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EXECUTIVE SUMMARY

Tanzanian policies toward agriculture and *rade have had -important
effects on the lives of almost al] Tanzanians in the past decade. The nation
has sought to provide for the basic needs of its population; one of the most
important of these needs is food. The impact of policies on the availability
and cost of food has been quite different for important segments of the popu-
lation. This differential impact has resulted from the policies affecting the
grain markets and their interaction with the domestic economy.

Tanzanian policies on trade, money, and the importation, manufacture, and
distribution of capital goods to rural areas have all changed the structure of
incentives faced by farmers. The major effect has been a decrease in incen-
tives to-produce either cash crops or food crops for the market. This is due
to a worsening of the officially-measured terms of trade between the agricuil-
tural and non-agricultural sectors, as well as to the extreme scarcity of con-
sumer goods 1in rural areas through both official channels and high=-priced
unofficial onzs.

Within this generally depressed environment for agricultural production,
the nature of incentives faced by farmers has encouraged food production rela-
tive to the production of export crops. An increasing share of the value of
export crops has been taken 8y the government, either throuyh taxes and
increased parastatal costs or through the indirect tax caused by Tanzania's
overvalued exchange rate. 1In addition, most farmers can more easily gain
access to higher-priced parallel markets for food crops than for export crops.
Further, cash crop producers have 1little access to officially marketed
supplies of grain for their consumption needs, and thus have increased
incentives to produce their own food. This return to subsistence production
has not been the result of deliberate "food first" policies; incentives to
farmers were most strongly affected by a capital-biased development strategy
which - emphasized basic manufacturing industries. A consequence of the return
to subsistence food production by farmers who have traditionally produced
export crops is that the domestic resource costs of producing food are high
relative to the alternative use of those resources.

The regulation of price, transportation, and entrepreneurship in agricul-
tural markets has also had important effects. The majority of grain transac-
tions are legally required to go through the National Milling Corporation
(NMC). The parastatal has been Timited by its inability to compete with
parallel market prices, by the multitude of difficult and sometimes conflict-
ing roles which it is required to perform, and by its own poor organization
and shortage of trained manpower. The NMC's primary function has been to pro-
vide processed grain to Dar es Salaam and other important urban areas at a
price below the paralle! market price. Thus, residents of other towns and

~virtually all rural Tanzanians must buy food on other markets at higher
:prices.

The interaction of the NMC and unofficial markets increases the instabi-
‘lity of supplies to urban consumers caused by output fluctuations due to vari-
ations in rainfall. When supplies are scarce, parallel market prices rise and



illegal sales and exports get a higher percentage of farmers' surpluses; the
NMC price does not adjust, purchases fall, and Tanzania becomes even more
dependent on imports to feed the dapendent urban population.

The overall impact on food consumpticn of urban consumers depends heavily
on their access to NMC supplies. The urban poor and Tow-wage workers who hdve
been able to buy NMC grains have probably maintained their consumption over
the decade; this group is disproportionately located in Dar es Salaam and
Tanga. Urban residents without access to NMC supplies have probably decreased
their consumption due to the high prices and unreliability of parallel mar-
kets.

Rural people depandent on markets for all or part of their grain require-
ments have probably decreased their consumption because of their forced reli-
ance on paraliel markets. This group includes estate workers and those grow-
ing primarily cash crops. Many of these people have reacted by making food
crop production their primary economic activity, thus reducing their market
dependence. Rural focd producers have probably maintained food consumption
levels while reducing their consumption of non-agricultural goods. In times
of bad harvests these people, too, reduce their food consumption because of
the difficulty of storing or trading for surpluses.



PRESENTATION

This report presents the results of one cf several short-term policy
impact studies conducted under the Consumption Effects of Agricultural
Policies Project. The project has been sponsored by the Office of Nutrition
of the United States Agency for International Development, Bureau for Science
and Techriology. The general objective of the project is to provide analytical
examples of the impact of agricultural policias on the consumption of food in
developing countries. Through these examples it is expected that agriculturai
and economic planners will be made more aware of the role of policy decisions
in determing the nutritional status of low income households. Specifically,
these studies attempt to trace the effects of policies on food demand and use
by individual households.

The project has two additional objectives. One is to illustrate the
feasibility of performing significant food policy analyses within a short
period of time and at a relatively low resource cost. The other is to foster
an awareness and capability for ongoing analysis in institutions which
formulate or recommend policies that have a direct or indirect effect on the
consumption of food by low income households.

In Tanzania the dominant influence on the consumption of food by
different groups in the population has been the country's strategy towards
industrialization. This strategy has depended on heavy investments i capital
equipment for basic industries which were financed through international
borrowing and high taxation (explicit and implicit) of agricultural exports.
Concomittantly, f2cd prices for urban consumers have been kept artifically low
through subsidies to the main staples, parastatal contro! of the markets for -
cereal grains, and a substantial- reliance on food imports (particularly food
aid and concessional sales).

When the study was initiated it was expected that the 1976/1977 Household
Budget Survey would ba available for comparison with the 1969 Household Budget:
Survey. The study hypotheses were centered on the changes in food use and
food expenditure patterns to be identified through statistical analysis of the
two surveys. Although repeated efforts were made to obtain access to that
data, the study team was forced to operate without any of that information.
Without access to consumption data the study team chose to concentrate on the
reiationship between the official and unofficial (and illegal) markets for
grain in the context of overall macroeconomic and agricultural policies. The
official price setting mechanism and the functioning of the grain marketing
parastatal, the National Milling Corporation (NMC), are the proximal
determinants of both the structure of incentives facing food producers and the
costs of food supplies facing food consumers.

The field work was undertaken from May to August 1981 by the senior
author, Mr. Andrew G. Keeler, as a guest of the Market Development Bureau of
“the Ministry of Agriculture (Kilimo). The team received assistance from a
number of institutions, most notably the Economic Research Bureau of the
Mniversity of Dar Es Salaam, the Kilimo/FAO Early Warning Systems and Crop
Monitoring Project, and the Tanzania Food and Nutrition Center. Through these
efforts, significant new information has been developed on the linkages between



general macroeconomic policies, the structure of incentives facing agriculture
as a whole, the functioning of unofficial markets in the presence of parastatal
control of the official market, and the implication of these Tinkages for food
costs for different groups in the population.

When the study was formulated there were a number of issues which were
considered ralevant to the food consumption situation. Several of these have
not been directly treated in the report. In some cases our findings are that
the issues are not as important as originally thought. JIn other cases the
issues could not be addressed without the food consumption data. The foremost
example of the former centers on the tradeoff between cash crops and food
crops. A major research issue had been whether or not the secular path of
foreign exchange earnings resulting from an orientation of production of cash
crops for export would have been sufficiently large to provide more foreign
exchange than that necessary to purchase food commodities in international
markets. This is not an important issue because in the last half of the
1970's, food imports averaged less than six percent of the total import bill
and only 13 percent of the value of total exports.

Through the taxation and regulation of agriculture and the macroeconomic
consequence of its industrialization policy, Tanzania finds itself in a
deteriorating economic situation. In this context, the dependence of parts of
the urban population on Tlow-cost food supplies creates a policy dilemma:
actions which might be directed toward improving the incentives for agri-
culture may in the short run have deleterious effects on the politically
important urban population. We hope that the results of this report might
contribute to the ongoing policy debate in Tanzania.

David L. Franklin
President o
Sigma One Corporation
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I. INTRODUCTICN

Tanzania's development strategy since the Arusha Declaration in.1967 has
been centered on reliance on the country's own resources as the basis for
deve]opment‘and for meeting the basic needs of its peop]e.1 Food consumption
is widely regarded as a basic need. This study analyzes Tanzania's experience
in meeting grain requirements of different groups in the period after the
Arusha Declaration. The study focuses on agricultural and economic policies
which have directly affecfed the distribution of grains for human consumption.

The role of grain markets in determining the availability and cost of
basic food grains for different consumer groups is analyzed in the context of
the implementation of Tanzania's development strategy during the 1970s. The
politics and official actions which determined official pricing, procurement
and distribution or grains have been the principal determinants of the avail-

'abi]ify and cost of food for different consumer groups in the population. The
impact of these policies has been different for important segments of the
population -~ urban dwellers with access to official markets, urban dwellers
without access to official markets, rural dwellers whose tradifional activi=-
ties center on food production, and rural dwellers who reiy (or relied) on
markets for their food needs. This differential impact has resulted from the
policies that affected the functioning o7 grain markets and those that
affected the interaction of these markets with the performance of the economy
as a whole. The markets for grains have been significantly affected by the
country's macro-economic and development policies. These effects have had
‘important differential impacts on the cost of food for the various consumer

groups.



The dominant policies and actions which have affected the patterns and
costs of food consumption are not agricultural or food policies, but rather
the policies and actions which sought to implement a development strategy
which has been focused on investments in basic industries. Food and agricql-
tural policies have not been the central issue in Tanzanian development
activities in the last decade. Contrary to popular belief, the strategy for
self-reliant development has not focused on food first or even on agriculture,
but on the creation of a capital-based basic industrial sector. This study is
directed at food and agricultural policies and their consumption effects.
Because of the dominance of these industrialization policies, the consumption
effects of agricultural policies in Tanzania cannot be studied in isolation
from the major macro-economic consequences of the industrialization policy and
the effect of ‘these on the agricultural sactor and on the costs of food.

Accordingly, the report begins with an overview of the evolution of
important macro-ecsnomic factors and how these have affected resource alloca-
tion in the agricultural sector. This overview describes the policy setting
in which the markets for grain operate. The core chapter of the report analy-
zes the structure and performance of grain markets and fhe final chapter
traces the effect of grain marketing policies in the context of the develop-
ment strategy on the likely effects on food consumption by the various con-

sumer groups.



2. THE POLICY SETTING: SELF-RELIANCE AND INDUSTRIALIZATION

Many of the issues which relate to availability, distribution and cost of
food for different segments of Tanzania's population have their origins in the
political and economic conditions prior to independence; this study, however,
considers the decade of the 1970s and the period after the Arusha Declaration.
The main thrust of the development strategy has been self-reliance; the
country's present and future own resources were to provide the hssis for a
national transformation to socialism. In the broad interpretation given to
the concept of self-reliance, this includes the opportunity of acquiring the
resources needed for development through trade and through borrowing. In this
context, even foreign aid is viewed as an instrument towards self-reiiant
development if, along with trade and borrowing, it provides the resources for
improving the productive capacity of the country.1

The domestic resource base for Tanzania was at the time of the Arusha.
Declaration, as it is today, its people and its agriculture. These resources
were to provide the springboard fo.r development -- agriculture was and is
being asked to provide both food for domestic consumption and foreign exchange
earnings for acquiring goods and services necessary to develop an industrial
base  Furthermore, borrowing in international financial markets coyld be and
was used to acquire capital and intermediate goods for the establishment of

2 It is the interaction of the agricultural policies with

basic industries.
the macro-economic consequences of the industrialization policies that has
most strongly influenced food consumption in Tanzania.

Tanzania's food policy has not been directed at a trade-off of food ver-
‘sus cash crops; there is little evidence that Tanzanian agriculture has ever

faced that dilemma. Rather, policy was directed at generating more output



from agriculture, because both cash crop exports and food were necessary to
support the industrial transformation.

There are many factors which have i1ffected the performance of the agri-
cultural sector in relation to the twin goals of more food for the people ;nd
greater export earnings to help finance development. The performance of the
agricultural sector has been significantly Tower than was called for in the
development plans and significantly lower than what is widely believed to be
its production potential. Among the factors which have depressed the per-
formance of the sector, it is common to note the impacts of villagization and
of bad weather. This study does not analyze either of these two important
factors; it concentrates on pricing and pricing policy in grain markets and
the interaction of these with the market for foreign exchange and inter-
national commodity prices. The impact of villagization on food consumption is
a complicated issue which would require infinitely more human and material
resources and time than what was available for the study. The impact of
weather and climate is also complex and beyond the scope of this study;
" nevertheless, the instability of weather as an imporfant factor cannot be
ignored. While the study has not been directed at explicit analysis of
weather variations and their effect on food supplies and food consumption, the
analysis will show that official pricing and procurement pclicies in the mar-
kets for grains tend to exacerbate the fluctuation in food supplies reaching
different segments of the population. The study, thus, concentrates on pric-
ing and procurement policies in the markets for grain and how the consequence
of these policies have interacted with the macro-economic environment and the
physical environment to determine the level and stability of food supplies énd
food costs for different segments of the population in Tanzania. *

The policies and programs affecting the structure of incentives facing
individual agricultural producers are important to understanding food

4



consumption effects. We focus on two major categories of policies: Those
affecting the level of incentives to agriculture as a whole and those which
influence the way in which markets communicate information and carry out
transactions involving food. The first category includes trade policy,
monetary and exchange rate policies, import allocations, and consumer goods
distribution; these are discussed in the following sections. The second
category, consisting of policies guiding aﬁd regulating the parastatal market-
ing agencies, official prices, the transportation system, and the functioning
of "parallel" or unofficial markets, is examined in Chapter 3.

2.1 The Structure of Incentives in Agriculture

The primary focus of this study is the impact of agricultural policies on
food consumption. To determine the effects of these policies it is neccssary
to consider how they affect‘the prices of food commodities and the level of
real income of different groups. Much of the population is in the rural sec-
tor, and their real incomes'depend on both the level and structure of agricul-
tural production, and on the prices they receive for their products and the
prices they pay for consumer goods. Scholars of Tanzénian political economy
recognize that agricultural prices are a "crucial matter” to Tanzania's
attempts to "build socialism” since they affect agricultural incomes and are
an "important political instrument" in increasing agricultural production
through their incentive effect for producers.3

Tanzanian policies on trade, money, and.the importation, manufacture, and
distribution of consumer and capital goods to rural areas have all changed the
_incentive structure faced by farmers. The major effect has been a decrease in
incentives to produce for the market. Residents of rural Tanzania receive
%ewer consumer goods per unit of agricultural output than a decade ago. This

is due, in part, to a change in the officially-measured terms of trade between



the agricultural and non-agricultural sectors, as well as to the extreme
scarcity of consumer goods in rural areas at offfcia] prices, or even at high
unofficial market prices. In addition, farmers are less able to store
surpluses in the form of valuable assets because of the unavailability of such
popular consumer durables as radios, bicycles, and corrugated metal roofing
and because of a lack-of confidence in cash as a store of value.

The depressed nature of incentives faced by all farmers, partly as a
result of the above policies, has encouraged food crop production relative to
the production of export crops. More importantly, the marketed output of all
agricultural products is lower than it would otherwise have been had farmers'
incentives not been altered through government policy.

In Tanzania, separating the agricultural sector from the remainder of the
economy would clearly be inappropriate. For this reason, policies which affect
the performance of the agricultural sector and the real incomes of different
groups are considered in a broader context. Some of these policies are
specific to the agricultural sector - others are broader in scope and in some
cases, apparently unrelated to agriculture.

Food consumption depends on prices and incomes which largely reflect the
structure and performance of the Tanzanian agricultural sector. The agri-
cultural sector's structure and performance are a consequence of the myriad
decisions taken by individuals acting both singly and collectively. Examples
include the amount of each crop to grow, the allocation of time to collective
activities, production for market and for home consumption and to leisure, the
choice of technrologies, the share of output to sell to the market, the share
of household casi: income allocated to expenditures on different goods and-time

and resources allocated to investment in health, education and skills.



It is assumed that in making these decisions, individuals respond in a
stable, predictable manner to the structure of incentives which they face. It
is, therefore, important to identify those policies which affect the .structure
of incentives facing farm households. The distortions of the incentives
introduced by economic policies have a strong influence on the performance and
structure of Tanzanian agriculture and, therefore, have impiications for
incomes, the cost of food supplies and, of course, food consumption.

The Tanzanian government uses a wide range of economic instruments to
achieve its policy goals. Examples include export taxes on certain crops,
restrictions on private trade and transport of some crops, imposition of offi-
cial producer and retail prices, organization of agricultural production,
tariff levels and quotas against imported goods, the provision of public ser-
vices (health, education, roads, railways, extension services), and investment
in agricultural research. This entire array of government policies can be
viewed as affecting the production and consumption decisions of households.
Given the constraints and opportunities implied by this structure of incen-
tives, households choose that mix of production and consumption activities
which maximize their welfare.

Changes in the structure of incentives will induce changes in the mix of
activities chosen by households, including the level and composition of food
consumpton. In the next two sections we endeavour to identify the principal
elements of economic policies which have shaped the structure of incentives

facing the agricultural sector.

- 2.1.1 Exchange Rate Policy
Tradeable products (both exports and imports) are very important in

Tanzania's agriculture. Thus, exchange rate policy can have an important



effect on the structure of incentives facing the agricultural sector. Since
the Tanzanian shilling was issued in June 1966, the country has followed a
fixed exchange rate policy. Some minor changes in the value were'made'Fy
altering the gold content of the shilling. Explicit devaluation occurred in
1975 and 1979, and since 1975 a period of managed floating has existed.

However, adjustment to the exchange rate has not been an explicit instrument

of economic policy. In fact, the explicit policy has been one of adhering to

fixed official exchange rates. Some de facto changes occurred as a.conse-

quence of pegging the shilling to the US dollar, whose value has varied over.
time with respect to the currencies of Tanzania's trading partners.

Yet, in Table 1, one is immediately struck by the stable value of the
Tanzanian currency at official rates. From 1966 to 1981, the official rate
was devalued by a total of 15.4 percent. One model of exchange rate deter-
mination is based on the relative rates of inflation between the home country
and 1its trading partners (Purchasihg P&wer Parity Theory). Changes in
exchange rates, in this model, are the mechanism whereby equilibrium is restored
in the demand for holdings (or stocks) of various assets including foreign and
domestic currencies. This model has proved a useful abstraction for under-
standing movement in exchange rates over relatively long periods. This model
performs reasonably well in explaining the official Tanzanian rates until
about 1978. Until that time, reported inflation in Tanzania had proceeded at
a pace comparable to that measured by the World Bank's Index of International
Inflation. Since 1978, however, the Tanzanian inflation rate has accelerated
markedly. The index for the first quarter of 1981 was 227. The parallel
market rate rose to Tsh 13.50 by the end of 1979 and has risen faster sihcé.
This is evidence of the presence of excess demand for foreign exchange at - the

official rate.



Table 1. Tanzania: Inflation and Exchange Rates

International Official Parallel

CPI index ofb exchagge markeg
Year 1975=100 inflation rate rate
1962 40 44 7.14 -
1963 39 : 45 7.14 -
1964 40 45 7.14 -
1965 42 46 7.14 -
1966 44 47 7.14 8.64
1967 47 47 7.14 8.82
1968 47 47 7.14 8.25
1969 48 48 7.14 9.10
1970 50 52 7.14 10.45
1971 51 55 7.14 15.00
1972 56 : 60 7.14 15.45
1973 61 72 6.90 13.45
1974 79 89 7.14 14.00
1975 100 100 8.26 25.00
1976 107 101 - 8.32 20.40
1977 119 109 7.96 15.05
1978 133 124 7.42 11.75
1979 151 142 8.22 13.50
1980 - 197 159 8.18 -

Sources: IFS, IMF, IBRD, Picks Currency Yearbook.

aTaken from IFS and IMF data.
bTaken from IBRD data.

cTaken from Picks Currency Yearbook.




The pattern of exchange rates, however, cannot be explained solely by
this simple purchasing power-parity theory since real as well as monetary
influences have been important. Sudden drops in export revenues, tigﬁt import
controls, fear of nationalization inducing capital outflows, and political and
military disturbances in neighboring countries have all affected the paralfel
market rate. The parallel rate has at times been at least three times the
official rate, and for the last decade has been consistently above the
official rate.

Overvaluation lowers the price of tradeable goods (both exportables and
importables) relative to non-traded goods. This encourages producers to
switch resources to the production of non-tradeables, and consumers to demand
more traded goods. An inherent imbalance arises which can only be offset (in
the absence of a davaluation) by restrictions on imports and by export subsi-
dies. Tanzania has chosen to tax jts export sector, and the restrictions on
imports have had to be even more stringent in order to ration the scarce
foreign exchange.

The overvaluation of the exchange rate has had a profound effect on the
performance of Tanzanian agriculture. Overvaluation of between 100 and 200
percent imposes a tax on exports of a magnitude which must inevitably affect
the decisions of producers. Producers seeking to evade the increasing tax on
export production imposed by the overvalued exchange rate have shifted
resources to other activities. As indicated by Table 2, exports have fallen
or remained stagnant throughout the 1970s. 1In contrast the volume of export
of major crops nearly doubled in the 1960s, when the overvaluation was not as
great and import parity pricing on real terms prevailed. In the 19605‘the

structure of incentives favored export crop production, even though the
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Table 2. Volume of Exports in Tanzania
(1968-70 = 100)

Year Coffee Tea Sisal Cotton Cashew
1934-38 31 1 47 16

1948-52 31 8 70 15

1956 46 27 98 47 17
1957 35 30 96 46 35
1958 ' 47 33 104 54 32
1959 41 37 110 52 35
1960 53 44 109 66 38
1961 52 44 106 50 42
1962 54 55 116 55 60
1963 55 56 113 81 45
1964 70 47 110 75 68
1965 59 60 111 93 73
1966 107 89 104 143 81
1967 94 86 106 101 76
1968 103 97 98 105 109
1969 104 105 89 94 91
1970 94 97 112 101 100
1971 74 115 85 91 126
1972 114 126 80 107 126
1973 - 126 130 60 , .100 146
1974 85 132 44 83 143
1975 113 142 53 66 117
1976 120 - 164 47 96 97
1977 98 164 34 68 68
1978 103 152 43 42 58
1979 92 152 40 48 70
1980 104 152 42 68 60

Source: FAO, MDB reports.
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marketing boards controlled the prices. Exbort crop prices were set at export
parity net of marketing board and cooperative union expenses. With pricing
for tradeables at world market parity, the growing overvaluation .of the
exchange rate has reduced the real value of agricultural products which are
tradeable. This means that the structure of incentives for export crop prol
ducers and for prodiicers of maize, wheat and rice has become less favorable as
a result of the overvéluation of the exchange rate. Nominal import parity
pricing does not transmit the full value of tradeable commodities when the

exchange rate is overvalued.

2.1.2 Macroeconomic Policy

The withdrawal of resources from the production of tradeable crops (cash
crops for export and food crops as impoit substitutes) has been reinforced by
the growth of the government sector which, as Table 3 indicates, doubled in
real terms in the 1970s. As total real income grew modestly in that period,
the share of government activity rose from 11 percent in the 1960's to 17
percent in the late 1970's.

Much of this growth in government activity was financed by increasingly
large fiscal deficits. The government's account expenditures far outstripped
its capacity to raise additional revenue, requiring that the government
finance the additional expenditures through borrowing. This has largely taken
the form of loans from the Central Bank. The Bank of Tanzania has expanded
domestic credit and the monetary base by creating claims on the government and
official entities. Between 1978 and 1979 these claims almost doubled, and the
money supply rose by 53 percent (Table 4), thus adding fuel to externgl
inflationary influences. ‘

The inflation has further acted as a tax to release real goods ~aﬁd

services from households to the government sector. At the same time the



Table 3. Government Sector Expenditures

Government
Account Government Consumption
Surplus or Constant
Deficit? in Nominal 1975
current prices _ prices prices Percentage

Year (million Tsh) (million Tsh) (million Tsh) of GNP
1966 - 715 1610 10
1967 - 792 1737 11
1968 - 880 1868 11
1969 =412 997 2073 12
1970 -369 1198 2415 13
1971 -688 1344 2630 14
1972 =550 1494 2668 13
1973 -681 1983 3305 14
1974 -851 2494 3153 16
1975 -1865 2882 2882 17
1976 -1805 3989 3728 17
1977 -855 4368 , 3614 15
1978 -1936 5585 4206 17
1979 -4134 5956 3942 _ 16
Source: IMF.

a(+) indicates a surplus and (~) a deficit.
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Table 4. Changes in the Assets of the Combined Banking System: 1967-1981

Increase Net Claims on Claims on

in Moneg Foreign Government Official

Supply b Assets Sector Entities
Year (million Tsh) CPI™ (million Tsh) (million Tsh) (million Tsh)

1967 46 (4) + 87 + 55 + 56
1968 +106 (10) 47 (2) +117 + 19 + 99
1969 +i22 (55) 48 (2) +119 +181 +137
1970 + 9 (1) 50 (4) - 53 +149 +152
1971 +368 (21) 51 (2) +136 +210 +120
1972 +242 (11) 56 (10) +473 + 33 - 85
1973 +410 (17) 61 (11) +242 + 90 +221
1974 +682 (25) 79 (30) -1023 +828 +1488
1975 +827 (24) 100 (27) -228 +772 +448
1976 +1048 (24) 107 (7) +204 +1013 +432
1977 +1051 (20) - 119 (11) +952 -298 + 58
1978 +489 (8) 133 (12) -2076 +1848 +1376
1979 +3611 (53) 151 (14) +198 +3517 +628
1980 +2908 (28) 197 (30) + 93 +3036 +507
1981 (I) -120 (1) 228 (16) -288 +353 - 97

aPercentage change given in parentheses.
P1975 = 100.

Source: Intcrnational Financial Statistics, IMF.
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government has drawn down holdings of international reserves, which as Table 5
indicates are now less than a fifth of their real Tevel in the 1960s. Net
foreign assets (which measure both the decrease in the foreign monetary assets
of the Central Bank and all increases in foreign Tiabilities) have fallen pre-
cipitously in recent years. Part of the growth in government fiscal deficits
and international borrowing was to provide resources for parastatals and other
government services in support of the agricultural sector. Through acceler-
ated inflation, however, the government was taking back from the sector some
of what it had given through these services. Since covernment expenditures
were being directed primarily at other sectors of the economy, it is probabie
that through the inflationary tax the government was removing more resources
from agricuiture than that which it provided in services.

2.1.3 The Development Strateqy

As is widely known, the export performanée of the agricultural sector
deteriorated significantly in the 1970's, with an overall decline in volume of
marketed output of approximately 25 percent (50 percent in per capita terms).
While this decline in export perforﬁance is frequently cited as the basis for
a steadily worsening balance of payments crisis, it could also be argued thét
a capital-intensive industriaiization strategy which failed to pay for itself
may be the dominant influence in turning the structure of incentives against
agriculture and hence to the deterioration of the country's export perfor-
mance. As will be shown later, the current economic crisis in Tanzania is due
more to the capital-based industrialization strategy than to deterioration in
the terms of trade or poor weather. The demand for foreign goods and services
has risen more than tenfold in the last 15 years, and the real value of the
deficit in the trade balance has trebled in the 1970s. These trends are

reflected in Table 6.
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Table 5. International Reserves:

1966~1981
Nominal Constant 1975 Prices

Year (US$ million) (US$ miliion)
1966 62 135
1967 61 - 130
1968 78 ' 166
1969 80 167

- 1970 65 125
1971 60 109
1972 120 200
1973 145 201
1974 50 56
1975 65 65
1976 112 111
1977 282 259
1978 100 81
1979 68 48
1980 12 7 est.

. 1981 36 21 est.

Sburce: IMF.
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Table 6. Tanzanian Foreign Trade (In millions of Tanzanian shillings)

Trade Balance

Constant As a

Nominal 1975 Percentage
Year Exports Imports. Prices Prices of GNP
1962 1043 796 +247 +561 + 6
1963 1277 808 +469 +1042 +10
1964 1408 879 +529 +1176 +10
1965 1259 1000 +259 +563 +5
1966 1678 1284 +394 +838 + 6
1967 1582 1300 +232 +600 + 4
1968 1581 1834 -253 -538 -3
1969 1663 1710 - 47 - 98 -1
1970 1687 2274 -587 -1129 -6
1971 1742 2723 -981 -1784 -10
1972 2202 2900 ~698 -1163 -6
1973 2429 3416 -987 -1370 -8
1974 2868 5377 -2509 -2819 -16
1975 2764 5710 =2946 -2946 -16
1976 4108 5350 -1242 -1230 -5
1977 4464 6160 -1697 -1557 -6
1978 3671 8798 -5127 -4135 -16
1979. 4484 9073 -4589 -3232 -12
1980 4166 10308 ~-6142 -3863 -14 (est.)
Source: IMF, International Financial Statistics.

(+) Indicates a Surplus and (-) a deficit.
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Perhaps surprisingly, this growth in imports is not attributable to
either imports of food or consumer goods. Food imports have been constant in
real terms for 15 years, with the exception of 1974 and 1975. The govern-
ment's development strategy has been to encourage a structural transformatibn
in which such basic industries as iron and steel, cement, and glass were
expanded. This has required heavy imports of capital goods whose value tre-
bled in real terms in the 1970s despite the scarcity of foreign exchange
(Table 7). The continued emphasis on capital goods has meant that the import
of intermediate products and raw materials has been severely curtailed, and
has remained virtually constant in real per capita terms. Existing industries
have had to operate well below capacity. As a consequence, per capita produc-
tion of textiles, beer, cigarettes, cement, iron sheets, petroleum, énamel~
ware, blankets, aluminum, and canned meat all fell between 1972 and 197Y.

In the last half of the 1970's, capital and intermediate goods have aver-
aged 70 percent of a growing import bill; of these, o0il imports have only
represented about 15 percent of the import bill. Thus the size and composi=-
tion of the import bill reveals the capital bias in the development strategy.
The value of non-o0il imports in capital and intermediate goods represents 94
percent of the average of all export earnings in the last half of the 1970's,
and 171 percent of the average export earnings from the four principal export
crops -- cotton, coffee, sisal and cashews. This behavior was central to a
basic industries strategy which has remained in place throughout the period of

4 With the declining export performance, the

the balance of payments crisis.
commitment to meeting the import bill for the basic industries strategy
caused shortages of foreign exchange for acquiring inputs necessary to promote
agricultural production -- fuel, agrochemicals, spare parts for equipment and

processing plants, etc. This further reduced the potential for agricultural
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Table 7. Composition of Imports in Constant 1975 Tanzanian Shillings

Other

Consumer Goods Intermediate Capital
Year Food (Million Tsh) Goods Goods
1965 302 1026 748 1004
1966 358 1364 1206 689
1967 329 911 1409 819
1968 348 1206 1451 896
1969 308 1029 1448 777
1970 355 973 1767 1294
1971 358 922 2180 1520
1972 593 827 2200 1217
1973 452 1088 2085 1153
1974 1348 987 2497 1227
1975 1011 775 2356 1552
1976 422 245 2316 1650
1977 583 302 2654 2113
1978 450 331 3341 3102

1979 271 250 2872 2995

Sources: 1965 - 1975 World Bank
1976 - 1979 Bank of Tanzania

Converted to constant prices using World Bank's Indax of International
Commodity Prices.
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output and increased the pressures on foreign exchange requirements and hence
increased the_overva]uation of the Tanzanian shilling.

The combination of reductions in both the real per capita importé of con-
sumer goods and in their domestic output has meant rising real prices of con-
sumer goods. In some cases, prices have exceeded the leve] at which there-is
any effective demand and no goods are offered, especially in rural towns and
villages. The real price of tires, imported spare parts, tools, and basic
farm inputs has risen, reducing the real purchasing power of the farm sector
and penalizing agricultural production.

In the period following independence, export crop production rose. This
was due to a number of factors: (a) real export parity producer priqes for
certain crops; (b) lower marketing costs as the transport system improved; (c)
stable real prices of basic consumer goods; and (d) reliable access to markets
for farm outputs, food purchases, and consumer Qoods. Since the 1970s, the
economic environment has become less favorable. The exchangé rate has become
increasingly overvelued, implying a tax on export crop production; real prices
of farm inputs and consumer goods have risen; access to markets has becdme
less reliable; real transport costs have risen as the roads deteriorated;
structural changes in the organization of agricultural production have
penalized the output of some plantation products; and real producer prices
have fallen.

Many of these changes have their'origins in the country's foreign trade
and development policies. As export crop production has become increasingly
taxed, both explicitly and implicitly, farm households have sought to escape
the burden of that tax by shifting resources to other activities. Real exbort

earnings have predictably declined. 1In addition, the country's dependence.on

20



its traditional exports (cotton, coffee, sisal, cloves, cashew nuts and miner-~
als) has remained unchanged. In the years 1964-66 these commodities earned 73
percent of total export receipts. In the years 1977-79 they still earned 73
percent of export receipts. In 1964-66, total export earnings were Tsh 3,378
million and in 1977-79 they were Tsh 3,370 million, both expressed in constant
(1975) command cver foreign goods and services. This constitutes a decline of
50 percent in real per capita export earnings. Since a significant share of
farm income is derived from export crops, this almost certainly implies a fall
in real per capita income in the rural sector. Little evidence exists that
per capita rural incomes from other activities have risen by substantiélly
more than 50 percent, which might have compensated for this decline.

2.1.4 Agricultural Policies and Performance of the Sector

During the last 25 years agricultural production has grown at 2.3 percent
per year, a rate barely sufficient to match the growth in population. Per
capita production from both the agri’cultu;'al sectorv as a whole, and food
production, in particular, have been virtually static (Table 8). |

Overall, the rate of growth of agricultural output slowed in the 1970s
compared to the previous decade. This result was consistent with the increas-
ing taxation of agriculture through the monetary and trade policies adopted in
the 1970s. With an increasingly unfavorable structure of incentives, there
has been little or no change in agricultural productivity. In fact, declining
yields are reported for some crops. The demand for technological change has
been shifted by the lack of incentives for innovation. Consequently, real
. investment in agricultural research, teaching, and extension has fallen.
As a conséquence of both macroeconomic and trade policies which discour-

aged export production, and the change in relative prices, the performance of
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Table 8. Tanzania Indices of Production 1956-1980
1969-1971 = 100

__Total - Per Capita _
Year Agriculture Crops Food Agricultural Food
1956 72 73 76 105 110
1957 72 73 77 104 109
1958 80 82 83 113 114
1959 81 83 &7 112 117
1960 73 72 73 99 97
1961 73 71 75 96 98
1962 77 76 78 99 98
19€3 84 85 85 105 105
1964 86 88 85 105 103
1965 86 86 85 103 100
1966 112 103 98 116 112
1967 93 92 89 101 100
1968 96 95 93 102 101
1969 98 : 96 94 101 100
1970 101 97 103 102 103
1971 104 106 106 102 103
1972 107 109 109 101 103
1973 110 112 112 101 103
1974 106 108 11 94 99
1975 123 122 135 106 117
1976 125 124 138 105 115
1977 125 122 139 102 113
1978 130 128 146 103 115
1979 128 124 143 98 109
1980 . 128 123 141 95 105

Source: USDA.
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the export sector has been predictably disappointing. As shown in Table g,
with the exception of tea and tobacco, the output of all principal export
crops fell in the 1970s. The average decline (weighted by trade shares) was
21 percent. This is an impertant outcome, for it emphasizés the highly
responsive nature of export supplies. It bas frequently been argued that
agricultural production is not very responsive to incentives. Peasant pro-
ducers have been seen as traditionalists, satisfying their subsistence needs
and selling only enough to generate cash income sufficient to purchase some
minimal level of basic consumer goods. The evidence in Tanzania strongly
supports the contrary view. The response to changing real priée levels for
export crop production has been marked. The real unit prices paid to
producers for the two major export crops were reduced throughout the 1970s,
especially in the second half of the decade. The real unit price received by
coffee growers fell by 50 percent, and that received by cotton producers by 20
percent (see Table 10). This occurred in a period of a general upward trend
in raal prices for coffee in international markets and near constant real
prices for cotton. The absolute tax on export crops rose substantially in the
latter half of the 1970s as the rise in international prices was not passed on
to producers.

As a consequence of improved unit export prices, Tanzania's export earn-
ings have remained constant for the Jast 15 years. Table 11 implies a drop of
more than 50 percent in the per capita command over foreign goods and services.
In a period when international prices were on average increasing for Tanzanian
exports, farmers were receiving lower real prices.

While the explicit and implicit rate of taxation of export crops has been
A_increasing, the exchange rate overvaluation and inflation have been indirectly

téxing the production of food crops. A policy of import parity pricing has
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Table 9. Tanzania: Output of Major Expert Crops

Real 1980
Producgr b
Price 1970 1975 1977 1980

Declining
Cotton AR 74 100 (13) - 92 a8 79

Br 69
Sisal 100 (11) 70 58 . 45
Cashew 59 100 ( 7) 105 87 60c
Pyrethrum 58 100 ( 1) 205 141 61
Constant
Coffee 43 100 (17) 109 98 96
Increasing
Tea 83 100 ( 3) 153 197 225
Tobacco 52 100 ( 2) 117 160 218

Sources: Bank of Tanzania
USDA, MDB

41970 = 100.

bPercentage of export earnings in 1970 given in parentheses.

“For 1979.
Table 9a. Rates of Agricultural Growth in Percentages
Annual Average Rates of Growth
Period Agricultural Crops Food
1960 - 1969 3.0 2.8 2.5
1970 - 1980 2.2 2.2 2.9
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Table 10. Unit Export Price

(1970 = 100)

Coffee Unit Cotton Unit b

Export Price_ Producer Export Price Producer

+. Year Nominal Real Price Nominal Real Price
1969 75 82 102 102 111 107
1970 100 100 100 100 100 100
1971 92 87 101 110 104 101
1972 101 88 106 127 110 95
1973 118 86 102 134 97 89
1974 131 77 69 227 113 89
1975 127 66 105 197 103 92
1976 318 164 151 273 141 87
1977 612 291 93 340 162 89
1978 367 154 67 279 117 84
1979 384 141 59 310 114 96
1980 313 102 45 192 63 74

Source: IMF; MDB
aDef]ated by Index of International Inflation (IBRD)
bDef'lated by CPI for Tanzania.

Table 11. Real Value of Export Earnings in Millions of
Constant 1975 Tanzanian Shillings

Total A1l

Year Cotton Coffee Sisal Cashew Main Crops Exports
1965 530 374 641 179 1724 2954
1970 475 ~ 600 344 262 1681 3171
1973 463 688 308 242 1701 3348
1975 297 483 302 221 1303 2589
1977 496 1704 209 250 2659 4146
© 1979 346 856 183 102 1487 3158

'Source: Bank of Tanzania.
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raised the nominal price of food grains. This is believed to have been
induced by the food shortage years of 1974 and 1875. It is not clear that the
rise in official prices has induced any more production of grainﬁ, for if
parallel market prices for grains (which in part reflect the opportunity for
illegal exports) have been rising faster than official prices, then the
amounts of food crops offered to official markets are l1ikely to fall.
Evidence presented in the next chapter suggests that international prices are
reflected in producers' decisions to sell to official channels; thus exchange
rate overvaluation and inflation (measured and repressed) are eroding the
incentive value of higher nominal official prices for grains. The next
section discusses the probable resource allocation eifects induced by changes
in the structure of incentives of cash crops relative to food crops.

2.1.5 Resource Allocation Between Cash and Food Crops

Producers in Tanzanian agriculture make a series of complex decisions
each year concerning what, when, and how much to plant, what inputs to pur-
chase, and how to use their Tabor at different times of the year. The result
of these decisions, together with climatic and other conditions, is the
farmer's annual harvest. The harvest must provide enough food for the house-
hold, or be exchanged for that food. In addition, the production may be
exchanged for consumer or capital goods. Factors which govern the terms under
which farmers can exchange agricultural products for subsistence needs and for
non-agricultural goods and services have had a substantial effect on farmers'
decisions, and thus on the level and composition of Tanzanian agricultural
output. The major effect has been a decrease in incentives to produce either
cash or food crops for the market. The above effects have generally depressed
the level of agricultural output from what it might have been under a mofe

favorable structure of incentives. As well as affecting the level of output,
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the conditions perceived by farmers seem to have encouraged food crops
relative to cash crops. The weighted average of official prices of cash
crops, adjusted for officially-measured inflation, fell 24.5 percent from
1970-71 to 1980-81 while those of preferred staples and drought staples rose
by 1.4 and 13.3 percent, respectively. Because measured inflation has been
repressed (i.e., consumer goods have been unavailable in rural areas), it is
doubtful that the real purchasing power of officially marketed maize (a pre-
ferred staple) has risen. These figures underestimate the change in relative
prices, however, because the price farmers can receive for an additional unit
of food crops is often the parallel market price, which is generally much
higher than the official price.

While at the natienal level there exists no trade-off between caSh and
food crop production (because more of each could be produced), individual
farmers have faced a situation where cash crops canrot be exchanged for non-
agricultural goods nor for food at reasonable prices. Farmers who grow cash
crops with the expectation of exchanging part of their earnings for their
families' food supplies find that they face high parallel market prices. They
also may not be able to buy grain at all in very poor years. This causes the
farmer to grow more food crops when there are competing demands for his scarce
planting, weeding, and'harvesting labor. In this manner, traditional cash
crop producers have been driven into subsistance production.

This section examines government policies and other factors which have
affected the structure of incentives to cash crop producers. It will be shown
that returns to cash crop production have remained static or fallen, while the
value of these products has been rising on world markets. Further, cash crop

.production has become increasingly 1less attractive than food production.
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2.1.5.1 The Pricing Process. In general, official price recommendations

for export crops are based on the concept of export parity pricing. Thus,
producer prices are calculated by subtracting unit marketing cost.from the
world market prices expected to prevail in the forthcoming year.* This con-
cept embodies a set of assumptions concerning the optimal allocation .of
resources given world market conditions; that is, rising world market prices
should lead to increased remuneration for farmers and reallocation of land,
labor, and capital to those crops for which market prospects are faverable.

An important limitation of parity pricing of traditional export crops is
the use of the overvalued official exchange rate to determine export parity.
The parity-derived valuation of export crops is understated to the extent that
the official exchange rate does not reflect the true value of the Tanzanian
shilling vis-a~vis the value of the curfencies of Tanzania's trading partners.
As such, the maintenance of an artificially high exchange rate imposes an
implicit tax on the export crop sector in the form of lower real returns to
growers. Thus, overvaluation of the exchange rate undervalues each unit of
export crop produced.

2.1.5.2 Rising Marketing Costs. In order for the pricing to transmit

the appropriate signals, it is necessary that real marketing costs remain
relatively stable vis-a-vis the real services which the marketing institution
performs for the farmers. In Tanzania, this has not been the case. The
problem of rising unit marketing costs has persistently plagued the

institutions charged with marketing agricultural products. As early as 1966,

*This is not true for coffee, for which payment of growers is a two stage .
process. Upon delivery of coffee to Coffee Authority of Tanzania (CAT), an
advance is paid to farmers; the final payment is made after the actual
auction takes place. Essentially, this system has evolved in response to the
rapid fluctuations of world coffee prices.
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a committee of inquiry commissioned by the President's office cited the co-
operatives' inability to contain rising marketing cost as one of their major
f]aws.5 A decade later, the entire marketing function was turned over to
parastatal crop authorities, largely as an 4ttempt to reverse tha trend of
rising marketing costs by "streamlining" the marketing services provided to
farmers.6 Despite recognition of this problem, marketing costs have continued
to increase. A comparison of producer prices to world market prices indicates
that with the exception of tea,* unit export values experienced a much greater
increase than producer pricas.

As Table 12 indicates, world market cenditions in the 1970's appear to
have been generally favorable, yet producer price increases in no way kept
pace with increases in external prices. This is a direct result of the
pricing mechanism. Marketing costs of the responsible institutions have
absorbed a progressively larger share of the product of growers' cultivation.
This process in which marketing institutions obtained more and more of the
revenues of their industry is further substantiafed by examination of the
change in growers' shares of realized value of selected export crops (Table 13).

Conspicuous by its absence from Tables 12 and 13 is coffee. This is not
because the phenomenon of declining growers' share of the average export value
for the crop is insignificant. Over the period 1970-1979, nominal worild
coffee prices rose by 267 percent while nominal! producer prices grew by only
120 percent.7 Furthermore, over the same period the ratio of producer
prices to world prices fell by over 43 percent.8 Where coffee differs

from the other crops cited in the two tables is that a more important cause of

*With regard to tea, producer prices were boosted by 67 percent following an
international boom year in 1976. The boom proved to be short-1ived, however,
and was followed by a collapse in world tea prices.
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Table 12. Percentage Changes in Producer Prices and
Unit Export Values, 1970 to 1979

Crop Producer Price* Unit Export Value*
Cashew 80 256
Cotton 117 228
Tobacco 71 158
Pyrethrum 63 97
Tea 139 84

*Using nominal prices.

Source: Ellis, Effects of Agricultural Pricing Policy, 1970-79.

Table 13. Ratio of Producer Price to Worid Markét Price*

Percentage
Crop 1970-71 1978-79 Change
Cashew .695 . 352 -49.4
Cotton .260 .172 -33.8
Tobacco .654 .413 -36.9
Pyrethrum . 022 .018 -18.2
Tea .076 .098 +28.9

*Producer prices are for buying season (July-June). The world prices are for
the calendar year. '

Source: E1lis, Effects of Agricultural Pricing Policy, 1970-79.
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declining producer prices vis-a-vis the world coffee price has been the swl';'ag-°
gering increase in export taxes that was Jevied against growers. The formula
for assessment of the tax was developed in the early 1960's and was based on
world prices then in existence. Over time, Qor]d coffee prices rose, yet the
tax structure remained largely unchanged.* Thus, while the ratio of tax
revenue to total export earnings averaged 10 percent between 1965 and 1971,
the ratio rose steeply beginning in 1972 (Table 14) to over 30 percent in each
of the last five years.

The analysis which Ellis presents is in nominal terms. The percentage
growth rates of the official prices and unit export values make the para-
statals appear as villains in Tanzania's agricultural pricing, taking an ever-
increasing bite. However, a somewhat different perspective is given by look=
ing at absolute values expressed in real terms. Figure 1 is a graphic illustra-
tion of how the components of the marketing cost structure.changed in the
1970s. Real producer prices were virtually the same in 1970-71 and 1979-80
while real world market prices for coffee nearly doubled. Export taxes levied
against producers jncreased by 464 percent while marketing costs jumped by 136
percent. . It is important to stress that in both seasons the largest of the
"bites" was the implicit tax resulting from overvaluation of the Tanzanian
shilling.

The export tax on coffee was finally abolished earlier this year in an
attempt to stimulate production by boosting producer prices. There are,
however, several factors which will, in all Tikelihood, diminish this desired

effect. First, the Coffee Authority is behind in its payments to coffee

*Coffee export tax rates were amended in June 1979. In the revised tax regime
the auction prices remained the basis for tax assessment, but the threshold at
which the marginal rates were applied was raised slightly.
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Table 14. Ratio of Coffee Export Tax Revenues to
Coffee Export Earnings

Tax revenue Export earnings Ratio
Year (Million Tshs) (Million Tshs.) (%)
1965 13.3 221 7.7
1966 28.3 172 16.5
1967 22.2 303 7.3
1968 26.1 239 10.9
1969 27.8 265 10.5
1970 24.4 257 9.5
1971 25.4 312 8.1
1972 32.0 227 14.1
1973 78.9 383 20.6
1974 112.3 495 22.7
1975 58.2 375 15.5
1976 168.1 485 34.2
1977 782.0 1283 61.0
1978 551.0 1315 41.9
1979 397.3 1042 38.1
198G 456.4 1327 34.2

‘*Projected.

Source: MDB, The Coffee Marketing System.
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growers. Some farmers are still awaiting payment for the 1978-79 season.
Since the aholition of the export tax was not retroactive, the effects of the
recent action will not be felt until such time as the Coffee Authority is
caught up with its backlog of outstanding debts to farmers. The other faétor
which will mitigate the positive effects of the abolishment of the export “tax
is the unfavorable movement of world coffee prices. Record harvests worldwide
(and most importantly, in Brazil and Colombia) have caused prices to plummet.
Thus, while removal of the export tax will increase the ratio of producer
prices to export prices, producer prices per se may not be raised.

It is conventional economic wisdom that given a certain level of fixed
costs, the unit cost of markating any good is inversely correlated with the
volume of the good handled. With regard to the marketing system in Ténzania,
this simple fact of economic 1ife has worked against the export crop authori-
‘ties in two ways. First, fixed costs have soared with the expansion of
funct1ons which they are expected to perform. New branch offices had to be
established, more staff hired to administer the system, trucks bought for
transport, extension agents hired, and so on, Second, export crop production
has declined over the past decade. |

Significantly, part of the decline in smallholder production of export
crops is attributable to the performance of the parastatals themseives. A
particularly critical problem in this regard is that of late payment and
procurement of crops. This is especially relevant to the coffee and cotton
authorities. As of June 1981, an astimated 8.5 million kilograms of seed
cotton grown in the 1979-80 season had not yet been collected in the maJor
cotton growing areas. J As1de from cash-flow problems for farmers, this hdS

also severely taxed the limited storage facilities of villages.
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Aside from those elements of parastatals' operating costs which are
by-products of the policy framework under which they operate (i.e., the
expansion of functions they are required to perform), phenomena such as poor
accounting practices, inadequate administration and supervision, stock losses,
misuse of resources, and corruption have served to inflate parastatals’
overall costs. A1l this feeds back into the price-determination process and
limits the potential for raising producer prices.

The effects of the mutually reinforcing phenomena of increased overhead
and declining production have nullified the predictions that crop authorities,
by handling larger amounts of produce than the former cooperative unions,
would benefit from economies of scale. Although this notion appeared sound on
Paper, scale economies have not occurred in practice. Indeed, the bureaucra-
cies necessarily involved in the operation of the present system appear to
pose a fundamental diseconomy.

- Tanzania is a large country with widely dispersed agro-climatic zones and
a poorly developed transportation infrastructure. It is in this context that
crop authorities have found themselves. in the position of having to control
all aspects of production and marketing of specific crops which are grown in
scattered pockets of the country. By centralizing the administration of these
parastatals, a host of difficulties in transport, coordination of activities,
and monitoring of stocks, have inevitably arisen. The physical separation of
the various levels of parastatal management has allowed greater opportunities
for corruption and misuse of resources, as well as making the implementation
of government policy more difficult. Ironically, these are precisely the
problems which the establishment of the present system sought to eliminate.

Despite suffering from many of the same problems as those plaguing the

crop authorities, the Cooperative system did provide for a certain degree of
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constraint on‘the growth of unit marketing costs.10 Primary societies and
unions were paid a fixed levy per ton of produce handled, the amount of which
was approved by the Cooperative Unicn of Tanzania. This established a defi-
nite upper limit on the unit cost of getting the crop from the farmer to the
market board go-down. If this limit was exceeded, farmers had the rightAto
take any actioh necessary to bring marketinr costs back within these limits
(although this right was frequently not exercised).

The present system contains no such restraint. Each crop authority holds
a virtual monopoly over all activities related to its specific crop. Moreover,
there is a great deal of autonomy given to those individuals charged with
carrying out the various marketing functions. Given the generally poor
quality of accounting in the parastatal sector, this has meant that individual
inefficiencies have often gone unnoticed by top management, not by farmers;
the cumulative effects of these individual inefficiencies has, more often than
not, added up tc poor overall performance.

In short, the present system is too big and too unwieldy given the human
resources available. Those most directly affected--smallholder farmers--have
no apparent recourse but to move more in the direction of food crop production
for market or subsistence and/or to seek out altarnative (i.e., illegal)
marketing channels.

2.1.5.3 An Illustration: Cotton and Food Crops. In this generally

depressed environment of deterioriating incentives, the relative attractive-
ness to farmers of food crops and cash crops can be illustrated by an examina-
tion of parameters affecting farmers' decisions on growing cotton. Cotton is
currently Tanzania's second most impcrtant source of agricu]tura]]y-ba;ed

foreign exchange earnings. Production of cotton has declined since the eérly
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1970's and recent efforts to expand cottdn-growing into new areas of the
country have failed to increase overall production.  Understanding the
disappointing performance of the cotton sector requires under;tanding the
reasons for its decline in traditional areas and the difficulties of programs
to expand production into promising new areas.

Cotton has traditionally been grown in the regions surrounding Lake
Victoria--Mwanza, Mara, and Shinyanga. Production expanded rapidly during the
1950s and 1960s; per capita output of seed cotton in Mwanza rose from 42 kilos
per capita per year in 1953 to about 100 kilos in the middle 1960s. It then
declined to 77 kilos per capita in 1970 and dropped to 42 kilos in 1977, the
same level as a quarter of a century before.ll Nationwide production in
1980-81 was only 78 percent of output a decade earlier, despite high popula-
tion growth.

Several factors encouraged the growth of cotton production during the
1950s and 1960s. These included: (1) favorable price of cotton relative to
other crops, (2) improvements in food production technology that released land
and labor for cotton, (3) increases in cotton yield due to improved varieties,
(4) the success of political and extension campaigns promoting cotton culti-
vation, and (5) the introduction of ox plows, which made cotton cultivation
possible in the fertile clay soils of southern Sukuma]and.lz

The first four trends were reversed in the Lake Victoria regions after
1970. The official price of cotton in 1970 was 4.07 times the official price
of maize; in 1977 the ratio was only 2.54. Although cotton price increases
caused the relative price to increase in 1980 to 3.2, official prices stil]

~

. made cotton less attractive to farmers over the det:ade.,"’3
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Moreover, the increasing importance of parallel markets for grain have
made a drastic difference in the returns farmers can expect for food crops
relative to cotton. The average price for maize in four cotton-growing
villages in Mwanza region in 1980-81 was Tsh 5.50, 550 percent of the official
NMC purchase price, making the cotton/maize price ratio only 0.58. In the
same year, the official cotton/cassava price ratio was 4.9, but in the village
unofficial markets the ratio was 1.13.

The relative attractiveness of cotton and food crops to smallholders can
also be demonstrated by the difference in returns to land and labor in Wigo, a
village in Geita, Mwanza, in 1978-79. Cotton brought Tsh 1290 per hectare,
while maize/legume mixtures brought Tsh 1706 per hectare if sold at official
prices, or Tsh 2280 per hectare if sold at the unofficial prices pertaining in
Wigo. Thus, food crops yielded 32 percent more per hectare than cotton at
official prices and 77 percent more if food crops were sold on parallel

markets.14

The differences in returns to labor are even more dramatic.
Cotton farmers ended up with Tsh 1.50 per hour while food crops returned Tsh
2.81 per hour (87 percent greater than cotton) at official prices and 4.10 per
hour (173 percent of cotton) on paraliel markets. It should be noted that if
cotton farmers depend on using cash from cotton sales to buy food, it is
highly probable that they face the paraliel market price, as few, if any, have
access to officially marketed maize.

The entire Lake Region has experienced rapid population growth over the
past decade, placing greater pressure on the ability of the land to produce

food. The city of Mwanza has grown tremendously and exerts a significant

economic influence over the entire region. Unlike Dar es Salaam, Mwanza's
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burgeoning population cannot depend on the National Milling Corporation to
supply food. Grain flows to Mwanza from al] directions; the city's demand
raises unofficial producer prices for food crops. In many rural areas
population growth has reduced the available land per person.15 Because the
NMC cannot be depended upon to sell food and the major parallel market flows
go to Mwanza or the regional capitals, farmers cannot count on meeting their
families' food requirements with cash earned from cotton sales. They have to
grow enough food to ensure survival before even thinking about cash income.
The average area cultivated per family in Mwanza, for instance, has decreased
from 3.09 hectares in 1966 to 2.67 in 1977 due to population pressure. As a
result, the average area per cotton holding decreased from 1.35 hectares in
1966 to 0.93 in 1977. Moreover, population pressures have had a direct
negative impact on soil fertility (and thus on yields) as farmers can no
longer fallow individual shambas as often, or for as long, as is necessary to
restore the soil. .
Many parts of Kigoma, a relatively undeveloped region along Lake Tangan-
yika, were considered by regional development authorities to be suitable for
growing cotton. The Regional Development Council made it mandatory for each
household to grow a minimum of oné acre of cotton. This explicit policy,
however, was controverted by the development of a food crop marketing infra-
structure after villagization and the institution of an official price of Tsh
3.50 for beans in 1977/78. The overwhelming majority of the farmers found it
vastly more profitable, and less physically taxing, to grow maize and beans.
To avoid prosecution by regional authorities, farmers would plant cotton

seed on one acre and then ignore the crop completely while devoting their ef-
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forts to food crops, often not bothering éven to harvest the cotton. The
economic information transmitted to farmers by government policy (i.e., maize/
beans mixtures have higher returns to land and labor than does cotton) was
more important in their decision-making processes than the political directjve
to grow cotton.16

Finally, there appears to be widespread dissatisfaction among cotton
farmers with the servicé provided by the Tanzania Cotton Authority (TCA).17
Mention has alreacy been made of the long delays in procurement from villages
by the TCA. This further reduces the real return to cotton farmers, as the
delays in payment represent real costs (in the form of cash-flow difficulties)
which they must bear. In addition, there is growing evidence that some TCA
agents have been involved in under-weighing and even pilfering of seed cotton.

This, too, has an effect on the willingness of farmers to grow cotton.

2.1.5.4 Domestic Resource Costs. This allocation of resources to food

crop production in traditional cotton areas is coming at the expense of eco-
nomic efficiency, i.e., higher real costs for food. This can be demonstrated
by analyzing the domestic resource costs of producing cotton and maize. Do-
mestic resource costs (DRC) measure the monetary value of domestic rosources
used to produce a foreign exchange earnings or savings for a given tradeable
commodity. When the DRC is compared with the real exchange rate, a measure of
comparative advantage in producing a particular commodity is obtaired. If the
DRC coefficient is less than the real exchange rate, a comparative advantage
exists; if it is greater than the real exchange rate, a comparative disad-
vantage exists. From Table 15, it can be seen that cotton, the export crop,

has a significant comparative advantage relative to maize, an import subgti-
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tute, at any given value of the shadow exchange rate. Furthermore, if the
shilling is overvalued by more that 50 percent, Tanzania has a comparative ad-
vantage in producing both cotton and maize.

It seems clear, however, that in the absence of the distortions to the
structure of incentives certain regions would tend to specialize to cotton
production and others to maize. Figure 2 shows the major officially marketed
agricultural products by region. The net effect of this market-induced
specialization would be to lower the cost of maize to rural households. This
. result would require a flexible and efficient grain marketing system.

2.2.1 Food Policy Issues

In Tanzania, the apparent behavior is that farm households are being in=
duced by policy to plant food crops first and are then allocating resources to
cash cropping and other productive activities. This apparent behavior has
been identified by some analysts as a “"Food-First Strateéy" towards develop-
ment. "“Food First" was not, however, an explicit goal of Tanzania's develop-
ment strategy. The agricultural sector had to produce more of both food and
exportables. In per capita terms it is producing']ess for export, and food
crops are being produced at higher real resource costs since more labor and
land are being used to meet farmers' food needs. It will be shown in the next
chapter that the impact of agricultural pricing policies have tended to
amplify the price and weather induced disturbances in official grain markets.
These policies have made domestic grain markets more unstable than inter-
national grain markets, a result which is directly counter to the food
security arguments for a "food first" policy. Tanzania has attempted to
provide support for increased domestic food production through a variety of

institutions.
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Table 15. Domestic Resource Costs for Cotton and Maize
1980/81 (Tsh/$)

— Cotton Maize
Traditional Modern (traditional
sma1l holder farming small holder)

Coast 4.04 3.90 --
Kigoma 4.55 4.34 13.64
Kilimanjaro 4,36 4.04 8.58
Kagera 4,55 4.36 - 13.27
Mara 4,53 3.77 12.39
Mbeya 4.42 4.14 9.85
Morogoro 4.29 3.94 7.51
Mwanza 4.50 4,27 11.30
Shinyanga 4,63 4.16 10.03
Singida 4.39 4.09 9.10
Tabora 4.46 4,21 10.42
Tanga 4.25 3.88 7.94
Arusha . -- -- 7.102
‘Dodoma -- -- 8.28
Iringa -- -- 6.712
Lindi -- -- 8.23
Mtwara -- -- 8.57
Rukwa -- -- 12.952
Ruvuma -- -- 8. 262

dyield assumed to be 25 percent greater than the average yield in other regions.
Source: Sigma One Corp.
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2.2.2 Institutional Promotion of Food Crops

The government has attempted to increase food production through various
kinds of institutional suppert. There has been continued support for ex-
tension in the Ministry of Agriculture. The National Maize Program (NMP) has
sought to bring together improved agronomic practices, purchased inputs, ;nd
extension support in order to increase maize production. The program has had
mixed results. In Iringa and Morogoro there have been reports that yield
increases from following NMP recommendations have not even been sufficient to
recover the cost of purchased inputs. In areas with superior climate and
soils like Rukwa, Ruvuma, and Mbeya, it appears that some of the credit for
large output increases (also due to the provision of a guaranteed market) goes
to improvements from the NMP. Throughout the country, the extension agents
have been recommending block farming and monoculture for maize; research re-
sults, however, have begun to corroborate farmers' contentions that mix:d
cropping provides risk insurance with little or no sacrifice in yields. This
recommendation has caused extension agents to lose credibility with farmers.

The Tanzania Rural Development Bank (TRDB) has sought to provide inputs
on credit to Tanzanian farmers. Besides an overall] shortage of inputs, there
have been problems with the program. Some farmers have been lent money for
fertilizer only for cash crops (mainly tobacco) when they wished to use it on
other crops. In addition, farmers have been unable to buy inputs with cash
savings, and not all farmers qualify for loans. Furthermore, TDDB lending to
farmers has been crowded out by parastatal borrowing.

Regional integrated development programs (RIDEPs), sponsored by regional

and national government and by aid from various nations, have attempted to pro
vide resources and planning for rural development. RIDEPs vary greatly from

region to region, and no blanket aevaluation of their impacts on food produc-



tion and distribution is possible. The impact of even the best of these pro-
grams has been reduced by the lack of incentives for farmers to produce for
the market.

2.2.3 Food Security

Variations in rainfall have been cited as the primary cause of the in-
stability of Tanzanian food supplies. Most regions of the country experience
years of low rainfall serijous enough to have a definite impact on crop produc-
tion. When many regions experience poor weather in the same year, as in
1973-73, there is indeed a threat to food security. It is not the weather
alone which causes this instability and insecurity. The way in which the
system of agricultural markets reacts to these production downturns
exacerbates the fluctuations in supplies reaching different segments of the
population. |

Farm families that produce their own food can stabi]i;e their consumption
by saving surpluses from good years in tﬁe form of assets, and converting
these assets to food on the market in bad years. This is not a viable option
for many because of the unreliability of grain markets in most rural araas.
In addition, cash is a poor store of value due to the high rate of inflation,
and durable goods such as radios and bicycles, which might be used as stores
of wealth, have been in very short supply.

It is the security of food supplies to the urban population which has
been a major problem and a preoccupation of government policy. When output
declines on a farm, the farm family will probably keep its own consumption
fairly constant and reduce the marketed curplus. Thus the food reaching mar-
. kets will fluctuate more than overall production. Tanzania has a system of

dual markets -- offical and unofficial ~- which compete for marketed grain.
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Because prices on unofficial markets can rise in reaction to scarcity and the
official price cannot, the unofficial markets handle a higher percentage of
grain in bad years. A1l of this causes further reduction in official ‘supplies
available to urban dwellers who are dependent on markets, increasing the
government's need to maintain and draw down reserves or to acquire grain on

the international market.
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3. THE MARKETS FOR GRAINS

Each farmer growing food crops in Tanzania must a]]ocaté his harvest
between his own consumption (including his seed and animal feed needs), the
NMC, and other markets. The great majorit; of grain production in Tanzania
is, and has always been, consumed by the producing household. Of the marketed
portion, a significant amount is sold locally. Some grain finds its way to
market-dependent consumers in nearby district and régional centers through
unofficial channels. Only a small percentage of the harvest is transported
across regional boundaries for sale. This type of marketing occurs both
legally and illegally. The farmer's decision will depend on his own family's
food nueds, the prices he faces in different markets, his ease of access, and
his perception of risk.

Tanzanian égricu]ture is susceptible to wide fluctuations in output due
to annual variations in rainfall. It is importﬁnt to consfder how the
parameters affecting the allocation decision are influenced by thesa ffuctua-
tions. It has been suggested that Tanzanian farmers oriented toward subsis-
tence maintain relatively constant consumption in the face of output increases
or declines, varying instead the marketed share of output.l Although the
farmer's planting and labor decisions, and thus gross outpu® levels, may be
influenced by expected prices and other factors, at the time of the harvest,
farmers first retain enough for consumption needs and market what is perceived
as a residual.

Various estimates have been made of how large a share of total output is
_'marketed. Lele and Chandler have guessed 20 percent.2 Tanzanian Food and

-thrition Center's data, basad on official estimates, show marketed portions
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of the three pfeferred staples varying from 19 percent in 1973-74 and 1974-75
to 23 percent in 1975-76 and 14 percent in 1976-77.3 Loft and Oldevelt's
study of farmers from eight Kigoma villages for 1978 shows that 13 percent of
the overall maize harvest was marketed.4 Using farm sales and production
data, Oates estimated that 12 percent of cereal production was marketed %n
Lindi Region in 1979-80.5 The Tow estimates for Kigoma and Lindi are not
inconsistent with higher estimates for Tanzania as a whole, as neither is
traditionally a surplus area. In view of this evidence, a nationwide
estimate of 20 percent in the average crop year seems reasonable. The
following. sections describe the distribution of the marketed surplus of staple
grains between official and unofficial markets.

3.1 The Official Market

The Nétiona] Milling Corporation (NMC) was established in 1968 as a
manufacturer and processor of agricultural products. In 1975 these functions
were expanded to include procurement, transport, and storage of all grains and‘
staples offered for sale by farmers--functions which had previously been
undertaken by the National Agricultural Poducts Board. With the abolition of
cooperative unions in 1976, NMC became responsible for direct acquisition of
crops from the villages.

Despite wording in NMC's legislative mandate that requires it to operate
as a normal commercial undertaking, NMC has been repeatedly called upon to
operate as a means of government distribution and redistribution of income.
Some of the sources of financial loss which result from the institutional
arrangements under which NMC operates include the sembe (maize flour) subsidy,
the transport subsidy, and the requirement that it purchase all stock uffefed
for sale. Other such policy-derived sources of loss accruing to NMC inc]hde

the provision of food to the army during the war with Uganda (and subsequent



food aid to Uganda), the outstanding debt charged to the Prime Minister's
office for famine relief (on which NMC pays interest), and operation of the
Strategic Grain Reserve. |

In addition to the above, the financial performance of the NMC has been
hurt by certain internal operational policies. Three of these are of
interest here. First, there is a perceived need to procure crops as early as
possible, presumably due to the inadequacy of storage facilities at village
assembly points. In order to facilitate early collection, NMC's overhead
basé has‘expanded enormously and continues to increase out of proportion to
the amount of produce handled. Transport has often been dispatched with
undue haste and improper planning, with partially empty lorries hauling goods
af high per unit costs. With increased staffing levels, expenditures on
housing and such amenities as the use of staff vehicles have grown out of
hand.

The second internal policy of interest here is that of paying villages
in advance of crop collection. NMC is the only crop parastatal which does
this. It is believed that this encourages farmers to market the produce
officially. The advance payments to villages are based on village estimates
made prior to harvest. In many cases there is an overestimation of what will
be supplied, and at the end of the season the outstanding advances are not
recovered. In a sense, the NMC is powerless to act on this as it is thought
that attempts to recoup this money would cause farmers to sell more of their
crops unofficially. At any rate, whether or not there is overestimation,
NMC pays interest on the amounts forwarded (as part of its overdraft), while
‘no interest is charged to the villages. Finally, the management of NMC
deserves a good deal of the blame for the parastatal's financial diffi-

culties. The inadequacy of NMC accounting practices is staggering. In the
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absence of any kind of organized system of financial management, branches have
developed their own systeh of identifying costs, monitoring stocks, and so on.
This has rendered the task of comparing the efficiency of different.branches
virtually impossible. Indeed, until such time as accounting practices are jn
some way regularized, it is unimaginable that the financial performance of NMC
will improve. Presently, no limiting constraints exist on expenditures by
branch offices other than perceived need and availability of funds. Given the
Tack of accountability of branch managers to the main office, the top manage-
ment has found itself unable to account for where and how NMC's funds are
being spent.

The cumulative result of the above has been tremendous financial losses
arising from the official marketing of food crops, as evidenced by NMC's Tsh 2
billion overdraft. This represents a tremendous drain on national resources,
the macroeconomic consequences of which are dealt with in the preceding
chapters.

3.1.1 The Legal Monopsony

It is illegal to sell more than very small amounts of grain to a buyer
other than the NMC. It is also illegal to privately transport large quanti-
ties of grain. These are policy decisions, and ones with important implica-
tions for the Tanzanian grain market. In most parts of the country, for most
parts of the year, the NMC price is lower than that offered on unofficial
markets. Farmers who sell to the NMC are foregoing additional income; in this
sense they are facing a tax. Legal enforcement of the government monopsony is
more vigorous in some areas than others. It is more difficult and dangeroqs
to sell on parallel markets in a surplus area like Urambo District of Tabdra;

for example, than it is in Mwanza. In many cases, communal production is sold
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to the NMC to raise village revenues, while production from private plots in
the same village is sold unofficially. This may have contribi..id to indivi-
duals allocating relatively less time to communal production and more time to
their private plots. The policy and its enforcement have certainly increased
the amount of maize NMC is able to purchase at official prices by effectively
blocking farmers' access to higher price markets.

The policy of legal monopsony has also had an effect on unofficial
markets. By making these transactions illegal it has raised the risk and the
cost of providing marketing services. Buyers and sellers have to consider the
fines and imprisonment they could face if caught by the authorities.
Transportation in Tanzania is scarce, difficult, and expensive even when
legal; to gain access to trucks, petrol, etc., on unofficial markets is both
costly and time-consuming. These things force botﬁ farmers and middlemen to
charge highar prices than they would if these markets were legal.

3.1.2 The Price-Setting Process

Given that the NMC is the official market for grain surpluses, the prices
it offers to farmers are important in determining the quantity of its
purchases. It should be emphasized,.howeyer, that these prices do not act in
isolation; it is their interaction with parallel market prices and the factors
which govern farmers' access to the two markets (i.e., enforcement of the
legal monopsony and regulation of transport) which more fundamentally explain
farmers' production and marketing decisions.

The technical analysis supporting all government-controlled agricultural
pricing is conducted by the Marketing Development Bureau (MDB) of Kilimo (the
'Ministry of Agriculture). In general, MDB recommendations for food crop

prices are based on import parity. This is reasonable, as over the past 15
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years Tanzania has been a net importer of food in 2 out of every 3 years, and,
more importantly, the average net annual imports (for maize) in deficit
seasons have been 83,000 tons, while daverage net annual exports in surplus

5 1o the extent that the official exchange rate

seasons have been 20,000 tons.
understates the true value of foreign exchange to the Tanzania economy, this
mechanism does not reflect the true value of food crop production to Tanzania.

MDB price recommendations are passed on to the Economic Committee of
Cabinet which can (and often does) alter some of the proposals. These
alterations often reflect political considerations such as long-term food
security, foreign exchange generation, and rural income redistribution, and
sometimes they have undesirable economic repercussions.

Two other aspects of the price-setting process are of interest here.
First, there appears to be an unstated but nevertheless binding rule that
official prices cannot be lowered.* This policy hampers MDB's ability to set
prices which will encourage the production of different crops at economically
optimal Tevels (based on supply/demand considerations).

Second, given the present system whereby producer prices for the coming
season are announced in July, there is no way of revising prices during the
growing season. In years of poor harvests, farmers consume a higher percen-
tage of their total output. Smaller amounts of marketable sales drive up
unofficial prices. Given a fixed level of production, the difference between
the prices offered by NMC and offered on parallel markets widens, making
unofficial sales relatively more attractive. Thus, in a poor season, NMC

purchases capture a smaller portion of a smaller absolute amount of produce.

*The only exception to this was the lowerfng of the price of finger millet
from Tsh 2.00 to 1.50 in 1980-81. :
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The aggregate effect of this is to lessen the amount of food available from
NMC and increase the importance of parallel markets in meeting urban food
requirements.

3.1.3 OQfficial Purchases of Preferred Staples

Tanzanians, particularly in urban areas, have shown a long-term and
increasing preference for maize, rice, and wheat relative to such traditional
staple crops as sorghum, millets, grains, and cassava. Officially marketed
surpluses of these crops are concentrated in a few surplus regions.- QOver the ‘
past decade, domestic production for the official’ market has been insuf-
ficient to meet demand, and substantial quantities of these products have
been imported. Table 16 shows parastatal purchases of these crops, and
imports (by year) for the past 6 years. Figure 3 shows the regional distri-
bution of official marketings for the preferred staples.

Maize is the most important foodstuff in Tanzania. Maize demand has
been growin‘g'thrOUQhout the codntry'through population pressure and changing
preferences, but official majze production has become increasingly concen-
trated in a few very productive regions. Table 17 gives the annual pro-
duction of the five most important maize regions. Arusha, along with
Kilimanjaro, has reduced official marketing in the past couple of years due
to poor weather and increasing unofficial marketing. Dodoma and Iringa have
remained important. Although parallel markets exist, strong po]iticai
organization and transportation constraints have limited their viability for
farmers. Rukwa and Ruvuma have shown strong increases and the potential for
increasing production. The geographical isolation of these regions, and
-résulting high transport costs have raised questions about how efficient it

is to continue encouraging surplus production there.
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Table 16. NMC Purchases and Imports* of Preferred Staples 1975-76 - 1980-81
(Thousand Metric Tons)

Maize Paddy** Wheat A1l Preferred

NMC Imports NMC Imports NMC Imports NMC Imports

Purchases (Exports) Purchases (Exports) Purchases (Exports) Purchases (Exports)
1975-76 91.0 - 97.2 18.0 - 20.7 25.0 60.2 134.0 178.1
1976-77 127.0 47.6 23.0 5.3 27.0 33.6 177.0 86.5
1977-78 212.7 35.2 54.7 52.9 35.0 45.1 302.4 133.2
1978-79 220.5 (50) 52.1 41.2 28.9 61.3 301.5 52.5
1979-80 . 160.4 28.7 46.4 42.8 26.6 32.5 233.4 104.0
1980-81 104.5 263.0 19.1 79.7 27.9 47.0 151.5 389.7

Six-year

Total 916.1 421.7 213.3 242.6 170.4 279.7 1299.8 544.0

*Imports include both commercial and aid.
**NMC-purchased rice is converted to Paddy at .65 kg rice = 1 kg paddy.
Source: FAO/KKIMO Early Warning/Crop Monitoring Project.
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Table 17. Percentage of Total Maize Purchases by Region

1977/78  1978/79 1979/80 1980/81 1981/82 (est.)

Arusha
Dodoma
Rukwa

Iringa
Kuvuma

Five Regions

28 32 30 17 10
9 17 17 23 14
5 2 10 17 18
10 12 17 21 2 -
8 10 1 13 18
59 73 85 91 82

Source: FAOQ

/Kilimo Early Warning and Crop Monitoring Project
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Rice is more preferred and more expensive than maize in Tanzania's urban
areas. It requires good rainfall (or irrigation) and soils which are capable
of.holding water. NMC buys both paddy (unmilled rice) and milled rice. Table
12 shows that NMC sales over the period have consisted of roughly equal parts
domestic purchases and imports. Table 18 lists the five leading producing
regions for official rice surpluses. Mbeya is far and away the dominant pro-
ducer of rice; the majority of this production has come from a very successful
National Agriculture and Food Corporation (NAFCO) farm located in the region.

Wheat is also much more expensive than maize and is popular primarily
with urban residents. Arusha, Iringa, and Kilimanjaro produce virtually all
marketed wheat in Tanzania. Arusha is the most important producer; the region
has averaged 78 percent of nationai marketed production from 1974-75 to
13979-80. Most of this is grown on highly mechanized NAFCO farms. Iringa and
Kilimanjaro have accounted for roughly equal shares of the remainder.

3.1.4 O0Official Purchases of Drought Staples

.Much.of Tanzania, particularly the drier central regions, is susceptible
to drought. Throughout the 1970's and especially following the 1973-74 and
1974-75 growing seasons, government policies were designed to mitigate the
potential effects of drought on national food security by promoting the culti-
vation of drought staples. These crops--cassava, sorghum, and millets--are
traditional staples in mahy parts of tha country.

Cassava has traditionally been an important element in the diets of
people living in Mtwara, Lindi, Mwanza, and Tabora and is planted in most
regions of the cnuntry. It gives good yields in poor soils with Tow rainfaill,

-resists insects and birds, has minimal labor requirements, and can remain in
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Table 18. Percentage of Total Paddy* Purchases by Region

1977/78  1978/79 1979/80 1980/81 1981/82 (est.)

Mbeya 41 45 40 75 78
Shinyanga 10 19 25 9 8
Mwanza 3 10 13 2 6
Tabora 11 1 16 3 3
Morogoro 8 5 1 2 1
Five Regions 73 0 95 91 96

*NMC-purchased rice converted to paddy at .65 kg rice = 1 kg paddy.

Source: FAO/Kilimo Early Warning and Crop Monitoring Project.
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the ground for up to tﬁo to three years as a famine reserve. NMC purchases
fresh cassava, mills it, and sells it as a meal.

Three types of sorghum are grown in Tahzam’a. Mtama has been a
traditional staple for inhabitants of Dodoma, Singida, Tabora, Shinyanga,
parts of Arusha and, to a lesser degree Mtwara, Lindi, and Morogoro. The
white variety is generally eaten, while the red variety is used mainly for
brewing pombe (traditional beer). Both red and white mtama are highly
susceptible to insects. Moreover, the harvesting, threshing, and milling of
mtama is more labor intensive than other grains. Two improved types of dwarf
sorghum have been distributed in recent years. Lulu, a white strain gives
better yields than mtama but is equally susceptible to bird damage. Serena,
a red strain, is an extremely hardy plant, but is universally dislikéd as a
food source due to its bitter taste and indigestibility.

Finger millet (ulezi) has ‘a Tonger storage life than any other grain
grown in Tanzania. Its primary use is for brewing by the inhabitants of
Kilimanjaro, Rukwa, and Mara. Bulrush millet, grown primarily in Dodoma,
Mwanza, and Mara, has traditionally been of minor importance as a foodstuff in
other regions. Today it is used commercially as animal feed and for brewing.

The cultivation of drought staples has been encouraged through
guaranteed markets, increased producer prices, and public information
campaigns carried out by political leaders and extension agents. In the
period 1974-75 to 1977-78, real prices for cassava rose by 29 percent, for
sorghum bulrush millet by 41 percent, and for finger millet by 182 percent
(Table 19). Subsequent to these rapid price boosts, nominal producer prices
.for the drought staples were held constant in the 1978-79, 1979-80, 1980-81,
'an.d 1981-82 seasons (with the exception of a S-cent-per-kilo increase for

cassava in 1978-79 and a 50-cent-per-kilo decrease in the price of finger
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Table 19. Real Producer Prices for Food Grains
(1980 = 100)

CROP 70/71  71/72 72/73 73/74 74/75 75/76  76/77 771/18 78/79 79/80 80/81 81/82
Maize 85 72 68 70 90 125/134 127 119 102 106 96 105
Paddy 189 155 145 121 117 167 159 168 144 159 167 175
Wheat 186 170 148 121 138 167 190 175 150 143 158 167
Wt. Avg.

Pref. Shgs. 114 99 91 85 101 144 141 134 115 120 116 124
Sorghum - - 78 107 99 125 , 143 140 120 106 96 88
B-Millet - - 78 107 99 125 143 140 120 106 96 88
F-Millet - - - - 99 134/142 151 279 240 212 144 131
Cassava 1 - - - 66 65 67 79 84 78 69 62 61
Cassava I1I - - - 62 . 61 63 63 70 60 53 48 44
Wt. Avg. Dr.

Staples - - - - 90 115 129 172 148 130 100 95

Source: MDB



millet in 1980-81). The real prices for all these crops have returned to the
levels which existed at the time of the mid-decade drought years.
Official purchases of these crops have followed the trend of real prices
(Table 20). It is of interest here to look at which regions were most respcn-
sive to the price changes, and, in particular, how well the policy of promot-
ing drought staples worked in those areas which are most prone to drought. An
examination of NMC's regional purchases for the period from 1975-76 to
1980-81 reveals the following:
1. - In Mtwara, Lindj, Shinyanga, Singida, Tabora, Dodoma, Morogdro,
and Arusha, sorghum production rose and fell according to move-
ments in real prices. These are all regions in which sorghum
has traditionally been grown and has formed a basic element of
people's diets. Interestingly, in Mbeya and Iringa, sorghum
sales to NMC also followed the price trend. In all other
regions, official purchases ejther did not respond to the price
changes or production increases were minor.
2. In Lindi, Mtwara, Singida, Tabora, Oodoma, and Arusha, official
purchases of bulrush millet followed the price trend. For fin-
ger millet, this was true of Mara, Dodoma, Singida, Rukwa,
Mbeya, Arusha, and Mara.

3. In Ruvuma, Kagera, Mwanza, Mtwara, Shinyanga, Tabora, Rukwa, and
Lindi, official purchases of cassava were significantly affected
by the price trend.

These findings clearly indicate that Tanzanian farmers responded quickly
and predictably to price changes for drought staples (see Figure 4). Two
results are especially important. First, in the particularly drought-prone
central regions (Shinyanga, Mwanza, Mara, Singida, Oodoma, and Tabora), the
production of surpluses for the official market for at least one of the
drought staples was significantly increased when official prices were boosted.
As such, the policy of promoting drought staples succeeded in getting farmers

-to plant more of them. However, it cannot be assumed that consumption of

drought staples was increased, since the seasons in which production increased
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Table 20. Official Purchases of Drought Staples, 1972-73 - 80/81
(thousand tons)

CRoP 72/73 73/74 74/75 75/76 76/77 77/78 78/79 79/80 80/81
Sorghum 0.6 1.7 1.9 2.9 10.1 33.6 58.6 20.7 18.9
B. Millet 0.3 2.4 2.5 2.2 6.4 14.4 16.5 1.3 0.3
F. Millet 4.5 22.3 23.4 15.5 1.2
Cassava 14.3 18.9 17.8 17.4 20.2 36.9 63.8 44.2 7.5
Total 15.2 23.0 22.2 44.7 41.2 107.7 162.3 81.7 27.9

Source: NMC.



- Real Producer Prices and NMC Purchases of Droughf Staples, 1974/75-1980/81
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most dramatically (1976-77 and 1377-78) were extremely good growing seasons
for the more preferred staples (maize and rice). Second, in some reajons with
more reliable rainfall such as Mbeya, Iringa, Ruvuma, Arusha, Kagera, and
Rukwa==NMC drought staple purchases increased markedly as well. In these
regions and also, to a lesser degree, in drought-prone regions, it appears
that drought-staples were largely cultivated as cash crops, and thus the pro-
motion policy placed them in direct competition with traditional export crops
(coffee, tea, and tobacco) and preferred food crops (maize and rice). The NMC
was forced to export the resu]ﬁing surpluses at a loss in the 1978-79 market-
ing year.

3.1.5 Pan - Territorial Pricing

Prior to 1974, into-store prices at regional go downs were the same for
all officially marketed crops, but producer prices within each region varied,
the difference depending mainly on local .transport costs. Pan territorial
pricing was introduced in order to minimize the différences in returns to
farmers having different locational advantages with respect to final markets
and export points. As Ndulu argues, this amounts to a transport subsidy to
farmers in remote areas poorly serviced by roads or railways, and an indirect
tax on those farmers who have better access to markets (either by proximity to
those markets or to roads/raﬂways).7

The introduction of pan-territorial pricing had two explicit purposes:
to equalize income differentials between farmers living in different regions
and to increase national agricultural output by stimulating production in
remote areas through price incentives. It appears, however, that pan-
territorial pricing has not accomplished the first of these objectives.. If

productivity is uniform across regions, then paying uniform prices to growers
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would eqda]ize ihcomes. But this is not the case in Tanzania, where dif-
ferences in resource endowments (i.e., soil fertility, ]and'availability, and
weather) cause substantial differences in productivity, even where cuitivation
techniques are similar.

To illustrate this, consider the possible income redistribution effects
of uniform pricing on two regions, Morogoro and Ruvuma. Morogoro is dry with
generally poor soil. Ruvuma has fairly abundant rainfall and rich soils.
Morogoro is much closer to the major food consuming centers (Dar, Tanga,
Mwanza, Arusha) than Ruvuma. Furthermore, Morogoro is serviced by the central
rail line, facilitating transport of marketed produce. Given pan-territorial
pricing, and assuming that similar crops are grown, farmers in Morogoro--
uespite poorer yields and generally lower incomes--effectively subsidize the
transport costs of their counterparts in Ruvuma, because of their geographical
and logistical advantage. This runs counter to the government's qrigina]
intentions. |

With respect to the objective of increasing officially marketed output,
the transport subsidy has undeniably led to an enormous expansion of pro-
duction for official markets in remote areas, particularly Rukwa and Ruvuma.
Prior to the introduction of pan-territorial pricing, these two regions were
supplying negligible amounts of maize to the NMC; in the past several years
they have become two of the major maize-surplus regions in Tanzania. MDB, in
a 1380 analysis of regional pricing options for maize, estimated that the
transport costs entailed in procuring this maize for sale in urban demand
. centers are\Tsh 1.32 per kilo for Rukwa and Tsh 1.12 for Ruvuma.8 The magni-
_‘tude of these costs has caused enormous losses for the NMC. For the 1980-81

-Huying year, the transport costs alone for maize procured in the two regions
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totaled nearly Tsh 40 million. This is fairly dramatic when one considers
that NMC sales of this maize generated less than Tsh 36 million in revenues.

MDB and Ndulu make strong arguments, on both practical and thebreticql
grounds, that differences in transpor£ costs should be reflected in the prices
paid in different regions. The analyses in both papers conclude that very léw
prices should be paid to farmers in the remote and productive regions of Rukwa
and Ruvuma. The fundamental question here is whether the foreign exchange-
intensive transport costs are worth the domestic and foreign exchange costs
which would be spent in procuring maize elsewhere. The official market for
maize seems to have the primary function of providing urban supplies to Dar es
Salaam and the northeastern regions. This being the case, the criteria for
setting prices in remote regions should be based on the alternative cost of
providing a marginal unit of maize to these urban consumers.

Alternative sources fall into two categories: production from regions
nearer to the final markets and imports. With rega?d to the former; Ndulu
argues that the higher producer prices which would accompany the removal of
the transport tax in regions like Morogoro would increase maize supplies by
more than the decrease in supplies caused by the very Tow prfces in regions
previously enjoying the subsidy. This is based on his findings that farmers
in "close-in" regions are at least as responsive to changes in official prices
as farmers in the remote southwest.

Several factors indicate that this is not the case. Clearly, farmers in
Rukwa and Ruvuma are highly responsive to officiai prices. This is borne out
by the large increases in the amounts of maize they supplied to the NMC after
its institution as a guaranteed market. Alternative marketing options’fér
those farmers are extremely limited by their geographical remoteness. On. the

other hand, in places 1ike Morogoro and Coast regions, must surpluses go to
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parallel markets at prices much higher thah the NMC's. As such, the prices on
which farmers in these regions base their planting decisions are likely to be
much further from NMC's prices than those of farmers in Rukwa and Ruvuma. The
weak response of producers in close-in regions to the 20 percent increase in
official producer prices in the current year lends support to this argument.

Given the above considerations, it is doubtful whether increases in
official prices would produce the large overall increases in officially
marketed maize predicted by Ndulu. The real implication of reinstating
regional price differentiation based on transport costs will more likely be an
increased reliance on imports, particularly if the country continues to
experience posr harvests.

The MDB argument in favor of paying low prices to farmers in Rukwa and
Ruvuma is based on estimates of the transport costs for maize procured in
those areas and the foreign exchange component of those costs (estimated to be
80 percent). We have no reason to dispute the accuracy of these estimates.
Given that transport costs are so critical to this decision, however, it
should be pointed out that these costs are irflated by NMC's disorganization
and inefficiency. If large savings can be made by greater use of railroads,
higher capacity uti]izﬁtion and backhauling by lorries, then maize production
in these regions would become more viable.

Clearly, pan-territorial pricing imposes a real distortion in the
Tanzanian agricultural economy. However, it is only one of several inter-
related distortions which are currently causing a misallocation of resources.
It is in no way certain that by simply removing these particular sources of
-éllocative inefficiency the entire system will operate more efficiently in any

overall sense.
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The 1982-83 producer prices announced in July 1981 will re-introduce a
form of regional price differentiation. The new system will pay bonuses to
growers of maize, paddy, millets, sorghum, and cassava in those areas which
are agronomically better suited for the production of those crops. The
emphasis of the new mechanism appears to be on food security issues (i.e.,
drought staple production in dry regions, maize and paddy production in
regions with more favorable weather) rather than on relieving NMC of the
financial burdens of sub-optimal spatial distribution of productio;. Under
the new system, both Rukwa and Ruvuma will receive the "bonus price" for
maize. This runs exactly contrary to the conclusions in the MDB and ERB
analyses cited in this section.

Moreover, the new system will more than Tikely lead to further accumula-
tion of unwanted drought staples in places like Tabora, Shinyanga, Mara, and
Singida for the same reasons they built up in 1977 and 1978.

Fina]]y; any new pricing scheme which attempts to rationalize the spatial
distribution of Tanzanian agricultural production must include regional price
differentials for export crops. It is reasonable to assume that if producer
prices truly reflected actual marketing costs, then individual farmers in
remote areas would be likely to allocate more of their resources to the
production of high value-density crops such as tobacco. In an economy like
Tanzania's in which producer prices are set by the government, the announced
prices must transmit the appropriate price signals by setting a high per unit
price for such crops.

3.1.6 O0Official Interregional Transfers of Grain

It is much easier to quantify the inter-regional transfers of grain on

official markets than the flows on parallel markets. The measure used here
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simply consists of the difference between the surplus (outflow) or deficient
(inflow) of preferred staples bought and sold by the National M1111ng Corpora-
tion for each marketing year.*

On an aggregate national level the NMC bought more grain than it sold in
1977-78 and 1978-79; in the othe( 4 years of the period covered in Table 21,
more was sold than purchased domestically. The surplus (deficit) is assumed
here to have two components: the import/export balance and the NMC's change
in stocks. It is clear from an examination of the yearly flow of imports and
exports of preferrec cereals that Tanzania has been making up the difference
between official sales and purchases during this period with imports.

The major recipient of inflows of grain has been Dar es Salaam. In Table
22, the addition or subtraction from marketings caused by imports, exports,
and changes in stocks is given in the second column. Assuming that these
"external" adjustments go first to satfsfy Dar es Salaam's requirements, the
balance of Dar éS'Salaam's consumption can be thought of as a transfer from
other regions. This figure is given under the heading "Domestic Transfer."
In 1974-75, the only yéar that the natioral deficit was greater than Dar es
Salaam consumption, there was effectively no domestic surplus to transfer. In
all other years NMC purchases were greater than sales if the capital is
excluded from the computation.

Other regions have consistently been recipients of inflows of officially
marketed grain. Tanga has received more grain than it supplied in five years
out of six; its average annual deficit was 10,407 tons. Kagera was a deficit
region every year, averaging a net import of 4,336 tons of preferred staples.

'Mtwara and Lindi have also shown a deficit each year,

*Milled gra1ns sold by the NMC are converted to grain equivalents for this
ana]ys1s using the following factors: 0.9 kg sembe = 1 kg maize; 0.65 kg
rice = 1 kg paddy; 0.75 kg wheat flour = 1 kg wheat.
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Table 21

Regional Surpluses and Deficits (-) of Preferred Grains

(tous of Grain Equivalents)

1974/75 -
1976_177 1977_78
19365.9 73969.8
13006.9 20430.2
446.2 374.8
5153.8 25983.0
1988.9 2094.56
8806.6 36415.3
292.9 15825.8
~11866.8 ~845.0
-19717.6 -3841.8
12466.6 15553.3
-4238,.6 5755.3
~-5658.8 -1290.4
-519.3 11952.5
2085.8 -11¢47.0
~-39%1.1 ~3295.9
-2267.7 $779.5
. 9809.4
. -1991.6
-97246.6 -115673.5
-45214.3 924690.7
Source:
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10276.5

-22851.4

-1726.0
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15525.0
-1230.9

-1434¢7.3
-15458.5

Average
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19%6_17
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7902.9
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-30€63.6
12€3€,2
-429R.8
-11083.0
-A7711.17
q2u43.1
-3352.3
-61458.1
-5079.8
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-2779.8

-52452.8
-10¢101.8
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1979_rR0

68uN8.€
21761.0
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28KUE G
8287.92
AR89 K
-33A2.1
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172R0 .9
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VSl Ll R |

Average
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1000%.1
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131°4.3
27719.0
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Table 22. Dar es

Salaam Consumption of Preferred Grains

" DSM National Domestic
Year consumption deficit transfer tu DSM
1974/75 94 =209 -
1975/76 86 - 73 13
1976/77 97 - 45 42
1977/78 115 + 92 115
1978/79 152 + 54 152
1979/80 143 - 15 128
Source: Sigma One Corp. from MDB data.
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At the other extreme are the regions which have consistently supplied the
parastatal with surpluses. In ordef of average volumes, these regions are:
Arusha, Mbeya, Iringa, Ruvuma, Rukwa, and Kilimanjaro. These six regions had
a net outflow of 588,000 tons, or 98,000 tons per year from 1974-75 throuéh
13973-80. The average national deficit during this period was 33,000 tons pér
year.

A1l other regions showed both surpluses and deficits for the years in
question; as a general rule there were surpluses in the good harvest years of
1977-78 énd 1978-79. Inter-regional flows through official channels were
particularly large in 1974/75 as imports were distributed in the national
effort to alleviate the effect of serious food shortages.

3.2 Parallel Markets for Grain

Parallel markets exist because official markets for grain in Tanzania are
unable to equilibrate the supply and demand for grain for large segments of
the population. Many farmers are unwilling to produce grain for the official
price; others cannot easily sell on official markets because of poor access to
NMC buying due to the parastatal's logistical constraints. Because NMC's
sales are limited by low levels of purchases, and because NMC grain is sold
disproportionately in a tew urban areas, many consumers are unable to meet
food requirements through the parastatal. The unofficial agricultural markets
which communicate demand to farmers and supply consumers with essential food
commodities are a large and essential part of the food system in Tanzania.
This section will first present evidence to show why parallel markets are
necessary. Then these markets will be described in terms of the farmers,
marketers, and consumers involved. We will then examine the evidence wh%ch
exists about price levels on parallel markets and their implications For

access to food by different segments of the population.

72



3.2.1 Urban Food Needs and the Necessity of Parallel Markets

The preferred grains which NMC sells are cheaper than those sold on
parallel markets. In the case of maize there is a direct subsidy; from
January 1980 until July 1981 sembe sold for Tsh l.ZS'per kilo while costing
NMC 3.80; the consumer price is now Tsh 2.50 with rice and wheat flour selling for
Tsh 5.35 and 5.65, respectively. All these prices are well below parallel
market prices, and all are subsidized by the country at 1large through
financing of NMC's operating deficit. Table 23 gives the NMC's price of

preferred staples from 1973 to the present.

Table 23. O0fficial Retail Prices for Sembe, Rice and Wheat F1our
1273 to 1981 (Sh/kg laose)

Jul 73  Apr 74 Nov 74 May 75 Aug 75 Jan 80
to to - to to to to June 81
Product Mar 74 OQOct 74 May 75 Aug 75 Jan 80 Jun 81 onward

Sembe 0.80 1.25 1.75 1.75 1.75 1.25 2.50
Rice 1.65 2.00 5.00 4.00 3.50 5.35 5.35
Wheat 1.65 2.40 4.55 3.75 3.75 5.75 5.65

Source: MDB

Residents of different regions who are dependent on market purchases for
their basic food supply have differential levels of access to NMC/RTC sales.
The NMC allocates grain to the regions. However, once that central allocation
decision has been made, individual ‘Regional Trading Corporations (RTC's)
decide where and when to sell. The RTC's receive little or no extra remunera-
tion for transporting grains for sale to rural areas, and the residents of
v.d1str1ct and regional centers are more able to make the RTC's aware of their
'food demands. For these reasons the great majority of sales are in urban

areas. I
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The less the parastatal supplies, the greater the need for consumers to
purchase food on parallel markets. Although many rural consumers are
dependent on other people's production, and some town residents provide part
of their own food supply, the projected ¥cod needs of towns provide an
indication of the minimum market demand for food. By comparing these foéd
needs to the number of NMC/RTC sales in each region we can demonstrate two
important facts. The first is that some regions receive much greater portions
of NMC grains than others; the second is that urban consumers in many regions
have no choice but to depend on unofficial sales.

Table 24 presents the percentage of urban food needs met by parastatal
sales over the past 6 years. The calculation depends on three assumptions:

1. The per capita consumption of grains in urban areas is 180 kg
per person per year, This is the FAO standard for a
cereal-based diet. MBD has used 219 kg. in past analyses; if
this standard were used here, the NMC would seem even less
important in meeting urban food needs.

2. The RTC's sell 80 percent of their grain in district and
regional centers. In some years the NMC will sell more grain in
rural areas due to acute food shortages. This is the
explanation for statistics of over 100 percent. (For example,
244 percent in Arusha in 1974-75 reflects the fact that more
than 20 percent of RTC sales were in rural areas, due to the
severe grain shortage caused by extreme drought.) This serves
to overestimate the parastatal supply of relatively inexpensive
grain to urban areas, which does not change the basic point of
the analysis.

3. In Dar es Salaam/Coast regions, 100 percent of NMC sales were in
urban areas.

The table shows that Dar es Salaam has met a very high percentage of its grain
needs through cfficial NMC sales. From 1974-75 through 1976-77, an average ¢f
70.7 percent of the capital's projected demand was met through NMC sa]gs;
From 1977-78 through 1979-80 this figure rose to 90.1 percent. Dar es Salaam

produced no maize for sale to the NMC during this period, yet received be;yeen
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Table 24. Percentage of Urban Food Needs Met by MMC Sales

1974/75 - 1979780

Rz GION _1974_175 _1975_76 _1975_177 _i9r7_178 _1978_79 1979_80 1974 _177 _1977_480 _197a4_80
ARUSHA 24349 11809 100.0 93.% 102.7 110.0 154.3 102.2 128 .2
I1IINGA 5949 31.5 23.4 355 33.4 37.9 3v-3 3546 3649
Kl GUMA 11«3 S2¢8 155 1569 9.8 Q40,7 2hed 2c el 24.3
Kl LI MANJARD 2063 40 « 6 80.9 60.1 92.4 1<4.9 4G. 9 Y6e U T4 44
MA RA 110,49 43. 0 38.3 34.9 0.3 . 8T e2 4.3 30,8 47.5
MBEY A {0 12.2 6.0 18.9 270 16.5 Ged 208 13.6
MOROGORU 114.6 22 «8 487 24 .0 &TeG 2961 62.0 e7e2 44.6
Mad ANZA L2eb Y065 $4. 4 2‘06 374 160 55,8 <6 o0 40.9
HT WARA 104.8 4240 334 3%.7 . 8660 12¢5 ble & 26e 0 43.7
RU VUMA 2963 272 17.7 17.4 160 154 2344 1.6 20,0
S4 INYANGA 41 .48 84 -6 427 26.0 cbHe 9 517 56.2 34 .5 45.4
SINGIDA 14761 Jl.i 633 2069 2043 2041 E0.L 203 20. 4
TADORA 50.9 OLeb Jo. 0o 11.2 18.1 11,7 4G.4% 13.7 31.5
TANGA Flel 759 v 6 74 .8 HSde8 G6be7 TG0 H 66e a T2e0
KA GERA 10446 12567 12340 114,9 J40 69 $3¢0 119.0 171,2 145,.4
DUDUMA J AR I 4 140 7 19302 71.0 S0. 4 149 1159 712 936
RUKn A . . . 21.2 1464 83 ° 19c¢ 3 193
LINDI . ™ . 68. 4 IBe2 19,2 . 4] .9 4] 49
CIALT/DAR ES SAL 737 63 8 T4 a7 8109 939 88.6 70.7 Y0el 80.4
TANZAN MA INLAND 87.7 66.7 68.5 70.6 74.1 69.1 743 71.3 7248

Source: Sigma One Corp.



31.1 percent and 56.3 percent of total national sales (average 46.4 percent).
Dar es Salaam also received an average of 48 percent of rice sales and 53
percent of wheat sales during this period.

Other rerions where NMC has consistently been an important supplier ovér
the six marketing years include Tanga (which contains Tanzania's third-largest
urban area), Kilimanjaro, Arusha, Kagera, and Docdoma. Sales relative to urban
population have increased noticeably in the past three years in Kilimanjaro
and Kagera, and have declined slightly in Arusha and Tanga. In Dodoma the
1977-78 and 1979-80 percentages were only 63 percent of these in the previous
3-year period. It should be noted that about 30 percent of the grain NMC sold
in Kilimanjaro region was finger millet--most of which was probably used for
brewing. Table 25 shows how high a share of total NMC sales of preferred

grains were supplied to these six regions.

Table 25. NMC Préferred Grain Sales in Dar es Salaam,
Tanga, Kagera, Arusha, Kilimanjaro, and Dodoma

Year Percent of National Sales
1974/75 63
1975/76 66
1976/77 73
1977/78 78
1978/79 79
1979/80 82
Source: NMC

The decline in Dodoma sales is consistent with NMC's decrezsed supplies
to the dry, drought-prone regions in central and northwest Tanzania.
Morogoro sales declined from 62 percent to 27 percent of projected needs

between 1974-75 - 1976-77 and 1977-78 - 1979-80, Singida from 81 percent to'20
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percent, Tabora from 49 percent to 14 percent, Mara from 64 percent to 21
percent, ‘:iinyanga from 56 percent to 35 percent, and Mwanza from 61 percent
to 26 percent. This has led to an increased demand for parallel market grain
in towns and cities, and thus made parallel market sales in these regions more
attractive to farmers relative to sales to NMC. These regions also produce 88
percent of Tanzania's cotton (1978-79), and the increases in parallel market
demand engendered by NMC's reduced sales have probably been an additional
factor in the decline of cotton production (see Section 2.1.5.3).

Mwanza is Tanzania's second-largest urban areé, and its rapid growth and
increased grain needs have caused a major flow of parallel market grains from
all surrounding regions. In the western and southwestefn regions--Rukwa,
Ruvuma, Mbeya, and Kigoma--the NMC has been of little import in meeting grain
needs. The parastatal has reduced its sales to Mtwara and Lindi steadily over
the past 6 years. Sales bottomed out at 12 percent of urban demand in Mtwara
and 18 percent in Lindi in 1979-80. In Iringa, a major surplus area, NMC
sales have held constant at around one-third of projected needs.

The major point of the above analysis is that in many urban areas of
Tanzania many consumers are forced to depend on parallel markets for grain
supplies. If these markets stopped functioning, the NMC would have to
drastically expand its sales in most areas of the country just to meet food
demands by Tanzania's urban minority.

3.2.2 Functioning of Parallel Markets

When residents of rural areas buy grain, they ordinarily do so directly
from local farmers. The most important determinant of availability and price

is the level of production (and therefore available surplus) in the area.
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These rural consumers may plan on exchanging cash or goads produced from other
econcmic activities for their food, or they may be forced onto the market
because of their own poor harvests. Prices in those markets have been r‘isipg
due to inflation and the deteriorating terms of trade in the agricultural
sector. Although demand from larger population centers may result in a n;at
outflow of grain from these rural areas, it is less 1ikely that in years of
poor harvest there will be inflows of grain to local markets from other areas.

The analysis in the preceding section indicates that residents of many
urban areas depend on parallel markets for their food needs. Rice is an
important crop in urban markets; urban residents with higher incomes and
strong preferences for rice as a staple pay high prices. Maize is still the
staple food of most urban dwellers, and cassava is also commonly brought to
the larger towns. Much of the flow of grains into district, and even regional
centers, is done in a small-scale, informal way. The expense of transporta-
. tion, however, forcas this trade to use vehicles and fuels efficiently. Many
cars and trucks on other business carry a sack or two of grain as well. There
are enough farmers with reason to go to town and enough town residants with
friends or relatives in peripheral areas to account for a large part of this
trade. Middlemen and their access to transportation become important in two
kinds of grain markets: those that involve major one-way flows from one
region to another, and those that involve illegal exports.

Mwanza is a city with a fast-growing population dependent on sources
other than the NMC for the majority of its food supply. In the months
preceding the 1980-81 harvest a considerable portion of Mwanza's demand has
been met by illegally transported and sold maize from Mbulu and Hanang Dis-

11

tricts in Arusha. It appears that in these two highly productive areas,
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enterprising individuals established parallel marketing networks in an attempt
to realize the best possible returns from available surpluses. Trucks and
petrol have had to be acquired for this purpose. Even at the high paralle}
market cost of transport, it pays individual traders to make the trip west to
Mwanza and other areas. The fact that NMC purchases in Arusha have declined
drastically in the past 2 years while harvests have not suffered nearly as

badly attests to this (Table 26).

Table 26. NMC Purchases of Maize from Arusha, 1977/78 - 1981/82

Year Volume (1000 Tons)
1977/78 60.3
1978/79 69.5
1979/80 47.4
1980/81 17.4
1981/82* 11.8%

*Estimated
Source: NMC

Grains are exported illegally from border areas in Mbeya, Rukwa, Kigoma,
Mara, Arusha, and Kilimanjaro. These flows go primarily to Zambia, Kenya,
Rwanda, and Burundi. High paraliel market exchange rates and shortages of
consumer and capital goods are a major impetus to this trade. A trader who
sells maize over iie border can get Tsh 2.5 to Tsh 3.5 for each Kenyan
shilling he brings back into the country; the two currencies are officially
almost on par with each other, with the Kenyan shilling worth slightly less
than the Tanzanian shilling. The trader can also purchase cloth, batteries,
-or a number of other items which are very scarce in Tanzania. These items may
: bg'used by the marketers or resold on the parallel market in Tanzanja. The

returns to smuggling are large, allowing those involved to offar high prices
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or goods to farmers in return for their maize or rice. This offers a real
incentive for increased production to producers in border areas. It also
raises the prices to Tlocal consumers and makes NMC procurement even mare
difficult.

3.2.3 Prices on Parallel Markets

The best available evidenca on parallel market prices comes from David
Pudsey's survey of farm management and farm household decision-making. Price
data from informal village markets in 13 villages in Mwanza, Mara, and
Shinyanga were gathered twice a month over a 2-year period. The crops
included are maize, rice and paddy, sorghum, millet, cassava, and beans. The
inajority of sales in these markets were thought to be for Tocal consumption,
although products were also transported to town markets and urban centers.
Other evidence comes from Loft and Oldevelt's study of agricultural decision
making in Kigoma and from reports submitted as part of the National Food
Situation Survey. |

These reports give clear evidence that prices on parallel markets are
ordinarily higher than those offered to farmers by the NMC. This is
il1lustrated ouite clearly by the prices offered on parallel markets in the
sample from the Lake Region. Table 27 shows the average : ‘ces received
during the 1979-80 and 1980-81 marketing years (August 1 to August 1) on the
parallel and the official markets and the relative price.

The parallel market prices are higher than the NM:' price for every crop
during both years. The difference in absolute terms ranges from Tsh .81 per
kilo for paddy in 1979-80 to Tsh 5.45 per kilo for finger millet in 1980-81.
The relative price ratio between unofficial and official prices is a min{mUm

of 1.54 and a maximum of 4.68. OQver the 2-year period in question, farmers
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Tabla 27. Parallel Market Prices for 13 Lake Region
Villages Relative to NMC Prices

Relative Absolute Difference:
Paraliel Price: Parallel
market NMC paraliel to and NMC
1979-80 price price NMC prices
Maize 3.08 1.00 3.08 2.08
Rice 6.96 :
Paddy 2.31 1.50 1.54 .81
Cassava* 1.99 .65 3.06 1.34
Sorghum 2.96 1.060 0 2.96 1.96
Millet 4,73 2.00 2.37 2.73
: Relative Absolute Difference:
Parallel Price: Parallel
market NMC parallel to and NMC
1980-81 price price NMC prices
Maize 4.98 1.00 4,98 3.98
Rice 10.94
Paddy 4,23 1.75 2.41 2.48
Cassava* 2.98 .65 4.45 2.24
Sorghum 4.68 1.00 4.68 3.68
Millet 6.95 1.50 4.63 5.45

I - *Assumed to be Grade I Cassava

Source: Sigma One Corp.
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who sold to the NMC would have had drastically lower incomes than farmers
selling on the parallel market. As an example, consider a farmer whose annual
marketed surplus consists of 500 kg of maize, 250 kg of Cassava, and 250 kg of
finger millet. 1In 1979-80 his income would have been 220 percent highér
selling parallel on the market rather than to the NMC. In 1980-81 the
parallel markets otrfered returns 377 percent higher than the official market.
Both of these cases are shown in Table 28.

The wide differential between parallel and official price is corroborated
by MDB and NMC personnel from Kilmo Food Situation Survey reports from

12 and J. Jansom‘us13 report prices for

1980/81. W. Ngirwa, M.A. Sackett
maize sold in town and city markets in Table 29. These prices are for markets
of higher volume than in the Pudsey sample. The Kigoma, Tabora, and Mwanza
prices indicate that the high prices pertain in major urban markets as well as
village markets with very few buyers and sellers.

Loft and Oldevelt present evidence that price is an important factor in
farmers' decisions on whether to sell to the NMC or on parallel markets.14
They present data for six villages whose primary economic activity is growing
maize and beans. In the case of beans the NMC purchase price of 3.50 is equal .
to or above recorded farmgate prices for each month from May 1977 to August
1978 except for the period from September 1977 to March 1978. During this
period, 88 percent of total bean sales were to NMC, although sales to the
parastatal dropped substantially in months when the official price was well
below the open-market price. The mean price for maize, however, was 46
percent higher than the NMC procurement price during this period. Only 20
percent of maize sales from the same villages went through the NMC; £hg

remainder were sold at the higher prices.
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Table 28. Income of Hypothetical Smallholder: Parallel
, Markets versus NMC

Quantity Income (Tsh) % Difference
Year Crop (kg) @ NMC @ parallel in income
1979/80 Maize 500 500 1540
Millet 250 500 1183
Cassava 250 163 995
Total 1163 3718 220
1980/81 Maize 500 500 2490
Millet 250 375 1738
Cassava 250 163 723
Total 1038 4975 377

Source: Sigma One Corp.

Table 29. Parallel Market Prices for Unground Maize

Region District Price Date
Singida Mangoni n/a 10/80
Singida Singida 2.33 10/80
Tabora : Tabora 2.67 ' 10/80
Tabora Urambo 2.33 10/80
Tabora Ulyankulu 1.20 10/80
refugee
settlement
Tabora Nzega 2.67 10/80
Mwanza Mwanza 4.00 10/80
Mwanza Mwanza 5.67 1-3/81
Mwanza Geita 6.00 1-2/81
Mwanza Geita 4.00 5/81
Mwanza Magu 5.33 5/81
Kagera "Ngara 4.67 10/80
Kigoma Kibondo 4.00 10/80
Kigoma Kasula 2.33 - 10/80
. Kigoma Kigoma 3.33 10/80
Rukwa Mpanda 2.67 10/80
- Rukwa Sumbawanga 1.67 10/80

Source: NMC, MDB

83



3.2.4 Inter-Year Variation in Prices

In years of poor harvests, marketed surpluses fall and demand for
marketed grains stays constant or rises as farmers unable to provide for their
own subsistence needs become buyers. This causes grain prices on paral]é]
markets to rise; NMC prices are announced before the growing season and so are
unable to adjust. This is demonstrated by the difference in price levels in
the Lake Region sample for the eight towns with price data in consecutive
years.

The 1979-80 marketing year was a good one, due to good harvests in
1978~79. The harvest following the 1979-1980 growing season was lower,
causing reduced volumes of marketable surplus in the 1980-81 marketing year.
This is reflected in the official production estimates for those years and
verified by interviews with Mwanza residents. Table 30 shows the minimum,
maximum, and mean prices of towns in the sample for both years. Prices for
all crops are substantially higher 1in the poorer marketing year, even
deflating the 1980-81 prices by the CPI for Tanzania. Even cassava, which
theoretically can be harvested during poor years after being grown in good
ones, shows an increase of 38 percent, indicating that producers and consumers
react to changing overall .sup'p]y situations even with a crop whose output
levels were relatively less affected by weather conditions.

Local purchases and unofficial sales to urban centers and other areas are
likely to represent an even greater share of marketed food crops in poor years
than in good ones. This exacerbates the year-to-year fluctuation in
domestically~produced grain available to feed the urban population dependent
on the NMC, increa  ing tne need for food imports. It can be seen from T§L1g
31 that NMC purchases of maize fluctuated wildly between 1973-74 and 1980-51,

with a low of 24,000 tons and a high of 221,000. Purchases increased by as
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Table 30.

Price Levels in Years of Good and Bad Harvests

1979-1980 (Good Year)

Minimum Maximum Average
Annual Annual Across
Average Average Towns
Maize 2.51 4.14 3.08
Rice 5.00 8.16 6.96
Sorghum - 1.88 5.30 2.96
Millet 4.00 6.00 4.73
Cassava“ 1.42 2.32 1.99
1980-1981 (Bad Year)
Minimum Maximum Averar,a % Change
Annual Annual Across 1979/80-
Average Average Towns 1980/81
Maize 3.67 (3.01) 7.19 (5.90) 4.98 (4.08 62 51
Rice 7.58 (6.16) 15.17 (12.44) 10.34 (8.48) 49 40
Paddy 3.24 (2.66) 3.83 (4.78) 4.23 (3.47) 82 67
Sorghum 3.17 (2.60) 6.05 (4.96) 4.68 (3.84) 58 48
Millet 6.79 (5.57) 7.17 (5.88) 6.95 (5.70) 47 39
Cassava 2.56 (2.10) 3.92 (3.21) 2.90 (2.38) 46 38
Source: Sigma One Corp.
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much as 100,000 tons and decreased by over 60,000 tons between consecutive
years.

In an effort to examine the effect of the parallel market on the volume
of maize purchased by NMC, an estimate was made of the parallel market price
of maize. This is nothing more than a proxy for the pattern of parall'el
market prices. However, it is their relation to official prices rather than
their absolute level which is important. These estimates of parallel market
prices were made by taking the unit import price of maize in dollars (c.i.f.
Dar es Salaam) and converting it to local currency using quotations ofvthé
parallel market exchange rate. While these estimates apply to Dar es Salaam,
their relative movements should reflect the price of some movements in rural
areas. Some evidence for this is given by the average parallel market prices
for maize in eight northwest towns which are very close to the prices
predicted with the above estimation technique (Table 31). The estimates of
the paraliel prices reflect the marginal return to the producer of an
additional unit of maize sold. Were they to overstate or understate the
actual parallel market prices by a significant amount, trade flows across the
national bordérs would be further stimulated, tending to bring domestic prices
back to these values.

To test the hypothesis that NMC purchases are a function of paraliel
market prices, the sales to (or purchases by) the NMC were plotted against the
ratio of the estimated parallel market price to the official producer pricing
(Figure 5). It is seen that from 1970 to 1980 a close relationship existed.
The ratio of the estimated border price in shillings to the NMC purchase prica
is a good predictor of the level of NMC purchases. These results undersgo%e
the inherent responsiveness of Tanzanian agricultiral markets to changes in

relative prices, and the predictable outcome of producers, consumers, and
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Table 31. Tanzania: Relative Pricas of Maize and NMC Purchases

Official Est. paraliel

producer market

price price %4 Change from
Year Tsh/kg Tsh/kg 000m. t. previous year
1970 0.26 0.82 185
1971 0.24 1.07 43 =77
1972 0.26 1.06 114 +165
1973 0.33 1.17 74 =35
1974 0.50 2.68 25 -66
1975 0.78 3.89 91 +264
1976 0.80 2.48 129 +42
1977 0.85 2.43 213 +65
1978 0.85 1.76 a 220 +3
1979 1.00 2.45 (3.123) 160 +27%
1980 1.00 3.71 (4.98 105 -34%

qprices in parenthesis are average parallel market prices for maize in

eight towns in Northwest Tanzania.

Source: Sigma One Corp.
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Figure 6. NMC Purchases and the Relative Prices of Malze
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merchants reacting tc those prices. Preliminary ordinary least squares re-
gressions with these data indicated statistically signifiéant response to both
the proxy for the parallel price and an indicator for good and bad years.
Approximately one-fourth of the variance which could be explained was
attributable to weather, and the rest to prices.

3.2.5 Intra-Ysar Price Movements

While official prices for grain stay constant throughout the marketing
year, this is certainly not true for the prices on unofficial markets. An
examination of within-year nrice movements on parallel markets demonstrates
that the prices facad by consumers on these markets climb consistently
throughout the year. Figure 6 shows the movements of grain prices for Lake
Region towns from October 1979 to June 1381. Although the price level is
higher during the second (poor harvest) year, the pattern for both years is
similar. Prices begin to come down with the early harvesting in May and June
and bottom out in the months after the main harvest in July and August. They
begin to climb again around October and' peak in t!2 January-March period
during planting and wegding.

One obvious but important implication of these movements is that the
parallei market provides incentives to store grain past the harvest season.
Producers of surpluses can realize a higher price, and farm households around
the subsistence level need to store grain to avoid paying the high parallel
market price. More grain 1is therefore available to non-surplus farm
househo1ds fhan would be available in the absence of price fluctuations.

Further evidence for the pattern of sales in response to relative prices
s provided by data from six villages in Kigoma (Table 32). During the

~ harvest, parallel market prices fall to almost the Tevel of the NMC buying
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Table 32. Sales of Maize and Relative Prices:
Six Villages in Kigoma

Maize Sales to Farm Sale Price Received
to NMC Parallal for Parallel Market Sales

Month (000 kg) (000 kg) relative to NMC Price
1977

May 1 13 1.05

June 4 12 1.07

July 0 5 1.27

Aug 4 8 1.40

Sept 6 9 1.45

Oct 2 9 1.65

Nov 3 11 1.88

Dec 0 10 1.88
1978

Jan 0 13 1.92

Feb 0 4 1.88

Mar .0 4 1.79

Apr 0 5 1.45

May 0 4 1.06

June 4 10 1.09

July 2 7 1.29

Aug 1 5 1.47

Source: Loft & Oldevelt, p. 103.

Table 325. Sales to NMC in Six Villages in Kigoma

Parailel market

Proportion of total Price relative to
sales to NMC NMC buying pricg
over 25 13
0- 25 1.40
0- 1.61

Source: Loft & Oldevelt, p. 103.
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price, and sales to NMC as a proportion of total sales reach a peak.15 This
pattern is then reversed. Maize is stored for subsequent sale on the parallel
market, and the volume of sales to that market peaks in January,' and for
almost 6 months (until the next harvest) no maize is sold to the NMC. While
these data are drawn from a small sample of villages they reflect the nation-
wide pattern of sales to NMC, in which 90 percent of the total purchases by
NMC occur between June and December. In the absence of seasonal differentia-
tion in the prices paid by NMC, producers respond to the seasonal price
pattern of the parallel market, storing maize from the plentiful, Tow-price
months for sale in the deficit, high-priced periods. Such action helps to
smooth out the seasonal peaks and troughs in maize prices and allocates the
given supplies throughout the year.

The degree of price fluctuation in the northwest sample inaicates,
however, that returns to storage for sellers are vary high relative to the
crops' price at harvest. The maijze price, for example, was 68 percent higher
in February 1981 than in July 1980; the absolute difference was Tsh 2.17 per
kilogram. Consumers perceived that the cost to them of buying grain in July
and storing it until February was greater than Tsh 2.17 per kilo. This
evidence supports the view that there is a shortage of good storage facilities
in rural areas. MDB has indicated that the costs of farm-level storage are
high relative to larger-scale storage faci1ities.16 Because storage of grain
on any larger level must be either a village activity or an NMC operation,
parallel markets are legally unable to use more efficient methods to store and
resel]l other peoples' grain in the period before harvest. This has raised
the price of grain to consumers unable to depend on the NMC and, along with’

the denial of legal access to transportation, increased the inefficiency -and
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instability of parallel markets. The data for these six villages reinforce
the rasults that the proportion sold to NMC is in direct relatien to the
relative prices in official and paraliel markets.

Another interesting trend, highlighted by the Pudsey data on parallel
markets, is the high price of the "inferior demand" crops, sorghum and millet.
Discussions of official Tanzanian grain markets have emphasized that urban
demand for these crops is extremely weak; the NMC is unable to sell its

17 Sorghum sold for TSH 2.96 and 4.68 over the 2 years, just slightly

stocks.
below the maize prices df Tsh 3.08 and 4.98. Millet prices were Tsh 4.73 and
4.98 during the 2 years, consistently higher than maize. These prices
indicate that consumers in these areas, whether they use sorghum and millet
for brewing or for food, do not consider grains "inferior" to maize. Prices
reported in a National Food Situation Survey report for Mwanza city indicate
that in May 1981 the parallel market price for maize was Tsh 5.00 per kilo,
for red sorghum, Tsh 6.67 per kilo, and for millet Tsh 8.00 per kilo. In Magu
District, the town market prices reported for a kilo of grain were Tsh 5.33
for maize, Tsh 4.67 for red sorghum, and Tsh 8.00 for mi]]et.lB These data
imply that there may be strong demand for drought staples in the Lake Region,

and possibly NMC could concentrate its sales of these crops in the Northwest.
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4. CONSUMPTION EFFECTS

4.1 Introduction

Policies affecting agriculture as a whole, and those which influence the
buying and selling of agricultural products, have influenced the ability of
Tanzanians in different socio-economic circﬁﬁstances to maintain adequate food
intake. Because there are no data currently available that precisely describe
actual consumption on a national level, this chapter will focus on major popu-
lation groups and discuss the effects of policy on the adequacy, composition,
and stability of their diets. The distinctions drawn are somewhat arbitrary;
it is hoped that tie categorizations are an aid in understanding the important
developments over the past decade. When finally available, the pub]ication of
results from the 1976-77 Household Budget Survey should provide some corrbboran
tion or rejection of our interpretations of the important trends. In the
absence of this information, we present information on the food consumption
patterns existing in 1969. Table 33 gives budget shares for food and cereals
for different regions of the Tanzanian mainland. Table 34 presents the compo-
sition of cereal consumption for rural and urban areas jn 1969. These data
provide a baseine for the interpretation of the following results.

4.2 Consumption Levels in Urban Areas

Given the wide disparity between the official and paraliel prices of
major food grains, the availability of NMC supplies has been a crucial deter-
minant of food consumption in urban areas. Consumption levels over the past 7
years have probably been higher and more stable in Dar es Salaam and other

.éities which have consistently received these supplies than in those areas
'vﬁﬁich have not (Table 24). About 45 percent of the urban population lives in

regions where the NMC provided less than half of urban food needs. Residents



Table 33. Budget Shares for Cereal Grains and Food
in Tanzania, 1969
Total Food Cereals Cereals as a %

(% of income)

(% of income)

of total food

Rural

Arusha, Kilimanjaro,
Tanga

Mtwara, Ruvuma

Mara, Mwanza,
Shinyanga, Kagera

Kigoma, Tabora,
Singida

Iringa, Mbeya

Coast, Dodoma,
Morogora

Urban

Dar es Salaam
non-central

Dar es Salaam
central

Other urban

Mainland Tanzania

53
51

49

63
58

55

31

21
37
50

21

13

26
23

23

11
16

23
42

27

42
42

42

30

23
30
32

Source: 1969 Household Budget Survey.
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Table 34. Percentage Composition of Cereal Consumption, 1969

Rural Areas Urban Areas

Rice 12.6 23.2
Maize 65.1 48.4
Millet 3.9 -
Sorghum | 13.8 0.6
Wheat 1.6 6.0
Other (includes baked

products) 3.0 20.7

Source: 1969 Household Budget Survey.



of Dar es Salaam have probably been able to maintain their calorie consumption
over this period. The official price of sembe was at or below Tsh 1.75 per
kilo until June, 1981, making it possihle for a family of four to burchasq
15 kg. per person per month for Tsh 105 per month. From January 1980 until
June 1981, the NMC sold sembe for Tsh 1.25 per kilo, allowing the same family
to meet basic food requirements for only Tsh 75 per month. If the head of
household received a minimum wage of Tsh 480 per month in 1980, the family's
grain supply represented only 16 percent of total income.

Table 35 shows the percentage of the urban workers' income necessary to
purchase‘so kg. of maize per month at parallel market prices. The prices used
for 1980 and 1982 reflect an average acress the country and time of year; fur-
ther, the prices are for unmilled maize which still requires family labor or
hired milling services before it can be consumed. The 1978 price is fairly
Tow to reflect that grain was much more affordable in years of ¢gnod harvests
than bad. The results highlight the differences in purchasing power over food
which are caused by differences in access to markets. If NMC supplies are

available, between 16 and 26 percent of income is necessary; without NMC sup-

Table 35. Cost for Cereal in Urban Areas (based on 15 kg of sembe
per person per month and a family of four with one wage earner)

1978 1980 1982
Tsh, Official Parallel O0Official Parallel Official Parallel
Sembe Price 1.75 2.00 1.25 4.00 2.50 5.00
Monthly Cost 105 120 75 240 150 300
Income 400 400 480 480 600 600 _
Income Percentage 26 30 16 50 25 50-

to Grain
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plies 30 to 50 percent of income is required. The difference is so great that
average food consumption in towns outside of Dar es Salaam is very likely to
be significantly lower than in the capital. The 1969 Household Budget Survey
shows only a 9 percent budgét share for cereals in Dar es Salaam (African sec-
tions) and an 11 percert share in other urban areas. Indeed, at the beginning
of the decade tutal expenditures on food ware 31 percent in Dar es Salaam and
37 percent in other urban areas. These shares are almost certainly much
higher in 198l. Because food markets outside the NMC are constrained, and
even more importantly because the incentives to produce marketable surpluses
have been dacreased, it can be expected that food consumption levels are lower
in these towns and cities than they were a decade ago.

The urban middle class, including merchants and government workers, have
probably maintained their level of food consumption over the past decade, buy-
ing both from the NMC and on parailel markets. It is likely that this segment
of - the population has had preferred access to NMC stocks of rice and wheat,
either'through government allotments or special influence. In 1969, cereals
represented only 5 percent of the total expenditures of central (presumsbly
higher-income) Dar es Salaam residents. Food probably represents a larger
share of total income for higher-income urban residents now, largely because
of the very high parallel market price for rice, the preferred urban stapie,
and other preferred foods.

4.3 Consumption Levels in Rural Areas

In years of normal and good harvests, rural Tanzanians who produce sub-
stantially all of their own food have probably maintained their food consump-

tion levels while reducing their consumption of non-agricultural goods and
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services. This is due to decreased incentives to produce surpluses and to
shortages of non-agricultural goods. It is also because farmers are unable to
buy food from other sources when their need is greatest. In times of poor
harvests these people have probably reduced their consumption because it was
difficult to store previous surpluses in the form of assets, and to convert
these assets to food on the markets to which they had access.

Rural people dependent on markets for part or all of their grain require-
ments, who rarely are able to buy NMC grain, have probably decreased their
consumption due to the high prices and unre]iébi]ity of parallel markets.
This group includes those growing primarily cash crops and workers on estates.
It is also true for villages that have diversified away from crop production.
Households in these conditions represent at least 10 percent of the population
of Tanzania. Many individuals have reacted to this situation by making food
crops their primary economic activity, thus reducing their dependence on food
markets. This has, of course, further reduced export crop production and
diversification of the rural economy. Households which have maintained their
level of food consumption have done so at a higher real resource cost.
Whether or not some groups in the rural population have been able to maintain
their levels of consumption, the agricultural and economic policies have
forced the rural majority to dedicate the bulk of their human and material
resources to securing food supplies. This has undoubtedly impeded the course
of rural development as conceived in the Arusha Declaration.

There is some scattered evidence of the nutritional status of rural
Tanzanians from a few food consumption and nutrition studies conducted in the
past 6 years. These studies have been concentrated in the central area of'tﬁe

country, and most are more focused on anthropometry (weight and height rela-
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tive to age) than direct focd consumption. They are bresented here because
they highlight an important finding of the study--families which produce their
own food are better able to feed themselves than families who depeﬁd on ex-
changing cash or services for food on the market.

Lalitha Seshamani studied food consumption behavior in four Iringa vil-
lages in April/May and October/November of 1979.1 One village was an Ujamaa
village with diversified production; one a village specializing in maize with
high production; one village primarily supplied labor to nearby tea estates in
return for cash; the fourth.village produced onions for cash and, in times of
crop failure, had come to depend on food aid for survival. She found that all
the villages were well below FAQ standards for calorie consumption. The vil-
lage which was the highest in consumption of calories over the two observa-
tions was the one highly dependent on food aid; 51 percent of total calories
in April/May (pre-harvest) and 29 percent in October (when only reserve stocks
of aid remained) came from imported soy fortified socrghum grits. Calorie con-
sumption as a percent of recommendations decreased from 79 percent to 70 per-
cent as the food aid was phaseq out. Mean calorie adequacy in the maize pro=
ducing village improved from 56 percent in the pre-harvest pericd to 81 per-
cent post-harvest; in both periods between 60 and 70 percent of calories were
from maize. Calorie intake improved slightly after harvest from 62 percent to
68 percent of standard in the village with diversified production, where
around 80 percent of total calories came from maize. The village which sup-
plied labor to the tea estates had the Towest average calorie consumption--49
percent of standard in the first period and 44 percent in the second--of any
"of the villages. Seventy percent of total calories in that village came from

maize.
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One trend which emerges is-that maize was the staple for all villages
unless food aid was available; in that village the 21 percent decrease in
calories from decreased aid was compensated for by a 20 percent increase in
share of calories for maize. There was no evidence of substitution of
“inferior" millet er sorghum grain as a staple in families with Tow food coﬁ-
sumption. The more frequently families in the study consumed maize, the
larger the quantity consumed per meal.

Another tinding concerns the status of non-food producing villages rela-
tive to those which were self-sufficient. One village dependent on cash
income was very badly off in terms of consumption, and the other was almost
completely dependent on aid. Where the primary economic activity was food
crop production, people were much better able to provide for themselves. In
the village which combined food production \Niph other economic activities
(timber, livestock), calorie consumption was somewhat lower fhan where maize
production was predominant. In both of the villages which produced maize, it
was consumed at more than 90 percent of all meals. About 20 percent more per
meal was consumed in the period after the harvest than preceding, suggesting
that storage was difficult.

Anthropometric examination of children found that the Tabor=supplying
viilage and the village with diversified production had the highest incidence
of malnutrition. This correlates with the low-calorie consumption of these
villages.

In the maize-producing village and the aid-dependent village income had
no effect on calorie adequacy. In the other two villages, increasead cash
income from sources other thar food sales did correlate with improved ade-
quacy. Again, those oriented more towards cash production did not fare as
well as those producing their own grains, a]t@ough income seems to have made

some marginal difference.
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A study of a village in Kilosa District, Morogoro was carried ocut by
Jonsson and Mgaza in January, 1977.2 The village produced maize as its pri-
mary economic activity, and the anthropometric status of chi]dreﬁ under 5
years was quite good. Over 95 percent were above 80 percent of fhe standard
in terms of weight-for-height, and more than two-thirds were above 90 percent
of the standard. Classification by Gomez (weight-for-age) was somewhat lower;
only 57 percent were above 80 percent of the standard and only 28 percent
above 90 percent of the standard. Only 14 percent of the children were bejow
70 percent of the standard for weight-for-age. Ninety-five percent of the fami-
lies in the village cultivated their own maize. There does not seem to be a
significant correlation between size of harvest and anthropcmetric status.
About 42 percent of the families produced some cotton as well, but there was
no correlation between cash-crop production and nutritional status. There was
a correlation between crop failure and malnutrition, although it was not very
strong. There was also a weak correlation between increasing cash income and
improved anthropometric status. Overall, the study found that in a village
where people are largely growing their own staples, anthropometric status was
fairly good even 6 months after the harvest.

A study of the nutritional status of children under 5 years in several
villages in the Southern Highlands was carried out by 0. Jakobsen in 1977.3
Malnutrition was measured anthropometrically and related to socioeconomic var-
iables of the children's families. The study took place in an area where cash
production was increasing; pyrethrum had displaced food crops on some land. A
very strong correlation was found between the percentage of cash in the fami-
ly's income and malnourished children; except for the economic elite, the

children of subsistence farmers and those who raise food crops were better off
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(anthropometrically) by a substantial margin than children of cash crop pro-
ducers or laboi* migrators (see Figure 7).

Figure 7. Monetization and Nutritional Status

Nutritional level
% of underweight children

A
30 L 32 (Poor)
. 36 (Economic elite)
ko | 40 (Pood cropper) 42 (Local entrepreneur)
43 (Sample [~=—~— - —_——,—————
average)50
" 56 (Cash cropper)
60 59 (Labour out-migrator) .
. >
Subsistence ' Cash Monetarization
cropping cropping (measured at

ordinal level)
-Source: Jakebsen

Malekela and Mahede report on a survey of a village in Kibaha District;

4 In this village cassava was the main

unfortunately, no dates were specified.
-staple, but production was inadequate to meet food needs. The villagers pur-
chased additional food with cash income, 75 percent of which was derived from
charcoal production. Maize, rice, and beans were the foods commonly purchased.
Anthropometric status of children was low in this village; 60 percent of chil-
dren under 5 years were below 80 percent of the standard for weight-for-age.
The above studies are by no means a representative sample; they are
extremely limited in area and time. They do, however, . tend to confirm a

conclusion from the preceding section: rural families which produce their own

staple foods are retaining significant quantities for their own consumption.
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Families oriented toward cash-producing activities in all of these studies
tend to have poorer nutritional status, measured both in calorie consumption
and anthropometry. '

The long-term trend toward preference for maize has continued in rural as
well as urban Tanzania. The past decade has also seen a sharp increase in
reliance on cassava in most areas of the country. This has been primarily due
to peoples' perceptions of the necessity of keeping their own famine reserve.
In urban areas, preferences for rice and wheat have continuedlto_develop,
although much of the supply must be imported. While most of the ricé and
substantially all of the wheat which have been imported have been aid or con-
cessionary sa]eg, continued demand for these commodities will place a strain

on domestic production resources unless the aid continues.
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