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FOREWORD

Work on this book started in early 1990 with the initiation of the collabora-
tive research program concerning the impact of adjustment policies in
househoids in Tanzania between Cornell University Food and Nutrition Policy
Program (CFNPP) and the Economic Research Bureau (ERP) of the University of
Dar es Salaam, and supported by the Africa Bureau of the U.S. Agency for
International Development (USAID). The originally envisioned output was to
include mostly descriptive and background information on the Tanzanian econ-
omy as a prerequisitc to subsequent survey and model building work. Given,
however. the massive early literature on Tanzania, the lack of recent analyses,
and the considerable controversies concerning both the functioning of the
economy as well as the need for and nature of adjustment, our interest quickly
turned more analytical. The attempt was therefore made not only to give a
background on the Tanzanian economy but also to analytically describe both
the structure of households as well as the functioning of the true, as contrasted
to the observed, economy.

The bulk of the work was completed in early 1991 and revised in late summer
of 1991. It was subsequently revised in early 1992, taking into account comments
and suggestions from several colleagues and external reviewers.
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1

INTRODUCTION

he economic development of Tanzania, from independence in 1961 uniil

now, has been characterized by a series of internal and external shocks that
have tested the resilience of the economy, the stability of its institutions, and
the tolerance and inventiveness of its people. Despite the fact that Tanzania is
one of the world’s poorest countries (the fourth-poorest, according to the 1990
World Bank Development Report), it has managed to weather all storms with a
remarkable degree of political stability, and without extreme hardships such as
the famines that hit other, morc-developed countries.

The beginning of the decade of the eighties found the Tanzanian economy in
deep economic crisis, resulting from a sequence of policy responses and a series
of external shocks that, according to many observers, worsened an already
critical situation. Recognizing the impossibility of dealing with the crisis alone,
the government sought external assistance from multilateral doners, such as the
International Monetary Fund (IMF). The conditions imposed by the IMF were at
first strongly resisted on the grounds that they would undo all ths socia: and
distribution gains that had been achieved by Tanzania since independence.
However, attempts by the government to implement its own stabilization and
adjustment programs largely failed, with the result that in 1986 the government
of Tanzania agreed to a three-year package of measures and policy reforms as a
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condition for multilateral and other donor assistance. The initial program has
been succeeded by another program that started in 1989 and is still being
implemented.

There are deep controversies surrounding the acceptance and implementation
of externally or internally imposed policy reforms in Tanzania, which date from
the end of the seventies. They concern the necessity of reforms, the type of
policies adopted, the effectiveness of various measures in reviving the economy,
and the impact of reforms on various segments of the population. The purpose
of the preseni report is, first, to outline the main structural features of the
Tanzanian economy, especiaily ihose relevant to the crisis, and second, to deal
with the last of the above-mentioned aspects of the reform debate, especially the
impact of previous policies and current stabilization and adjustment measures on
the poorer segments of the Tanzanian population. Underlying all policy reform
programs that are recommended as remedizss to an economic crisis—which is
usually manifested in a persistent, large balance-of-payments deficit—is the
belief that the raajor reasons for the crisis lie with “wrong” policies previously
adopted, whose modification will correct the fundamental structural disequilib-
ria. Whether this will happen depends on the stri:cture and response of the
economy !0 various signals, on the degree of implementation of the stated
reforms, and on the effectiveness of the new policies in changing the established
structures of political and economiz institutions. Much of the debate on the
effectiveness and impact of adjustment programs—and Tanzania is no excep-
tion—has been driven by ideological biases rather than detailed analysis. Qur
effort in this report will be to contribute to the understanding of the functioning
of the Tanzanian economy and its people during the crisis and under policy
reforms, without invoking ideological arguments.

Our emphasis throughout will be on economic struciure and behavior. Given
the short period over which reforms have heen in place in Tanzania, it is difficult
to evaluate impacts, unless one understands how various parts of the economy
are interrelated and function. It ‘s in the same manner that we will approach
understanding the impact on households. Another reason for our emphasis on
economic and institutional structure concerns the difficulty of isolating effects
of policy changes. Our effort will be to isolate external and internal causes of
various economic changes, so as to pinpoint problems as well as positive aspects.

While the issue of the impact of adjustment programs on poorer sections of
the population, in Africa and elsewhere, has received much political attention,
especially after UNICEF's Adjustment with a Human Face (Comia, Jolly, and
Stewart 1987), there have been very few empirical studies examining the issue
analytically. Recently, Sahn and Sarris (1991), in a comparative study of rural
smallholders in five African countries, including Tanzania, showed that the
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economic signals after the onset of adjustment programs do not appear to have
led to a deterioration of real rural smallholder incomes.

In the case of Tanzania, the only detailed study that has presented an exami-
nation of income trends over a period of almost two decades is the one by Bevan
and his co-authors (1988), which is also reproduced in Bevan et al. (1989). That
study shows that during the seventies and early eighties, rural and urban real
incomes declined significantly. A recent study by Collier and Gunning (1989)
showed that the adjustment efforts since 1984 have stopped the continuous
earlier income declire, but as of 1989 no significant recovery in incomes is
apparent. These conclusions seem to form the basis for current, informed opinicn
in Tanzania.

Our analysis in this report shows, to the contrary, that the earlier conclusion
that serious income declines occurred throughout the seventies and early eighties
rmust be questioned, and especially so as far as the rural, and even the urban, poor
are concemed. There were indeed some real income declines, but these, it seems,
were mostly concentrated among the urban middle class and not amon the poor.
Our analysis shows that during the period of adjustment, the rural and urban poor
were hardly affected. The decline in urban, middle-class real incomes was
stopped but not reversed. The only groups that seem to have suffered real income
decline during the reform period are the rural middle-income and richer house-
holds, and the urban rich. These preliminary results (which nced to be further
substantiated by detailed empirical research involving the use of counterfactual
models), have several implications for economic policy in Tanzania, which are
explored in this report.

To arrive at our result, we employ a series of analyses that emphasize not only
the structure and economic institutions of the econonty, but also the observability
of the economy in Tanzania. In fact, one of the major conclusions that emerge
from the analysis is that official economic statistics have failed, at an increasing
rate since the mid-1970s, to give an even moderately accurate picture of eco-
nomic developments. In such a setting, turning points in thc economy might be
misjudged, and one has to rely on a very different sct of date. for analysis.

Our investigation starts in Chapter 2 with a quick overview of the structure
of the economy and economic developments since independence, emphasizing
the recent years. The years of crisis and concurrent cconomic events and politics
are outlined as a background for the rest of the report.

In Chapter 3, we examine macroeconomic develop:nents and policies and
present an analysis of the size of the “second economy,” the largely unobserved
and uncontrolled, but apparently very substantial, part of the Tanzanian economy
that we feel is the key to understanding the evolution of incomes. After an initial,
descriptive review of macro developments and the reform program, the chapter
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estimates the size of the sccond economy and shows that the evolution of the
total economy is different than what is apparent from the official statistics. In
that chapter, we also analyze the various means of financing public expenditures,
and we show that gradually, foreign sources ended up financing most of the
domestic deficits.

In Chapier 4, we present a detailed structural profile of households in Tanzania,
based on analysis of several liousehold surveys. In that chapter, we also estimate
poverty lines and the proportion of rural and urban poor in Tanzania. The results
suggest a degree of poverty much larger than previously thought, but also a very
equitable pattern of incomes. Tanzania, although it has some substantial income
inequalities, appears to have been spared the enormous maldistribution of in-
comes observed in several other developing countries.

In Chapter 5, we present an analysis of developments in the agricultural
sector, which is by far the most important cconomic sector in Tanzania. We
discover that the trends in official production statistics must be seriously ques-
tioned and that more recent information seems to suggest that the official reports
of growth in food production over the last decade are not warranted. Analysis of
relative price trenas suggests that the official, relative prices of food versns those
of export products }:ave not, on aggregate, changed very much over the last
decade, while real official prices declined throughout the crisis, only to recover
after the onset of adjustment reforms. Real prices in the open market, however,
seem to be telling a different story; prices at least for food products, seem to have
increased throughout the crisis, only to fall after the onset of reforms.

In Chapter 6, we present our analysis of household incomes. We first show
that the alleged decline in houschold real income between the mid-1970s and
mid-1980s is sot supported by existing ir:. yrmation. Then we develop a new
methodology for analysis of household incomes based on an explicit recognition
of the informal sector. We derive income and consumption patterns for typical
members of six household income classes (poor, middle, and rich households in
both rural and urban areas), and we show that the evolution of economic signals
since the mid-1970s warrants the conclusions already mentioned. In the final
chapter, we summarize and synthesize our conclusions and derive policy
implications.
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BACKGROUND

he purpose of this chapter is to describe the background against which recent

developments must be examined. The first section gives a brief description
of the resource characteristics of Tanzania. The next section reviews briefly the
postindependence economic developments culminating in the recent adjustment
efforts. The third section outlines the macroeconomic structure, while the fourth
section briefly reviews the agricultural and industrial seciors.

POPULATION, NATURAL RESOURCES, AND AGROCLIMATIC ZONES

A low population density and a varied agricultural resource base give Tanzania
a particularly robust agricultural sector. Its mineral resources include coal, iron
ore deposits, phosphates, and smaller deposits of copper, lead, tin, nickel, and
sulphur. Soda comes from Lake Natron, and salt can be ohtained from certain
springs and the sea. Gold and diamonds are present in significant quantities.
Tanzania has access to the Great Lakes region of East Africa (see Map 1). In
the north, Lake Victoria borders both Uganda and Kenya. Lake Tanganyika in
the west is the border with Zaire, and Lake Nyasa in the southwest borders with
Malawi. These lakes, together with Tanzania’s marine resources in the coastal
areas, constitute major, but relatively undeveloped, fishery resources. Addition-
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ally, Tanzania’s rivers have significant potential for hydroelectric power and
irrigation.

Tanzania is a country of low population density. In 1988, 22.5 million people
inhabited 881,289 square kilometers, which implies a density of about 25.5
persons per square kilometer. Relatively few towns exist, the major ones being
Dar es Salaam, with approximately 1.4 million people, and Mwanza, with about
180,000 people. Only 5 percent of the total land area is cultivated, although
nearly 90 percent of the country could at least theoretically support some type
of farming (Land Resources Development Centre 1987). Large areas, however,
are tsetse fly infestcd, which precludes their settlement by either people or
animals. The incidence of the tsetse fly produces a typical pattern of population
settlement characterized by pockets of densely populated, tsetse-free areas.

According to three demographic censuses (taken in 1967, 1978, and 1988,
respectively) the population growth rate declined significantly, from 3.3 percent
for the 1967-1978 period, to 2.8 percent during the 1978-1988 period. This trend
has been accompanied by a slowing of the growth of the urban population, which
grew at an average annual rate of 10.7 percent during 1967-1978 but at only 5.4
percent for the 1978-1988 period.

Tanzania has been described as the country with the most varied ecology of
any in Africa, enabling a wide variety of agricultural activities to bc undertaken.
These range from highland tea and coffee producticn to arid-area nomadic
pastoralism. Most of Tanzania's semiarid central zone is suited for extensive
farming systems and livestock production, due to the high rainfall variability and
fragile soils. Small-scale, rain-fed cultivation of cereals (sorghum and millet),
tubers, and cotton is undertaken by farming communities that are often arzas of
locally high population densities due to the presence of the tsetse fly elsewhere.
Livestock is produced by the nomadic Masai and a number of seminomadic
groups who are responsible for most of the country’s production.

A tropical forest cover is found along the coast and on Zanzibar. Here
coconuts, cashew nuts, rubber, cocoa, cloves, sisal, various spices, »nd fruits are
grown. Next to maize and rice, cassava is an important food crop. The main
growing season is from March to July. The northern coastal area has a second,
but short, rainy seascn in November-December. Soils are mainly sandy, except
for the clayish bottomlands in the river valleys.

The western part of the country i dominated by a plateau about 1,000 meters
high, which has an average rainfall of over 750 millimeters per year. The growing
season is between November and April. It is here that the country’s main
potential for surplus food crop production can be realized. Maize, sorghum,
millet, cassava, rice, cotton, and tobacco are the main crops grown. In some
regions, the area under cultivation could be readily expanded. Oxen traction is
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widely practiced in the northern part of the region, where cotton and rice
production dominate the cropping pattern. The region also includes large areas
of forest reserves, and its lakes constitute important fishery resources.

The highland areas possess some agriculturally attractive features—high and
generally reliable rainfall over a five-to-nine-month period, fertile volcanic soils,
and a relatively cool climate. The soil types found in the highlands react
relatively well to fertilizer application and permit intensive agricultural produc-
tion systems. Fertilizer use is therefore widespread. Wheat, maize, cassava,
sorghum, coffee, tea, potatoes, bananas, beans, and pyrethrum are some of the
main crops grown in the highlands. Scope for the expansion of the cultivated area
exists in the southern highlauds only. The northern and western highlands are
under considerable land pressure. The main farming systems are the banana-
coffee intercrop system in the northern highlands and the pure-cropped maize
system in the south.

The diversity of farming systems is illustrated in Table 1, which presents a
selected number of zones and some mzin farm characteristics.

From this table it becomes clear that it is not possible to speak of a single,
average Tanzanian farming system. Average farm size, for instance, varies from
0.78 hectare in Kagera to 4.35 hectares in Singida. Cropping patterns show
equally marked differences acros« regions. First, the share of farm area devoted
to export crops ranges from 80 percent in Kagera and 76 percent in the Coast
regions to virtually nil in areas such as Iringa, Singida, Kondoa, and Mara. Note,
however, that perennial export crops always allow for intercropping with food
crops—coffee is nearly always intercropped with bananas, and cashew nuts are
often intercropped with cassava. The shares devoted to annual export crops,
which are more difficult to intercrop with food crops, are in general much
lower—cotton is cultivated on 25 percent of total farm area in Mwanza, 13
percent in Shinyanga, and 6 percent in Morogoro.

Food crops cultivated center around maize mixed-cropping systems in most
of the areas. Rice is particularly important in the Coast, Morogoro, Tanga, and
Mwanza areas. The more drought resistant crops (sorghum and millet) ave
typically found in Morogoro, Shinyanga, Iringa, Ruvuma, Singida, Kondoa, and
Mwanza.

The importance of cattle as a source of f:im income for the mixed farm
enterprise also varies quite prominently by region. Tabora, Iringa, and Singida
record an average of more than five head of cattle per farm. In the Coast and
Morogoro areas, no large livestock is reported. Many of the other areas have
relatively low numbers of cattle kept on the farm. Off-farm income, as reported
by this survey, varies from 12-13 percent of total income in Kilimanjaro,
Ruvuma, and Singida, to 45~56 percent in Lushoto and Morogoro. Subsequent



TABLE 1

Tanzania: Selected Farming System.

Average

Farm Size
Region (Hectares)
Arusha 1.00
Coast 3.65
Iringa 2.32
Kagera 0.78
Kilimanjaro 1.18
Kondoa 2.88
Mara 1.85
Mbeya 1.68
Morogoro 0.99
Mtwara 1.38
Ruvuma 3.24
Shinyanga 2.66
Singida 4.35
Tabora 1.29
Tanga 1.24

Share of Farm Area

Export Crops
Coffee/banana (0.56)

Cashew/coconut (0.76)

Coffee/banana (0.80)
Coffee/banana (0.66)

Coffee/banana (0.18)
Cotton (0.06)
Cashew nuts (0.29)
Tobacco (0.05)

Cotton (0.13)

Tobacco (0.06)

Cashewsjcoconut/
cassava (0.46)

Food Crops

Maize/beans/vegetables (0.29)
Rice/maize (0.15); cassava (0.06)
Maize/beans/vegetables (0.52); maize/millet
(0.36)
Roots/pulses (0.17)
Maize/beans (0.31)
Maize/millet (0.29); maize/sorghum/
millet (0.20); maize (0.16)
Cereals/pulses (0.51); sweet potatoes (0.43)
Maize (0.40)
Maize (0.39); rice (0.22); sorghum 0.14)
Cereals/pulses (0.31); pulses/roots (0.23);
cereals (0.17)
Maize/beans/cassava (0.24); maize (0.23);
maize/millet (0.20)
Maize (0.37); maize/sorghum (0.14)
Millet/maize/sorghum (0.73);
maize/millet/groundnuts/(0.08);
pulses (0.17)
Maize/groundnuts/cassava (0.50);
maize {0.14)
Maize, rice, maize/cassava (0.50)

Cattle
(Head
per Farm)

n.a.

7.1
2.0
1.5

n.a.

2.9
0.7

n.a
1.3
1.2
5.7

6.2

Off-Farm
Income (Share
of Total)

n.a
0.20
0.27

Source: FAO/IBRD Cooperative Research Project (1975).

Notes: n.a. denotes data not available; ... denotes less than 0.05.
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surveys (Collier et al. 1986) attest to this wide-ranging diversity (Tanzania,
Agricultural Sample Survey 1989).

POSTINDEPENDENCE ECONOMIC DEVELOPMENTS

At independence in 1961, Tanzania inherited an economic system based on
private enterprise under some government regulation. The country was mainly
agricultural—producing food for domestic consumption, and sisal, coffee, cot-
ton, and a few other, minor crops for export. Although sisal production was
concentrated on European-owned plantations, most of the agricultural products
were produced by African farms. Industry was undeveloped, with cotton gin-
ning the major activity. The government guaranteed prices on major marketable
crops, and parastatals were involved in export-crop marketing. in the first three
years after independence, no major changes were made in the system, and policy
was guided by a three-year plan that had been developed before independence.

The first five-year plan, 1964-1969, adopted in 1964, did not change the basic
structure of the free-enterprise economy, although the state was supposed to have
a more direct role in development. Agriculture was to be the leading sectos,
evolving by “improvement”—namely, by promoting government-controlled ex-
tension, marketing, and credit—and by “transformation”—trying out some pilot,
large-scale village settlement schemes designed to promote modern, capital-
intensive cultivation methods. The internal demand generated by agricultural
growth, it was hoped, would facilitate expansion of import-substituting manu-
facturing, and some import restrictions were imposed. The plan also emphasized
Africanization, by promoting investments in education, and economic indepen-
dence, by cutting the rigid link of the money supply to the sterling balance and
establishing the Central Bank (1966).

The country’s economic performance in these early, postindependence years
was quite adequate, with an average annual Gross Domestic Product (GDP)
growth of more than 6 percent and agricultural growth of about 4 percent. Exports
grew rapidly, at about 8 percent annually, and manufacturing also expanded very
fast. No major institutional changes occurred until 1967, and the pre-indepen-
dence, farmer-controlled cooperative movement in agriculture continued to
evolve (Coulson 1982).

The period 1967-1973 produced drastic change in economic and social policy
in Tanzania. The Arusha declaraticn on socialism and self-reliance, in February
1967, established as nationai goals the creation of a socialist state and self-
reliance in national development. Socialism was viewed as necessary for the
achievement of economic justice and equality. It was deemed important that the
state be responsible for meeting basic needs such as health, education, and
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nutrition. To promote these goals, responsibility for control and expansion of
economic and social assets and activities was to be transferred to the state.

Following the declaration, all major firms in production, marketing, distribu-
tion, and finance were nationalized. A large number of parastatals were created.
Traditional agricultural cooperatives, which had been encouraged since indepen-
dence, were given rights to enable them to replace private traders. However, the
cooperatives were drawn under state control, and in 1975, they were replaced by
crop-marketing parastatals. In 1967, the State Trading Corporation was created
to monopolize international commerce, and later in the 1970s, private village
shops were closed, to be replaced by communal ones.

In rural areas, wjamaa (familyhood) villages were promoted as the basic
economic and social unit. The idea of these villages was that scattered rural
households would be brought closer together, so that social services could be
made available, communal activities could be promoted, and farmers would
become more socially, politically, and economically active. These ideas also
motivated wider national policy. It was, however, the slow pace of voluntary
villagization, that by 1973 led to compulsory villagization, and over the next
three years large numbers of rural households were forced to relocate in villages.
Those villages were not just the physical locations of households. They acquired
legal status, as incorporated entities, and were governed by elected councils
along with government-appointed civil serva.its. As legal entities they could
manage local trading stores and communal farms.

During the period 1967-1973, decentralization of public administration took
place. Respunsibility for planning and running public services was given to the
regions, and civil servants were transferred from central headquarters to the
regions. Expoit crops were encouraged through credit facilities and projects, and
several state farms were established.

Economic performance slowed during this period. According to the best
available figures, GDP growth slowed to about 3 percent annually, less than half
its pre-1967 rate. Manufacturing grew at 7.6 percent annually, compared with
13.2 percent between 1964 and 1967. Agriculture grew only in line with popu-
lation growth, at 2.6 percent, for a stagnant per capita output (Stewart 1986), but
it continued to provide the subsistence needs of the country. Investment rose
quite fast, reaching about 20 percent of GDP by 1973. Public investment, mainly
by parastatals, grew to 66 percent of total gross fixed capit2! Zormation by 1973.
The volume of exports grew by an average of only 1.1 percent annually, while
imports increased substantially, at 7.1 percent annually. The result was that by
1970 a previously balanced external trade account showed, for the first time, a
significant deficit. By 1973, the external trade deficit had reached 35 percent of
‘total export earnings, or almost 7 percent of GDP. However, the external deficit
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was easily financed by long-term capital inflows, and the overall current and
capital account balaaces remained positive. During the period, public spending
grew by about 16 percent annually, and revenue grew similarly at 15.2 percent,
both at rates higher than tkat of nominal GDP, which grew by 10.7 percent
annually. The result was that by 1973 public expenditure (recurrent and devel-
opment}) accounted for 23 percent of GDP, compared with 18 percent in 1968. Of
total public expenditures during the period, about 30 percent, on average, was
spent for basic needs (education, health, housing, water and -=lectricity, and
social security). Dering the period the public sector experienced small deficits,
averaging about 4-5 percent of GDP, which were financed initially by domestic
borrowing. However, by 1973 foreign borrowing made up more than half of
the financing of the government deficit. Inflation during this period, as measured
by the National Consumer Price Index (NCPI) averaged a meager 6.6 percent
annually.

The year 1974 marked the first of a series of crises that were to shock the
Tanzanian economy throughout the rest of the decade. Year 1973/74 brought
drought and a major drop in domestic food supplies, necessitating cereal imports.
The first oil shock, in 1973, with the quadrupling of world oil prices, necessitated
sharp increases in import expenditures. The government responded by trying to
curtail consumer good imports and drawing on the first of the two tranches of
the IMF quota. It also sharply increased its domestic borrowing. Net claims of the
domestic banking system on government increased by 137 percent in 1974,
compared with an average annual growth of 29 percent in the three years prior
to 1974. As a consequence, the money supply increased by 22 percent, and
inflation, as measured by the NCPI, jumped to 19.5 percent in 1974, compared
with an annual average of 6.5 percent for the four years before that.

Import expenditures in 1974, despite the government’s pledge to reduce them,
increased by 53.5 percent over 1973, while export earnings increased by only
12.6 percent. The current account deficit almost tripled, from 755 million
Tanzanian shillings (Tsh) in 1973 to 2,037 million Tsh in 1974. Cereal imports
accounted for 22.1 percent of total imports in 1974,

The government’s response to this first crisis was to adopt a stabilization
policy package that included the following measures (Weaver and Anderson
1981):

1. Major increases in producer food crop prices

2. A 40 percent increase in the minimum wage, and progressively smaller
wage increases for higher-echelon civil servants

3. Sharp increases in the retail prices of basic foods

4. Price increases in the main consumer products to cover costs
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5. Credit restrictions

6. Import allocation to essential goods

7. Maintenance of public service leveis and expansion of education, exten-
sion, and rural healt’. programs

8. Moderate curtailment of public infrastructure projects

9. Mobilization of external finance to cover external deficits

10. Tax increases

Good weather returnzd in the 1974/75 year, but cereal imports continued at a
high level in 1975 because of a continued shortfall in domestic marketed sup-
plies. Export earnings were siightly lower in 1975, but import expenditures
increased by 5 percent. The government increased long-term external borrowing
and also received help from the IMF oil facility and the IMF compensatory finance
facility, both relatively low conditiona®ity loans. Nevertheless, public expendi-
tures sharply increased, by 46 percent, although revenues increased by only 31
percent. Financing for the sharply increased domestic deficit (1,862.5 million
Tsh in 1975 vs. 851 million Tsh in 1974) came from a 99 percent increase in
domestic borrowing and a 169 percent increase in foreign borrowing. Inflation
continued at a 26 percent pace in 1975, and in October 1975 the government
devalued the shilling by 11 percent. During 1974 and 1975, besides the aid from
the IMF, the government received program loans from the World Bank and
external aid from a variety of other donors who had been supportive of the
government during the first decade of independence. In the 1970s the major
bilateral donors were the Scandinavian countries (Sweden, Norway, Denmark,
and Finland), the Federal Republic of Germany, and the Netherlands.

In the years 1976 and 1977, the external constraint eased significantly, as
world price increases fo1 coffee and tea led to sharp increases in export earnings,
and the weather was normal in Tanzania. Those factors, coupled with producer
food price increases, brought greater supplies of domestic cereals onto official
markets and reduced the need for cereal imports. Import expenditures in 1976
came down by 22 percent, while export earnings increased by 49 percent, leading
to an almost-balanced trade account. The favorable export situation continuzd in
1977, but imports again sharnly increased. Because of the continued inflow of
long-term capital, however, the external account was quite healthy, and in fact,
by the end of 1977, the government had accumulated large foreign reserves,

Major institutional policy changes during the period included the abolition of
village primary cooperatives, which until that time had been responsible for
collecting and delivering food and export crops to the crop parastatals, and their
replacement by parastatal crop authorities. Another major initiative was the
implementation of the Basic Industries Strategy (BIS), which sought to foster
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import substitution and self-reliance by building capacity in several key indus-
tries, such as steel. In 1977, the breakup of the Ea<t African Community (Kenya,
Tanzania, and Zambia) added further impetus to a policy of self-reliance that
necessitated heavy investment in infrastructure, such as transportation and
communications.

In 1978, at the recommendation of the IMF and the World Bank the govern-
ment used much of its accumulated foreign exchange reserves to liberalize
imports, which indeed soared by 43 percent fiom their already high 1977 level.
Exports, however, fell by 18 percent, as the coffee crisis eased and world prices
declined. The result was a sharply increased trade deficit that depleted foreign
exchange reserves, and external accounts that could not be baianced by capital
inflows. Many of the official loans were transformed into grants in 1978. The
situation became much worse in 1979. Due to the war with Uganda, which started
at the end of 1978 and lasted for most of 1979, the government had to import
substantial amounts of arms and war-related supplies that are estimated to have
cost about US$ 300 million, equivalent to more than half of Tanzania’s 1977
export earnings.

In early 1979, the government again resorted to the IMF and drew on its first
tranche for balance-of-payment support. It also appealed for external aid, which
was not easily forthcoming this time in the aftermath of the war. It was at this
stage that more credit was sought from the MF, and for the first time, major
internal controversies arose regarding specific policy reforms that the IMF re-
quested (Bicrmann and Campbell 1989). The opposition stemmed from anxiety
about the impact of devaluation, requested cuts in social services, and about
external examination into some types of personal appropriation expenditure.
Negotiations broke off in November 1979 . In that year the government expanded
the money supply (by 47 percent), as public expenditure rose by 34 percent and
revenues declined.

Negotiations with the IMF resumed in early 1980, at the time that the second
oil stwck of 1979 started taking its toll. Despite its hard conditions, the IMF lcan
was the only alternative, since 1980 official marketings of food were poor, and
significant cereal imports had to be obtained. The agreement was not conditional
on a devaluation, however, and that made it politically more palatable. The Fund
agreement released other erternal funds from the World Pank and elsewhere.
But by December 1980, Tanzaniz failed to comply with the limitations on public
borrowing and imports, and the IMF agreement was suspended, cutting cff
Tanzania from other sources of external finance.

The foreign exchange crisis, which became more acute in 1981, meant that
the government had no other way but to cut imports, which it did, but not until
1982. That action intensified shortages of consumzr goods and at the same time
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curtailed domestic production of substitutes that relied on imported intermediate
inputs. Large excess demand forced many Tanzanians into the parallel markets,
where prices of scarce goods soared. Simultaneously, the supply of export crops
and food crops to the official parastatals declined, worsening the foreign ex-
change shortage. The government obtained external commercial credits at high
interest rates and quickly accumulated substantial arrears. It used inflationary
financing to keep up recurrent public expenditures.

The seriousness of the situation led, in 1981, to the first attempt at internal
adjustment, the National Economic Survival Program (NESP). The basic thrust of
the NESP was redistributionary. It entailed a cut in salaries and social services,
an increase in taxes for salaried workers, and an increase in official producer
prices. Prices did not, however, reach the levels of those in the parallel market,
and marketed production did not increase. Inflation rose strongly due to mone-
tary expansion.

The short-lived NESP gave rise in 1982 to a Structural Adjustment Program
(5AP). This program attempted to implement the recommendations of an impar-
tial technical advisory group of experts funded by the World Bank. The aims of
the program were to limit the public deficit by cutting recurrent expenditures,
without cutting social and economic services, and to implement efficiency- and
productivity-enhancing measures for parastatals, while maintaining employ-
ment. Simultaneously the government undertock secme small devaluations (10
percent in March 1982; 20 percent in June 1983) but kept tight import controls.

The governmelt anticipated increased IMF and World Bank financing with its
program, but this did not come because some of the preconditions for IMF
agreement were not met. In the absence of an IMF agreement, most bilateral
donors, with the exception of the Scandinavian countries, curtailed aid, and that
made the situation worse.

In 1983 and 1984, the budgets were based on the deflationary measures that
the IMF had demanded during earlier negotiations. Fundamental changes in
orientation also took place in 1984, with the liberalization of domestic food
inarkets and the abandonment of state monopolies and marketing boards. In June
1983, a further devaluation of 23 percent was announced, but that was still much
lower than demanded by the IMF, which regarded external trade as the key growth
constraint, while the government regarded domestic demand as 1he constraint. In
June 1984, food subsidics were abol:shed. But although the measures were step ;
in the right direction, they did not sc.cr. to alter any of the fundamental problem: ;
extensive shortzges and parallel markets prevailed. An official crackdown on
economic saboteurs and racketeers in 1983 only worsened the situation.

The crisis and the lack of foreigr exchange finally forced the government to
abandon its efforts to deal with the crisis alone, and it again started discussions
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with the IMF. In August 1986, an agreement was reached based on the adoption
of a three-year Economic Recovery Program (ERP), which included several of
the earlier IMF conditions, the main elemetits of which vvere the following (World
Bank 1987a):

1. Trade policies

(a) Exchange rate devaluation, with the goal of an equilibrium rate by 1988

(b) Animproved foreign exchange allocation system

(¢) Tariff reform

(d) Expansion of the “own funds” import scheme first established in 1984

(e) Improvements in the export retention scheme through expansion of the
list of goods allowed to be imported and the narrowing of differentials between
retention rates

(f) Aid coordination

2. Fiscal and monetary policies

(a) Expenditure ceilings

(b) Parastatal reforms, such as subsidy reduction and commercial orienta-
tion

(c) Credit ceilings

(d) Interest rate adjustments toward a positive real rate

3. Price policies

(a) Reduction of the number items under price control
(b) Large price increases for items controlled

4. Agricultural policies

(a) Producer price increases for export crops, aiming at prices close to 60-70
percent of f.o.b. levels
(b) Marketing reforms, such as food trade liberalization through abandon-
ment of the parastatal monopoly and allowing cooperative unions and large
producers to participate in export marketing
(c) Liberalization of input supply and distribution; coop-ratives and private
organizations t be allowed to carry out t..ese functions

Adoption of the program and agreement with th 2 IMF led to substantial inflows
of financing from the World Bank and other donors. The main reforms under-
taken under the ERP were (1) a very large exchange rate devaluation (from 17
Tsh/US$ in early 1986 to 190 Tsh/US$ in March 1990); (2) establishment of an
Open General Licensing Facility (OGL) for foreign exchange allocation;
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(3) positive real interest rates; (4) removal of price controls (reducing from 400
to 12 the number of categories of goods controlled); (5) real increases in official
producer prices for export crops; (6) agricultural marketing reforms; and
(7) establishment of fiscal and monetary targets.

In 1989, the government adopted a new, three-year Economic and Social
Action Program (ESAP) that was to run until 1592, and which stresses the social
dimensions of adjustment and poverty alleviation, while continuing the pace of
economic reforms. The main elements of this program are (1) continued ex-
change rate adjustment; (2) continued trade policy reforms; (3) public sector
management reform, inciuding parastatal reform; (4) financial sector restructur-
ing; (5) reform of agricultural | ricing and marketing; (6) industrial restructuring;
(7) rehabilitation of infrastructure; (8) rehabilitation of social service delivery
capacity; and (9) alleviating impact of environmental degradation. Clearly the
government has made substantial changes since the late 1970s and early 1980s,
when it strongly resisted reforms implemented under thc ERP and envisioned
under ESAP.

GENERAL STRUCTURE OF THE MACROECONOMY

According to the latest official figures, the Gross Domestic Product (GDP) at
factor cost of Tanzania mainland in 1989 stood at 351.2 billion Tsh. With a
mainland population estima *d by the 1988 census at 22.5 million people, the
per capita GDP in the same year (assuming 2.8 percent population growth) was
15,184 Tsh, or, at the average official exchange rate for the year of 143.38
Tsh/USS$, it was equal to US$ 105.90. This would put Tanzania among the
poorest countries in the world. In fact, the 1990 World Bank Development
Report classifies Tanzania as the world’s fourth-poorest country. By compari-
son, and again using official figures, the current-price GDP in 1978 was 28.58
billion Tsh, and the per capita GDP was 1,678 Tsh. At the then official exchange
rate of 7.71 Tsh/US$, that translates to US$ 217.60. This apparent, enormous
decline in per capita income and its causes will be one of the objects of our
investigation.

Before we proceed, a major caveat is in order. The quality of national accounts
statistics in Tanzania appears to have deteriorated during the last decade. In
Chapter 5, we present ample evidence to support the view that official statistics
are seriously flawed, and hence any conclusions based on them must be viewed
as tentative.

In 1988 and 1989, agriculture accounted for 46.6 percent of GDP in constant
prices, but for 60 percent of GDP in current prices. Nonagricultural-goods-
producing sectors (manufacturing, mining and quarrying, electricity, wate: , and
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construction) accounted .’>r 13.4 percent of GDP in constant prices, but only 7.8
percent in current prices. The remaining sectors, comprising private and public
services (trade, transport, communications, finance, insurance, real estate, public
administration, and other services), accounted for the remaining 40 percent of
GDP in constant prices, but only 24.1 percent in current prices. Agriculture has
grown in importance in the recent period, while public administration, a sector
that had grown substantially in the 1970s, seems to have declined in importance
under the economic pressures of the 1980s.

Table 2 exhibits aggregate and sectoral average annual growth rates over the
period 1966 to 1989. During the period 19761989, the aggregate GDP in real
terms grew by 2.1 percent annually, with the most recent four-year period
exhibiting the fastest growth, and the five-year period 1980-1985 the sinallest,
compared with an average growth rate of 3.8 percent for the ten-year period
before 1976. Although national accounts data before and after 1976 are not
comparable because of a major revision in methods and coverage based on
primary 1976 information, it appears from these official statistics that the

TABLF. 2
Tanzania: Average Annual Growth Rate of Gbp by Sector (percentages).

1966- 1971- 1976- 1980- 1985- 1976-

Economic Activity 1971 1976 1980 1985 1989 1989
Agriculture, forestry,

fishing and hunting 1.4 3.7 1.0 3.0 4.8 2.9
Mining and quarrying 0.1 -7.1 -2.5 -1.5 -5.5 -3.3
Manufacturing 8.4 6.5 -1.1 —4.9 2.6 1.5
Electricity and water 9.4 7.8 16.4 2.9 6.3 7.9
Construction 12.2 -1.0 1.8 -5.9 8.1 -0.6
Trade, hotels, and

restaurants 3.4 24 0.0 -1.3 6.1 1.4
Transportation and

communication 11.1 4.9 2.1 -3.4 34 0.2

Finance, insurance, real
estate, and business

services 5.4 3.7 5.1 4.2 4.5 4.6
Public administration and

other services 6.8 13.5 8.3 2.6 1.2 3.0
Total industrics 4.0 4.3 2.1 0.9 3.9 2.2
GDP at factor cost 3.8 4.3 2.0 0.7 3.9 2.1

Sources: Tanzania Bureau of Statistics (1987); TET (1989, 1990).
Notes: Data for 1966-1975 calculated from Tanzania, Bureau of Statistics (1987)I; 1976-1988
calculated from information in TET (October 1989, January 1990,
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post-1976 period has been one of more-or-less continuous crisis. Public admin-
istration was the fastest growing sector throughout the 1970s, while construction
has been the fastest growing sector since 1985. The overall annual growth rate
of official GDP in the 13 years since 1976 (2.1 percent) has been smaller than the
1978-1988 (intercensal) annual population growth rate, which was 2.8 percent.

The major factor affecting the economy in the 1970s and 1980s has been the
adverse external position. Although during the 1960s and mid-1970s the external
accounts were in balance, with exports closely tracking imports, an external
imbalance started in 1978, which grew throughout the next decade and continues
today. In 1976, the deficit in the trade balance was 2.2 percent of GNP. In 1978,
it jumped to 15.2 percent of GNP. During the crisis period 1986-1984, it declined
to about 8 percent of GNP, but by 1988 it had surged to 26 percent of GNP. Another
significant aspect of Tanzania’s development has been the consistently large
share of GDP (around 20 percent) that is absorbed by fixed capital formation,
excepting the period 1983-1985. A large proportion of that has been financed by
aid from various donors.

In the external accounts, merchandise exports comprised about 60 percent of
receipts from exports of goods and services until 1984. Merchandise imports
constituted an even larger proportion of umports of goods and services, larger
than 90 percent. A sizable proportion of total external receipts all through the
period, especially after 1985, is accounted for by current transfers from abroad.
Before 1985, these were mainly official. Since 1985, however, the share of
transfers in external receipts has increased substantially accounting for 57 per-
cent and 60 percent of total export receipts in 1987 and 1988. This compares with
a range of 20-25 percent in the period before 1985. The rise reflects increasing
imports under own-funds since 1984 for which a balancing credit item is added
in the external inflows category under transfers.

In the pre-1985 period, most of the financing of the current account deficit
was through capital transfers. Since 1985, however, a significant amount has
been financed by net external borrowing. This is bound to create serious prob-
lems of debt servicing. In fact, since 1984 the outflows on the capital account of
the balance of payments have been close to or larger than inflows, although in
the pre-1984 period the inflows were substantially higher.

Tanzania’s six top export earners are agricultural primary products-—coffee,
cotton, sisal, tea, tobacco, and cashew nuts. Together they account for about 60
percent of total export earnings. Since the mid-seventies, the volumes of all six
have declined significantly, with declines ranging from 10 percent (coffee) to as
much as 80 percent (sisal).

The bulk of imported items consists of capital and intermediate goods, with
consumer goods accounting for ¢ aly about 20 percent of total imports. Food
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imports account for 40-60 percent of consumer imports. Very few imports of
nonessential, consumer-incentive goods seem to have been officially recorded
before 1988.

Table 3 indicates L «;:eyres volumic indices for exports and imports, with base
weights for the year 1976. It is quite clear from the table that compared with the
early and late 1970s, the decade of the 1980s saw a significant reduction in the
officially recorded quantity of exports. The reduction affected all export catego-
ries. A slightly different pattern seems to have been followed by imports. There
seems to have been a massive decline in the early 1980s, particularly of capital
and consumer goods. Imports of intermediate goods (among which oil products
feature prominentiy) increased substantially until 1981 and then declined precip-
itously until 1986. It was only in 1988 that imports of these goods increased in
value to a level similar to that of 1980. The trends obvious in Table 3 do not
change significantly if one changes the base year for the calculations of the index
weights.

In Table 4 we exhibit unit value indices for exports and imports and the barter
and income terms of trade from 1974 to 1986. With the exception of 1977, which
was the year of the world coffee boom, the barter terms of trade (defined as the
ratio of the unit value of exports to the unit value of imports) seem to have
declined, despite the fact that oil prices have declined since the second oil shock
of 1979. Given the decline in the volume of exports evident in Table 3, it is only
natural that the income terms of trade (defined as the ratio of the value of exports
divided by the unit import value) would exhibit an even steeper decline; this is
evident from the final row of Table 4.

In 1987, 55 percent of all exports were destined for western Europe, a larger
share than in 1980 (48 percent). Germany, UK, Netherlands, Italy, and Finland
currently absorb the bulk of exports to western Evrope. Countries in Asia and
Oceania absorb another 25 percent of Tanzania’s exports, with India, Japan,
Singapore, Taiwan, and Hong Kong as the largest markets. Another 12 percent
of exports go to African countries, with Kenya and Algeria accounting in 1987
for about half of that. The United States accounts tor a meager 2 percent of
Tanzania’s exports, a share that is half of what it was in the early 1980s. The
geographical pattern of imports resembles that of exports, with 57 percent
originating in western Europe, 19 percent in Asia and Oceania, 12 percent in the
Middle East (largely oil products), and a meager 5 percent from the United States.

The public sector is a dominant aspect of the Tanzanian economy, accounting
for a large portion of the monetary economy. In the early years after indepen-
dence the public sector was kept small, and the private sector functioned much
as it did before independence. In 1967, with the Arusha declaration, the public
sector started becoming heavily involved in all aspects of the Tanzanian econ-



TABLE 3

Tanzania: Laspeyres Volume Indices for Domestic Exports and Direct Imports, 1974-1986 (1976=100).

1974

Exports (all) 86.18
Food, drink, and

tobacco 75.71

Raw materials,

including fuel 99.76
Manufactured
products 81.81
Imports (all) 132.82
Capital goods  249.41
Intermediate
goods 90.60

Consumer goods 130.60

1975
90.13

93.72

90.95

75.79
101.73
158.08

81.65
87.71

1976
100.00

100.0C

100.00

100.00
100.00
100.00

100.00
100.00

1977 1978
80.50 73.17

81.81 74.81
73.48 73.47

91.92 64.97
88.82 113.39
91.30 76.91

88.97 158.45
87.57 119.47

1979
76.15

78.81

68.38

80.52
85.96
52.78

140.94
81.88

1980
73.22

75.91

62.66

84.69
83.64
84.98

126.68
72.84

1981
69.45

72.70

67.26

59.02
77.73
66.20

181.61
57.71

1982
68.97

74.13
62.24

62.62
58.19
62.94

63.30
55.26

1983
55.46

50.54

59.02

40.74
46.83
65.16

53.84
37.28

1984
58.00

64.24

47.21

58.44
71.08
100.83

77.18
59.85

1985
58.95

70.70

38.74

55.83
72.87
116.53

88.36
49.85

1986
56.23

66.27

39.10

36.16
66.42
105.30

72.14
46.47

Source: Tanzania, Bureau of Statistics, “Foreign Trade Statistics, 1987" (March 1989).
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TABLE 4

Tanzania: Laspeyres Unit Value Indices for Domestic Exports and Imports by Co'mmodity Group (1976=100).

Exports (all)
Food, drink, and
tobacco
Raw materials,
including fuel
Manufactured
products

Imports (all)
Capital goods
Intermediate

goods
Consumer goods

Barter terms of
trade

income terms of
trade

1974
76.44

58.10

104.29

109.29

78.44
66.87

73.07
86.27

97.45

87.60

1975 1976 1977 1978
73.68 100.00 139.02 120.64

63.54 100.00 151.62 123.44
81.54 100.00 121.18 99.56

113.92 100.00 113.10 166.01

99.28 100.00 120.21 128.29
109.26 100.00 131.81 194.24

91.75 100.00 126.35 117.11
97.80 100.00 109.14 95.23

74.21 100.00 115.65 94.04

62.50 100.00 91.25 69.82

1979
135.29

127.03
130.47

201.77

177.49
255.79

144.65
150.14

76.22

60.34

1980
159.00

141.98

166.00

245.25

234.60
359.88

140.66
215.14

67.77

49.41

1981
168.61

159.62
176.07

202.95

252.50
390.21

126.03
246.11

66.78

45.96

1982
150.21

139.59

163.70

174.68

331.09
458.99

289.93
276.80

45.37

30.68

1983
188.53

173.54
204.71

236.87

326.59
401.22

221.15
337.32

37.73

31.62

1984
256.35

236.29
291.79

277.25

335.07
306.13

241.09
405.75

76.51

44.37

1985
245.70

228.88
267.86

286.92

431.56
419.11

336.04
493.37

56.23

34.56

1986
457.14

498.67
333.80

572.75

761.50
685.23

748.52
809.78

60.03

35.32

Source: Tanzania, Bureau of Statistics, “Foreign Trade Statistics, 1987" (March 1989).
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omy. Through nationalization, the state acquired control of a significant propor-
tion of the productive assets of the nonagricultural sector, as well as the
large-scale agricultural sector. In subsequent years, parastatals proliferated to
the point that by the mid-1980s there were 425 of them in Tanzania, a number
comparable only to countries such as Brazil and Mexico with GDPs 50 and 35
times, respectively, that of Tanzania (World Bank 1988).

Table 5 presents a summary of central government revenues and expenditure
for the period 1975-1976 to the most recent available year. It can be noticed that
ever since 1976 there has been a public-sector deficit, amounting to as much as
14.5 percent, and never less than 7.5 percent, of GDP at market prices. In the
composition of nublic expenditure, current expenditure has been kept quite high,
while development expenditure since 1982 has declined to about half of its
pre-1980 share of GDP. A large share of total public expenditures is for internal
transfers, such as interest on public debt and subsidies to parastatals.

Table 6 exhibits the composition of public revenues and exnenditure from
1975-1976 to 1986-1987. Trade taxes (import and export duties) constitute a
small portion of total public revenue, declining from a high of about 21 percent
in 1978-1979 to only 6 percent of revenues in 1982-1983, to recover to 13
percent in 1986-1987 and an estimated 15 percent in 1988--1989. It is quite
noticeable that i1 contrast to many primary exporting countries, export tax
revenues since 1980 are almost negligible. However, export producers ar : heav-
ily taxed implicitly, as will be seen later, with the implicit revenue being largely
absorbed as parastatal marketing costs. The bulk of public revenue comes from
consumption and excise taxes, as well as personal and income taxes.

Turning to the composition of public expenditure, the most noticeable trends
in the eighties are the increase in the share of general public services (mainly
administration), the sharp decline in the shares of education, health, and eco-
nomic services to about half their 1975-1976 shares, and the quadrupling of the
share of servicing the public debt.

The importance of the public sector is underestimated by the data in Table 5.
Parastatals production accounted for about 13 percent of GDP by 1985, a share
that had grown rapidly from 7 percent in 1967 and 9 percent in 1972. In
manufacturing, parastatals accounted for about 47 percent of value added and 47
percent of wage employment. In all sectors except agriculture, parastatals ac-
count for more than 20 percent of sector value added and an equal or larger share
of wage employment. When that is added to the 13 percent share of public
administration in the GDP, we obtain a combined share of the public sector in
reported GDP of about 26 percent.

The importance of the public sector is reflected in the structure of formal wage
employment. “Formal employment” refers to people working in formal estab-
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TABLE 5
Tanzania: Summary of Central Government Operation, 1976—1987.

1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987

Percent of GDP at
market prices

Current revenue 18.53 19.41 19.34 19.01 18.86 18.64 18.97 19.70 18.97 16.12 15.98 18.05
Current expenditure  18.32 18.38 19.94 20.18 20.12 22.98 23.27 20.80 20.61 19.79 21.36 22.57
Surplus/(deficit) 0.21 1.03  (0.60) (1.17) (1.26) (4.34) (4.30) (1.10) (1.64) (3.68) (5.39) (5.55)
Development

expenditure 11.26 11.39 12.56 13.69 11.80 10.14 8.22 6.45 6.00 4.88 5.45 6.38
Total surplus/

(deficit) (11.05) (10.36) (13.16) (14.86) (13.06) (14.48) (12.52) (7.54) (7.64) (8.55) (10.78) (11.93)

Sources: World Bank, “Tanzania Public Expenditure Review,” Report No. 7559-TA (May 22, 1989); and authors’ computations.

Note: GDP data are reported in calendar year while public expenditure data are in fiscal years. To compute the ratios to GDP indicated in the table for
each calendar year, the average of the two adjacent fiscal years was used in the numerator of the relevant fractions.



TABLE 6

Tanzania: Composition of Revenue and Expenditure, 1975/1976/—1986/1987 (as percentage of total revenue and
percentage of public expenditure).

1975~ 1976- 1977- 1978- 1979~ 1980~ 1981~ 1982— 1983~ ]984- 1985 1986—
1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987

Revenues
Import duties 11.7 6.2 101 139 11.0 7.7 6.9 5.9 6.2 8.4 «5 13.0
Export duties 4.1 16.1 8.9 7.0 6.3 2.5 0.2 0.1 0.1 0.1 0.0 0.0
Consumption and excise
duties 424 33.6 364 406 402 513 525 495 51.6 559 521 534

Income and personal taxes 28.4 26.8 23.1 295 33.0 322 332 308 265 25.8 309 23.0
Other taxes and income

sources 134 172 216 9.0 6.2 73 137 156 156 9.9 9.5 10.6
Expenditures

General public service 158 174 160 16.0 147 164 179 17.1 220 299 289 255
Defense 122 123 13,5 246 7.7 1.0 125 133 128 139 104 14.6
Education 14.1 136 133 113 11.2 11.8 125 13.2 117 7.3 7.3 6.4
Health 7.1 7.1 6.7 53 5.0 5.4 5.4 5.1 5.5 5.0 4.3 3.7
Social security and

welfare 04 0.2 0.2 0.3 04 0.3 0.3 0.3 0.3 0.5 0.2 0.3
Housing and community

amenities 1.8 1.2 0.9 0.8 1.0 1.2 1.0 1.1 1.0 1.0 0.6 0.4
Other community social

services 24 2.3 1.7 1.8 1.9 2.1 2.1 2.0 2.0 2.2 0.5 0.5
Economic services 369 381 341 351 36.1 348 29.8 27.0 260 242 228 165
Other purposes 9.2 7.9 13.6 48 220 169 185 21.0 188 161 250 32.1
Public debt 7.3 5.9 7.0 3.9 7.5 114 17.8 202 181 154 242 31.4

Sources: World Bank, “Tanzunia Public Expenditure Review,” Report No. 7559-TA (May 22, 1989).

N~
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lishments, and hence does not count smallholder agriculture or small-scale,
unincorporated, “informal” sector activities, which account for the great bulk of
employment in the country. In 1965, government employment accounted for 27
percent of the total formal wage employment of about 250,000, and parastatals
for 5 percent, for a combined total of 32 percent. In 1970, the joint share rose to
59 percent (out of a total of 376,000); in 1976 to 66 percent (out of a total of
481,000); and in 1984 it stood at a dominating 77 percent (of a total of 633,000).
Almost all the growth in formal employment in the country since 1970 occurred
in the public sector, with the number employed in government and parastatals
more than doubling over the period, while formal employment in the private
sector grew very little. Of the total of 622,000 formal-sector employees in 1981,
120,000 were listed by the Bureau of Statistics as casual. Agriculture (plantations
and large state and private farms), occupied 119,000 employees, industry
135,000, construction 46,000, transportation 55,000, and all the other services
remaining 266,000.

The formal financial sector in Tanzania is not large. Apart frora the Bank of
Tanzania, which is the central bank, the commercial banking system is composed
of one major mainland bank (the National Bank of Commerce) and a few smaller,
specialized ones (Cooperative Rural Development Bauk, Tanzania Investment
Bank, Tanzania Housing Bank, Tanganyika Post Office Savings Bank, Tangan-
yika Development Finance Company Ltd.). The major function of the banking
sector has been to lend to parastatals and to the government, with very little
lending extended to the private sector. The bulk of the lending that is reported
as going to the private sector in fact goes to cooperatives. So almost all bank
lending in Tanzania is directed to the public sector. This has consequences for
the causes of inflation, as will be seen later.
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MACROECONOMIC POLICY AND PERFORMANCE

To understand the nature of current adjustment efforts in Tanzania, it is

necessary to review analytically the evolution of macroeconomic and other
key policies and government responses over the last two decades. There are four
periods that seem to characterize economic developments and policies in Tan-
zania. The first covers the period from independence in 1961 to the Arusha
declaration in 1937. The second extends from 1967 to 1973. The third covers
the period from 1974 to 1982, and the final one concerns the recent years, from
1982 to now. The last period could be further subdivided into 1982—-1985, when
Tanzania attempted to adjust without external help, and the period after 1986,
since the agreement with the IMF. Each subperiod is characterized by a different
set of policies and external influences and hence must be examined separately.
Given our interest in structural adjustment and the recovery, our natural focus
will be on the last two of the four periods mentioned, particularly the most
recent, since the earlier ones have been covered extensively in other literature.
Our effort will be to understand the extent to which cconumic performance has
been related to policies and external shocks and how the government and the
economy of Tanzania have responded.

Our analysis in this chapter starts with a review of debate on the origins and
causes of the economic crisis. The second section reviews recent macroeconomic

27
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developments and existing interpretations of the trends. The third section reviews
the debate concerning devaluation, the policy that has been the source of the most
controversy in the context of stabilization and adjustment. In the subsequent
section we examine the financing of the domestic and external deficit. In the final
section we make new estimates of the unobserved, “second” economy in Tanzania
and provide a picture of the total economy, observed and unobserved.

INTERPRETATION OF THE CRIiSIS AND THE ADJUSTMENT DEBATE

There has been wide debate concering both the causes of the crisis in Tanzania
and the appropriate responses. In this section we shall review some of the major
arguments, providing wherever possible some new elements.

Our earlier review of the structure of the economy and the evolution of policy
from independence until the late 1970s shows a continuing effort by the govern-
ment to control the economic forces and processes in the country through direct
control of all spheres of economic activity. The underlying rationale for this
attitude was that the best way to achieve a fast pace of economic and social
development was to rely on a top-down system of economic and social control
and modernization through adoption of foreign technology. These attitudes were
manifested in the nationalization of private firms, the abolition of producer
cooperatives, the villagization campaign, the substitution of state production and
marketing of both agricultural and nonagricultural products, and the adoption of
the largely foreign-exchange-intensive Basic Industries Strategy. The result of
these policies, by the late 1970s, was an economic structure in which activity
was supply constrained and depended quite heavily on imports for its proper
performance. Despite efforts at diversification, agriculture and even up to the
present, remains dominant as a generator of income and, more crucially, foreign
exchange.

Ndulu (1988) has aptly summarized the main macro features of the Tanzanian
economy. Besides the overwhelming importance of agriculture and the supply-
constrained, import-dependent nature of production, the links among the fiscal
deficit, the balance of payments, and the money supply process are key. While
in the late 19€0s and early 1970s, the monetary base was backed mainly by
foreign asset holdings, by the late 1970s, almost 90 percent of the expansion of
the monetary base was due to net claims on government. This latter develepment
was the result of high domestic credit demand from the public sector, including
the parastatals. In 1978, the 1965 Bank of Tanzania Act was amended to lift the
limit on government borrowing, which had been 25 percent of recurrent revenue.
This amendment allowed sharp and inflationary increases in the monetary base,
in order to accommodate the mounting deficits.
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The final major feature identified by Ndulu is the contrast between the
fl=x-price nature of the food markets, and the fix-price nature of many of the
nonfood markets, especially those for domestic manufactures and services.
Prices in the latter sectors were largely administered and insulated from world
market developments.

In terms of political economy, besides the ruling party (CCM) and the govern-
ment, Ndulu identifies three major interest groups, namely, the largely urban-
based wage/salary earners, including government employees; the commercial
entrepreneurs; and the rural peasantry. Policy in the 1960s and 1970s, while
emphasizing modem, urban-centered development, tried explicitly to benefit the
peasants through provision of social services at the expense of commercial
entrepreneurs. During the late 1970s, however, budgetary preusures led to
formal-sector wage restraints and sharp declines in the real incomes of urban -
wage eamers, while peasants were better insulated through the growth of parallel
markets. The commercial entrepiencurs, mostly traders, gained siznificantly,
however, as the erosion of government controls led to massive parallel and black
markets (some legal, but mostly not) both domestic and external.

Bienenfeld (1989) has summarized the process that led to the crisis of the
early 1980s as the gradual construction of a geographically dispersed, import-
intensive, urbanized economy, critically dependent on expanding agricultural
surpluses to feed the urban population and eamn foieign exchange. The crisis
arose because the agricultural surplus did not grow fast enough.

There has been wide debate concerning the causes of the crisis that led to the
first IMF negotiations in 1979-1980 and >ubsequent adjustment efforts. There are
those that argue that the major causes were mainly extemal, such as the oil
shocks, the drouglt, and the Uganda war (Green, Rwegasira, and van Arkadie
1980), while others suggest that the causes were mostly internal and due to
economic mismanagement (Sharpley 1985; Lofchie 1989).

In Table 7, we display the Tanzanian balance of payments in U.S. dollars for
1970-1988 as reported by the IMF. The number that gives a clear picture of the
evolution of the crisis is the basic halance, that is, the sum of the balance of trade
in goods and services and net long-term capital inflows. It can be clearly seen
from Table 7 that 1974 and 1978 produced the first major external crises.

The 1974 crisis appears to have been caused by a sudden, 50 percent increase
in import expenditures (in U.S. dollars), while exports increased by only 10
percent. In the subsequent three years, 1975-1977, export earnings increased due
to the coffee boom, and import expenditure declined. In 1978, a sharp drop in
merchandise export earnings, simultaneous with a 53 percent increase in import
expenditure, created the new crisis. While the high import expenditures in 1978
and 1979 can be rationalized in terms of the spending of foreign exchange



TABLE 7
Tanzania: Balance of Payments, 1970—1988.

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979

1. Exports of goods and services 321.8 349.7 411.7 4558 4824 391.3 6332 656.4 625.2 697.2
2. Total transfers 12.8 5.8 4.1 4.9 49.2  102.3 54.6 114.7 164.0 174.8
Private unrequited transfers (net) 11.1 35 -145 -144 -11.4 11.5 11.5 19.4 23.1 29.5
Official unrequited transfers (net) 1.7 23 104 19.3 60.6 90.8 43.1 95.3 140.9 1453

3. Impoits of goods and services —-370.2 -455.2 —473.3 -568.2 -822.9 -823.6 -722.3 —843.5 -1,262.6-1,218.5
4. Current account surplus (1+2+3) -35.6 -99.7 -65.7 -107.5 -285.3 -330.0 -34.5 -72.4 —473.4 -346.5
5. Long-term capital inflows (net) 71.6 137.7 1083 1553 117.6 170.5 102.4 100.7 136.0 2254
6. Basic balance (4+5) 36.0 38.0 426 478 -167.7 -159.5 679 283 -337.4 -121.1
7. Short-term capital inflows (net) -7.8 -37.7 -8.0 -18.0 —4.6 1.3 -184 209 60.7 -75.1
8. Exceptional financing 7.1 35.9 0.8 216 63.5 98.9

1980 1981 1982 1983 1984 1985 1986 1987 1788

1. Exports of goods and services 686.7 884.8 530.2 486.3 480.3 432.8 456.6 447.1 499.4
2. Total transfers 128.7 130.3 119.2 1034 1586 456.3 474.1 707.0 7220
Private unrequited transfers (net) 21.8 22,6 254 18.8 62.1 2333 250.6 230.0 2320
Official unrequited transfers (net) 106.9 107.7 93.8 846 96.5 223.0 223.5 477.0 490.0

3. Imports of goods and services -1,249.0 -1,187.0 -1,030.4 -785.7 -853.4 -1,036.5 —1,105.0 —-1,419.4 —1,479.8
4. Current account surplus (14+2+3) -433.6 -171.9 -381.0 -196.0 ~214.5 -147.4 -1743 -265.3 -258.4
5. Long-term capital inflows (net) 166.3 204.5 167.9 177.7 89.7 -39.5 -24.7 -36.5 31.8
6. Basic balance (4+5) -267.3 326  -213.1 -18.3 -124.8 -186.9 -199.0 -301.8 -226.6
7. Short-term capiial inflows (net) —85.8 57.0 157.6 -136.6 -108.1 -410.9 895.6 4.4 -5.9
8. Exceptional financing 270.1 89.1 45.6 321.3 305.8 469.4 -657.3 124.2 163.9

Source: IMF Intemational Financial Statistics (various issues). Inflows are described by positive numbers, while outflows by negative.
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reserves accumulated in 1977, the Uganda war, and the 1979 oil price hike, it is
hard to see why import expenditure stayed at a continued high level until 1981.
In fact, apart from a small decline in 1981, it was not until 1982 that import
expenditures were seriously curtailed. Meanwkile export eanings seemed to be
doing quite well until 1981, but from 1982 on, they took a shai» dive from which
they have not as yet recovered. When we examine the volume and value indices
of merchandise trade exhibited earlier in Tables 3 and 4, it can be seen that
although the barter terms of trade have turned against Tanzania between the
“non-crisis,” “non-boom” year 1975 and the early 1980s, it was the decline in
the volume of exports that seems to have been a key element in the decline in
export earnings.

The well-documented decline in total and ~ertainly per capita, export crop
production contemporaneous with an increase in total food crop production (see
Chapter 5) have been rationalized by several analysts (Odegaard 1985; Ellis
1982) in terms of declining official producer prices for export crops, both in real
terms and relative to those of food crops (especiaily in the parallel, uncontrolled
markets), the declining efficiency and resultant rising marketing margins of the
official marketing system, which resulted in large transfers from peasants to the
state (Ellis 1983), and by the unavailavility of incentive consumer goods in rural
arcas due to official rationing (Bevan 1989).

The response of the government of Tanzania to the major shocks of 1978 and
1979 was slow in coming. Current spending continued at a rapid pace. While
during the period 1976/77 to 1979/80 current expenditures grew by an average
of 13.9 percent annually, in the next three years they grew by an average of 23.7
percent annually, despite the foreign exchange crisis and the fact that recurrent
revenues grew by only 18.7 percent annually. Development expenditures also
continued at a high rate as a share of GDP, and it was only in 1982 that they were
severely curtailed. Thus the current deficit grew from a small 1.2 percent of GDP
in 1979 to 4.3 percent of GDP in 1982. The total government deficit, which
reached a high of 14.9 percent of GDP during the crisis year 1979, declined only
marginally to 12.5 percent by 1982 and was not seriously cut until 1983. The
portion of the fisca’ deficit that was financed through bank borrowing increased
from 8 percent in 1977-1978 to 50 percent in 1979-198¢. The net claims of the
banking system on the government grew by an average 19.5 percent annually
between 1976 and 1978. They jumped by 73 percent in 1979 and by an average
of close to 30 percent annually for the next three years. It thus appears that the
gcvernment attempted to keep up demand in the face of a supply shock.

The result was a sharp increase in inflation. As measured by the National
Consumer Price Index (NCPI), prices that had increased by 6.9, 11.6, 6.6, ard
12.9 percent in 1976, 1977, 1978, and 1979, respectively, jumped by 30.3 percent
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in 1980 and kept growing at a rate higher than 25 percent for the next several
years. At the same time, the exchange rate kept appreciating because the govern-
ment steadfastly refused to make more than token adjustments in the nominal
exchange rate. The result was a sharp increase in the parallel market premium
on foreign exchange and hence further evasion of the official markets,

In Table 8 we exhibit the official and parallel market exchange rates, as well
as estimates of the real exchange rate (column 9) computed by a simplification
of the IMF method, as explained in Appendix A. It is evident from that table that
the parallel market premium (column 6)—that is, the percent by which the
parallel market rate exceeds the official rate—jumped to more than 150 percent
in 1980 and continued at levels above 200 percent until 1987. The computations
of the real exchange rate (column 9) show a significant appreciation of the
Tanzanian shilling starting in 1981 and continuing until 1986, the first year of
the ERP.

It thus appears that while external shocks were instrumental in initiating the
crisis, it was largely weak internal adjustment efforts, coupled perhaps with
optimism concerning the continuation of forzign capital and aid inflows, that
eventually led to an uncontrollable situation. Underlying causes were the struc-
tural weaknesses of the economy—reliance on agricultural exports for foreign
exchange generation, import dependence by the industrial sector, and the ineffi-
ciencies of the parastatal marketing sector.

MACROECONOMIC PERFORMANCE UNDER ADJUSTMENT

The history of adjustment efforts in Tanzania over the past decade reveals strong
efforts at expenditure control, but consistently excessive optimism in economic
targets. Ndulu (1988) presented tables contrasting SAP targets and the actual
performance of several macro indicators over the years of the first adjustment
effort, 1982~1985. In terms of fiscal targets, performance during that period
was better than planned. However, increases in external resources, in export
earnings as well as external loans and grants, fell far short of what was expected.
The serious external gap that resulted pushed the government to rescrt to
inflationary domestic finance, and money supply grew faster than planned in
all but the first year of the SAP.

The targets set for the 1986/87 to 1988/89 ERP were quite ambitious: an
average rate of economic growth of 4-5 percent annually, a progressive reduction
in the rate of inflation to less than 10 percent in 1988/89 from over 30 percent in
1985, improvements in the external position through faster export growth,
increases in utilization rates in manufacturing from 20-30 percent in 1985 to
60-70 percent by 1989, and increases in export earnings of 16 percent annually.



TABLE 8
Tanzania: Official Parallel and Real Exchange Rates, 1965-1989 (Tsh/US$).

Real Other Real
Exchange Currency Exchange Nominal
Official Official Parallel Parallel Ratio Ratio Rate® vis-a- Correct. Rate®  Equivalent Ratio Ratio
Rate Rate Rate Rate  (3)/I(1) (4)/(2) vis $ Factor (Index  Exchange (10)/(2) (10)/(4)
End of Period Endof Period Endof Period (index (index 1969=100) Rate Period Period
Period Average Period Average Period Average 1969=100) 1969=100) (7)x(8) (Tsh/US$) Average Average

1 ) 3 @ (5) (6) ™ ®) 9 (10) an - a2
1965 7.143 7.143  8.52 n.a. 1.193 n.a. 143.21 1.04 149.41 4.78 0.67 n.a.
1966 7.143 7.143  8.64 8.80 1.210 1.232 134.77 1.05 141.65 5.04 0.71 0.57
1967 7.143 7.143 8.68 870 1.215 1.218 122.38 1.00 122.30 5.84 0.82 0.67
1968  7.143 7.143 8.25 8.50 1.155 1.190 110.51 0.99 109.93 6.50 0.91 0.76
1969 7.143 7.143 9.10 8.70 1.274 1.218 100.00 1.00 99.99 7.14 1.00 0.82
1970 7.143  7.143 10.45 10.10 1463 1.414 102.92 1.00 102.93 6.94 0.97 0.69
1971 7.143  7.143 15.00 11.60 2.100 1.624 101.56 1.11 112.91 6.33 0.89 0.55
1972 7.143 7.143 15.40 1520 2.156 2.128 97.38 1.13 109.79 6.51 0.91 0.43
1973 6.900 7.021 13.45 14.53 1949 2.070 90.99 1.22 111.26 6.20 0.88 0.43
1974 7.143 7.135 14.00 1346 1.960 1.886 87.05 1.29 112.28 6.36 0.89 0.47
1975 8.264 7.367 25.00 20.58 3.025 2.794 87.31 1.25 109.24 .56 1.03 0.37
1976  8.324 8.377 20.40 21.93 2451 2618 87.27 1.27 111.10 7.49 0.89 0.34
1977  7.960 8.289 15.05 21.47 1.891 2.590 79.50 1.47 116.67 6.82 0.82 0.32
1978 7.415 7.712 11.75 13.07 1.585 1.695 71.34 1.63 116.31 6.38 0.83 0.49
1979 8221 8.217 13.50 11.98 1.642 1.458 717.41 1.57 121.50 6.77 0.82 0.57
1980  8.182 8.197 26.50 21.02 3.239 2.564 67.21 1.57 105.59 7.75 0.95 0.37
1981 8.322 8.284 2435 26,57 2926 3.207 60.15 1.33 80.21 10.38 1.25 0.39
1982 9.567 9.283 29.15 32.60 3.047 3.512 56.82 1.22 69.15 13.83 1.49 0.42

(Table continues on the following page.)



TABLE 8

(continued)
Real Other Real
Exchange Currency Exchange Nominal
Official Official Parallel Parallel Ratio Ratio Rate® vis-a- Correct. Rate®  Equivalent Ratio  Ratio

1983
1984
1985
1986
1987
1988
1989

Rate Rate Rate Rate  (3)/(1) (4)I(2) vis 3 Factor (Index  Exchange (10)/(2) (10)/(4)
End of Period Endof Period Endof Period (index (index 1969=100) Rate Period Period
Period Average Period Average Period Average 1969=100) 1969=100) (7)x(8) (TshiUS$) Average Average

ey (2) 3) C)) () (6) Q) ® ¢)] (10) an - a2
12.457 11.143 50.00 39.62 4.014 3.556 60.16 1.13 67.87 18.35 1.65 0.46
18.105 15.292 70.00 57.08 3.866 3.733 67.38 0.98 66.06 27.41 1.79 0.48
16,499 17.472 150.00 100.80 9.091 5.769 47.42 1.20 57.08 28.90 1.65 0.29
51.719 32.698 180.00 165.00 3.480 5.046 114.39 1.40 160.07 32.31 0.99 0.20

83.717 64.260 190.00 180.00 2.270 2.801 147.76 1.69 250.39 3343 0.52 0.19
125.000 99.292 230.00 210.00 1.840 2.115 174.84 1.58 276.43 45.22 0.46 0.22
192,300 143.377 300.00 250.00 1.560 1.744 227.29 1.48 337.01 57.06 0.40 0.23

Sources: P. P. Cowitt (ed.), World Currency Yearbook, imernational Currency Analysis (Brooklyn, N.Y., 1985); Pick's Currency Yearbook (Pick
Publishing Corp, N.Y. various issues); IMF International Financial Statistics (various issues); Bagachwa et al., 1990, “Tanzania: A Study of Non-
Traditional Exports,” University of Dar es Salaam, January, and authors’ computations.

2 A decline impliss appreciation.
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In terms of official GDP growth, the performance since 1985 has been one of
revival, with agriculture leading the way. Table 2 exhibits growth rates of real
GDP in the various sectors from which it is clear that since 1985 ali sectors, with
the exception of mining and quarrying, have improved on their 1980-1985
performance. For 1989, first estimates indicated a real GDP growth rate of 4.4
percent, witk all sectors growing, agriculture growing at 4.6 percent, and manu-
facturing at 5.1 percent. Despite this growth, however, in 1989 only agriculture,
electricity and water, commerce, {inance, and public administration achieved
real product levels higher than those of 1980.

On the external account front, as can be seen from Table 7, the target of 16
percent growth in export earnings was not attained. Total export earnings from
the six major agricultural exports were at their lowest level of the decade in 1989,
at US$ 180.4 million, after a brief revival in 1986 due to a small coffee boom,
compared with US$ 264 million in 1980 and 1JS$ 196.1 million in 1985, at the
depth of the crisis. Among the major export crops, only cotton appears to have
exhibited a strong export volume increase, with the other crops not showing
increasing trends. This outcome might be related to the fact that very little price
marketing liberalization in agricultural exports took place until 1990. Nontradi-
tional exports, however, especially manufactured products, have staged a strong
recovery. From a continuous decline between 1980 and 1985, from US$ 241.5
million to US$ 90.5 million, this category has recovered to US$ 214.8 million in
1989. This recovery was no doubt aided by the generous export retention scheme
instituted under the ERP. Imports, on the other hand, surpassed their 1980 level
in 1982, and because of donor support as well as the own-fund import scheme,
they have stayed quite close to their targeted levels.

On the inflation front, performance has not lived up to the targets. The changes
in the NCPI for the years 1986, 1987, 1988, and 1989 were 32.4, 30.0, 31.2, and
25.9 percent, respectively. This is no different from the performance during
1980-1985, when annual inflation ranged between 26 and 36 percent.

The ambitious targzats for industrial production also did not materialize. The
doubling or tripling of capacity utilization envisioned in 1986 implied a corre-
sponding increase in output. But of 31 industries whose output for the period
19801988 is reported in the 1989 Bank of Tanzania's Economic and Operations
Report, only 15 exhibited an increase in production between 1985 and 1988, and
of these only 10 experienced a total increase of more than 50 percent over the
three-year period, despite the fact that the bulk of imports during that time were
intermediate goods and machinery.

In Table 9 we summarize some of the recent sectoral and macro developments,
The significant growth in real GDP observed since 1983 is due mostly to the
growth in agricultural production, as has already been mentioned, while manu-



TABLE 9

Tanzania: Recent Macroeconomic Developments.

GDP real index
GDP agriculture total index
GDP manufacturing real index
GDP construction real index
GDP trade real index
GDP public administration real index
Gross fixed capital formation real index
GFCF public real index
GFCF private real index
GFCF buildings real index
GFCF other works reei index
GFCF machinery and equipment real index

GDP deflators (1976=100)
GDP at factor cost total
Agriculture
Manufacturing
Construction

Tr-de

Public administration

Terms of trade (TOT) agriculture/manufacturing
TOT agriculture/construction

TOT agriculture/trade

TOT manufacturing/construction

Per capita real currency holdings in 1976 Tsh
Index of real per capita currency holdings
Currency/dem deposit ratio (percent)
Currency/T0T deposit ratio (percent)

1976

100.0
100.0
100.0
100.0
100.0
100.9
100.0
100.0
100.0
100.0
100.0
100.0

100.0
100.0
100.0
100.0
100.0
100.0

100.0
100.0
100.0
100.0

144.7
100.0
63.5
42.5

1977

100.4
101.1

94.0
103.5

98.0
106.6
110.9
114.0
106.7
115.3

96.7
118.1

118.2
121.7
124.5
121.4
122.5
104.0

97.7
100.2
99.3
102.5

144.3
99.7
59.4
39.9

1978

1025
99.5
97.1
88.6
98.5

128.0

110.7

104.2

119.4

102.0
79.7

133.3

128.7
139.0
141.4
134.4
139.0

95.9

98.3
103.4
100.0
105.2

160.5
110.9
74.5
45.0

1979

105.5
100.2
100.4

99.4
100.0
139.0
124.1
110.9
141.7
117.1

88.5
148.9

141.4
162.5
137.1
139.8
153.0
102.7

118.5
116.2
106.2

98.1

192.4
133.0
63.6
41.6

1980

108.2
104.1

95.4
105.4
100.0
136.1
108.8
107.2
111.0
119.1

97.0
112.4

159.9
176.6
152.7
160.7
166.0
124.2

115.7
109.9
106.4

95.0

185.8
128.4
64.8
42.7

1981

107.6
105.1

84.7
100.7

96.0
151.6
112.5
108.0
118.7
141.2

76.2
124.7

188.4
213.8
189.0
181.4
201.1
133.3

113.2
117.9
106.4
104.2

181.4
125.3
75.3
47.0

1982

108.3
106.6

82.0
105.2

94.0
151.8
117.3
112.9
123.2
125.3

91.8
130.3

224.2
2744
189.3
200.3
255.4
153.2

145.0
137.0
107.4

94.5

165.2
114.1
71.3
47.7



1983 1984 1985 1986 1987 1988 1989
GDP real index 105.7 109.3 112.1 115.5 120.0 124.9 130.6
GDP agriculture total index 109.6 114.0 120.8 127.8 133.4 1394 145.7
GDP manufacturing real index 74.8 76.8 73.8 70.8 73.8 77.8 81.8
GDP construction real index 62.1 74.7 68.0 79.8 81.6 85.6 92.9
GDP trade real index 92.0 93.0 93.8 104.2 109.6 114.0 119.0
GDP public administration real index 151.3 151.5 154.4 137.7 138.5 142.7 147.0
Gross fixed capital formation real index 78.3 114.2 Tw.0 135.8 134.3 129.8
GFCF public real index 66.0 76.5 98.1 94.1 66.6 60.7
GFCF private real index 95.0 164.8 196.0 191.9 225.1 2224
GFCF buildings real index 84.3 98.8 95.7 105.3 137.9 126.4
GFCF other works real index 45.8 52.2 48.8 62.3 49.2 78.6
GFCF machinery and equipment real index 96.5 158.6 213.3 193.1 186.2 163.0
GDp deflators (1976=100)
GDP at factor cost total 273.6 330.3 4452 563.0 743.0 967.7 1,242.0
Agriculture 330.2 406.5 560.2 728.2 1002.3 1,413.7 1,571.0
Manufacturing 231.5 274.8 321.2 426.5 7129 1,118.1 1,320.3
Construction 228.1 251.7 3429 4441 480.9 601.1 719.0
Trade 311.9 395.7 533.2 658.4 8343 1,353.5 1,585.9
Public administration 208.1 2427 296.9 3144 398.0 481.2 651.9
Terms of trade (TOT) agricalture/manufacturing 142.6 145.8 174.4 169.5 140.6 126.4 119.0
TOT agriculture/construction 144.8 159.1 163.3 164.0 208.4 235.2 218.5
TOT agriculture/trade 105.9 101.2 105.0 110.6 120.1 104.4 99.1
TOT manufacturing/construction 101.5 109.2 93.7 96.7 148.2 186.0 183.6
Per capita real currency holdings in 1976 Tsh 129.6 118.4 104.9 110.9 111.2 106.5
Index of real per capita currency holdings 89.6 81.8 72.5 76.6 76.9 73.6
Currency/dem deposit ratio (percent) 66.2 104.1 101.3 104.6 108.7 94.1
Currency/ToT deposit ratio (perceit) 39.1 53.0 48.5 57.1 58.6 54.6

Source: Computed from the national accounts and Bank of Tanzania yearbooks.
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facturing output has stagnated. The output of the trade sector has not kept up with
that of agriculture, while the output of public administration, after a brief decline
in the first iwo years after the onset of the ERP, grew in 1989 at a rate close to its
pre-ERrP level.

The most interesting development seems to be occurring in gross fixed
capital formation (GFCF). The private. sector GFCF has grown very fast since
1683, while public sector GFCF declined and remained stagnant at its already
low, pre-ERP levels.

Examining the implicit deflators for the various sectors, it can be noticed that
the deflator for agriculture has grown faster than all others, except the one for
trade. Notice the very small rise in the deflator for public administration, which
reflects the small rise in public sector wages in the face of inflation.

In terms of relative prices (see Figure 1), it can be clearly seen that the terms
of trade of agricuiture after 1983 (remember, these are official prices) initially
grew vis-a-vis manufacturing, but since 1986, they have dcclined. The terms of
trade of agriculture relative to construction, a largely nontraded activity, have

FIGURE 1
Internal Terms of Trade.
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increased substantially. This also obtains for the terms of trade between manu-
facturing (which is largely an import substitute) and construction. It is not clear
to what extent these trends are influenced by the use of official prices in the
national account statistics.

In the last rows of Table 9, the developments in real per capita currency
liolding are examined. After an initial rise between 1978 and 1981, holdings
declined significantly until 1985, to levels much below those of 19761977, and
have remained relatively constant since then. The decline of per capita real cash
balances cannot be attributed to the expanded use of demand or time deposits.
In fact, as shown by the last two rows in Table 9, the ratio of currency held outside
the banks to demand or total deposits between 1982 and 1985 increased rather
than declined, which would be compatible with a substitution toward bank
deposits during the years 1982—1985. This indicates the preference of the private
sector for cash.

Collier and Gunniny (1939) used the de "elopments in currency noldings as a
key indicator supporting their theory of income decline and peasant supply
response under rativning and shortages during the period 1980-1985.

In Figure 2 we exhibit the indices of real per capita currency and M; holdings
in Tanzania from 1967 to 1989 (deflated by the NCPI). It is clear first that currency
and Mz moved in unison throughout the period, especially during 1975-1985.
Also notice that there are two peaks in real currency holdings per capita, in 1972
and 1979, the latter lasting until 1981. Finally, notice that real per capita currency
holdings in the post-SAP period, 1986—1988, are similar to those held during the
“normal” period 1968-1969.

According to Collier and Gunning, the increase in cash holdings in the years
1978-1981 was due to shortages of consumer goods that made their availability
random, which required consumers to hold more cash so as to be ready to buy
when goods became available. After 1981, shortages became so endemic that
cash needs declined and producers, especially peasants, reduced their marketed
supply. This presumably was associated also with a decline in their real incomes.
After 1985, liberalization of marketing and improved availability of consumer
goods led to positive supply response, but real cash needs did not increase
significantly as consumer goods were now more reauily available and precau-
tionary demand for cash declined.

Collier and Gunning used the apparent decline in real per capita currency
holdings between 1982 and 1985 as further evidence that total real income
declined during the period. Our analysis of second economy GDP, later in
this chapter, however, suggests that apart from 1979, 1982, and 1983 (as well
as 1986, which is a post-SAP year), real GDP grew. Between 1977 and 1985
official GDP grew annually at an average rate of 1.4 percent, while total GDP
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FIGURE 2
Real per Capita Currency and Mz Holdings.
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(official and second-economy) seems to have grown somewhat faster, at 2.1
percent annually.

The apparent decline in real per capita currency holdings during the 1982—
1985 period could have occurred because of an increase in expected inflation, in
addition to the shortages that were investigated by Collier and Gunning. In Figure
3, we plot the year-to-year percentage changes in the parallel exchange rate and
the NCPI. It can be noticed that during the period 1980-1985 both the rate of
inflation, as measured by the rate of change of the NCPI, and the rate of change
of the parallel exchange ratz were at higher averagc levels than during any
previous four- or five-year period. This, of course, on ihe hzcis of traditional
theory, should have led to a decrease in real per capiia cash holdings, and indeed
this appears to have happened.

After 1985 the rate of inflation did not change much frowu; the crisis period,
so that this factor is not expected to have led to a change in real per capita
cash holdings. To the extent that both official and as total real GDP have
increased at rates higher than population growth, the demand for real cash
balances should have increased somewhat. The lack of a perceptible increase has
been attributed by Collier and Gunning to improved consumer good availability.
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FIGURE 3
Yearly Changes in ncp1and the Parallel Exchange Rate.
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THE DEVALUATION DEBATE IN THE CONTEXT OF ADJUSTMENT

One of the subjects of major debate in Tanzania in the early and mid-1980s was
over currency depreciation as a tool of balance-of-payments adjustment. In fact,
it was mostly over the reluctance of the government to devalue that negotiations
with the IMF broke off several times. There is extensive literature on the reasor.s
for the government of Tanzania's resistance to devaluation, even though it had
accepted several other orthodox stabilization measures (e.g., van Arkadie 1983;
Jamal 1986; Loxley 1989; Ndulu [988; Singh 1986). In fact, almost all the
measures recommended in the report of the mostly neutral Tanzania Advisory
Group (TAG) were implemented in the first Structural Adjustment Program,
except the suggestion of a mild devaluation.

The basic arguments of those opposing devaluation were that devaluation
would not lead to an improvement in the balance of payments, that it would
generate inflation and hence tension over income shares, and that it would not
lead to an improvement in the real exchange rate (the ratio of traded to nontraded
goods prices) because of inflation, thus necessitating turther devaluations and an
inflationary spiral.
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The reasou that the critics thouzht devaluation would not improve the balance
of paymeuts was elasticity pessimism. Supply response of export crops to price
increases was thought to be very small, given that many such crops were
perennial ones. Smuggling would not decline, according to tie critics, because
the main motivation for smuggling was the exchange with consumer and luxury
goods not available in Tanzania and capital flight. On the demand side, most of
the rationed imports were intermediate and capital goods, and they were already
quite compressed. Hence very little reduction of imports was possible. Inflation
was seen as inevitable, as those whose incomes would be most affected (mainly
urban salary earners) would resist and demand wage adjustments, thus creating
an inflationary spiral and frustrating efforts to change relative prices. The
conflicting claims on income could generate a contraction along the lines of the
well-known argument by Krugman and Taylor (1978).

The basic counterproposal put forth by critics of devaluation was that, given
the severe foreign exchange constraint, an initial injection of foreign exchange
was a prerequisite for any recovery. Such an increase in foreign exchange inflows
would improve the availability of incentive consumer goods and motivate export
crop supply rcsponse in addition to mobilizing idle domestic manufacturing
capacity. This was also one of the suggestions of the TAG. However, the TAG
believed that the currency had become so overvalued that some devaluation vvas
necessary. Our calculations shown in Table 8 indeed indicate that devaiuation of
the order of 25-50 percent was necessary in 1981-1982. The TAG believed that
the arguments of the devaluation critics were exaggerated. The inflationary
impact would not be that severe because official price controls had already
broken down, and most prices, especially those of food, followed parallel market
rates. Furthermore, the strength of urban workers was overestimated, and those
favoring devaluation argued was that lower-paid workers could be protected by
increases in the minimum wage.

Perusing the debate, it appears that what led to the acrimonious arguments
between the government and the IMF was not so much the principle of devaluation
as the magnitude and pace of devaluation and adjustment. The IMF argued for a
shock treatment, with more than 100 percent devaluation, abolition of the subsidy
on sembe (maize flour, an urban staple) and hence a sevenfold increase in its
price, substantial increases in producer prices of ¢xport crops, and liberalization
of all price controls. Apart from the speed of adjustment, the other major concern
of the Tanzanian government was about equitable sharing of the burden of
adjustment, something the IMF was not so conccrned with,

The evidence on the pace of devaluation to some extent bears out the criti-
cisms of a sudden devaluation. Jamal (1986) compnted the parity exchange rates
(in Tsh/USS$) that would have been required in the period 1979-1984 to restore
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real farm prices to 1972-1973 levels under the assumptions of maintaining or
abolishing farm input subsidies. We exhibit his estimates in Table 10 and contrast
them with our own calculations of the nominal equivalent exchange rate from
Table 8, column 11, which is computed as the rate that would have maintained
a constant real exchange rate (based on relative CPIs, as explained in Appendix
B) at the 1969 level. It can be seen that under any of the scenarios suggested, the
required devaluation is nowhere near the nearly 100 percent required by the IMF
in 1980-1981. It appears that the principal frame of reference for the IMF must
have been the parallel market rate, which was indeed more than 100 percent
above the official rate throughout the period 1980-1984. To argue in those terms,
however, presupposes an understanding of the behavior of the parallel economy,
a topic which we examine later in this chapter.

FINANCING OF PUBLIC AND EXTERNAL DEFICITS AND MONETARY
ADJUSTMENTS

One of the major objects of reform under the SAP and the ERP has been the public
budget. The fiscal deficit—that is, the amount that requires financing—has
increased slightly as a share of GDP since 1985, but it has stayed muck belaw
the very high levels of the late 1570s and early 1980s.

Table 11 presents the public financing requirements on a fiscal year basis from
1976 to 1989 and the methods of financing them. Throughout the period, the

TABLE 10
Tanzania: Estimates of Parity Exchange Rates, 1979-1984 (Tsh/US$).

Exchange Rate to Restore Real
Farm Prices to 1972-1973 Levels®

Official Nominal Nominal
Exchange Rate® With Without Equivalent
(period average) Subsidy Subsidy Exchange Rate®
1 2 (3) 4

1979 8.217 8.24 8.24 6.77

1980 8.197 8.24 8.24 1.75

1981 8.284 n.a. n.a, 10.38

1982 9.283 13.23 14.10 13.83

1983 11.143 13.23 14.10 18.35

1984 15.292 15.51 17.00 27.41

4 Derived from Table 8.
b Derived from Jamal (1986), Table 2.
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TABLE 11
Tauzania: Financing of Public Deficit.

Import
Public Foreign  Support and
Financing Grants ané Counterpart Domestic Nonbank
Fiscal  Requirements Loans Funds Borrowing Borrowing (2)i(1)  (3)I() (2+3)i(1) (4)I(1} (4-5)i(1)
Year (1) ) 3) ) ) (6) ) ®) ) (10)
(million Tsh) (percentages)

1976 2,461 1,033 0 1,422 n.a. 41.97 0.00 41.97 57.78 n.a.
1977 1,604 1,402 0 202 n.a. 87.41 0.00 87.41 12.59 n.a,
1978 2,836 1,529 0 1,320 n.a. 53.91 0.00 53.91 46.54 n.a.
1979 3,891 1,930 0 1,940 n.a. 49.60 0.00 49.60 49.86 n.a,
1980 6,668 2,268 802 3,511 n.a. 34.01 12.03 46.04 52.65 n.a.
1981 6,380 1,845 875 3,686 1,374 28.92 13.71 42,63 57.77 36.24
1982 4,018 1,838 1,022 1,112 -1,499 45.74 25.44 71.18 27.68 64.98
1983 4,837 1,858 751 2,215 -1,231 38.41 15.53 53.94 45.79 71.24
1984 7,995 1,895 611 5,486 1,913 23.70 7.64 31.34 68.62 44.69
1985 7,931 2,658 1,236 4,016 2,144 33.51 15.58 49.10 50.64 23.60
1986 9,709 2,045 1,489 6,182 1,257 21.05 15.34 36.40 63.67 50.73
1987 18,712 6,235 8,001 4,514 2,858 33.32 42.76 76.08 24,12 8.85
1988 27,719 9,881 12,909 4,938 2,355 35.65 46.57 82.22 17.81 9.32
1989 29,739 10,619 20,889 -1.774 2,686 35.71 70.24 105.95 -5.97 -15.00

Source: Computed from data in Bank of Tanzania Economic and Operations Repori, June 1989 and June 1982,

Note: A year refers to a fiscal year s*arting the previous year (e.g., 1986 is the 1985/86 fiscal year).
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major source of tinance has been foreign grants and loans, as well as import
support and counterpart funds (columns 2, 3, and 8). During the crisis years
1980-1986, this share declined considerably, and the main method of finance
became domestic borrowing (see columns 8 and 9), with bank borrowing becom-
ing quite important (see column 10). Since 1986, bank borrowing (that is,
financing through money creation) appears to have declined dramatically, and in
fact, it appears that in 1988/89 some of the public debt held by banks was
redeemed.

If this picture truly reflected the mode of financing, then the money supply
(M, or M) should not have expanded very much since 1986, in accordance with
the ERP guidelines. However, as shown in Table 12, the volume of currency in
circulation cnd the money supply have grown by very large amounts since 1986,
much larger than what is justified by reported domestic bank borrowing.

The explanation of this apparent paradox, as Collier and Gunning (1991) have
argued, is that in Tanzania there is no commercial banking system in the
traditional sense. The main function of the existing commercial banking system,
which is basically composed of only one bank, the National Bank of Commerce
(NBC), is to extend loans to the parastatals. In fact, 70-90 percent of all lending
is to official entities. A large part of that is to cover current parastatal deficits,
especially those of official agricultural marketing authorities, the chief being the
National Milling Corporation (NMC), and cannot be repaid. Such lending should,
therefore, be treated very much like money creation.

TABLE 12
Tanzania: Changes in Monetary Aggregates during the ERP (absolute changes
from previous year).

Domestic

Change in Currency Change in Money Supply Bank

in Circulation (M2) Borrowing

Million Tsh Percent Million Tsh Percent Million Tsh
N (2) 3 4 )
1983 205 2.6 4,398 17.8 3,510
1984 2,278 27.8 1,091 3.7 2,723
1985 2,247 21.5 8,753 29.0 3,399
1986 5,591 44.0 11,382 29.2 3,291
1987 6,241 34.1 16,090 32.0 2,220
1988 7,236 29.5 23,450 35.3 -939

Source: Computed from Bank of Tanzania, Economic and Operations Report for the year ended
June 30, 1989.
# Computed by averaging fiscal year figures.
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In Table 13 we exhibit the changes in the domestic lending to marketing of
agricultural produce (almost all going to parastatals). It can be clearly seen that
between 1982 and 1988, 50 percent of the increase in total commercial lending
is accounted for by increases in lending to agricultural marketing parastatals. For
1985-1988, the figure is 49 percent. If we consider the changes in the money
supply (M3) from 1985 to 1988 and total commercial bank lending to official
entities over the same period, then the latter makes up 80.1 percent of the total
change in M,. It therefore appears that indeed the change in domesiic money
supply is closely associated with bank credit to official, and especially agricul-
tural marketing, parastatals. This obviously makes agricultural marketing reform
an item with important macroeconomic consequences.

Table 14 shows the modes of financing of the external deficit during 1983-
1988. It is obvious that the accumulation of arrears and debt rescheduling have
been the main methods of financing a growing current account deficit since the
onset of the ERP. The current account deficit has grown from —5.4 percent of GDP
at market prices in 1985, to —12.0 percent in 1988, and capital flows have not
ameliorated the situation by much. It must be recalled that own-funded imports
are counterbalanced by an equivalent current transfer item on the credit side, so
that they do not affect the overall current account balance. The figures show the
unsustainability of the external deficit and the reliance on debt rescheduling.

TABLE 13
Tanzania: Contribution of Lending for Agricultural Marketing to Total
Domestic Lending Changes (in million Tsh).

Change in Total Change in Total

Domestic Lending by Lending to Contribution of
Commercial Banks Marketing of Agricultural
Jrom Previous Year Agricultural Produce Marketing
(D (2 (2)/(1) x 100
1983 1,064 834 78.4
1984 2,312 1,054 45.6
1985 4,574 2,029 444
1986 10,323 —4,639 —44.9
1987 27,220 30,071 110.5
1988 18,386 2,103 114
Change
1982-1988 62,815 31,452 50.1
Changr
1955-1988 55,779 27,210 48.8

Source: Bank of Tanzania, Economic and Operation Repori for the year ended June 30, 1989.



TABLE 14
Tanzania: Financing of the Current Account Deficit (in million Tsh, unless noted).

1983 1984 1985 1986 1987 1988
Currest account -3,394 -5,491 -6,500 -10,633 -28,655 -37,323
Capital account (MLT) net 2,038 -1,133 -323 —-688 -450 3,932
Supplier’s credit (net) 1,134 1,679 -559 -1,816 321 477
Imprt. sup. and exc. finance 675 751 1,048 2,720 2,744 9,998
Errors and omissions —-664 1,768 -560 -2,154 7,982 -4,217
Overall balance =211 -2,426 -6,894 -12,571 —-18,058 -27,133
As a percent of GDPMP —4.8 -6.2 -5.4 -6.7 -13.1 -12.0
As a percent of GDPMP —0.3 -2.7 -5.7 -7.9 ~8.2 -8.7
Financing
IMF (net) -333 —421 ~248 429 2,506 -5,563
Reserve decrease (-increase) -168 47 175 -816 —643 4,443
Arrears (+ increase) 713 2,800 6,967 -27,635 —64 15,379
Debt rescheduling 0 (] 0 37,479 12,081 12,870
Others -1 0 0 3,114 4,178 -1

Source: Bank of Tauzania, Economic and Operations Report for the year ended June 30, 1989,
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THE HIDDEN ECONOMY IN TANZANIA

One of the major problems facing the analyst of the Tanzanian economy is the
fact that the numbers that presumably describe the evolution of aggregate
variables suffer from inaccuracies due to incomplete coverage, as well as
inaccurate estimates of the activities covered. This is particularly so in agricul-
ture, mining, manufacturing, construction, and trade.

In Tanzania, because of the post-1967 emphasis on development through
public ownership and control of the major enterprises producing and distributing
goods and services and the subsequent nationalizations, a large segment of the
formerly active private sector either stopped producing or went underground, in
the sense that it kept producing but with higher costs due to the cost of evading
the various government controls. Given the official policy, however, these
activities were not officially recognized, and hence no effort was made to
estimate them. The resulting “hidden” or “second” or “parallel” or “under-
ground” economy in Tanzania (the terms will be used interchangeably below) is
thought to have gradually grown as public controls became more binding and
especially as shortages of various goods became widespread with the post-1979
foreign exchange crisis. A question of major macroeconomic relevance is
whether the hidden economy has followed the fluctuations of the officially
observed economy, and if not, whether it has tended to compensate for accentuate
the observed secular decline in economic activity.

In the past decade, there has been an active literature concerned with estimates
of the underground economy in developed countries (see Tanzi [1982] for an
early survey and Bhattacharyya [1990] for a recent analysis). This is usually
defined as that economy which is not r.easured by official GDP statistics. It
covers legal but unreported or unmeasured activities, such as those of many
small-scale enterprises, usually known as the “informal sector,” as well as illegal
activities, such as production and smuggling of official export crops, illegal
mining, hunting, and so forth. In Tanzania, given the legal monopoly over
marketing and distribution of agricultural crops and the legal monopoly of
parastatal production of many consumer and intermediate items, parallel markets
quickly arose. The problem has been analyzed extensively by Maliyamkone and
Bagachwa (1990), who attempted several techniques in an effort to measure the
size and evolution of the second cconomy. There are foi.r major methods used
for estimating the second economy: those based on differences between survey-
based incomes and expenditures; those based on labor participation; those based
on monetary estimates; and those based on analyzing tax returns (see Frey and
Pommerehne 1982). Maliyamkono and Bagachwa (MB) used the first two in their
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analysis of Tanzania. In this report we shall review their results and present sc.ae
new estimates.

In their first approach, MB used one of the simplest available methods, based
on the assumption that the currency-to-demand-deposit ratio stays unchanged
over time (Guttman 1977). On the basis of that assuiaption and using 1977 as a
base year (a year in which the second economy was assumed to be negligible),
they found that as a share of official GDP the second economy grew from 9.8
percent in 1978 to between 22 and 29 percent in the period 1980-1986 and
reached 31.4 percent in 1986. However, if one uses the same technique and base
year to compute the second economy in years before 1977, one finds that between
1970 and 1972 the unofficial economy was between 20 and 30 percent of GDP,
while between 1973 and 1979 the second economy was smaller than 10 percent
of GDP, which seems unlikely in view of the fact that controls were quite
extensive during that period. The problems with this technique, as well as any
other that assumes fixed monetary ratios, are well known and are readily
acknowledged by MB. A preferable method is one based on the estimation of a
demand-for-currency equation (Tanzi 1983; Bhattacharyya 1990). However, v
report that they were unable to estimate such an equation for Tanzania.

MB also reported the results of a household survey in 1986, which measured
expenditures and incomes for a sample of urban and rural households. By
blowing up their expenditure figures to the national level, they found that
officially reported, private final consumption was underestimated in 1986 by
about 30 percent. Given that the aggregate marginal propensity to consume is
around 0.93 in Tanzania (Lipumba et al. 1988), this implies a 23 percent
underestimate of GDP.

One major aspect of the second economy is parallel exports. There is a large,
unrecorded set of activities that generate domestic product and income and which
result in exports that are not recorded. The large overvaluation of the currency
in the 1970s and 1980s, combined with the wide border with countries where
Tanzanian goods could be exchanged, made the control of exports almost an
impossible task. MB, as well as Bagachwa, Luvanga, and Mjema (1990), report
that there rre several categories of illegal exports in Tanzania, including agricul-
tural products (maize, wheat, beans, goats, sheep), cattle, traditional export crops
(coffee, cardamon, cotton), hides and skins, products of hunting (ivory), mining
products (gold, diamonds, other precious stones), tourism (via parallel cashing
of foreign exchange), housing services provided to foreigners, and over- and
under invoicing of official exports and imports. Goods obtained in exchange
include basic consumer goods, which were in short supply in the 1970s and
1980s, luxury consumer goods, and some intermediate goods.
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A glimpse of the size of parallel exports can be obtained by examining the
figures for “own-funded imports,” which started in 1984. Import under this
category are funded with the importers’ own foreign exchange. It was thought in
the early years of the scheme that such imports would exhaust much of the foreign
exchange that residents had accumulated through the parallel market. However,
own-funded imports not only did not slow down, but in fact increased substan-
tially, after 1986. The conclusion follows that the foreign exchange for these
imports must have come from a flow of unrecorded export earnings. Below we
utilize this idea and a methodology based on the income approach to balance-of-
payment adjustment to estimate the missing GDP that is consistent with the large
inflow of own-funded imports.

The methodology, which we shall term the “missing income” methodology,
starts by assuming that second-economy GDP is not supply-constrained as total
economy GDP or official GDP would be (Ndulu 1988; Lipumba et al. 1988), but
instead adjusts to satisfy demand for it, much as in the Keynesian economic
medel. There is no government interference in it since by definition it escapes
public control. A simple ex-post equation that states the macroeconomic balance
between unofficial GDP (denoted by Y,) and the expenditure on it is the
following:

Y =C,+E,-M, 3.1
where C, is unofficial, unrecorded consurnption of the product generatcd by the
second economy; E, is unofficial, unrecorded exports; and M, is unofficial,
unrecorded imports.

We make the traditional assumptions that consumption and imports depend
on generated income.

C,=¢C, (1) 3.2)
M,=M,\Y). (3.3)

Hence (3.1) can be written,
Y,-C,(Y)+ M,(Y)=E,. (3.4)

Taking the total differential of (3.4), we obtain:

dE
dy =

= Too+p 3
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where o is the marginal propensity to consume and  is the marginal propensity
to import out of income. If we can estimate values for the parameters o and L,
then by utilizing some estimates for the size of parallel exports we could infer
the size of unofficial GDP (¥,) required to support this level of imports.

To implement our method, we utilize estimates of the income elasticity of
aggregate private consumption expenditures and the income elasticities of im-
ports of consumer and intermediate goods arrived at by Lipumba et al. (1988)
using data for the officially reported aggregate series from 1968 to 1984. To use
these estimates, we must assume chat the same parameters are also valid for
second-economy transactions, which we do. The reported values in Lipumba et

al. (1988) are the following:
ec = 0.296, ey, = 0.571, ¢, = 0.739

where cc is the income elasticity of private consumg*ion expenditures, and eyc
and ey are the elasticities with respect to official GL.» of imports of consumer
and intermediate goods respectively.

The next step is to combine the two import elasticities to form an elasticity
of aggregate, second-economy imports. We assume that imports that came
through clandestine routes were mainly consumer and intermediate goods.
We then utilize the breakdown of no-payment imports for the period July 1984
to December 1525 reported by Ndulu and Hyuha (1986) and estimate that the
share of intermediate imports (including spares and building materials) in
total imports of interinediate and consumer goods is 0.40, leaving 2 share of
0.60 for consumer goods. These, along with the above estimates of elastici-
ties, imply an elasticity of parallel imporis with respect to parallel income of
0.64.

To transform the estimated elasticities to marginal propensities, we utilize the
average propensity to consume and the average propensity to import computed
from official data of the period 1976-1983. This period includes both the
euphoria of 1976-1978 and the post—1980 crisis years. The resulting estimates
are, for the marginal propensity to consume, o = 0.68 and for the marginal
propensity to import, B = 0.13, resulting in a value of 0.45 for the denominator
of (3.5).

The final step involves estimating parallel exports. For lack of any better
numbers, we utilize the figures for the dollar value of own-funded imports from
1985 to 1988 reported by Bagachwa, Luvanga, and Mjema (1990). They also
report figures for 1984, but the program operated for only half of that year, and
the agents were still learning; hence that year was dropped. The assumption that
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the size of parallel, unrecorded exports is close to that of own-funded imports
can be justified as follows: on the one hand, the figures would overestimate
parallel exports because they also include drawdown from accumulated for-
eign exchange holdings abroad. On the other hand, however, they could very
well underestimate the size of parallel exports because despite the indirect
“legalization” of parallel exports, there must still be a substantial amount of
products that are exported and bartered directly for unrecorded import goods.
This must be so particularly for parallel agricultural exports in the border
areas. In any case the estimates are only intended to give ballpark indications
of magnitudes.

In Table 15 we indicate the results of our calculations, which give a picture
of ahuge second economy (almost equal in size to the official GDP) when parallel
rates are used to translate own foreign exchange to Tsh (row 8). The size of the
second economy ranges between 16 and 45 percent of official GDP when official
rates are used (row 7). It is obvious that the Tsh equivalent of parallel exports
and own-funded imports should be computed using parallel foreign exchange
rates. However, remember that the prices used to compute current market value
of GDP are still mostly official prices, which for many products do not represent

TABLE 15
Tanzania: Estimates of the Second Economy by the Missing
Income Approach.

1985 1986 1987 1988

(1) Official GDP at current market prices 1206 159.6 219.0 3115
(2) Own-funded imports (million US$)? 5050 4760 514.0 638.0
(3) Own-funded imports in Tsh at

official rates 8.8 15.6 35.0 63.3
(4) Own-funded imports in Tsh at

parallel rates 50.9 78.5 92,5 134.0
(5) Implied second-economy GDP

from row (3)° 19.6 34.7 73.3 140.7
(6) Implied second-economy GDP

from row (4)° 113.1 1744 205.6 297.8
(7) row (5) as a share of row (1) (%) 16.3 21.7 33.5 45.2
(8) row (6) as a share of row (1) (%) 93.8 109.3 93.9 95.6
(9) row (6) as a share of adjusted GDp® 60.7 67.6 58.9 59.6

Note: Figures are in billion Tsh unless otherwise noted.
R Source: Bagachwa, Luvanga, and Mjema (1990).

b Using equation 3.1 (see text).

¢ See text.
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actual market prices. The degree of underestimate of current-market GDP can
be inferred by comparing the implied GDP deflator from official statistics and
the NCPI. Such a comparison reveals that the NCPI has grown much faster than
the GDP deflator, starting around 1980, which is logical given that the crisis
started then, and official prices started losing their significance at that time.
In fact, the ratio of the NCPI to the implied GDP deflator, which was close to
one before 1980, increased to 1.56 by 1984 and has hovered between 1.55 and
1.62 since then.

If we use the ratio of NCPI to the implied GDP deflator to augment the reported
current value GDP in Table 15 and also use the Tsh estimates of unofficial exports
translated at parallel rates, then we arrive at figures in the last row of the table. They
indicate that the second economy, as revealed by unofficial foreign exchange
outflows, ranges between 59 and 68 percent of adjusted nominal GDP. This is clearly
a very high level and much higher than the estimates reported by MB.

Another estimate of the unobserved economy has been obtained recently by
Bagachwa and Naho (1990a) in a paper prepared for this project. They estimated
by Ordinary Least Squares (OLS) a demand-for-currency equation as follows:

InCUR=-9.39+ 2,06 In YOFR + 0.941 In RPFC — 0.65 In NBCB
(=23.20) (3.76) (3.84) (—4.63)

—0.031In INFL. +4.20 In (1 + GINT) + 8.161 (1 + ATR)
(-3.00) 4.21) (3.59)

+0.11 In PEXP {3.5.6)
(1.83) R?=0.98, D.W. 2.19 (3.6)

where the period of estimation is 1967 to 1988, the figures under the coefficients
are t-ratios, and the variables are as follows: CUR is real currency holdings
outside banks, namely, nominal currency holdings divided by the NCPI; YOFR is
real nominal income deflated by the GDP deflator; RPFC is ratio of private final
consumption expenditure to total expenditure on GDP; NBCB is index of number
of National Bank of Commerce branches; INFL is GDP deflator; GINT is ratio of
parastatal employees over total employees, a measure of government intcrven-
tion; ATR is average tax rate, cqual to the ratio of the sum of income and corporate
taxes to the sum of compensation of employees and operating surplus, and PEXP
is ratio of parallel exchange rate to the official one.

The estimated equation appears quite robust, and all the coefficients have the
correct signs and are significant. By using the standard technique developed by
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Tanzi (1983), they estimate the size of the second economy, first, by estimating
through the abo* & regression total currency holdings as predicted by (3.6) with
all variables. Then “legal” currency holdings are estimated from (3.6) by omit-
ting the “interference” variables GINT , ATR , and PEXP. The difference gives the
amount of currency held for unofficial-economy transactions. By multiplying
this by the observed-transactions velocity of money (obtained by dividing offi-
cial nominal GDP by M;, which is the sum of currency and demand deposits),
they obtain an estimate of the second economy GDP.

Bagachwa and Naho’s results are shown in Table 16. Their estimates show a
very large size for the second economy, which started from a modest 20-25
perceat of nominal GDP in the late 1960s, expanded to around 40-50 percent
during the 1970s and ea:';’ 1980s, and has grown to more than 60 percent of
nominal GDP after 1984. Their estimates for this latter period fall between our
low and high values indicated in Table 15.

The last two columns in Table 16 show the real value of the second economy,
obtained by dividing the estimated second economy GDP by the NCPI, and its share
of real GDP. The results indicate that the second economy grew very fast in the
early 1970s and that from 1977 to now, it has fluctuated between 35 and 52
percent of real official GDP, with peaks in 1978 and 1985. In absolute real terms,
the second economy does not seem to have grown since the onset of reforms in
1986. On a per capita basis, in fact, the absolute size of the second economy has
declined, from peaks of 683 Tsh in 1972 and 677 Tsh in 1978 (in 1976 prices),
to 598 Tsh in 1985 and 502 Tsh in 1988.

Table 17 presents the results of Table 16 from another viewpoint. What is
reported is the total real GDP—that is, the sum of the official real GDP and the
second-economy real GDP—the yearly changes in total and official real GDP, and
the size of the second economy as a share of the total. It is interesting to note
that a very different picture of total GDP is obtained from this table. Years of
decline in total real GDP appear to be 1973, 1979, 1982, 1983, and 1986. Growth
appears to have been quite strong in 1984, the first year of libcralizatio., and has
continued to be strong since then. The first year of the ERP, 1986, appears to have
been marked by a fall in tatal real GDP, albeit the official figures indicate a rise.
Since 1987, however, growth appears to have occurred at rates faster than
officially reported.

Of interest also is the last column, which indicates the share of tl.: second
economy in the total (official plus unobserved) GDP. It appears that with minor
fluctuations, that share has stayed remarkably constant at around 28—-32 percet
throughout the last two decades. It must, of course, be noted that all these
conclusions depend strongly on the method of estimating the second-economy
GDP.



TAZLE 16
Tanzania: Estimates of Second Economy GDP 1967~1988 (in million Tshs).

Estimated

Second Economy Real Size of Real Second
Income as Percentage of Second Economy as a
Actual Legal Total lllegal  Velocity  Second the Official Economy®  Percentage of
Currency Currency Currency Currency of Money Econoniy Nominal GDP (base 1976) Real Official GDP

Year (N (2 €)) C)) &) (6) ) & &)

1967 512.0 305.8 516.7 210.8 6.83 1,440.5 214 3,996 27.7
1968 528.6 267.6 508.9 2414 6.93 1,672.4 233 4,017 26.5
1969 605.0 269.0 610.9 341.9 5.65 1,932.2 25.9 3,971 25.7
1970 818.4 322.9 799.6 476.7 6.94 3,309.2 40.3 6,633 40.5
1971 986.6 348.9 972.7 623.8 6.23 3,888.6 43.9 7,445 43.7
1972 1,201.1 421.3  1,251.0 831.6 6.49 5,393.5 53.8 9,588 52.7
1973 1,198.6 4157 1,186.9 771.2 5.77 4,448.7 38.7 7,169 38.2
1974 1,517.3 450.4  1,469.9 1,019.5 5.86 5,977.7 42.7 8,078 42.0
1975 1,755.8 527.1 1,928.1 1,401.0 5.56 7,790.5 45.9 8,320 40.9
1976 2,071.3 548.6  2,096.1 1,547.5 5.68 8,796.6 40.6 8,797 40.6
1977 2,379.7 6199 2,507.4 1,887.6 5.56 10,452.4 40.8 9,401 43.2
1978 2,915.2 800.2 3,064.9 2,264.7 6.06 13,737.2 48.1 11,546 52.0
1979 4,055.5 871.1  3,828.1 2,951.0 4.46 13,178.9 40.8 9,816 43.0
1980 5,2454  1,109.2 5,282.8 4,173.6 4.07 16,973.1 45.3 9,705 41.4
1981 6,616.0 1,240.8 6,393.8 5,153.0 4.38 22,566.2 51.4 11,634 49.9
1982 7,988.7 1,408.8 7,135.2 5,726.4 4.47 25,623.1 48.8 9,042 38.6
1983 8,1942  1,742.7 8,336.0 6,593.3 4.44 29,249.6 46.7 8,124 35.5
1984 10,472.4  2,0649 10,5709 8,501.0 6.44 54,798.6 70.1 11,179 47.3
1985 12,719.0  2,755.0 14,210.7 11,455.7 7.06 80,892.7 74.8 12,381 51.0
1986 18,309.7  3,727.2 16,741.0 13,021.8 6.63 86,370.0 61.3 9,983 39.9
1987 24,550.8 5,431.3 22,921.5 17,490.2 6.89  120,450.2 62.4 10,716 41.3
1988 31,786.7  8,211.6 33,951.6 25,740.1 6.48 166,880.1 61.4 11,314 41.8

Source: Bagachwa and Naho (1990a).
® Column (6) divided by the NCPI (1977=100).
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TABLE 17
Tanzania: Size of Second Economy (in million 1976 Tsh).
Percent Second
Percent Yearly Economy

Second Total Real Yearlv  Changeof GDP as
Official Economy GDP Change of Official Perceatage

Real GDP GDP (NH+(2) Total GDP Real GDP of Total GDP
1) () 3 4 &) (6)
1967 14,4°3 3,996 18,434 21.68
1968 15,186 4,017 19,203 4.17 5.18 20.92
1969 15,465 3,971 19,436 1.21 1.84 20.43
1970 16,362 6,633 22,995 18.31 5.80 28.85
1971 7,046 7,445 24,491 6.51 4.18 30.40
1972 18,192 9,588 27,780 13.43 6.72 34.51
1973 18,748 7,169 25,917 -6.71 3.06 27.66
1974 19,217 8,078 27,295 5.32 2.50 29.60
1975 20,352 8,320 28,672 5.04 5.91 29.02
1976 21,652 8,797 30,449 6.20 6.39 28.89
1977 21,739 9,401 31,140 2.27 0.40 30.19
1978 22,202 11,546 33,748 8.38 2.13 34.21
1979 22,849 9.816 32,665 -3.21 2.91 30.05
1980 23,419 9,705 33,124 1.41 2.49 29.30
1981 23,301 11,634 34,935 5.47 -0.50 33.30
1982 23,439 9,042 32,481 -7.02 0.59 27.84
1983 22,882 8,124 31,006 -4.54 -2.38 26.20
1984 23,656 11,179 34,835 12.35 3.38 32.09
1985 24,278 12,381 36,659 5.24 2.63 33.77
1986 25,008 9,983 34,991 —4.55 3.01 28.53
1987 25,972 10,716 36,688 4.85 3.85 29.21
1988 27,039 11,314 38,353 4.54 4.11 29.50

Source: Computed by authors,

CONCLUSIONS

As must have become clear in the course of this chapter, economic policy during
the last decade in Tanzania has been characterized by many controversies.
Those ranged from the diagnosis of causes of the crisis to the appropriate
policies to follow. From our examinatior: of recent developmeats, however, it
became clear that the Tanzanian government underestimated the magnitude of
the crisis, as well as its dependence on external support. It also appears that
despite the nominal adoption of a massive adjustment program, actual policy
changes have been implemented very clowly, and many distortions sti!l prevail.
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Examples are the influence on the money supply of domestic financing of
inefficient parastatals, and the still large difference between the parallel and
official exchange rates,

Our analysis also raised the issue that official statistics on economic devel-
opments do not repic..ut the true underlying trends in the real economy very
well. Our estimates of the unobserved or second economy revealed that a very
significant part of the economy goes unrecorded. When this part is incorporated
in the official figures, it appears that, with the exception of a few crisis years,
the economy has fared much better than had been thought. If this conclusion is
corroborated by other, especially micro, evidence, it suggests that the crisis in
the Tanzanian economy was for the most part a crisis of the formal part and not
necessarily the whole economy.



4

PROFILE OF INCOMES AND POVERTY IN TANZANIA

he most recent World Bank World Development Report (1990) ranks

Tanzania as the fourth-poorest country of the world, with a 1988 per capita
income of only US$ 160. Yet in 1980, at the end of a decade of shocks and
economic decline, the International Labour Office (ILO 1982) estimated that in
the urban areas only about 15 percent of households might be considered as
falling below a poverty line. In the rural areas, the estimate was about 25-30
percent, for a countrywide total of about 25 p=rcent. This is not a very high
estimate, compared to other developing country poverty levels. In this chapter,
we show that poverty is substantially greater than previously estimated. We
present a more up-to-date profile of poverty in Tanzania mainland, emphasizing
its structural aspects.

Recent household surveys on which to base analysis of patterns of income and
consumption are not available in Tanzania. However, there is a very detailed
national household survey that was done in 1976/77, the results of which became
available only recently. It is very helpful in giving the structure of Tanzanian
households. This is especially so because there was another such survey in 1969,
with which the 1976/77 survey can be compared. Furthermore, there exist two
detailed rural income surveys (Collier et al. 1986; Bevan et al. 1989) done in
1979/80 and 1983, respectively, which can also be used for comparative pur-
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poses, despite the fact that they were not representative of the entire country but
only certain regions. These four sources provide the bulk of the information for
our analysis.

The next section outlines some basic demographic characteristics of the
Tanzanian household. In the following section the structure and sourcas of rural
and urban incomes are analyzed. We also analyze income differentiation and we
show that income in Tanzania is quite equitably distributed, compared with other
countries. In the following section, we discuss the observed pattern of income
differentiation. Subsequently we analyze patterus of consumption among differ-
ent types of households, and we show tha: most «f the food intake of the poor in
both rural and urban areas comes out of subsistence production. We compute an
absolute poverty line and estiinate that a very substantial number of Tanzanian
households appear to hav: expenditures below it. (We also estimate poverty lines
for every year until 1989 and show that they amounted to less than even senior
civil servant salaries in 1989.) In the final section we summarize our main
conclusions.

POPULATION AND SOME HOUSEHOLD CHARACTERISTICS

According to the 1988 populsiion census, the population of inainland Tanzania
was 22,533.8 thousand people, and the average household size was 5.3, imply-
ing that there were about 4,252 thousand households. The 1978 census revealed
a population of 17,036.5 thousand, composed of 3,442 thousand households,
with an average of 4.9 members. The 1967 census had revealed a population of
11,958.7 thousand and an average household size of 4.5. While the average
intercensal population growth rate between 1978 and 1988 has declined to 2.8
percent from 3.2 percent between 1967 and 1978, the average size of households
seems to have increased. It is not clear whether this trend is real or due to a
different definition of the household in the different census years.

Most of the Tanzanian population lives in rural areas. Table 18 exhibits the
number of households reported as rural and as urban in the 1978 census and in
the 1976/77 Household Budget Survey (HBS), by region. The 1988 census
preliminary report does not distinguish between rural and urban households. The
1978 census reports 13 percent more households for the mainland, compared with
the 1976/77 HBs, the overreporting being similar for the rural and urban catego-
ries. The 1978 census, however, reported an average household size of 4.9 for
the whole country, while in the HBS it was 5.65. The result is that the HBS implied
a total population in 1976/77 of about 17,154 thousand, which is 0.7 percent
above the census figure of one year later. While the error in total population does
not appear to be very large, it seems that the HBS used a slightly different
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TABLE 18
Tanzania: Rural and Urban Households, 1976-1978.

Number of Households (in thousands) Average Household Size
Household
1978 Population Census 1976177 Household Budget Survey Population Census Budgei Survey
Rural Urban Total Rural Urban Total 1978 1988 1976177
€))] 2) 3) C)) &) (6) O] 3) )

Tanzania 2,917.91 517.54 3.435.45 2,585.05 453.70  3,038.75 4.90 5.30 5.65
Arusha 157.00 18.72 175.72 117.34 22.46 139.80 5.30 5.40 5.33
Coast 111.45 8.07 119.52 93.45 0.00 99.45 4.30 4.90 5.65
Dar es Salaam 18.39 186.50 204.89 0.00 165.21 165.21 4.10 4.30 5.02
Dodoma 186.43 16.98 203.42 149.10 32.34 181.45 4.70 5.00 5.13
Iringa 184.03 18.25 202.27 157.28 10.88 168.17 4.50 4.80 5.32
Kigoma 105.41 12.23 117.64 95.11 8.05 103.16 5.50 5.80 6.06
Kilimanjaro 152.93 16.59 169.51 148.78 16.96 165.74 5.30 5.40 5.91
Lindi 106.39 11.69 118.07 112,97 6.28 119.24 4.40 4.60 4.90
Mara 106.10 10.73 116.83 109.81 9.74 119.55 6.20 6.70 6.67
Mbeya 196.72 22.09 218.81 176.02 10.81 186.83 5.00 4.90 5.87
Morogoro 173.61 28.52 202.13 151.05 12,93 163.98 4.70 5.30 5.53
Mtwara 156.46 21.82 178.28 166.37 11.22 177.59 4.30 4.40 4.97
Mwanza 2056.81 34.15 240.96 209.66 31.54 241.19 6.00 6.40 6.75
Rukwa 86.50 11.36 97.87 64.98 8.92 73.89 5.10 5.30 6.05
Ruvuma 99.68 8.95 108.62 101.85 7.96 109.81 5.20 5.30 4.89
Shinyanga 213.53 12.84 226.37 189.25 14.76 204.00 5.80 6.30 6.57
Singida 119.49 12.88 132.27 95.17 9.93 105.10 4.60 5.30 5.80
Tabora 137.29 24.48 161.76 133.92 15.19 149.11 5.00 5.70 5.52
Tanga 181.90 34.24 216.14 146.21 33.85 180.06 4.70 5.10 5.65
West Lake 217.80 8.46 226.26 160.74 22.66 183.40 4.50 4.90 5.00

Source: Tanzania, 1978 Population Census Preliminary Report, Tanzania Bureau of Statistics. Household Budgert Survey, 1976/117.
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definition of a household. In 1978, about 87 percent of the population lived in
rural areas, comparec with 93 percent reported in the 1967 population census.
Although recent data have not been analyzed in detail yet, it is thought that the
rate of urban growth in the last decade is less than the 9 percent annual rate
experienced between 1967 and 1978. About 91 percent of rural households in
1978 lived in registered villages (entities that have legal and corporate status
under Tanzanian law), 4.8 percent in unregistered, traditional villages, and only
a small proportion outside villages. This is a result of the villagization campaign,
as before 1970, most of the rural households lived in unregistered villages or
outside villages.

Table 19 shows the frequency distribution of households by size in urban and
rural areas circa 1977. It can be seen that, as expected, rural households have, on
average, more members (mean size 5.8) than urban households (mean size 5.0).
The population census of 1978 showed that about 45 percent of the population
is economically active (7,687.4 thousand), of which 88 percent is in agriculture.
Clearly, - griculture is the main economic activity for the bulk of Tanzanians.

Tabl: 20 exhibits the educational level of heads of households by sector of
activity of head of household. Over half the heads of households (51.6 percent)
did not have any education in 1977; 36.9 percent had some primary e ‘ucation;
and 9.1 percent had completed primary education. It is clear from the table that
almost all of the household heads without school education are in agriculture (94
percent), while the bulk of household heads with post-primary education (86
percent) are engaged in the nonagricultural sectors. Among those with some
primary education, agriculture occupies 77 percent. Education, and especially

TABLE 19
Tanzania: Distribution of Rural and Urban Households by Size (percentages).
Household Size Rural Urban
1 4.8 12.6
2 9.3 10.9
34 25.9 23.9
5-6 25.1 24.7
7-8 17.3 14.8
9- 17.6 13.1

Total number of
households (000) 2,585.1 453.7

Source: Household Budget Survey, 1976/1977, Table 4C.



TABLE 20

Tanzania: Household Distribution According to Educational Level and Industry of Head of Household, 1976/77.

Educational Level

No school class
completed

One to six school
classes completed

Completed primary
education

One to three years of
secondary education

Industry of Head of Household

Mining

and

Con-

Agricul- Quarry- Manufac- Public struc-

ture

1,470,900
5794
93.8C

955,610
37.32
85.34

123,810
4.84
44.83

7,470
0.29
22.25

ing

0
0.0
0.00

570
48.72
0.05

600
51.28
0.22

0.00
0.00

turing

22,790
24.44
1.45

36,290
38.93
3.24

30,520
32.74
11.05

900
0.97
2.68

Utilities

1,060
9.56
0.07

4,960
44.72
0.44

4,810
43.37
1.74

120
1.08
0.36

tion

6,340
25.02
0.40

14,060
55.49
1.26

4,100
16.18
1.48

70
0.28
0.21

Com-
merce

16,060
24.30
1.02

29,740
44.99
2.66

13,170
19.92
4.717

4,000
6.05
11.91

Transport
and
Commu-
nication

18,780
37.86
1.20

14,460
29.15
1.29

9,820
19.80
3.56

4,000
8.06
11.91

Commu-

nity

Finance Services

270
1.73
0.02

4,530
28.98
0.40

5,850
37.43
2.12

2,710
17.34
8.07

31,870
14.75
2.03

59,580
27.58
5.32

83,470
38.64
30.23

14,310
6.62
42.61

Total

1,568,060
51.60
100.00

1,119,780
36.85
100.00

276,160
9.09
100.00

33,580
1.11
100.00



,W
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Completed form iv, v,

or VI aggregate 1,880 0 2070 140 770 2,660 2,540 1,640
a 0.07 0.00 2.22 1.26 3.04 4.02 5.12 10.49 7.90 0.95
b 6.53 0.00 7.19 0.49 2.68 9.25 8.83 570  59.30 100.00
Vocational course
after primary school
or form1v, vi
apgregate 920 0 660 0 0 470 0 630 9,720
a 0.04 0.00 0.71 0.00 0.00 0.71 0.00 4.03 4.50 0.41
b 7.43  0.00 5.33 0.00 - 0.00 3.79 0.00 5.08 7845 100.00
Total 2,560,590 1,170 93,230 11,090 25,340 66,100 49,600 15,630 216,010 3.038,740
a 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
b 84.26 0.04 3.07 0.36 0.83 2,18 1.63 0.51 7.11 100.00

Source: Household Budget Survey, 1976/77, Table 27.
Note: Figures in row “a” below numbers correspond to vertical percentages. Figures in row “b” comrespond to horizontal percentages.
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post-primary education, are thus strongly associated with movement out of agricul-
tural activities. A striking aspect of the tahie is the small proportion of household
heads with post-primary education (only 2.5 percent). These figures describe a poor
human canita! situation in the late 1970s, despite efforts at universal primary and
adult education after the Arusha declaration and the villagization campaign. Accord-
ing to some observers, those policies bore fruit only toward the late seventies. For
instance, according to the International Labour Office (ILO 1982), in 1970 general
illiteracy was 68 percent, and the primary school : zirollment rate was 35 percent. By
the late 1970s, illiteracy was down to 10 perceut, and primary school enrollment was
up to 70 percent (ILO 1982).

STRUCTURE CF INCOME

Tanzanians have diversified patterns of income. Table 21 exhibits the sources
of average, per household income in rural and urban Tanzania, including
nonmonetary (subsistence) income. About 48 percent of total income in rural
areas is nonmonetary income, which is basically consumption of own-produced
food. In the urban areas the proportion is much lower at 6.6 percent, as expected.
If we count all nonmonetary income as income from agriculture (the actual
proportion is 97.5 percent in rural, and 96.7 percent in urban, areas), then
own-account agricultural activities (including fishing) accounted for 67.7 per-
cent of average, per-household rural income in 1976/77 and 8.9 percent of
average urban houselold income.

Wages and salaries are the main source of income in urban areas, accounting
for 49.9 percent of total income, they account for only 7.7 percent of total, and
16.2 of cash, income in the rural areas. In the rural areas the second major income
source is the category of trade, enterprise, and professional activities, accounting
for 17 percent of total, and 35.7 percent of cash, income for the average
household. Notice that in rural areas, cash income from trade, enterprise, and
professions is as important as cash income from crop sales and much more
important than cash income from wages. This might be due to the fact that wage
labor in Tanzania was iliegal for many years and might be underestimated. The
same holds for urban areas where 23.9 percent of total income (25.6 percent of
cash income) is accounted for by trade, enterprise, or profession. Furthermore,
this component of income is one of the most heavily underestimated, especially
in urban areas (ILO 1982).

Almost all households in rural areas (86.7 percent) have some cash income
from trade, enterprise, or profession, while the same holds for only 59.2 percent
of urban households. Also, a fairly large proportion of rural households (36.8
percent) have some income from remittances or gifts.



TABLE 21
Structure of Household Income in Rural and Urban Tanzania, 1976/77.

Average Household Income Number of Households Making
Jrom Different Sources Cash Income from Given Source
(in Tsh per household) (in thousands)
Source of Cash Income Rural Urban Total Rural Urban Total
Crop husbandry 937 110 814 2061 83 2,144
(17.31) (1.20) (13.64) (79.73) (18.32) (70.57)
Animal husbandry 113 26 100 1453 59 1,512
(2.09) (0.28) (1.68) (56.21) (13.02) (49.77)
Fishing 39 73 44 99 15 114
0.72) (0.80) 0.74) (3.83) (3.31) (3.75)
Wages and salaries 418 4,557 1,036 75¢ 307 1,063
(7.72) (49.91) (17.36) (29.25) (67.77) (34.99)
Trade, own enterprise, or profession 921 2,186 1,110 2,242 268 2,510
(17.c1) (22.94) (18.60) (86.73) (59.16) (82.62)
Registered cooperatives 148 174 152 584 29 613
(2.73) (1.91) (2.55) (22.59) (6.40) (20.18)
Rents, sublets 5 162 29 34 53 87
(0.09) (1.77) (0.49) (1.32) (11.70) (2.86)
Interests and dividends 11 63 18 79 18 97
(0.20) (0.69) (0.30) (3.06) (3.97) (3.19)
Remittances and gifts 94 234 115 940 141 1,081
(1.74) (2.56) (1.93) (36.36) (31.13) (35.58)
Sale of assets 33 90 41 218 37 255
(0.61) 0.99) (0.69) (8.43) (8.17) (8.39)
(Table conti; on the following page.)
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TABLE 21

(continued)
Average Household Income Number of Househoids Making
from Different Sources Cash Income from Given Source
(in Tsh per household) (in thousands)
Source of Cash Income Rural Urban Total Rural Urban Total
Lottery, scholarships 1 7 2 32 6 38
(0.02) (0.08) (0.03) (1.24) (1.32) (1.25)
Pensions, insurance, provident fund 5 67 14 23 8 31
(0.09) 0.73) (0.23) (0.89) (1.77) (1.02)
Loans from family or friends 31 175 53 493 89 583
(0.57) (1.92) (0.89) (19.07) (19.65) (19.19)
Loans and overdrafts from banks 20 106 33 55 22 77
0.37) (1.16) (0.55) (2.13) (4.86) (2.53)
Cashing of bank savings, securities, etc. 60 497 126 288 55 343
(1.11) (5.44) 2.11) (11.14) (12.14) (11.29)
Total stated 2,836 8,527 3,686
(52.38) i93.39) (61.75)
Nonmonetary income 2,578 604 2,283
(47.62) 6.61) (38.25)
Total income 5,414 9,131 5,969
(100.00) (100.00) (100.00)
Number of hous:holds (*000) 2,585.1 453.7 3,038.8 2,585 453 3,038
(100.00) (100.00) (100.00)

Source: Computed from Household Budget Survey, 1976/77, Tables 13 and 4A.

Note: Numbers in parentheses below figures in the first three columns denote vertical percentages.
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The average reported cash income seems to be much higher for urban house-
holds, compared with rural ones, by a ratio of 3 to 1. This, however, is counter-
balanced by a more than 4-to-1 advantage in the rural areas as far as nonmonetary
income is concerned. When added, the average, total per-household income in
the urban areas appears to be almost 70 percent higher than average, per-house-
hold rural income. Whether this translates to a corresponding real income
differential, of course, depends cn quantities and prices of similar types of
consumed goods.

The figures in Table 21 hide the fact that within rural and urban areas, there
are both farm and nonfarm households with quite different patterns of income.
Table 22 exhibits the structure of cash income for these different types of
households and compares it with the corresponding structure from the 1969 HBS.

It can be noticed from the table that in the rural areas, sources of income of
both farm and nonfarm households shifted between 1969 and 1976/77 toward
trade, enterprise, and profession, as well as “other” sources (which includes all
the other categovies exhibited in Table 21). In the urban areas, the pattern is quite
different. First, notice the sharp increase in the number of so-called “farm”
households living in urban arcas between 1969 and 1976/77. These are house-
holds whose heads are employed by agriculture-related enterprises but who are
not necessarily farmers. For these, cash income shifted toward crop husbandry
and “other,” and away from trade or enterprise. For nonfarm urban households,
the only noticeable shift is away from wages and trade and toward other sources
of income.

The change most noticeable in Table 22, however, is in the total value of cash
incomes. In the rural areas, between 1969 and 1976/77, the average cash income
per household almost tripled for both farm and nonfarm households. In the urban
areas, it appears to have declined in nominal terms for fa-m households, while it
increased by less than 50 percent for nonfarm households. Given that the increase
in the national consumer price index during the period was 121.7 percent
(obtained by averaging the last two quarters of 1976 and the first two quarters of
1977 [Tanzania Bureau of Statistics, Economic Survey 1982]), and that the
definitions of a household implied a larger average household size in 1976/77,
the data indicate a substantial drop in real per capita incomes in the urban areas,
as shown in Table 23. If the degree of underestimation of incomes is the same in
both the 1969 and 1976/77 surveys, the data imply a small increase in rural, real
per capita incomes and an enormous decline of 68 percent in urban, per capita
real incomes. This was also the conclusion reached by the ILO mission in 1982
(ILO 1982).

The structure of rural income, as reported by two other detailed income
surveys, done in 1979/80 and 1982/83, is shown in Table 24. In the 1979/80
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TABLE 22
Tanzania: Structure of Average Cash Income per Household, Rural and
Urban Farm and Nonfarm Households, 1969 and 1976/77 (percentages).

1969 1976177

Farm Nonfarm Total Farm Nonfarm Total

Sources of rural cash household income

Crop husbandry 36,90 1194 31.36 38.94 13.04 - 33.04
Animal husbandry 16.10 2,63 12.53 4.68 1.65 3.98
Wages and salaries 10.58 56.74 22.61 5.68 45.48 1474
Trade, enterprise,

profession 26.91 2136 2495 34.67 25.14 3248
Cther 9.87 7.34 9.06 16.03 14.69 15.76

Total 100.00 100.00 100.00 100.00 100.00 100.00

Average cash income per

household (Tsh) 851 1,826 982 2,501 5,207 2,836
Number of households

('000) 2,282.7 354.3 2,637 2,264.7 3204 2,585.1

Sources of urban cash household income

Crop husbandry 1.89 056 0.76 8.44 0.30 1.29
Animal husbandry 1.13 0.37 0.40 2.88 0.58 0.86
Wages and salaries 19.71 63.04 6039 2234 57.76 53.44
Trade, enterprise,

profession 57.18 28.66 29.22 40.01 23.63 25.64
Other 20.08 7.38 9.23 26.32 17.73 18.78

Total 100.00 100.00 100.00 100.00 100.00 100.00

Average cash income per

household (Tsh) 3,800 6,299 6,036 3,434 10,742 8,527
Number of households

ooc) 16 136 152 137.5 316.2 453.7

Source: Computed from Household Budget Surveys, 1969 and 1976/77.

survey, the shares of subsistence as well as those of wages and own-business,
summarized under owii business, appear to be lower than in the 1976/7: dBS,
while the livestock share appears to be much higher. In the 1982/83 survey, crop
income (including subsistence) appears to be lower, while own-business income
is higher than in 1976/77 and 1979/80. The share of livestock income is also quite
high. Although the two surveys sighted above are not representative—the
1979/80 survey covering eight regions and the 1982/83 survey covering only
four—the very large difference in livestock income share merits some
discussio.
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TABLE 23
Tanzania: Nominal and Real Per Capita Cash Incomes in 1969 and 1976/77
(Tsh/capita).

1969 1976177
Rural Urban Rural Urban
Nominal per capita cash
income (Tsh) 213 2,414 489.0 1,705.0
Real per capita cash income
(1969 base) 213 2,414 221.0 769.0
National cpI 100 100 221.7 221.7

Source: Computed from Household Budget Surveys, 1969 and 1976/77.

TABLE 24
Tanzania: Composition of Rural Household Income, 1980 and 1983
(percentages).

1979/80 1982/83

Net income from crop, sales 141 48.5°
Subsistence :rop production 41.4 c
Net livestock income 21.0 13.9
Own-business 19.5% 26.3
Wages 6.4
Remittances 4.0 4.8
Per capita annual income (Tsh) 734.3 1,549.0
Mean household size 53 d
Per household annual income (Tsh) 3,892.0 d

Sources: For 1979/80, Collier et al. (1986), pp. 65-66; for 1982/83, Bevan et a’. (1989), p. 54.

2 In Collier et al., only total nonfarm earnings are reported.

b In Bevan ct al. (1990), the crop income is reported as originating from food crops (41.5 percent)
and cash crops (7 percent).

¢ In Bevan et al. (1990), 72 percent of all farm income (62 percent of crop income and more than
100 percent of livestock income) is derived from subsistence. This implies that 45 percent of total
income is derived from subsistence.

d Not indicated in the relevant source.

In both surveys, particularly the 1979/80 survey (p. 64), the problematic
nature of livestock income is readily acknowledged. The reason is that although
livestock yields normal outputs (such as milk, meat, offals, etc.) that can be
valued in a standard way, it is, on the other hand, one of the main assets of rural
households. The latter implies that sales of livestock should better be thought of
in a separate income category, that of sales of assets, in which sales of any other
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asset would also be recorded. Similarly, purchases of livestock should be
recorded separately and made part of investment expenditures. In the same
fashion, stock valuation adjustments, such as livestock births and deaths, should
be included as a separate component of income for which there should be a
corresponding, equal investment outlay. The separate recording of livestock
sales and purchases as asset changes should be done because conceptually the
net of these is equivalent to net dissaving in livestock assets, and hence it is not
a proper part of current or permanent income.

The 1979/80 survey includes livestock sales us part of current income, does
not include livestock valuation, znd is not clear as to whether it nets out livestock
purchases. If only sales of livestock are include.d, this would tend to overestimate
total income, as well as income from livestock, and indeed this seems to be the
case in the recults.

The 1982/83 survey (p. 305) correctly included as pait of livestock income
owu-consumption of produce from livestock (such as milk). Net cash sales of
stock (sales minus purchases) are also included, but they are again netted out in
the stock valuation defini‘ion. Hence it appears that livestock income includes,
apart from consumption or sales of products, net stock vuluations—that is, births
plus net gifts (received minus given), minus deaths, thefts, own-consumption (of
stock), and stock given to labor. It is not clear why all stock valuations are
included as part of current ircome. Whiie some parts of stock valuation, such as
net births or gifts of livestock received, are certainly part of current income,
own-consumption of stock or gifts of stock given out are part of household
expenditure, not income. Hence counting all stock valuations as part of income
will probably bias the “normal” income considerably. For instance, in a bad year
a liquidation of livestock herds would count as negative income, and in fact this
is what seems tc account for the Jarge negative livestock income of the poorer
rural households in Bevan et 4!, (1990). The proper way would have been to
record all such asset transactions separately as saving or dissaving ang to include
as part of current incor.ie only those asset changes that result from net births, net
transfers of stock, and stock given out as wages.

In fact, this is what appears to have been done in the 1976/77 HBS, as sources
of income from asset transactions, ‘ncluding livestock sales, are recorded sepa-
rately, and correspondingly investments, including purchases of livestock, are
recorded separately as part of the total distribution of proceeds from all sources.
As can be seen from Table 21, however, in the 1976/77 survey, proceeds from
sales of assets are reported to be very low. It is not clear from .bc survey’s
methodological explanation exactly how the various income components were
measured, and hence it is not clear what exactly is included under livestock
income and sales of assets. The conclusion is that some doubt must be cast on
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the rural livestock income figures, especially those from the 1979/80 and
1982/83 surveys, particularly when one attempts to compare the composition of
rural household incomes over time. It appears, nevertheless, that rural crop
income, including subsistence consumption, declined as a share of total income
from 1976/77 to 1982/83, while the share of income from trade and entrepreneur-
ship seems to have increased.

Table 25 exhibits the different sources of cash income for households with
heads employed in the private, cocperative, or public sector. The greatest number
of Tanzanian ho»<eholds in 1976/77 had heads who were privately employed,
mainly in agriculiere. Only 11.4 percent were employed by cooperatives,
parastatals, or in other public-sector jobs. The bulk of the cash income of those
housebolds came from wages and salaries, and their total cash income was on
average more than twice that of households operating in the private sector. Given,
however, that most private households are rural, farming households and that
subsistence income accouni, for about half of their total income (cf. Table 21),
the difference in total av.rage income between kouseholds whose heads are in
the private sector and those in the public sector does not appear to be very large.

The education of the head of household appears to make a significant differ-
ence in average household cash income in both rural and urban areas, as well as
in the individual sectors, as shown in Takle 26. Among rural households, those
whose head had completed primary school had cash incomes about twice as high
as those with no school education. For those with secondary or vocational
post-primary education, the ratio is close to four to one. Those with high-level
secondary education (completed form VI) had the highest overall cash incomes,
but their nuinbers were rather small, and they were all concentrated in public
service. That education is positively associated with cash incomes was also found
by Coilier et al. (1986). Table 26 also exhibits the average household cash income
by economic sector and industry of the head of household. Households with
heads in commerce ~:.2 (nance seem to be the wealthiest overall. There were
66,110 households whose head was in commerce in 1976/77, only 2.2 percent of
the total number; only 15,600 households had heads engaged in finance. The bulk
of household heuds (84.3 percent) were engaged in agriculture.

Table 27 exhibits the annual average cash incomes of Tanzanian households
by sector and economic 2ctivity of head of household. It is interssting to note
that households whosz head is engaged in agriculture do not exhibit much cash
income differentiation imespective of whether the head is employed privately or
by the public secior in all its various forms. When subsistence income is
considered, average income in agricultural households does not seem to be very
different irrespective of whether the household head is engaged privately or in
an agricultural cooperative, agricultural parastatal, or agricultural public service.
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TABLE 25

Tanzania: Annual Cash Income in Private Households by Source of Income and Sector of Head of K

(Tsh per household).

ousehold, 1976/77

Source of Cash Icnome

Crop husbandry

Animal husbandry

Fishing

Wages ard salaries

Trade, own enterprise, or profession
Registered cooperative

Rents, sublets

Interests and dividends

Remittances and gifts

Sals of assets

Private

908
(29.94)
114

(3.76)
51
(1.68)
237
(7.81)
1,190
(39.24)
165
(5.44)

Registered Public
Cooperative Parastatal Service
693 139 415
9.61) (1.48) 5.42)
8 7 31
0.11) 0.07) .41
57 3 6
(0.79) (0.03) (0.08)
4,397 7,417 5,896
(60.96) (79.13) (77.06)
1,340 702 404
(18.58) (7.49) (5.28)
121 55 112
(1.68) 0.59) (1.46)
80 68 20
(1.11) (0.73) (0.26)
12 12 6
.17 (0.13) (0.08)
124 161 186
(1.72) (1.72) (2.43)
69 g1 44
(0.96) (0.86) (0.58)

Other

43
(0.55;

15
(0.22)

0
(0.00)
5,206
(76.42)

839

{12.32)

Total
Stated

822
(22.07)
101
2.71)
45
(1.21)
1,052
(28.25)
1,116
(29.97)
153
4.11)

Sector
not Stated

501
(22.71)
42
(1.90)
7
(0.32)
380
(17.23)
881
(39.94)



Lottery, scholarships 1

(0.03)

Pensions, insurance, provident fund 10
(0.33)

Loans from family or friends 37
(1.22)

Loans and overdrafts from banks, etc. 28
(0.92)

Cashing of bank savings, securities, etc. 104
(3.43)
Total stated 3,033
(100.00)
Number of households (*000) 2,559

0
(0.00)

34
(0.47)
147
(2.04)
53
(0.73)
78
(1.08)

7,213
(100.00)

287

4
0.0

81
(0.86)
166
(1.77)
105
(1.12)
372
3.97)

9,373

6
(€ 18)
22
(0.29)
159
(2.08)
55
(0.72)
289
(3.78)

7,651

(100.00) (100.00)

144

164

23
(0.34)

0
(0.00)
150
(2.20)
30
(0.44)
163
(2.39)

6,812

2
(0.05)

14
(0.38)
53
(1.42)
34
(0.91)
128
(3.44)

3,724

(100.00) (100.00)

68

2,963

1
(0.05)

13
(0.59)
23
(1.50)
16
(0.73)
33
(1.50)

2,206
(100.00)

76

Source: Houschold Budget Survey, 1976/77, Table 23,
Note: Number in parenthesis indicates percentage.



TABLE 26

Tanzania: Annual Cash Income by Educational Level of Head of Household, 1976/77 (Tsh per household).

Educational Level

No school class
completed

One to six school
classes completed

Completed primary
education

One to three years of
secondary education

Completed form 1v

Completed form v

Completed form vi

Vocational course after
primary school

Vocational course after
form 1v

Vocationai course after
form vi

Total

Rural

2,330
3,030
4,777
10,493
11,189
0
17,101
10,443
10,961

0
2,870

Agri-
cul-
Urban ture

5494 2337
8,035 2,829
9,154 3,584
14,106 3,313
24,051 12,066
0 0
35,165 0
9,786 2,636
22,919 0

29,267 0
8,544 2,591

Mining

and
Quar-
rying

5,156

5,145

OO OO0

o

0

0
5,150

Manu-
Jactur-
ing

6,871
8,131
7,690
19,977
19,891
0
33,812
12,804
34,871

0
8,220

Public
Utili-
ties

7,092
9,574

8,334
9,647
13,985
0

0

0

0

0
8,857

Con-
struc-
tion

5,806
4,714
8,212
17,033
8,817
0

0

0

0

0
5,714

Com-
merce

9,561
12,119
13,697
38,406
88,776

0
63,112
0
56,665

27,218
16,617

Transport

and
Commu-

Commu-
nity

nication Finance Services Total

7,196
8,099
8.721
8,186
13,020
0

0

0

0

0
8,139

4,622
7,793
6,854
13,184
17,702
0
20,599
0
17,889

45,649
10,380

7,286
7,198
8,225
10,825
13,739
0
24,337
11,659
13,717

25,565
8,735

2,654
3,623
6,330
12,574
21,014
0
28,140
10,403
18,485

29,267
3,686

Source: Household Budget Survey, 1976/77, Tables 27 and 33.



TABLE 27

Tanzania: Annual Cash Income in Private Households by Economic Activity and Sector of Head of Household, 1976/77
(Tsh per household).

Registered Public Sector not
industry of Head of Household Private  Cooperative Parastatal Service Other Total Stated  Stated
Agriculture 2,580 5,176 4,847 5,203 4,315 2,603 2,206

80.969 0.069 0.239 0.303 0.196 81.776 2.486
Mining and quarrying 6,182 0 6,527 4,205 3,949 5,150 0
0.003 0.000 0.014 0.012 0.009 0.039 0.000
Manufacturing 8,646 8,956 8,512 7,749 7.028 8,220 0
0.667 0.227 1.214 0.469 0.491 3.068 0.000
Public utilities 25,298 6,913 9,888 5,971 8,791 8,857 0
0.026 0.013 0.094 0.173 0.059 0.365 0.000
Construction 3,104 3,941 9,640 5,901 8,013 5,714 0
0.212 0.066 0.090 0.357 0.108 0.834 0.000
Commerce 18,164 8,001 7,477 2,591 8,502 16,617 0
1.844 0.121 0.085 0.003 0.122 2.175 0.000
Transport and communication 16,128 3,914 9,093 7,279 6.688 5,139 0
0.113 0.070 0.525 0.397 0.528 1.632 0.000
Finance 18,465 7,840 10,005 10,363 8,987 10,308 0
0.037 0.105 0.242 0.101 0.023 0.508 0.000
Community services 9,906 7,339 10,375 8,083 6,771 8,735 0
0.330 0.275 2,242 3.575 0.685 7.108 0.000
Total 3,033 7,213 9,373 7,651 6,812 3,724 2,206
84.202 0.945 4.745 5.390 2.222 97.504 2.486

Number of households ("000) 3,038.880

: 100.000

Source: Household Budget Survey, 1. /0/77, Table 25.
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This also seems to hold for those households whose Leads are engaged in mining,
manufacturing, and community services. However, for the households whose
head is engaged in public utilities, commerce, transpori, aad finance, the private
sector seems to offer much better average incomes rhan the public sector. For
construction, the reverse seems to be the case. For those households whose head
is engaged in construction via parastatals, average annual cash income is more
than three times that of households whose head is engaged in private construction
activities.

DISTRIBUTION OF INCOME

The 1976/77 Household Budget Survey compiled information about both cash
and noncash incomes. Earlier attempts to look at income distribution, such as
that of the ILO (1982), were hampered by the cvailability of cash income
statistics only at the time.

Table 28 exhibits household income statistics for Tanzania mainland for
1976/77. It is interesting to note that most income differentiation is due to the
cash component. The ratio of average per capita nonmonetary income between
the highest income group and the lowest is 5.5, whiie the same ratio for per capita
cash income is 43.9, and for total income is 20.6. It clearly appears that despite
government efforts during the 1970s, there was substantial income differentia-
tion and inequality in Tanzania in 1976/1977. Nonmonetary income was much
more equitably distributed than cash income. That is to be expected, as almost
all nonmonetary income consists of subsistence food production, which depends
largely on labor. Nevertheless, it is interesting to note that higher-income house-
holds have higher per capita cash incomes as well as nonmonetary incomes. This
could be due to a product composition effect—namely, that higher-income
households also produce higher value foods (e.g., livestock products).

In 1976/77, average total income per household .n Tanzania stood at 5,969
Tsh, of which 2,283 Tsh or 38.2 percent, was nonmonetary income. The figures
show the importance of subsistence agriculture in the economy. It is to be noted
that for the lowest three income groups, which accouut for 34 percent of the
population, average per capita subsistence income was equal to, r greater than,
per capita cash income. Only in the highest three household income groups,
which account for only 16 percent of the population, was the share of subsistence
in total per capita income less than 30 percent. Given that traditionally, house-
hold budget surveys underestimate incomes, particularly those of high-income
groups, this figure also most likely is an underestimate. At the very bottom of
the distribution, 8 percent of households, or 5 percent of the people, enjoyed 2
percent of total income. Forty-one percent of households, or 33 percent of people,



TABLE 28

Tanzania: Distribution of Income in Tanzania Mainland, 1976/77 (Tsh).

Income Group

0-999

No. of households ('000) 14.91
No. of household
members ("000)
Average household size
Average total income
per household (Tsh)
Cash income per
household (Tsh)
Nonmonetary income
per household (Tsh)
Per capita total income

28.97
1.94

301.00
468.00

(Tsh) 395.83
Per capita cash income

(Tsh) 154.94
Per capita nonmcenetary

income 240.90
Percentage of households 0.49
Percentage of people 0.17
Percentage of income 0.06
Cumulative % of

hous=holds 0.49
Cumulative % of people  0.17
Cumulative % of income 0.06

1,000- 2,000~ 4,000- 6,000
1,900 3,900 5,999 7,999
234.18 985.41 864.33 399.68

809.02 4,7/9.01
3.45 4.85

4,876.47 2,623.20
5.64 6.56

769.00 1,611.00 3,061.00 4,911.00 6,874.00

697.00 1,542.00 2,753.00 3,984.00
913.00 1,519.00 2,159.00 2,890.00
466.33 631.16 870.45 1,047.34
201.76 317.95 487.95 607.01
264.28 313.21 382.67 440.33
7.71 32.43 28.44 13.15
4.72 27.86 28.43 15.29
2.08 16.63 23.40 15.15
8.20 40.63 69.07 82.22
4.89 32.74 61.17 76.46
2.14 18.77 42.17 57.32

8,000~
9,999

191.37

1,320.45
6.90

8,850.00
6,049.00
2,801.00
1,282.59
876.65
405.94
6.30
7.70
9.34
88.52

84.16
66.65

10,000~ 25,000- 40,000~
24,999 39,999 and Over Total
313.12 22.44 13.32 3,038.75
2,426.11 184.06 106.6817,153.97
7.75 8.20 8.01 5.65

14,295.00 31,395.00 65,183.00 5,969.00
10,002.00 23,446.00 54,525.00 3,686.00

4,292.00 7,949.00 10,658.00 2,283.00

1,844.94 3,828.00 8,138.94 1,057.38
1,290.88 2,858.78 6.808.15 652.96
553.93  969.22 1,330.79 404.42
10.30 0.74 0.44 100.00
14.14 1.07 0.62 100.00
24.67 3.88 4.79 100.00
98.82 99.56  100.60 0.36"
98.31 99.38 100.00 0.26*
91.33 95.21 100.00

Source: Computed from Household Budget Survey, 1976/77, Table 43.

* Denote Gini coefficients.
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at the low end enjoyed 19 percent of total income. At the very high end of the
distribution, 1 percent of households comprising 2 percent of the people, enjoyed
5 percent of total income, which is probably an underestimate. Eleven percent
of households, comprising 16 percent of the people, had 33 percent of total
income at the top. These figures imply a rather equitable distribution of income
compared with other countries. In fact, the Gini coefficient, computed on the
basis of v :inulative incomes attributed to households in Table 28, is 0.363; the
Gini coefficient computed on the basis of incomes accruing to people is only
0.264.

It must be realized at this point that the income statistics exhibited in Table
28 aggregate rural and urban households. We could not obtain detailed, similar
statistics by rural and urban classifications. It might be argued that the cost of
living is higher in the cities; incomes ought to be higher there, and hence the
picture exhibited in Table 28 is distorted. On 1l _ other hand, however, while the
cost of food is higher in the cities, the cost of nonfood items is higher in the rural
areas. Since food is a very large component of expenditures in Tanzania, the
relative cost of living is probably higher in the cities, on balance. However, the
distortion would tend to overestimate inequalities. Hence the low Gini coeffi-
cient found could be considered an overestimate of the true one.

Earlier income distribution studies (e.g., those reviewed in ILO 1982) used
data on cash incomes only and utilized numbers of households, not people. For
instance, the Gini coefficient that was computed by the ILO mission (based on
preliminary results on cash income of rural households from the 1976/77 HBS)
was 0.49 (ILO 1982). That compares with 0.364 computed here, utilizing full
income figures and aggregating over all households. As will be seen below,
however, total incomes (cash and subsistence) are much more equitably
distributed.

Table 29 exhibits regional income distribution statistics computed from data
similar to those of Table 28. With the exception of Kigoma and Mara, all regions
exhibit Gini coefficients similar, to or smaller than, the one for the whole of
Tanzania. Kigoma exhibits a high Gini coefficient, due to inequalities in reported
nonmonetary income, which might imply something suspect about the data. In
per capita income terms, Dar es Salaam, Kigoma, Kilimanjaro, Mara, Morogoro,
Rukwa, Tabora, and West Lake exhibit per capita incomes above the average for
Tanzania as a whole.

Table 30 exhibits the distribution of per capita incomes in Tanzania mainland
in 1976/77. Because of household composition effects, this distribution is not
expected to be the same as that derived from analyzing household incomes. For
instance, Table 28 indicates that in all of Tanzania only 28,970 people, or only
0.2 percent of the population, lived in households whose total annual income was



TABLE 29
Tanzania: Regional Income Distribution Statistics, 1976/77 (Tsh).

Gini Gini
Coefficient  Coefficient
Nonmonetatry Based on Based on
Number of Cash Income Income Per Total Income Total Income Household Personal
Households Per Household !iousehold Per household Per Capita Income Income

Arusha 139.8 2,881 2,228 5,109 958 0.274 0.224
Coast 99.4 2,481 1,342 3,824 676 0.243 0.122
Dar es Salaam 165.2 10,988 319 11,306 2,251 0.297 0.228
Dodoma 181.4 1,829 2,196 4,025 784 0.373 0.241
Iringa 168.2 1,961 2,326 4,287 806 0.275 0.093
Kigoma 103.2 2,814 7,317 10,731 1,672 0.504 0.553
Kilimanjaro 165.7 5,492 2,665 8,157 1,381 0.231 0.095
Lindi 119.2 1,960 1,837 3,797 775 0.247 0.146
Mara 119.6 5,843 1,784 7,627 1,144 0.438 0.518
Mbeya 186.8 2,874 2,192 5,066 863 0.253 0.165
Morogoro 1€4.0 4,607 1,938 6,545 1,183 0.289 0.194
Mtwara 177.6 2,143 2,037 4,180 841 0.278 0.208
Mwanza 243.2 3,205 1,869 5,074 758 0.299 0.202
Rukwa 73.9 3,634 5,226 8,860 1,463 0.322 0.175
Ruvuma 109.8 2,599 2,477 5,076 1,039 0.305 0.227
Shinyanga 204.0 2,706 2,237 4,943 753 0.335 0.218
Singida 105.1 1,881 2,657 4,538 782 0.348 0.251
Tabora 149.1 4,319 2,816 7,135 1,294 0.360 0.235
Tanga 180.1 3,638 1,599 5,237 927 0.271 0.128
West Lake 183.4 4,834 2,058 6,892 1,377 0.332 0.193
Tanzania 3,038.% 3,686 2,283 5,969 1,057 0.363 0.264

Source: Computed from Household Budget Survey, 1976/77.



TABLE 30

Tanzania: Distribution of Per Capita Income, 1976/77.

Per Capita Income Group

51-100 101-200 201-300 301400

0-50

Numter of households

(°000) 0.703 0.122
Number of people

(*000) 2.814 1.461
Average household size 4.003 11.975
Percentage of

househnlds 0.023 0.004
Percentage of people 0.016 0.C09
Cumulative percentage

of households 0.023 0.027
Cumulative percentage

of peopie 0.016 0.025
Income per capita 25.000 75.000
Percentage of income 0.000 0.001
Cumulative percentage

of income 0.000 0.001

15.670 61.537

164.265 556.318
10.483 9.040

0.516  2.025
0.958 3.243
0.543 2.568
0.983 4,226
150.000 250.000
0.136  0.767
0.137  0.904

174.635

1,404.981
8.045

5.747
8.191

8.315
12.416
350.000
2,711

3.614

1,001~
401-500 501-1,000 2,000

238.040 1,167.615 921.046

1,768.159 7,325.905 4,497.686
7.428 6.274 4.883

7.834 38.425 30.311
10.308 42.708 26.220

16.149 54.574 84.885
22.724 65.432 91.652
450.000 750.000 1,500.000
4.386 30.290 37.193

8.001 38.291 75.484

2,000~
and Above

Total

459.306 3,038.674

1,431.981 17,153.570

3.118

15.115
8.348

100.000
100.000
3,106.000
24.520

100.000

5.645

100.000
100.000

0.140*

100.000

Source: Computed from Household Budget Survey, 1976/77, Table 43.

2 Denotes Gini coefficients.
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less than 1,000 Tsh. The per capita income of this household group is 396 Tsh.
In Table 30, however, we observe that in 1976/77 there were 2.1 million
Tanzanians, or 12.4 percent, living in households whose per capita income was
less than 400 Tsh. This implies that within each household income class, there
are many households whose per capita income is much below the mean per capita
income for the household class as a whole. The 1976/77 HBS tables we obtained
did not specify the mean per capita income of households in each per capita
income class. To compute the Gini coefficient of the personal income distribu-
tion in Table 30, we assumed that the mean in each per capita income group is
the unweighted average of the bounding per capita incomes. For the top income
group, the mean was estimated so that the total income computed is equal to that
reporied. The Gini coefficient thus computed is 0.14, which is quite small by
international standards. Despite the possible underestimation of inequality inher-
ent in household budget surveys, per capita income in Tanzania around 1976/77
appears to have been quite evenly distributed.

Up to now, we have considered only income. We were not able to break down
the distribution of income by rural or urban location. We have, however, obtained
data on distribution of household cash expenditures by rural and urban divisions.
Admittedly, it would have been better to have households classified by their per
capita expenditures, rather than per-household expenditures, but those data were
not available. The subsequent analysis is therefore carried out on the basis of
groups classified according to per-household expenditures.

Table 31 presents a breakdowa of rural and urban households into cash
expenditure categories. The first thing to notice is that rural households with low
cash expenditures (less than 4,000 Tsh) have, on average, higher total per capita
consumption than urban households of similar average cash expenditures. This,
of course, is due to the much higher amount of subsistence consumption in the
lower-income rural households. By contrast, urban households with high mone-
tary expenditures have much higher total consumption expenditures than rural
households with similar expenditures. This last result must be qualified, how-
ever, because rural households in the categories with cash expenditures above
40,000 Tsh are reported to have average monetary consumption smaller than the
lower bounds of their respective ranges. It is not clear why this is the case.
Another abservation from the table is that although in the rural areas the
nonmonetary income per household is fairly uniform across expenditure classes,
it tends to decline for higher-expenditure households in urban areas.

Inequality seems to be much higher in urban areas than in rural ones. Thus
the ratio of mean per capita total incomes between the highest and lowest cash
expenditure groups in the rural areas is 4.6, while in the urban areas it is 20.3.
Slightly over 70 percent of urban households had total incomes below the mean



TABLE 31
Tanzania: Distribution of Rural and Urban Households According to Cash Expenditures (Tsh).

Expenditure Categories

1,000- 2,000- 4,000- 6,000- 8,000~ 10,000- 25,000 40,000-
0-999 1,999 3999 5999 7,999 9,999 24,999 39,999 and Over Total

Rural households

Number of households ('000) 415 723 887 307 112 54 80 6 2 2,585
Percentage of households 16 28 34 12 4 2 3 0 0 100
Number of household

members per household 4 5 6 6 7 8 8 10 12 6
Cash income per household 607 1,446 2,578 4,344 6,217 8,122 13,131 28,868 33,576 2,836
Nonmonetary income per

household 2,406 2,898 2,430 2,232 2,780 2,862 2,983 3,202 4,502 2,578
Total income per household 3,013 4,344 5,008 6,576 8,997 10,983 16,115 32,060 38,078 5,414
Per capita total income 701 804 835 1,061 1,285 1,308 1,918 3,375 3,200 933

Monetary consumption

expenditures per household 616 1,388 2,615 4,367 6,084 7,932 10,692 14,048 14,032 2,704
Subsistence consumption per

household 2,340 2,855 2,378 2,178 2,698 2,799 2,903 3,104 4,392 2,523
Total consumption

expenditure per household® 3,001 4,260 5,009 6,566 8,825 10,738 13,607 17,175 18,424 5,249
Per capita total consumption 698 789 835 1,059 1,261 1,278 1,620 1,808 1,548 905



Urban households

Number of households ("000)
Percentage of households
Number of househoid
members per household
Cash income per household
Nonmonetary income per
houschold
Total income per household
Per capita total income
Monetary consumption
expenditures per household
Subsisteace consumption per
houschold
Total consumption
expenditure per household?
Per capita total consumption

1,297

1,932
460

1,384
1,392
2,776

603
1,432
1,347

2,800
609

86
19

5
2,989

953
3,942
857
2,934
898

3,843
835

89
20

4
4,973

475
5,448
1,238
4,835

438

5,280
1,200

60

13
7,241
375
7,615
1,523
6,845
324

7,183
1,437

54
12

6
9,228

276
9,504
1,697
8,788

221

9,016
1,610

85
19

6
15,033

246
15,279
2,681
14,506
170

14,695
2,578

29,950
4,754

7
69,171

603
69,774
9,558
48,231
433

48,668
6,667

Source: Computed from Household Budgat Survey, 1976/77, Tables 2 and 3.

* Includes some other miior items.
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urban household income of 9,131 Tsh, while over 85 percent of rural households
had total income below the rural mean ¢ f 5,414 Tsh. Note, however, that average
household size in rural areas is a much stronger positive function of average
household income than in urban areas. This implies that the share of people living
in househoids with cash expenditures below the mean is about the sarne in rural
and urban areas.

The Gini coefficient computed from Table 31 on the basis of households and
cumulative total household incomes (both monetary and subsistence) is 0.208 in
rural areas and 0.418 in urban areas. The Gini coefficient computed on the basis
of income accruing to people (that is, after taking into account household size)
is only 0.129 in rural areas and 0.382 in urban areas. While these statistics
certainly underestimate inequality, because households are not ranked according
to total expenditure or incomie but only according to cash expenditure, they
indicate that inequality is mnuch greater in urban than in rural areas and that,
absolutely speaking, inequality in rural areas appears to have been low in
1976/77 by international standards.

The presence of subsistence income moderates inequality significantly. For
instance, had we computed the Gini coefficient in rural areas on the basis of cash
incomes only, a procedure that was tried by the ILO mission (ILO 1582), we would
find a figure of 0.413—twice as high as the Gini coinputed on the basis of total
incomes.

‘Table 32 exhibits the sources of cash income in various cash expenditure
categories. Given that for most expenditure and income groups (especially in
the lower range) cash expenditure is quite close to cash income (see Table
31), it is quite clear that households with low cash expenditure (and income)
derive the bulk of their income from nonmonetary sources, chiefly subsis-
tence agriculture. This was already apparent from Table 28, where for the
three lowest income groups, more than half of total income came trom
subsistence agricultural production. What is of interest in Table 32, however,
is that for a!l expenditure groups, cash income from agriculture (including
animal husbandry and fishing) is never more than 45 percent of total cash
income. For the lowest three cash expenditure classes, it is 34 percent, 43
percent, and 40 percent, respectively; for the highest twg, it is only around 2
percent. Clearty, then, the poor derive a proportionately higher share of cash,
as well as total, income from agriculture. However, all income groups have a
well diversified pattern of cash earnings. It is interesting to note in this
context that the largest nonagricultural compouent of cash income in low-
income households is from trade, enterprise, or profession. Wage and salary
income seems to be insignificant at lower incomes and is important only for
the higher-expenditure households.
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TABLE 22

Tanzania: Sources of Cash Income of Households

According to Cash Expenditure Categories, 1976/77

(Tsh/household).
Cash Expenditure Group
1,000- 2,000~ 4,000- 6,000~ 8,000— 10,000- 25 000~ 40,000~
Source of Cash Income 0-999 1,999 3,999 5999  7.999 9,999 24,999 39,999 and Over Toial
Crop husbandry 179 562 928 1,039 1,355 1,328 1,630 285 510 814
(6.06) (13.16) (18.38) (16.43) (15.91) (1297) (10.39) (G.94) (0.80) (13.64)
Animal husbandry 26 49 126 144 225 109 99 39 747 100
(0.88) (1.15) (2.56) (2.28) (2.64) (1.06) (0.63) (0.13) (1.17) (1.68)
Fishing 4 13 40 78 92 185 80 196 0 44
(0.14) (0.30) (0.81) (1.23) (1.08) (1.81)  (0.51) (0.65) (0.00) (0.74)
Wages and salaries 41 95 343 1,512 2,293 3,985 6,476 10,182 6,785 1,036
(1.39)  (2.23) (6.98) (23.91) (26.92) (38.52) (41.29) (33.54) (10.64) (17.36)
Trade, own-enterprise, or
profession 256 551 853 1,152 1,618 2,057 3,269 13,750 27,992 1,110
(8.66) (12.91) (17.36) (18.22) (19.00) (20.09) (20.84) (45.30) (43.92) (18.60)
Registered cooperatives 12 45 99 204 268 196 651 249 6.176 152
0.41) (1.08) (2.01) (3.23) (a.15) (1.91)  (4.15) (0.82) (9.69) (2.55)
Rents, sublets 1 4 12 22 71 62 78 390 2,253 29
0.03) (0.09) (0.24) (0.36) (0.83) (0.61)  (0.50) (1.28) (3.53) (0.49)
Interests and dividends 0 3 9 15 54 47 101 209 420 18
0.00) (0.07) (0.18) (0.24) (0.63) (G.46) (0.64) (0.69) (0.66) (0.30)
Remittances and gifts 53 62 102 143 219 226 344 215 94 115
(1.79)  (1.45) (2.08) (2.26) (2.57) (2.21)  (2.19) (0.71) (0.15) (1.93)
Sale of assets 13 10 29 28 99 79 204 80 1,139 41
(0.44) (0.23) (0.59) (0.44) (1.16) (0.77)  (1.30) (0.26) (1.79) (0.69)

(Table continues on the following page.)



TABLE 32

(continued)
Cas’ Expenditure Group
1,000- 2,000~ 4,000- 6,000- 8,000- 10,000~ 25,000~ 40,000
Source of Cash Income 0-999 1,999 3,999 5999 7,959 9,999 24,999 39,999 and Over Total
Lottery, scholarships 1 1 2 5 3 4 11 0 0 2

(0.03) (0.02) (0~.04) (0.08) (0.04) (0.04) (D.07) (0.00) (0.00) (0.03)
Pensions, insurance,

provident fund 0 0 5 16 12 0 119 616 0 14
(0.00) (0.00) (0.10) (0.25) (0.14) (0.00) (0.76) (2.03) (0.00) (0.23)
Loans from family or friends 10 17 29 69 102 179 183 143 1,761 53

(0.34) (0.40) (0.59) (1.09) (1.20) (1.75) (1.17)  (0.47) (2.76) (0.85)
Loans and overdrafts from
banks 3 3 7 9 8 38 294 1,157 1,325 33

(0.10) (0.07) (0.14) (0.14) (0.09) (0.37) (1.87) (3.81) (2.08) (0.55)
Cashing of bank savings,

securities, etc. 11 27 32 50 153 183 570 1,579 13,207 126
037)  (0.63) (0.65) (0.79) (1.80) (1.79) (3.63) (5.20) 20.72) (.11)
Tctal stated 606 1,443,615 4,485 5573 8,678 14,109 29,088 62,408 3,686
(20.61) (33.80) (53.22) (70.92) (77.18) (84.75) (89.95) (95.82) (97.91) (61.75)
Nonmonetary income 2,346 2,826 2,299 1,839 1,944 1,562 1,576 1,268 1,332 2,283
(79.33) (66.20) (46.78) (29.08) (22.82) (i5.25) (10.05) (4.18) (2.09) (38.25)
Total income 2955 4,26° 4914 6,324 8,517 10240 15,585 30,356 63,740 5,969

(100.00) (100.00) (100.00) (100.00) (100.00) (100.00) (100.00) (100.00) (100.00) (100.00)
Number of households

(’000) 440.3 759 972.9 395.7 171.8 107.7 164.4 16.1 10.7 3,038.8
Source: Computed from Household Budget Survey, 1976/77, Table 21.
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The figures elaborated above are corroborated by the results of the rural
houselold survey rcported by Collier et al. (1986). In that analysis, poorer rural
households were found to rely for about three-quarters of their total income (cash
and subsistence) on crop income, of which 95 percent was subsistence co::sump-
tion. Nonfarm income was found to be more important as a source of cash income
than crop and livestock product sales for both poor and rich rural households.
The same result was found in a later survey (Bevan et al. 1990) conducted in
1983. For the poorer households, nonfarm income from own-business and wages
appeared to be greater than income from cash crop sales. However, the proportion
of total income derived from cash crop sales was found to be greater among
low-income groups than among higher-income ones.

INCOME DIFFERENTIATION

The structure of income analyzed in the previous sections exhibited moderate
inequality in rural areas but substantial .nequality in urban ones. What are the
underlying components of this differentiation? An answer cannot be given with
the average figures so far presented, although education and wage employment
appear to be significantly related to income differences.

A thorough analysis of patterns of rural differentiation was made by Collier
et al. (1986). In that study, it was shown that most of the income differences
between rural poor and nonpoor could be traced to differences in ownership of
assets. However, size of landholding did not appear to be highly associated with
income d:fferences. This can be expected in a land-abundant economy, such as
that of Tanzania. Ownership of livestock appeared to be a far greater factor,
followed by edrcation. It is not clear, however, whether ownership of livestock
is the cause or the result of income differentiation. Since livestock is one of the
main forms of investment, it seems quite reasonable that richer households
should have more assets, namely livestock, as a result of savings or investment
decisions. Access to wage employment was seen in that study as a major
explanatory factor of nonfarm income in rural areas. Unit returns for sales of
different farm products did not appear to be very different between poor and
nvapoor; thus prices are uot significantly different between poer and nonpoor.
The poor were far more likely to engage in their own business than the nonpoor,
but the returns frem such activities were much lower for the poor than for the
nonpoor. It was thus concluded that the poor were somehow forced into a range
of marginal, nonfarm activities.

That the size of landholding was not strongly associated with total per capita
income among rural houscholds was also shown in the study of Bevan et al.
(1990). The per capita total income (cash and subsistence) from food and cash
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crops in households operating very small landholding was never less than half
the per capita income of households operating landholding 10 or more times
larger. Per capita income deriving from nonfarm sources, however, including
own-business and wages, was much larger in households operating smaller

landholding.

CONSUMPTION PATTERNS

The consumption patterns in Tanzania, as revealed by the 1976/77 Household
Budget Survey, exhibit several interesting features. Table 33 exhibits expendi-
ture shares on 10 broad classes of expenditure, by expenditure category in rural
areas. Table 34 exhibits the same information for urban areas. The shares are
exhibited for both monetary and subsistence consumption and for combined
expenditures.

Among both rural and urban households, food expenditures dominate, com-
prising 75 percent of total spending in rural areas and 66 percent in urban areas,
on average. The high food expenditure of the richest rural class must Le an
abenation, since per capita total, and especially monetary, expenditures in that
class appear much lower than those of the next two wealthy classes; that could
easily bias the estimation of the shares. While food constitutes about 97 percent
of subsistence expenditures, for most expenditure classes, whether rural or urban,
it constitutes a much lower share of monetary expenditures—50 percent in rural
areas and 63 percent in urban areas, on average. In vural areas, the share of
monetary expenditures on food does not vary much by expenditure class; it varies
considerably in urban areas, from 65 percent in the lowest cash expenditure class,
to 42 percent in the highest.

Among other expenditure categories, the second-most-important expenditure
share, in bcth rural and urban arezs and for all expenditure classes except the
very highest, is clothing and footwear, accounting for an average of 30 percent
of total cash expenditures in rural areas and 13 percent in urban areas. Other
important items of monetary consumption expenditures among the expenditure
classes are fuel, light and water, furniture, and utensils. Rents are important in
urban areas only for high-expenditure households, while lLiousehold operations
also become important for high-expenditure classes.

Another interesting feature of the tables is revealed by the figures for per
capita consumption and for total expenditure in the various classes, which appear
in the bottom of the tables. The consumption expenditures category refers to
expenses in all 10 consumption categories listed in the tables. Total expenditure
includes spending for education, other investments, and savings in various forms.
The figures reported for rotal expenditures in Table 31 correspond (apart form



TABLE 33
Tanzania: Expenditure Shares on Various Consumption Categories by Different Income Groups, Raral (percentages).

Income Group

40,000~
1,000- 2,000- 4,000- 6,000~ 8,000~ 10,000- 25,000 and

Expenditure 0-999 1,999 3,999 5999 7,999 9,999 24,996 39,999 Over Total
Monetary

Food 48.82 47.84 51.53 53.67 4970 53.12 4335 4774 $3.94 50.32

Drinks and tobacco 4.72 3.77 3.01 2.95 2.97 3.95 2.84 1.93 1.52 2.20

Rents 0.08 0.08 0.16 0.20 0.54 1.06 0.71 4.66 0.00 0.35

Fuel, light, and water 4.89 4.17 3.63 3.04 3.39 2.24 2.53 6.52 1091 3.48

Clothing and footwear 28.66 31.22 2855 2838 3093 2477 3524 22.08 10.60 29.51

Furniture and uiersils 5.53 5.67 4.76 5.06 5.18 5.67 5.03 3.41 1.98 5.09

Housekold operations 4.15 3.05 2.29 1.74 1.40 1.36 1.87 2.10 2.03 2.19

Personal care and health 2.05 2.39 2.35 1.80 2.14 1.93 2.10 4,94 4.30 2.20

Recreation and entertainment 0.08 0.26 0.90 C.79 1.06 1.62 0.98 1.06 0.91 0.82

Transportation 1.01 1.55 2.82 2.37 2.68 4.27 5.35 5.55 3.81 2.84

Total 100.00 100.00 100.0G6 100.00 120.00 100.00 100.00 100.00 100.00 100.00

Subsistence

Food 97.13 9725 97.14 96.85 97.77 96.58 96.48 86.03 90.50 97.10

Other 2.87 2.75 2.86 3.15 2.23 3.42 3.52 13,97 9.50 2.90

Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

Monetary and subsistence

Food 87.52 82.08 7469 69.49 6648 6579 57.61 5597 7374 74.69

Drinks and tobacco 1.02 1.54 1.77 2.12 1.97 2.83 2.20 1.60 1.62 1.78

Rents 0.02 0.02 0.08 0.13 0.35 0.75 0.52 3.66 0.00 0.17

(Table continues on the following page.)
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TABLE 33

(continued)
Income Group
40,000~
1,000~ 2,000- 4,000~ 6,000- 8&8,000- 10,000- 25,000 and
Expenditure 0-999 1,999 3999 5999 7,999 9,999 24,999 39,999 Over Total
Fuel, light, and water 3.12 2.79 291 2.76 291 2.42 2.53 5.59 7.44 2.86
Clothing and footwear 5.70 9.59 1406 17.98 20.13 17.55 2579 18.28 777 14,14
Furniture and utensils 1.10 1.74 2.35 3.2i 3.37 4.02 3.68 2.99 1.48 244
Household operations 0.83 0.94 1.13 1.11 0.91 0.97 1.38 2.28 1.62 1.05
Personal care and health 0.43 0.74 1.17 1.16 1.42 1.38 1.56 4.38 3.14 1.07
Recreation and entertainment 0.02 0.08 0.45 0.50 0.69 1.15 0.71 0.83 0.58 0.39
Transportation 0.25 0.48 1.41 1.55 1.75 3.13 4.02 4.42 2.62 1.39
Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
Per capita consumption
expenditure (Tsh) 679.5 762.9 780.5 958.4 1102.6 1,141.3 1,287.2 1,505.2 999.5 834.8
Monetary 135.2 2343 3843 607.2 717.6 808.6 9418 1,181.7 630.7 399.8
Subsistence 5443 528.6 396.2 351.2 385.0 3327 3454 3235 3688 435.0

Per capita total expenditure (Tsh) 687.5 785.8 832.2 1,055.7 1,254.5 1,277.5 1,618.5 1,805.4 1,548.1 901.2

Source: Compuled from Household Budget Survey, 1976/77.



TABLE 34

Tanzania: Expenditure Shares on Various Consumption Categories by Different Income Groups, Urban (percentages).

Expenditure

Monetary
Food
Drinks and tobacco
Rents
Fuel, light, and water
Clotking and footwear
Furniture and utensils
Household operations
Personal care and health
Recreation and entertainment
Transportation

Total

Subsistence
Food
Other

Total

Monetary and subsistence
Food
Drinks and tzbacco
Rents

Income Group

0-999

64.58
2.81
0.26
6.61

17.42
4,02
2.55
0.88
0.06
0.81

100.00

97.60
2.40
100.00

84.65
1.10
0.10

1,000- 2,000~ 4,000-
1,999 3,999 5,999
70.37 67.74 63.37

2.76 2.14 1.99
0.42 1.66 4.53
4.58 5.14 6.15
15.68 16.20 14.82
1.69 2.49 3.69
2.33 1.61 1.58
1.09 1.31 1.44
0.05 0.58 1.22
1.04 1.12 1.20

100.00 100.00 100.00

96.89 96.48 96.14
3.11 3.52 3.86

100.00 100.00 100.00

83.61 74.89 66.43
1.40 1.62 1.82
0.21 1.25 4.11

40,000

6,000~ 8,000— 10,000~ 25,000~ and

7,999 9,999 24,999 39,999 Over Total
68.92 70.08 63.75 51.29 4234 63.14
140 174 293 432 3.02 246
333 3.05 4.64 7.6 1121 456
608 7.4 635 617 8.19  6.40
1242 11.19 12.85 1245 926 12.90
263 179 200 278 071 229
1.37 133 219 641 804  2.60
130 115 130 270 148  1.40
055 041 058 1.40 193 079
200 211 342 533 1383 3.46
100.00 100.00 100.00 100.00 100.00 100.00
97.31 97.23 9391 9493 96.00 96.59
269 277 609 507 400 3.41
100.00 100.00 100.00 100.00 100.00 100.00
70.44 7091 64.25 51.61 4325 66.00
133 1.69 291 430 299 227
315 296 456 7.10 11.02  4.17

(Table continues on the following page.)



TABLE 34

(continued)
Income Group
40,000~
1,000- 2,000- 4,000~ 6,000~ 8,000~ 10,000- 25,000- and
Expenditure 0-999 1,999 3,999 5999 7,999 9,999 24,999 39,999 Over Total
Fuel, light, and water 4.01 3.75 4.71 5.88 5.89 7.01 6.29 6.14 8.07 6.11
Clothing and footwear 6.85 7.85 12.17 13.44 11.75 10.85 12.64 12.36 9.10 11.80
Furniture and utensils 1.57 0.85 1.87 3.34 2.49 1.74 1.97 2.76 0.70 2.09
Housenold operations 1.01 1.16 1.21 1.44 1.30 1.29 2.16 6.36 7.91 2.38
Personal care and health 0.36 0.58 0.99 1.32 1.23 1.11 1.29 2.69 1.47 1.29
Recreation and entertainment 0.02 0.03 0.44 1.11 0.52 0.40 0.57 1.39 1.89 0.73
Transportation 0.32 0.55 0.85 1.11 1.89 2.05 3.36 5.29 13.60 3.17
Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
Per capita consumption
expenditure (Tsh) 508.2 586.6 784.3 1,062.8 1,207.9 1,291.6 1,821.0 2,784.9 3,518.4 1,283.2
Monetary 1993  293.8 589.0 963.3 1,143.1 1,252.1 1,791.2 2,764.0 3,459.0 1,173.6
Subsistence 3089 2928 1953 99.5 64.8 39.5 29.8 20.9 59.4 109.6

Per capita total expenditure (Tsh) 453.8 604.1 833.2 1,198.4 1,433.8 1,608.9 2,574.7 4,752.4 6,666.8 1,690.3

Source: Computed from Household Budget Survey, 1976/77.
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minor rounding) to the bottom lines of Tables 33 and 34. It is quite revealing,
but also expected, that households in the lower expenditure categories reported
consurnption expenditures quite close to total expenditures; in other words, very
little saving. In fact, for the lowest urban class dissaving is reported, on average.
In contrast, households in the top three ar four expenditure classes report
substantial excess of expenditure over consumption, hence substantial savings.
Nevertheless, almos: all classes repoit some savings, albeit in most cases they
are small.

A final feature of the tables is the breakdown of per capita consumnption
between monetary and subsistence. Among rural households, per capita subsis-
tence consumption is Lighest among low-cash-expenditure groups, and declines
for higher-expenditure groups, as expected. For the lowest two cash expeaditure
groups, subsistence consumption constitutes 80 percent and 70 p=rcent, respec-
tively, of tota' consumption. However, even for the highest expenditure groups,
subsistence still constitutes a substantial share of total consumption (more than
20 percent). This is quite different than in urban areas. For the lowest-expendi-
ture households there, subsistence constitutes 63 percent of total consumption
expenditures, but for the four highest expenditure groups it is less than 3 percent.
Clearly, then, a substantial portion of the total consumption of the poorest
households in Tanzania is shielded from price fluctuations.

Given that food constitutes an overwhelming share of consumption in
Tanzania, the next item of discussion concerns the composition of food consump-
tion. Table 35 exhibits the con..umption of i2 categories of foods in kilograms
per capita per year, by cash expenditures class in the rural areas. Table 36 exhibits
the same data for the urban areas. Cereal and starchy root consumption per capita
(the two major staple classes) seem to be quite even in the rural areas, irrespective
- f expenditure class. The composition of cereal and starch consumption changes,
however, with rice becoming more important and sorghum flour less important
as expendiwres rise. Among starches, cassava and sweet potatoes become less
important, while cooking bananas rise in importance as expenditure rises. All
other food items exhibit a positive expenc’ture elasticity, as expected, since they
are largely nonstaple. In the urban areas, a rather similar pattern ecmerges.

Tables 37 and 38 exhibit the total daily per capita calorie intakes of various
kinds of food by monetary expenditurc category in rural and urban areas,
respectively. These are computed by multiplying the respective quantities cor-
sumed by appropriate calorie content coefficients and converting them to daily
equivalents. The first major observation is that daily per capita calorie intake in
the rural areas is quite evenly and narrowly distributed among expenditure
classes around the mean of 2,153 kilocalories per capita per day. In fact, it
appears that wealthier rural housekolds consume fewer calories per capita than
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TABLE 35

Tanzania: Annual Consumption in Private Households, 1976/77, by Food Items by Household Expenditure Group,
Rural (quantities in kilogram/capita/year).

Expenditure Class (Tsh)

40,000-
1,000~ 2,000- 4,000~ 6,000~ 8,000~ 10,000- 25,000— and
0-999 1,999 3,999 5999 7,999 9,999 24,999 39,999 Over Total

Cereals 134.9  144.6 1252 1423 1377 1463 105.4 91.8 133.1 133.1
Maize, grain 10.7 14.3 17.0 20.2 30.3 42.7 15.8 33 10.4 17.1
Maize, flour 77.2 93.0 68.3 74.7 72.6 64.0 54.0 56.5 69.1 75.5
Sorghum, flour 25.3 10.9 9.2 12.9 4.1 2.0 2.0 0.1 2.3 11.2

Cereal products 0.0 0.2 0.5 0.8 1.1 1.8 14 14 0.6 0.5

Starchy roots and starches 90.9 93.1 104.2 76.0 106.7 102.1 1206 104.9 47.0 96.2
Cassava 32.1 233 19.7 10.8 11.9 15.2 13.5 11.2 4.4 19.8
Sweet potatoes 14.0 17.8 22,0 15.5 13.1 12.0 215 30.0 5.1 18.3
Cooking bananas 7.2 20.0 30.3 31.8 47.4 62.3 69.0 60.2 4.0 28.4

Sugar and sweets 1.4 2.6 4.2 6.6 6.6 7.9 11.2 14.9 7.9 4.3

Pulses, dry 43.5 40.0 20.7 22.1 22.9 15.2 19.4 15.7 35.5 28.3

Nuts 3.3 2.2 2.7 2.6 2.3 3.2 3.7 34 0.9 2.6

Vegetables 11.4 14.1 12.5 13.4 11.7 1i.3 11.0 22.1 8.2 12.8

Fruits 4.0 5.6 6.8 8.2 9.0 11.9 9.9 9.6 8.5 6.7

Meat, meat products, poultry 4.0 5.1 9.3 13.5 13.0 14.0 16.3 16.2 16.2 9.0

Fish and shellfish 1.6 2.2 2.8 34 2.7 2.7 2.6 33 2.3 2.6

Milk and dairy products 8.1 4.8 6.5 3.9 11.3 12.0 9.6 21.9 0.6 6.6

Qils and fats 0.2 0.6 0.3 0.6 0.9 1.5 1.3 29 1.2 0.5

Source: Computed from Household Budget Survey, 1976/77.
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TABLE 36

Tanzania: Annual Consumption in Private Households, 1976/77, by Food Items by Household Expenditure Group,
Urban (quantities in kilogram/capita/year).

Expenditure Class (Tsh)

40,000~
1,000~ 2,000- 4,000- 6,000~ 8,000~ 10,000- 25,90- and
0-999 1,999 3,999 5999 7,999 9,999 24,999 39,999 Over Total

Cereals 115.0 1109 94.8 88.2 91.8 97.0 106.1 97.6 99.2 98.4
Rice, husked 6.4 10.2 12.4 21.1 27.8 33.0 40.4 45.1 414 26.0
Maize, grain 52 10.0 18.5 15.2 7.4 8.6 6.5 8.7 2.9 10.6
Maize, flour 43.1 44.6 48.3 48.2 52.0 52.1 54.7 34.0 30.0 49.2
Sorghum, flour 46.7 27.6 10.4 0.7 0.6 0.4 0.4 0.2 0.0 6.4

Cereal products 1.7 1.7 4.1 9.3 32.2 16.3 21.1 26.0 16.3 14.6

Starchy roots and starches 352 59.1 67.8 37.5 31.0 314 38.6 31.0 52.3 43.2
Cassava 13.8 34.6 21.1 9.8 6.6 6.3 11.8 4.1 3.3 13.0
Sweet potatoes 15.2 12.8 12.6 6.1 6.8 6.8 8.4 3.8 5.3 8.8
Cooking bananas 0.5 0.9 13.5 13.4 9.4 9.6 11.1 13.8 24.1 10.6

Sugar and sweets 3.6 4.6 7.0 11.4 13.6 15.7 19.8 20.5 24.1 13.0

Pulses, dry 9.5 9.8 12.2 13.0 15.0 13.6 16.7 14.6 19.9 13.8

Nuts 5.2 5.2 6.5 11.6 18.4 21.3 25.1 18.3 4.2 15.0

Vegetables 7.4 9.6 14.8 14.8 17.2 18.0 24.4 31.1 24,9 17.6

Fruits 3.1 3.7 5.0 6.4 9.6 12.3 16.1 26.0 22.9 10.2

Meat, meat products, poultry 6.7 7.0 10.7 13.4 14.6 16.1 204 27.1 22.7 14.8

Fish and shellfish 1.2 2.2 3.3 5.2 4.4 3.8 4.7 33 1.8 4.0

Milk and dairy products 33 54 39 1.8 1.2 0.7 1.6 3.2 6.4 2.4

Oils and fats 0.0 0.0 0.4 0.9 1.0 1.3 2.5 5.4 7.5 1.4

Source: Computed from Household Budget Survey, 1976/77.



TABLE 37
Tanzania: Daily Per Capita Calorie Intake of Rural Households, 1976/77, by Household Tash Expenditure Class.

Cash Expenditure Class (Tsh)

1,000- 2,000- 4,000- 6,000~ 8,000- 10,000~ 25,000- 40,000—
0-999 1,999 3,999 5999 7,999 9,999 24,999 39,999 and Over Total

Kilocaloriesi/capitalday

Cereals 1,333.69 1,434.23 1,237.91 1,400.56 1,359.48 1,441.03 1,037.04 915.65 1,305.74 1,316.24
Cereal products 0.00 1.98 5.34 8.62 12.21 19.08 15.26  14.62 6.29 5.53
Starchy roots and starches 334.08 338.76 375.56 263.50 377.92 365.30 426.94 362.36 175.40 345.27
Sugar and sweets 15.29  28.41 4566 72.47 72.02 86.11 122.64 163.81 86.57 47.24
Pulses, dry 405.10 372.60 192.51 205.83 212.92 141.94 180.76 146.10 330.33 263.39
Nuts 49.32 3440 36.30 32.61 28.88  38.68 47.46 53.53 13.81 35.71
Vegetables 14.05 17.35 15.41 16.50 14.44 13,94 13.50 27.25 10.15 15.73
Fruits 4.87 6.85 8.42 10.14 11.10  14.68 12.18 11.81 10.46 8.29
Meat, meat products, poultry 28.16 40.89 66.48 96.51 92.60 100.07 116.!8 115.47 115.53 63.86
Fish and shellfish 14.27 1948 24.84 29.70 23.80 24.01 22.96 28.61 19.89  22.67
Milk and dairy products 20.07 11.87 16.03 9.54 27.83 29.65 23.78 53.99 1.45 16.15
Oils and fats 5.73 13.70 8.22 1591 21.14  38.16 3229 72.67 29.01 12.75

Total 2,224.64 2,320.52 2,032.70 2,161.89 2,254.33 2,312.64 2,050.98 1,565.87 2,104.63 2,152.84
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TABLE 38

Tanzania: Daily Per Capita Calorie Intake of Urban Households, 1976/77, by Household Cash Expenditure Class.

Ceieals

Cer=al products

Starchy roots and starches
Sugar and sweets

Pulses, dry

Nuts

Vegetables

Fruits

Meat, meat products, poultry
Fish and shellfish

Milk and dairy products
Oils and fats

Total

Cash Expenditure Class (Tsh)

1,000- 2,000- 4,000~ 6,000- 8,000- I1¢,000- 25,000- 40,000-
0-999 1,999 3999 5999 7,999 9,999 24,999 39,999 and Over
Kilocalories/capita!day
1,131.40 1,092.21 933.77 875.82 912.25 967.34 1,061.97 972.43 985.83
17.81 18.58  44.13  99.56 344.05 173.63 22495 278.15 174.18
129.92  229.39 251.34 134.57 109.53 108.95 134.90 $9.00 163.50
39.14  50.03  76.24 124.53 149.04 17221 2176 224.40 264.21
88.71 91.13  113.40 120.67 139.73 126.42 155.25 136.03 185.03
59.69  58.01 73.08  126.21 199.73 234.49 270.80 203.35 50.37
9.10 11.79 18.23 18.21 21.21 2224  30.06 38.36 30.74
3.82 4.56 6.16 7.85 11.84 15.19 1990 32.09 28.20
47.49 4955 7588  95.52 104.00 114.48 144.97 193.35 161.98
10.44 19.06  28.59 45.83 38.58 32.88 41.53 29.22 15.61
8.22 13.40 9.65 4.48 2.96 1.76 3.89 7.83 15.88
0.00 0.00 10.72 2242 24.66 30.82 60.56 133.07 185.78

Total

977.16
156.00
154.92
142.47
128.55
161.26
21.70
12.58
105.42
35.07
5.92
34.52

1,545.73 1,637.71 1,641.19 1,675.68 2,057.56 2,000.41 2,366.03 2,347.28 2,261.31 1,935.55
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Percent of Tota!l

Cereals 59.95 61.81 60.90
Cereal products 0.00 0.09 0.26
Starchy roots and starches 15.02 14.60 13.48
Sugar and sweets 0.69 1.22 2.25
Pulses, dry 18.21 16.06 9.47
Nuts 2.22 1.48 1.79
Vegetables 0.63 0.75 0.76
Fruits 0.22 0.30 0.41
Meat, meat products, poultry 1.27 1.76 5.27
Fish and shellfish 0.64 0.84 1.22
Milk and dairy products 0.90 0.51 0.79
Oils and fats 0.26 0.59 0.40

Total 100.00 100.00 100.00

64.78
0.40
12.19
3.35
9.52
1.5:
0.76
0.47
4.46
1.37
0.44
0.74

100.00

60.31
0.54
16.76
3.19
9.44
1.28
0.64
0.49
4.11
1.06
1.23
0.94

100.00

62.31
0.83
15.80
3.72
6.14
1.67
0.60
0.63
4.33
1.04
1.28
1.65

100.00

50.56
0.74
20.82
5.98
3.81
2.31
0.66
0.59
5.66
1.12
1.16
1.57

100.00

46.58
0.74
18.43
8.33
7.43
2.72
1.39
0.60
5.87
1.46
275
3.70

100.00

62.04
0.30
8.30
4.11

15.70
0.66
0.48
0.50
5.49
0.95
0.07
1.38

100.00

61.14
0.26
16.00
2.19
12.23
1.66
0.73
0.39
2.97
1.05
0.75
0.59

100.00

Source: Computed from Housenold Budget Survey, 1976/77.



Percent of Total

Cereals 73.20 66.69 56.90 52,27 44.34 48.36 4488 4143 43.60 50.48
Cereal products 1.15 1.13 2.69 5.94 16.72 8.68 9.51 11.85 7.70 8.06
Starchy roots and starches 8.41 14.01 15.31 8.03 5.32 5.45 5.70 4,22 7.23 8.00
Sugar and sweets 2.53 3.05 4.65 7.43 7.24 8.61 9.18 9.56 11.68 7.36
Puises, dry 5.74 5.56 6.91 7.20 6.79 6.32 6.56 5.80 8.18 6.64
Nuts 3.86 3.54 4.45 7.53 9.71 11.72  11.45 8.66 2.23 8.33
Vegetables 0.59 0.72 1.11 1.09 1.03 L.11 1.27 1.63 1.36 1.12
Fruits 0.25 0.28 0.38 0.47 0.58 0.76 0.84 1.37 1.25 0.65
Meat, meat products, poultry 3.07 3.03 4.62 5.70 5.05 5.72 6.13 8.24 7.16 5.45
Fish and shellfish 0.68 1.16 1.74 2.73 1.87 1.64 1.76 1.25 0.69 1.81
Milk and dairy nroducts 0.53 0.82 0.59 0.27 0.14 0.09 0.16 0.33 0.70 0.31
Oils and fats 0.00 0.00 0.65 i.34 1.20 1.54 2.56 5.67 8.22 1.78

Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

Source: Computed from Household Budget S ~vey, 1976/77.
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poorer ones. This could be due to household composition effects, as rural
households with larger families tend to have higher overall consumption, without
necessarily implying a higher per capita consumption. Nevertheless, it appears
that the rura! poor do not consume fewer calories than the rural rich. This is not
so in urban areas, where the average daily per capita calorie intake of the poor
is much lower than that of the urban, high-expenditure categories. The mean
daily per capita calorie intake in urban areas is estimated at 1,936 kilocalories,
which is 10 percent lower than the average figure for the rural areas.

Cereals (and products) constitute a rather uniform 61 percent of total daily
calorie intake in the rural areas across expenditure classes, while in the urban
areas, albeit on average cereals and products constitute 59 percent of daily calorie
intake, this varies censiderably, from a high of 74 percent fer the poorest
households to a low of 51 percent for the richest. Starches and pulses are the
second major source of calorie intake in rural areas, with the other categories
contributing only minor shares. In urban areas, however, sugar, nuts, and meat
also contribute a substantial share of daily caloric intake that rises significantly
with household expenditure.

A most interesting revclation from the 1976/77 HBS concerns the shares of the
various foods consumed that are from subsistence production or purchased. We
used information on monetary and subsistence consumption (which is valued at
average prices for similar products) from the HBS (Tables 3C and 3D), to
disaggregate each category of food expenditure into a portion purchased for cash
and a portion obtained from own-production by expenditure ciass.

Tables 39 and 40 exhibit the shares of total ccnsumption and of various
food groups consumed in rural and urban areas, respectively, that are obtained
for cash. In the rural areas, for the lowest expenditure classes, only 21 percent
of their total consumption is obtained through monetary purchases, and only
12 percent of food and drink consumption. However, there is a sharp differ-
~ntiation in the shares purchased among various food categories. For the
same, ‘owest rural expenditure class, only 6 percent of cereals consumption,
3 percent of pulses, 5 percent of vegetables, 1 percent of starch, and 5 percent
of dairy censumption are purchased; the rest is obtained from own-produc-
tion. By contrast, 97 percent of cereal products, 94 percent of sugar, 65
percent of meat, 92 percent of fish, and 82 percent of oils and fats are
purchased. For higher-expenditure rural households, the shares of staples
purchased is considerably higher—37—43 percent for cereals, 14-80 percent
for starches, 24-53 percent for pulses, 48-79 percent for vegetables, and
43-95 percent for milk. For nonstaples, the shares purchased are as high or
higher than those of the lower-expenditure classes. Surprisingly, the same
pattern emerges among urban households, with poorer ones purchasing only a
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TABLE 39

Tanzania: Fractional Shares of Household Total and Food Consumption Purchased fer Money by Household
Expenditure Class, Rural, 1976/77.

Cash Expenditure Class

1,000- 2,000- 4,000- 6,000~ 8,000- 10,000- 25,000- 40,000-
0-999 1,999 3,999 5999 7,999 9,999 24,999 39,999 and Over Total

Total consumption 0.21 0.33 0.52 0.67 0.69 0.74 0.79 0.82 0.76 0.52
Food and drink consumption 0.12 0.19 0.35 0.50 0.50 0.59 0.56 0.67 0.55 0.33
Cereals 0.06 0.09 0.21 0.29 0.32 0.43 0.39 0.37 0.38 0.19
Cereal products 0.97 0.78 0.98 0.99 0.98 1.00 0.97 0.74 1.00 0.96
Starchy roots and starches 0.01 0.03 0.10 0.18 0.22 0.16 0.14 0.80 0.23 0.09
Sugar and sweets 0.94 0.96 0.98 1.00 0.99 0.%6 0.99 0.89 0.94 0.98
Pulses, dry 0.03 0.06 0.18 0.28 0.30 0.4€ 0.32 0.53 0.24 0.14
Nuts 0.09 0.27 0.39 0.58 0.62 0.61 0.75 0.78 0.42 0.38
Vegetables 0.05 0.10 0.2¢ 0.38 0.41 0.54 C.4% 0.79 0.76 0.20
Fruits 0.28 0.30 0.37 0.57 0.53 0.57 0.67 ¢.89 0.56 0.43
Meat, meat products, poultry 0.65 0.71 0.74 0.89 0.93 0.96 0.91 0.90 0.86 0.81
Fish and shellfish 0.92 0.88 0.90 0.93 0.97 0.94 0.97 0.99 0.94 0.91
Milk and dairy products 0.05 0.15 0.27 0.56 0.33 0.62 0.43 0.73 0.95 0.32
Oils and fats 0.82 0.89 0.91 0.96 0.96 1.00 0.93 0.58 0.88 0.93

Source: Computed from Household Budget Survey, 1976/77, Tables 3C and 3D.



TABLE 40

Tanzania: Fractional Shares of Household Total and Food Consumption Purchased for Money by Household
Expenditure Class, Urban, 1976/77.

Cash Expenditure Class

1,000~ 2,000- 4,000~ 6,000- 8,000- 10,000~ 25,000- 40,000-
0-999 1,999 3,999 5999 7,999 9,999 24,999 39,999 and Over Total

Total consumption 0.32 0.52 0.77 0.92 0.95 0.98 0.99 1.00 0.99 0.94
Food and drink consumption 0.31 0.43 0.68 0.87 0.93 0.96 0.98 0.99 0.96 0.88
Cereals 0.16 0.28 0.54 0.71 0.86 0.92 0.95 0.97 0.90 0.76
Cereal products 1.00 0.95 0.97 1.00 0.99 1.00 1.00 1.00 0.99 0.99
Starchy roots ard starches 0.05 0.14 0.35 0.68 0.79 0.83 0.94 0.96 0.88 G.64
Sugar and sweets 0.98 0.99 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Pulses, dry 0.26 0.39 0.55 0.85 0.86 0.96 0.97 0.97 0.93 0.83
Nets 0.56 0.72 0.88 0.97 0.98 0.99 1.00 1.00 1.00 0.97
Vegetables 0.16 0.26 0.57 0.83 0.93 0.96 0.97 0.99 0.98 0.85
Fruits 0.40 0.48 0.77 0.88 0.92 0.91 0.95 0.92 0.87 0.90
Meat, meat products, poultry 0.48 0.78 0.94 0.99 0.97 0.99 0.99 1.00 0.98 0.97
Fish and shellfish 0.88 8.67 0.90 0.98 0.96 0.98 0.98 1.00 1.00 0.95
Milk and dairy products 0.28 0.06 0.51 0.99 0.98 0.99 1.00 1.00 1.00 0.94
Oils and fats 0.99 0.99 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00

Sourcz: Computed from Household Budget Survey, 1976/77, Tables 3C and 3D.
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very small share of their basic foods, although they purchase 31 percent of their
total food and drink consumption.

Tables 41 and 42 present an even more vivid demonstration of the importance
of subsistence consumption of foods for poor household in both rural and urban
areas. The tables exhibit the daily calories per capita that are obtained from cash
purchases or subsistence production. In Table 39, it was seen that the poorest
rural households obtained only 12 percent of their total food consumption
through cash purchases. From Table 41, it appears that the corresponding share
of total calories consumed is only 6.9 percent. In other words, for the poorest
rural groups, only a minuscule portion of their total daily calorie intake is
obtained for cash. Surprisingly, the same appears to be the case with poor urban
groups. For the two poorest urban classes, over 70 percent of their daily calorie
intake is from subsistence production. Whether this comes from own-production
or food remittances from rural relatives is not specified. it seems doubtful,
however, that poor urban households could rely for as much as 80 percent of their
caloric consumption on remittances.

The share of calories obtained for cash in rural areas can be seen from Table
41 to be almost always lower than the share of total food and drink obtained with
cash, as reported in Table 39. The same seems to hold for the urban areas, when
one compares Table 42 with Table 40. There is significant differentiation,
however, between rurai and urban areas in the proportion of calories obtained
from the market. For any given household cash expenditure category, the share
of calories obtained for cash is always substantially higher in the urban areas.
On average, rural houscholds obtain only 20.9 percent of their calories from the
market, while for the average urban household, the share is 80.8 percent.

POVERTY LINE AND EXTENT OF POVERTY

Given the exposition of income and expenditure distribution statistics and the
analysis of consumption patterns of the previous sections, this section attempts
to estimate a poverty line circa 1976/77 and to estimate the incidence of poverty
in rural and urban mainland Tanzania. Although the year 1976/77 is quite far
removed from current conditions, it is the only year for which a detailed national
household budget survey is available. An analysis of poverty in that year will
reveal structural patterns that can be used to update the poverty line in later
years, given information on prices.

An early analysis of poverty in Tanzania was done by the ILO mission (ILO
1982), which calculated a poverty line by costing three different subsistence diets
for 1980 and supplementing these with some nonsurvey information about
nonfood costs. It was thus calculated that the basic needs income (BNI) circa 1980
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TABLE 41

Tanzania: Daily Per Capita Calorie Intake of Various Foods in Rural Households from Subsistence and Purchases,
1976/77, by Expenditure Class (kilocalories/capita/year).

Cash Expenditure Class (Tsh)

1,000- 2,000- 4,000~ 6,000~ 8,000— 10,000- 25,000- 40,000~
0-999 1,999 3,999 5999 7,999 9,999 24,999 39,999 and Over Total

Monetary

Cereals 76.08 109.40 231.91 342.64 396.74 54831 328.32 291.71 386.47 218.94
Cereal products 0.00 1.55 5.23 8.52. 11.97 19.07 14.79 10.84 6.29 5.31
Starchy roots and starches 5.25 10.24 36.52 47.89 82,70  65.83 55.11 285.19 21.89 31.€0
Sugar and sweets 14.36 27.16 44.86 72.40 71.54 82.84 121.64 146.32 81.31 46.27
Pulses, dry 1244  21.33 3494 57.17 63.79 64.59 57.52 77.81 78.53 36.96
Nuts 5.86 11.37 17.38  20.77 19.91 26.15 3471 43.50 3.51 15.34
Vegetables 0.68 1.72 3.14 6.26 5.90 7.54 6.45 21.51 7.71 3.08
Fruits 1.35 2.09 3.09 5.75 5.89 8.34 8.11 10.55 5.86 3.54
Meat, meat products,

poultry 18.22  29.18  49.33 85.80 86.33 9643 10550 103.98 99.20 51.42
Fish and shellfish 13.12 17.14 22,31 2772 23.11 22,55 2222 28.38 18.67 20.68
Milk and dairy products 1.09 1.83 4.32 5.39 9.12 18.25 10.25 39.54 1.38 5.18
Oils and fats 4.73 12,13 7.51 15.29 20.24 3807 29.87 4198 25.42 11.82

Total 153.17 245.13 460.54 695.59 797.24 997.96 794.48 1,101.29 736.25 450.64

Share of total calorie
intake (%) 6.90 10.60 22.70 32.20 35.40 43.26  38.70 56.00 35.00 20.90



Subsistence

Cereals 1,257.62 1,324.83 1,006.00 1,057.92 962.74 892.72 708.72 623.94 919.27 1,097.30
Cereal products 0.0¢ 0.43 0.11 0.10 0.24 0.01 0.48 3.78 0.00 0.22
Starchy roots and starches 328.83 328.52 339.04 215.61 295.22 299.47 371.84 77.17 153.51 313.67
Sugar and sweets 0.94 1.26 0.80 0.07 0.47 3.27 1.00 17.49 5.26 0.97
Pulses, dry 392,66 351.28 157.57 148.67 149.12 77.35 12324 68.29 251.80 226.43
Nuts 4345 23.02 18.92 11.84 8.98 12.53 12,74 10.03 10.30 19.87
Vegetables 13.37 15.63 12,27 10.24 8.54 6.40 7.66 5.74 2.45 12.64
Fruits 3.53 4.76 5.34 4.40 5.20 6.34 4.07 1.26 4.61 4.75
Meat, meat products,

poultry 9.94 11.71 17.15 10.70 6.27 3.64 10.68 11.49 16.33 12,44
Fish and shellfish 1.15 2.34 2.53 1.97 0.68 1.46 0.74 0.23 1.22 1.99
Milk and dairy products 18.98 10.04 11.71 4.15 18.71 11.40 13.53 14.45 0.07 10.98
Oils and fats 1.00 1.57 0.71 0.62 0.89 0.09 242 30.70 3.58 0.93

Total 2,071.46 2,075.39 1,572.16 1,466.30 1,457.09 1,314.68 1,256.51 864.58 1,368.38 1,702.20

Share of total calorie
intake (%) 93.10 89.40 77.30 67.80 64.60 56.80 61.30 44.00 65.00 79.10

Source: Compuicd by authors,
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TABLE 42

Tanzania: Daily Per Capita Calorie Intake of Various F
1976/77, by Expenditure Class (kilocalories/capita/day)

oods in Urban Households from Subsistence and Parchases,

Cash Expenditure Class (Tsh)

1,000~
0-999 1,999
Monetary
Cereals 148.07 277.43
Cereal products 17.76 17.60
Starchy roots and starches 5.09 29,27
Sugar and sweets 38.21 49.72
Pulses, dry 22.99 35.88
Nuts 4440 49.36
Vegetables 1.50 3.05
Fruits 1.53 2.18
Meat, meat products,

poultry 22.86  38.61
Fish and shelifish 9.20 12,74
Milk and dairy products 2.32 0.75
Oils and fats 0.00 0.00
Toial 313.93 516.60

Share of total calorie
intake (%) 20.30  31.50

2,000~
3.999

454.70
42.87
81.26
76.23
61.94
67.77
10.32

4.73

71.55
25.68

4.90
10.70

912.65

55.60

4,000~
5,999

610.73
99.37
86.60

124.50

102.76

124.65
15.08

6.90

94.18
44.86

4.42
22.40

1,336.46

79.80

6,000~
7,999

767.10
340.89
82.84
148.37
120.33
198.57
19.69
10.92

100.96
37.16
2.90
24.60

1,854.33

89.70

8,000~
9,999

880.85
173.09
90.29
172.21
121.19
232,56
21.24
13.79

113.65
32.24
1.75
30.80

10,000-
24,999

1,600.66
224.76
123.88
216.88
150.05
270.12

29.31
18.96

144.03
40.64
3.89
60.30

1,883.67 2,283.50

94.20

96.50

25,000- 40,000~
39,999 and Over

938.85 778.25
278.02 171.79

94.23 135.20
22436 263.77
132.14 172.26

203.31 50.25
37.34 30.13
29.37 24.66

192.69 158.73
29.22 15.61

7.83 15.88

133.00 185.58

2,300.86 2,002.11

98.00 88.50

Total

705.05
155.11
91.16
142.21
106.33
158.57
18.41
11.31

102.34
33.31
5.57
34.44

1,563.80

80.80


http:1,563.80

\ ) CI'\

Subsistence

Cereals 983.33 814.78 479.07 265.09 145.16 86.49 61.31 33.58 207.58 272.11
Cereal products 0.05 0.99 1.26 0.19 3.17 0.54 0.18 0.13 2.39 0.89
Starchy roots and starches 124.83 200.12 170.08 47.96  26.68 18.66 11.02 4.77 28.30 63.76
Sugar and sweets 0.93 0.31 0.01 0.03 0.67 0.00 0.37 0.03 0.44 0.25
Pulses, dry 65.72 55.24 51.47 17.91 19.39 5.23 5.20 3.89 12,77 2222
Nuts 15.29 8.65 5.31 1.56 1.16 1.93 0.68 0.04 0.11 2.69
Vegetables 7.60 8.74 7.90 3.13 1.52 0.99 0.75 0.52 0.61 3.29
Fruits 2.29 2.37 1.44 0.95 0.92 1.40 0.94 2.73 3.54 1.27
Meat, meat products,
poultry 24,62 10.94 4.33 1.34 3.04 0.83 0.94 0.65 3.25 3.08
Fish and shellfish 1.23 6.32 2.50 0.97 1.42 0.64 0.88 0.00 0.00 1.76
Milk and dairy products 5.90 12,65 4.74 0.06 0.06 0.01 0.00 0.00 0.00 0.35
Oils and fats 0.90 0.00 0.03 0.02 0.06 0.02 0.26 0.07 0.20 0.08
Total 1,231.80 1,121.11 728.54 339.22 203.23 116.74 82,53 46.42 259.20 3,175
Share of total calorie
intake (%) 79.70  68.50 4440  20.20 10.30 5.80 3.50 2.00 11.50 19.20

Source: Computed by authors.
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was 600 Tsh per month for a family of five, or 1,440 Tsh per capita per annum.
On the basis of that figure and aggregate income statistics, it was estimated that
about 15 percent of urban households and 25-30 percent of rural households fell
below BNI around 1980, a rather mild degree of poverty. It will be seen below,
however, that these figures were most likely large underestimates of the degree
of poverty.

Two mettodologies are followed here. The first one will consider calorie
intake and relate it to food expenditure and total expenditures. The second will
consider the relation of food expenditures to total inconie or total consumption
expenditures. The relation of calorie intake to total food expenditures (both
monetary and subsistence) was proposed and used by Greer and Thorbecke
(1986) o derive a food poverty line using cross-section, household-level daa.
In the case at hand, we did not have information at the level of households, but
only by cash expenditure classes of households, as already exhibited in the
previous sections. We therefore used the interval nieans from the aggregated data
for the analysis.

The first step in the analysis involves relating per capita total calorie intake
to per capita total expenditure and per capita total food expenditure. The follow-
ing relationships were estimated.

TCALPC

]

o+ PBin PCFE “.1)

TCALPC = o+ Pin PCTE 4.2

where TCALPC is total calories consumed per capita; PCFE is total (monetary
and subsistence) per capita food consumption expenditures; and PCTE is per
capita total consumption expenditures (monetary and subsistence) excluding
savings,

The data used have been exhibited in the previous two sections. The OLS
estimates of the above equations are exhibited in Table 43. It can be seen that
there does not appear to be any significant relation between per capita calorie
intake and food expenditures or total per capita expenditures in rural areas, bui
that a significant and positive rclation appears to exist for urban households.
Several other functional forms were estimated, but the resuits were quite similar.
The elasticity of per capita calorie intake with respect to food expenditures in
the urban areas, from the estimated equations, is 0.34, while the elasticity of
calorie intake with respect to total expenditures is 0.17. By solving equations
(4.1) and (4.2) for per capita food, or total, expenditure consistent with a given
per capita calorie level, we can obtain an estimate of a possible food, or total,
poverty line, that is, a level of per capita expenditure consistent with a given per
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capita calorie intake. The results of these calculations for the urban areas are

exhibited in Table 44 for five different levels of per capita caloiie intake.
Based on FAO/WHO energy recommendations and the age and sex composition

of the Tanzanian population, it has been estimated that the average daily per

TABLE 43
Tanzania: Econometric Estimates of Calorie Expenditure Cross—Section
Relatiions, 1976/77.

Independent Variables

Dependent Variable Constant InPCFE In PCTE R%® N.OS
Rural
TCALPC 3886.8 -263.4 -0.064 9
(1.623)* (-0.722)
TCALPC .3423.7 ~179.6 0.124 9
(3.950) (-1.461)
Urban
TCALPC -2523.0 663.6 0.883 9
(—4.410) (7.833)
TCALPC -486.3 331.6 0.787
(~1.098) (5.533)

Source: Computed by authors.

2 Figures in parenthesis denote t-statistics.
b Adjusted R-squared.

¢ Number of observations.

TABLE 44
Tanzania: Per Capita Food and Total Expenditures in Urban Areas
Consistent with a Given Per Capita Calorie Intake in 1976/77.

Per Capita Calorie Intake
(kilocalories/capitalday)

1,800 1900 2,000 2,100 2,200

(1) Per capita food expenditure

(Tsh/annum) €75 785 912 1,061 1,233

(2) Per capita total expenditure
(Tsh/annum) 987 1,335 1,804 2,439 3,298
Ratio (1)/(2) 0.68 0.59 0.51 0.44 0.37

Source: Computed by authors.
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capita calorie requirement circa 1980 was 2,229 kilocalories (Tanzania 1987b,
Agriculture and Livestock). On the basis of the data in Tables 37 and 38, it
appears that almost every rural household, irrespective of expenditure class,
achieves or comes close to this leve!, while onlv the three highest household
expenditure classes in urban areas achieve the standard. It might well he that
calorie requirements in rural areas are, on average, higher than in urban areas.
But even if we arbitrarily adopt an urban minimvm calorie standard of 2,000
kilocalories, it is only about 48 percent of urban households (cf. Tables 38 and
31), those with cash household expenditures above 6,000 Tsh, that achieve it.
These are the households that exhibit average per capita daily calorie intake
above 2,000 kilocalories in Table 38.

Notice, however, that the second line in Table 44 indicates that daily per
capita calorie consumption of 2,000 kilocalories is consistent with an annual per
capita expenditure level of 1,804 Tsh. From Table 31, it appears that thiz average
per capita expenditure level is achieved in the urban areas only by households
with total cash expenditures of £,000 Tsh and above, or only about 35 p~rcent of
urban households. Based on these considerations one must conclude that in
1976/77 about 50-60 percent of urban households could be classified as poor.
This figure is substantially higher than what was estimated by ILO for 1980, but
given that 1976/77 was a much better year in Tanzania than 1980, the ILO
underestimate is bound to be even greater.

To check the consistency of the above estimates and to obtain a poverty
estimate for rural areas also, we use the second methodology, which relates per
capita food expenditures to per capita total expenditures and total income, as
reported for the respective intervals in the 1976/77 HBS. For this purpose we
estimated by OLS the following two sets of equations:

In PCFE = o+ Biln PCTE “4.3)
In PCFE = o+ Bin PCTY 4.4)

where PCFE and PCTE are as defined earlier, and PCTY is per capita total income
(including savings). Table 45 exhibiis the estimates of parameters o and B.

The results indicate significant and positive relations between per capita food
expenditures and total expenditures, as well as total income, in both rural and
urban areas, with the best fits between per capita food expenditures and per capita
total consumption expenditures. The good fit in the rural areas, when contrasted
with the poor, earlier fit between per capita calorie intake and food expenditures,
indicates that as total per capita expenditures increase in rural areas, the compo-
sition of food intake changes in favor of higher-quality foods, even though the
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TABLE 45
Tanzania: Econometric Estimates of Relations Between Tota! and Food
Expenditures.

Independent Variables

Dependent Variable Constant InPCTE InpcTY  R%* N.OSF®
Rural
In PCTE 4.094 0.350 0.875 9
(12.502)* (7.534)
In PCTE 5.205 0.188  0.688 9
(16.520) (4.316)
Urban
In PCTZ 2.929 0.519 0.974 9
(13.221) (17.300)
In PCTE 3.216 0.475 0.944 9
(10.574) (11.668)

Source: Computed by authors.

2 Figures in parenthesis denote t-statistics.
b Adjusted R-squared.

¢ Number of cbservations.

total calorie intake stays roughly constant. Tkis is noticeable in Table 35, where
it can be secn that as household cash expenditures increase in rural areas, more
sugar, fruits, and meats ave consumed. Within the starchy root component, it can
be seen that as expenditures rise, a substitution away from cassava and into sweet
potatoes takes place, while within cereals, rice consumption rises at the :xpense
of maize.

The elasticity of per capita food expenditures with resp=ct to total per capita
consumption expenditures is 0.35 in rural and 0.52 in urban areas, whereas the
income elasticities of food expenditures are lower, at 0.19 in rural and 0.48 in the
urban areas. These figures are consistent with growing savin2s as income rises.

The estimated equations can be used to derive a level of poverty by using the
ratio of food expenditure to total expenditure or total income as the variable
determining poverty. Notice in Table 44 that, using the czlorie method, the raio
of food expenditurs 10 total expenditure for a household with mean per capita
daily calorie intake of 2,000 kilocalories, in urban areas, is 0.51. Table 34,
however, indicates that it is only the two highest cash expendiiure classes in
arban areas that achieve a ratio as low or lower, while all the others have a much
higher ratio. Among rural households, no class achieves a ratio as low as this, as
can be seen from Table 33.

We can use different values of this ratio to derive from the estimated equations
corresponding poverty lines in rural and urban areas. Notice that equation (4.3)
can be written as follows:
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PCTE = exp {Bl - (Inp - a)) @4.5)
where
_ PCFE
~ PCTE (4.6)

and exp () denotes the exponential function. Using alternative values of p, we
can estimate the corresponding values for per capita total expenditures. Table 46
exhibits the results of such calculations.

The results are interesting in many ways. First, notice that the estimated
poverty lines are not very differcnt between rural and urban households. This is
probably so because such a large share of consumption at low levels of income
in both rural and urban areas is out of subsistence production. In fact, for the
three highest ratios of food to total expenditures, the rural poverty line is above
the urban poverty line.

As shown in Table 44, in urban areas, a per capita daily calorie intake of 2,000
kilocaiories implied a ratio of food to total expenditure of 0.51 and a per capita
poveny level of 1,804 Tsh. In fact equation (4.5) implies a poverty level for p=
0.51 of 1,789 Tsh, which is quite close to what was estimated with the first
method. This implies that the two methods give compatible results, and the
definition of a poverty level depends on what one assumes about cither minimum
daily per capita calorie intake or tne ratio of fcod expenditures to total expendi-
tures. We shall use the latter method, as it indicates poverty levels for both rural
and urban households.

Since it appears that the estimated poverty lines are quite similar in rural and
urban areas, we can use Table 30, showing the distribution of per capita incomes
in Tanzania. Although the information set out in Table 30 aggregates rural and
urban households, it is the only table v;e have obtained that specifically considers

TABLE 46
Tanzania: Poverty Levels Estimated According to the Ratio of Food to Total

Expenditure (Tsh/capita/annum).

Ratio of Food to Total Per Capita Expenditure
Jg56 055 060 065 070 075 0.80

Total expenditure
Rural households 1,579 1,364 1,193 1,055 941 846 766
Urban households 1,864 1,529 1,276 1,080 926 802 702

Source: Computed by aathors.
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per capita, and not per household, incomes or expenditures. W'e use simple linear
interpolation to estimate the proportion of households or peole in poverty when
the poverty line falls at a given income interval. Notice that Table 30 describes
the distribution of per capita incomes and not expenditures. We could have used
the second set of regressions, exhibited in Table 45, to relate the ratio of food
expenditures to total income via a procedure similar to what is indicated in (4.5).
However, we believe that the expenditure data are less biased, especially at the
high levels and hence the resulting regressions are more reliable. Second, as was
exhibited in Table 31, with the exception of very high levels of ircome and
expenditure, household total expenditures are quite close to household incomes.
Hence the bias arising from our procedure is smail and, if anything, it under-
estimates the degree of poverty.

Table 47 exhibits the estimates of the percentage of households and people in
Tanzania mainland circa 1976/77 that were living in poverty. We have used a
weighted average poverty level frcm Table 46. The weights are the proportions
of population living in rural and urban areas, which, using figures from the earlier
section (“Population and Some Household Characteristics”) are 0.87 and 0.13,
respectively.

The resuits indicate very high levels of poverty even for extreme assumptions.
For instance, even if we assume a definition of poverty according to which the
ratio of food to total expenditures is 0.8, an admittedly extreme situation, 36
percent of households cr 55 percent of people would have been classified as poor
in 1976/77. Although in rural areas this would not imply severe calorie under-
nutrition, it would mean very severe undernutrition in urban areas.

The ILO mission, in its estimates of the BNI, used a ratio of food to total
expenditure of 0.66 As shown in Table 47, it appears that for this ratio, 56.3

TABLE 47
Tanzania: Percentage of People and Households in Poverty in 1976/77 Using
Poverty Lines According to the Ratio of Food to Total Expenditure.

Ratio of Food to Total Expenditure
050 055 060 0.65 0.70 075 080

National poerty line

(Tsh/cap.ta/year) 1,616 1,385 1,204 1,058 939 840 758
Percent.g; of households

below poverty line 732 662 60.8 56.3 499 423 36.0
Percentage of people below

poveriy line 816 755 70.8 67.0 60.2 51.8 44.8

Source: Cowputed by authors.
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percent of households and 67 percent of peopie in Tanzania would be classified
as poor. These poverty levels are clearly much higher than what was estimated
by the ILO mission, which did not have the results of the full 1976/77 HBS and
used aggregate data. Taking our estimated national per capita total experditure
of 1,058 Tsh, which corresponds to a food-to-total-expenditure ratio of 0.65
(similar to the ILO assumption), and using the National Consuiner Price Index
(NCPi) averaged over 1980/81, we obtain that the corresponding per capita
poverty line in 1980 (the year of the ILO estimate) is about 1,871 Tsh, or 30
percent higher, than the 1,440 Tsh that the ILO had estimated. If their estimate is
deflated to 1976/77, it yields a per capita poverty line of 814 Tsh, which,
according to Table 47, would imply that about 40 percent of househclds and 49
percent of people were living in poverty. Clearly then, poverty is substantial in
Tanzania and can be grossly underestimated using aggregate national income
data.

To obtain an idea of what constituted poverty i 1989, we have used the
component price series of the NCPI, which gives an index for each of the 10
categories of consumer goods indicated in Tables 33 and 34, and the group-
specific weights indicated in those tables for the five lowest cash expenditure
classes. The average per capita total annual expenditure in any of these classes
in 1976/77, rural or urban, does not exceed 1,208 Tsh, which implies (based on
the figures in Table 47) that we are examining the consumption patterns of the
five poorest classes of rural and urban households. Using this methodology, we
computed the corresponding per capita total annual expenditure in 1989 that
would be equivalent in purchasing power to the average per capita annual
expenditure in each of the five lowest 1976/77 classes. The results are indicaied
in Table 48. Assuming that the highest interval exhibited in Table 48 illustrates
the poverty threshold, and using an average household size of 5.3 (from the 1988
census), it follows that a household would be classified as poor in 1989 if it had
monthly total (monctary and subsistence) income of less than 8,258 T'sh in the
rural areas and less than 8,885 Tsh in the urban areas. For reference, in 1987/88,
86 percent of all civil servants had monthly salaries of 3,610 Tsh (Level Ms 3)
or less, and the highest grade civil servants (MS 17-19) made, on average, only
7,980 Tsh. It is quite clear that a 1989 household headed by a civil servant needed
other sources of acome it were not to be poor.

CONCLUSIONS

The upshot of the analysis in this chapter is, first, that poverty in 1976/77, a
relatively good year from a macroeconomic and agricultural production stand-
point, was extensive, and much more so than has been previously estimated. It
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TABLE 48
Tanzania: Poverty Lines in 1989, Household Cash Expenditure Category in
1976/77 (Tsh/capita/annum).

1,000-  2,000—- 4,000- 6,000-
0-999 1,999 3,999 5,999 7,999

Average per capita total

expenditure, 1976/77
Rural 680 763 781 958 1,103
Urban 508 587 784 1,063 1,208

Average per capita total

expenditure, 1989
Rural 11,720 13,130 13,352 16,359 18,698
Urban 8,756 10,056 13,267 17,587 20,118

Source: Computed by authors.

appears that in that year poverty was quite widespread, and hence that income
distribution was quite even. A major factor in this evenness was the prevalence
of subsistence consumption in the rural areas but also among the urban poor.

It also appeared from our analysis that inequality was greater in the urban
areas than in the rural ones. Given that a large share of the incomes of urban
middle- and upper-class, and rural nonfarm, households comes from wages and
salaries, much of that from the formal sector, it seems that changes in the wider
public sector performance-can have a significant impact on these households, as
will be demonstrated later.



5

PERFORMANCE OF AGRICULTURE

In order to evaluate the performance of the Tanzanian economy before and after

adjustment, a correct assessment of agricultural growth is crucial given the
large share of agriculture in GDP. Ever since the mid-1970s, Tanzania's agricul-
tural sector has—according to official estimates—grown at rates above those
of the nonagricultural sector and has increased its share in the GDP at the expense
of the nonagricultural sectors (see Tables 2 and 9). Such a pattern runs counter
to what is usualiy considered a “normal” pattern of economic growth. This
atypical growth of the agricultural sector is attributed to increases in the
production of food crops, since stagnation has characterized the performance
of export crops.

In this chapter we start with a brief overview of the changes in the institutional
setting of agriculture over the last three decades. We then present an analysis of
the trends in food and export crop production and show that the claim of
consistent expansion in food crop production is not consistent with other types
of information. We also show that agrarian structure and technology seem to have
stayed remarkably constant during the period of institutional upheaval and crisis.
Finally, although we will argue that agricultural producers were clearly affected
negatively by the stagnation and deterioration of Tanzunia’s economy before

116
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adjustment, some of the main potential benefits of structural adjustment were not
effectively transmitted to the majority of agricultural producers.

THE INSTITUTIONAL SETTING

Tanzania’s agricultural sector performed remarkably well in the 1950s and the
early 1960s. However, the advent of a state-controlled economy after the
Arusha declaration in 1967 created an environment that was generally repres-
sive for agricultare. The socialist policies adopted turned against private pro-
duction and marketing of export crops and substituted for them state farms and
monopsonistic marketing boards. The inefficient operation of the various agri-
cultural parastatals virtually decimated Tanzania's export crop sector. Given
that agricultural exports accounted for approximately 80 percent of total ex-
ports, the collapse of the export crop sector can be seen as a major endogenous
cause of the macroeconomic crisis of the early 1980s.

Tanzania’s peasant farm sector (as opposed to estate plantation and other
large-scale operations) provides around 85 percent or more of the following
major export crops: coffee, cotton, cashews, tobacco, and pyrethrum. Addition-
ally, peasant farms are responsible for approximately 25 percent of tea produc-
tion, 50 percent of the officially marketed rice production, and virtually all of
the legally marketed maize production. During the 1950s and 1960s, this peasant
sector expanded its share in agricultural exports considerably and dominated the
country’s export performance (World Bank 1983). However, the existence of a
considerable number of plantations and large-scale farm enterprises gives
Tanzania a diverse mix of agricultural producers. This typical mix of peasant and
estate farming was basically already in place by the end of German colonial rule.

At independence, the marketing structure was characterized by a combination
of private traders and a strongly emerging cooperative structure, much as had
been the case earlier in the century. After independence, the “improvement
approach,” as defined in the First Five-Year Plan of the newly independent state,
strongly emphasized the cooperative movement, probably partially because it
was seen as an appropriate countervailing power against “non-African” ele-
ments, namely, Tanzanians of Indian and Arab origin. Partly as a result of high
prices during the drought of the 1960/61 season, the govercment decreed in 1962
the Agricultural Products Control and Marketing Act, which defined what be-
came known as the three-rier single-channel marketing system. At the apex level,
crop-specific marketing boards were established, which were responsible for the
final sale of agricultural produce. The marketing boards bought from regional
cooperative unions, who in turn were supplied by primary cooperatives or
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directly by private producers. Crops falling under this regime had their prices set
by the government and were called “scheduled” crops. They included maize,
paddy, wheat, oilseeds, cashew nuts, and cotton. All but cotton were marketed
by the National Agricultural Products Board (NAPB). Final marketing of all other
crops (i.e., cotton, tobacco, coffee, pyrethrum, sisal, and tea) took place through
crop-specific marketing boards, which derived producer prices from actual
export sales.

Under the three-tier single-channel marketing system, there existed signifi-
cant geographical price differences due to variable marketing costs. Pricing was
only fixed with respect to the price that the marketing boards paid to the regional
cooperative unions for the final delivery of produce (the “into-store” price of the
marketing board). Unions and cu-ops deducted their (officially approved) mar-
keting costs (e.g., transportation) and farmers received the residual.

The vigor with which the government promoted the cooperative form of
organization resulted, as earlier in the century, in a cooperative structure which
became increasingly government dominated. Especially with respect to the
domestic marketing of food crops, cooperative marketing had no comparative
marketing advantages, and as a result the structure had to be virtually imposed
from above. Additionally, when registration standards for cooperatives relaxed,
the quality, performance of the cooperative organizations plummeted, and there
were increased fraud and nonrepayment of credit.

By 1973, the three-tier single-channel marketing system consisted of about
2,300 primary co-ops (which usually combined several villages and marketed
several crops), 20 regional cooperative unions, and agricultural marketing boards
for coffee, oilseeds, cashew nuts, cotton, pyrethrum, sisal, sugar, tea, tobacco,
and cereals. In 1973, the government replaced the marketing boards with parastatal
crop authorities, pos.ibly in an attempt to reduce cooperative control over
marketing. The NAPB was also abolished in 1973, and the National Milling
Corporation (NMC), which until that time had been only involved in milling, took
over the NAPB marketing functions.

Whereas the unions had specialized geographically by region, the crop au-
thorities were specialized by crop, nationwide. In the 1974/75 crop season, the
“into-store price,” which had resulted in differential pricing at the regional level,
was replaced by a “producer price,” which became fixed for the whole nation (a
“pan-territorial price”). Additionally, the list of scheduled crops was extended
to include sorghum, bulrush millet, finger millet, and cassava—the so-called
“drought crops.” Various pulses were added to the list later in the 1970s. The
pan-territorial pricing policy, which affected producers as well as consumers,
was in effect from 1974 to 1981 for all scheduled crops with the exception of
coffee and sisal.
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The Village Development Act was passed in 1975, after “Operation Sogeza”
(planned villagization), and the village became a legal person able to enter into
contracts with other legal entities.

All marketing functions of the cooperative system were transferred to crop
authorities, which received considerable funding from western donors. At the
same time, most private retail shops in rural areas were closed under “Operation
Maduka,” and Regional Trading Corporations become responsible for the retail
distribution of food and consumer goods. Due to the general inefficiency of the
new system, consumer goods rationing soon followed. Many observe:s point to
the induced disincentives for production of such rationing (see, for example,
Bevan el al.1989). This combination of restrictions with respect to the marketing
of agricultural produce and supply of consumer gocds must nave amplified the
attractiveness of parallel markets in general and illegal export/import in
particular.

By 1983, the parallel, open markets had become so active that the government,
in a last-ditch effort to reassert its control over the economy, declared a “War on
Economic Saboteurs,” that is, private traders. The effects of increased controls
and roadblocks temporarily reduced the quantities traded on the open market and
caused open market prices to increase.

In 1984, a first set of liberalization measures took effect. For instance, the
amount of food grains allowed to be privately traded was raised to 500 kilograms,
and the roadblocks were removed. Although the reinstated cooperatives formally
held a marketing monopoly, the government implicitly allowed traders to deal
with villagers.

In 1985, the government relaxed its control over international trade by
implementing the own-funded import scheme. As a result, private imports of
trucks jumped by 300 percent in 1986. Open markets for maize grew sharply, as
transportation problems decreased when fuel and spare parts became more
readily available. According to estimates for Tandale market in Dar es Salaam,
open-market sales doubled to over 50 percent of total quantity traded from 1984
to 1987 (Gordon 1989).

After several increases, all remaining quantity restrictions on interregional
private grain trade were lifted when the permit system was abolished in March
1987. However, the official marketing channels were still under obligation to
purchase all quantities offered for sale. Moreover, in the more remote main
maize-producing regions, the official producer prices were above the open-
market producer price, as a result of the increases in quantity available in the
open market and favorable weather conditions over the 1985-1987 period.
During the 1984—1987 period, NMC stocks of maize reached record levels (up to
about 200,000 tons) with average increases in official purchases of 40 percent
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per year. NMC’s domestic maize sales were depressed, because the official
consumer price was higher than the open-market consumer price. In an effort to
decrease its accumulated stocks, the NMC opened over 100 retail shops in
December 1988, selling at below-open-market prices.

In June 1988, the NMC officiaily lost its monopoly of the grain trade. Offic-
ially, private traders were still not allowed to buy directly from primary cooper-
atives. However, the private sector did not seem very interested in purchasing
from the unions, given the price situation in the open markets. Thus, the unions
continued to rely on the NMC to sell their produce. Both the unions and the NMC
realized considerable losses on their marketing transactions in the 1988/89 and
1989/90 seasons. Moreover, in December 1988, the government was forced to
assume responsibility for the substantial overdrafts of the NMC.

In September 1989, the government freed maize marketing at the primary
cooperative level: private traders were allowed to buy directly from primary
co-ops. By 1990, considerable food grain stocks (approximately 250,000 tons)
were stranded, predominantly in the regions of Arusha, Rukwa, and Shinyanga.
NMC operations virtually came to a halt in 1990 after the government prohibited
it from undertaking unprofitable operations. The financial losses of the NMC’s
and other parastatals had risen to such levels that they were posing a threat to the
Tanzanian banking system.

OFFICIAL SOURCES OF AGRICULTURAL DATA

An assessment of agricultural performance in Tanzania can be based on three
sources of informaticn. First, several Tanzanian government agencies regularly
publish regionally and nationally aggregated agricultural data. Second, one can
use a number of studies that contain agricultural production estimates obtained
through nationally representative surveys. Third, one can obtain corroborating
evidence from a number of indirect sources; for example, agricultural price
information, international trade statistics, health statistics, and the like. In this
chapter, we will explore a number of these sources and ascertain whether it is
possible to arrive at a consistent picture of the performance of agriculture over
the last 25 years.

Various official agricultural output series exist, produced by a number of
government agencies. Sometimes the differences between these series are mini-
mal; sometimes the discrepancies are quite substantial. One of the problems for
users of such statistics is that it is not easy to discern from the publications
exactly how the different output series were generated. The publications are often
rather cursory on methodological information. Only through direct interviews
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with the relevant officers in the government can one ascertain how certain series
are estimated.

At present, the situation does not seem to have improved. The Bureau of
Statistics produces its own agricultural statistics on food crops, derived from a
nationally representative sample survey undertaken by the bureau in 1986/87.
However, for the computation of the natiouzl accounts, the bureau does not use
its own information, but uses instead production estimates from the Early Warn-
ing and Crop Monitoring Bureau (EWCMB) cof the Ministry of Agriculture. The
EWCMB estimates food preduction on the basis of a yield estimate obtained from
a physiological crop model that uses rainfall data and certain agronomic param-
eters. The yield estimatc is combined with arca estimates from the agricultural
extension agents to obtain total production. The main pitfall of the model is that
it is not regularly calibrated to objective production estimates in the field.
Nonetheless, the EWCMB estimates are widely accented as the best estimates
available and are therefore used to construct the national accounts. The Market-
ing Development Bureau of the Ministry of Agriculture also accepts and reports
the EWCMB estimates.

All the different agencies, including the EWCMB, rely on the estimates from
the Village Extension Officers and the District and Regional Agriculture and
Livestock Development Officers (RALDOs). These agents do not employ
objectifiable methods of area, yield, and production measurement. Given the
nature of some of the major farming systems in Tanzania (viz., the savannah and
semiarid systems), it is likely that the agents have a reasonable grasp of year-to-
year qualitative changes in overall production levels for a given village
(“higher”, “lower,” “about the same”) but a less-reliable estimate of quantitative
changes in area and yields per hectaie. Additionally, the various agencies employ
different methods to compile or “correct” the RALDO estimates.

A second source of error might be that the initial evaluation of the extension
officer is usually presented to the village authorities before it is officially
reported. Village authorities may have an interest in influencing the estimates
upward, since the party awards prizes for record agricultural production. Simi-
larly, the government has issued a number of decrees that might have influenced
the reliability of the area and production estimates, particularly during the
Ujamaa period. Thus, the Rural Lands (Planning Utilization) Act of 1973 estab-
lished certain rules and bylaws stating minimum and compulsory areas for certain
crops. At times, stringent fines or imprisonment have been imposed on defaulters
(Mtetewaunga 1986). The compulsory minimum acreage may have produced a
phantom growth of those crops in an understandable effort to appease the
authorities. The growth in per capita food crop production recorded during ine
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height of Ujamaa policies, (1973-1976), may be partially the result of such
politicized production estimates.

A FIRST ASSESSMENT BASED ON OFFICIAL STATISTICS

Using the official agricultural statistics as a reference, the following broad
picture of agricultural performance over the last 25 years emerges. Per capita
production of food and export crops is graphed in Figure 4 for the period
19661989 using Divisia (value share weighted) indices. The overall conclu-
sion, based on the official series, is that a dramatic decline in the per capita
marketing of the major export crops was compensated by an equally dramatic
rise in per capita food crop production.

FIGURE 4
Per Capita Production of Food Crops and Purchases of Export Crops.

Tomquist-Theil index value (1977=100)
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Notes: The Tomquist-Theil index is a discrete approximation of the Divisia index. The index
was chaincd and based to 1977. The index is used in this and all following figures. Divergance
with the cormresponding Laspeyres index were found to be negligible in all cases. Food crops
composing the index: maize, paddy, wheat, sorghum, millet, cassava, and beans. Export crops:
coffee, cotton, cashew, pyrethrum, tea, tobacco, and cocoa. Sisal was excluded. Sisal production
has decreased dramatically over the period. For export crops, official purchases are recorded as
production.
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The decline in officially marketed export crop production in Tanzania has
been well-documented, and a broad consensus exists on the basic facts. However,
the data refer to official purchases only; no direct estimates for actual production
or area figures exist. Consequently, there is no direct or indirect information on
the size of unofficial markets for export crops over time. Thus we have no data
about the extent to which paralle] exports have been able to compensate for the
decline in the official export crop marketings.

Per capita export crop purc:ases showed a gradual, and at times steep, decline
between 1966 and 1975—the period of nationalization of private estates. The
period 1976—1980 saw relatively high world market prices for export crops and
was characterized by stabilization of per capita export crop marketings. A steep
decline from 1980 to 1984 was followed by a temporary recovery from 1985 to
1987, after which the decline seemed simply to continue on its earlier path. In
spite of certain temporary ups and downs, then, over the entire 1965-1989 period,
per capita export crop production was more than halved.

Turning to per capita food crop production, we can distinguish the following
subperiods. Food production kept up with relatively high population growth from
1966 until 1971, a period during which the government outlined its basic
developmen. strategy, highlighted by the Arusha declaration of 1967. Rapid
growth in food production is also reported in the official series between 1972
and 1976, when many of the socialist policies were actually, and at times
forcefully, implemented (e.g., monopsonistic covperative marketing, villagiza-
tion, relocation of urban unemployed to rural areas, compulsory minimum
acreage, pan-territorial pricing). The drought of 1973/74 also fell in this period
but seems to have had little effect on official production figures.

The period between 1977 and 1983 is characterized by stagnation in per capita
food production. These are the years of “boom and bust,” the coffee boom and
the events that led to the economic crisis of the early 1980s: the abolition of the
cooperatives, the war with Idi Amin, the second oil crisis, and the general failure
of state socialism to generate economic growth.

The unsustainability of the official marketing system was accentuated during
the 1981/82 and 1982/83 droughts. When the government in effect liberulized
private grain marketing in 1984, a dramatic surge in production was recorded for
1983/84. After 1984, however, a decline in per capita food production seems to
have set in, although 1988/89 was recorded by the EWCMB as an extraordinarily
good year.

Summarizing, over the entire 1966—1989 period, we observe that the official
statistics report a doubling of national per capita food crop production, primarily
caused by a rapid increase in the mid-1970s.
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AN ALTERNATIVE SCENARIO

Some observers broadly agree with the trends implied by the official data. They
contend that food production in Tanzania has consistently outpaced population
growth cince the 1950s and has in fact accelerated since the mid-1970s
(Odegaard 1985, Lundahl and Ndulu 1987). In the context of a food-versus-
cash-crop argument, they posit that a major increase in food production has
occurred, mainly caused by government price policies that favored the food
crops, which resulted in a shift of resources away from expurt crops to food
crops.

Other observers have entirely dismissed the assertion of positive growth in
per capita food production and posit a negative trend. Thus, Collier, Radwan,
and Wangwe (1986) make the argument that food production per capita must
have declined over the 1967—-1978 period, partly because of the limited potential
for substitution of labor out of export crops.

Could we formulate an aiternative scenario with respect to agricultural growth
in Tanzania? In particular, it secms that acknowledging the existence of positive
incentives for an increase in food production need not preclude questioning the
magnitude of the increase. For instance, rapid per capita growth was recorded
during the 1971-1976 period, concurrent with a major drought, villagization, and
the abolition of the cooperative structure. It is the 1971-1976 period, in partic-
ular, that accounts for a significant portion of the total increase in per capita food
production from 1966 to 1989, during which time the index shows a doubling of
aggregate pe: capita food production. Note, moreover, that this acceleration in
food crop production in the 1970s is supposcd to have come on top of an already
impressive growth rate during the 1960s, when Tanzania had the highest rate of
increase of domestic food production of the entire African continent (see also
Lofchie 1988).

In contrast to the thesis of rapid per capita growth of food crop production,
and to that of declining per capita food production, one could entertain a third
hypothesis. For the period up to the mid-i980s, one could posit a scenario of
stagnation and modest increases in per capita food production based on two
related arguments: first, the profitability of off-farm, income-generating activi-
ties declined, increasing the relative profitability of farm activities and inducing
an increase in the availability of farm labor. Additionally, the relative profitabil-
ity of export crop production declined, causing z shift of resources from export
to food crops. So far, the thesis is a basic cash-versus-food-crop argument.

However, second, farmers did not continuously expand per capita food crop
production significantly above subsistence levels due to the increasing uncer-
tainty of the economic environment in the period 1971 to 1984. That period saw
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decreasing availability of incentive goods, an inability of thc official marketing
system to assure producers a consistently profitable market, and often-high risks
associated with using the parallel markets. In other words, the incrcase of the
relative profitability of food crop production did not result in a continued
expansion of focd crop production over and above subsistence levels.

A small but significant increase in food crop production above former subsis-
tence levels may, nevertheless, have occurred if farmers perceived the overall
riskiness of the market environment to have increased. To hedge against such
risks, they may have increased food production with the objective of increasing
on-farm food stocks. Moreover, the intermittent availability and increasing price
of incentive goods may have induced farmers to hold more liquid assets, includ-
ing food stocks.

Producers’ reactions to market failures may have included a continuous
increase in on-farn food stocks. In the absence of large increases in real incomes,
such increased storage constitutes the only hypothesis that simultaneously allows
for a modest increase in per capita food production and a protracted increase in
the real price of food on the open markets.

We will further investigate these hypotheses below, confronting them with
data from various sources.

PRICES

In discussions of Tanzanian agriculture, one often encounters debates about the
importance of “non-price” factors, such as the weather, the effects of villagiza-
tion, labor shartages, lack of processing capacity, transportation problems, and
scarcity of consumer, or incentive, goods. Care sliould be taken, however, to
define exactly what is meant by “price.” For instance, transportation bottlenecks
affect the transformation of market or consumer prices into producer, or farm
gate, prices. In a situation where transportation is very poor or lacking, it may
be tempting to say that non-price factors are important, using the term to draw
attention to the large margin between official market prices and farm gate,
producer prices. Yet the fact that the manipulation of official prices may not
substantially affect the actual profitability of rural farming is hardly proof of
the importance of non-price factors.

Evidence for low estimates of elasticities of supply in sub-Saharan Africa is
usually derived from simulation models, which assume direct resource trade-offs
between food aad cash crop production and/or rigidities in produce and factor
markets. Thus, for Tanzania, Renkow, Leonard, and Franklin (1983) simulate a
household model and come up with own-price marketed food supply elasticities
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well below 1 (from .11 to .74). The empirical validity of the trade-off aseumption
is highly dependent, however, on the particular crops under consideration.

In Tanzania, the empirical definition of price is of even greater than usual
importance, given the particular marketing environment, which includes substan-
tial parallel markets. In this respect, references to “supply elasticities” should
often be interpreted as meauning the elasticity of quantities marketed through
parastatals, with respect to officially announced producer prices. The empirical
econometric evidence fer Tanzania on the magnitude of this type of elasticity of
supply runs contrary to the estimations derived from the simulation exercises
unde:rtaken by Renkow, Leonard, and Franklin (1983). In general, econometri-
cally estimated supply elasticities are positive and quite high. Ndulu (1980)
estimates short-run supply functions for the maiz maize surplus regions which
vary from 3.2 to 7.2. Gerrard and Roe (1983) give 2.29 for the own-price
elasticities of maize and rice production. Lundahl and Ndulu (1987) give price
elasticities of officially marketed quantities of maize and paddy of 1.67 and 3.1,
respectively. However, all of the above empirical evidence is based on the
officially recorded data. The apparently substantial responsiveness of Tanzanian
food crop marketing to official price may thus exaggerate the responsiveness of
total production. Inclusion of open market information in the regression model
is likely to reduce the estimates. For instance, using the relative price of maize
on the open market with respect to the official price of annual export crops,
Odegaard (1985) comes to a considerably lower price elasticity of officially
marketed supply of 1.04.

Estimates of price elasticities for export crops should be more reliable than
those for food crops, given the lesser significance of parallel markets and
more reliable recording of marketed quantities. Gwyer (1971) and Malima
(1971) arrive at positive elasticities for sisal and cotton (e.g., 2.5 for cotton).
Moreuover the period-by-period consistency between the price and quantity
indices of export crops, as depicted in Figure 5, sesms to make it inappropri-
ate to downplay the impact of the producer price factor on the decline of the
export crop sector. From Figure 5 it is apparent that decline and stagnation
have characterized the trend in real producer prices of export crops for the
entire period, with the exception of a temporary boom in 1975/1976. A modest
and fragile increase was recorded from 1984 to 1987. The modesty of this
upward trend is associated with the Jow transmission of real export crop price
increases to the producer level. To see this, notice that during 1984 to 1987
producer prices of both Arabica and Robusta coffee should have risen con-
siderably, due to a combination of favorable world market prices and the
effects of devaluation. However, as can be gleaned from Table 49, these gains
were not passed on to producers. In the 1986/87 and 1987/88 marketing
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FIGURE 5
Export Crops, Price, and Quantity Index, 1965-1989.
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seasons, the share of world prices received by producers declined substantially
compared withthe five previousseasons. A similarprocessoccurred forthe other
major export crops. The benefits of structural adjustment policies have mainly
been gobbled up by the parastatal sector.

Not surprisingly, then, per capita export crop production continued its de-
cline, interrupted only temporarily by a positive supply response in the early
tages of the adjustment period. The early, but temporary, supply response seems
to confirm the arguments of Collier and Gunning (1989) that during the initial
years of recovery, increased availability of consumer goods provided the eco-
nomic incentives that explain the positive supply reaction. In the long run,
however, real prices need to improve in order to sustain the supply reaction.

Figure 6 exhibits the aggregate real price of fcod crops in the parallel and
official markets from 1967 to 1989. The deflator used is the nonfood component
of the National Consumer Price Index (NCPI). When food imports increased in
the mid-1970s, the government actively used price incentives to stimulate the
production of food crops. Starting in the 1974/75 crop season, a pan-territorial



TABLE 49

Tanzania: Price Analysis, Arabica and Robusta Coffee.

Average export price (official exchange
rates)

Parchment equivalent price (80%)

Producer price (advance + interim -+
final, clean) (Tsh/kg)

Producer price/export price (percent)

Average export price (official exchange
rates)

Parchment equivalent price (50%)

Producer price (advance + interim +
final, clean) (Tsh/Kg)

Producer price/export price (percent)

1981/82 1982/83  1983/84  1984/85 1985/86 I 986/87 1987/88
Arabica
20.97 26.06 39.16 55.61 72.36 150.00 171.99
16.78 20.85 31.33 44.49 57.89 120.00 137.59
17.38 18.96 28.59 37.10 57.25 75.94 82.50
83 73 73 67 79 51 48
Robusta
16.38 22.22 40.38 46.67 52.78 126.90 131.04
8.19 11.11 20.19 23.33 26.39 63.45 65.52
11.14 21.10 32.76 30.14 36.60 65.00 75.40
68 95 81 65 69 51 58

Source: United Republic of Tanzania, Marketing Development Bureau, Annual Review of Coffee (Kahawa) 1988, Tables 13 and 15.

Notes: All prices are in TSh/kilogram unless ctherwise indicated.
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FIGURE 6
¥Food Prices, 1969-1989, Official and Parallel Real Prices.
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Note: Nominal prices deflated by the nonfood component of the NCPL. Official price index
is composed of maize, paddy, wheat, sorghum, millet, cassava, and beans. Parallel price
index is composed of maize, paddy, and beans only.

price system came into effect, and compulsory minimum acreage were declared.
From 1979/80 to 1983/84, however, official prices fell, in real terms, #+nd the
“dual signal” policy system of official prices and compulsory acreage seut out
conflicting signals to preduc-rs (Lundahl and Ndulu 1987; Bank of Tanzania
1984).

If we compare the real price level in the parallel market at the end of the 1960s
with that of the early 1980s, we find a considerable appreciation. Parallel market
prices rose steeply in the mid-1970s in response to the inefficiencies of the
official marketing system and remained at approximately the same high levels
until the government relaxed enforcement of the official marketing channels in
1984.

The observed price trends of food and export crops seem only partially
compatible with a cash-versus-food-crop argument. On the cne hand, the relative
price of food on the parallel market with respect to the official price of export
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crops (not shown) rose considerably during the period 1973/74-1975/76 and
between 1981/82 and 1984/85, and export crop production fell steeply during
those periods. This part of the food-versus-export-crop thesis seems uncontested.
However, any thesis that posits a complementary, rap‘d increase of per capita
food production in the 1970s needs to address the consistent, simultaneous
increase of the real price of food on the open markets. The prolonged increase
in real food prices contradicts high official food production growth rates: food
production per capita cannot have increased dramatically, because that would
have been reflected in a general decline in real food prices on the parallel market,
atunchanged or declining per capita income levels. Only a significant, and highly
unlikely, per capita real income growth could be compatible with a higher per
capita food output with real food price increases on the parallel market, where
most of the surplus is marketed.

The impact of food market liberalization on food prices after 1984 supports
our reasoning. At that time the increased supply immediately caused real food
prices to fall,

SURVEY DATA

Comparisons between the Household Budget Surveys in 1969 and 1676/77
imply an annual growth of per capita consumption of the main food :rops
(excluding bananas) of 3.5 percent in the rural areas, and 3.1 percent in the
urban areas. Given that population growth averaged 3.3 percent, this implies
that production of these crops must have grown by well over 6 percent per year
over the period 1969 to 1976/77. This is a respectable growth rate. According
to the index based on the series of the Ministry of Agriculture and Livestock
Development, however, per capita food production was supposed to have
increased even more over this period, by over 11 percent per year,

We have compared the most commonly cited official series—namely, the ones
originating from the Early Warning and Crop Monitoring Bureau (EWCMB) of the
Ministry of Agriculture and Livestock Development—with the results of the
recently published Agricultural Sample Survey 1986/87 (AGSASU) (Tanzznia
Bureau of Statistics 1989). The AGSASU methodology used a nationally represen-
tative sample and employed objective area and yield measurement methods.
Note, however, that the AGSASU estimates include neither production on large-
scale farms nor production by “urban farmers,” that is, persons cultivating plots
in peri-urban and rural areas, but not resident in those areas.

If we compare the official EWCMB estimates for some selected crops with the
results of the AGSASU study, we see that for 1986/87 the official series reported
a national production of 2,359,000 metric tons of maize, whereas AGSASU reports
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2,017,000 metric tons. The estimates seem reasonably close. However, looking
at the estimates for paddy, we see that the Ministry of Agriculture arrives at an
estimate of 644,000 tons, and AGSASU reports only 445,000 tons—a difference
of 30 percent. Wheat was not included in AGSASU. For the nontraded food crops,
the trend of cassava production is the most remarkable: the official figure is
1,875,000 metric tons, but AGSASU reports only 305,000 metric tons. Beans
production is officially estimated to be 347,000 tons; AGSASU reports 282,000
tons. Millet and sorghum together account for 570,000 tons according to the
official series, but AGSAS!! zstimates their production to be closer to 431,000
tons. Across the board, then, the series reported by EWCMB arc significantly
above the numbers reported by AGSASU.

Another way to compare the estimates is to convert the various crop quantities
into calories by using standard calorie contents and assuming certain fixed
conversion rates, such as that for the conversion of maize grain to maize flour.
The results of such an exercise are depicted in Figure 7. It should be noted that
the figures do not include a number of crops important in the calorie budget, such
as sweet potatoes, cooking bananas, nuts, vegetables, fruit, meat, fish, dairy
products, oils and fats, and a number of minor cereals and pulses. The graph is
solely meant as a crude check on consistency, not as an indication of total calorie
production in the country.

In Figure 7, total calories available from gross production are plotted over the
1966-1989 period and this trend is compared with three independent observa-
tions: the two consumption estimates from the Household Budget Surveys (HBS)
in 1969 and 1976/77, and the production estimatc from the Agricultural Sample
Survey conducted in 1986/87. The comparisons suggest that whereas in 1969,
official production statistics seemed to imply per capita calorie intakes similar
to the 1969 HBS, in later years official production statistics seem to consistently
and substantially overestimate the availability of staple food crops. The three
independent observations, taken from HBS and AGSASU respectively, seem to
indicate that food production per capita increased significantly between 1969
and 1976. Between 1976 and 1986, however, it showed a gradual decline, or
stayed approximately constant if one assumes that production by urban residents
(around 14 percent of the national population) would add 15 percent to the
AGSASU figure.

IMPORTS

Another check on consistency is provided by data on cereal imports over the
period under consideration. The agroclimatic conditions of Tanzania should
normally not warrant any structural food aid. Emergency food aid should only
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FIGURE 7
Caloric Comparison between Official Series and Survey Estimates, Major
Cereals, Cassava, and Beans.
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Notes: HBS = Household Budget Survey; and AGSASU = Agricultural Sample Survey. Crops
and calorie contents used: maize 3,630; paddy, 3,540; wheat, 3,440; sorghum, 3,350; millet,
3,360; cassava, 1,530; beans, 1,040.

be required in exceptionally bad years. Nonetheless, considerable amounts of
food grains have been imported during a number of years, over and above what
would be expected in light of the official production data. Figure 8 shows two
periods of considerable grain imports, namely, 1974 and 1980-1986. Note that
Tanzania imported 291,000 tons of maize in 1974/75. This is nearly 40 percent
of total production the previous season, or 20 percent of that of the 1974/75
season. Odegaard (1985, 151) attributes the increase in imports wholly to a shift
in food marketing from official market channels to the parallel food markets
coupled with a decline in wheat production in the large-scale farming sector. In
other words, the increase in imports in the mid-1970s, according to one ob-
server, was mainly caused by a failure of the official marketing system to supply
Tanzania’s urban consum.ers with food.
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FIGURE 8
Net Cereal Imports, 1966—1990.
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The next, more prolonged period of food imports took place in the period
1980/81 until 1986/87. During this period, maize imports averaged around
165,000 metric tons per year, which is about 8-9 percent of average annual
production over the same years. Note that around 16 percent of the total popula-
tion lived in urban areas during the period, and Dar es Salaam itself constituted
around 5-6 percent of the total population. If one assumes that food imposts v/ere
mainly destined for urban maize consumption, one is left with an unexplainable
growth in national production—and hence nonurban consumption—since total
maize production, according to official estimates, rose from 1,839,000 tone in
1980 to 2,359,000 tons in 1986, a total of 28.3 percent, or 10.3 percent more than
population growth.

PARALLEL EXPORTS

Some of the major maize-producing areas are on Tanzania’s borders. During
the period of consumer goods shortages (mid-1970s until mid-1980s), consid-
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erable quantities of maize are likely to have been traded for incentive goods
with Kenya, Zambia, Zaire, Malawi, and Rwanda (Lofchie 1988; 1989). The
Marketing Development Bureau (MDB) of the Ministry of Agriculture undertook
a study of the parallel markets for food grains in 1983 a-d identified northern
Zambia and southern Kenya as the main target areas or parallel grain exports.
Imports were consumer goods, such as soap, batteries, and cloth. The MDB
estimated that 40,000 to 100,000 metric tons of maize, rice, and beans might
have ended up in parallel export markets (Tanzania 1983). Given that the
official production estimate for these three crops combined was around
2,300,000 metric tons in 1982/83, the MDB estimate implies that only 1.75 to
4.38 percent of total production was exported illegally.

Thus although there is evidence that parallel exports of food crops to neigh-
boring countries were significant, they cannot by themselves explain the dra-
matic rise in officially recorded food production, given the high transaction costs
associated with illegal, parallel export markets.

For some export crops, substantial parallel markets did exist, however. Coffee
is Tanzania’s most important export crop: during the 1980s, the value of coffee
exports constituted between 25 and 50 percent of the value of all exports.
Moreover, an estimated 1.78 million people depend on coffee for their livelihood
(Agland Investment Services 1989). Although producers have reportedly dou-
bled Tanzania’s coffee area in the last 15 years, to around 234,000 hectares
(Kristjanson et al. 1990), recorded yields have declined dramatically. While
reduced yields may be partly the result of a failure of farmers to regenerate their
coffee farms, it is likely that some of the yield reduction is in fact imaginary and
reflects an increase of parallel exports, particularly of Arabica coffee from
Arusha and Kilimanjaro to Kenya.

Supporting this hypothesis is the fact that the quality of Tanzanian coffee has
fallen rapidly. In 1968/69, 87 percent of the mild Arabica production was of
medium quality or higher. In 1986/87, the share was only 50 percent. Moreover,
high-quality coffee (class 1-5) has dropped from 16 percent to 1.62 percent of
the total (Agland Investment Services 1989, 30). Part of the fall in quality is
attributed to the lack of a premium for quality in the official marketing system.
Part, however, may also be attributable to an increase in parallel expc's to the
Kenyan 2nd to a much lesser extent, Ugandan and South African, markets (the
latter would be reached via Zambia).

There is substantial anecdotal evidence of a lively coffee smuggling trade
from Kilimanjaro and Arusha regions to Kenya. Interviews with coffee traders
in Moshi revealed that coffee smuggling was virtually nonexistent in 1975 and
1976 but picked up afterward, due to rapidly increasing prices in Kenya. Such
price differences did not remain great, but the shortage of consumer goods in
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Tauzania in the late 1970s and early 1980s provided powerful incentives for
parallel barter exports. In 1983 and 1984, parallel exports dropped, due to the
official crackdown on parallel trade and the re-registration of the original
cooperative unions. After 1985, however, parallel exports again steadily in-
creased.

These anecdotes seem entirely consistent with the price trends depicted in
Figure 9, which show that price incentives did indeed rise steeply from 1975 until
1977. During the years of the crisis, price incentives were less, but it seems
logical to assume that the general consumer goods shortage in Tanzania compen-
sated for this converging trend. The fact that after devaluation of the Tanzanian
shilling relative producer prices in Tanzania worsened is also brought out by
Figure 9.

FIGURE 9
Real Coffee Prices, 1970-1988 (Ncpt); Parallel Market and Official Producer
Price.
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Whereas such parallel markets are quite substantial for some high-value
export crops, they tend to have a highly regional character. Producers in regions
with access to parallel export markets, such as Arusha and Kilimanjaro, certainly
took advantage of them to compensate for the crisis of the official economy in
Tanzania. Thus compensating effects from parallel export incomes have had a
considerable regional bias. This points again to the overriding importance of a
realistic assessmeat of the performsnce of the food crop sector for the economic
analysis of agricultural producer welfare in Tanzania.

MALNUTRITION

A recent World Bank/FAO mission reported a puzzling “calorie overhang” in
Tanzania. Relying on official production estimates and increasing the FAO/WHO-
recommended food requirement from 600 grams to 700 grams per person per
day “in order to allow for post-harvest losses,” the mission concluded that in
1988/89, national food production was above food requirements by about 39
percent. Energy requirements were exceeded by about 22 percent, even using
the latest 1985 FAO/WHO/UNU recommendation of 2,780 kilocalories per person
per day (an increase of 21 percent over the old level of 2,300 kilocalories). In
other words, energy requi.ements were exceeded by 22 percent (reported sur-
plus), plus 17 percent (postharvest losses), plus 21 percent (increase in the
FAO/WHO/UNU recommendation)—a grand total of 60 percent above the recom-
mended level of 2,300 kilocalories per person per day (Yambi, Kavishe, and
Lorri 1990).

Paradoxically, the same mission also reported that 50 percent of the children
below the age of 5 years are underweight. According to the same mission, “the
rates of malnutrition in different areas of the country are not correlated with
agricultural production,” and it is concluded that “adequate aggregate food
availability at national level does not translate into household food security for
all” (Yambi, Kavishe, and Lorri 1990, 1). Is it possible that another explanation
exists for the high prevalence of malnutritior: in Tanzania, that is, that aggregate
per capita food production is below what is reported? Our analysis in chapter 4
(see Tables 37 and 38) suggested that in ths good year of 1976/77, daily calorie
intakes were, on average, below the 2,300 kilocalorie FAO/WHO/UNU recommen-
dation. It seems difficult to believe that after a decade of almost continuous crisis,
calorie intake could have increased as much as the mission suggests. Or is
intrahousehold inequality, and in particular the use of grain to make beer
consumed by male household heads in Tanzania, so large that it can by itself
explain the phenomenon? That is difficult to accept on a national scale.
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AGRICULTURAL STRUCTURE AND TECHNOLOGY

In a relatively land-abundant setting, such as can be found in Tanzania, a
dramatic increase in per capita food production should normally be associated
with an increase in farm area, holding technology constant. To investigate this
hypothesis, one can compare changes in farm size and size distribution between
1971/72 and 1986/87, as revealed by the Bureau of Statistics Agricultural
Census and the Agricultural Sample Survey (AGSASU) respectively (see Figures
10 and 11).

Between 1971/72 and 1986/87, there appear to be few significant changes
with respect to farm size distribution, apart from an increase in the number of
farms smaller than 0.50 hectares which seems to have come mainly from the
0.50-2.00 hectares category. Similarly, a look at the changes in area actually
cultivated reveals that there has not been a net increase. In fact, except for farms
larger than 10 hectares, crop land per holding actually seems to have declined
(Figure 12). Ov:rall increases in farm area, or distributional shifts capturing
economies of scale seem, therefore, unlikely candidates to explain high agricul-
tural growth rates in Tanzania. What is perhaps most striking s that according
to these data, the highly interventionist agricultural policies during the period
under consideration seem to have had little actual impact in terms of the size and
distribution of farm area per household.

On-farm labor resources have increased somewhat during the period 1971/72—
1986/87 (see Figure 13). This would seem to be in line with the slowing of urban
population growth from 10.7 percent during the years 1967-1978 to 5.4 perc nt
for 1978-1988. The increase in on-farm labor resources seems to have been
absorbed mainly by the farms larger than 2 hectares. Labor resouices per hectare
have also increased (see Figure 14), but only marginally, and again mostly in the
larger size classes.

In order to ascertain whether a shift of land resources from cash to food crops
has taken place, one can first examine changes in the area under food crops. The
comparison of the two surveys in ierms of net cultivated area under food crops
is technically difficult, given differences in definitions between the two cen-
suses. However, since the two different estimates that we constructed produced
approximately the same overall pattern, we only report the results of one (see
Figure 15). If we compare the area recorded for the main season, that is, the
masika season, in 1986/87 with the 1971/72 data, there is evidence that the area
devoted to food crops actually decreased over the period. The decrease becomes
less prominent, of course, if for 1986/87 the combined area of masika and vuli
seasons is used, but the decreasing trend still remains. However, given the
different ways in which the results were reported in the two surveys, one should
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FIGURE 10
Changes in Farm Size Distribution, 1971/72-1986/87.
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FIGURE 11
Changes in Farm Size, 1971/72-1986/87.
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FIGURE 12
Crop Land per Holding, 1971/72-1986/87.
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FIGURE 13
Changes in On-Farm Labor Availability per Holding, 1971/72-1986/87.
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FICURE 14
Changes in On-Farm Labor Availability per Hectare, 1971/72-1986/87.
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FIGURE 15

Changes in Cultivatec¢ Area under Food Crops, 1971/72-1986/87.
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not place undue importance on this finding. There is some evidence of a different
pattern at the high end of the farm size distribution: large farms above 10 hectares
actually seemed to have increased their area under food crops.

Did this increase at the high end of the farm size scale come from a redistri-
bution of resources away from cash crops, as has been implied in the literature
on Tanzania? Or, alternatively, did the larger farms have to absorb a higher share
of unemployed labor? Unfortunately, AGSASU did not cover cash crops. AGSASU
does report on the total area under permanent crops, which might give us a rough
indication of area trends of the perennial export crops, such s coffee, cashew
nut, tea, and coconut. To obtain a measure of comparability, we have distilled
from the 1971/72 census tables the areas under pure stands of permanent crops
and the areas of crop mixes that included a permanent crop, and compared them
with the 1986/87 figure.

According to the results shown in Figure 16, the average area devoted to
permanent crops, either pure or intercropped, has increased from 0.14 hectares
to 0.18 hectares per holding, that is, by 28.5 percent from 1971/72 to 1986/87.
This increase has taken place predominantly in the larger-farm size classes, those
above 5 hectares. It should be noted that farms larger thar 10 hectares, again,
show a pattern markedly different from the ottic1 size classes. The largest farms
seem to have significantly increased their total area devoted to permanent crops.

It was hypothesized above that increased levels of economic risk, as perceived
by producers, may have induced an increase of on-farm food stocks. Supporting
this hypothesis is the observation that the area under cassava, a crop particularly
suited for such an on-farm storage strategy, has seen substantial increases across
all farm sizes (see Figure 17). However, it could also be argued that the treud
observed is indicative of a shift away from the more permanent cropping system
that was envisaged by the villagization policies of the 1970s.

Next, we need to consider developments in agricultural technology to gauge
the impact of the increase in relative labor availability on the farm. Changes in
agricultural technology could potentially account for both the increase in food
production reported and for the increased application of labor per hectare of the
larger farms. The use of chemical fertilizers may provide an indication of
changes in agricultural techniques. Between 1971/72 and 1986/87, the number
of households that reported use of chemical fertilizers nearly doubled, although
it remains at a low level in absolute terms, growing from 7.3 to 14.0 percent of
households.

The use of fertilizer is typically skewed toward the smaller farms, a pattern
that has not changed over time. The increase of labor resources on the larger
farms, then, was not accompanied by a concurrent increase in the use of fertiliz-
ers. This makes an increase of labor productivity on the larger farms somewhat
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FIGURE 16
Changes in Pure or Mixtures of Permanent Crops, 1971/72-1986/87.
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FIGURE 17
Changes in Area under Cassava, 1971/72-1986/87.
1.0

1971772
1986/87

o
oo

o
[=,
T

o
n
T

o
o
T

Area under cassava mixtures per holding

e
(=

Gor O.sp 251 A7y %or “Zop 2or B 975 *or ~“op %oy o Sor “/00010'0’ -

Size class (hectare)

Sources: Computed from data in the Tanzania Bureau of Statistics, Agricultural Census 1971/72
and Agricultural Sample Survey of Tanzania Mainland 1986/87.



Performance of Agriculture 143

implausible. On the other hand, we have no information on the quantities actually
applied. The mere reporting of the existence or not of fertilizer use may not be
a good indication of its actual impact.

Other changes in agricultural techniques may be associated with an increase
of the use of animal traction. The different reporting formats of the two surveys
make it difficult to take a direct look at the issue of animal traction, in terms of
the actual use of implements, such as ploughs and weeders. Given the fact that
animal traction has been a component of many agricultural development pro-
grams, the mere presence of a plough on the farm may not say much about its
actual use. Moreover, AGSASU reports ploughs, but is not clear whether they are
drawn by tractors or animals. It is also not clear whether this refers to ploughs
only or also includes weeders. However, both surveys report the incidence of
oxen (male castrated animals) on the farm. If we assume that these are employed
as draft animals, we can also use the oxen variable as a proxy for the actual use
of animal traction.

The figures suggest that in 1986/87, on average, there were actually more
households reporting the presence of a piough than reporting the presence of
oxen. This confirms our suspicions that a significant number of the implements
may not actually be used. In general, the holdings on which animal traction is
used seem to have increased from an overall 4-5 percent of holdings i 1971/72
to approximately 8 percent in 1986/87.

The same conclusion can be drawn for the use of tractors in farming. One of
the justifications put forward for the villagization p. :vam was the potential for
mechanization of large, consolidated farms. However, tractor use has actually
gone down from 0.29 percent in 1971/72 to 0.11 percent of all peasant holdings
in 1986/87.

Summarizing our results, we can say the following. First, there were
apparently no significant changes in farm size and iis distribution. Second,
there are indications that the net cultivated area per holding has actually gone
down between 1971/72 and 1986/87. This tendency is also reflected in data
on the area under food crops: according to our comparison of the two surveys,
itis even possible that there has been a reduction in that area. Only the largest
farms may have increased their area in food production. Moreover, if there
has been an increase in food production, it seems unlikely that it has come
about by a shift of land resources away from permanent crops to temporary
crops in terms of area per holding. Third, although some of the relative
increases are significant, the absolute levels of the use of fertilizer and
mechanized traction cannot lead us to conclude the existence of a structural
change in agricultural technology.
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CONCLUSION

Since the mid-1970s, official estimates of the performance of Tanzanian agri-
culture show remarkable growth of the food sector. On a macro-level, this
growth is reflected in a pattern of economic development in which agriculture
consistently increases its share in GDP. However, we have submitted several
reasons why one should doubt the validity of the official production estimates
for the food sector. It seems that the period-by-period trends, as they appear in
the official series of agricultural production, are reasonably accurate. However,
when we look at the net, aggregate effect of the various trends, there seems to
be a consistent contradiction between the official estimates, which show a
doubling of per capita food crop production over the period 1966 to 1989, and
survey estimates, caloric comparisons, price data, malnutrition rates, grain
import figures, and information on structure and technology. None of the latter
sources seems to support the claimed dramatic increase in food production.
Thus, the evidence we have so far used does not corroborate the food-versus-
cash-crop thesis that a rapid decline in export crop production was offset by an
equally rapid increase in food crop production. Export crop production did
decline, but food crop production did not compensate for the decline.

Independent survey estimates, import data, health statistics, estimates of
parallel exports, open market price information, and changes in agricultural
structure and technology ceem to point, at best, to a slight increase in per capita
food production. However, the modest increases may not have compensated for
the general increase in risk levels, as perceived by the farmers. Such an increase
in the overall level of risk perceived by producers could have been caused by a
general failure of official marketing channels for both production and consump-
tion goods, coupled with the sometimes-rigorous suppression of parallel markets.
In the long run, increased risk tends to reduce production levels, causing less
grain to be marketed and real price levels on the open market to rise.

One of the essential characteristics of Tanzanian agriculture is its diversity in
agroclimates and crop production. This diversity enables the agricultural sector
as a whole to exhibit quite pronounced substitution effects. Such substitution is
not only triggered by the usual climatic variability, but also by the type of
macroeconomic variability induced by Tanzania’s economic crisis and the sub-
sequent economic recovery programs. For instance, the radical changes in the
marketing environment have induced producers to shift markedly in and out of
official and parallel marketing channels. Moreover, the fact that major agricul-
tural production areas, for export as well as food crops, are situated in closer
proximity to Tanzania’s borders than to its capital has further amplified the
significance of parallel markets.
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The adjustment policies of the mid-1980s that could have been rzlevant to
agriculture were market liberalization and the exchange rate devaluation. How-
ever, market liberalization only took place for food crops and was never sei1ously
implemented for export crops. The expected food supply reaction did occur, but
due to the basic inelasticity of demand, real prices of food immediately plum-
meted, nrobably benefiting mainly urban consumers, and producers in regions
with a relatively good transportation infrastructure.

Since literalization with respect to export crops never materialized, only an
ephemeral supply reaction was observed, probably caused by a one-time increase
in the availability of consumer goods. The monopolistic government marketing
structure remained intact. It basically used the exchange rate devaluation to
ameliorate its financial position and failed to transmit exchange rate devaluations
to the producer level. In other words, it was the political economy of “gradual
adjustment” that prevented the supply reaction in the export sector, which
continued the pattern of decline that had started in the late 1960s.



6

TRENDS IN INCOMES AND WELFARE OF VARIOUS

INCOME GROUPS

In this chapter we will integrate much of the structural analysis of the previous
chapters te assess the impact of the recent stabilization and structural adjustment

measures on the poor, as well as on other segments of the population. To the extent

possible, we shall try to differentiate impacts by functional income groups.

The intertemporal analyses of incomes that have been done up to now are very
fev;. Bevan et al. (1988; reproduced in Bevan et al. 1990) used information from
household surveys conducted in 1969, 1976/77, 1979/80, 1982/83, and 1984 to
assess trends in rural and urban incomes in Tanzania during the 15-year period
of the “Nyerere experiment.” They found an increase in rural per capita real
incomes bstween 1969 and 1976/77, a very substantial drop between 1976/77
and 1979/80, and a very small, further drop in 1982/83. For urban per capita real
incomes, their calculations showed a drop of 15 percent between 1969 and
1976/77, and a huge drop of more than 50 percent between 1976/77 and 1984.
Their analysis is the only one available that spans such a long period.

Recently, Collier and Gunning (1989) examined changes in rural and urban
average real incomes for the period 1983-1989, and they found that the

146
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declines indicated by earlier studies have been arrested, but no substantial
real income increases have occurred in rural arcas. However, the standard
of living appears to have improved, primarily because of the increased
availability of consumer goods, which enhances welfare by improving
consumer choice.

In the following, we will reexamine the above hypotheses and provide
some further analysis of differential income changes during the recent period.
In the next section we examine the previous analyses of income declines over
the post-Arusha-declaration period and find that the earlier conclusions are
not supported by other data. We then outline in the next section a theoretical
model for tracing the real welfare of different types of households. We then
apply this method and show that the poor do not seem to have been signifi-
cantly affected during or after the crisis.

HOW REAL IS THE DECLINE IN RURAL AND URBAN INCOMES
DURING THE “NYERERE EXPERIMENT”?

The paper by Bevan and his colleagues (1938) came to its strong conclusions
by examining the structure of income as well as changes in the real value of the
various components of income. However, we will show that their results depend
heavily on some particular definitions, and that without these, the picture is
substantially altered.

Their first assertion concerns the structrre of rural incomes circa 1983 by
income quintiles, based on the results of a rural survey conducted in 1982/83,
which shows that ** , shares of income derived from cash crop sales are larger
for poorer housenolds. However, this result is strongly influenced by the
inclusion in total income of livestock, which, as was discussed in Chapter 4,
is defined differently across surveys: whether or not asset valuations are
included can strongly influence the results.

In Table 50 we reconstruct their reported figures on income and shares
leaving out the livestock income that appears to create biases. The table, in
the lower section, indicates that among nonlivestock income sources, the rural
poor have a very high share of income from crops (especially food), while the
rich have a higher share of income from own-business. The assertion of Bevan
et al. that cash crops are relatively more important for the poor appears to
hold, albeit not as strongly. The regional bias of that survey, which did not
use a national random sample but rather one wherein cash crop:: are substan-
tial, might account for these results.
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TABLE 50
Tanzania: Structure of Rural Incomes in 1982/83 by Per Capita Income
Quintiles.

Quintiles
Per Capita 1 2 3 4 S Total
TshiCapita
Income from:
Food crops 108.6 293.1 5053 681.9 2,110.7 642.2
Cash crops 19.1 71.8 98.1 110.2 3104 108.4
Livestock -238.2 13.0 136.6 353.0 1,080.2 215.3
Own business 29.9 39.5 66.0 170.5 2,396.3 407.4
Wages 6.6 41.5 38.5 2445 180.0 99.1
Remittances 1.1 23.1 72.4 161.9 1304 74.4
Total -73.0 482.0 917.0 1,722.0 6,208.0 1,547.5
Total without livestock 165.2 469.0 780.4 1,369.0 5,127.8 1,332.1
Percentages
Nonlivestock income from:
Food crops 65.7 62.5 64.8 49.8 41.2 48.3
Cash crops 11.5 15.3 12.6 8.1 6.1 8.1
Own business 18.1 8.4 8.5 12.5 46.7 30.6
Wages 4.0 8.8 4.9 17.9 3.5 7.4
Remittances 0.7 4.9 9.3 11.8 2.5 5.6
Total nonlivestock 100.0 100.0 100.0 100.0 100.0 100.0

Source: Computed from Bevan et al. (1990, 54).

The composition of total incomes, however, is quite different than the com-
position of cash incomes. Subsistence incomes are a large share of total rural
incomes for all expenditure classes, as was seen in Chapter 4. These incomes are
largely composed of food consumed out of own-production and, barring weather-
induced production fluctuations, will not vary by much in real terms.

In Table 51 we present an analysis of the structure of rural cash incomes in
1982/83 ky per capita income quintiles, as revealed by the data of Bevan et al.
£1989). Th= pattern of cash incomes appears more varied than the one exhibited
in Table 50. The figures on nonlivestock cash income show that the poorest and
the highest-income gioups rely substantially on both crops and own-business,
while the middle-income guintiles rely relatively more on wage income. In the
bottomn part of the table, the absolute figures for the various components of
income are given. The erratic nature of livestock income is again apparent, while
all the other components appear reasonable. Notice that average subsistence
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TABLE 51
Tanzania: Shares of Rural Cash Nonlivestock Incomes in 1982/83,
by Per Capita Income Quintiles.

Quintiles
1 2 3 4 5 Total
Percentages
Crops 48.4 48.6 54.1 31.3 27.9 32.8
Own busi. .ess 41.1 19.5 17.1 20.3 63.9 47.1
Wages 9.0 20.5 10.0 29.1 4.8 11.5
Remittances 1.5 11.4 18.8 19.3 3.5 8.6

Per Capita Incomes (Tsh)

Total cesit non-

livestock income 72.8 202.6 385.8 839.9 3,752.6 864.9
Livestock cash income -277.7 -10.8 37.6 -488.9 698.9 ~13.4
Total cash income -20'9 191.8 4234 351.0 4,451.5 851.5

Subsistence income 13..J 290.2 493.7 1,371.0 1,756.5 696.0
of which:

Crop (92.4) (266.4) (394.6) (529.1)(1,375.2) (467.3)
Livestock (39.5) (23.8) (99.1) (841.9) (381.3) (228.7)
Total -73.0 4820 917.0 1,722.0 6,208.0 1,547.5

Source: Computed from data in Bevan et al. (1990).

income is 45 percent of total rural income. In the 1976/77 survey (see Table 31)
it was 47.6 percent, a very similar figure. However, Table 51 reveals a very
different picturc of per capita subsistence incomes among various income
classes. The ratio of per capita subsistence income between the highest and
lowest income quintiles is 13.3; in the 1976/77 survey, the same raiio between
the highest and lowest cash expenditure classes (which corresponds to the highest
and lower total income classes) was only 0.7. In other words, while the 1976/77
survey reveals a very even pattern of per capita subsistence income among
various rural income classes, which is to be expected given the nature of
subsistence consumption, e 1982/83 survey indicates a very differentiated
pattern—which is very difficult to rationalize unless the higher-income classes
consume much more expensive own-produced foods than the lower classes. That
such does not appear to be the case is illustrated in the consumption patterns
shown in Table 41.

The same, counterintuitive result concerning subsistence incomes also ob-
tains in the 1979/80 survey (Collier et al. 1986). When rural households were
divided into two income classes, the lower 50 percent and the upper 50 percent,
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it turned out that consumption out of own-production in the richer class, per adult
equivalent unit, was 2.5 times higher. Again, this is hard to rationalize unless
there are widespread differences in subsistence consumption patterns, which, as
mentioned, does not appear to be the case.

The conclusion from the above analysis is that some doubt must be cast on
the measurement and composition of subsistence incomes revealed by both the
1979/80 and the 1982/83 surveys. Bevan et al. (1989) found substantial declines
in real per capita rural subsistence incomes between 1969 and 1982/83, which,
given the large share of subsistence income in total income, could account for a
significant part of the reported decline in total income. Given that subsistence
consumption provides 80 percent of the rural per capita daily calorie intake (see
Table 51), a significant reduction in subsistence income, unless accompanied by
a large decline in calorie consumption, an unlikely possibility, would be due
mainly to lower valuation, but would not necessarily imply lower real consump-
tion. In fact, given that 1978-1983 was a period of shortages and general
¢conomic hardship and insecurity, it is very difficult to believe that rural produc-
ers would decrease production for subsistence consumption. The most likely
reason for a decline in subsisterce income would be the use of lower prices in
the valuation of subsistence incomes and not lower quantities produced.

In Table 52, we exhibit the composition of average rural per capita cash
incomes, as well as the mean value of cash and subsistence incomes in 1969,
1976/77, 1979/80, and 1982/83, as revealed in the same four surveys used by
Bevan et al. (1990), namely, the national Housr: - 1d Budget Surveys for 1969
and 1976/77, the ILO survey (Collier et al. 1986), and the 1582/83 survey reported
in Bevan et al. (1989). It is immediately apparent that livestock cash income
behaves very erratically, and since it can be an important component of income,
it influences significantly the structure of total income. In the bottom panel of
Table 52 we exhibit the composition of nonlivestock rural cash income in the
four survey periods. From that part of the table, the structure of cash income
appears much more stable, with crop income accounting for about 32—38 percent
of cash nonlivestock income. Noncrop income appears to have declined in
1979/80 but recovers in 1982/83. Within this category, a clear trend appear: to
be the declining share of wage and salary income, while income from own-
business and cther sources increased in importance. Finally, remittances seem to
have ircreased in importance after 1976/77.

In the middle part of the table, we exhibit the reported values for the various
types of incomes, as well as the NCPI corresponding to the reported periods
(adjacent years have been averaged to arrive at a NCPI for a year, such as 1982/83,
etc.). Table 53 exhibits the trends in the various components of real income from
1969 to 1982/83. It is apparent that changes in cash and subsistence income
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TABLE 52
Tanzania: Composition of Rural Cash and Cash Nonlivestock Incomes,
1969 to 1983.

1969 1976177 1979180 1982/83

Shares of cash income from (percentages):

Crop sales 31.4 33.0 27.7 32.8
Livestock sales 12.5 4.0 26.2 -1.5
Wages and salaries 22.6 14.7 — 11.5
Own-business 250 325 382" 47.1°
Other, except remittances 5.1 13.5 — —
Remittances 4.0 3.3 7.9 8.6
Per capita cash income (Tsh) 213.0 489.0 375.0 851.0
Per capita subsistence income 167.0 4450 360.0 696.0
Per capita nonlivestock cash income 186.0 469.0 278.0 864.0
National cp1 (1976/77=100) 46.0 100.0 146.1 304.1
Cash nonlivestock income from
(percentages):
Crops 35.9 344 37.5 328
Noncrop, except remittances 60.2 62.3 51.8 58.6
of which:
Wages 25.8 15.3 n.a, 11.5
Own-business 28.6 33.9 n.a. 47.1¢
Other 5.8 13.1 n.a. —
Remittances 4.6 34 10.7 8.6

— Data for this item included in another category.

Sources: Computed from Household Budget Survey, 1969 and 1976/77; Collier et al. (1986), and
Bevan et al. (1990).

8 Nonfann cash income from all sources, except remittances.

b Income from business and other sources, except remittances.

¢ Includes other.

appear to be similar. The ratio of subsistence to total irncome appears to have
remained remarkably constant over the whole period, at 44—49 percent of total
income. If there was a decline in total real income, as indicated by Bevan et al.,
the share of subsistence income should have risen, as food security concerns
would dictate maintenance of self-produced food consumption. However, no
retreat into subsistence is apparent, as often mentioned in various publications
on Tanzania (e.g., Hyden 1980). The decline in real per capita subsistence
income after 1976/77 was quite problematic, as already mentioned, because no
widespread famine was reported in the rural areas between 1976 and 1982/83
that would be commensurate with the very large declinc in subsistence real
income apparent in Table 53.
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TABLE 53
Tanzania: Trends in Per Capita Rural Real Incomes, 1969 to 1983

(in 1976/77 prices).

1969 1976177  1979/80  1982/83

Total cash income (Tsh) 463.0 489.0 257.0 280.0
Subsistence income 363.0 445.0 246.0 229.0
Cash nonlivestock income 404.0 469.0 190.0 284.0

Total income 826.0 934.0 503.0 509.0

Share of subsistence in total
income (percent) 43.9 47.6 48.9 45.0

Percentage changes from
previous period in:

Total cash income 5.6 474 8.9
Subsistence income 22.6 —44.7 -6.9
Cash nonlivestock income 16.1 -59.5 49.5

Total income 13.1 —46.1 1.0

Source: Computed from data in Table 52.

The resolution of this apparent paradox must lie in the deflator used to
construct the real income figures. Bevan and his co-authors, aud most researchers
in Tanzania, use the National Consumer Price Index (NCPI) for deflating rominal
income flows. This index uses data collected in 20 urban centers, and it has a
high food component (64.2 percent). The price of food, however, ought to be
much cheaper in rural areas, as most locally purchased food is #lso produced
locally. On the other hand, the prices of nonfood items ought to be higher in rural
areas. Bevan et al. in fact estimated, on the basis of the prices of nonfood items,
that the rural CPl was 18.7 percent higher in 1982/83 than the corresponding
national CPI.

However, this neglects the differential cost of food in rural areas. In Table 54,
we exhibit open market producer prices and open market urban consumer prices
for maize, rice, beans, millet, and sorghum, and their ratios to official prices for
several regions and zones in Tanzania for 1986/87 and 1987/88. The price
differentials between urban and rural areas range from 30 to 80 percent, and this
in a period when grain marketing was already partially liberalized. During the
period of the surveys, namely, 1979-1983, marketing was very restricted, imply-
ing larger urban-to-rural food price differentials. In fact, the ratios of open to
official market prices were much higher then, compared with the post-SAP
period.
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TABLE 54
Tanzania: Open Market Producer and Urban Consumer Prices for Several
Staples, 1986/87 and 1987/88 (all prices in Tsh/kilogram).

1986/87 1987188

Urban  Ratio Urban Katio
Producer Consumer (2) - (1) Producer Consumer (5) - (4)

) (2) 3) “4) 5) (6)

Maize grain 8.28 9.74 1.18 10.70 13.86 1.30
Rice 27.07 35.72 1.32 31.88 44.33 1.39
Beans 23.89 32.68 1.37 32.38 43.83 1.35
Finger millet 17.61 25.54 1.45 22.44 35.33 1.57
Sorghum 9.85 17.25 1.75 13.19 23.96 1.82

Ratios of open
market to official
prices:

Maize grain 1.31 0.83 1.32 1.13
Rice 1.32° 1.37 1.24% 1.39
Beans 1.66 1.06 1.50 1.09
Finger millet 3.67 - 3.74 —
Sorghum 2.05 1.23 2.20 1.32

— Not available.
Source: Computed from MDB annual reviews of maize, rice, wheat and sorghum, millet, cassava

and beans, 1987 and 1588.
2 Paddy.

Another problem with the national deflator is that the shares of incomes spent
on food in rural areas is much larger than in urban areas (74.7 percent versus 66.0
percent, as indicated in Tables 33 and 34). This, coupled with the fact that food
is much cheaper in rural areas, implies that the appropriate CPI for rural areas in
1982/83 should be lower, and not higher, than the NCPI.

To obtain an idea of the potential differences, we first estimated the nonfood
prices that would be needed in 1982/83 to achieve a NCPI higher than the official
one by 18.7 percent, as reported by Bevan et al. Using the food and nonfood
weights of the NCPI, prices of nonfood items in rural areas *vould have to be 71.0
percent higher than in the urban areas. Assuming that food prices are 50 percent
lower in rural areas, however, and using the rural consumption weights of Table
33 instead of the urban weights of the NCPI, implies that the rural CPI in 1982/83
was 25.5 percent lower than the official NCPI. If the price of food is assumed to
be 70 percent lower in rural than in urban areas, then the rural cpl would be 42.7
percent lower than the official CPL In the first case, the estimated per capita real
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subsistence income in 1982/83 would be 307 Tsh (in 197.5/77 Tsh) compared to
229 reported in Table 53, while total real income would be 683 Tsh compared to
509 Tsh in Table 53. In the second case, subsistence income in 1982/83 would
be 400 Tsh and total income 888 Tsh. These latter figures ure comparable to the
1969 and 1976/77 real income levels.

Apparently, then, the use of the national CPI exaggerates the decline in rural
real incomes during 1969 to 1982/83. Our analysis casts doubt on this finding
because the share of subsistence in total rural income did not increase during the
period, and because the proper deflator might be different than the NCPI. Qur
conclusion is that between 1969 and 1982/83, and certainly between 1976/77 and
1982/83, the decline in rural rcal incomes was much smaller and less dramatic
than reported by Bevan and his co-authors (1988; 1990), and in fact, it is not even
clear that there was a real income decline.

This conclusion is reinforced by the observation, often mentioned by Tanzanians
and other observers, that during the crisis period there was cross-border trade in
agricultural products, and furthermore, there was informal activity in local
production of commodities that were unavailable through the official markets
(Havnevik 1986). Among parallel exports, coffee would be a case in point, but
hides and skins and foodgrains could also have been involved (Maliyamkono and
Bagachwa 1990). The 1982/83 survey reported in Bevan et. al. (1990) found irom
farmers’ responses that there were no parallel sales of coffee, even though it
reported parallel sales of tobacco, another export crop. Since parallel sales of
export crops were illegal, it is to be expectcd that the responses underestimated
those sales. This underestimation ought to be larger in 1979/80 and 1982/83, at
the height of the crisis. Hence, compared with the 1976/77 and 1969 surveys,
rural cash incomes should have been underreported to a larger degree. This
consideration also tends to bring into question the validity of the rural reai-in-
come decline thesis.

Turning to urban incomes, « ar comparison in Chapter 4 of urban incomes in
1969 and 1976/77 (see Tables 22 and 23) revealed an enormous decline in real
urban per capita cash incomes of 68 percent between the two periods—and a
decline in the share of wage income in total cash income. The Bevan study (1988)
mentions that in 1969, wage income was underreported and that this resulted in
a 25 percent underreporting of urban income. This would, of cuurse, only make
the decline worse.

Bevan and his co-authors (1988) reported the results of an urban survey that
they did in 1984. In Table 55, we compare their results with the results of the
1969 and 1976/77 surveys. The first observation that we can make is that between
1976/77 and 1984, the only part of urban cash income that seems to have
increased in importance is returns to trade, enterprise, or profession, namely,
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TABLE 55
Tanzania: Structure and Levels of Urban Incomes, 1969, 1976/77, and 1984.

1969  1976/77 1984

Shares of cash income from different sources

(percentages):
Crops 0.8 1.3 2.7°
Animal husbandry 04 0.9 —
Wages and salaries 60.4 534 54.9
Trade, enterprise, or profession 29.2 25.6 42.3°
Other 9.2 18.8 -
Cash income per capita (Tsh) 2,414 1,705 3,777
Subsistence income per capita (Tsh) — 161 364
Share of subsistence in total — (8.6) (8.8)
Real cash income per capita (1976/77 prices) 5,249 1,705 815
Real subsistence per capita income 161 79
(1976/77 prices)
Total real income per capita 1,866 894

— Not available.

Source: Compiled from Tables 36 and 37 of this monograph and Bevan et al. (1988).
2 All cash farm income.

b There is no figure for other income reported in Bevan et al. (1988).

own-business income. The Bevan study (1988) does not mention any figures for
other sources of ir~ome, which, as can be seen in Table 55, accounted for
substantial portions of cash incoiaes in both the 1969 and 1976/77 surveys. The
share of wage income appears to be the same between 1976/77 and 1984. Bevan
and his co-authors report a much larger share of wage income in urban income
for 1976/77. It is not clear, however, where they obtained these numbers, as the
available tables for the 1976/77 Household Budget Survey in the Bureau of
Statistics (BOS) suggest the figures analyzed in Chapter 4.

The second observation is that the share of subsistence in total per capita
urban income is the same in the two surveys of 1976/77 and 1984. This raises
the same issues that were discussed earlier in the context of rural income, namely,
if total real urban per capita income declined, one would expect an increase in
the share of subsistence income. The Bevan work indeed shows a very large
increase in subsistence income, but again, the figures do not match the ones we
obtained from the BOS for the same survey. If the subsistence share did not rise,
then the substantial urban real income decline evident in the table (52 percent
between 1976/77 and 1984) must be questioned. In any case, it is very hard to
rationalize the enormous decline in real per capita urban incomes between 1969
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and 1984. If the figures in the table are to be believed, urban residents in 1984
enjoyed only 15 percent of their real income in 1969. This seems exaggerated,
because throughout the period, no massive famine or starvation was reported.

As was seen in Table 41, the lower urban classes tended in 1976/77 to secure
the bulk of their daily calorie needs from subsistence production, and in fact, the
bulk of their total food consumption from subsistence activities (see Table 34).
The decline in cash incomes would thus tend to influence proportionately more
the middle and upper urban classes, which do not have much subsistence income.
Table 56 reproduces an interesting table from Bevan et al. (1988), which indi-
cates the structure of income in Dar es Salaam in 1984, compared with that of
1976/77, by income quintiles. What the table shows is that it was the middle- and
upper-income classes that increased their income from farming, while wage
income declined the least in the poorest class; business income declined the most
in the poorest class. However, the romparison of the bottom two quintiles reveals
an inconsistency. While the poorest quintile shows declines in all types of
income, with the smallest decline in wage income, the next-higher income
quintile shows increases in farm and business income and decline in wage
income. Given that the bulk of the income of low-income urban households
comes from subsistence (see Table 34), it is difficult to see how real farm income
for this class could decline in 1984 to 14 percent of its 1976/77 value. It thus
appears that the results for the bottom quintile are problematic and should be
discarded. The story revealed by the income pattern of the other quintiles,
however, is entirely plausible.

Real farm incomes, mainly subsistence, rose between 1976/77 and 1984 for
all classes, consistent with the general urban income decline and the rise of
subsistence farming; among nonfarm income sources, own-business increased in

TABLE 56

Tanzania: Per Capita Household Incomes in 1984 as Percentage of Their
Values in 1977: Dar es Salaam, by Quintiles (comparison is between
incomes at 1982/83 prices).

Quintiles
1 2 3 4 5 Total
Farm income 14 169 279 359 129 150
Own business income 6 121 68 70 86 89
Wage income 76 23 28 20 20 32

Total (per capita) income 40 42 43 38 29 46

Source: Bevan et al. (1988, 79).
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importance compared to wage income. There still remains one problem, how-
ever, and that is the large underreporting of urban business income throughout
the decade of the seventies and early eighties. The severe official discouragement
of private activities must have encouraged gross underreporting of clandestine
income-generating activities both legal (trade, informal manufacturing and ser-
vices, etc.) and illegal.

An indication of the magnitude of underreporting can be seen in Table 57,
which shows that in the survey of Maliyamkono and Bagachwa (MB) (1990), done
in 1986, reported inceme in urban areas is 39 percent below reported consump-
tion; for rural areas the underreporting is similar, at 36 percent. In fact, since
there must be some saving, the underreporting is bound to be even greater. MB
(1990) indeed regarded the degree of underreporting as higher than indicated.

TABLE 57
Tanzania: Structure of Rural and Urban Household Income
and Consumption in 1986.

Rural Urban

Shares of income (percent) derived from:

Self-=mployment 63.4 21.0
Wages and salaries 19.5 59.0
Interest, dividends, profits 2.9 6.0
Rents, royalties 49 7.0
Pensions, annuities, estates, trusts 4.9 3.0
Capital gains 1.2 2.0
Other 3.2 2.0
Average household income (Tsh) 26,525 36,292
Average household income in 1976/77 prices (Tsh) 3,244 4,438
Per capita household income (1976/77 values) 559 888
Shares of expenditure (percent) derived from:
Food, beverages, and tobacco 65.0 53.9
Clothing and footwear 10.6 11.8
Rent, fuel, water, power 9.0 13.7
Medical care, education, and communication 2.8 59
Household durables 3.5 6.9
Recreation and entertainment 7.1 3.9
Miscellancous 2.0 2.0
Average expenditure per household (Tsh) 41,318 59,495
Average expenditure per household in 1976/77 prices (Tsh) 5,053 7,276
Per capita household expenditures (1976/77 values) 871 1,455

Source: Maliyamkano and Bagachwa (1990, 148), and authors’ computations.
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If we discount the 1986 household income and consumption reported by MB
to 1976/77, using the NCPI, and then use the average household-size figures
reported in the 1976/77 Household Budget Survey for rural and urban households
(MB do not report their survey’s average household size), namely, 5.8 for rural
and 5.0 for urban (see Table 31), then for the urban areas real per capita income
is 888 Tsh in 1976/77 prices. That figure is practically identical to the 1984 figure
for total urban per capita income reported by Bevan et al., (1988) which was 8§94
Tsh (see Table 55). Real rural per capita income is then 559 Tsh, again quite
close to (in fact a little higher than) the figures of 503 and 509 Tsh reported in
the 1979/80 and 1982/83 surveys (see Table 53). In other words, the three surveys
are quite consistent as far as reported income is concerned.

When total 1986 expenditure is discounted to 1976/77, however, the picture
that emerges is different. Per capita real urban consumption is 1,455 Tsh, which
is higher by 13.4 percent than the average urban per capita consumption expen-
diture of 1,283 Tsh observed in 1976/77 (see Table 34;: remember consumption
and total expenditure are different because the latter includes investment expen-
ditures), and not much lower than the reported total per capita expenditure in
urban areas of 1,690 Tsh (again see Table 34). For rural areas, the per capita real
consumption expenditure of 871 Tsh in 1986 is 4.3 percent higher than the
1976/77 figure of 835 Tsh and slightly lower than the per capita total expenditure
figure of 901 Tsh in 1976/77. Thus, what appears to have happened is that the
degree of underreporting of incomes increased substantially after 1976/77, which
is entirely plausible and consistent with the evolution of Tanzanian policies in
that period.

A further check on our contentiorn that real income declines during the
crisis were not as large as previously thought concemns consmption patterns
in 1986 (see Table 57) compared with those of a decade earlier (see Tables
33 and 34). In the rural arcas, expenditure for food, drinks, and tobacco in
1976/77 accounted for 76.5 percent of total expenditure, while in 1986,
according to Table 57, they accounted for only 65 percent. Similarly in the
urban areas, the same share in 1976/77 was 68.3 percent, while in 1986, it
was 53.9 percent. The decline in this share, according to accepted theory and
other country evidence, is not compatible with a decline in real income but
in fact, quite the contrary.

The conclusion of our analysis, then, is that real per capita incomes in both
rural and urban areas were not seriously declining between 1976/77 and the onset
of the ERP in the mid-1980s, as previous studies have indicated. What seerus to
have happened instead is that both rural and urban households switched their
activities from formal, observable ones to informzl and unobservable ones, in
order to maintain their real incomes. This strategy appears to have met with



Trends in Incomes and Welfa== of Various Income Groups 159

success for most households, as suggested by the above analysis, but it is quite
difficult to observe from published official figures.

A METHOD FOR ANALYZING HOUSEHOLD INCOMES

The previous section illustrated the difficulties of comparing incomes from
surveys done in different periods, during which very different policy regimes
were in place. In this section we outline a different methodology that we
subsequently apply to illustrate the evolution of household incomes.

Consider a household that is representative of a class. The household will
derive its income from agricultural and nonagricultural activities. The agricul-
tural activities will be of three kinds: those that produce exportable and other
nonfood, tradable cash crops (e.g., coffee, cotton, tobacco, and tea); those that
produce tradable, staple food crops (mainly maize and rice); and, those that
produce mainly nontradable food products (coarse grains, roots and tubers, fruits
and vegetables, livestock products, etc.). In the case of Tanzania, these can be
further subdivided among scheduled nontraded crops (sorghum, millet, cassava,
beans) and others.

Denote by s, and s,, the shares of income derived from agricultural and
nonagricultural activities, respectively, in some base year, including transfers
and remittances, where of course,

s, +s,=1. 6.1)
Also, denote by s,; the shares of agricultural income derived from activity i (i =
e, f, 0) among the three types of activities mentioned above, where ¢, f, and o
denote exportable, tradable staple food, and other nontradable agricultural prod-
ucts, respectively. Among nonagricultural income, we skall distinguish among
formal- and informal-sector income. The shares of nonagricultural income that
consiitute formal- and informal-sector income will be denoted by snr and snu.
Finally, denote by i the base-year shares of total household consuinption expen-
ditures (including subsistence consumption) (i =f, o, n) that are used for tradable
staple food products, nontradable food products, and nonagricultural products
(symbolized by i = n), respectively. Changes in the welfare of this type of
household can then be monitored by examining the following index of changes
of real income:

Y= (sa Sz f"’; + sa/?;+ S0 T’ZD]+ S, [sdﬁ"+ S, 7])

—(,ﬁ;+ 8,P;+3, ?f,) 6.2)
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where the symbol (~) above a variable denotes percentage change from a given
period; Y is real income, P,,, Pgy, Py, are the price indices of the three (or more)
agricultural product groups (as outlined above), relevant for this household, with
the superscripts p for producer prices and ¢ for consumer prices, PS is the
consumer price of the nonagricultural product, w denotes the unit reward (wage)
of formal-sector activities, and r denotes the unit reward to informal (unincor-
porated) nonagricultural activities of the given class of household.

Expression (6.2) can be derived by taking the derivative of a standard house-
hold consumer utility function, which is a function only of quantities consumed,
under the assumption that the household earns income by operating on a standard
production possibility frontier of agricultural and other activities. As long as
smallholder activities are labor intensive, and total labor available per household,
as well as technology, do not change, the fronticr will not shift outward over
time, and hence only substitution among activities, due to relative price changes,
will occur. This implies that expression (6.2) does not need to include changes
in quantities of total resources available to the household.

While changes that producers and consumers experience in the prices of
the three agricultural products and changes in w, as well as in the price of the
nonagricultural product P can be observed and monitored relatively easily,
the unit reward of the informal production activity r cannot. Given, however,
that a large share of household incomes, especially for poor kouseholds, is
derived from such activities, as seen earlier, it cannot be neglected. In the
following, a simple model is outlined by which the change in r can be
expressed as a function of the changes in the other observable prices in
equation (6.2) above.

Consider an economy composed of two sectrors—agriculture and nonagricul-
ture. The agricultural sector produces three products (the same categories out-
lined above) and, apart from land, uses only labor. The nonagricultural sector
produces two products: the formal one that uses labor and an imported interme-
diatc product, and the informal one that uses only labor. Technology is Cobb-
Douglas in all sectors. The formal sector, which includes all the public
enterprises, is in many analyses modeled as a fix-price nonagricultural sector,
namely, one with excess capacity and fixed nominal wages. The informal sector,
composed of many individual and small-scale unincorporated enterprises, can be
thought of as a flex-price one, with ease of entry and exit and where much
self-employment takes place.

Denote by L, the demand for labor in the formal sector. This sector in
Tanzania comprises mostly the public sector and a few large private establish-
ments. While we could assume that it operates in a normal, profit-maximizing
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fashion, this would hardly represent rcality in the Tanzanian case, given various
labor laws and other regulations. We, therefore, assume that employment L, in
this sector is exogenously determined.
The informal sector will be assumed to utilize mainly labor. Its production
function will be assumed to be Cobb-Douglas
X, = K,L}, (6.3)
where K, summarizes the contribution to informal sector production of other
primary factors, and L,, denotes the labor employed in the informal sector. The
unit labor reward for this activity has been defined as r. Denoting by P, the price
for the output of the informal sector and maximizing, we obtain a demand for
informal labor. Log-differentiating that (namely, first totally differentiating the
resulting expression, and then dividing by itself, so as to produce variables of
the form dx/x), we obtain
L, = —1—-(1'5 - 7). (6.4)
nu l — B nu
The other major labor-using sector is agriculture. Agriculture supplies
labor to the nonagricultural sector, depending on the relative rewards of
agricultural versus nonagricultural activities. At this poist, we intrcduce two
structural assumptions that seem to be quite relevant for countries in sub-
Saharan Africa in general and Tanzania in particular: first, most agricultural
production is organized among individually operated farm units. This implies
that the reward of a unit of agricultural labor is, on aggregate, close to the
average product of labor in agriculture. The second assumption has to do with
the types of nonagricultural activities in which the rural poor engage. Those
activities usually involve either informal wage employment in rural or urban
areas, or some type of small-scale, owner-operated enterprise. Given capital
requirements, risks, and so forth, it seems reasonable to assume that the
effective reward offered by the nonfarm enterprise to a unit of nonagricultural
labor is not far from the effective reward of farm-operator labor when working
on own-account. In fact, there has been empirical evidence confirming this
in Tanzania (see Collier et al. 1986).
Given the above reasoning, the behavioral relation that will govern the supply
of labor from agriculture to nonagriculture is the following:

Pa Xa
L

a

6.5)

r=
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where X, is the aggregate output of the agricultural sector, L, is the labor
employed in agriculture; and P, is the aggregate price of agricultural output. If
the production of X, is governed by the following Cobb-Douglas relation
X, =K,L3, (6.6)
then (6.5) gives a relation between L, and r. Log-differentiating that equation,
we obtain a relation between the aggregate use of agricultural labor and the
nonagricultural unit reward
L= L(F —F). 6.7)
a l - a
Under the Cobb-Douglas assumption, equation (6.7) is also valid if the nonagri-
cultural unit reward is equated to the marginal product of labor in agriculture.
The final consideration has to do with the structure of the aggregate labor
market. In sub-Saharan Africa, and also in Tanzania, unemployment rates are
very low, and in the rural areas virtually zero, as has been found by household
surveys (see Collier et al. 1986). The reason is that people move in and out of
various low-skilled activities quite easily. Albeit it is more difficult to find
permanent wage work in the rural sector (e.g., 4s a public employee), evin that
submarket is not separated from the rest of the labor market. In fact, it is quite
prevalent that underpaid civil employees work in other activities by effectively
diminishing their labor input into their official activity. The upshot of these
arguments is that it is reasonable to suggest that the labor market is characterized
by full employment, and it is this that determines informal returns to labor.
The implication of this consideration for our simple model is that we can use
equations (6.4) and (6.7} in an aggregate, labor-market-clearing equation to
determine r. The aggregate labor market equilibrium condition is

L+L,+L,=L (6.8)

where L and L,sare exogenously given. Log-differentiating (6.8) and using (6.4)
and (6.7), we obtain

~ A'a A'nu A'a B A'nu B
r(l—a+1-—ﬂJ—l—aP"+)'"fL"f+l—BP"" (6.9)
where L,is the exogenous growth rate in formal-sector employment. In equation
(6.9), A;, Ay, and A, are the base-year shares of total labor employed in
agriculture, formal and informal sectors, respectively.
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Notice that we have abstracted from secular trer.ds in unit rewards caused by
changes in the capacity of the three sectors (summarized by the all-inclusive
indices K; and K, in the model) as well as exogenous growth in the labor force
or induced changes in labor supply. These influences could easnlx be included
by adding to the right-hand side of equation (6.9) another term r , where

prtoke ke r 6.10
A PR T R (6.10)

and T is the exogenous natural and induced growth rate of the labor force.
Lacking much mformatlon on which to empirically estimate K, and K., we
simply neglect the term r altogether

Before substituting equation (6.9) into our original equation (6.2), we note
that the percentage change in the index of agricultural prices P, can be written
as a function of the three agricultural product groups, as follows:

ﬁa=2Bi P 6.11)

where B; (i = e f,0) arc the base year shares of each group’s output in the total
agricultural output of the country. Notice that B; is in general different than s,;
because a given household group will have different production structure than
the average of all agricultural preducers. With these conventions, equation (6.9)
can be substituted in equation (6.2), yielding the following equation that will be
used to trace the real welfare of houscholds:

n rm B P ~ Snsrmxn T
Y= zll[sasaﬁ (I-m)A Pm.+s"s"fw+—1A L,
Il ’I.ll Illl Be ~
oA ,m-(s P+ Po+8nPf,) (6.12)
where
A | tw 6.13
—1—a+l—ﬁ' (6.13)

Expression (6.12) depends on structural variables that are relatively easy to
estimate and on changes of price indices that again can be estimated. There are,
nevertheless, several points of clarification and caveats about an expression such
as (6.12) that deserve mentioning. The behavioral relation (6.5) is meant to imply
that agricultural owner-operators essentially equate the marginal reward to other
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informal activities with the average reward to their own agricultural activities.
In other words, they regard agricultural activities as basic. In practice, consider-
ations such as risk and food security might maie any specific test of (6.5)
difficult to implement, albeit Collier et al. (1986) provided some evidence that
it indeed holds. For instance, agricultural daily wages might appear higher than
returas per man day from own-productior but we still do not observe small
farmers abandoning their plots to work for large-scale operators or plantations.
This implies that the effective reward, or the nominal wage adjusted for other
factors, is lower than the apparent, nominal one. This is already well known from
the Harris-Todaro model.

Another salient feature of our assumption about sources of income of the rural
household is that their reward to nonagricultural activities is basically assumed
to be reward to the labor input. In other words, they do not share much in the
aggregated profits of the nonagricultural sector. This basically means that be-
cause of ease of entry in the informal sector, whatever business the rural poor
engage in will be mostly own-labor intensive and owner operated, earning
effective rewards, that, when adjusted for risk and so forth, will be roughly
equivalent to those from other labor activities.

Notice that inside the first bracket of (6.12) the weights multiplying prices
(namely, except the one that multiplies Z,.f) sum to one. The same, of course,
holds for the consumption weights. In other words, reai income can be looked at
as the ratio of an index of nominal income (assuming that the term multiplying
the quantity of formal labor is zero in the base year) and an index of consumer
prices with weights specific to each class of households. It is the weights s,, s, ,
Snf+ Snu» Sai» and &; that will differ among households.

If we use fixed weights in the numerator and denominator of expression
(6.12), this will bias the results. The numerator, which represents nominal
incomes, will be smaller than true nominal incomes because no consideration is
given to shifts between activities. The denominator, which represents the nomi-
nal cost of a unit of expenditures, will be larger than the true one because
consumers will substitute among goods as relative prices change. The upshot is
that the fixed weight ratio will always underestimate real income gains or
overestimate 1eal income losses. In Appendix B we propose a method to deal
with the problem, which is subsequently applied.

CLASSIFICATION OF HOUSEHOL.DS

In order for the method outlined in the previous sectior and Appendix B to be
applied, we need to classify households and derive their characteristics for a
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base year. Given the analysis of the structure of incomes and consumption set
outin Chapter 4, it is natural to take 1976/77 as the base year for the projections.

In Chapter 4 we estimated poverty lines for urban and rural households in
1976/77 and classified households according to household cash expenditure.
Table 31 gives a good classification of households according to this criterion.
We shall attempt to define a “typical poor,” a “typical middle-class,” and a
“typical rich” household in rural and urban areas and outline their structures of
income and consumption. From Table 46 we can choose a poverty line, and
conservatively we choose the one for which the ratio of food to total expenditure
is 0.70 or higher. According to Table 47, this implies that in 1976/77 50 percent
of households and 60 percent of people were below the poverty line. Examining
Table 31 in light of these assumptions, it can be seen that the lowest three
household cash expenditure classes in both rural and urban areas have average
per capita total incomes below the chosen poverty levels. These groups represent
78.3 percent of rural households and 32.5 percent of urban households. We shall
choose as close-to-representative of rural and urban poor households those that
in 1976/77 had annual household cash expenditures between 1,000 and 1,999
Tsh. This is the middle among the three cash expenditure classes assumed to
represent the poor. Ideally we should try to estimate the weighted average
profiles of income and consumption for each class, but this turned out to be
impossible, given the assumptions that had to be made in subsequent stages. For
the rural and urban middle class, we took as representative the class with
household cash expenditure in the range of 6,000-7,999 Tsh. This is the second-
lowest among the six “nonpoor” classes, and comprises a fair share of “nonpoor”
rural and urban households. Given the skewness of the distribution evident in
Table 31, this seems reasonable. For the “rich” rural and urban classes, we chose
the ones with annual househc!d cash incomes in the range of 25,000-39,999 Tsh.
Given some anomalies for the highest expenditure class us discussed in Chapter
4, this seems reasonable. Since there are nine cash ¢xpenditure categories of
Table 31, our choice amounts to dividing rural and urban households into three
classes; each is represented by three cash expenditure classes, and we have
chosen the middle among the three as representative of the whole class. If we
regard this assumption as a reasonable approximation, then we can also associate
with each a proportion of all households that the class represents.

The allocation of the total average household incomes of the three classes
from Table 31 to agriculture, formal wages, and unregulated and other sources
utilizes Table 32, which gives sources of income for all households in a given
expenditure class without distinguishing rural and urban, and Table 22, which
gives the sources of income for farm and nonfarm rural and urban households in
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1976/77. It was assumed that in the lower class, the share of wages and salaries
in rural cash income is that indicated in Tabie 22 for rural farm households. For
urban poor households, it was assumed that the share of cash income from crop
and animal husbandry was what is indicated in Table 22 for urban farm house-
holds. It was assumed that agricultural income comprises crop and animal
husbandry. All other income sources were lumped under “other.” Furthermore,
all subsistence income was assumed to originate in agriculture. Tables 33 and 34
indicated that this is very nearly true for all classes, rural and urban. With these
assumptions it is possible to estimate the shares of income from various sources
for poor rural and urban households. For the middle-level households it was
assumed in both rural and urban arcas that the share of their cash income coming
from wages and salaries is that for the average household in Table 22. For the
rich households it was assumed that the share of wages and salaries in their total
cash incomes is that stated under nonfarm hou:eholds in rural and urban areas in
Table 22. The resulting allocation of income is given in Table 58.

The differences in income structure evident in Table 58 are quite substantial.
In rural areas, agriculture is the main income source of the poor and middle
households but not of the rich ones. The main income sources of that class are
wages and other (mainly income from business and profession). In the urban
areas, the poor draw most of their income from subsistence agriculture and from
other sources (again, mainly business) and a very small share from wages. It is
for the middle group that wages are most important, while for the rich it is
business that is the chief income source. Notice that agriculture is a major cash
income source only among poor and middle rural households; it is negligible as
a cash source among rich rural households. Agriculture is a minor source of cash
income for poor and middle urban households and a negligible one for rich urban
households.

COMPOSITION OF AGRICULTURAL INCOME

We now turn to the composition of agricultural income. First, we will split cash
or export crop income from total agricultural income. In Tanzania the term
*“cash crops” means income from exportable, no.isubsistence crops; hence the
terms “export” and *“cash crops” will be used interchangeably. Given that urban
households are not expected to produce many cash crops, and that Table 58
implies that most of urban agricultural income is subsistence income, it seems
reasonable to assume that all the agricultural income of urban households is
income from food crops and livestock. The same will also be assumed for rich
rural houscholds, for which, as Table 58 indicates, 2lmost all agricultural
income is for subsistence consumption. This leaves unly the poor and middle
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TABLE 58
Tanzania: Sources of Income of Representative Poor, Middle, and Rich
Rural and Urban Households, 1976/77.

Rural _Jrban
Value Shares Value Shares
(Tsh) (percent) (Tsh) (percent)

Poor hous( holds

Share of ali households (percent) 66.6 4.9

Share of all people 63.8 3.9

Per capita total income 804 100.0 603 160.0
From agriculture 654 81.3 337 55.8
(Subsistence) (537) (66.8) (303) (50.2)
Wages and salaries 15 1.9 77 12.7
Other 135 16.8 189 315

Middle households

Share of all households (percent) 15.6 6.7

Share of all people 18.2 5.7

Per capita total income 1,285 100.0 1,523 100.0
From agriculture 708 55.1 165 10.8
(Subsistence) (397) (30.9) (75) 4.9)
Wages and salaries 131 10.2 977 64.1
Other 446 34.7 381 25.1

Rich households

Share of all households (percent) 2.9 33

Share of all people 4,3 4.1

Per capita total income 3,375 100.0 4,668 100.0
From agriculture 384 11.4 72 1.5
(Subsistence) (337) (10.0) 31 0.7,
Wages and salaries 1,382 41.0 276 5.9
Other 1,609 47.6 4,320 9.6

Sources: Compuicd trom data in Tables 22, 33, and 34,

rural households (which, of course, comprise 82.2 percent of al! households) as
producers of cash export crops. To estimate the amount of cash crop income for
these two classes, we utilize Tables 50 and 51. Taking from these tables the
difference between income from food crops and subsistence crop income, we
obtain an estimate of cash income from sales of food crops. Comparing this with
income from cash crops in Table 50 across income quintiles, we obtain the data
in Table 59.
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TABLE 59
Tanzania: Shares of Cash Crop income from Food and Cash (Export) Crops.
Quintiles
1 2 3 4 5 Total
Total cash crop income
(Tsh/capita) 353 372 208.8 263.0 1,045.9 283.9
Percent from food crops 459 272 53.0 58.1 70.3 61.8
Percent from cash crops 54.1 82.8 41.0 41.9 29.7 38.2

Sour.e: Computed from Tables 50 and 51.

The interesting observation is that the proportion of cash income from crop
sales that arises from the sa'e of fcod crops is higher aiiong wealthier rural
households than among poor ones. We chose the share representative of the
highest quintile as that to apply to our middle rural households, and adjusted the
share for the poor households so that the weighted average for the two classes is
equal to .8 percent, which s tixe average in Table 59.

The result is that the share of food crop sales in totzi cash income from crops
is 70.3 percent for the rural middle, as assumed, and 55.7 percent for the rural
poor. Note that agricultural income includes livestock income and not ouly crop
income. Given the erratic nature of livestock income revealed in T2bles 50 and
51, we assumed that 16 percent of rural agricultural income arises from livestock,
as implied by the national accounts data for 1976 and 1977, which is close to the
figure implied by Table 51.

With these assumptions, the share of total agricultural income that arises
from sales of cash crops is 6.6 percent for poor rural households an” (.0
percent for middle rural households. As a check on the calculations, the
1979/80 rural incom= survey (Collier =t al. 1986) reported that, on average,
11.95 percent of net crop income was from the sale of export crops. If we
assume that livestock income is 16 percent of total agricultural income, this
implies that 10.0 percent of total agricultural income was from export crop
sales, comparable to the 7.6 percent implied by our calculations. The discrep-
ancy could be due to the ussumptions about livestock income, or t-: the
nonrepresentative sample in Collier et. al.

The next step involves the breakdown of non-export, agricultural ncnlivest-
ock income among tradabie food and ~*hes food crops. Livestock income will be
lumped with other agricultural income. While the distinction between tradable
and nontradzble crops is conceptually clear, it is not so clear at the practical level.
In Tanzania many agricultural products can be considered as *.aded given the
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vast borders with neighboring countries and the concentration of production
in border areas. Given, however, that the interesting questions in the context
of adjustment concern the issues of marketing interventions and parallel
markets, we shall lump under the category “traded food” (namely, the one
with subscript f) in the model the main scheduled staple food crops, that is,
those for which an official marketing system existed for a long time. These
crops, in turn, can be split into internationally traded ones, 2ud miainly
domestic staples. In the context of Tanzania, the internationally traded sched-
uled staple food crops are maize, rice, and wheat (which will be referred to
as traded scheduled crops). The largely domestic scheduled staples are sor-
ghum, millet, cassava, and beans. The latter will be referrsd to as nontraded
scheduled crops.

The procedure used to split the crop income into the two categories was
first to identify from the 1976/77 Household Budget Survey the proportion of
sui-sistence income that is accounted for by traded and nontraded scheduled
~rops. Then these shares were multiplied by total income from non-export
food crops (monetary and subsistence). In other words, the assumption was
made that the structure of non-cxport crop income from sales is the same as
the structure of subsistence crop income. The assumptions then summed up
imply the structure of agricultural income that is indicated in Table 60.

It must be noticed that traded scheduled crops (maize, rice, wheat) make
up a relatively large share of total agricultural income (about 36 percent),
compared with the approximately 20 percent that the national accounts
indicate as the share of these products in total agricultural GDP in 1976 and
1977. However, even if we assumed that a zero share of cash income from
food crops originated in these products, the proportion of agricultural
income from this category of products would be higher than 20 percent
because of their major share in subsistence production. The nontraded
ccheduled crops make up about 20 percent of agricultural income, com-
pared with the 14 percent indicated by the national accounts. It must be
noted, however, that the national accounts use official prices to value
production. They would naturally tend to underestimate the share since
official prices are almost always below the open market ones.

Another way to check the figures is to use the two surveys reported in Collier
et al. (1986) for 1979/80 and Bevan et al. (1990) for 1982/83. The 1979/80 survey
indicated that, on average, traded scheduled crops accounted for 24.8 percent of
crop income (»r about 21 percent of total agricultural income, if livestock is
assumed to make up 16 percent of agricultural income), anc nontraded scheduled
crops accounted for 20 percent of crop income (17 percent of agricultural
income). The 1982/83 survey, on the other hand, showed that, on average, traded
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TABLE 60
Tanzania: Structure of Per Capita Agricultural Income of Representative
Poor, Middle, and Rich Rural and Urban Households, 1976/1977.

Rural Urban
Value Shares Value Shares
(Tsh) (Percent) (Tsh) (Percent)

Poor
Agricultural income 654 100.0 337 100.0
Export crops 43 6.6 0 0.0
Traded scheduled crops 234 35.8 88 26.1
(of which subsistence) (206) (31.5) (79) (23.4;
Nontraded scheduled crops 154 23.5 112 33.2
(of which subsistence) (135) (20.6) (101) (30.0)
Other, including livestock 223 34.1 137 40.7
(of which subsistence) (196) (30.0) (123) (36.5)
Middle
Agricultural income 708 100.0 165 100.0
Export crops 78 11.0 0 0.0
Traded scheduled crops 253 35.7 75 45.5
(of which subsistence) (159) (22.5) (34) (20.6)
Nontraded scheduled crops 105 14.8 29 17.6
(of which subsistence) (66) 9.3) (13) (7.8)
Other, including livestock 272 38.5 6l 36.9
(of which subsistonce) (172) (24.3) (28) (17.0)
Rich
Agricultural Income 384 100.0 72 100.0
Export crops 0 0.0 0 0.0
Traded scheduled crops 167 43.5 27 375
(of which subsistence) (147) (38.3) (12) (16.7)
Nontraded scheduled crops 44 11.5 8 11.1
(of which subsistence) (38) 9.9) 3) 4.2)
Other, including livestock 173 45.0 37 514
(of which subsistence) (152) (39.6) (16) (22.2)

Source: Computed by authors.

food crops made up 51.6 percent of crop incomes (43.3 percent of all agricultural
income with the same livestock income assumption), while nontraded scheduled
crops made up 14.5 percent of crop income (12.2 percent of total agricultural
income). By these comparisons, it appears that the figures indicated in Table 60
are i'zasonable.
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CONSUMPTION PATTERNS

The next set of figures concerns the consumption patterns of the representative
households. These can be easily derived from the 1976/77 Household Budget
Survey, and they are indicated in Table 61. The most interesting thing that

TABLE 61
Tanzania: Expenditure Shares of Representative Households (percentages).
Rural Urban
Poor
Food 82.1 83.6
Monetary 14.7 35.2
Traded scheduled 2.4) (8.8)
Nontraded scheduled (1.0) 3.4)
Other (11.3) (23.0)
Subsistence 67.4 48.4
Traded scheduled (25.8) (12.6)
Nontraded scheduled (17.0) (16.1)
Other (24.6) (19.7)
Nonfood 17.9 16.4
Middle
Food 66.5 70.4
Monetary 324 65.2
Traded scheduled (6.8) (18.9)
Nontraded scheduled 2.5) 4.2)
Other (23.1) 42.1)
Subsistence 34.1 5.2
Traded scheduled (13.7) (2.4)
Nontraded scheduled .7 (0.9)
Other (14.7) (1.9)
Nonfood 33,5 29.6
Rich
Food 56.0 51.6
Monetary 37.5 50.9
Traded scheduled .7 (11.3)
Nontraded scheduled 2.1) (1.8)
Other (29.7) (37.8)
Subsistence 18.5 0.7
Traded scheduled (8.0) 0.3)
Nontraded scheduled 2.1 (0.1)
Other (8.4) (0.3)
Nonfood 44.0 48.4

Source: Computed from Tables 3C and 3D in the Household Brdget Survey, 1976/77.
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emerges from the table is that the poor households, both rural and urban,
allocate very low shares of their total consumption expenditures for monetary
purchases of the scheduled staple crops, both traded and nontraded, while for
middle and rich households, particularly in urban areas, these shares are quite
high. This implies that the bulk of the benefit from subsidies of scheduled staple
crops accrues to middle- and upper-income urban households.

PRICES

Given that the objective is to trace real income of households according to the
model outlined earlier, we need producer price series for export crops, traded
scheduled crops, nontraded scheduled crops, other crops, and a series for formal
wages and salaries, since the return to other nonofficial activities will be
estimated. Also we need consumer price series for traded scheduled staple
foods, nontraded scheduled staples, other foods, and nonfoods. We compiled
indices of all these prices from 1976 to 1989 as follows. Official producer prices
for the traded scheduled crops (maize, rice), nontraded scheduled crops (sor-
ghum, millet, cassava, beans), and five export crops (coffee, cotton, cashew
nuts, tea, and tobacco) were used to construct Laspeyres official producer price
indices using 1976/77 average production value shares as weights. Official
consumer prices for the same products (except the export crops) were also used
to construct official consumer prize indices for traded scheduled, and nontraded
scheduled, staples.

To construct open market price indices for the food categories, we used
monthly open market prices for 1982-1990, provided by MDB for urban
markets, and averaged the months within a crop year so as to obtain annual
average open market consumer prices. For years before 1982, we used the
information provided for some of the crops in Odegaard (1985). For maize
and rice, the open market prices obtained were complete. For nontraded
staples, the index before 1982 consists only of bean prices. For the nonsched-
uled products for years after 1982, we built an index composed of the prices
of sweet potatoes, cooking bananas, tomatoes, and beef meat. Of these, prices
for the first two were taken from Odegaard to continue the index back to 1976.
Based on the three indices constructed, we also built an aggregate index of
open market food prices. In all cases the weights were expenditure shares
derived from the 1976/77 HBS.

Assuming that the unofficial marketing margins did not change 'nuch, and
given that the open market prices are normally averages from about 30 to 40
urban centers dispersed among all regions in Tanzania, it is reasonable to
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consider the trends in these open market consumer prices as representative of
trends in open market producer prices for food.

For a price for official wages and salaries, we used the series for average
wages published by the Bureau of Statistics, which covers official wage employ-
ment. The official nonfood consumer price index was computed by weighing the
published components by their published shares. It turns out that the published
official consumer food price index and the nonfood CPI thus computed do not
add up to the overall published National CPI, and hence we used the computed
nonfood CPI in our computatioi.

Table 62 indicaies trends in the ratios among several of these prices. It is clear
that between 1976 and 1984 (the first year of liberalization) official export prices
declined substantially with respect to both official traded staple prices (column
1) and open market food prices (columns 3 and 4). Since 1984 they have
recovered appreciably, however, and in fact by 1988/389, they were above their
1976/77 levels vis-a-vis food crops. Turning to competition between the traded
and nontraded scheduled staples, the official prices indicate an improvement in
their terms of trade between 1976 and 1984 and a relative stability after that
(column 2). However, the open market price siguals show large fluctuations, with
a negative trend, between 1976 and 1984, and a clear negative trend after that
(column 5).

The terms of trade between official and open market prices of traded sched-
uled staples are indicated in column 8, and the same ratio for nontraded scheduled
staples is shown in column 9. In the case of traded staples, there are fluctuations
but no major trend between 1976 and 1984, implying that the ratios between open
and official prices did not widen much over the period, or equivalently, that open
markets for the traded staples were functioning all along and were not a feature
only of the crisis. From 1984 on, it appears that the official prices have gained,
compared with open market prices, and this is evidenced by the large increase in
maize production after the marketing liberalization.

The picture is not the same, however, for nontraded scheduled crops. In that
case, it clearly appears that the official market prices declined substantially,
compared with open market prices, between 1976 and 1984, and that since 1984
they have recovered somewhat, but not to the levels of the late 1970s.

An interesting ratio is indicated in column 6 between the official food cpt and
the open market consumer food price index compiled by the procedure explained
earlier. If the two price indices measure the same thing, their ratio ought to stay
constant. It indeed stays relatively constant between 1985 and 1989, but it shows
a sharp drop during the crisis period 1979-1984, implying that during that period,
the official food CPI increasingly underestimated the true cost of food.
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TABLE 62

Tanzania: Terms of Trade (Ratios) between Several Price Indices (1984=100).

1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989

Official
Producer
Export/
Official
Producer
Traded
Staples

(N

186.2
149.0
137.1
138.5
152.6
120.7
119.5
129.2
100.0
113.1
127.2
133.8
148.6
174.6

Official
Producer
Traded
Staples/
Official
Producer
Nontraded
Staples

2

71.1
51.0
50.0
59.5
66.5
94.7
95.4
90.9
100.0
91.7
91.7
93.3
94.7

Official
Producer

Export/
Open
Market
Traded
Staples
(3)

158.7
128.4
140.1
218.2
141.7
110.5
130.3

96.6
100.0
172.6
224.3
231.9
222.5
293.3

Official
Producer
Export/
Open
Marke:
All Focd
4)

201.5
161.2
165.8
233.2
170.0
138.6
120.8

97.0
100.0
162.9
203.0
216.9
202.2
247.0

Open
Market
Traded
Staples/

Open
Market

Nontraded
Staples

&)

139.6
165.7
133.5
76.1
132.4
156.9
97.5
116.3
100.0
80.0
80.4
83.3
76.0
67.7

Official
Food cprl/
Open
Market
All Food
(6)

111.8
157.5
204.5
166.4
145.5
142.2
105.3
100.0
140.3
175.9
173.7
175.3
189.2

Official
Nonfecod
CPIl
Nonagricultu
ral GDP
Deflator
Q)]

59.2
59.0
63.8
70.5
80.0
50.4
91.2
100.0
112.7
123.0
119.0
104.3
102.0

Official
Producer
Traded
Staples/
Open
Market
Traded
Staples
8)

85.3
86.2
102.2
157.6
92.8
91.6
109.1
74.7
100.0
152.6
176.3
173.3
149.7
167.9

Official
Producer
Nontraded
Staples/
Open
Markes
Nontraded
Sraples
™

167.4
276.7
272.8
201.5
184.9
151.7
111.5

95.6
100.0
133.9
154.7
154.9
120.2

— Data were not available to compute relevant values.
Source: Computed by authors.
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Another ratio exhibited in Table 62 is that between the official nonfood CPI
(as calculated by the authors) and the implicit nonagricultural GDP deflator. It
can be seen (column 7) that the nonfood CPI increased considerably relative to
the nonagricultural GDP deflator between 1977 and 1986, but has declined since
then. The implication is that the nonagricultural GDP deflator, which is based on
prices for formal-sector activities, continuously fell behind even the nonfood
cost of living, which in turn includes several controlled prices, such as rents and
fuel.

The figures indicated in Table 62 obscure somewhat the extent of distortion
between open and official markets. In Table 63 we exhibit the ratios of annual
average open market (urban) prices to the official consumer and producer prices.
Both sets of prices are computed for crop years (so that 1982 refers to the June
1982-May 1983 crop year and the open market prices are computed accord-
ingly). The ratios of open market to producer prices were very high until 1984,
in excess of 300 percent in many cases. They seem to have declined for maize
and rice, but continue to be quite high for the other scheduled staple crops. If the
open market urban prices are discountad to farm level, with a 100 percent
marketing margin (an exaggeration, given the data in Table 54), they still indicate
that the open market prices have been and still are much more attractive than the
official price. In the empirical model, we consiructed indices of traded and
nontraded scheduled staple prices by, for rural areas, weighing the indices of
official producer prices and open-market urban prices 0.25 and 0.75, respec-
tively; for the urban areas we weighted the index of official consumer prices and
open-market prices by the same weights. Given that both sets of prices are

TABLE 63
Tanzania: Ratios of Open Market Urban Prices to Official Consumer
and Producer Prices.

Consumer Producer
Maize Rice Bean Maize Paddy Sorghum Millet Cassava Beans

1982 1.84 288 1.84 2.63 3.34 4.81 7.63 2.58  3.79
1983 1.09 3.81 205 395 446 6.60 8.93 322 3.93
1984 0.82 267 217 282 3.87 5.80 8.21 335 3.95
1985 048 251 140 1.77 296 4.38 6.23 356  2.68
1986 032 1.89 1.05 156 2.43 3.66 5.25 3.69 2.24
1987 044 138 1.07 168 2.00 4.15 6.01 3.22 1.99
1988 041 1.03 1.09 196 2.31 5.33 7.62 4.04 257
1989 1.68 2.22 6.06 7.26 477 2.80

Source: Computed by authors.
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indexed to 100 for a base year, the combined indices show the direction of price
changes in each product category from a mixture of both markets. However, we
did not allow for changing weights over time between official and open markets
in the computation of price indices.

The model specified in the section, “A Method for Analyzing Household
Incomes” needs two more series—namely, prices for the output of the 13formal
sector and a series for formal-sector employment. For the price of the informyal
sector, we used the open market price index for all foods which was discussed
above, or the official food consumer price index. Formal-sector employment data
from 1975 to 1984 were obtained from the World Bank (1989) and extended to
1989 by using the index of real GDP of public administration from the national
accounts.

OTHER DATA

The remaining information needed to implement the model of “A Method for
Analyzing Household Incomes” and Appendix B concems the initial shares of
labor engaged in agriculture, formal, and other unincorporated activities, the
shares of the three categories of agricultural products in total agricultural output
(the B)), the technological parameters o and B, which represent labor shares of
output, the transformation elasticity parameters T, T, T,, and ¢, and the
demand parameters M, €5, and ©.

For the shares of labor in the three sectors, we used the 1978 population
census. We found there both the number of people in the work force (7,686
thousand) and the number whose main activity is agriculture (6,752 thousand).
From other surveys (e.g., Collier et al. 1986), it tumns out that 92 percent of
farmers’ labor is engaged in agriculture (mostly on own plots, but also some
communal). However, some of those engaged mainly in nonagricultural work
also engage in agricultural activities; we assume that 5 percent of the labor time
of nonagricultural workers is engaged in agriculture. These assumptions imply
that 82 percent of all labor, circa 1978, was occupied in agriculture. To allocate
the remaining labor between the formal and informal sectors, we used the figures
for the number of people employed in nonagricultural work in 1978 (935,000),
and from this we subtract the number of employees reported in 1978 in the formal
employment statistics of the BOS (536,000). We apply the resulting shares to the
18 percent of labor that is nonagricultural and obtain a figure of 10.3 percent of
the labor force engaged in formal types of activities, while the remaining 7.7
percent of the labor force was engaged in informal, unincorporated activities.

To compute the shares of the three categories of products in the output of the
agricultural sector, we averaged the national accounts 1976 and 1977 detailed
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data on ihc makeup of the agricultural GDP. We find that scheduled crops make
up 33.4 percent of total agricultural output (19.4 traded scheduled, 14.0 percent
nontraded scheduled), export crops 12.3 percent, and the rest, including live-
stock, 54.3 percent.

Tuming to the technological coefficients, for agriculture we utilize the pro-
duction function estimnated by Collier and his co-authors (1986), which related
crop output to land, labor, and other inputs. Under the assumption that input of
land is directly proportional to labor, we obtain a value of & equal to 0.73. As
far as the informal sector is concerned, we assume that it is less labor intensive
than agriculture and more labor intensive than formal nonagriculture. We assume
a value of B equal to 0.6, which is the simple average of the two labor coefficients
(the labor coefficient for nonagriculture, 0.47, is computed from the 1976
input-output table).

Turning to demand parameters, the procedure we use is the following. We
start by using the expenditure elasticities of demand for food reported for rural
and urban Tanzania by Okunade (1985), which are 0.92 for rural Tanzania and
1.15 for urban Tanzania. By making the assumption that poor households have
food exp~uditure elasticities 20 percent higher than middle households, and that
rich ones have elasticities 20 percent lower than middle ones, we can specify
expenditure elasticities for each of the three rural and urban household classes
so that the weighted average of the three group elasticities correspond to those
reported above. Aggregate, own-price elasticities of demand for maize, rice, and
beans are reported in Amani et al. (1989), and these, when weighted by the
expenditure shares for each group, give figures for the aggregate price elasticity
of demand for food. When a formula such as (B.47) is used to implicitly derive
values for the elasticities of substitution o, we obtain values between 0.5 and 1.1.
We then assume that the values of ¢ are 0.6 for poor houscholds (rural and urban),
0.8 for middle households, and 1.0 for rich households.

Tuming to supply parameters, we utilize the estimates for long-run price elastic-
ity of total supply of maize (0.423) and rice (0.362) as reported by Gerrard and Roe
(1983). Assuming, as is apparent in Tables 8 and 59, that the overwhelming bulk
of traded scheduleg staples is produced by poor and middle rural households, and
that these two classes of households have the same price elasticities of supply for
maize and rice, as reported above, we can derive figures for the price elasticity of
supply of traded scheduled staples for poor rural hcuseholds (0.412) and middle rural
ones (0.414). Using these and the shares of traded staples in total agriculiural income,
and the share of agriculture in total income, formula (B.24) can be used to derive
figures for the transformation elasticity T, if we assume a value for 7. We assume a
value for T equal to 0.3 for rural poor, which implies a value of T, equal to 0.61. For
rural middle households, we assume T equal to 0.5, which implies T, equal to 0.57.
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For urban poor and middle households, we assume T = 0.3 and T, = 0.5. For urban
rich households, we assume T = 0.1 and T, = 0.5, and for rural rich, we assume
T=0.1and T,=0.5.

Conceming T,, the elasticity of transformation between the two types of
nonagricultural income, we assume that for poor rural households it is 0.1, for
poor urban ones 0.3, for middle households (rural and urban) 0.5, and for rich
households (rural and urban) 0.8.

The final value that needs to be specified is ¢, the aggregate elasticity of
transformation among the three types of agricultural products. Given the as-
sumed values for T, in Table 64, we assume a value of 0.5 for .

Table 64 summarizes the demand, supply, and other parameters derived
and/or assumed, and Table 65 summarizes all the remaining parameters.

TABLE 64
Tanzania: Demand and Supply Parameters for the Six Representative
Households.

Rural Urban
Poor
N 0.97 1.38
€bb -0.87 -0.88
o 0.60 0.60
T 0.30 0.30
Ta 0.61 0.50
Ta 0.10 0.30
Middle
b 0.81 1.15
Ebb -0.91 -1.02
o 0.80 0.80
T 0.50 0.30
Ta 0.57 0.50
Tn 0.50 0.50
Rich
Mo 0.65 0.92
€bb -0.93 -1.02
o 1.00 1.00
T 0.10 0.10
Ta 0.50 0.50
Tn 0.80 0.80

Note: Symbols are explained in the text.
Source: Computed by authors.
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TABLE 65
Tanzania: Values of Other Model Parameters, Circa 1976-77.
Aq 0.820 o 0.73 Be 0.123
Anf 0.103 B 0.56 Br 0.334
Av 0.077 Bo 0.543
¢ 0.5

Note: Symbols are explained in the text.
Source: Computed by authors.

RESULTS

The model and data described in the three previous sections were implemented
for the period 1975-1989. To avoid spurious effects resulting from yearly price
variations, the period was divided into five, three-year periods, and averages
for each three-year period were used for the model. The results are exhibited as
a series of indices for the five periods.

Table 66 indicates the results obtained from the model under the assumption
of fixed shares (at the initial levels) and under the assumption of variable shares,
as analyzed in Appendix B. The results confirm the analysis presented in the
section, “How Real is the Decline in Rural and Urban Incomes?” First, in the
rural areas, under the fixed-share assumption, it is only the middle and rich
households that appear to have experienced a significant decline in income, while
the poor seem to have experienced only a very small decline. When adjustment
in household and overall shares is allowed, the income decline for all rural
classes disappears. This implies that households adjusted so as to counteract the
declines in formal-sector employment and production. The major adjustment was
in moving out of formal, into informal, activities, as will be seen below.

Turning to urban houscholds, while under fixed shares they all exhibit sigif-
icant declines in real incomes, when variable shares are considered, it is the
middle-income urban households that seem to have experienced the worst in-
come decline—this despite the fact that we have assumed a relatively high
elasticity of tansformation, T, of 0.5, between the two nonagricultural sectors.
This result seems quite reasonable, as it is this group that has the highest initial
income share from wages and salaries (see Table 58), and it is real wages that
have declined the most over the last 15 years. The results set out in Table 66
change only very marginally when, instead of the index of open market food
prices as a proxy for the price of the informal sector, we use the official food CPI.

It is worthwhile exhibiting several of the driving variables of the model, as
well as the implied changes in some of the shares, in the case of the variable-share
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TABLE 66
Tanzania: Impact of Changing Prices on Household Real Incomes.

Rural Urban
Poor Middle Rich Poor Middle Rich

Fixed shares

1975-1977 100.0 100.0 100.0 100.0 100.0 100.0
1978-1980 98.2 96.4 91.0 97.0 86.5 98.2
1981-1983 98.0 94.2 77.1 92.8 60.2 101.1
19841986 97.1 90.2 67.2 90.6 49.8 96.1
1987-1989 96.7 88.5 63.8 89.8 47.3 94.1
Variable shares
1975-1977 100.0 100.0 100.0 100.0 100.0 100.0
1978-1980 100.2 98.9 94.1 99.2 88.5 100.7
1981-1983 104.6 107.3 104.9 102.6 80.0 113.2
1984-1986 100.0 99.5 98.0 100.7 81.8 102.9
1987-1989 99.8 98.4 97.0 100.3 82.2 101.0

Nate: Symbols are explained in the text.
Source: Computed by authors.

model. Table 67 exhibits in index form several key model prices, all deflated by
the official Cpl, as well as the official data for wage and salary employment. It
is quite apparent that official real producer and consumer prices for both traded
and nontraded staples, as well as real producer prices for export crops, declined
significantly between the periods 1976-1978 and 1981-1983. Real prices in the
open market increased over the same period, especially during the peak crisis
years 1981--1983.

Since 1984, official real producer prices have stabilized, or shown increases
as in the case of export crops, while official real consumer prices significantly
increased. Open market prices declined. The worst perfurmance is exhibited by
the average real wage, which bas declined enormously over the last 15 years. It
is reasonable under these conditions to expect that employees started looking for
parallel, income-generating activity.

Finally, notice that formal-sector wage employment increased substantially
until the 1981-1983 period, stabilized during 1984-1986, and declined during
the SAP period, 1987-1989. However, this does not reflect the real level of labor
input in the formal sector. Given the decline in real wages, the true labor input
must have been much lower than exhibited in the official employment statistics.
We tried an experiment wherein the exogenous, formal labor series Ly was
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TABLE 67
Tanzaniz: Evolution of Several Key Price Indices and Wage Employment, 1975 to 1989.

Open
Market
Official Official Ail Food
Producer Producer Prices Official Official Wage
Official Traded Nontraded (same as Traded Nontraded and
Export Staple Staple prices of Staple Staple Salary
Crop Crop Crop informal Consumer Consumer Average Food Employment
Prices Prices Prices sector) Prices Prices Wage cprl
1975-1977 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1978-1980 83.8 95.9 106.6 86.6 79.6 106.8 80.6 115.8 121.2
1981-1983 70.1 92.8 64.6 119.3 61.0 85.3 43.7 114.3 131.5
1984-1986 78.1 110.8 76.9 96.7 133.0 105.7 20.5 103.1 129.2
19871989 88.9 94.4 63.3 76.2 139.8 111.4 15.2 105.8 124.7

Note: All prices are deflated by the official CPI.
Source: Computed by authors.
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adjusted by assuming an elasticity of formal labor input with respect to real wage
of 0.5. This only marginally changed the rzsults shown in Table 66.

Table 68 exhibits the changes in several share parameters for the variable-
share case. Under the assumptions concerning parameter substitution and trans-
formation elasticities, it appears that the share of formal wage labor in total labor
has gone down, after the significant, post-1977 rise, while the share of Iabor

TABLE 68

Tanzania: Evolution of Aggregate and Household Shires Parameters, 1976
to 1989, under the Influence of Price and Formal Empicyment Trends
(percentages).

1975- 1978- 1981- 1984~ 1987~
1977 1980 1983 1986 1989

Share of labor employed in

Agricuiture 82.0 71.5 82.9 82.7 80.6
Formal emplcyment 10.3 11.6 11.6 10.3 9.1
Informal sector 7.7 10.9 5.5 7.0 10.3
Share in totul agriculiural output
Export crops 12.3 8.9 4.2 6.5 9.2
Traded scheduled staples 19.4 14.2 13.5 15.4 13.5
Nontraded scheduled staples 14.0 13.9 10.4 14.8 14.7
Other agricultural products 54.3 63.0 718 63.3 62.6
Shares of total household incomne
Rural poor
Agriculture 81.3 81.0 81.3 82.3 82.1
Informal 16.3 17.5 18.2 17.4 17.6
Rural iddle
Agriculture 55.1 55.4 58.4 59.6 59.5
Informal 34.7 37.0 403 39.7 39.8
Rural rich
Agriculture 114 12.2 15.1 15.5 15.2
Informal 47.6 55.6 76.9 80.4 81.4
Urban poor
Agriculture 55.8 57.3 61.6 64.5 65.3
Informal 31.5 32.8 354 33.6 33.1
Urban middle
Agriculture 108 12.0 17.7 21.4 22.5
Informal 25.1 30.4 46.8 53.2 55.2
Urban rich
Agriculture L5 1.5 1.5 1.6 1.6
Informal 92.6 94.7 98.5 98.4 98.4

Source: Computed by authors.
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employed in agriculture, after an initial decline in 1978-1980, recovered during
the crisis, and declined after the onset of the SAP, but still stays at levels above
30 percent. The share of labor employed in informal activities has gone up,
especially after the SAp.

As far as composition of agricultural output is concerned, the model shows
that the share of export crops went down during the crisis but has recovered since
1984, while the share of traded scheduled crops declined after 19751977 and
has not recovered yet. Othcr products seem to have increased their share in
agricultural output, which is to be expected as their prices are not controlled. All
households exiiibit significant change in their income structure in the form of
increases in income shares originating in agriculture and, mors pronouncedly, in
informal activities. All these changes, of course, occur at the expense of formal-
sector income.

The foregoing results turn out to be quite robust in terms of the parameter
values assurned. Table 69 exhibits tne evolution of real household incomes undcr
the variable-share case, under the assumptions, first, that all substitution and
transformation parameters are equal to zero and, second, that all such parameters
are twice their base-case values.

TABLE 69
Tanzania: Evolution of Household Real Incomes under Alternative
Parametcrs Assumptions in the Variable-Share Case.

Rural Urhan
Poor Middle Rich Poor Middle Rich

All Elasticity and Transformation Parameters Equal to Zero

1975-1977 100.0 100.0 100.0 100.0 100.0 100.0
1978-1980 98.5 97.1 92.0 97.4 86.7 98.8
1981-1983 99.8 100.6 91.1 97.2 70.2 106.6
1€34-1936 98.9 96.9 87.4 98.7 72.1 101.1
1987-1989 98.3 95.8 86.6 98.2 71.9 99.8

All Elasticity and Transformation Parameters at Twice Their
Base—case Values

1975-1977 100.0 100.0 100.0 100.0 100.0 100.0
1978-1980 101.9 100.8 96.3 101.0 90.5 102.7
1981--1983 109.5 114.0 119.1 108.1 90.9 119.5
1984-1936 101.2 101.5 103.2 102.4 90.4 103.8
1987-1989 101.3 100.4 101.4 102.1 90.5 101.2

Source: Computed by suthors.



184  Alexander H. Sarris and Rogier van den Brink

Ir the first case, the results are intermcdiate between the fixed- and variable-
weight cases of Table 66 but the trends arz the same. The rural and urban poor
do not exhibit any marked decline in their welfare, and the same holds for the
urban rich. Rural middle, and especially rich, households exhibit real income
declines, while urban middle-income households show the worst declines, as was
the case in the base scenario.

The second sensitivity case indicates that only urban middle-income house-
holds have experienced deciines in rcal incomes, while real incoraes for all other
groups increased until 1984 and then declined to the 1975-1977 level.

The results also do not change much if, instead of the weighted average prices
used for traded and nontraded scheduled staples (25 percent official and 75
percent open market), we use only official or only open market prices.

The results change somewhat if we assume not nnly open market prices for
tradc« and nontraded scheduled staple crops but alse parallel export markeu. .
This was done by multiplying the official export crop prices by the ratio of period
average parallel, to official, exchange rates (see Table 8) and using the resulting
prices to compute the relevant export price index. Table 70 summarizes the
results. What most distinguishes these results from those shown in Table 66,
which indicates the bas: case, is that in this case the early SAP period, 1984 -1986,

TABLE 70
Tanzania: Impact on Household Welfare When All Prices, Including Those
for Export Crops, Are Opzn Market Prices.

Rural Urban
Poor Middle Rich Poor Middle Rich

Fixed Shares
1975-1977 100.0 100.0 100.0 100.0 100.0 100.0
1978-1980 96.4 93.8 89.7 96.1 85.9 95.7
19811983 99.8 96.6 78.7 93.7 60.6 104.2
1984-1986 102.4 97.3 71.3 93.2 52.1 103.2
19871989 94.9 86.0 62.6 88.6 46.7 89.8
Variable Shares
1975-1977 100.0 100.0 100.0 100.0 100.0 100.0
1978-1980 130.0 98.2 33.5 98.8 88.1 99.9
1981-1983 104.0 107.5 106.5 101.5 79.5 113.9
1984-1986 108.4 111.1 108.5 105.5 89.2 113.3
1987-1989 101.5 98.9 98.1 100.5 804 99.6

Source: Computed by authors.
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appears to be a period of significant, rea! income gains, especially for rural
households and especially in the variable-share case. However, these gains
appear to have diminished substantially after 1986. The point is that households
that operated wholly in the parallel market could have taken advantage of the
significant overvaluation over the 1981-1986 period, while after 1986, overvalu-
dion declined significantly and with it the real gains from operating in the
parallel market.

The major conclusion of this chapter is that despite the major crisis that
afflicted the Tanzanian economy from 1979 tiil 1986, the poor in both rural and
urban areas seem to have been shielded from major real income declines on
account of their large agriculture and subsistence orientation. The rural middle
and rich households also do not seem to have been greatly affected and, if any,
it is the rich that paid the most in terms of real income declincs. In the urban
areas, however, the middle classes that comprise the bulk ard the most vocal
segment of urban residents seem to have suffered during the crisis, "vhile the rich
do not seem to have done very badly. During the period of the adjustment
program, none of the rural or urban household classes seems to have either
benefited significantly or become worse off in real terms.



7

EVALUATION AND CONCLUSIONS

Our analysis in the previous chapters offers several conclusions, generaliza-
tions, and hypotheses for further research that we wish to summarize in this
chapter.

Perhaps the first general conclusion that can be drawn from the Tanzanian
experience is that in an economy that is poor and does not have a well-developed
infrastructure and bureaucracy, it is next-to-impossible to ;mpose a complete,
top-down, bureaucratic system of economic control. In an undeveloped system
such as prevailed in Tanzania after independence, economic :nstitutions such as
product markets, the system of agricultural production, manufacturing produc-
tion, and others, were organized along dual lines, with a small, modemn sector
typified by private plantations, large private manufacturing establishments, and
so forth, operating alongside a diverse traditional sector.

The nationalization of the late 1960s affected largely the medern part of the
economy and created a large number of additional economic and bureaucratic
units, patterned along the lines of the modern sector, and initially leaving much
of the traditional sector unaffected. The effort to expand the modemn sector under
different ownership (public as opposed to private) continued throughout the
1970s. It appears, however, that it was the attempt to destroy the traditional sector
that created the mezjor problems in Tanzania. That attempt took the form of efforts
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to control marketing centrally and to organize production according to concepts
quite different than the ones that had prevailed until the early-to-mid-1970s. In
manufacturing, small-scale activities were discouraged, and in services almost
all activities were taken over by the state.

The traditional sector in Tanzania had very long and strong roots, however.
It was organized on the basis of a subsistence, agrarian economy, which in turn
was oriented along food-fir:t lines and on nonagricultural products and services
catering to this agrarian economy. The gradual commercialization of largely
subsistence-oriented farm operations had not been completed at the time that the
state attempted to take over the institutions supporting this traditional sector,
especially the many private agents operating along the agricultural marketing
chain. Furthermore, the state did not have the means to fully substitute for the
range of products and services provided to the peasants (and also to urban
residents) in exchange for their marketed surplus. The result appears to have been
a gradual “disappearance” of the traditional sector (but anly from official eyes)
and its re-emergence as an unobserved put important “second economy.” This
second economy appears to have been responsible for the maintenance of th: real
welfare of most inhabitants of Tanzania, despite indications by official stetistics
that the economy had collapsed by the carly 1980s.

It appears that a traditional economy in the early stages of development and
commercialization, such as existed in Tanzania in the 1960s and 1970s, is not
easily amenable to centralized bureaucratic control. Perhaps the reasons are
social as well as economic. The traditional, extended-family system in Tanzania
and other African countries provides economic and social security that cannot
be easily and suddenly substituted by Western-type, centralized welfare institu-
tions when the economy is not more developed. These considerations, however,
are beyond the scope of this report and are subjects for future research. Our
analyses in Chapters 3 and 5 illustrated the importance of the parallel economy
and the diversity of signals sent to economic agents by the official and the second
economies.

Another aspect of the parallel economy that has direct distributional im-
plications is the allocation of rents generated through the bureaucratic control
mechanisms. It was seen in Chapters 5 and 6 that parallel-economy prices
(including that for foreign exchange) througnout the period cf crisis were sub-
stantially higher than official prices. This implies that recipients of goods or
foreign exchange at official prices were receiving economic rents, the size of
which were, to a first approximation, proportional to the price differences in the
two markets. The existence of rents must have generated a large amount of
rent-seeking activities that potentially could have created substantial transfers
among economic agents. Given the official discouragement of wealth accumu-
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lation in Tanzania, an obvious vent for the surplus appropriated through rent
seeking is capital flight, and this is quite consistent witn the enormous premium
between parallel and official exchange rates that prevailed during the crisis
period. These premiums, as was seen in Chapter 3, were much greater than was
justified by price parity calculations.

Another lesson that appears to be consistent with the Tanzanian experience
is that for an economy that relies for its foreign exchange earnings on agricultural
cash crops produced largely by peasants, it is probably not goad policy to build
a manufacturing and tertiary sector that is dependent on a steady stream of
imported inputs. The reason is that, on the one hand, external markets for
Tanzanian exports are volatile, and hence the supply of foreign exchange is
variable. Peasants, on the other hand, rely to only a limited extent on export cash
crops for their cash income. They can easily switch to other activities, agricul-
tural or not, if the price signals warrant it. Thus the domestic control of export
crop prices, and the gradual widening of the marketing margin to the benefit of
marketing boards, can easily backfire, as is well-evidenced by the Tanzanian
cxperience. The lesson is that a variable flow of export earnings must be
counterbalanced by equally easily variable import requivzments.

The analysis in Chapter 4 revealed that poverty is widespread in Tanzania. At
least 40 percent of households or 50 percent of people were most conservatively
estimated to be below an empiricaily estimated poverty line in 1976/77, a year
that was probably one of the best, froin an income perspective, of all years since
1970. Our estimates are much higher than previous poverty estimates and are
consistent with the generally acknowledged fact that Tanzania is one of the
poorest countries in the world. Our further finding was that poverty is rather
evenly spread, as evidenced by low Gini coefficients. While this observation
should be tempered by the generally acknowledged difficulty of capturing very
low and very high incomes and consemption with accuracy in any survey, it is
nevertheless evidence of the low level of commercialization in Tanzanian
agriculture.

It was clearly seen in Chapter 4 that subsistence farming provides the bulk of
income for rural houscholds and, 1ather surprisingly, for poor urban households.
In a land-abundant economy such as the one in Tanzania, farming is easy, since
land is easily available and the major constraint on farm production is lzbor,
Several surveys have indicated that land is not a major differentiating factor
among peasants in Tanzania. This implies that. at a minimum, most people can
ensure their food needs through subsistence production, and it is that circum-
stance that probably accounts for the low degree of inequality.

While poverty is widespread in both rural and urban areas, it is not clear
whether or not poverty increased during the period of crisis. An increase in
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poverty can occur either because more households join the ranks of the poor or
because the incomes of those already classified as poor decline further. Our
analysis in Chapter 6 suggested that the average incomes of those already
classified as poor did not change much during the period of the crisis, while the
incomes of middle-class households (especially the urban ones) experienced
severe declines. This suggests that some of the households that were earlier (in
the mid-1970s) classified as middle class must have fallen below the poverty line
by the mid-to-late 1980s. This implies that aggregate poverty, as measured, for
instance, by the number of households falling below the poverty line, must have
increased during the last 10 years.

Our analysis of poverty in Chapter 4 also found that the bulk of the food needs
of most rural, and a large number of urban, households were satisfied through
subsistence production. This implies that food price policy, especially at the
consumer level, does not have much impact on poverty. Such an observation, of
course, does not mean that agricultural price policy does not have implications
for producer incomes.

In Chapter 5 we first showed that official agricultural statistics in Tanzania
must be seriously questioned, especially those for years after 1974. Comparisons
with independent production and consumption surveys suggest that food output
has not grown as fasi as suggested by official figures—this despite the fact that
official producer food prices tended to appreciate, in terms of cash crop prices,
until 1984. Since 1984 the official agricultural terms of trade have turned in favor
of export crops, and staole food marketing has gradually been liberalized. This
has been accompanied by increased food production and a sharp decline in open
market staple food prices. The increase in staple food marketing in the face of
declining real prices could be due to increased market access through liberaliza-
tion or an increase in the availability of consumer goods that necessitates an
increase in farmers’ cash needs.

The analysis of farm and production structures in 1971/72 and 1986/87, before
and after the crisis, revealed that the size distribution of farms did not change
much despite the upheavals of the intervening peried. Furthermore, total
cropped, as well as staple, food area per holding appears to have declined, not
increased, over this period, as would be inferred from official staple food
production data.

There also appears to be a distinct pattern among different farm size classes,
with larger farms increasing their area under food, as well as permanent, crops.
Furthermore, larger farms also appear to have increased their labor input per unit
of farm area. If these trends are confirmed by further research, they would
suggest that it was mainly middle-size and larger farmers that benefitted from
the crisis by increasing their output supply of both food, and possibly cash, crops,
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especially for the parallel market. This latter hypothesis appears to be corrobo-
rated by our analysis in Chapter 6. In the empirical results discussed in that
chapter (see Table 68), it can be noticed (in the variable shares case) that during
the crisis years, especially the period 1981-1983, middle-income and rich rural
households inzreased their shares of income from agriculture. In fact, as is shown
in Table 70, middle and rich rural households operating in parallel agricultural
markets significantly increased their real incomes only during the period
1981-1986.

Our analysis in Chapter 6 challenges the belief that real incomes declined
enormously during the Nyerere experiment from 1967 to 1985. Based on analysis
of several surveys of incomes and consumption, we concluded that the apparent
decline in real incomes must have been largely due to a growing tendency of
houseliolds to rely on parallel activities, and hence a reluctance to reveal their
true incomes. Data on consumption expenditures in fact suggested that real
household consumption hardiy declined between 1976/77 and 1985, despite an
apparent, enormous drop in stated real incomes.

The analytical framework developed in Chapter 6 aliowed the investigation
of real income changes for representative poor, middle, ard rich rural and urban
households over the period 1975-1989. The results, which were subjected to
sensitivity analysis without major changes in conclusions, suggested that the
poor, both in rural and in urban areas, appear not to have been seriously affected
by either the crisis or the adjustment policies after 1984. It was, rathcer, the urban,
imiddle-income households that bore the brunt of the crisis in terms of real income
losses. In the period since 1984, the real income decline for those households
appears to have stopped, but no improvement appears to have occurred as yet. It
is quite interesting tiiat the period 19841986 appears to have resulted in signif-
icant real income declines for rural middle- and high-income households, com-
pared with 1981-1983, with the same holding true for urban, high-income
households; the most recent period, 1987--1989 has not resulted in any further
change, positive or negative.

The finding that the poor appear not to have been affected very much during
cither the crisis or the adjustment period cannot be attributed directly to the
policies followed during those episodes. Policies certainly affect economic
signals such as prices, but at this point we are unable (o ascertain wheiher the
observed price sigrals and quantity responses are strictly due to the policies
followed or to exogenous and und:rlying factors. The formal sector, from which
many of the observed signals ceme, is the one that has been most affected by
adjustment policies. However, the informal, traditional sector is the ore where
most people, and certainly most poorer operate; it appears that sector has
continued operating in some fashion throughout the examined period, despite



Eviluation and Conclusions 191

official efforts to diminish its importance. Our analysis has revealed that it is the
interaction between this unofficial sector and the more readily observed, formal
sector that provides the main clues to understanding the evolution of the
Tanzanian economy, as well as household welfare. It also sets the agenda for
subsequent empirical research, as neglect of the duality characteristic of the
Tanzanian economy can lead to seriously misieading conclusions and policy
interventions based on them.



APPENDIX A

COMPUTATION OF THE REAL EXCHANGE RATE
FOR TANZANIA

he method used for computing the real exchange rate is a simplified version

of the IMF methodology (Maciejewski 1983), as follows.

First, we choose the majer hard-currency countrics that are the main import
and export trade partners of Tanzania (excluding trade in mineral fuels). Accord-
ing to Foreign Trade Statistics 1987 (Bureau of Statistics, Dar es Salaam), there
are six such countries that account for the bulk of Tanzanian trade. They are the
Federal Republic of Germany (FRG), U.K., Italy, Netherlands, U.S., and Japan.
Italy is included because it is a large trade partner, although its currency is not
as hard as those of the other countries. These six countries bought 49.2 percent
of total domestic exports in 1980, and 41.3 percent of exports in 1987. They were
the source of 53.2 percent of total imports in 1980 (69.0 percent without mineral
fuels), and 56.1 percent in 1987 (64.8 percent without mineral faels). The
remaining experts and imports are spread among a large number of trade part-
ners, many of which are soft-currency countries.

Denote by er; the official exchange rate vis-a-vis country i (in Tsh per
currency of country i) in year ¢, by e;s, the exchange rate vis-a-vis the U.S. dollar
of country i’s currency (in units of foreign currency per U.S. dollar) in year ¢,
and by ers, the Tanzanian shilling official exchange ratc versus the U.S. dollar
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in year ¢ (in Tsh per US$). Then if the Tanzanian authorities keep the cross-
exchange rates, at the same levels as the internationally determined ones, to avoid
arbitrage, it should hold that
e
en=—>. (A1)
5t

Our computations of implied cross-exchange rates, using official Tsh/US Dollar
and IMF published exchange rates, showed that on average the Tanzanian cross
rates are kept reasonably close to their international values. For this reason, and
lacking long-term information on Tsh rates versus the various currencies, the
relevant rates are computed by using formula (A.1).

Denote by P;, the consumer price index (cpD) in country i and by Pr, the
Tanzanian national CPI, both in year #. The index of the real exchange rate for
Tanzauia (RERy,) will then be dzfined as follows:

6
RER;, =100 E w(i

=1

(A2)

where w(i) are fixed weights described below, and 0 denotes a base year. By
applying (A.1), we obtain:

(A.3)

where index 1 is meant to represent the ezchange rate vis-a-vis the US$. The
expression (A.3) indicates that the real exchange rate of Tanzania can be written
as the product of a real exchange rate vis-a-vis the U.S. dollar, and a “correction
factor” that depends on Tanzania’s trade composition (the weights w(i)) and on
cross movements between foreign currencies and the USS$, relative to their
respective inflation rates.

The weights w(i) are computed as follows. First, define the following aggre-
gates: X = total merchandise exports of Tanzania (in value terms) to the six
countries over a given base period; M = total merchandise imports of Tanzania
(in value terms) from the six countries (over the same base period). The base
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period could be one or more years. In the following, reference to the base period
will be omitted for convenience. It will also be understood that all magnitudes
are in value terms. Define the following additional magnitudes: X(i) = exports
from Tanzania to country i; M(i) = Tanzanian imports from country i.

The weights w(i, are defined as follows:

wiiy = XE+EMQ@ (A4)

X+M

Note that a decline in RERT? implies an appi=ciation of the Tanzanian shilling.
We can compute a nominal equivalent excharge rate (NEER) that would compens-
ate for over- or undervaluation and that can be visually or otherwise compared
with the official or parallel rate as follows:

NEER =100 - e,.¢, /RER . (A.5)



APPENDIX B

VARIABLE SHARES IN THE INDEX OF REAL
HOUSEHOLD INCOMES

Expression (6.2) in Chapter 6 could be considered to hold quite accurately
~“for predicting real income changes from one period ¢ to the next t+/.
However, in period ¢+/ price changes will induce shifts in the shares, and heice
the expression will progressively lose its accuracy over time.

The original expression (6.2) presupposes that the household operates along
a production possibility fronticr of agricultural and nonagricultural activities.
Suppose that this frontier is given by the following constant elasticity of trans-

formation (CET) separable ¢xpression:
T

T+1 T+1Y+1
Q=(aA_T_+bNT)T =g(Kh,Lh) (B.1)

where A, N are the quantities of agricultural and nonagricultural products pro-
duced, Q is the index of total household real product, L, and K, are the amounts
of labor and capital supplied by the specific household, T is the elasticity of
transformation, and a, b are parameters. If P,4 and P, are the prices of A and N
faced by the household (notice P,y is not the same as P,), then profit maximiza-
tion subject to (B.1) implies that the quantities supplied are equal to
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T T
1 [ Pan _1{ Pn
A=Qd"| " N=0b7| 5" 2
where
L
P,= (a‘T PUT, TP )1+1' (B.3)

and the nominal income of the housechold is equal to
Y, =P, A+P N. B.4)

Furthermore, we assume that A is a CET index of the three classes of agricul-
tural products, while N is a CET index of formal and informal products:

T
T +1 —%—
A= (2 a4, 'T)’-“ (B.5)
i
Tﬂ

r T,+1 T+1Y +1
N=|b N, 1 +b,N, T B.95)
\

The allocation of A to the A;’s and N to the N; ’s will be done according to
the formulas

pr Yo
A=A a‘TT{;;E:] ®.7)
N,=N bT Zu i 8
i~ i Pn (B )

where

4T, e
th=(2 ai"s[Pg] "}m" ®9)

Pn=(2 b P T, J‘*"- ®.10)
{

uncler the nested CET structure.
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Log-differentiating expression (B.4), we obtain the term in the first bracket
in (6.2) if we assume that K, and in particular L, , stay unchanged, so that the
amount of the total product Q does not change. If, however, we assume thzt there
is a short-run aggregate labcr supply response of the sort, for instance,

Zh=x([saﬁa,,+s,,i’,,]—28,.7’f) ®.11)

then expression (6.2) would have to be multiplied by 1 + A where A is the
elasticity of labor supply with respect to real income. In the empirical part later,
the value of A is assumed to be equal to zero.

The issue, however, is to derive expressions for the next period weights s, ,
Sai» Sn, and sp; given the imposed structure. The log-change in the share of
household income deriving from agriculture between two periods can be written
from the above structure, as follows:

§,=P,+A-F,-0Q. (B.12)
Utilizing (B.2) and (B.4), this can be written as
§,=(1+T)([1—sa]1“>a,,—s,,ﬁ,,). (B.13)

The change in s, will obtain as a residual from (6.1).
The log-change in s, is given by the following expression in view of (B.7)

and (B.9):
5,=(1+T) (F;—Pa,,) (B.14)
where in accordance with (B.Y)
Pan=2 5P (B.15)
Similarly, for the nonagricultural shares
5,=(1+T) (1”’,".-?5") (B.16)
where

P.=Y B,. (B.17)

Sy
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The price Py is the formal-sector average wage rate, while Py, is the unit labor

reward r of the informal sector.
The above expressions can be used for period-to-period updating of shares,

as follows:

sa,+l=(1+§‘,,)s,,, (B.18)

Spae1 =155, (B.19)
Sant=(145)sa, i=eof (B.20)
Saoe+1 =1 = Saepi1 = Safes1 (B.21)
Sufs41 =( 1 +s”,,,)s,,,, (B.22)
Spupe1= 1= Sppp01 - (B.23)

The above expressions depend on only three parameters, namely, T, T,, and
T... Given the lack of empirical information on these, we could examine alterna-
tive values. Notice that under the assumptions made, the short-run agricultural
supply response can be derived by log-differentiating the expressions (B.7) and
(B.2). Utilizing also the corresponding price expressicns (B.3) and (B.9), we can
write the following:

A= (Tt sa[T 1= - T])P3

+Zsaj(T[l—sa]—Ta)Pf;.—Ts" B, (B.24)

J#i

The expression multiplying Pf; in (B.. 4) above is the short-run, own-supply
price elasticity, while the expressions multiplying P f,} are the cross-price
elasticities.

Notice that the analysis up to now concerned the period-to-period changes in
the various shares that pertain to the typical household. For the analysis of share
changes relevant to the whole agricultural scctor, the analysis of Chapter 6 holds,
that is bused cn the assumption of equilibrium in the aggregate labor market by
equality of relative rewards in agricultural and nonagricultural informal activi-
ties. Given, however, the changes in relative prices, the shares A , Ay, and Ay,
as well as [3;, are also bound to change. The changes in the shares of total labor
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going to agriculture and the informal sector can be derived with the help of
expression (6.7):

Aasnr =(1+Xa)k‘u (B.25)
w;@+%) (B.26)
Mg = 1= Aoy = Doy ®.27)
where
X,=T,= 1—1—& (F,,—F) (B.28)
Ay=L, T (B.29)

In (B.29) T is the growth rate of the lebor force (equal to the population growth
rate). Implicit in (B.28) is the assumption that the exogenous growth of labor in
agriculture is equal to 7, the exogenous growth in the labor force.

A different problem is presented by potential changes in the aggregate agri-
cultural product mix shares f; (i = e,f, 0). These are not the same as sy
mentioned earlier. However, we could make an assumption that the allocation of
total agricultural supply among the three classes takes place along a CET trans-
formation frontier, much as was done for the smallholder. The analysis of share
changes then follows the analysis done in arriving at (B.14). The resulting
changes in fi; would then be given as follows:

B=(+9) (P P ﬁa) (B.30)
where
=Y B Pl ®B.31)

and @ is the elasticity of transformation for the whole agricultural sector. In this
case, period-to-period changes in f§; would be given as follows:

:,r+l ( I+ Bl) Bl,r i=e,f (B.32)

Bo.m =1- Be.m - B/,m . (B.33)
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Turning to the weight changes in the expenditure index §;, these cannot, of
course, be ascertained unless a demand system is specified. Consider a rested
demand system whereby utility is derived from food, denoted by b, and other
goods, denoted by n. Food in turn is a composite good of traded foed (f) and
other food (o). By the assumptions already made, the nominal income of a
household with labor endowment L, is

YN, = r(L,u+L,m)+ w Ly, (B.34)

and we assume that it is all consumed. In (B.34), Ly; is the absolute amount of
labor devoted by the household to the i’th activity, and the sum of all these is
equal to Ly, which is assumed fixed. Given (B.34), the share of food in total
consumption expenditures 3, is defined as follows:
P3O,

Y, (B.35)

9, = 8f+ 8, =
where P § is the consumer price index of the compesite commodity food, and Q5
is the corresponding qua.tity index of food consumed. Hence changes in 6, from
period to period will be given as follows (remember L, stays fixed):

5,=P;+0,-YN,. (B.36)

The proportional change 0b is given by the following standard demand expres-
sion, where use has been made of the homogeneity restriction:

8= n, (W, ~P e (M5 -P5) ®.37)

where 1, is the income elasticity of demand for food and &5 is the own-price
elasticity of demand for tood of the household.

If a constant elasticity of substitution ¢ is assumed between traded food and
other nontraded foods in the consumption of Q}, then we can easily derive the
share changes of & and J, , as follows:

5 =8,+(1-0) (P;-P;) (B.38)
5,= 8b+(1-o)(rg-rg) ®.39)

where

Po=08 P+ 8, P; (B.40)
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with
5, )
y _ _f r_ 0
8f = 81: 80 = 81:. (B.41)

We, therefore, obtain the following expressions for the period-to-period changes
in consumption shares:

8y = (1 + 8,,) 8, ®B.42)

8y =1— 8,0, (B.43)
5,,=('q,,—1)71\/,,—(1],,+e,,b)P5+(1+e,,,,)P§ (B.44)
8y = (1 + 8,)8,J (B.45)

Bos1 = By = 8y (B.46)

5 =5+(1- 6 (P;-P;). B.47)

It is, therefore, seen that to implement the changes in the various shares into
the expression (6.12), we need as a minimum three parameters for the consump-
tion system—namely, M, €, and 0—and three parameters for the production
system—namely, T', T,, and T, —as well as a value for the aggregate transfor-
mation paramelter @. Notice that the nominal income required for implementing
(B.44) is nothing but the term in the first bracket of (6.14).

The akove assumptions imply that the percentage change in the quantity
consumed of a given food good can be written as follows:

g, =n, (Y’N,,—Pﬁ)+(—c+8,. [c+ebb])25,.

+j§(e,,,,+ 0)8; Pé— g, PC.

(B.48)

The above expression shows how information about aggregate elasticities of food
demand, along with information on elasticities of demand of specific food
groups, can be used to obtain some estimates of the substitution elasticity o.
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