attendant large capital costs. Various World Bank studies, for
 

instance, have estimated that hydro and nuclear plants would require 50
 

percent to 1000 percent. nore capital investiT.nt, ind coal fuel plants 30 
1 

percent to 40 percent ,ore than comparable oil fueled plants. In conclusion, 

In the short to medium terms sustained economic growth in the moretized 

sectors would be feasible only with cont.inued export-sector growth, which
 

would permit continued imports of oil and other inputs. In the longer-term.
 

Tanzania ought to explore possibilities of developing its hydro and coal
 

potential in order to reduce dependence on oil. However. Tanzania's
 

dependence on oil is unlikely to diminish significantly throughout the 1980S.
 

Z. Con~entional [nergy. 2 Equally and perhaps a more serious long-term 

problem Is the deforestation implications of Tanzania's increased depeneence 

on fuelwood. FAO projections based on historical data Indicate that fuelwood 

demand in Tanzania will grow at an annual rate of one to two percent over the 

next two decades.3 The probable future rate of fuelwood depletlon may be 

1. 	 Such unconventr|onal renewable energy resources as wind, tolar and blogas 
may have a certain role to play in the future enerjy vhortaie% in rural 
areas. However, because of thq costs and l1imltation; in terhnoloqy it Is 
unlikely that they can be substituted on a larqe stale l for conventional 
Cormercial energy for the foreseeable tjturi. 

2. lncludet the traditional, non-renrnwable enerfly u(.ur-er such as fuelwood
 
and charcoal.
 

3. 	Calculated frtmn FAO ProductIon Yearbook data, 1977. 

http:investiT.nt
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higher than that projected by FA0, l considering the fact that the projected
 

rate of population growth per annum is2.7 percent and that alternative
 

energy resources to substitute for traditional forms of energy will not be
 

readily available 3t reasonable cost to satisfy rural demands on a massive
 

scale. There isevidence to indicate that the p.-'zjure of demand for 

fuelwood has resulted insevere deforestation 4nd subsequent soil erosion. 

particularly inmany semi-arid regions of Tanzania where forest regeneration 

is slow. Presently, the deforestation problem in Tanzania is not as severe 

as in more densely populated countriesIin Wet Africa. However, given the 

present trends in consumption and in the ab',t.nce of rfna-sive efforts for 

afforestation and reforestation.. Tanzanla will be experiencing fuelwood 

availability problems In the foreseeable future. 

1. Ofter Informul atimtes put domestic wood consumption at 5.6
 
million cubic metrs per year, which isexpected to increase over the years. For example, Tanzania exported IM tons of charcoal to the 
Middle East countries In1972. The figure isexpected to rise to
30,00 tons in the near future. See Africa, No. 108, August 1980,
P. 75. 
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X. SUMMARY AND IMPLICATIONS FOR AID ASSISTANCE
 

A. Summar y
 

Tanzania has the long-term economic potential and the
 

resource endowment to permit. signiticant economic development
 

and alleviation of poverty. Tanzania also has 

a 1s'tem of production and a distribution of prcductive 

assets such that future growth in income wiil tend to be 

equitably distributed.
 

Tanzania receives stqnficant amnounts of external economic 

assistance-- perhaps up to $600 million per innum-- which provides 

it with the opportunity to realize its economic poit.,iti.al. In 

spite of these favorable economic factors, the economic out­

look for the next two to three years is dim, given the currnt 

functioning of the system and the present set of economic policies. 

It is reasonable to expect some relief from the severe degree of 

the 1979-80 crisis; however, it is too soon to say whether suffi­

cient internal measures will be taken to accomplish a substantive 

long-term strengthening of the Tinzanian economy. 

The crux of Tanzanian economic weakness is related to declining
 

or stagnant physical production levels and falling factor produc­

tivity. Phymical output and productivity have been d-clininq for 

several yoars. The latest crisis is the third ont, 4,t tht, Iea(ie, 

with the first one in 1970-71 and a second in 9 -U. An a reutlt 

of this pervasive economic weakness, only linite,l it,),jl rin hia 

beon made in alleviatint9 povatty in x -' i y..:! a l'uhlic inter­

vqntiono in economic activity, o.,j., pr ire nottirol;, tho pt.ttern 

of public invontment, substitution of public for private enterprise 

http:poit.,iti.al
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in transportation and distribution, have had the effect
 

of substantially reducinq economic efficiency without significantly
 

improving well-being through greater equity. 

The present crisis situation in which Tanzanid finds itself is
 

a result of the combination of sIeveral adverse exogenous factors 

(the war with Uganda, a drop in 1970 coffea pric.ot*iand 1Arqe 

increases in oil import costs) and a weak, crisin-prone economy. 

If Tanzania is not able to strengthen its economy by increasing 

production levels and improving factor productivity, it will
 

continue to be especially vulnerable to adverse external develop­

ments. Indeed, Tanzania can realistically anticipate occasional
 

adverse weather conditions and annual incroases 
in energy prices -­

along with price increases in many other imported goods and
 

services -- plus population growth. If the producing sectors
 

continue to stagnate and decline, however, these three factors
 

alone will be sufficient to generate a state of chronic and
 

increasingly sovere economic crisis.
 

Zn general, there are two kinds of policy'response* needed: (a)
 

policy responses aimed at addressing the short-term balance of
 

payments problem. These essentially involve stimulating the
 

supply of 
exports through a variety of price and related incentive
 

measures, and curtailing domestic expendituras and credit expansiont
 

(b) policies thataim at stimulating longer-term efficiency of
 

production, manAgere.nt and (list tMot lon. 

Zn marly Canon the two not n,, lli,')I na ItlenticAl, e.., 

reduct ion in c'rmilit to itianrc-e dOnftiito 1)f the parAntatals 

might et$nutalito (tie. ln.ci,01 ' (ng-talm Orftctency. Modific#tion 

http:manAgere.nt
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of the agricultural pricing structure could cause commodity
 

exports to increase while simultaneously improving the allocation
 

of resources within the sector.
 

The Tanzanian Go'ernment has concluded a standby agreement with 

the IMF that calls for restriction of government expenditures 

and credit expansion, measures to increase output, particularly 

in the export sectDr; a phased reduction of debt arrears; and
 

further examination of the exchange rate question, leading to
 

agreement on exchange rate policy by June, 1981. On the demand
 

side, the program is a lenient one in the sense that the limits
 

on expenditures and credit expansion are essentially thoje made 

possible by the assumed reduction in war expenditures, and the 

liquidation of debt arrears is to proceed very graduall,. 

Accordingly, there is a heavy burden on iupply side policies if 

the goals of the program, including the establishment of a sound 

basis for more balanced growth of domestic Ipro6_ction over the
 

medium-term, are to be achieved. Tanzanik has taken a number of 

steps in the right direction in recent months. Tanzania's public 

statements about the role of prices (including the exchange rate) 

and other issues surrounding the agreement, however, are not 

wholly encouraging regarding the nuccoss of the program, becaust 

these statements frequently reveal an inwillinqnonn to come to 

grips with the severe resource conatrainto facing the country. On 

the other hand, the Tari.?n, ian Govornmnnt han in the pant shown 

conmiderablo praqmtism and capacity to adjust and change 

course when faced with difficult oconemic circumstances. 
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The agriculture sector is a key element in both the short-term
 

and long-term outlook of the Tanzanian economy. It employs
 

about 90 percent of the economically active population; it
 

generates 40 percent of GDP and 80 percent of export earnings.
 

The Tanzanian agricultural resource endowment is adequate rela­

tive to the population ftr the agriculture sector to become a
 

significant jource of long-term growth. The distribution of
 

agricultural assets is of such a natue that redistribution is
 

not a prerequisite to promotion of an accelerated growth policy.
 

Agricultural performance has been lacking on several counts:
 

(a) After expansion in production of food and export crops in
 

the 1960s, export volumes declined by 18 percent during the
 

1970s; (b) food imports have tended to increase from near zero
 

at the beginning of the decade to high levels -- rice and wheat
 

imports have been routine.
 

Agricultural prices shifted in favor of food crops during the
 
has
 

l970aihowever, the official price systen/tended to simulate a
 

demand pattern which does not exist. The result is surpluses
 

of foods such as sorghum, cassava and millet, for which there
 

is virtually no domestic commercial demand, while wheat and
 

rice remain in perennially short supply. Export crop producer 

prices have declined in real torms and relative to food crops, 

while marketing coots and export taxes have increased dispropor­

tionately. An a result, farmers' sharen hav dncreased in spite 

of rising trends in most international commodity prices. Overall, 

pricing policy has cauned serious resource misallocation and
 

major deficits in the National Millir4Corporation (NMC). The
 

NMC deficits have in turn contributed to inflation which, in
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combination with declining export volumes, have weakened the 

Tanzanian international trade position and made the economy more 

susceptible to dt'..r.3 internationl changes such as oil price 

increases. Lastly, there has been a tendency for an excessively 

heavy reliance on agricultural pricing policies and neglect of
 

policies to increase agricultural production. Price policies and
 

resources have been used extensively to influence the composition
 

of agricultural output. The core problem of stagnant aggregate 

agricultural production has continued largely unaddressed. A 

shift in policy instrument emphasis as well as major price policy 

changes will be necessary to place the agriculture sector on a
 

sustainable growth path. 

The industrial sector has focused on relatively capital intensive 

import substitution. Despite public statements in support of 

small-scale rural enterprises, the bulk of investment has gone to 

major industrial units which have not stimulated sitInificant 

increases in employment while operating at low levels of capacity 

utilization. The transport sector has been characttrized by 

significant inefficiencies partly as a result of external ditsrup­

tions - such as the breakup of the East African Cortanunity *'nd 
partly because of
 

the Uganda war, / scarcity of foroign exchnn je and partly an a 

result of a shift to public transport in tho trucking industry 

which hans shown to be 1o5 efficient by comparison to private 

operatorn. 

There are pervasl/e shortages in skilled manpower and breadkowvn
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in management. This problem is magnified by the fact that
 

Tanzania is primarily a planned economy which places large
 

demands on managerial skills and administrative efficiency.
 

Finally, the oil price increases and related scarcity of foreign
 

exchange have adversely affected production throughout the
 

commercial sectors of the economy. At the same time deforesta­

tion is a problem afflicting the supply of fuel to the subsistence
 

sector. Tanzania, however, has significant amounts of untapped
 

energy potential which can be used to address its long-term
 

energy problem.
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B. Implications for AID Assistance
 

1. The _resent AID level of development assistance ( about $20 

million) appears to be appropriate and should be maintained 

in real terms over the next few years. Significant changes 

in this level should be related to progress made by the 

Tanzanian Government in improving the overall economic policy 

environment, reducing inefficiences in resource utilization 

and stimulating increased productivity and growth. Maintenance 

of a relatively constant real level of economic assistance is
 

justified because the Tanzanian Government has demonstrated a
 

strong and consistent commitment to the principles of broadly
 

based development. Whereas this report has concentrated
 

heavily on problems, Tanzania has established social and economic
 

goals which AID can readily support. Furthernorc, Tanzania
 

has made reasonable progress in pursuing its major social objec­

tives, such as universal primary education and improved health
 

care delivery systems. Many of Tanzania's economic problems
 

can be traced to a combination of Tanzanian policies and
 

unfavorable international developments that have placed a
 

signficant strain on the economy. Tanzanian economic development
 

policy has been slow to react to the unfavorable events of the 

19703J, partially because of its firm commitment to particular 

long-term social and economic objoctivom. Howevor, it in becoming 

increasingly critical to the realization of thtino long-term objec­

tives that Tanzania start to adjust its (Invrlopmont poll cin.s in 

the 1980a. It is important that AID assitanco be maintainod in 

support of Tanzanian efforts t:o adjust to the International trends 

spawnod in the 1970n. Maintainanca of a nound ralationahip with 
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Tanzania could serve as a basis for 
a more active assistance program once
 
Tanzania has made the policy adjustments it must to pursue sound
 

long-term economic growth and development.
 

2. 
The present emphasis of AID economic development assiqtance
 

on rural areas and agriculture is appropriate and should be
 

continued. The agriculture sector has sound development potential,
 

a strong comparative advantage in many activities, and the greatest
 

potential for generating economic benefits 
for a large proportion
 

of the population. Agriculture will continue to 
employ most of
 

the economically active population for 
the indefinte future. A
 

continued s rese on assistance to agriculture is justified because
 

the sector offers a number of prime opportunities to pursue both
 

economic growth and equity objectives sinultaneously. The Agri­

culture policy environment has been plagued by considerable prob­

lems including pricing and other administrativco pcllcien that 

have inhibited increases in productivity, relative neglect of 

agricultural export crops and confused incentives in food produc­

tion.
 

a. 
AID's focus should continue to be in intervention. that
 

would increase productivity in the food sector. 
Other donors
 

are expected to place significant emphani in tho. agricultural 

exports area which is critical to T'nnnniasn proapiecta in 

increasing foreign exchange anrninrs. 

b. In order to enhance lonq-tnrm |roluctivi.y irow A 

should become more involv,1 in applied ariculturl research. 

It is widely acknowledged thAt A1D has extoneiv. experiencs 4n4
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access to a large stock of technical talent in this area and
 

that applied agricultural research is weak in Tanriania. Invest­

ment in applied agricultural research offers at least two iinpor­

tant advantages: First, in spite of current aqricultural policies,
 

the probability of realizing the inmediate objectivets of the re­

search in not appreciably altered by prevailinq condit:ionu (0 g3.0 

a better plant, cxm sitill 1u deve lopd) econd , although the 

eventual outcome of 4',qricultural |policy re foirm, will .affect the 

degree of impact that rc-i eirch re iulti can exert, a pp lied 

agricultural research adds an im|port.int. lime ,ii to po licy 

flexibility. In addition to appipli(.tion of r ircing policy to 

influence output levels, research can lower production costa 

or risks and thereby be used an an additional tool to influence 

output levels. In a situation in which pricing policy is less 

than optimal, judiciously applied resoarch becomes proJportlonately 

mre important as a policy tool. 

c. Agricultural research initiatives should ,. 

preliminary economic analysis of agricultural syatefti and_ j.olltIem. 

Given the extraordinary range and degree of economic ,liti t Ionn 

existing in the agriculture sector, some background vci'Ur lic naly­

sis is warranted to help quid. the allocatIon ()f r t.-,mciah i i'-coa 

so research efforts can be adapte. to tha 1Jtovnil,, agi o-C-(-onom1c 

context. The blendinr of ai:ricultui ie4 no.niac- WithC~ftm)C 

analysit has the potontlal cuf becminjgl an a 0 irf¢1vO tloo l In develop­

ing ma hin th I Vie Mt r 14,fI)h I o (n. j. d1 c 1 niu cono-Vc I I'e 

mic lopman mtntt tO rann Iri(Tomon Awhi In lilfig .1 fgtirfox in apecific 

prioduc sit .jci (ort thiraroa Which toa (pi DI for' Which bto$ no flattia I 



market) and otherwise helping to optimize the economic effects
 

of applied agricultural research.
 

3. The tron overaill commitment of the Tanzanian Government
 

o euitbl _rowth and the relatiwe euita b le distribution of
 

azsets and arv (_ n perforn nceo of
income juxtaronegId ejainst recent 


limited jLroAnctivijy_,!/j.inui and Incoy iogrowth t hej'oo" Aq,ainst
 

this backgjround, thw (jrevattist woi, h in choOisin futotiU , AID
 

activl~y-'f Of (lteIqroftphrc tt1VAM hoiui 1 e ize l.-ted to 

the likelihood that thet activit.y willit.mui, t, h t i o . and 

output growth; less concrrn should be (liven to ,exj4Vl1t tiir tin 

activities to the poor, since there S strong likolihoor. that 

gains in output and production, if they occur, will indtevd Lenlefit 

the poor. The 1902 CDSS and supporting documents stress roncentra­

tion of assistance on the Central Zone of Tanzania (Dodoma, Southern
 

Arusha and jitngida rogions) an warranted because the Central Zone
 

iLoneof the poorest in Tanzania and is subject to frequent droughts
 

and that AID activity there would tend to reduce the need for Tanzsnia
 

Lmport food. It wa proposed that an AID effort in the Central Zone
 

bes initiated by a series of development activities In the area
 

around the provincial capital, Dodoma. It was further ntated
 

informally that the proposal to open new activities affmui Vodoma 

was an effort to be responsive to requests by th, miniitai of 

Agriculture, who is rrom the area and who in et.I4,1; nupjort for 

the planned move of the Central if),vez , 

A shift If All) Ic!ti 1- aWiljn i 'iomn. tos, pi C(ie inia inL. 

larijaly' A Mflt 1jqt 10 i knj 111:11 t he '.'iVOcI Tn1*in hAM Afgta~d to 

deay Itanatei uit Ilia national vapit al. Whiles patt tof the flQ'loeA 
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region are obviously poor and drought-prone, the data on produc­

tion do not support the argument that the region is a serious 

drain on national food sjupplies. To the contrary, it is an impor­

tant supplier of food. The rationale for the propoual to shift 

more AID activity into thet Central Zone involveti the principle 

of the relativeI weight ilven to income diritribution effects in 

.
the alloca tion of de elopmentLi xt irx e In ThI'r n z jnin,relAtive 

distributional conctrnli arit of liuittt rol.van in ,;uiding 

resource allocation for largle seqwoitn of the x111ix .iv(xcto r 

because the bulk of the citizeus in the:we j t.- arefarq, -;,,,ire all 

absolutely poor. Probable effectiveness i~i the frlo t relevant 

guide once tihe large segment is identified. 1)itrrlhut iorl.al con­

siderations in t.3 context are relatively minor, and there is a 

good chance that welfare differences among the absolutely poor as 

indicated by most indices are not reliable. 

4. The olicy r ponse of the Tanzanian Government to its
 

current financial crisis has so far not been sufficiently convinc­

1 th non-rect Assistance in conjunction with the II!01. or 

in s qt---of IMtt--)a's the n-- the as most artlertivcv zixms. (_-f 

channalini AID resources. This factor combined with th weak 

rinstiturional brse and admrinlstratlvR ott l1nw4erm 1 i that 

AID cor.tinue its focus on projectJ. mintan-v. 

At the name tim , %If ahould -xptorr, )I~,,, i trxi io r,(j tw)ro 

t eIOX001 11no of Itm annistnt lr''hZ!1'v I0rIWay*,: t hnI pt otit)c 

fta t'(dI C0,11, cn nif )r rtilt- 1'11 Cxchal'i n' ) As t heI' 1tx Ic Iy 

of An"intanr,' Il a sall way toj ":ian il:a% In ita prement financial 

crisiu. IxctfCame8l analysisIn r100id04 of ways to davelop ion­
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project assistance activities so at, to be prepared to be suppor­

tive of policy changes once the govornment shows indication of
 

willingness to promote policy chanq#s with significant impact 

on economic cfficicncy, nnpecially in the agiricultural sector. 

5. Recurrent con t~s and recurrent con t tinancing should be
 
s..iven prom!jn1irnt and oxjlicit connideration in new rJct , _,_o
 

gine new proposals, 

and wayq to.tro jroject rt.ecuri on t co..i t Iinc i nt should he 

explored. It i:s reasonable to ex4,,(t thait the T,nzini.-%n '.overnment 

will not be able to pay all of the con t: ncotiistrv to m,:lintain 

and/or operate a project onece it becomnen opr.itional. Therefore, 

how the recurrent cost of a project will be covortdl -Ahoul t iqure 

prominently in project selection and project dttusin. Two points 

seem particularly relevant to this constraint: (a) look for projct
 

activities which, when completed, will become self-contalned opera­

tions, e.g., private enterprise or activities where user 
fees can be 

charged and immediately turned back into the activityi (b) explore 

ways to adapt assistance to cover project recurrent costai it 

might be appropriate to consider earmarking budget support In this 

context. 

6. There ar__ ignlif.cn t andandrvasiVe admin tive and 

ip lementatton bottlenecks atltctin% most donot rt_ t.1 Many 

existing activities are not functionin ade untely an a re .ilt _of 

ineffective management, lack of skilled perrionn"! rontufuna oliC 

T phem m. e that a 7t vYjo)iobiemn a~ast future ,f fort tebad,lrectad A |Ut 
_____t (a) a(horo i 14 'Ih t lionin, O istin n____ ­

tion. 'and rAt than !)tpoects ,r otArtinq new onea nIW 0r­

http:ignlif.cn
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Jects are designed in ways that minimize demands on additional
 

Tanzanian management and administration, and do not depend for
 

their success on a siqnificant number of intermediaries and linkages.
 

Thus, for example, projects should be avoided which require 

at wall as manaqvnront and cordinatingseveral loqi:tieal mtcps 

To at larqt,, oxturnt thisfunctions external to the projt-ct ittio,1f. 

approach i i alrealdy beoinq ollowod by AID)/'I'thzania. It is nottd 

of doubt abouit Covrnment coiunitanentthat the reatio' its not becau,t 

pi tie,to support projects during and atter tht- inve:it t |mos but 

rathir to adjust to prevailing conditiont) of widtoipreid rihortates, 

'yatemic dyvaurctiol.transportation difficulties and general 


success in projects which re uire onVolnf,
(c) In order to.- ....assure £ c as s ---{i--11l 1, tion, 

profeunional management and technical exnertinnAID should make 

pommitments for long-term involvement. In such projects, there 

in a clear danger that if AID discontinued its support to the 

a short period, the project will not continue to
project after 


function after the assistance has terminated. The approach is
 

recompmanded because of prevailing Tanzanian conditions, such as 

the scarcity of qualified Tanzanian technicians and the high level 

their skills exerted by the large number of developmentof demand for 

projects in Tanzania. In addition, there is a pervasively high 

level of disorder in operating conditions involving logistical prob­

i a'jisalems, scarcities and constant necessity to deal with myriad 

mtmL' rt-iully,tiona. For certain projects to continue to op|tatt 

it is nersuaAry that they have (oniatent anl expas i¢tit'1 minl-r­

ment . rot tho' r?~Iltitalm i~t 15 not pl*i c.41 If A01lwxt t h.t 

to i whlch involve d1ay-to-dayforeign tochrlihl1 .nint.%Mic, pro ]cct 

mlane .ftlaf t llI)* timltoatafcii ntl thAt the pil )ecto will cootinLec to 
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function in an effective manner. Thus, the idea that assistance
 

to activities should be curtailed because the assistance has been
 

going on for a number ofyears is not well attuned to the Tanzanian 

context. Instead, any decision to decrease or discontinue assis­

tance to a project which is tunctioning well should be closely 

reviewed with respect to the probability of the plroject be inq able 

to continue to operate near capacity atter the aanistanci has been 

discontinued. Indeed, if the project is functioninq well it should 

be examined to se if there is justification for replication or
 

expansion.
 

7. There are significant distortions in the valuation of 

capital which contribute to low capacity utilization, rapid 

deterioration of capital stock and unwarranted 

capital intensity. In light of 

such distortions, great care should be followed in the evaluation
 

of capital costs, depreciation and rates of capital utilization
 

in evaluating all projects with substantial capital content.
 

Tanzania is faco with an apparent paradoxt there are apparent
 

shortages of equipment, and in many canes physical infrantructure
 

is badly dotecaiorated. In practice, however, thor in rommon to 

believe that many of the equipment shortages and inle,-i with 

physical infrastructure occur because the oconomik, myn;er works 

in a way which effectively assigna a low vanliu to rlxr , capital 

and an axtrnmely hiqh value to (lprtm l caplital.' While fixeI 

Capitol In uonrre oIn-n economic('ior lat lye fact or atipily nano*, 

Tanlan an ilerInI t:k; an 1 Mlh11,q in are noAt o frontad with the 

lilto direct tratdoof in notulrlno r)ra capital e,|ulpment. Operational 
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there is no cost to the individual recipient of capital. It comeas
 

from the outside. There is little or no penalty associated with 

having redundant capital, and having the physical capital on hand 

helps to offset some risks, e.g., unavailability of spare parts. 

In contrast, there are explicit opportunity costs present in the 

allocation of operatinq capital., and the iore operating funds are 

with no imned­constrained, the tiha rper the tradooff. Expenditu re 

iate consequence is delayed, andl turdt aer( U.cid in.it ad to rI'iU t 

immediate demands. Thus, preventiw4, irmaintenincel, tor et!XAI)TLe, is 

a relative luxury. Tanzania receive:; a relativtely larle volune of 

donor assistance which In conbined with a relatively n::all mmae­

ment and skilled manpower base, limited institutional ct0pV.ity, 

and a shrinking ability to finance operating costs. The results
 

are a tendency toward excessive (idle) capital and sharply
 

attenuated operating life for capital. Thus, evaluation of the
 

capital assistance element of a project proposal warrants rigorous
 

examination.
 

8. Asulstance activi&ies which attempt to increase utIlize­

tion ra ;e in Indgstry or other sectors solely thrguq _
 

vioSn of in'utf will end to proVide 9elv Mod2st-A,1+ dh _t
Sa 


livgd titm~lux to Incrasing output. There is an apparaint wirle­

spread and urgent need to supply industries with inputs to en­

able them to operate near their designed capacities. 1iowover, 

in light of prOVA iltnJ incentivan relA tinl to ric, a' y k . i !iration 

and valuattiu of cplial, incroane-i nvnflaM1 lity ofr tntermediate 

zefo(zi theinputis al4ntt- awl~ In ttlue elmenra of f stait! r on 

valuato' (., capital, in likely to) yiOlvl lo;w raturns. 

This in onp-ci-ally the crase whan tharts are 
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difficulties in ensuring that all of the necessary complementary
 

inputs will also materialize.
 

9. Given the scarcitiyof adequately t rained rnanpower and 

IS& critical role in Tanzanian develop rent_ e,xistinq man )ower 

forecasts and 4usit.jmeint need to 14 uplirrad ef. This action is 

a basic first step, in utaVtinq to I itionalizo manpower planning 

in Tanzania. Consideration needns to be (liven to technical 

assistance activities in thi: area. Moreover, it appears that 

in Tanzania as well as in other parts of African, there are 

significant needs for training at the secondary level, in order
 

to address Tanzania's extensive management and skill needs. AID
 

could undertake a more intensive analysis of tnis area as part
 

of a manpower assessment effort with a view to defining what
 

types of education sector activities are most appropriate to
 

pursue.
 

10. The development of small-scale enterprises .located in
 

_ural areas may make significant contributions to rural
 

deve2M20t "d tO the alleviation of scarcity of emsential 

Uanufactured qoods contlod by the rural poDulation. 

The development of rural, small-scale manufacturing units of
 

basic goods (within the bounds of technical constraints and
 

cost effectiveness) has potential because small-acale operations
 

can use technologies compatible with local factor ondowments and
 

it carefully selected, reduce demaid t)r nar(e tranalo tatitn 

and distribution norvic tms.*rh , |jo'v I <t 4) r , vtl ,I tv. ci i cal 

asslatanco An1 1b y a: i III% a, 10 cV, gi 1ta l1t tu -0a = : -scle 

sanufr,' tlr flj In 11s1*a toliy .o) orujha0 1.Itd awl tha a y [ ,tovido 

broad opportunitien tor amstance. Any AI) activity in this 



- 228­

area shouO to conditioned on further clarification of Tanzanian 

Government polic" so that there can be reasonable expectations 

that inputs will be available and that the government will per­

mit private sector initiative unhampered by central administration 

controls. Nevertheless, there is sufficienit prima facie evidence 

to indicate that the Mission should explore opportunities for 

assistance, especially if the economic environment improves and 

there is reason to expand and/or diversify the assistance program. 

11, Development of energy policy planning capabilities, 

development of renewable energy sources and provision of invest­

ment resources and technical expertise for energy development ace 

important to creatiGn of a capability for self-sustaining growth 

in Tanzania. AID should actively explore the possibilities of 

assistance in this area. Tanzania appears to have a large potential 

for energy import substitution. This is obviously an extremely 

large area and onc.with a long-term perspective, but the large 

share of oil import costs relative to export earnings and the 

high rate of growth of petroleum prices suggest that a major 

effort should be made to accelerate formulation of a response 

to the problem. There is need for a syhtematitc plan for develop­

ment of an economically rAtional enar y import nubtitution program. 

Given the fact that Tanzania has domentic energy production potential 

ranging from traditional sources such as potrolaum, gas, hydro­

electric, coal and wood to nontraditional sources such an solar, 

wind and blogas, there in amplo opportunity to make development 

of domentic annrqy resourcos an integral part of Tanxsnian deveiop-

Pont st:atogy for the 1980s. 
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12. There is need to increase the degree of donor coordi­

nation. At present, there is a large number of donors active
 

in Tanzania and the level of development assistance is high
 

relative to Tanzanian absorptive capacity. As a result Tarzania
 

is hard-pressed to provide adequate complementary resources.
 

It has been argued, for example, that one effect of building
 

a highway is to thin out further the maintenance received by
 

the total system. The demaid for qualified Tanzanians to work
 

on projects or run them after completion far exceeds the supply.
 

Closer donor coordination can contribute to addressing these
 

kinds of problems. It is understozd that the Tanzanian Govern­

ment has long opposed collaboration in the donor community; however,
 

such collaboration offers perhaps the best means of coping with
 

the aggregate effects generated by the total development assistance
 

program and it can directly address Tanzanian Government concerns.
 

For example, with donor cooperation it might be possible to devise
 

an approach whereby a certain amount of budget support would be
 

made an integral part of capital or technical assistance activities,
 

e.g., for every million dollars invested in a grade C road, the 

klghway maintenance fund would receive a npecified lenser amount 

each year for five years following completion of the project. It 

is difficult to conceive of & Kchemo to relate donor investment 

activities directly to domestic aboorptivo capabilities in the 

absence of clos donor coopnration. r;m~larly, better donor 

cooperation would appiear to be a nocesnary ingredlent to improved 

manpower planning. 

13. Efforts should be made to exlor_ pw t.r2Ad. 
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Tanzanian decisionmakers with more and better empirical information.
 

The Tanzania Government is frequently handicapped by not having
 

sufficient information on hand to make well-informed decisions.
 

Tanzania is not unique in this respect, but the problems here are
 

exacerbated by the stress 
.n centralized decisionmaking. In the
 

context of such a decisionmaking process, empirical knowledge
 

assumes a preminum value. It is not suggested that support for
 

data collection be open-ended and indiscriminant, but rather that
 

it be selective, with collection directed to improving the
 

empirical understanding of controversial policy issues. There
 

appears to be a receptive environment in Tanzania for analytic
 

data collection and processing, and it need not necessarily
 

require large resources. Probably the main requirements are
 

flexibility in the form of assistance and ability to assist
 

small units and work in collaborative arrangements with various
 

levels of government and other donors.
 


