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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.

Tanzan,a also receive: significant amounts of external economic
assistance - perhaps J4p to $600 million per annum - which provides
it with the opportunity to realize its economic potential. 1In
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
tne 1579-80 crisis; however, it is too soon to say whether suffi-
cient internal measures will be taken to accomplish a substantive
long-term strengther.ing 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 setting, the
patterns of public investment, substitution of public for private
enterprisé in transportation and distribution, have had the effect
of substantially reducing economic efficiency without significantly
improving well-being through croater equity. ) a

The present crisis situation in which Tanzania finds itself is a
rasult of the combination of several adverse exogenous factors (the
war with Uganda, a drop in 1978 coffaee prices and large increases
in oil import costs) and a weak, crisis-prone economy. 1If 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 dovelopments. Indeed,
Tanzania can realintically anticipate occasional adverse weather
conditions and annual increases in enargy prices--along with price
increaser in many other imported goods and sorvicens--plus popula-
tion growth. If the producing sectors continue to stagnate and
decline, however, these threo factoras alore will be nufficient to
generate a state of chronic and {ncreasingly nevere economic crisis.

In genaral, thero are two kinda of policy rerponnas needed; firpt--
policy responses aimed at addremsing the short-term balance of pay-
ments problem --thene emmentially involve stimulating the supplyof
exports through a varfety of price and related i{ncentive ineanuren,
and curtailing domentic expendituree and credit expanaion; second,
there io the need for policiea that aim at atimulating lonjer-term
efficiency of production, managemoent and diastribution.
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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 p.icing structure could cause commodity
exports to increase while simultanecusly 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 in the sense 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 dcmestic 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 wilolly
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 ¢hange course
when faced with difficult economic circumstances.

The agriculture sector is a kay 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 cf export earnings.
The Tanzanian agricultural resource endowmant is adequate rela-
tive to the population for the agriculture sector tn 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.

Agruculturul performance has been lacking on saveral counts.
A

tr oexpansion in production of food and export crops in
the 19608, oxport volumes daclined by 18 percont during tha
19708s. Food imports have tended to incroame from near zero

at the beginning of the decade to high levela--rice and wheat
imports have become routinae.

Agricultural prices whifted in favor ot food crops during the
1970a8; however, the official prices have tended to ntimulate a
demand pattern which does not exist. The result In surpluses
of foods auch am morghum, cannava and millat, for which there
ia virtually no domestic commercial demand, while whaeat and
rice remain in perennially short rupply. Export crop producer
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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 riging trends in most international commodity prices. Overall,
pricing 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 aggreqgate 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 wkich 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 induastry 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
places large (emands on managerial skiiis and aédministrative
efficiency.

Pinally, 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 lupp¥y of fuel to the asubasistence
sector. Tanzania, however, has signficant amounts of untapped
energy potential which can be used to address its long-term enerqy
problem,

In light of theas findings, the implications for AID anainstance can
be summarized as follows, (More detailed dimcumsion of these
implications can be found in Chapter X. of the atudy.)
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The present AID level of davelapment 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 averall
economic policy envircnment, reducing inefficiencies in
resource utilization and stimulating increased productivity
and growth.

The present emphasis of AID econcmic development assistnace
to rural areas and tu agriculture is appropriate and should
be continued.

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

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

Agricultural research initjiatives should be guided by
preliminary economic analysis of agricultural syatems and
policies.

The atrong overall comrnitment 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 the poor.

Againast 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 productior. and output growth; less concern should
be given to explicit tarqgeting saince,

there is astrong likelihood that gains in output and production,
if they occur, will indeed benefi{t the poor.

The policy reaponse of the Tanzanian Government to its current
financial crisis has so far not been asufficiently convincing
that non-project asaistance in conjunction with the IDRD or

in support cf the IMF appears as the most effactive moans

of channeling AID reosources. Thic factor combined with the
woak institutional base and administrative bottlenacks suqgent
that AID continue {ts focus on project assistance.

Recurrent costs and recurrent cost financiny should be .ven
prominent and explicit consideration in new project proponals,
and ways to address project recurrent cost financing should
be explored,

There are significant and pervasive adniniatrative and
implementation bottleneckas afflicting most donora' projecta,

Many exinting activitien are not functioning adequately an

a8 result of ineffoctive managqement, lack of akilled parnonnui and
confusad policy aignale. These problemn suggeat that
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future e¢fforts be directed to activitiesn that: (a) shore
up and improve the functioning of existing institutions
and projects rather than startirg 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 technical expertise,
such as seed multiplication, AID should make commitments
for long-term involvement,

There are significanc 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. 1In light of such distortions, great care should
be followad in the evaluation of capital costs, depreciation
and rates of capital utilization in evaluating all projects
with subatantial capital content.

Assistance activitiea which attempt to increase utilization
rates in industry or other sectors smolely through the pro-
vision of inputs will tend to provide only a modest and
short lived astimulus to increasing output,

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

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.

Development of energy policy planning capabilities, develop-
ment of renewable enerqgy sources and provision of investe-
ment reasources and technical expertiase for enerqgy develop-
ment are important to creation of a capablility for self-
sustaining growth in Tanzania. AID should actively explore
the poseibilities of aassistance 1n this area.

Thero {a need to increase thu degree of donor coordination,

Efforts should be made to oxplore wayas to provide Tanzanian
decisionmakers with more and better empirical information,



I. INTRODUCTION

One of the conclusions of the Tanzania FY 82 CDSS was that
AID needed a hetter understanding of the Tanzania economy, {its
problems and prospects prior to developing a more effective
long-term AID assistance strategy. In late April 1980, the
Africa Bureau cowmumissioned a study by a team of three AID
economista--Jim Mulge, Mike Crosswell and Kwan Kim who went to
Tanzanja for five weeks 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 reprasents the results

of this effort,

The study attempt to present a relatively comprehensive picture
of Tanzania's economic policies, problems and prospacts over

the next three - five years. The study does not i{tself present
a development strateqgy for Tanzania or an aasjistance strategy
for AID. It ims hoped, however, that the inaights of the
analysis can be helpful {n the devulopment of an AID assistance
strategy. Also, {t {s hoped that through interaction with
Tanszanian officials the study can be useful in more effective
development cooparation which promotes Tanszania's development
objectives,.

The papsr draws information from Tangzanian sources from documents

of international institutions such as the IMF and thae IARD and

from a review of some aspects of Tantanian socialiam.



The paper concentrates on economic problema, 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 econowmic performance and problema were the
elements which instigated the examination; therefore, frank and
critical examination is central to the exercise. Fvaluations

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. Progrecs
made by Tanzania in alleviating poverty and in meeting basic

needs is then addregsed,

The study then focuses on sectoral i{ssues: & major analysis is
presented of the agriculture sector and more brief treatment
of industry and transportation. Isasues relating to enerqy and
general manpower development which affect all sectors are then
exanined. The final chapter draws the implications of the

analysis for AID assistance programs.
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OVERVIEW OF THE DEVELNPMENT ENVIRONMENT
A. Developmental Goals and Strateqles

Tanzania, considered one of the world's poorest countries, has adopted an
agrarian society-based socfalist model of devalopment. The broad goals which
Tanzania hopes to achfeve are both qrowth and equity based on the principles of
self-relfance and democratic participation, ! The ultimate goal of develop-
ment envisions a society that provides an adequate level of materfal welfare
to everyone.

Historically, the main objectives of development for Tanzania fram the
time of independence to the 1967 Arusha Declaration were qrowth snd self-
sufficiency in skilled manpower. This growth-oriented strategy relying matnly
on private sector initiative in a mixed economy framework, however, fostered
the emergence of trends considered by the Tenzanian government as socially
undesirable: {increasing {nequity in income distribution and widening of the
urgan-rural gap.

In reaction to these unwelcoms trends, the new Tanzanfan policy-makers
undertook to formulate alternative objectives and strategies. Although policy
instruments and strategies have been undergoing a continuous process of
modification and change, the basic long-term objectives which they are intended
to serve have rematned steadfast. The mafn objectives of development for
Tenzania were enunciated 1n the Arutha Declaration and subsequent document:.
In essence, they contafn four elements of policy priority,

1. Comitment to African Soctalfsm. This envistons creation of the

"ufames”® village. Ufamea s based on the concept of the African tradition of
&n extended family system In which preductive activities and returns from thom

&re to be thared communally and equitably. The concept envistons ths creation

T, For an earYier discurtton on the Tanzantan model, ree B, Blue and J. Weaver,
An_Inigtal Arsessment of the Tanzantan Model of Guvelopment, A.1.D.

Occastonal Paper 1, 1977,
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of a society {n which the individual would function without exploiting others
and without being exploited by others. Subsidiary goals emansting from this
broad objective include: (a) egalitarian distribution of {ncome; (b) worker
participation in decisfon-making and (c) full employmenc. The basic strateqy
for attaining the goal has been to expedite state ownership and control of
the major means of production and distributton; organization of the rural
population in villages for communal productive activities and social services;
and administrative decentralization to the regional and village levels., Th-
dacentralization strategy fs intended to conform to the {dea of self-reli{ance
by entrusting the development task to the pecple. It 1s also meant to
facilitate the politicization of the rural population along socfalist lines.

2. Rural Development. Self-sufficiency in food {s the explicit target.

The strategy calls for organization of the rural population in villages and
increased agricultural productivity.
J. Self-reliance. The concept has many different connotations. Aoong

the most important fs the pursuit of the long-term objective of creating an
internally-based Industrial structure. The Basfc Industry Strategy (BIS)
has had as 4 long-term objective the transoformation of Tanzania's production
and consumption structure, which reflected the fnherited colonis) trade pattern
and dependence on imported supplies of basic coniumer and producer goods, (nto
8 self-sustainable, soctalist system based on the use of domestic resources
for domestic needs. |

In content, the BIS esphasizes the production of basic needs goods as
well as producer goodi. Producer 9oods must use domestic resources as far

2

88 possible, Ryt producer guods with high potential }inkages in a modern

1. For detalTa of the soctaltst industrial development model for Tanzante,
see J. Pweyemamu, Underdeyelopment and ndustrialization fn Tanzanta,
Oaford Press, 1974, V 4 - T

2. Tanzanis {3 considered Lo posyess adequate fron ore, cos) and Vime
deposits,
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industrialized economy (steel, cement, metals, chemicals, glass, rubber,
etc.) should also be produced using linported raw materials {f necessary.

The argument is that they are important because of their high 1inkage effects
and externalities on the economy. They are expected to permit adaptation of
production techniques to local conditiuni, and accelerate the economy's

growth rate in the long run.

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

of the other objectives.

Tanzania's developmental objectives are thus quite compatible with
A.1.D.'s concern about the protmction 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 basic human needs development strategy

8. 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 becoma more extensive, numerous public sector firms (parastatals)
have been created. The parastatal sector has quickly assumed considerable

‘ By the mid-1970s the public sector accounted

{mportance in the economy.
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 ujamaa villages for communal productive and
distributive activities, followsd by a movement to organize the ;cattered

rural population in villages. The system of central control to enforce

T, For details of the tnstftutional structure of the parastatal sactor,

see M. 5. 5. £1-Namaki, Problems of Management in 8 gigg%ggagg!1§895gn;:
The Case of Tangania, Noriﬁ-ﬂo;1an8 FGS!QiﬁTﬁb ompany , erdam, .
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government goals includes direct control over all foreign exchange transactions
including impeort-licensing by the Bank of Tanzania, and direct cuntrol over
most domestic prices including agricultural prices by the National Pricing
Commission and the Marketing Board.

In pursuing tho objectives stated in the Arusha Declaration, the govern-
ment has pursued a pragmatic approach: While public sector ownership of
process of production has heen stressed, in many 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,



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 developingb
countries. Of the 38 low-income countriec listed in the
latest World Developmant Report, only five expericnced more
rapid growth over the 1970s and the weighted average growth
rate for the group is 3.6 percent.l Tanzania's recorded
growth performance in the 19703 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 ins 3.3
percent. Tanzania is one of only three low-incom countries

in which the birth rate wose (although slightly) between 1960
and 1978.

1, World Development Report 1980, IMF (1980}). The five low-
income countries with more rapid GDP growth are Malawi
(6.5). Guinea (5.4), Lesotho (6.5), Kenya (6.7) and
Indonosia (7.8). Throughout this section, "low-incoma”
rafers to the IBRD World DﬂVolOﬁmont Report definition, which

usos a per capita cutolf o Tn Y977 and $360 in 19780,
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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.

Toble 1

Shares of Main Components of Pinal Demand in GDP, at
Current Prices 1/

1966-69 1970-73 1974 1975 1976 1977 1978 1979%/ 1980 19816/

Consump~
tion (C) 83.4 83.0 91.9 91.4 83,4 85.2 94,2 92,4 91.6 90.6

Invest-
sent () 16.7 2).0 22,0 21,1 19.7 19,3 19,7 20.7 20.7 20,7

Exports (X} 26.0 24,2 21.7 19.7 21.7 18,2 1.4.1 13.6 13,2 12,2

Imports (M) 26.1 J0.2 35.6 32,2 24.8 22,7 28.0 26.6 2%.6 23,3

Poreign
Savings 0.1 6.0 13.9 12,3 31 4.3 13.9 13.0 2.4 11,3

Dome st {c
Savings 16.7 17.0 8.1 8.6 16.6 14,8 5.8 1.7 8.} 9.4

BOURCE: INF (1980), IMF (1979), Zconomic Burvey, IBXD (1977)

a/
¥
&/

Note that CDP « C+I4X-M, Poreign Savings = M-X, Domestic Savings « [-)¥-X0
Provisf{onal
Projected
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The share of investment to GDP has been maintained at a
reasonably high level over the 19708, although the share is
somewhat lower in the second half of the decade than the first.l
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
importa. 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 indicates
some of the factors behind the observed decline in the share of
exports and the diminished role for doneatic savings in financ-
ing investment. Table 2 gives figures for annual levels and
rates of growth of real sectoral output, and Table ] presents
average growth rates for the 1966-72 period and the 1972-79
period. While total GDP grew at roughly the same rate in each
period, there are substantial differences {n the underlying
pattern of growth. FPirst, growth in monetized production

slowed significantly, while growth in subsistence production

1, Construction of the Tazara railroad helps account for the
high investment share during 1970-73.
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Table 2

Sectoral Output

(1966 Factor Prices, Growth Rates in Parentheses’

19686 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978
2,953 2,95% 3, oM J,on 3,205 3,166 ), 425 3,458 3,315 1,596 3,947 4,248 4,560
(4. (.0 (4.1) (0.4) (3.8) (-1.2) (8.2) (1.0) (-4.1) ‘8.5) (9.8) (7.5) (7.4)
186 192 136 135 9”7 152 119 91 g8 73 70 64 45
(14.1) (3.0 (~-29.2) (-0.7) (-28.1) (S6.7) (-21.7) (-23.5} (-3.3) {(-17.0) (-4.1) (-8.6) (-29.7)
$2% 572 611 €72 716 784 850 688 $CO 9C3 957 1,002 1,038
nr.n (8.9 (6.8) (10.0) (6.5) (9.5) {(3.4) (4.5) (1.4) (0.13) (6.0) (4.7) (3.4)
62 66 72 82 91 % 106 114 127 139 141 149 158
117.9) (6.5) (9.1) (1.2, (12.2) (4.3) (l10.4) (7.5%) (11.4) (9.4) (1.4) (5.7) (6.0)
224 %0 X9 291 327 380 402 418 413 g2 352 352 293
[(13.1) (29.%9) (6.6) (-5.8) (12.4) (16.2) (5.8) (4.0) (-1.2) (-5.1) {~10.2) (0.0) (-16.8)
22S 8l¢ 912 $14 .04 972 $90 1,039 1,068 1,074 1,077 1,162 1,284
{16.2) (-1.1) (11.8) (0.2) (1.7) (-1.2) (1.9) (4.9) (2.8) (0.€) (0.3} (7.9) (10.5)
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crcelerated 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) declined by mere than half. Indeed,
on a per capita basis, monetized material producticn fell. At
the same time, growth in public adminiastration and other
services (not counting parastatals in other secturs) increased

beyond the high rates recorded in the earlier period.

Table 3

AVERAGE ANNUAL GROWTH RATES (V%)

1966~72 1972-79 1966-79
GoP 4.6 4.8 4.7
Monetized (total) 5.5 4.1 4.7
Material Production 8.7 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

S8OURCE: Economic Burvey, IMF (1980)

The data for subsistence production are of doubtful reli-

lbllity.l Even if accurate, they highlight soveral ominous

1. B8ee Discussion, p.



factors. Pirst, 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.l Finally, recorded i{nvestment rates in
the subsistence sector, while positive, are quite low so that
4 pattern of growth dominated by growth in subsistence output
will not generate high rates of domestic savings.

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

Performance regarding employment has to be evaluatad with
Tespect to the parcicular laber market conditions prevailing {n
Tanzania. Ahout 90 percent of the population live outside urban
areas, and of this group about 90 percent are self-employed
smallholders, some of whom also receive income from wage labor.
The iand/person ratio {a relatively favorable overall, and there
18 no significane landless proletariat. Thus, while thae relatively

abundant rescurce in Tanszania {# unsk{lled labor, Tanzania does not

TR TONT, page 1s.



-13 -

redresent 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 rajsing preductivity
and {incomes of self-employed smallholders, most of whon rely on
extremly primitive nroduction methodu.l 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
Froductivity, using technologies that reflect the scarcity of
foreign exchange, capital, and skilled labor, is a significant one.

Data on employment growth and outnut growth are presented
in Table 3a. On the whole, employment growth has outstripped
growth of output, so that productivity of labor has declined.2
Tha most significant exceptions--services--is not a particularly
-salutary one since the value of output reflects mainly labor costs.
Thus, differences between output growth and emnloyment growth mainly
reflect growth in renumeration, that has little demonstrable
relation to oroductivity. Nor do the data necessarily reflect a
trand toward declining cipital intennity. Investment levels have
been high and most investment has taken place outside the
agricultural sector (where over 8% percent of the labor force
works). Rather, the picture is one of declining productivity of
all factors. “his is consistent with the gsneral view of weak
performance particularly {n the parastatal sector,

More generally, tiie 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 prolont.)

These crisaes show up most Clearly in the data on growth of

I, Varformance with respect to ralsing fncomes of amallholders is
discussed (n tha next wection,
2. The data on qgrowth {n output and amployment for astate agriculture

Ara not too comparable, Nonethalema volume trands for export crops
have surely fallan wall short 0? employment yrowth,

). There was also a 1970-71 "mini-c¢rinin."”
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Table 3a

Employment Growth and Output Growth

Share of Growth in Growth in

s Wage Employment Employment Output
Sector 1978 1973-78 1973-78
Estate Agriculture 27.7 5.4 2.3 *
Mining and Quarrying 1.1 2.3 -13.1
Manufacturing 15.7 6.3 3.1
Public Util}ties 3.2 - 2.8 6.7
Construction 9.0 -15,2 - 6.9
Comnsrce 7.9 8.6 4.3
Transport & Communica-

tions 10.9 1.9 4.5

Pinance 1.9 8.3 2.9
Services 22.6 2.1 10.5 **

BOURCE: IMF (1979) for columns 1 and 2; Table 2 for oolumn 3
. Growth rate for monetized agriculture.
#*  Growth 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 exogenous factors in
inducing recoveries whilc¢ others have stressed the oppo-
site set of relationships.

A revisw 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 importance
since the policy response to the 1973-75 crisis (and to the
1970-71 mini-crisis) i{n nany 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-
orisis, characterized by shortfalls in food production and a
consequent sh=.p rise in importa, was in part induced by mis~

guided policies. The response to this crisis is noteworthy
becaure it “involved steps which laid the foundation for the

1. James H. Weaver and Arne Anderson “ftabilization and
Development of the Tanzania Economy in the 1970s, paper
presented at the Brookings Inatitution Conference on
Economic Btabilization Policles in Lasas Developed
Countries, October 1979.
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policies taken to deal with the much more severe crisis of
1974-75." 1 These measures, which aiso have their counter-
parts in the response to the current crisis, included steps
that increased public control over various sapheres of the
economy; strict controls on imports and foreign exchange; a
credit budgeting system to control domestic lending 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 mevere drought and sharp increases
in import prices for fuel, fortilizer and food. The drought
ocontributed 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 prices for food (and
other items), while the capacity to export agricultural pro=-
ducts diminished. While these exogenous factors played a aigni-
ficant role, aome analyats discount their importance, and

emphasize the disruptive effects of villagization on production,

1. Op. cit., page 12, alting in turn "The Balance of fay-
Bents Adjustment Procass in Developing Countriea - The
Caso of tha United Republic of Tanrania,” December 1978
by R. Grean, D. Rwegaei{ra and B. van Arkadie, which
explains and defends Tanranian policy performance over
the 1970a.



<17 -

and the undue neglect of tha éxport crop sector in favor of
import substitution and industrialization as key factors in
the crisis. It is noteworthy that export prices increased
almost as much as import prices in 1974 (50 percent versus
60 percent), however, declines in export volumes tended to
negate the benefits of those 1ncraaacs.l

The policy response to the crisis included measures to
expand production, restrict demand, and mobilize foreign
resources. Producer prices for focd crops increased abso-
lutely and relative to export crops, and the shilling was
devalued by 11 percent. Public sector investment was redir-
ected away from infrastructure and towards more directly pro=
ductive sectors, primarily manufacturem and processing, but
not export crops. Communal farming waas de~enmphansirxed and
public pronouncements provided some sncouragement to small-
scale enterprismes. Smallholders were exhorted to grow food
or face starvation.

To dampen demand, importa were strictly controlled through
allocation procedurea for foreign exchange; retail prices of
gasoline, food and electricity were raised; taxes on consumer
items such as beer,clgarettes and textiles were incrsased; and

Sunday driving was bannad,

1., IBRD (1977), pp 72-7).
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Efforts to mobilize foreign resources were succoessful,
Net transfers, which averaged about $5 million annually {n
the 1970-73 period, rose to nearly $40 million in 1974 and
over 580 million in 1975. Net capital inflows also increased

'by substantial amounts, despite the decline ip disbursements

assoclated with completion of the Tazara railroad.

At the same time there was very iittle restraint on public
fecurrent expenditures and growth of the public mector, A 40
percent increase in the minimum wage was implemented in May
1974, the pace of villagization was accelerated, and target
dates for univeraal Primary education and universal rural wvater
Supply were moved up.

Efforts to generate mora revenues were not adequate to
counter-balance sharp increases in both recurrent and develop~
Dent expenditures occasioned by the increases in producer
prices for food, the ¥age increase, a determination to sustain
the momentum of development efforts, and an inability to
achieve {ntended reductions in expenditures. Accordingly, the
overall daficit rose from 600 million shillings in 1972-7) to
about 1.1 bhillion (51s% million) in 197)-74 and 2.4 billion

(8313 million) {n each of the next two fiscal years, Consequently,

the money supply expanded at annual rates of about 2% percant
between 19Y) and 197¢.
During the 1973-77 period conditions (mproved markedly,

The weather was favorable and international prices fur coffee
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and tea increased sharply. Agrlcultural output, particularly
food crops, rebounded strongly so that import requirements
egsed and the balance of pavments deficit was reduced substan-
tially.

To summarize, Tanzania endured the crisis through a com-
bination of belt-tightenina (as reflected in higher taxes,
reduced imports,and wage reatraint in the period after May 1974)
and mobilization of foreign resources. At the same time there
ware 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 shortayey, excess liquidity, and non-market rationing pro-

cedures.

c. The Current Crisin

The current crisis can be attributed both to economio
trends and policiens over the 19708 and other factors. Chief
among the latter group ia the October 1978 war with Uganda.
Needlenn to say, data on tha volume and composition of expend-
itures assoclated with this war are scant, so that it is Aiffi-

cult to appraise ita impact. Officlial estimates put the



budgetary costs of the war at $500 million, but it is not
clear over what time period these costs accrued.l 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 arcue that these expenditures
were particularly import-intensive reflecting costs for weapons,
ammunition 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 totai costs

of the war to the extent that the economy suffered suostantial

1., 1980 CDSS, page 16,
2. Tangov Economic Memorandum, April 1980, page 3

3. Tanzania Standby Request, August 1980, para. 4. The same
para. meontiona an increaso in the oil bill amounting to
$§85 million am a romult of oill-price incroamsea. To the
extent that some of the oill demand is related to the war,
this should also be included in the import costs of the war.
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dislocations in mobilizing resources for the war and conduct-
ing the war, which particularly disrupted transportation and
distribution. Other costs that would not show up in the
budget include the exceasive 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 costs 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 docline 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 porcent,
and volume increased by about 16 percent, so that coffee
exports fell in value by about $5% million. For the asecond
most important export, cotton (12 percent of 1977 exports),

a decline in unit value of 18 percent reinforced a 6 percent
fall .n volume, leading to a drop of $11 million in export

ourninq-.l

1. International Pinancial Btatistics, 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 * ‘xrms of trade fell
by 20 percent. 1In 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 adversc 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 of

trade was dramatic.

Table 4
Trade Data ($ millions)
1973 1974 1978 1976 1977 1978

Merchandise

Exports 3613.6 399,2 372.9 490.0 546.7 473.6
Merchandise

Imports 437.8 660.4 670.0 585.4 648.4 1006.1
Balance of

Trade -74 -261.2 =297.1 = 68,2 ~101.7 -%32.%

Source: IFS, September 1980.

At the same timo trends and policies over the period of
the 19708 put the Tanzanian economy in a weakened position

for coping with the crisis. The declining share of exports

1. IBRD Project Papar, Geptomber 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 emphaais

on food crops), inadequate investment and institutional insta-
bility. Wwhile export prices (international) declined from 1977
to 1978, they were still on the whole quite favorable relative
to earlier yecars. However, trends in volume have limited
Tanzanla's capacity to take advantage of these prices.

The role of adverse trends in oil prices over the 19708 is
difficult to gauge. Table 5 prescnts a comparison of develop-
ments in unit values, volumes 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 coffeec exports fell
well below that of petroleum imports, but rose sharply in 1976
and 1977 in response to higher coffoe prices. 1In 1978 and 1979
import volumes for petroleum rose substantially whilo coffee
prices fell from the extraordinarily high levels of 1977.

On average the volume of coffee exports waas lower in the
1974-79 period than during 1971-73. Had Tanzania been able to
expand exports of coffee, the difficult adjustmont to highaer
oil prices could havae been substantially modarated, given the

favorable movements in coffee pricems 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 PETROLEUM
IMPORTS AND COFFEE EXPORTS -2/

1971 1972 1973 1974 1975 1976 1977 1938 1979 1980

Coffee Exports

Value (TSh) 227 i8] 495 375 485 1283 1BS7 1303 1216 n.a.

Volume 71 109 120 82 109 116 87 101 90 n.a.

Unit Value 89 97 114 127 123 309 594 157 373 n.a.
Petroleum

Value (TSh) 215 2642 338 1004 590 789 843 040 1418 n.a.

Volume 102 98 100 81 42 46 46 60 57 n.a.

Price 79 92 128 467 514 550 596 606 Bl1 1233

SOURCE: International Pinancial Stazfstics, October 1980.
-8/ Volumes and Unit Values are expresssd in index form, with 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 baso (100),
the unit value indexes for cotton and sisal sach rome 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 negate the benefi-

olal effocts of higher export prices.

1. World Developmant Neports, 1979, 1980. International
Financial Gtatistica, May 1970 and October 1980.
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Thirdly, it became apparent that the relatively high
levels of investment maintained over the 1570s 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 a key factor under=-
lying the current crisis. They note that available resources
have been overcommitted, so that many projects have not been
completed, and completed projects have not been maintained. !

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, communication,
and distribution. The Minister of Planning reported that
between 1976/77 and 1979/80, "over 2000 million shillings
(8245 million) had 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 percent, and producer

prices for export crops were raised mignificantly. However, the

b Tangov Economic Maemorandum, March 1980, pp 1,2. It is
noteworthy that this discussion is deloted in the April
revised Mamorandum

2. Tanzania and the IMF", by Ki{ghoma Malima. Tanzania Daily
News, March 26, 1980.
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Ugandan war made it difficult for the government to control
public expenditures and growth in the money supply. 1
Recurrent expenditures for the 1978-79 fiscal year were 1.5
billion shillings (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 previcous fiascal year. (Sce
Table 6). Combined with a shortfall in domestic revenues,
this increase in expenditures necessitated domestic borrowing
of 3.4 billion shillings, leading to a substantial increase in

2
the money supply, on the order of 40 percent.

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
licensea. The decrease in import values masked a much sharper
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
goods associated with foreign assistance, it's reasonable to
suppose that most of the reduction came from consumption and

intermediate input requirements for economic activity.

1, The April 1980 Fconomic Memorandum alao menticna the need
to strengthen nerviceas (water, health, 1oad maintenance,
education) that had been neqlected as another acurce of
axcessive axpendituren,

2. The figure reported by the Tangov Economic Memorandum,
Agrtl 1980, page 0. Table 7 presents data accumulated by
the 1IMF.
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TABLE &

Central Government Pinances &/

(Tshillings, Millioas)

1976/77

1977/78

1978/79

1979/80

1980/81

Ogtcome Outcome Outcome Budget Outcome Budget Outoome

Budyet Outcoms Budget

4,317 4,466 5,780 6,897 6,839 $,139 8,169 10,584 9,551 11,871
3,272 1,399 4,770 4,839 5,+61 5,787 5,932 €,807 6,850 8,126
467 488 445 585 471 1,335 633 €81 718 622
3,79 3,887 5,211 5,424 5,932 7,122 6,631 7,463 7,568 8, 748
$78 579 75 1,473 907 2,003 1,478 3,096 1,983 3,123
5,915 6,445 6,863 9,102 8,83 12,081 12,828 14,477 14,401 16,303
3,931 3,526 4,480 5,180 5,345 €,505 8,C83 7,272 9,282 9,063
2,043 2,102 2,580 3,496 3,351 5,175 4,544 €,853 4,945 6,765
-59 a17 -197 426 143 401 201 352 174 475
1,598 1,97 883 2,205 2,000 2,950 4,659 3,893 4,850 4,432
620 528 745 1,097 752 1,911 1,276 1,850 1,337 1,929
978 1,451 138 1,108 1,248 933 3,383 2,043 3,513 2,503
192 -361 -735 -244 -587 -617 1,392 -216 1,714 -315
845 995 1,0 926 1,692 1,255 1,790 1,907 1,625 1,713

a/ SELKE: ¥ (1973, 1979, 1980)

* Wirmas denctes a surplus
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1973 1974 1975 1976 1977 1978 1979 1980 Y 1981 L4
4673 5347 S977 7121 92X 11170
674 630 1144 2109 1940
14.4 11.8 19.1 29.6 21.0
234 3304 114 5205 6201 6180 9020 10540 n.a.
- 6N a7 1024 996 -21 2840 1520
25.4 26.5 24.5 19.1 o 46.0 16.9 ’
n
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v [
6028 7160 8152 10051 12900 15555
1132 992 18399 2849 2655
18.8 13.9 23.3 28.13 20.6
3495 3291 358 6803 8I43 §728 12363 14680 n.a.
- 7% 1Y 1373 1340 581 3633 2317
22.8 26.5 25.2 19.7 7.1 41.7 18.7



There was little improvement in central government
finances during the 1379-80 budget year. Recurrent expendi=-
ture was budgeted to decline by 10 percent in nominal terms,
as higher outlays on debt servicing, the universal primary
education program, transfers to reqgional councils and the
fertilizer subsidy were to be wmore than offset.. by a subatan-
tial cutback in defense expenditure. In fact, defense outlays
for the 1979-80 period were nearly as high as in 1978-79
(Tsh 2.4 versus Tsh 2.5 billion, or around 5290-300 million)
leading to a TSh 2 billion exceass in recurrent expenditures
over the amount budgeted. As both development expenditures
and foreign grants and loans fell subatantially short of
budgeted amounts, and domestic revenues were as oxpected, the
result was a second large deficit that called for high levels

of domestic borrowing and significant expansion of the money
supply. 1

The effects of excess aggregate demand and rapid monetary
growth on prices have not been reflected in offitial price
indexes, which comprise controlled prices that currently under=-
state the degrue of (nflation. The National Consumer Price

Index increased by 12.2 percent in 1978, and by 12.9% percent

1, IMF (19600).



in 1979. Howaver the Tanzanian authorities acknowledge that
“Given the distortions of retail trade and the actual avail-
ability of commodities in short supply at prices hiqgher than
controlled prices, the official price index definitely under-
states the degree of inflation and erosion of the real pur-
chasing power {n the hands of the community”.

E. Policy Response - The Tanzanian Aqreement with the

Tanzania recently concluded a atandby arrangement
with the IMF for the period up to July 1982. This agreement
would provide Tanzania with SDR 179.6 million (about $235
million' including tranches of SDR 25 ($32.5) million per
guarter over the fifteen month poriod beginning August 31 of
this year. The arrangement is based on the Government's two-
year program of adjustment covering the fiscal years 1980-81
and 1981-82, (Seo Annex for the TanGov Program contained in
its roquest for a standby arrangement.)

The baaic objectives of the program are:
(a) to establish a sound basis for more balanced growth
of domeatic production over the medium term,

espaclally by reversing the declining trend in
output for exportsj

l.  TanGov Economic Memorandum April, 1980 p. 20.
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(b) to reduce excess liquidity in the economy and
ease pressure on prices; and

{e) to curb the external payments deficit while
gradually liquidating import payment arrears.

The program is predi~ated on several critical assumptions
including: sharp declines in imports and other expenditures
associated with the war; balance of payments support {("excep=
tional financing”) from sources other than the IMP 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.

0f 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
Irlq.z The assumed support for 1981, about $140 million,
is expacted to derive in part from an IBRD structural adjust-
ment loan. This assistance would be {n addition to the normal
flows of development assiatance, planned at almost §200 million
per year in grants for 1980 and 1981, and similar amounts in
medium- and lung-term loans for esach year.

Apart from efforts to mobilize loans and grants from abroad,

the key olementa of the program include improved budgetary and

1. TanGov Proqram, Para 5,

2. INF (1980), p. 13, The effects of tha Iran/lraq co.flict
are not cleay.
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monetary performance in controlling aggragatae demand; msasures
to stimulate output and generate foreign exchange in directly
productive sectors; a phased liquidation of import arrears over
a three to four year period; and a commitment to "consult and
reach understandings with the rund on exchange rate policy
prior to June 30, 1981".1

The 1980-81 budget (Table 6) calla for a level of recurr-
ent expenditure slightly below the realtzed 1979-H0 level of
T8h 9.3 billien ($1.1 billion), based on an expected decline in
war-related expenditures fiom Ish Z.4 to 1.3 billion, partially
cffset by an extraordinary expenditure of TSh 500 million to
finance past and current Ni4C (National Milling Corporation)
operations and increases in other recurrent expenditures. Tax
revenuas are expected to increase from TSh 6.9 billion in 1979~
80 to 8.1 billion (5] billion) the result of higher taxes on
beer, tnbacco products, gasoline and soft drlnka.2 Combined
with a small decline {n non-tax revenus, total domentic
revenues are expacted to rise from TSh 7.6 to 8.7 billion, or
within about T6h 300 million of recurrent expendituien. In

contraat, recurrent oxpenditures exceeded domentic revenuaa by

T8h 1.7 billion and T8h 1.4 billton during the paast two fiacal
years. (About $2C3 and §170 million reapectively.i

1. TanGov Program, para 16,

2. It {m noteworthy that the prive uf regular and premium
gasoline s equivalent to U3 $).20 and §).90 per galion
respectively,
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The remainder of the budget mainly comprises development
expenditures, foreign grants and loans, and Scmestic borrowing.
In recent years both development expenditures and foreign
revenues have tend=d to fall well short of estimates, as
development activities could not be implemented as quickly as
planned. Thce 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
batween th<tae axpenditures 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 (8305 million), about TSh 1 billion leas than for
each ol the past two ycars. The anticipated effect on the
money supply amounts to a 21 pnrcént increase (June 1981 over
June 1980), compared with a 30 percent increase for the
analogous 1979-80 period, and a 20 percent increase for 1978-
79. Half of this increase in projected to have occurred
betwaen June and Septamber of 1980, reflecting ssasonal factors.
Por overall domestic credit, the program anticipates jrowth of
20 rorcent from July 1980 through June 1981, compared with

expansion by 26.7 percent in 1979-80, and 61.4 parcent 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-

1 These measures include the export price

tion to exports.
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 yeara. Apart from price policies, the
government's inveatment atrategy:
"will focus on achieving a better utilization of existing
capacity and completing ongoing projects, particularly
those geared to the expansion of the export soctor.”
Within agriculture, there will be increased investment in sisal
rehabilitation, sugar production, wheat and oilsecd davelop-
ment, and production of farm implements and inputa. The
foreign exchange allocation system im to place greater priority
on imports of raw materials, spares and intermediate goodas for

orop authorities, processing units and estates as woll as for

the principal manufacturing enterprises.

1. TanGov Program, para 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 improve 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 necarly $240 million by

the end of July 1980.°

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:

Phased Reduction of Import Arrcars

End of Month Volume of Arrears (millions)
October 1980 8DR 183 = 5218
December 1980 8DR 173 = $225
March 1981 BDR 163 = §212
June 1961 BDR 15]) = $199

Finally, the fourth element of the program is a statement
of i{ntent to consult and reach agreement with the Fund on

exchange rate policy, by June 30, 1981,

1, TanGov Program, para 4.
2. TanGov Program, para 1%, 8DRs converted to US dollars at
$1.3 por BDR.
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F. Evaluation
Two distinct but related problems account for the

current crisis in Tanzania, and must be consldered 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 deficita, 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 fdilure 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 lavels,
and incroases 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 i{s important to keep in mind that one of the hallmarksa
of under-development is sub-optimal allocation of resources.
In Tanzania this problem {s exacerbated by the emphasis on

social control of resource allocation {n the pramence 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 caa arrive at an
efficient allocation of resources; however, in practice it is
extremely difficult, all the more so in a least-developed
country.1 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 linked in several
important ways. Firat, it is obvious that a given level of
aggregate demand will be more or less excessive depending on
the level of supply. 1If resourcaes were allocatod more effi-
ciently, the level of supply would be higher. Secondly, vhe

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

associated effects including repressed inflation, unavailability

1., Efficiency in this context can ba construed to include
considexation of the distribution of income.



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 incfficient resource allocation, by
placing iucreased 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 requiremsnt of
the central government from about TSh ).5 to 2.% billion
reflects ossentially the expected decline of TSh 1.1 billion
in war-related oxpenditures, and provides for growth in the
money supply of 21 parcent, compared with 10 percent in 1979-
1960 and 20 percent in 1978-79. Buch an adjustment would

appear to be minimal, both in terms of what's necdod to dampen



-39 -

inflationary pressures, and in terms of the burden borne by
Tanzania. Moreover, the recent military activity in Northern
Uganda may indicate that the working asgsunption concerning |
war-related expenditures is valid. At the same time the
government has pronounced itself ready to take further mecasures
to achieve its fiscal objectives if the need should arise.

Accordinqly, there is a heavy burden on aupply-side
policies if the program is to succeed. It isg difficult to
appraise the effectivenesa of the increascs 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 sc 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 saectors and activities are
singled out., 8Some activities may be of doubtful economic
viability even {f carried out at full capacity. In a ayastem
with controlled prices and publicly-administered firma, those

aotivities are more difficult to {dentify than in a markaet

1, TanGov Program, para 10.



economy, where unviable activities eventually fail. A key
indlcator of eventual success or fallure 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 parastatal
efficiency depends on the scope for identifying readily imple-
mentable reforms. There are probably a number of cobvious
measures that would bring about some improvements, particu-
larly in the more flagrantly mismanaged parastatals. Howaver,
the scope for achieving good levels of performance (as opposed
to improved levels) will continue to be severely constrained
for somes time to come by available supplies of skilled man-
power and by inadequate or misdirected incentives.

The third noteworthy component of tha 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 usa foreign exchange to raise the level of
output and capacity utilization rather than {mmediately taking
care of arrears. In the absence of adverso oxternal dovelop-
ments, this swchedule of reduction appears very reanonable,
and does not impose undue burdens.

The fourth elemant of the program calla for aqroemant on

exchange rate policy by the end of June 1901, The debate on
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this issue sheds agreat 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 Tanzanla, so that the true value of
exports and the true costs of imports arce much higher (relative
to the value of non-traded goods and services) than reflected
in prices measured at official exchange rates. Devaluation
would increase the return to activities tnat produce for export,
particularly those which are heavily based on domestic rather
than foreign (imported) inputs (say export crops und processing
industries); it would also increase the roturn to activities
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, soms types of transportation
and encrgy services). Ovaerall, the effocts of devaluation
would be to shift the pattern of production and demand {n
such a way an to incroase the supply of exporta (measured at
international prices) and reduce demend for {mporta.

The Tanzanian caso against devaluatjon {a Lhnt;l

1. Tanzania Dally News, March 26, 1980, "Tanzanla and the
INP* by Kighome 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 alrcady been limited (by licensing)
to capital and i{termediate qgoods (80 percent)
and highly essential consumer goods such as medi-
cine and educational materials, s0o that there is
no further scope for cutting back. According to the
Planning Minister, "The major part, i{f not all, of
Tanzania's import bill consists of only essential
commoditieas, which cannot be reduced further with-
out serious socio-economic consenquences.”

3) More expenasive imports would reduce the competi-
tiveness of Tanzania's few non-agricultural exports,
because such exports depend on imported raw materials.

) Relinquishing the exchange control system would result

in {mportation of commodities which benefit only a
tiny minority, contrary to the socialist principle
of effactive control by the state of scarce foreign
exchange resources so that they can be used for the
benefit of the majority.

These arguments are not compelling; indeed, they indicate an

orientation towards the current crisis that bodes 111 for

prospects of successfully overcoming the crisis.



- 43 -

The argument about the short-term unresponsiveness of
oxports is beside the point to the extont that devaluation
is not meant to be a short-term, but rather a long-term
solution. Thus to arque that devaluation will not gquickly
golve the crisis is to mias the point. The argument for
devaluation {8 that as recovery is achieved (through some
combination of belt-tightening and resource transfers) higher
prices for exports will encourage a more efficient allocation
of productive resources, and a more suatainable pattern of
growth. The argument about the medium-term unresponaiveness
of exports is hard to accept. While it is true that for
export crops new plants take a considerable time to mature,
thore is conasiderable 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 oxported.1 Indeed, the recent increase in prices for
export crops presumes some reaponsiveness of production.

Finally, it is important to ncte that if Tanzania cannot
increase axports over the medium term, then it must either
cut back demand for imports, or elme rely increasingly on

foreign assistance to cover the trade gap.

1, A sizeable portion of cashewnut growth actually gooes
ugslckod. because at low prices it's not worth the
effore.,



- 44 -

Thus, the second arqument, concerning the "“assential"
characteristics of Tanzania's current imports, and the limited
scope for reducing imports, reflects an incapacity or unwill-
ingness to acknowledge budget constraints and scarcity. At
best this ig an argument for increased foreign assistance;
it 13 not an argument against devaluation. The basic fact 1is
that Tanzania cannot pay for all of the imports it currently
considers essential, whatever the exchange rate, unless {t
receives increased resource transfers from abroad (or else
achieves sudden sharp increases in the value of domestic pro-
duction for exporta). For a given level of resource trans-
fors (in foreign currency) and domestic production for export,
devaluation will not diminish the volume of imports Tanzania
can pay for; instead it will point out the true costs of

"essential” 1mportl.1

1. It should be kept in mind that Tanzania's claim that {t
has cut back non-essential consumer goods appears to be
a valid one. At worat, there im an argument that Tanzania's
overvalued exchange rate subsidizes consumption of foods
preferred by urban groups. There {s not a atrony argu-
ment that Tanzania is hanging on to an ovaervalued exchange
rate to finance unsustainable levela of conasumption,
Rather the problem im one of trying to asustain a coatly
and inefficient system of production. Thia ims arqguably
a lesser ovil.



- 45 -

The third argument against devaluation raises questions
about what's "essential." The argument that more expensive
imports would reduce the competitivenens of the few non-
agricultural exports raises serious questions about the offi-
ciency and viability of these activities, particularly since
devaluation would raise the price (in domestic terms) of the
output that's exported. Maintaining an overvalued exchange
rate will not make an inherently ‘nefficient export activity
efficient. If the case is one of an "infant industry,” then
the batter policy is a direct subaidy to cover the maturation
phase rather than overvaluad exchanga rate.

The final argument appoars to {dentify a fundamental con-
flict between Tanzania's socio/political principles and con-
ventional economic principles. However, {n reality there {s
no such conflict. Devaluation is in no way {ncompatible with
an exchange control system; the effect of devaluation would
be to reduce the number of petitions for {mport licenaes,
particularly from producera 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

1. An overvalued sxchange rate will benefit an exportiny
induatry only (f the costs of imported inputs are greater
than the value of axported output, {n which caase the
activity ia a drain on forelgn exchange at any exchange
rate.

2. This would directly reduce the ddministrative burden of
procesaing applications.
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continued to apply for licenses, there could etill be scope
for denying these petitions; further, imports of specific
luxury consumer goods could continue to be banned. Finally,
for activities that are ccononically unviable (coats exceeding
the value of output) but socially desirable, direct asubsidies
could be provided, to the extent that Tanzania could actually
afford such subsidies. j

To summarize, devaluation would have two important posgi-
tive effects. First, it would contribute to a mors efficient
allocation of productive resources and increased output, by
encouraqging production in more viapble activities and dis-
couraging production in less viable activities. Thus, it
would increase the value of domestic resources that can be
used to facilitate achievement of Tanzania's development
goals and objectivea. Secondly, where activities of dubious
economic efficiency were conaidered to be worthy on social/
political grounds, a more realistic price of foreign exchange
would demonatrate the true costs of the underlying accial/
political priorities, Tha economic came againat devaluation
does not atand up. The argumant that Jdevaluation is contrary
to Tanrania's baatc approach to developrent ta alaooof dahitful validity

The conflict here {m not between Tanzantia's aocfal/political

l. These arguments are also applicable to the question of
interent ratea and credit allocations.
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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 devaluation which would
achieve the same effects? Since devaluation essentially
raises the prices of tradeable goods relative to non-treade-
ables, the effects of a davaluation could tc some extent be
achieved by rajcing the price of each tradeable good. How-
evar, the Tanzaniyn argumentr againnt devaluation suggest an
unwillingness to raise prices of importad goods.1 Can the
system of import licensing be implemeitad in such a way as to
allocate imports to activities that would be most efficient
at realismtic exchance rates? 1In principle, yes, however those
aotivities that received :icenses would ctend not to produce at
the optimal level under exiamting prices and exchange rates.

In practice it would be extremealy difficult to corroctly
identify the most officient activities. Further, the costs of
such a syster -- in torms of preparing and processing applica-~
tions, and deciding on foreiga exchange #«llucationn -~ ara
quite mignificant. Finally, the incentives for bribery and
corruption may be such that the licensing mystem subverts

rathar than promotes soclalist principlaa.

s soom ohe B £ B K -4 U e et 0 i

1. Patroleum being a notuble exception, in that the domestioc
pcice at currant exchanye rates reflocts costs at world
pricea dua to a significant 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 liqght. Over
the short term, the main costs of the program will be covered
by foreign transfers rather than further belt-tightening.

There are a numbher of mecasures -- such as devaluation and
adjustments of other prices to reflect real costs -- that
would increase efficiency (and disposable resou.ces) without
necessarily compromising Tanzania’s tundamental development
objectives. Tanzania's public stance towards these measures
is somewhat discouraging because it obscures the real issues,
and because it reflects some combination ot incapaciiy 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 is relatively
effective in attracting foreign resources at highly conces-
sional rates.) Tanzania's non-public stance may be more pragmatic.
There is evidence of Tanzania's capacity to reccqnize misdirection
and change course, Additional donor support such as contemplated
by the IBRD in the form of a structural adjustment loan allows
& little more time for Tanzania to make aome correcti{ve measures,
beginning with devaluation., Illowever, at the moment the program
in its present form is not likely to be adequate to achleve
its objectives, even under the aasumptionn of a decline {n war
expenditures and substantial amounts of extraordinary forelign

asaistance.
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- - AXNEX
Nr. J. de Larosiére
Managing Director
International Monetary Fund
Washington, D.C., 20431 August 18, 1980

Dear Mr. de Larosiére:

1. During the past decade Tanzania has made substantial progress
tovard the long-term economic and social goals set forth in the Arusha
Declaration of 1967. As a result of a sustained development effort and
extenaive inatitutiovnal changes, notably the creation of ujamaa and devel-
opment villages and the expanaslon of public sector control over most other
soctors of the economy, we were able to achiove a satisfactory rate of
economic growth, a more equitable distribution of income, as well asa
increased self-reliance and social juniice. However, since 1974 Tanzania
has faced an increasingly difficult economic and financial aituation. 1In
that year the economy suffered from hoth a large shortfall in food produc-
tion dus to drought and the {nitial shock of the sharp increase in world
oil prices. UGubsequently, a merien of other events beyond our control
placed further straina on the economy, especially on the balance of pay-
ments. The onudden collapae of the East African Community created major
dislocations, neceasitating considerable unplanned reallocation of parson-
nel as vell as domeatic and foreign exchange resourcea to shore up and
rebuild the vital transportation and communications sector. More recently,
the invasion of our territory and our conmequent conflict with the former
Ugandan regime has had a high cont in domeatic resources, foreign exchange,
and diaruption of production. At the same time, like all non-oil develop-
ing countries, Tanzania ham been affected very adverasely by the further
steep rise in oil prices as well as by the economic slowdown and rapid
inflation in the major industrial countriesn.

2, The adverae effects of theae devalopmentn have bLeen exacerbated
by structural and other veaknesses in the aconomy. Following the 1974
drought, significant progress wan made in rainsing food production through=
out the country. Hovever, no headway wan made in roverning the downward
trend in output of most export cropa. In fact, Tantania's erport perfore
nanoce continued to deteriorate, and the ratin of expurta to nominal gross
domestio product (GDP) fell from ’4 per cant fn 1973 to 14 por cent in
1978, VWith the increaning shortage of forelgn exchange, reatrictiona on
payments for imports am well as for certain aservices and transfers ware
tightened. Only in 1974, after tha coffan boom, did we find {t poanidle
to relay our foreign exchange allocation nyntem. In general, therefore,
importa declined in relation to GUP, and i‘he reaulting shortagee of raw
materiales and fntarmediate gooda led to mubatantial underutilisation of
industrial capaclity and conaiderable dlarepalr of infrastructure facili«
tiea. Thum, whila ths aezternal payments attuation hacame increasingly
diffioult, the growth of moat wconomlo meitors slovwed and presiures on
prices intenaified. Conocentration of our netional effort on defeating the
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forces of aggresaion necessarily meant depriving certain sectors of needed
services and attention. This situation compounded existing weaknesses,
both physical and financial, within some paraatatal enterprisea; and these
in tura imposed further atrains on domentic credit and prices, already
under prassure due to war-related expenditure.

3. In an effort to alleviate the internal and external {mbalances,
the GCovernment adopted a financial programme for calendar 1979 that was
supported by a first credit tranche purchanse from the International
Monetary Fund as well as a loan from the Truast Fund in reapect of the
second period. Under the programme, which aimed principally at limiting
the overall balance of payments deficit to about 5DR 20 million, the
Tanzania shilling was deprectated by 10 por cent in terms of the GDR in
January 1979, and producer prices for certain export crops wure raioed
significantly. However, deapite the Government's intentions expressed in
the letter to you of March 10, 1979, it proved difficult to implement all
the necessary supporting policies and measures that wore designed to con-
tain the growth of aggregate demand. In particular, owing lurgsly to a
continued high level of defence outlays, we wore unable to curb government
recurrent expenditure. According to proviatonal figuren, {n fiscal 1979/80
(July-June) recurrent expenditurs reached 7. sha. 9.% billion, sxceeding
the budgetary estimate by 28 per cent, but representing only a 1% per cent
rise over the 1978/79 level. Davelnpment outlays were of the ordar of
T. sha. 4.9 billion, or below the target. Total expenditure ani net lend-
ing (including tranmactions of special fundn and adjustments to a cash
basin) was thus T. shs. 14.4 billion in 1979/80, comparel with an {nitial
entimate of T. shs. 14.5 billion and T. sha. 12.8 billion in V378/79. As
regards revenue, overall performance was on target. Although a number of
tax measures were introduced in July 1979 and addttional meanures were
taken in January 1980, particularly increason in the rates of the nalen
tax on beer, apiritn, sugar, and textilenm an well an higher i{mport duties,
revenue from these smourceas fell short of the amount hulgnted bacaune of the
slowdown in tax-yielding indumstrial productinn and the decline in dutiable
imports; but the shortfall was compensated by a nulatantinl increane in
revenue from income and personal taxes. Howaver, aa grantn ware below the
budgeted amount, revenue and grants together are entimated to have amounted
to T. she. 9.6 billtion in 1Y79/80, as againat a targat of T. ahn. 10,6 bil-
lion and oolleations of T. she. B.2 bLilllon tn 197:1/79. Connejuently, the
budgetary defiolt vam in the neighburhood of T. aha. 4.0 billton tn Y979/10,
vhereas we had planned to reduce it to T. shn. 3. hillion. In relatlon to
GDP, the budgetary defiatt declined from 13 per cent in 197H/7) to 11.% par
aent in 1979/80. MNevarthelenn, glive, tho ralatively linmitel oxtent of
foreign financing of the doficit, netl government bhorrowing from the banking
system anounted to aboul T. mha. %.0 billion in V97/D0O, reprenenting an
inoreans of 4N per doent over the cutatanding amsunt of auch bnrrowlng st
the end of June 14749, Over the yaar nn a whole, nongovernment credit {a
oatinmated to hava ashown o rise of 4 poar centy bhut thia wan distributaed very
unevenly, aa the Natinnal Millting Corparation (NMC) ugparisnned financial
d1fC1oultian, while tmport constrainta artificoinlly reduced the working
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capital requirements of aome other parastatals. In 1979/80 the increase
in total domesatic credit amounted to some 27 per cent and the rate of
growth of money supply, troadly defined, is eatimated to have reached 28
per cent, substantially exceeding ths rise in GDP,

4. In 1979 export varnings were alightly higher than envisaged in
March; but imports were even more so, deapite the tightening of controla.
Hence, the current account deficit is estimated to have amounted to SDR 270
million, in contraast to the programme target of SDR 133 million. If oil
prices had remalined unchanged and if war had not been imposed on us, some
SDR 140-145 millton (SDR 65 million on account of oil-price increases and
SDR 75-80 million on war-related imports) would have been saved. That
would have allowed us to meet the programme targeti, consiatent with the
levels of other imports envisaged in March. Other importn were held to
levels Loth below thoss projected in the programme and below the minimum
needed for matisfactory operation of the economy. MHowever, although net
capital inflows were conaiderably larger than had been foreuven, tn 1979
the balance of payments regintered an overall deficit of UDR 46 million,
or SDR 26 million more than programmed, entatling an accumulation of import
payments arrears of SDH 7% million. At the end of December 1979 such ar-
rears amounted to 3JDR 118 million, and by the end of July 1980 they had
inoreased to SDR 183 million,

5. In view of this situation, and a shortfall in domeatic food pro-
duotion, vigorous and comprehenaive efforts are required to improve
Tansania's economic and financial situation. Accordingly, the Government
has decided to adopt a two-year programme of adjustment, covering the
fisoal years 1980/81 and 1981/82. The basic objectives of the programme
are: (a) to establish a sound basis for more balanced growth of domestio
production over the medium term, especially by reveraing the declining
trend in output for exports; (b) to reduce excess liquidity in the economy
and ease pressures on prices; and (o) to ourb the external paymonta defi=
oit, vhile gradually liquidating import payments arrears. Jjpncifically,
the overall balance of paymenta deficit la programmed to ba contalned to
8DR 59 million in 1980 and reduced to 8DR 33 million in 1981; thin annumes
that Tanzania is able to mecures balance of payments support of YDR 186
million over theae two yeara from rources other than ths Fund and that
bilateral and multilateral developmentl amsintance will continue to be
received at tha oame level in real termas as in 1979/60. To ralnme {mportas
to a eatfafactory lovel, Tansania will make avery effort tu obtain addi-
tional external aasiatance.

6. In mupport of thin programme, Tanszania heroby requenta from the
Fund & stand-hy arrangement for the period up to June 30, 1940 in an amount
equivalent to DR 179.6 millton, including reacurcen of IGDR 137.% milltion
under the supplenentary {inancing faollity. Tanrania ia hopeful that the
Fund will lnok favorably on an inareana of the amuunt avallable under this
arrangenent when ita nev quota takes effent. The Government intends to
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reviev semiannually with tha Fund the economic and financial situation
and the progress made in implementing the programmae; the fi=at such review
will be prior to December 31, 1980,

T During the programme period the Government's production and ine
vestment otrategy will focus on achiaving a hetter utiflization of existing
capacity and completing ongning projects, particularly those geared to the
expanaion of the export sector. To theswe enda, increased emphasis ia being
placed on quick-yielding agricultural and industrial investment. With
regard to agriculture, investment allocationa are boing raised to promote
aisal rehabilitation, sugar output, wheat and oillseed development, and pro-
duction of farm implements and inputa. Extension services are also being
fmproved. Moreover, the forelgn exchange nllocation system ias placing
groater priority on importos of raw materials, apare parta, and intermediate
goods for crop authorities, procesasing units, and sstatos as well as the
principal manufacturing unterprises. At the same time, oteps are being
taken to alleviate bottlenecks in bisic infrantructure, with a view to
securing intersectoral conanistency in inveatment and output. To reinforce
these policies, producer price incentives have been atrengthened and, in
this context, relative prices of export crops have been iuncreased as part
of a programme to reverse the downward trend in output. For the current
1980/81 aseason, the GCovernment has raised producer prices of the principal
export cropa by 7-13 per cent, while maintaining the producer price of
maize unchanged. In the case of cashewnuta, the increaae has been as much
a8 67 per cent. Further selective increases in producer prices were an-
nounced in July 1980 for the 1981/82 meason. In view of tha shortfall in
food production, notadbly of maize, because of poor weather conditions, the
grovth of real GDP is projected to slow to some 2 per cent in 1980; but as
the policies and measures deascribed above begin to take effect, economie
growth is expected to rebound to 4 per cent in 1981. The increase in
nominal GDP {s projected to be of the order of 19 per cent in 1960 and 15
per cent in 1981, refleoting a gradual easing of price increasens; however,
this reduction will depend conaiderably on the Legree of imported inflation.

8. VWhile taking atepns to expand domeatio production for export, we
are giving urgent attention to export promotion. To thias effect, the
system of exemptions from cumstoms duties and sales taxen on raw naterials
for manufaoturing exports is being simplified; and an overnean market
information and males capability for aomall exporters im being developed,
The oreaticn of an export promotion fund is alao under active conaidara-

tion.

9. Theao supply-oriented measures will be combinetd with appropriate
demand management and incomes policies. To gradually reatore internal
and external financial equilibrius, Lt im eseentinl to taprove guvernaent
finanoss as vell as the financial poattion of parastatals. Thus, for
fisoal 1980/81 the Qovernment hap reaolved to malntain a cautious budgete
ary atance, involving both expenditure restraint and measnures to mobilise
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additional revenus. The 1980/81 budget provides for total expenditure and
net lerding of T. shs. 16.3 billion, representing a nominal increane of
only 13 per cent over the expected outturn in 1979/80. To limit government
spending to this level, we intend to substantially reduce war-related
expenditure, contain the growth of other recurrent outlays, and poatpone
the implementaticn of major new development projects requiring full financ-
ing from domestic resources. The only major increass in budgatary appro-
priations is due to a provinion of T. shs. 500 millton to liquidate some
of the pant loases of the NMC and provide for adequate funding of its
operations while longer term solutions to the corporation’'s difficult
problema are being worked out. Regarding wagen and salariea, a provision
of T. shs. 81 million hun been made to cover the cost of the minimum wage
increanes deascribed below. Nonetheleas, with the subatantial reduction of
war-related expenditure, total recurrent outlays will be kept below the

1979/80 level.

10. Assuming that the steps now being taken enable mobilization of
adequate foreign exchange resources, thun leading to the neceanary improve=-
ment in the utilization of industrial cajacity, and coustdering the full
effects of the January 1980 tax increanes, governmont revenue would have
been boosted to T. ahm. B.2 billion in 1980/81. However, we believe that
this revenue level would have beer inadequuts to bring about the desired
reduction of the budgetary imbalsace. For this reason, in the ccntext of
the 1980/81 budget, we have almso provided for additional revenues nensures,
consisting mainly of increases in the rates of the sales taxr on beer, asoft
drinks, locally blended apirita, tobacco products, and ganolinms, which
together are estimated to yield 7. amha. 490 million. Furtharmore, ateps
have been taken to reform and aimplify the tax atructure, particularly the
import tariff and the sales iax, wvith a view to improving tar adminiatra-
tion. These actions will help raise total revenue and grants in 1900/ 81
to T. sha, 11.9 billion, or 24 per cent more than the outturn in 1979/80.
As & result, the budgetary deficit will be reduced to T. shn. 4.4 billion
{n 1980/81, equivalent to 9 per cent of the projected GDP, compared with
t1.5 per cent of GDP in the previous yoar. Taking account of net foreign
borrowing and domestio nonbank financing, which are projected to amount to
T. sho. 2.3 billlon, government recourse to domemtic bank credit will be
l1imited to T. maha. 2.1 billion {n th¢ year ending June 1941, or some M
per cent lean than in 1979/60. If the need ahould arise, additional mea-
sures will be taken to ensure the attainment of thema fiacal objectives.
In 1981/82 ve intend to continue thias adjustment effort no as to further
reduce both the budgetary tmbalance aad government bLorcowing from the
banking system in relation to GDP.

11. As regards the parastatal mector, intensive work is being carried
out to tdentify and overvome weaknesses in the financlial atructure, organ-
{sation, and operationa of ey enterprimes. In this context, parantatals
have been dirented to take mensurem to japrove their production targeting,
finanoial planning, and accounting practices. Thim ls a first etep tovard
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a more rigorous enforcement of the Regulaticn of Dividends and 3urpluses
Act, which requires the prompt annual submission of comprehensive budgeta
and accounts. A special task force will be created ahortly to assist
parastatals in preparing up-to-date accounts and to carry out special
audita. Their pricing policies and coat structures will also be reviewed
to avoild recurrence of unplanned deficits. More generally, in the period
ahead the GCovernment intends to diastinguish hetween the commercial and
social policy functions of parastatals so as to clearly tdentify the cost
of social measures and their budgetary implications. In thisa connection,
the NNC han a crucial role to play in the national economy, responstble ao
it 18 for basic food purchaass, storaxge, processing, resorve management,
and diatribution. Weusknesses in 1ty accounting and pricing aystems as
well as problems of atorage and transport have led to overall unsati{afac-
tory pe:formance, which has beun reflected in incresssd rel.ance on bank
oredit to finance its operations. Therefore, actiun {a now under way to
deal comprehensively with the NMC'a problema so as to improve ita effi-
ciency and effectiveneas.

12. In view of the difficult financial smttuation, since 1974 publie
secotor vage and salary scales have been kept unchangel. Thia policy will
be maintained in 1980/81. However, bonuses will continue to be pald fur
hard vork and outstanding performance; and payment-bLiy-results nchomen are
to be introduced. Moreover, to ease the burden of inflation on the loxest
income groupa, effective May 1, 1980 the Government rained minimum monthly
vages for rural and urban vorkeras from T. she. 240 and T. mha. 310, reapec=
tively, to T. ahs. 340 and T. sha. 480. This entailed some connoquential
ad justmants in other vage rates. Conacious of the need to reduce ineffi=-
olencies in the domestic price structure, the National Frice Commisnion
has been periodically reviewing and adjusting controlled pricea. In this
oocntext, ratail prices of petroleuam products were raised subatantially {n
Jebruary 1980; and prices of other commodities will be adjusted in light
of ocost developmenta. Jcope exiata for japroving price managemsnt proce-
dures. It ia thus our intention to streamline such proceduren by eliminate
ing unnecessary iftems to allov more vigorous analysis and control of basic
products.

13, The Government's finance and oredit plan for 19830/81 has been
designed to aupport the adjuatment effort, It reflecta the planned reduce
tion in governsent dank horrowing, and limite the uae of crelit by certain
parastatal enterprisea. This will permit increoaned lank lending to other
parsstatale and the private sector to meetl tholr jroapective rejulrementa.
Henoe, total domestio credit, which amounted ta T, sha., 14,470 millton at
the end of March 1980 and s sstimated 1o have roachel T. aha., 14,%%0)
million at the end of June 1900, will not excael T. eha. '6,7%) millton
during the quarter ending Saptambaer 30, 1900, T, she. 17,350 mtllion during
the quarter ending Deceabsr 31, 10N0O, T, ahe. 17,0600 millton during the
quarter ending March 31, VM, and T. sha, 111,404 aillion during the quarter
ending June 30, 1901, Within thease uverall cellinga, nel credit of the
banking aystea to the Government, which amountsd to T. sha. N,090 mtl)llion
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at the end of March 1980 and i3 eatimated to have reached T. shs. 9,230
million at the end of June 1980, will not exceed T. shs. 10,250 million
during the quarter ending September 30, 1980, T. sha. 10,570 million during
the quarter ending Decoember 31, 1930, T. ahs. 10,800 milliion during the
quarter ending March 51, 1981, ant T. aha. 11,330 millicn during the quarter
ending June 30, 194t.  Theuse ceilings tmply a reduction 1n domestic credtt
expanaion in 1950/8Y to 20 per cent, which would help nlow the growth of
broad money to 2! per cent, an increase only aliphtly fauter than the
projected rise in GDP. As in 1974 ani VY73, we are conducting an in-depth
study of the interest rate structura, Hy December 31, 1949 pew lending

and deposit rates will come into force, with 4 view to effectively improve
ing efficiency of reaource allocatton ani equtty to anal!l savers.

14. At the end of 1979 Tanzantia's outstanding external public and
pudlioly guaranteed debt amounted to about 5DR 900 million, or 25 per cent
of GDP. Most of this debt han been contracted on highly favourable tems,
and in recent years Tanzanis “as also benafited from the conversion of some
external loans into grents. Thua, Juring the programme period external
dedt ssrvice payments are projscted to remain below 10 per cent of exporta
of goods and eervices. While the Government intends to continua %o rely
primarily on conceacioral external borrowing, it may become necassary to
raise some medium-term commercial loans. During the year ending June 30,
198! nev external commercial loana contractod or guaranteed by the Governe
sent with maturities of over one year and up to 12 years will be limited
to SDR 100 million; within this ceiling, a subceiling of SDR 50 million
vill apply to loana with maturities of less than S years.

15, The Covernmont considers it ensential to eliminate {aport payments
Arrears an aoon as possible. To sterilize the domestic liquidity accruing
from these arrears, full loecal currency deposits for foreign exchange re-
quests vill continue to be roquired. The Government will ensure that the
total amount of import paymentn arroars outastanding will not exceed 3DR 183
aillion on Octobar 31, 1980, 3DR 173 millton on Deceabder 31, 1980, 3DR 16)
sillion or Msrch 31, 1981, and 3DR 153 million on June 30, 1981, Also, the
Government vill continue to ensure that external debt mervice obligations
are nst on time,

16, Aa the domsatio supply and demand management policiea described
sbove vill take some time to reatore externa) squilibrium, {n the interis
Tonnania will need to rely on restrictive impart Jicenaing and foreign
exchange allacationa, However, as the balance of payments aituation {m-
provea, the trade and paymenta aystem will be essed. Tantania will carry
out & Joint in-deplh exchange rate atudy with the Pund, and 1t vill conauylt
and reach underatandinga vith the FYund nn sixchange rate policy prior to
June 30, 1y,

17: The Government of Tansania vil) reach undsratandings with the Fund
Before June 30, 1901 on the limits apecifiod in paragrapha 13, 14, and 14
for the period of the stand=by arrangesent from July 1, 11,
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18, Tansania vwill not request any purchase under the stand-by arrange-
ment that wvould increase the FPund's holdings of its currency beyond the
first credit tranche plus 12.% per cent of its quota during any period in
vhich (a) the limits specified in paragraphs 13, 14, an!t 15 are ecxceeded;
or (b) understandings pursuant to the last sentence of paragraph 16 and to
parsgraph 17 have not been reached or the underatandings thus reached are
not being observed; or, if Tanzania imposas or intensifiea restrictions on
payments and tranafers for current i{nternaticnal transactions, or introduces
multiple currency practices, or concludes bilateral payments agreumenta
which are inconsistent with Article VIII, or imposes or intennifiea i{mport
restrictions for balance of paymentn reanona.

19. The Government of Tanzania believes that the policies net forth
in this letter are adequate to achiave the objuctives of its programme but
vill take any further measure that in {te opinion may bezome appropriate
for this purpose. During the period of the stand-by arrangemant Tantania
vill consult with the Pund {n accordance with the Pund's policien.

Yours sincerely,

AH. Jml
Ninister for Finance
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IV. POVERTY ALLEVIATION AND SATISFACTION OF BASIC NEEDS

h. Extent of Poverty

Tarzania is a low-income country and poverty by any
reasonable gstandard is widespread. About 90 percent of the
population lives in rural areas and a large, but uncertain
proportion of this population is poor. IBRD estimates dated
August 1979 indicated that 85 percent of the rural population
was below an absolute poverty line that would enable families
to satisfy nutritional and other essential private naudu}
The corresponding proportion for the urban pcpulation was 23
percent. These estimates were based on poverty lines of §87
(rural) and $117 (urban) for the 1974-77 periocd.

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 incidenca 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 wideaspread deficioncies in basic needs satisfaction.

l. Thesoe and othaer data cited in this section are drawn
from the table of social indicatoras found {n each
IDRD/IDA project paper. fSea Table 1.



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 during the mid-1970g.

According to ofticial data, the educational status of the
population is somewhat more positive. The primary schoél
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 Tanzani{a is essentially a rural phenosy
menon in the sense that using either set of IBRD estimates
mentioned above, almost 98 percent of Tanzania's poor are in
rural areas. Further, there i{s broad agreement that the
poverty problem is essentially a smallholder phencomenon, in
that over 90 percent of the rural labor force falla in this
category. 1In particular, thare i{s no significant rural land-
less proletariat, nor {s there a significant land-holding

elita 1 Analyses by the IBRD, the ILO, and the Mission CDSS

1. GQuerreiro reports that, on the basis of the 1972 Agri=
cultursl Cencus only 18 percant of cultivated tand was
accounted for by holdinge of over % hectarea. and that
much of this land was state owned. The IBRD entimaten
{h;; smallholders account for 90 percent of cultivated

ang.
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all indicate that the major source of inequality in Tanzanlia's
rural sector is not inequality in the size of land-holdings,
but rather inequality in the vconomic value of a unit of land
reflecting reqgional differences in rainfall, topography, and
other natural attributes. Furthermore, within the rygions
where the value of a unit of land is high, average holdings
are significantly smaller than in other regions, thereby miti-
gating some of the effects of variations {n land quality on
interregional income inequality.

While most analysts agree that varfation in income levels
is primarily a function of location (region), it is not clear
to what extent poverty is essentially a regiocnal phenomenon.
This depends importantly on the level of income that defines
;ho poverty threshold, Using an annual caash {ncome criterion
of T8h 1000 per household, the IBRD argues that "interregional
inequalitien are therefore the major single component of rural
inequality, and offer a particularly close proxy for the rural
poor.” Thus, according to the IDRD 80 percent of rural house-
holds i{n Ruvuma are poor, but the corresponding figure for

Kilimanjaro -- a “high income® ragion =-- is only 6 pozcont?

1. However, both the IBMD and ILO argue that (n the high
income reqgiona, land im less equitably diastributed than
in other ru?ionu.

2. Unfortunately, the INRD analyais neglected to include
the breakdown of reqions into {ncome qroupe. Judging
from population figurea, the high (ncome group probably
comprines ¥ilimanjaro, Tanga, and Arusmsha, about 17 jrar-
cent of the rural population. As the CDGL polnts out,
Arusha includes several diverse areas in terms of }and
and {ncoma,



A poverty lireof TSh 1000 in annual cash income per
household is an extremaly low chreahcld.; Combined with
the IBRD estimate of the value of si-aistence output per
household (TSh '¢700-1800 jer year, aepeniing on the region),
and the average houschold sive tmplictt 4 the IDRD data
(about 5.3) this poverty line wirks aat . about S62 per per-
son, well below the nutrition based .ir:s menticned above. In
fact, an annual cash income of over TSh 2000 would be necessary
ég put a household in the high income region at the lower of
the two poverty lines ($87 per person per year) cited above,
using official exchanga rates.

The queation und.rlying this discusaion -- a potentially
cxrucial one for purposes of formulating a AID atrategy -- ig
the extent to which poverty is pervasive throughout the rural
sector in Tanzania. Thae IDRD analysis sugyests that in
middle and low-income reqions, nearly all people are poor
whereas {n high-income regions moat people are not, ilowever,
& more reaasonable criterion for poverty might significantly
alter the conclusion about the high-tncome reqions == pre=
sumably Kilimanjaro, Tanga, and Arusha - wnich in any case

account for only about 1/6 of rural populationa.

1. It ia poteworthy that according to the Cpus analysis,
which takes into account {ncoms and other determinants and
indicatora of well-botng, Ruvuma ranks third out of 20,
behind only Lar ea 3alaam and Xilimanjaro. Yet the IBRD
ontimaten that 80 percent of the muuguim in Ruvuma {s

poor .
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None of this disputes the conclusion tnat people are
relatively better off in high-income regions, nor is the
problem of relative inequetlity assamed to be unimportant.
‘Jonetheless, taking absolute poverty to be the focal point
for an AID strategy, it would appear that almost all rural
households can oe considered poor, ond that the question of
targeting arises, if at all, only in parts of the high-income
regions.

A further important feature of the Tanzanian setting for
pur .oses ol analyziny busic needs performance is the village
organization. According to the 1.0, "the creation of villages
represi'nts a major effort to redisctribute land from the more
woulth} to poorer farmors .... particulacly in the relatively
wealthy and densely populated sreas where differentiation has
been more pronounced.®!

Tanzania's particular Yorm of viliage organization ls
designed to acniwve both a more egalitarian diatribution of
earned incorme and also more widespread accens ta Loth economic
and social sarvices. The ILO cites eunt:imaras that H#5 percent
of Tanzunia's population (and therefire moat of the rural

population) lives in villagar. The 130D puts the portion

of the rural population in villagea at 6* parcant.1 In any

1. ILO, p. %0.
3, IO, 3. 11y IBRD (1972, Aunex VI, », 20, yars 42,
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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 elsawhere.l The IBRD notes that "the rural land
reforms of Ujamaa and villagization have probably prevented
disparities of access being increased but have not as yet
removed them." 2

A third important feature of the Tanzanla setting is the
role of the public sector In the economy. This {ncludes public
determination of mort prices, and also direct public control
of most economic activity in the industrial and scrvices sectors.
This control {s intended to prevent undue accumulation of
wealth in private hands, and inatead to generato surpluaes for
use by the public sector in achieving development goals,

A final important aspect is the well-articulated, coherent
approach to development that ostensihly guidew public policy.
This approach places primary emphasis on equity, melf-relliance,
and rural development as goals, and on socialism (adapted to
the Tanzanian context) as the form of political and economic

organirzation best suited for achieving these goals.

1. YQaYor, pp 34-)6, notes that "For whatever reasons,
regions leant able to provide for their rasidents are
the moat heavily villagized.” Ses "Demography and
Development Policy in Tanzania; A Preliminary Assess
ment,” October 1900,

2. IBRD (1977), Annex i1, p. 7, para )1,
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c. Performance - Earmned Income

The most detailed analysis of Tanzania's performance
in alleviating poverty ts provided by the 1977 IBRD review of
the 1969-75 period. The IBRD study look? at trends in both
income distiribution and poverty within the urban and rural
gectors, as well as the gap in urban versus rural incomes.
Within the rural eector, 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 incoms per household, and subsistance oute
put per household remained fairly equal across rnqionu.l'
However, trends in real cash income were negative both abso-
lutely and relatively. Real cash incoma fell slightly {n the
high-income region, moderately in the middle-i{ncome reglon,
and sharply (by 30 percent) in the low-income reqion. <The
aggregate effect on absolute real {ncomes (cash plus subsisg-
tence) was very little charge {n the high and middle-incoms

regions, but a drop of some 13 percent in the low-income

l. It perhaps bears repeating that the data for subsistence
output are of doubtful reliabi}ity,
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region. This in turn widened the disparity 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 20
affacted low-income regions in particular.

Averaging across all ragions, 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 magnitude
in real iAcomes of urban wage earning households. Thus the
relative gap between urban wage earners and smallholders
videnszd by approximately 10 percent, to a ratio of about 2 to
\. This sort of calculation overatates the gap hetween aver-
4ge rural and average urban standards of living (as well as
the tendency for the gap to widen) mince it omits considera-

tion of the urban {nformal group. Thias 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
groups.1

Other, less rigorous studies also indicate poor per-
formance in raising earned incomes of the poor.2 The most
prevalent'criticinm relates to the pricing of agricultural
output, and the deterioration in the urban/rural terms of
trade. This ls related to a second aspect of deficient per=
formance, namely the inefficiency of marketing parastatals,
which has resulted in unduly wide margins between producer
and conlumoerricel. Thirdly, the real value of incomas
earned by small-holders has probably declined by morc.thun
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 ILO, looking at about the sama period, finds
that the urban/rural gap has been narrowed, but that
the gap in {ncomes between wage-earners and peasants
has not.

3. As diatinct from ramarkably positive parformance {n
creating an institutional setting potentially conducive
to equitable pattarns of davelopment. This latter
accomplishmant, howaver, has entailed significant costs
in terma of production declines because of the dis-
ruptive effects of villagization.
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greater availability of essential private goods.l

Cf these problems, pricing policies would appear to
have improved over the period since the IBRD study
was carried out. There have been substantial increases in
nominal producer prices of most agricultural products in
recent years, while wage rates have risen only very slowly
in nominal terms, and have surely fallen in real terms.
On the other hand the problems of parastatal incfficienpy
and shortages of consumer goods have apparently bccorﬂymore
acute ovar the past several years. Finally, investmeni in
agriculture was to rise substantially in the Third Five-Year
Plan. Over the 1976/8l1 period, the agricultural sector wasa
to claim about 12 percent of total capital tormation, as
opposed to an average share of ahout 64§ percent in the 1969/73

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

been realized.

1. IMPF (1979), p. 63 IBRD (1977), Annex VI, 1. The 1LO
is less judgemental, but notes the "danger" of para-
statals and other capital and skill-intensive activities
preempting resources needed for rural development.
(ILO p. J8.)

a. Recent IDRD project papers judge that "It is likely
that the (urban/rural) gap has been alightly reduced
since 1976 due to continued recovery of agricultural
production and higher producer pricea .... The vOlicien
Oof wage restraint and hiyher producer prices pursued
since 1975 ahould have a beneficial impact on almost
all dimenmsions of income distribution.” Hee IDA/RBO-
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 inrome, but also is influenced by
the redistributive effeocts of public revenue and expenditure
pPolicies, particularly the effects of taxStion and
public provision of social services.1 Appraisals of
Tanzania's accomplishments in this reapect are more uniformly
positive. There is common agreenment that the structure of
direct taxation (on i{ncomss) is highly progressive. The ILO
does not find the structure of indirect taxes (e.q., sales
taxes) to be progressive, on the basis of the standard
reasoning that the poor spend a larger share of their incomgs
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 subsiastence production
and consumption, which by its very nature i{s not taxed. Thus,
indirect taxes as a share of total income (subsistence plus
cash) would probably be lower for poor households than for
others. The IBRD finds indirect taxes to be “proportional or

moderately progressive." 2

1. In a contaxt in which prices are administered, the
definition of a tay is momewhat ambiguous. If prices
to producers of food are unduly low or high (compared
to the real value of food) then fmplicitly there (s a
tax or subaidy. This mection deals with the formal
tax structura,

3. ILO (1978) pp 163-16%. IDA/RBO~11%, July 1980, n. 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 performance on urban/rural

equity issues attest to the equitable thrust of Tanzanian
aeffurts in these arcas. I© ig not to say that these
efforts have been characterized by a high degree of efficiency,

nor that the pattern of delivery {s perfectly equitable. How=-
ever, in terms of the emphasis within health and cducation on
basic services, as well as efforts to maxe such services
widely accessible, Tanzanian performance has been impressive.

E. Performance - Indicators of Well-Being

A comparison of social indicators for Tanzania over
time and relative to comparable groups of countries pressnts
& favorable picture of Tanzania's performance in meeting basic
needs, despite lagging growth in earned incomes in the rural
sector. These indicators are presentud in Table 1. While the
data aro of uncertain reliability, they are consistent with
and support the appraisal presented so far: that Tanzanla's
institutional setting provides for a relatively high deqgree

of equity; that performance in raising earned {ncomes of the

1. PFor a detailed acocunt of the health sactor, sae the
“Health Boctor Strategy® by Albert Henn, AID/Tanxzania,
February 1980. For education see IDA Report No. RS0~
118, July 1980,
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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 is about at the level as for the low-income reference
group (5230) gnd is well below the average for the middle-
income group ($726), which presumably includes countries
above a per capita income of $360 for 1978. DPerformance
with respect to food and nutrition is at best mediocre, both
over time and relative to the reference qroups. On most indie
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 these i{ndicators,
Tanszania ranks well above the low income group, and at least
as high as the middle-income group. For primary education and
literacy, performance ia significantly better than for either
reference group, but the same is not true for mescondary
enrollments, which presumably reflects an egalitarian emphasis
on basic education services. With respect to the status of
women, the primary enrollment ratios sugqgest modsrately good
performance over time and relative to the referenze groups.
Finally, the data on absolute poverty indicate that Tanzani’
has a Jower percaentage of tho rural population in abaolute

poverty than for the low=-income group, “wspite tha fact that


http:roforon.se

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 the rural sector

is relatively egalitarian compared with other low-income African

countries.
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Table }
Indicators of Basic Needs
Satisfaction and Well-being
Tanzania Sub-Sahara Africa
Most Low-Income Middle~Income

1260 1970 Recent Moat Recent Most Recent

1. Resource Availability
Per Capfta GNP (US §) 70 120 230 229 126

2. Good and Nutrition
Per Capita Food
Product ion 93 104 9 92 94
(1969-71 = 100) . .

Per Capita Czlorie
Supply 83 9 89 920 293
(X of Requirements)

3. Population

Crude Birth Rate &7 47 48 : 47 - A7

Crude Death Rats a2 19 16 20 16
4, Health

Life Expectance 42 o L) | 43 30

Infant Mortality n.8. 199 a.8. oo | 8.8,

Child Mortality 12 a3 20 a8 a1

(1=4 years)

Accese to Jafe Vater

Total Population 13 3 23 a1
Urban ()} 8 % 67
Rural ’ 6 17 n.e.
Population per Phyeicisn 21020 24770 13430 30910 14508

Population per Nuree 10040 3030 1760 793 3100



5. Education

Primary Enrollment Ratio

Total

Male

Female

72 -

Secondary Enrollment Ratio

Total
Male
Female

dult Literacy Rate
[ ]

6. Absolute Poverty (§)
Poverty Lins
Urban
Rirsl
Percentage Poor
Urban

Rivsl

Tanzania Sub-Sahara Africa
Most Low~Income Middle-Incone
1960 1970 Racent Most Recent Most Recent
25 Ja 70 58 62
k)] 46 79 74 69
18 30 60 34 51
2 ) 3 120 a1
2 ' ) S 14 9
1 2  } ? 13
10 a8 (7] a3 - 24
.8, 8.8, U7 138 Belle
| I B .8, 109 [ ) R.&.
f.8. BR.8, 10 Re8s
i 11 B R.0. 60 (1)
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Conclusion

Tanzania has made remarkable progress in terms of creating

an institutional and economic environment such that, if increases
in real ocutput and productivity can be achieved, the direct and
indirect benelfits of such growth wourd be fairly equitably
distributed. Poverty in Tanzania is esusenti-lly a rural smallholder
phenomenon, and the size distribution of landholdings 1u
relatively equitable, although there {s significant regional
variation in the quality of land. Further, the government has

a relatively strong commitment to providing easential economic
and social services on a widespread, accezaible basis. Howaver,
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 subatantially reducing economic
efficiency and productivity without significantly improving
well-being through qreater equity. The low level of efficiency
and productivity conatitutes the greatest single obstacle to
progreas in achieving increased satisfaction of baaic needs.
Given acvere conatraints {n tarmu of akilled manpower and admini-
atrative and planning capacity in an economy aubject to
increaning public control of resource allocation, the obatacles
posed by low levels of productivity and economic inefficiency

are likely to loom larger rather than diminfieh over the forounee=

able future. Economic liberalisation that allowed prices to
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more cleasly reflect cozsts, made greater usse of markets as
resource allocating mechanisms and directed a qrester share of
investment to agriculture, could--in the Tanzanlan context--
make a substantial direct contribution to greater satisfaction
of basic needn through growth in output, wivhout compromising
Tanzaunla's essential development goals of eouity, self-reliance,
and ruril development. Hor would such reforms entail abandonment
of Tanzanian socialism, indecd, tdealoglcally sympathetie
observers such as Rene Humont have recormended as much.  without
such measures, and in the abanece of huge increases In forelgn
assistance, it is dtfficult to =sce how Tanzan.a's levelopnent

goals can be effectively promoted,
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¥ . AGRICULTURE
A. The Tanzanian Agricultural Resource Endowment

Agriculture occupies a dominant position in the Tanzanian economy and
in Tanzanian development concerns. The sector employs about 90 jercent 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 cccasional, large annual fluctua-
tions in agricultural output, the Tanzanian agriculture sector has the
potantfal to become a majcr dynamic element in the Tanzanfan economy.]
Several factors support this contention. Firet there 1s evidence that, in
the aggregate, Tanzania has a favorable population to arable landt ratio.
[t has been estimated that about 10 percent of the total lsnd area {s suitadble
for growing crops. In 1977 about five percent of the total land was under
cultivation., The 10 percent sstimate may be conservative. A study for the
World Bank indicates that nine percent of the tota) land area has high
overal) agricultural potentia) and an additional 23 percent of the land has

low to medium potontl.l.z The World Bank report notes the existence of

Y. Prolessor Nena Dumonf states that fn spite of the fact that the agricultura)
situation s In & difficult posilion with food shortages, malnutrition and
ecological threats, Tanzania “should not despalr, bhecause there are many
reasons for hope. Tanrania 13 absnlutely not the Sahel. The solls are
much less fragtl, especially 1o the hiq%{anda " Yhe rainfall 1s much higher
and even more reliable. Many possthilities have not heen explotted untt)
now, eapectally in the West and the “quth. 1f properly and carefully
directed, Tanrantan agqriculture (and livestock) has a very hi?h potential.”
Roae Dumont and Marie Trance Maotten, "Self-fellant Rural Dovelopment in
Tanzania: 17 Yeare After the Arusha Declaration on Soctlalyst Lines,” . 16,

2. Unfversity of Miastourt "An Apnalysis of the lanzanian lood Crop Subsector”
draft mimeo, 1974 Appendis . James Weaver and Anne Anderson take a&n
opposite view: "The phystcal resource hase for Tantanian daveloprent s
quite limited. Although there ts a land area of 156,000 spare miles, only
siaty percent i3 avatlable and much of that 13 not habitable because of
the widasproad tse tse fly. Shortage or iatnfal) for agriculture s a
chronic problem and sotl eroston ts a problem tn party of the country,”
“Stabti1ratton and Development of the Tanteantan Lconomy n the 19708,

$Qot’lY¢ repgred for ﬂrn kings Institution Conference on Econcmie
Stabid atlon ?n:l»f. n Less Dav& 3 Countr .Q.Qﬁncgub.r 1979,


http:h'at1.nd

- 177 -

areas where cultivatablie land is scarce but sti11 concludes that the
amount of cultivatable land is not & major constraint. "Though population
prassures have begun to be felt in areas 1ike Bukoba, Sukumaland and
K{limanjaro, potentially good quality iand remafns unutilized in many
districts and considerable growth potential exis{, from further extensions
of cultivited arcas.”]

The qualatative characteristics of the agricultural resource endowment
constitute the most significant aspect of Tanzantan agricultural development
potential. For example, there are a nurber of diverse agroclimates fn the
country which in turn =''w~. production of a wide variety of crops, and there
is appreciable scope for further diversificatton. This point can be demonstrated
by noting the variety of crops grown in significant quantities. Matze fis
the dominant food crop but substantial quantities rice, wheat, cassava, sorghum,
millet, edible ofls and oflceeds are produced plus a wide variety of tropical-
and tomperate- climate fruits and vegetables &s well as soybeans, sinar
and Yivestock. Similarly, the agriculture sector produces a number of
export crops including fibers (sisal and cotton), spices, coffes, tea,
cashewnuts, tobacco and pyrethrum, Livestock and Tivestock products are
exported and occasionally rice, matze, sorghum, cassava and other food crops
are exported. With respect to potentia} for further diversification 1t {3
plausible that given the widespread suitability of agroclimatic conditions

for maize roduction, there {s substantial latent potential for soybean

T. Wor1d Bank, Tan a.!tﬁqﬂcwi R,e{mm Matn Report, lecember 1917,
p. 59. A similar view Tv he )y Hatthew t'erroiro fn “Cffictency, [quity
and Exploitation in Tanzan{an Agriculture Since the Arutha Declarstion”
An etstay, Harvard College, March 1900, A study by John Moore hased on
the 1947 census indicates that at a time when the popuiation way 12.)
aill4on, 14 districts (subregiors) were caperiencing population pressure,
1H districts were near & stress point and 30 districts haé land for
expansion. (Len Barry, "Tantania--A Favorable Land/Person Ratio” mimeo,

June 1960, )
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cultivation. Soybean production exists now but the output level 1S relatively
low. This 1s 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 1s the linkage nature of many of Tanzania's
agricultural products. Several commercial crops grown in Tanzania can be
processed through various stages before being exported (as opposed to grains
for example, which tend to be more suitable fcor shipment in an unprocessed
condition). The fibers, cotton and sisal, are good examples of products with
strong forward 1linkage potential; however, tobacco, coffee, oll seeds, live-
stock/leather and pyrethrum are also well suited to further processing prior
to export. The characteristics of these gricultural commedities 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 range of agricultural commodities and
the fact that they can be processed to vary.ng degrees {mplies that the
risks related to exporting to oversess markets can be reduced.

It 1s furthar noted that Tanzania's export crops have been favored by
rising international prices ovar the last decada. Tha average export price
fndex (1966=100) for major commodities in 1972 was 148, in 1974 it was 174,
in 1976 1t was 220 and by 1978 the {ndex was 244.] The medium to long-term

I, The commodities are raw cotton, unroasts# coffee, sisal fiber, cashewnuts,
tes, unmanufectured tobacco and cloves. The lowest price index In 1978
for the cormodities was 104 for cloves. Detween 1969 and 1977 the clove
export price index ranged between 400 and B0O. The price indexes for sisal
Cashewnuts and ten wera frequently less than 100 during the 1970s but all
of the commodity price fndexes sxceeded 100 by 1974, In 1677 the average
price indax for cotton, coffes and sisal (about 70 parcent of Tanzanian
o:ports by volume) was 41). Source: United Republic of Tanzaris,

ryay 1978-77, ». 29.
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prospects for Tanzania's export crops are good. For example, as ofl prices

increase, substitutes for synthetic materfals will become increasingly
competitive. Cotton and sisal are important Tanzanfan exports (26.)

percent of total exports in 1973, 20.8 percent in 1978) and they are direct
substitutes for synthetic mater!als.] The market for sisal has been depressed
fn recent years, but sisal prices have been increasing (from a price {ndex

of 80 in 1972 to 234 1n 197") and are Mkely to continue to improve as the
price of polypropylene fibers continues to rise. In addition there are
substantial uptapped or underutilized resources in livestock and small ruminant
production. Again these activities have good expor: potential because of
rising international demand for Yivestock and meat products and because 1ive-
stock s also well suited for valye-added processing.2

As a final point on Tanzanian agricultural potential, the fect that much
of the farming technology 1n Tanzania s rudimentary means that there {s &
broad scope and long-term prospect for the incrementa) introduction of more
productive techniques with subsequent per capita gains in output. In the
past, increases 1n agricultural productfon have tended to come from expending
the area under cultivation while holding technology relatively constant,
but the potential frum technological modifications has remained relatively
unuppcd.:‘

The strategic economic implfcation s that the Tanzanfan agriculture
sector has un adequate national rosource endowment to allow it to serve, not
88 8 holding pool for labor waiting to be adsorbed Intn other sectors as
they are developed, but as & significant tource of long-term growth fn 1t

om right. Similarily, the World Bank fn fts assesiment of the agriculture
I, United RepubTTc of Tanzanias, Minfstry of AGriculture 0:11imo), Marketing

Development ‘yures s (MDR), Price Policy “ummary and Price Proposals,
September 1¢/9, ,. 17,

2. Mith 669 naitic.) miles of coast)ine and 12,000 square nautfca) miles of
coastal shel® srea, Tanzania has the basic ingredfent for butlding an
additional fond-producing export tndustry,

). The World fark atsessment of Tanzanta obiaryes
can ba expected from intensiffcation of agr cu'turll pro

Bank, Main Report, p. 59,

"In Lhe lun?¢rvn aven more
jecls. " WMorld



- 80 -
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 1s recognized that Tanzania's agricultural potential exists side-by-
side with the fact that the country {s confronted by formidable obstacles to
realfzation of that potentfal. The spectrum of handicaps includes one of the
highest population growth rates in Frrica, increasting environmental degradation
and widespread diseases such as malarfa, schistosomiasis and onchocerciasis,
The tsetse fly, the vector for trypanosomiasis fs found in 60 percent of
the country and has rendered vast areas virtually uninhabitable by man or
by domestic animals,?

It 1s also recognized that the tapping of Tanzania's agriculture
potential involves large capital requirementsrelating to manpower, roads,
communications, plant and equipment, hydrological structures, power and other
cowplomentary factors. Finally, Tanzanfa s sti11 in the process of working
cut & means to manage 1ts eronomic system in & way which will satisfy its
polftical and social goals while simultaneously achieving satisfactor

rates of economic growth and transformation.

V. WorTJ Bank, Haln Heport, 1977, p. 9.

2, For a comprehensive and concise review of health problems | Tanzania see
Albert [. Menn, W.0D., “Tanzania: Health Sector Strateqy," rebruary 1980,
USAID/Tanzanta, Oar es Salsam. Professor Rene Dumont provides 1 survey
of adverse ecological threats and trends In Tanranta . “%elf-Reliany
Rurel Development in Tanzania.” %ee also Menry fasbrooke, et al., technical

pars prepared for the United Nations Conference on Desertification 197/,
he Fasbrooke paper concentrates on the raptd spread of suil eroston In
Tenzanta,
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B. The Distribution of Aqricultural Resources

In discussing the aggregate growth potential of the agriculture sector
1t is necessary to consider the existing distribution of agricultural assets
and how thefr distribution pattern relates to the distributfon of qgains
from future growth. For expository purposes agricultural assets can be
viewed in quantative and qualitative terms. The existing quantative
distribution of land does not appear to present a major obstacle to widespresd
real{zation of gains from growth. The Aqgricultural Census of 1972 found
that 83 percent of all farms in Tanzania (approximately 2.5 mi)lion) were
less than two hectares in size and 97 percent were smaller than five hectares.
Farms in eacess of five hectares accounted for .6 percent of total farms
and 18 percent of total agriculture land holdings. The large holdings are
not relevant to the comparison since they weie already publicly owred. The
size differences among the small:r farms (less than five hectares) in part
reflects their relative productivity, Smail holders produced .pproximatsly
90 percent of total food and cash crops in 1972, The production
distribution of certain crops is more concentrated. In 1974 large ostates
accounted for 25 percent of coffee production, 90 percent of tes production,
80 percent of sugar and s13a) production, By 1979 state-owned farms were
producing the bulk of total wh “tput,

The aggregate data whigh tes that land fn Tanzenia 1y predominately held
in small parcels 13 supported by the fact that most farmers use traditiona)
farming methods and that 1t is 111egal for private farmers to hire labor
on & regular basts, These two pointy fmply that farm stze must be relatively
small because the amount of land tilled 1s closely related to the amunt
of lebor avatlable, 1.0,, household 812 13 the bindiny constrainl on the

stxe of the holding,
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There {s nevertheless, a difference of opinfon on the relative distri-
butfon of agricultural assets for example, Weaver and Anderson, in assessing
the ircome distribution effects of hicher producer prices for food in 1975
note that income distribution worsened “as richer peasants took advantage
of higher producer prices” and that the authors had a “strong suspicion
that the increased producer prices may have significantly worsened the intra-
rural distribution since much of the marketed output is produced by the
better off farmers."‘ The authors do not offer anv evidence to wupport
their suspicion. Fleuret reflects a similar point of view reqarding the
distribution of land. He cites data which fndicates that "in the late
1970s 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 in some instances whers
villagization has occurrcd.z

It {s difficult to resolve the different viewpoints without more detailed
data, however, unti) the aqqreqate population of Yarae and/or rich farmers 13
specified the material from the 1972 census must prevail., There may be one
or two thousand farmers who farm 50 hectares eucch, but in the total distribution
scheme and in a policy sense thefr existence is Inefgnificant. The available
evidence suggests that the distribution of gains from growth in the agricultyrs!
sector would not be significantly adversely affected by the present distri-
bution of land.

The qualitative aspects of agricultural assets are more significant
becausa there are major differences tn 3011 and climate and the distribution

of these avsats s more variod, (Qualitative aspects refer to such factors

Y. Jomas Weaver and Rrne Anderson, “Stabti1gaticn and Pevelepment of the
Tonzantan Economy tn the 19204 p, 1% and p. 7.

2. Patrick Fleuret, Mimeo, “Commentary on Yanzania Feport,” July M, 1900,
Mashington, D, C,
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as differences fn rainfall, soil, slope and locatfon/access.) There {s
1{ttle doubt or dispute that the distribution of qualitative assets is
highly varied. Annex B, "Delineating Tanzanta's Major Agro-Econlogical
Tones," {n the Tanzanfan FY 1982 €DV%, provides a concise profile of the
agroclimatic «pectrum in Tanzanfa.

Intra-rural distribution of income 14 a aood measure to summarize
the composite effect of the varfous factors. For example, ‘t has been found
tha: BO percent of the rural households in Ruvuma had annual cash incomes
under 1000 T/sh. 1In Kilimanfaro <ix percent of the households had annual cash
incomes below 100 T/sh.' Annex B of the Tanraria FY 1982 CDSS directly
relates agroclimatq to crops grown for income and provides data which
indicetes that the highland areas, because of the crops which can be cultivated

there, 3lso have the highest per capita {ncome in Tanzania.z
It {s apparent that differences in the agroclimate and differences

among other qualftative factors are the dominant {nfluence over intra-rural
income distribution, but two other points are relevant. Given the relatively
even distribution of land holdings 1t {s reasonable to infer that within

8 given agroclimate reglon the holdings are also similar in slze. Second,
household incomes within the entire agricultural secter tend to be near the

subsistence lovel, f.e., 1t 13 sti1] a question of the poor and the oxtremaly

T. World Bank, YATT Bisstc Economic Seport, Annex 111, p. 20.

2. Data from TabTGh?-d?”iﬁ%gi&ﬁ“?ﬁ“?ﬁggrvlTﬂﬂ?gfﬁgﬂ'werc used to 1)lustrate
intra-ryral income differences. The data are indicative in a general
sense but the estimation of "Average cash {ncome per family” lacks vital
pleces of information necessary to make such an estimate. For example,
to calculate average family {ncome ft 1s necessary to bnos the total
amount of land cultivated and the quantity of each crop grown not Just
the average amount of land devoted to a single crap. It ts also
necessary to make allowance for the differ=nt marbel (haracteristics of
commoditiet, f.p,, cotton can only be sold at the offical price--the
household hes no alternative| matrze can be sold at th~ highest attatnabls
price, cuntumed, stared or bartered. The estiratles of “average cash
income par femily” require apprectlably more Information and slatistics)
rigor to warrant the title,
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poar. This point can be demonstrated by referring acain to Annex B. It
fs estimated that the highest average cash income per family (at 1979/80
official producer prices) was $36 for growers of flue-cured tobacco; it
was $231 for rice farmers and $1%4 for coffee growers. The highest family
cash income i< equal to only about $/3 per person which is stil1l well
within the ranks ot absolute poverty.

The latter point means that within a context of widely distributed absolute
poverty, {mprovemenc fn the qgencral level of econoric welfare 15 the paramount
concern and a strong growth policy 1s the most relevant approach. A policy
which retards growth for the sake of preventing increases in relative income
differences 1s inferior to a policy which presents economic opportunities
for a broad expanse of rural households. So long 2s development of agricultura)
potential does not occur at the expense of the poorest, growth assures & gain
to soclety,

The dominant role of qualitative aspects as determinants of income
distribution provides some general quidance for policy in the agricultural
sector: the redistribution of productive assets {s not practical, e.9., some
assets such as rainfall are not easily redistributed. The distribution of
the assets themselves cannot be readily altered by direct means and a major
effort to do so 1s 1ikely to disrupt production and cause downturns in
{ncome and gencral welfare. Given the nature of the underlying reasons for
fncoma difference, the distribution of gains can most affectively be addressed
by indirect methods such as taxation, and the allocation of development
{nvostments,

The concluding point 1s that the extsting low level of average rural
{ncomos and the dominance of qualitative determinants In fnfluencing Income
diatribution cal) for a stress on explutting the Inherent growth potenttal

within the sector, Improvement {n economic welfare can be most effectively
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pursued by policies which cause growth. Income distribution concerns can

be most constructively approached with policies which address the incrementa)
gains not the assets which produced the gains. The final implication is that
over the next few years Tanzanita, can stress policies to develop {1ts
agricultural potential, and {n doing so, address the most relevant economic
equity concerns by maximizing improvements in the economic welfare of rural

households,

C. Overall Performance

The share of the agricylture sector in total GOP has been gradually
declining since tha early sixties. Between 1965 and 1974 the share of
agriculture in COP (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.] Monet{zed agriculture (1n constant 1966 prices) was also
declining relative to total agricultural output. In 1965 monetized agricul-
ture accounted for 36 percent of tota) production. By 1978 the proportion
had fallen to 39 percent.2

Agriculture’'s declining share of GDP reflects that fact that other
sectors were growing more rapidly while expansion rates in the agriculture
sector 1tself were declining. Part of the resson for slower agriculture
growth up to 1973 may be traced to the amount of investment going to
agriculture. Table 1 shows that for the period 1967-1973 {nvestment (in
constant terms) 1n agriculture peared in 1968 then fel) off while investment
in agriculture a3 & 3hare of total fnvestment and relstive to GOP were also
falling.

Investment data are more scarce for the post-197) pertod, however, the

Second Five-Year Mlan celled for 8.5% percent of budget resources to be

IL Ul" } ted “'gml T of Tanzanta, Lconomic Syrveys, 1977/78 and 1378-19, p. 10.
. h dl po L} ‘



Tabls 1

FIXED CAFITAL FORNATION IN ACRICULYVRE, 1966-7)
(1n xtllioe T/Sbs)

1966 | 1967 | 1963 | 1979 | 19701 1971 1972 1 1973
Fiaed Capital Pormetios 12 Agriculture
{owrtent prices) 11 122 114 10§ 117 119 142 160
Fized Capital Formatios iz Agriculture
(194 prices)® 111 116 111 103 103 99 103 107
Agricaltural Filzed Cspital Formst (o=
s Terorzlage of Total Fixed Capical ,
Foruatios (cxrremt srices) 11.) 9.9 . 9.0 6.2 5.0 6.0 5.9
Agriczitoral Fizad Caplital Formstios
sz Perceztage of Crose Dowmestic
Frodact at Facter Cost (cumrreat
Frices;} 1.7 1.8 1.6 1.5 1.4 1.3 1.4 1.4

SIRIT: World Bamk, TKey Issuse is Agriculture and Rural Development ., Annex VI to
Tazzaziz: lasir Leowomic Report, Decesbar 1977.

“Deflsted by implicit deflator for all Imvestment goods.

-98-



- 87 -

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
Tivestock to 2.04 percent.' In 1978, donor 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 rea) growth rates for a recent
six-year period and summarizes growth rates for the last decade. Whereas
growth in agricultural output fncreased 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 197§
through 1978 state that subsistance agriculture increased by over one-half
(55 percent) 1n four years. While lower, the growth of monetfzed output
was {mpressive with a cumulative 21 percent increase in the same four-year
perfod. Overall, real agricultural output expanded by 16 percent while
population (at a 3.3 percent annua) rate of increase) grew by 13.2 percent
for a total, four-year net qgain of 22.8 percent.

If the data in Table 3 were to be taken at face value they would constitute
$trong evidence that agriculture sector performance has been outstanding;
however, a tecond look reveals a more mixed picture, First, the data are
not based on empirical estimates. They are derived from a general formyla
which depends on several large assumtions. Second, the sustained high
level of Increase in subststence outpu® is suspect of and in ftself; one must
88k how the output fncreases by 1978 were being absorbed within the sub-
sistence sector. Finally, monetized agricultural production shows substantia)
increases over 1975-1927 in apite of an 18,5 percent decltne in the volume of
eXpOrt crops during the tame parfod. The mest tection (ontaine 3 more detatled
review of trends tn agricultury output as reflected Ly foud tmports, gratn

salas 10 the Nationas! M{Y1ing Corporation ond agricultural asporty,

T USRS Yanzanta, *Taneanta COSS, Fr 1902, p. e-).



Tadle 2

DOMOR ASSISTANCE TO TAXIANIA IN 1978

(*000 US dollars)

Capital Assistance
Tecknical Share of
Sector Assistance Lcan Crant Total Total (Z)

Agricnlture 65,265 42,000 27,200 134,265 19.8
Torest and Fisheries 5,058 - 400 5,658 0.8
Tourise 1,985 14,000 - 15,585 7.4
Induszry 35,036 90,300 34,300 156,63 | 23.8
Peblic Utilities and Water 37,098 - 3,900 40,595 6.1
Commerce and Trada 7,206 - 43,000 S0, 206 7.4
Traasport aad Commmmicstica 32,757 18,800 28,800 | 80,357 11.9
Construction 3,084 - - 3,084 0.5
Léucstion 56,429 12,000 - 65,429 | 10.1
Caltxre 3,858 - - 3,2:8 f 6.6
Bralth 13,224 - 2,500 15,784 5 2.3
lLaker and Social Welfare 6,085 - - 6,085 l 9.9
Eral Developmsst 2,239 12,000 9,500 £1,73% ! 1.6
Belief 11.92¢ - - | 11,226 ! 1.8
Bulpe: Support - 12,700 | .00 15,400 | 4.2
Toral 309, 116 01,200 , 168,300 | £76,210 . 100.0
SOURCE: UNDP, Uaicted Bepubl ic of Tanecnia, feport on De.elooren: Assistsnce for

1978, Jaly 1978.




Table 3

ANNUAL GROUTH RATES OF AGRICULTURAL? GROSS DOMESTIC
PRODUCT TN CONSTANT 1966 PRICES (2)

Average Annual
Growth Rates

1973 | 1974 | 1975 | 1976 | 1977 | 1978 1967-72 | 1973-78 | 1967-78

Total Agricultural

Production 1.0 | =4.1 8.5 10.9 8.2 4.6 2.6 4.9 3.7
Monetized Productiom 0.3 -6.7 3.4 9.9 9.9 -3.1 2.5 1.7 2.1
Subsistence 1.6 | -1.9 12.58 11.7 9.7 10.3 2.7 7.4 5.0

SOURCE: United Republic of Tanzania, Economic Survey: 1977-78 and 1978-~-79.

'A;r:lculture includes forestry and fishing.
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D. Food Production, Food Imports and Official ¥urchases

The data in Table 4 shows the relative importance of kinds of foods
produced in Tanzania.] In volume terms, cassava is the largest crop and
maize is the largest cereal crop. With respect to growth, maize is an excep-
tion in that 1t 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 1n 1975. Over the nine-year period the combined output of maize, wheat
and rice/paddy grew at an average rate of four percsnt 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 in Tanzania 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 {s still feasible, however, because the various data
series tend to be similar {n their magnitudes and therefore in their varfations
over time.?

The time series data for maize suggest that maize imports have gone through
three phasas. Up to 1970/71 average annual maize imports wera negligible.
Than, 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.

T. It 1s understood that there is no systematic empirical process whereby
crop production is sampled as a basis for aggregate output estimates.
Thus output figures in Table 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 source a!'so vary. For example, the Marketing Develop-
ment Burecau (MDB) of the Minisiiy of AGriculture (Kilimo) provides figures of
40,500 tons and 78,000 *rns of wheat purchased in 1978; 40,000 tons and 14,900
tons of rice purchased 1n 1977; and 55,000 ton and 48,100 tons purchased in

1979. Sources: Kflh;o Bulletin 0’,{ d I ; %ﬂh 47
4 Policy R n , 280)-8 .. e V. &L}
Reuompendat fong. Votime 2 Pt reati . 7




Table 4

PFRODUCTION OF MAJOR FOODS

(000 metric tons)

Annual Quantity

Average

Annual

Average Average Average Change
Crop 1961-65 1970 | 1971 | 1972 1973 1974 1975 1976 1977 Tt 1979 1970-71 1978-79 1970-79
Maize 543 637 715 881 888 550 825 897 968 1000 1000 676.0 1000.0 5.32
Wheat 20 61 84 98 78 46 56 58 35 28 32 72.5 30.0 -6.52
Rice/Paddy 117 182 193 171 204 310 150 172 134 260 200 187.0 230.0 2.6
Killet 129 1}8 138 128 136 88 160 130 150 160 160 138.0 16G.0 1.82
Cassava 2858 3384 3250 3189 3350 5425 6000 3600 4000 4076 5000 3317.0 4538.0 4.1
Oilseeds 35 37 40 38 32 28 22 15 i5 16 21 3E.5 18.5 -5.8%

SOURCE: USDA, Indices of Agricultural Production 1970-79, Statistical Bulletin no. 637, p. 33.




Table 3

AWML LISORTS, IIPORTS AND DOMESTIC PURCNASES OF MAJOR POOD CRAIRS

(ia *000 aetric tewms; exports ia brackets]| ])

Conmadity
(by Sewrce) 1965766 | 66/67 | 67/60 | 68769 J6o/10 | 7osTa hausaz [ rarms | msvs franrs | asre b aeran | vis 78/79 ] 719/80
mizs
Taports
trcjd fond® 8.8 7.9 Jro.2) ] (51.8)) a6y | usaarfoe2.3 | ime| 1836 | 7.6 | 423
1 281.0| 89.0] ss.o| 13s.0
£11tae” 92.3 ] 1.9 ) 291.% {225.4 {106.5] 41.6) 24.2 -
Cottrelrs (4.0) 4.0 5.0 Jiy2.0 | 27.0] 2¢5.0 | 2400 ] 12.0] 4.0 0
Lombar 4* f4.011 4.3 ] ta.2) 1363 | 290 269.2 | 2397 12.6 .2 | 13.01] 113.0)
WL Ferchases
Eiltae 43.0 | 106.4 7.8 239 | 1.1 | 1274 218.2 | 22207
WIAT
3 te
Uicld mamk 21.6 32.1 3.6 %.7 5.7 | 11.6 | 49.s 8.2 15.8 | 109.6 3.2
i 7.6 52.0 6.0| 46.5| 7.8
TR 38.1 - 6.5 | 28.8 ] s1.1 313.6 | 40.5.| e0.0
Caerrelre 166 | 20| 220 ] %.0 s.o] en.0o |111.0 3.0 47.0! 24.0!
Ladard 19.51 19.0 | 1.0 - 60.0 | 111.1 3.1 46.5 13.4 -
W Pwn chases
T Tt 52.1 47.0 28.0 14.0 25.0 27.0 35.0 28.0
sicx
ispurts
Yorid Samk 1.4 .5 3.8 - - - (4.21}110.2}] 230 63.0 | 20.6
i 68.5 20.0 s.0} 39.0 ] s4.3
Eilime - - - 12.6 14.3 0.8 14.8 ) 49.8 1 36.8) 25.6%
Caerreire 2.0 6.0 5.0 0.0 o.0] n.o| es.0 9.0{ 40.0} 2¢.0f
Lonkord s.0 7.3 ] 10.0 <7 8.1 711.2 | 4.0 8.8 40.0] s54.6 6.6
€ Purchasss
™ 45.0 | 480} 319.0 | 15.0 12.0 15.0 35.0 | .0
TOTAL 1MPOLTE (Kiliee deta) AD OFFICLAL PURCEASES
ma(IX 135.3 [185.3 | 364.9 | 249.3 J197.6 | 175.0 | 248.4 [ 222.7
WEAT 95.2 | a7.0 4.3 | 42.0 ] 6.2 w06} 15.5 | ss.0
sl _43.0 48.0 | 11l1.a 29.3 32.8 29.6 | 84.8 70.8
175.5 J180.3 | ss1.o | 321.6 2866 | 2834 | 409.7 | 3015

‘unu Baak, Tsmzanis Besic Ccomemic Bepert, Amsmex ¥1;

[ ]

Key leowes fa Agriculture snd Rursl Development, December 1977, p. 10.

laternations] Mosetsry Pund, Recent Lcomomic Bevalopments, August 22, 1979, Appendia 111, Teable i, p. b4,
“uited Republic of Temssuls,

Temzasls, Miststry of Agriculture, Murketing Development Sutesw, Price Policy

hames 1: Cersels, September 1919,

‘L ‘thew X, Coerrefro,

Parch 1483,

Rinistry of Agricultere, Bulletin of Crop sod Livestock S:

atiatics 19J8, p. &7; Uafted Republic of
Recommendations for the 1980-81 Agricultural Price Review,

*c. s Loshecd, “The Sitwetics of Cratas snd Coosava Merketed
Early Wernimg amd Crop Meeitoring Project (wimee).

“Pro)utlu.

f
First sinx woeths culy.

through Officis]l Chamnels in Tanzsalas:

“ti{fticiency, Loquality sad Exploitation im Tanzamian Agricultere mince the Arushs Declarstion,”™ larvard,

A Review up to June 1979 "
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Because of the shortness of the time series and the varfability 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
in the average annual level of maize imports even after allowing for the
1974/75 peck import levels. It is not clear, however, if this 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 1ikely to be in the
neighborhood of 400,000 metric tons.'

Examination for a trend in comestic 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 is wholly 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. It will require more time to determine if there is an actual long-
term increase in maize sales to the National Millina Corporation (MNC) or if
1978 and 1979 are anomalies in a longer term decline. Kilimo has noted that
maize purchases by the NMC increased in the 196Us with a high point in 1970/71
and a subzequent 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 impcrte 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 {n 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.

Y. A.1.D., exnert source, October 16, 1900.
2. kilimo, MOB, Price Policy Recommendations 1980-81, Summary, p. 7.




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 wsheat 1s not 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 ievel of wheat imports
and domestic purchases in combination was about the same in 1979 as it was
in 1972 after experiencing a mid-period decline.
Ki1imo reports that wheat consumption is increasing and that more wheat
could be sold 1f supplies are available. It is estimated that there is a
present annual demand, at current consumer prices, for 110,000 tons of wheat.]
The figures for rice purchases in Table 5 represent a relatively small
proportion of production. Kilimo suggests that 10 percent of :total rice
nroduced is marketed, 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 indfcate that the average level of rice imports increased
between the early and late 1970s. Although the figures are not available,
K{1imo notes that a main feature of NMC purchases was a "steady increase in
the years preceding 1970/71."3 In the mid-1970s NMC purchases of rice dropped
to about o~e-fourth their level of a few years earlicer, but volumes were
increasing again by the late 1970s. Kilimo notes a near doubling in rice
consumption between 1977 and 1979. 1In 1976, 137,000 metric tons were sold; in

1979, consumers purchased 73,000 tons of rice. More rice could have been so0ld

T. K{Timo, OB, Price Policy Pecommendations 1960-81, Annex 1, Cereals, pp. 19-22
and Price Policy Recommendation, Summary, p. 7.

2. ¥iYimo, MDB, Cereals Annex 1, p. 28.

3. Kilimo, MOB, Cereals Annex 1, p. 28,
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1f 1t had been available.’

Perhaps the most interesting time series in Table 5 1s 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 tota) was never
less than 266,000 metric tons. One Kilimo report was ~elatively sanguine
about aggregate food security in mid-1979, noting that "Tanzania is currently
in a most satisfactory position."2

There was more concern about the shifting composition of grain sales
to the NMC relative to growth trends in consumer 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 annual]y.3
Table 6 shows the development of NMC grain purchases since 1971,

There has been & rapid increasa in NMC purchases of sorghum/millet and
csssava. No sorghum/millet was purchased before 1972, but by 1979 purchases
had grown to one-fifth of total NMC purchases. Within efght years cassava
had increased its share fronm 4,7 percent to 14 percent of total officia)
purchases. Kilimo notec that consumption of these foodsis limited to
the subsistence sector (i.e., there is virtually no urban demand); therefore,
the only significant sales outlet is to 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

T. K{T{mo, FOB, Price Policy Recommendations Summary, p. 7.
2. Kilimo, MDB, Summary, p. 7.

Jl Xbidl. pc 70



Table 6

MARKETED PRODUCTION OF MAJOR DOMESTIC CROPS

('000 metvic tons)

Annual Marketed Production

Average
Crop 1967-69 | 1970/71 | 1971/72 | 1972/73 | 1973/74 | 1974/75 | 1975/716 | 1976/77 1977/78 | 1978/79
Maize 114 .4 136.4 43.0 106.4 73.8 23.9 91.1 127.4 214,2 222.7
Wheat 29.6 43.C 56.7 46.8 27.9 14.4 24.5 23.0 35.1 27.5
Paddy 37.2 c3.6 68.6 73.1 59.6 22.7 18.4 22.4 53.3 52.0
Sorghum/Millet - - - 0.9 4.1 4.4 5.1 21.0 69.4 98.7
Cassava as.o - 9.2 14.3 19.0 17.3 16.5 20.2 35.4 63.2
Croundzurs 5.2 - 3.3 3.5 1.4 0.5 0.5 0.4 1.4 2.6
Sunflower 4.8 - 6.2 9.5 6.3 7.0 6.9 5.9 7.2 12.0
Sesane 6.8 - 8.2 7.3 6.6 5.8 5.9 5.9 6.6 6.6
Total 233.0 323.0 195.2 261.8 198.7 96.0 168.9 226.2 423.6 485.3
SOURCE: Kilimo, MDB, Price Policy Recomsendations 1980-81, Summary, p. 1l.
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nominal losses from millet and sorghum exports between January and July

1979 were estimated to have been about $12.9 m11110n.] One hundred and

fifty thousand metric tons of millet, sorghum and cassava vere cxported,
while approximately 165,000 metric tons of wheat and rice were imported. The
recent history of sorghum, millet and cassava is related in a Kilimo report.

The production of the 'minor’' food crops--sorghum, miliets 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 marqginal 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 arecas, the belief being
that local production would be consumed locally and only small
surpluses would reach the commercial market. However, this has not
been the case and commercial purchases of sorchum and millets
excluding finger millet have increased from 16,600 tons ir. 1976/77
to 44,400 tons in 1977/78 and 0 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

8 limited market requirement for sorghum flour. The red Serena
sorghum {s unsuited to flour milling and because of its bitter taste
and high tannin content {s not suitable for large-scale use in
aiimal feeds. 2

E. Agricultural Exports

The Marketing Development Bureau of Kilimo stated in 1ts Price P
Recommendations 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 {n 1978 over the
previous year. Tha 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

in that period.3

1. Tbid, pp. 8-9. ;
2. Kilimo, MDB, Summary, pp. 14-1§,
3. X1limo, MOB, Sumary, 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 comodities and the share of agricultural export earnings relative
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 commodity 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 tn be found,
agricultural export data also vary by source. This point is {1llustrated
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 behavior 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 {s
not the case here.‘ The Kilimo data series w.11 be used in the following

discussion to permit comparisons with Kilimo data on purchases of food commodities.

T. The sources ore not necessarily independent. For example, the World Bank
appears to have drawn its data from the zame source as that of the Economic
Survey except for cotton, where the Survey data frequently exceed the

orld Bank data by a factor or two. Note that the Fconomic Survey data
for cotton and the Yorld Bank data series coverage to become a single
figure by 1975. The Economic Survey cotton data also converge with the
USDA sertes and actually cross over between 1974 and 1975, If one serles
were consistent with respect to another, {t would be plausible to
attribute the discrepancy to a definitional problem such as one series
measuring cotton 1int plus cotton seed cake exports and the other
fncludtng only one nf the tomwodities. When the sertfes converge or even
reverse, speculation on plausible causes becomes impractical.




Table 7

PROVILE OF TARLARIAN ACRICULTURAL EXFORTS
(volumes 1 000 metric tses; valuse
is "000,000 Teazsnisa Shillisgs)

1973 1974 1975 1976 1977 1978
X of X of 2 ol I of 2 of Z of 6-year
Total Tetal Tots? Total Total Total [Average
Camnnd 1 £y Teous $he fLsperts] Tems She Exports| Toms She IExports)| Toms She Exports| Toms Shs Exporte| Tome She Exports]Z Share
Collos [ ] (3 5] .6 41 s 13.9 b33 409 18.0 58 1,288 31.8 &7 1,857 42,7 51 1,303 35.9 27.0
Coxt tom [ 3] 2 14.2 b -] [12] 17.9 &0 112 11.5% 58 3% 13.7 40 S41 12.) 47 420 11.6 13.9
Staal 142 ms 13.9 120 (20 2.0 (2%} 0 14.) 12¢ e 8.5 109 351 B.U 106 B2 9.2 12.3
Casluremns t 8 114 178 1.2 118 28] 8.8 102 221 8.1 12 207 5.1 79 27 5.2 48 229 6.3 7.0
Clewes 11 133 ’.? & [} 3.2 7 J21 11.8 ? 2¢€1 6.4 6 264 5.% 12 60 1.6 6.4
Tobacore ? &8 2.3 12 13} 4.8 9 124 4.6 16 %6 6.6 12 216 4.9 11 233 6.4 5.0
Tes ] 1.2 10 (3] 1.3 10 81 3.0 12 135 3.3 12 178 4.0 15 168 4.6 3.3
Subretsl of ?}
Commmmnd 1 ¢ 100 % 1,632 637 335 2,012 71.6 3o 1,90 71.2 349 3,1» 17.4 305 3,60 83.1 279 2,746 75.6 74.8
et Selow tod
fgriceitursl
Eaperte
Cat tom Sewdcake| 41 a2 1.7 (-] ] 1.0 43 b ¥ 1.2 9 3% 0.8 34 53 1.2 24 27 0.7 1.1
Sewdbenns 13 3 1.0 ] 12 o.8 14 &7 1.7 11 &0 1.0 8 35 0.0 12 49 1.3 1.1
Pyrethrus 3 13 0.7 1 1) 0.3 S 22 0.9 24 0.6 2 27 0.6 2 2i 0.6 0.7
01 1 sumand 0 11 4) 1.8  J 3 0.9 10 24 0.9 ¢ 0.1 3 7 0.2 15 32 0.9 0.8
Tetal ¢! 11
Comwed { ¢ Loe - i.m 739 - 2,100 73.8 - 2,063 75.8 - 3,24} 80.0 - 3,782 85.9 - 2,875 79.2 TE.4
Tetal Experits - 2,88) - - 1.7 - - 2,1 - - 5,056 - - 4,40) - - 3,632 -

s

IERRCY -
Bur o Sslsas,

Septonver 1979, Teble 2.3, p. 12.

Meopted froe Eilise, NS, Price Policy Secommandstions f{or the 1980-81 Agricultural Price Review, I:

Summary and Price Proposals,

66 -
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Total production of expart commodities peaked in 1971, then steadily
declined through the 1970s. By 1979 the volume of agricultural exports was
26 percent below their 1971 level. Cy conparison, the volume of NMC purchases
was’SO percent above the 1971 level.

~ Only tobacco and tea export volumes recorded growth over the pericd.
A comparison of the average level of the first two years to the average of
the last two years of the perfod {ndicates declincs of 49 percent for sisal,
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.

In Table 8 the Economic Survey series for each commodity provides pro-

Jactions of export commodity volumes from 1979 onward. Steady growth in output
for all commodities is forecast except for sisal, which {s projected to continue
{ts decline through 1982. No explanation is given for the expected reversal

in the production trends.

Although the physical amounts of some agricultural exports have been
declining, rising commodity prices have tended to bolster the level of export
reven.2s. Table 9, adapted from an IMF review of the Tanzanian economy,
11lustrates the effect of rising commodity prices. Total export revenue from
the 2ix commodities increased by 32 percent from 201.7 mi1llion SORs ($243
million) 1n 1974 to 267 mi1lion SORs ($334.6 mi11ion) in 1978. DOuring the
same time total physical volume fell by 21 percent from 315,800 metric tons
to 227,000 metric tons. (The fact that revenues from Tanzanfan commodity
exports increased during the 1970s {s strong evidence that the main body of

explanatory causes for falling volumes 1s tu 'e found in Tanzania rather than

externally. This point will be discussed later.)

V. The UnTted RepubTTc u* “sisents. © amic Report, Dar es Salaam, April

1980, Table 8, p. 15. Rep :' jrecnr- | as background materfal for technical
discussions with multilater -~ in: .a) institutions.
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NOTFS TO TABLE 8

*United Rapublic of Tanzanta, Economic Survey: 1977-78 and 197879,

p. 20.

bUnited Republic of Tanzania, Ministry of Agriculture, Marketing
Development Bureau, Price Policy Recommendations for the 1980-81 Agricul-
tural Price Review, Vol. I: Summary and Price Proposals, September 1979,
Table 2.4, p. 11.

cIntornational Monetary Fund, Recent Ecouomic Developwents,
August 22, 1979, Table 5, p. 9. Table 16, p. 41, givas a different set
of sxport volumes.

dHorld Bank, Tanzania Basic Economic Report, Annex VI: Key Issuss
in Agriculture and Rural Development, December 1977, Statistical Appendix,
Table 5.

®Untte