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MACROECONOMIC POLICY REFCRMS AND DEVELGPHMENT
PROSPECTS IN TANZANIA
‘ , By
S.K.B. Asante
W.A. Ndongko
ECA-MRAG

I. INTRODUCTION

The importance of this Conference on the DRevelopment
Challenges and Strateg:es for Tanzania, espealally at this time af
per81gtence socio-econcmic crzsls Whlch have been aggravated by
internal and external factors in many African cguntrlqs cannct be
over wmphasized, This is because during the 1980’s, fhe focus on
short terwn macroeconomlc mandgemﬁnt under the ausplce of the
IMF/World Bank sponsored structural adjustment and stab:llsatlon
rrogrammes 1ed to the complete neglect of the formulation of long-
term development strateqies in general and maéro éconoﬁic planhinq
in particular, in many Afridan-countries. This delibe;ate negliect
of sysiematic and comprehensive ﬁevelopment planning implieé'that
there have been no coherent and consistent develnpment strat@gies
for the lmngwterm socic-economic transfmrmatlon and sustained

development of the Afrlcan economnies.

Ponsequenfly, if the much de51rable 10ng~term goal of vrapid
econﬂmlc grmwth and sustalned development W1Lh transformatlon is to
be achleved xn Tanzanla and the cther Afrlca countrleﬁ in the 39905
and beyond, it is ab&oiutely necessary to return ta a ultuatlon

where both short-term macrOWewcnomlc management of the type



2
initiated by the World Bank and the International Monetary Fund in
most African countries, and long-term comprehensive macro-economic
planning as symbolized by Five Year Development Plans during £he
early 19608 are proﬁerly’fcrmukated; implemented, monitored and

evaluated.

There is no doubt that a long-term comprehensive developmnent
strategy for Tanzania is essentiai for bringing together all the
socio_eégnomic actors as well as the institutions responsible for
steering the national economy and for providing the policy?makers
with relevant and operational development policy options. To this
end, a well coordinated development strategy can serve as an
instrument for promoting a national dialogue on long-term sccio-
econcmic.development poiicies and societal choices for the future
in Tanzania. Such choices can only be made after a thorough and
objective analysis of the internal énd external factors and
policies which have influenced the evolution of the Tanzanian
eccnomy in the past and will continue to do so in the future as
well as the implications of alternative policy options on the

developument of the national economy and the scociety at large.

"It is in view of the foregoing considerations that we will in
this paper attempt to contribute to the timely and important
initiatives taken by the organisers of this Conference to identify
and cfitically examine the alternative ways of achieving agreed

national objectives and defining realistic policy choices based on
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present socio-economic constraints and future development
imperatives ‘'in Tanzania. To this end, Section II of the paper
attempts “a brief review of the socio-economic situations. in
Tanzania. -Section III is devoted to a critical assessment of the
on-=géing macro-economic management :and “recovery programmes.
Finally, the recommendations and concluding remarks are reflected

‘in section IV of the ‘paper.
TI.” ‘A REVIEW 0F THE?SOCIO-ECONOHIC SITUATION

' With a total land are of 83,739 sq. kﬁh and. an estimated
population of approximately 4.5 Million people in 1990, Tanzania
has a variety of abundant natural resou}ces which offer ample and
extensive opportunities for export promotion,. development. of
domestic enterprises and -energy exploitation. In particular,
minerals such as gold, diamonds, salt, kaolin, gypsum and genstones
are potential sources of foreign earnings for the country.
Additionally, some three million tons of coal and 4.5 million-tons
of 'ivon':provide potential opportunities for the development . of
heavy industries based on domestic available raw material. : There
‘also are ample opporcunities fqr the development of hydro-electric

power, forestry, fisheries as well as tourism.

ﬁDéspite thé:potential for sustainable developmént in Tanzania,
the rate of urbanisation has been very rapid, bringing considerable

-and con&tant preéssure on such social amenities  as -housing,



4
educational, transpert and employment. On the other hand, out of a
total work force of some 12 million, formal employment.  is
approkimately 87b,000 people (i.e. 7.3% of the total work force)
with the public sector accounting for some 300,000 people annually.
As a consequence, the parallel economy or  informal sector is
incfeasingly playing an important role in the socio-economic

development of the country:; accounting for 30% of the labour force.

Apart from the disequilibria arising between the population
size (24.5 million), population growth rate (2.8%), the size of the
labour force (12 million) and formal employment (870,000 people ox
7.3%); agriculture dominates the economy of Tanzania; accounting
for some 80% of the export earnings. During the first decade of
independence, agricultural production was supported by an efficient
extension service, input delivery and marketing system and by
favourable international prices and conducive climatic conditions.
However, as a result of the deteriorating development policy
environment, which was reflected in the over-valued Tanzanian
Shilling, excessive official control of marketing, pricing of
agricultural products, etc; the performance of the agricultural

sector deteriorated rapidly in the late 1970s and the early 1980s.

As concerns the industrial sector, it should be noted that
during the period 1961-1973, the sector experienced considerable
growth, and its contribution to the Gross Domestic Product (GDP)

rose from 4% in 1961 to 10% in 1973. However, between 1973 and
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1979, the industrial sector experienced a fall in its growth rate,

aﬁ&”im pérticular, the production of output almost stagqg%@q_with ‘

its contribution to GDP declining to 9% and the manufacturing

value-added décreasingly rapidly at about 5% per annum with a

correspending fall in the share of GDP.

s8ince 1986, however, there has been an improvement in the

performance of the industrial sector; with value added rising by

approximately 4% in 1987 and the sector’s contribution to GDP was

7.8%. 1In this regard, it can be observed from Table 1 that the

production of some major commedities like rolled steel, ciqafettés,

corrugated iron sheets, cement, textiles and

considerably.

Table 1: Production of Selected Industries

tyres Iincreased

!

commodity Unit of Nanme { 1989 1§90 féh;ige
Textile Million Sq. meters 32.2 | 38.5 |+ 0.6
Beer Million litres 53.7 ] 45.0 |- 16.2
Fertilizer Thousand metric tons 27.0 17.4 |~ 35.6
Cigarettes Billion ﬁgédéa 2.8 3.7 +32.1
1 auto tyres | Thousand metric pieces | 187.1 | 219.9 y 17,5
IlCement Thousand metric tons 544.8 | 663.9 + 11.6
Rolled steel . " w 15.3 36.4 +137.%
€. iron sheets " " n 20.3 21.7 + 6.9
Car batteries Million pieces 28.0 | z1.0 |~ 28.0
Hoes | Million pieces 1.4 1.3 - 7.1 i
i - |
Source: Bureau of Stafistics, National Planning Comnission, Dar fs Salaam,
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However, it should be pointed out thaﬁ despite these
improvements, the capacity utilisation in the industriaIISector has
been below 60%-70%, due to shortage of water, power interruptions,
outdated and depreciated machinery and equipment. The scarcity of

working capital has been largely responsible for the extremely low
capacity utilisation in the industrial sector.

Apart from the agricultural and industrial sectors, other
sectors like ﬁining, energy, water, transport and communications,
forestry, fisheries and tourism have made substantial contributions
to the development of the economy of Tanzania. In this regard, it
should be noted that the mineral rescurces include gold, diamond,
copper lead; phosphates and gamestones, and the sector’s output

increased by 18.7% per annum since 1989.

With respect to energy, the total consumption of:the country;
both commercial ‘and non-commercial; was wmade up of wood-based
enerqgy {(93%), eleétricity (0.6%) and petroleum (6.4%). It should be
pointed out that petroleum Iimports absorb about 50% of the
country’s foreign exchange earnings:; eventhough there iz a
considerable poténtial for the development of alternative energy
sources from hydro—-electric power, cocal, natural gas and solar
energy. In the case of water, which has been fairly well organized
in many urban areas, its demand has for a long time fér exceeaded
the supply and the distribution system has not been efficiently
manaqéde In fact, in the rural areas, only 43;6% of thé people

have access to clean water.
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_ Transport and communication sector accounts for some 6%_of the
GDP annually.. Howevér, the immense size of the couﬁtrqund_the low
population density have made‘thgumaintenapce and the ekpansiqn éf
transport and communications very difficult and expensive. In the
case of forestry .ﬁishefies and tourism sectors,'_there is
considerable potential for the developmgnt_qﬁ these sectors. To
this extent, emphasis will have to be placed on the conservation,
development and sustainable utilisation of forestry and water

resources as well as wild life.

Regarding the social sector, it should be noted that, sigce
becoming independent in the early 1960s, Tanzania Vhas made
substantial progress towards achieving its social and equity goals
through the development of social services. For:egample, the
enrolment rate in primary schools increésed from 32%;in_196; to
almost 60% in 1975, life expectancy rose by nearly 5%‘aﬁd accgsgﬁp
primary health care and safe water improved in thg rural étgés,
significant reductions were registered in net_ingqme_ﬁispa:iti%s
-through the.tax stru;ture and drastic compress;on inm§§la;yilév§;s

in the public sector.

Despite the impressive strides Which~Tanzania had made towards
its national development during the first fifteen years of

indepeadence  (1961-1975), a combination of complex, external and

Y

internal factors give rise a severe and protracted socio-economic

decline which eroded the cqn$iderable gains which had.been;madéjapd
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c&nstrained the gbﬁernment from initiating viable and sustainable
development policies to reverse the decline. 'The socic-economic
6ri$is} which'started in the second half of 1970s, were caused
1ar§ely by a series of factors which included successive droughts,
the rapid increase in oil prices, the collapse of the East African

Community and the War with Uganda.

But, the crisis were also due to some internal factors. These
included inadequate incentives and resources for the agricultural
sector, a poorly implemented industrialization strategy, excéssive
nadministrétive control over economic activity and continued

expansion of the public sector.

The economic crisis were alsc manifested by the rapid
deteriorétion of important economic aggregates. For example, the
GDP growth rate of 5.5% a year between 1973 and 1978 fell to only
0.4% a year between 1978 and 1982. Inflation accelerated and the
fiscal situation déteriorated sharply after 1979 with deficits
averaging about 16% of the‘GDP. By 1982, import volumes were 32%

below the level in 1978 and 24% below the level of the early 1970s.

Furthermore,-the inte.mnational aid donors became concerned
about the low reﬁurns to aiﬁlfiﬁanced investments and realized that
maintasning high levels of external support would only allow the
government to sustain ana imﬁlement inefficient macro-economic

policies. COnseqﬁéhtly;"iotal external assistance - (excluding
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technical assistance) declined from»US$470 millionn in 1981 to

JUS$300 million in 19885.

As a result, the available consumption goods and production
inputs were often allocated according to non-market mechanisms. As
a consequence, prices deviated from market determination even more.
At the sametime, there was the emergerice of a parallel economy,
involving both legal and extra-legal operations and transactions;
in addition to the formal one; in order to ao?e with shortages of

goods and the administrative rationing which were taking place.

By the early mid 1980‘s, it was clear that rapid recovery fronm
the economic decline which had set in from 1979, could come about
only through deliberate and substantive changes in the direction

of economic management and a viable policy environment.
III. MACRO-ECONOMIC POLICY REFORMS: AN ASSESSMENT

In an attempt to wrestle with the socio-economic crisis, which
had drasticélly-eroded the gains achieved in the economy during the
first fifteen years of independence, the Tanzanian government with
the assistance of the IMF and World Bank launched a number of
economic adjustment programmes in the early 1980s. They included
- the inauguration in 1983/84 cof the Own Funds Import Scheme and
other measures in the budget to reduce subsidies and institute

. greater cost sharing. The Own Funds Import Scheme which. was
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intended to aileviate severe shortages of goods available within
the economy, provided a major impetus for resumption of economic
activity, particu;arly in significantly easying the import

compression of the early 19807s.

However, the Own Funds Import Scheme and other measures to
reduce the budget deficit and enhance cost-sharing fell short of
the critical mass policy reforms needed to stimulate a major
recovery and stem the economic decline with a view to achieving the
cbjective of rapid socio-economic transformation and sustained
development in the long-un. As a result of the recognition of the
need for a comprehensive package of policies designed to improve
the macro-economic management of the economy while tackling the
underlying structural rigidities and weaknesses that were the root
causes of the socio-economic crisis; the Tanzanian Government, in
collaboration with the IMF and World Bank, initiated the Economic
Recovery programme (ERP I[) 1986-198% and the Economic and Smciél
Actigm Programme (ESAP) or KEconomic Recovery Programme (ERP I1I)

19g89~1992.

The main objectives of ERP I, which was supported by the IMF
with an 18 month stand by arrangement and the World Bank with a
Multi-sector Rehabilitation Credit, were toc achieve a positive
growth rate in per capita income, lower the rate of inflation and
restore a sustainable balance of payments position. 1In particular,

FRP I aimed at: (i) remedying the defects of earlier policies by
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increasing the oﬁtput of food and export crops through the
provision of appropriate price and non-price incenxivgé for
production, improving market-structufes} and increasing pudgetary
and féreign exchange resources available to agriculture; .(ii)
directing investment resources towards the rehabilitation “of
physical infrastructure in support of directly productive
activities and increasing capacity utilisation in industry by

allocating scarce foreign exchange to priority sectors and firms:

“and (iii) restoring internal and external equilibrium and.ensuring

that production incentives were not eroded through the use . of

prudent fiscal, monetary and trade policies.

' furthermore, the government was to attach considerable
importancé to  establishing correct price signalks by removing
overvaluation of the exchange ' rate, achieving pogitive .. real
interest rates and improving the real level of agricultural prices.
Some institutional changes were to be made with a view to

encouraging and facilitating the activities of cooperatives and the

‘private sector.  In cooperation with the World Bank and the. IMF,

specific incentives and-institutional measures were to be developed

‘and implemented during the period of ERP T.

reie

. Although with the launching of ERP I,  the doner assistance
(excluding technical assistance) increased significantly . from
US$490 million in 1985 to US$850 -million in 1989; (with some US$400

millionef that amount. provided in'the form of balance of payments
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assistance to support the policy reform process and also to ease
the balance of payments constraints on economic activity), it
should bé pointed out.that these initial steps were needed to be
followed by further policy deepening and institutional changes if
rapid socio-economic recovery and sustained development were to be

attained in the long-term.

It is our view that durable and sustainable economic recovery
in Tanzania would very much depend on a comprehensive, coherent and
viable domestic poliecy and institutional changes which have to be
carefully thought out and subseguently complemented by additional
inflows of external resources. Furthermore, restoring sustainable
growth and increasing export earnings will depend primarily on the
performance of the agricultural sector and hence the overall
package of incentives 'for agriculture and the quality of

- agricultural services.

During the three years of the ERP I, there was an increase in
economic activity as well as improvements in the overall economic
conditions. Although trends in GDP, inflation rates, real income
per capita, imports and exports showed some positive signs in
economic recovery they were still fragile and needed to be
reinforced and sustained through broader and sharper economic
manageuent reform measures. However, in terms of the overall
.growth in the economy, the GDP grew at the rate of 4% annually;

higher than the population growth rates which was estimated at 2.8%



13

a year. But this was less than the target rate of 4.5%%, except for

the ysar 1989.

Apart from the policy reforms, it should be pointed cut that

.'Tanzanian economf was affected by faur.favourable external shocks.
The shocks consisted of temporary improvements in the terms of
trade due to the coffee booms in 1986, repatriation of capital in
response to the Own-Funded Imports Scheme, the decrease by two-
thirds in the real prices of petroleum since 1982 and the increase
in development aid from US$300 million per annum between 1981 and
1985 to over US$800 million a vyear in the 1ate 1980%s. To this
extent, the combination of these positive external shocks and
changes in macro—ecohomic pblicyﬂ implemented since 1986, accounted
for the change in economic performance during past five years as

can be observed in Tabie 2.
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Table 2: Performance of the Fconomy {index of Output 1986-1990)

1983 = 100
Indicator 7.1985-_ 1986 _5987 19;8 1589 1990
GDP 106.1 § 109.3 113.5 | 118.2 | 123.4 128.9
GDP Per Capita 100.4 100.6 { 101.6 103.0 {1064.6 | 106.4
“ Exports | 106.3 | 101.3 | 105.6 |104.3 |113.9 | N.A.
Manufacturing Value Added 98.7 94,7 98.7 |104.0 | 109.6 | 116.7 ,
Public Administration 102.1 91.0 91.5% 94.4 N.A. | N.A.
Capital Goods {Traded) 221.0 | 200.C j192.9 | 168.0 N.A. WA,
| Capital Goods (Non-traded) | 109.5 128,4 131;3 137.0 N.A. N.A.
| Services, BETC. 104.,6 | 112.7 116;? 121.5 | 128.%5 | 133.2
GDP per Capita (excluding
Public Administration) 101.3 | 104.0 {105.3 | 1056.9 N.A, N.A.
L |

Source: World Bank, Tangania: Economic Report =~ Towards Sustainable

Development in the 1990s., June 11, 1991 (vol. I) p. 10.

The steady improvements in the economic indicators in Table 2
reveal the fact that in the absence of deliberate policy changes,
aconomic decline and subsequent stagnation would have continued
unabated. However, as a result of economic reforms, manufécturing
ocutput has grown at 5% per annum, investments have increased while "

the size of the public service has decreased since 1985,
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Nevertheless, despite the subsﬁantial improvements - in the
different macro-economic aggregates as revealed - in Table 2, an
analysis of sector and micro-level performance of economic agents
(peasants, and urban workers) indicates that not all agents_shaned
equally in the achievements of the Economic Reform Programme . I. As
concerns the peasants, although per capita food consumption in
rural areas rose substantially, prices received by producers for
agricultural ocutput did not in general increase in real terms since
" the reforms began and farmers’ feal cash incomes increased only

slightly during the period.

Tn thée case of urban workers, it was observed that per capita
food . 'consumption by the urban population had - increased
significantly since 1984 as greater production and liberalized food
grain*marketing-had-brought”qreater-supply to the urban. .areas.
However, not all urban dwellers benefited from the achievements. of
the reforms. For example, young, unskilled, underemployed and
public sector employees who earned fixed salaries and had little or

no access to non-salary incomes benefited very little.

In general, all urban inhabitants as well as rural dwellegs
continued to face the proLlem of inadequate delivery of. 5001al
services such as primary health care, ba51c education and. tralnlng.
To this extent, it can be argued that the disparities in the
distribution of the gains of the reforms reflect to a large extent

the limitations of ERP I. This is because the implementation of
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the ERP I took place primarily in areas where the demands on
Tanzania’s limited institutional and administrative capacities were
reliéved by the reformé themselves rather than the reforms placing
additional demands on the existing institutional and managerial

capacity.

In view of the foregoing considerations, the fTanzanian
government pfepared the Economic and Social Action programme (ESAP)
or ERP II (1989~1992), which was intended to complementt ERP I, with
an additional objective of rehabilitating and improving the
‘provision of social services. Within the framework of ERP II, the
increase in economic growth was to be generated from the recovery
in both agricultural and industrial production, while an important
role was assigned to flexibly set market-based producer and
consumer prices, and to adjustments in the exchange rates and

interest rates.

An increase in concessional external resources was to provide
the import support needed for the recovery of economic activity.
In this regard, the IMF Structural Adjustment Facility (1987/90)
and Enhanced Structural Adjustment Facility (1991/92) continued to
support the efforts of government towards comprehensive economic

policy reforms.
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IV. RECOMMENDATIONS AND CONCLUSIONS

Despite the comprehensive nature of the ERP I and ERF II,
there was no well thought out reform package to cater fqr_the
thousands of the public servants and employees of public
enterprises who were to lose their jobs during the restructuring.
It is necessary, therefore, that employment generating programmes
be initiated to absorb those whe have lost their jobs iﬁ the public'
and parapublic sectors: especially those programmes which can in
the long-term guarantee self-employment. Some efforts will have to
made to channel the activities.af the parallel economy into the
main stream of the national development process; particularly as
such activities currently contribute some 30% of the GDP. and

account for over 35% of employment in the Tanzania ecocnomy.

In order for the government to address the sccial probienms
resulting from the implementation of ERP II, social concerns will
have to be effectively incorporated into the overall economic
reform programmes with a view to improving the incomes of the rural
farmers who constitute the majority of the poor. 'This could be
done through an improvement of the rural terms trade, an active
exchange rate policy, further deconfinement of marketing of export

crops and restructuring of the cooperative systems.

Furthermore, to the extent that long-term sustainability

- requires the building of indigenous capacity, increasing labour
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productivity and augmenting of poverty reduction efforts, it is
recommended that a deliberate effoft be made by the Tanzanian
government to restructure the national budget, improve financing
arrangements and the developmént of alternati#e ‘systems for

effective social service delivery and efficient management. -

.This ig important because the present  mmcrow@conomic
management reform framework which places emphasis on reducing the
rate of inflation, reducing budget deficit, eliminating current and
balance of payments deficits and efficiently managing the external
and internal debt to avoid debt-servicing problems, has not
complemented macro-economic planning which is concerned with
devising measures, and strategies directed at achieving the
fundamental and long-term cbjectives of the economy with special
attention on the reduction or elinination of mass poverty,.meeting
the needs of the population, reducing income ineguality, increasing
of standard of living and per capita incomes of the citizens,
protecting the environment and promoting a diversified, self-
reliant and sustainable dévelopment. To this extent, deliberate and
effective comprehensive structural reforms have to be initiated to
address the problems of structural bottlenecks and rigidities which
have so far impeded the realisation of the objectives of long term

development planning in Tanzania.
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Despite the importance of the responsibility for effective
coordination and management of international development assistance
vested in the National Planning Commission, within the framework of
the preseht ongeing economic recovery programme; it should be
" pointed out that the system and procedures for the coordination and
management of development aid have not been well developed.

In particular, external assistance has not been fully integrated

into the macro-economic planning ‘and budgetary process.

To the extent that maintaining and even increasing the already
" high levels of international dévelopmént assistance will be
 important in the continuing support to Tanzania’s economic recovery
énd“restructuring programme,; there is need for the effectiveness of
the development assistance to be improved. This will call for
increased 'collaboratibn and improved coordination of donor
- assistance by the National Planning Commission -and the Ministry of
“Pinance, as well as the concentration of donor assistance in some

priority social and economic sectors.

In order for development assistance coordination ' and
management to be effective, and considering the fact that donors
share with ‘the government some responsibility for past policy
mistakes, it "is  fﬁpo%tant ‘that substantial 'bhaﬁges from past
'pfécticeS'inﬁdOnor-coofdinatioh and management should take place on
‘the ‘part of ' both the government and the development partners. In

~this“regard, both the government and the ‘donor community should
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acknowledge the existing weaknesses and should be keen to work out

modalities for an effective system of resource mobilisation,

- coordination, management and utilisation.

To the extent that donor assistance to Tanzania has been

spread too thin in the past years and therefore some donor

.concentration action is desirable for an effective development

assistance improvement, information flow, aid coordination and

management; it is recommended that:

(1)

Action be taken by the government to identify priority
areas to which development assistance could be directed
in the future. To this end, consultative group meetings
should not be limited only to the discussion of economic
policy framework papers and external aid requirements for
the coming year,bdt should also discuss and agree on
government proposals on priority .issues, sectors and

economic policies for further review.

The government should effectively exercise the ownership
of projects and programmes financed by :exteggal
development assistance with a view to ensuring that only
identified priority programmes have access to such
assistance. This would resolve the issues of donor
driven development. projects and programmes, projects

focusing on domestié but non-national interests and the
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financing of non-priority packages. In this regard,
substantive efforits should be made to ensure that the

donor development assistance is properly streamlined, and

concentrates on a few selective priority areas, otherwise

it will continue to be very costly to administer and the

desirable positive impact will not be achieved.

Steps should be taken by the government to put togethér
a viable strategy for development assistance. The-
components of such a strategy should include an aid
coordination framework which snould be responsive,
responsible, transparent and capable of monitoring the
sources of resources and implemenfing the tmp.primriﬁy
programmes agreed with the donors; as well as an aid data
base and information management unit so that periodical
review reports can be produced for both the gavernmgﬁt
and the donors. It should also include aid concentratidn
which should highlight‘the priority sectors and ecomﬁﬁic
activities identified by the government for tﬁe
concentration of resources and encourage duﬁér
concentration with a view to discouraging the two ﬁuﬁh

spreading of donors.

Notwithstanding the foregoing recommendations, it is our

considered view that the continuous financing of the economic

reform process will depend partly on the speed with which the
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Tanzanian economy responds to the improved policy environment and
resource situation and partly on extent to which further
developnment assistance commitments on an exceptional basis can be
cbtained. However, the agenda of policy reformulation and
institutional reshaping is a long and complex one, and will require
determinéa action by the government as well as external support
over @several years Dbefors Tanzania can put its economic
difficulties behind it and achieve socio-economic transformation

and sustainable development during the 215t-Century.
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