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PREFACE

The present report is an abbreviated version of Norwegian

Commodity Import Support - Background, Design and Implications,

Trondheim November 1988, prepared by a team appointed by the
Norwegian Ministry of Development Cooperation. The team members

were.

Rune Skarstein, senior lecturer,
Institute of Economics,
University of Trondheim - AVH (team leader)

Kjell J. Havnevik, research fellow,
Centre for Development Studies,

University of Bergen

William D.S. Mmbaga, senior lecturer,
Institute of Development Management (IDM),

Mzumbe

In the present, abbreviated version I have tried to retain the
discussion of all principal issues which have a bearing on
commodity import support. On the other hand, I have reduced more
technical analyses as much as possible. Most chapters of the main
report have been strongly abbreviated, and some few chapters have
been left out all together. For example, Chapter 6 of the main
report, "Assessment of the ERP - its implementation and effects",
has not been included in this summary version.

To a large extent, this report lacks references to our sources of
information, and only a very short list of selected references is
presented at its end. Readers who want comprehensive information
on our sources of information and the documentation we have used,

are referred to our main report.

While all three team menbers share responsibility for the

contents of the main report, I am alone responsible for the
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priorities, abbreviations and editing resulting in the present

report.

Let me take this opportunity to thank Mrs. Berit Ingvaldsen
(Trondheim) for her excellent secretarial work also during the
preparation of the summary report. I would also like to express
once more our thanks to our Tanzanian assistants, numerous
institutions and persons in Tanzania as well as the Ministry of
Development Cooperation for their assistance and support during
our work on this study.

Trondheim, December 1988

Rune Skarstein
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1. DEVELOPMENTS LEADING UP TO THE BALANCE OF PAYMENTS CRISIS
AROUND 1980

1.1. Developments within the agricultural sector and agricultural
marketing

1.1.1. Introduction

In Tanzania covering about 945.000 km? of land area, 85-90% of
the 24 mill. (1988) population live in around 8000 villages in
the rural areas. The agricultural sector employs about 80% of the
workforce, contributes about 50% of the GDP and about 80% of the
foreign exchange earnings. It is estimated that about 80% of the
agricultural foreign exchange earnings originate from smallholder
production, in particular coffee, cotton, cashewnuts, tobacco,
and some tea. The major part of grain production, except wheat,
is also carried out by smallholders. The export crops sisal and
tea are plantation crops, and as well sugar and wheat. The major
food staples include maize, rice and wheat. Sorghum, millets,

cassava and bananas are important in various localities.

l.1.2. Growth and composition of agricultural production

The characteristic feature of agricultural production in the
1970s was changing composition rather than growth. In our
analysis three crop categories will be distinquished: export-
crops, marketed food crops and drought-resistant crops. At the
onset of the 1970s, marketed output consisted of export- and
marketed food crops. From 1970/71 to 1973/74 net imports of
staple grains were kept at a low level, averaging about 45 000
tonnes per year. Then, however, in the crop seasons 1973/74 and
1974/75, an agricultural crisis occured. Severe drought and
short-term effects of major villagisation campaigns coincided,
and food production was substantially reduced. The food crisis
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necessitated massive imports of grain. The value of grain imports
rose from about 6.9 mill. US $ in 1973 to 111 mill. US $ in 1974,
then fell to 102 mill. US $ in 1975 and about 20.6 mill. in
1976. The food crisis of 1974/75 was immediately transformed into
a balance of payments crisis. Total food imports (including non-
grain) increased from 7.9% of total imports in 1973 to 19.8% in
1974, then went down slightly to 17.8% in 1975.

The government’s response to the food supply crisis was to
encourage food production by increasing producer prices of
domestic crops (staple grains and drought-resistant crops) in
relation to export crops. Official purchases of drought resistant
crops such as millet, sorghum, cassava and beans were initiated
in 1972 at about the time of establishment of the first govern-
ment crop authorities. They were to gain exclusive control of
crop procurement from 1976 onwards. These crops were traditio-
nally mainly consumed directly by or stored in households as a
buffer against production setbacks and famines. The evolution of
the producer prices in nominal and real terms of the various crop
categories from the crisis year 1973/74 to 1979/80 is shown in

table 1.1.1.

Table 1.1.1. Weighted average producer price indicesl for major

crop categories (1969/70 = 100).

Money prices Real prices?

Crop category 1973/74 1979/80 1973/74 1979/80
Export crops 106.8 234.5 65.8 L 37 -
Domestic crops 115.8 344.7 71.4 84.4

Staple grains 109.9 323.0 67.7 y b P &

Drought-resistant

crops 207.5 426.2 127.9 104.4
All crops 108.1 261.7 66.6 64.1

Export crop prices

as % of domestic

Crop prices 92.2% 68.0% 92.2% 68.0%
1) Weighted by the share of each crop in the total producer

value, calculated for each year separately.
2) Money prices deflated by a modified National Consumer Price

Index.
Source: Ellis 1982, p. 269 and 283.
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From 1973/74 to the end of the decade the producer prices of
domestic crops as a whole increased substantially in real terms
while those of export crops declined. These changes in relative
prices coupled with a purchase guarantee for drought-resistant
crops had a profound impact on the composition of agricultural

marketed output.

. One major effect was the dramatic increase in official purchases
of drought-resistant crops, which temporarily reached a level
almost that of staple grains. In volume terms, staple grains
recorded a slight decline through the decade, and domestic crops
did not compensate for the sharp reduction in export crops.
Hence, total officially marketed output declined by more than 20%

in volume terms over the entire period (Cf. table 1.1.2).

Table 1.1.2. Volume (’000 tonnes) of official purchases of
agricultural crops 1970/71 - 1972/73 and 1978/79-

1980/81. Annual averages.

Drought-
Export Staple resistant
crops grains crops Total
1970/71-1972/73 635.2 239.2 1358 890.2
1978/79-1980/81 403.5 2158 77 .4 696.7
Volume change -231.7 -23.4 +61.6 =193 .5
Per cent change -36.5% -9.8% +389.9% -21.7%

Export crops include: Coffee, cotton, sisal, tobacco, tea,
cashewnuts, pyrethrum, cardamom and cocoa.

Drougth resistant crops include: Sorghum, millet and cassava.
Staple grains include: Maize, rice (paddy converted to rice
equivalents) and wheat.

Sources: Ellis 1982 and Marketing Development Bureau: Price
Policy Recommendations for the Aqricultural Price Review. Summa-
ry, Dar es Salaam 1980 and 1985.

As far as total agricultural production is concerned, what may

alter the picture emerging above, is the size and development of
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marketing through inofficial or parallel market channels. Several
observations indicate that an increase in the sales of agri-
cultural produce through parallel markets has taken place. The
potential crops to be included in such marketing is coffee
(smuggled to neighbouring countries) and food crops such as maize
and rice, mainly sold to Tanzanian consumers. But such food
crops, in particular maize, are also reported to have crossed
boundries to neighbouring countries during times of wide price

differentials.

As the size of parallel agricultural marketing in total 1is not
known, nothing definite can be concluded. Our assessment,
however, based on investigation of import trends, changes in NMC
purchasing policy to include drought resistant crops and impli-
cations for nutritional levels, is that a stagnation in agri-
cultural production has actually taken place in Tanzania during
the 1970s and into the 1980s. The existence of marketing through
parallel channels may serve to modify our conclusion for certain
areas, 1in particular some areas in the Southern Highlands. But it
cannot alter the conclusion significantly for the country as a

whole.

y i e Villagisation, agricultural marketing and price
policies

The ujamaa or resettlement policy aiming at moving the rural
farmers and their families into nucleated villages was imple-
mented in the period 1969-1976. First the movement was voluntary.
However in 1973 when it was realised that the speed of imple-
mentation was far below expectations, the Party decided that the
whole of the rural population should live 1n villages by the end
of 1976. By the end of 1973 about 2 million people were 1living 1in
nucleated villages, three years later the number had increased to
13 million living in about 7,700 villages.

People were moved by force from their traditional farming areas

into villages which often were poorly located and much bigger

than the planned original size of 250 families. The significance
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of the villagisation policy and its implementation for agricul-
tural preoduction and marketing, environmental issues, education
and the supply of social infrastructure and the organisation in
the rural areas including the relations between the farmers and

the state can hardly be overstated.

As to agricultural marketing, the GOT policy was to connect the
village multipurpose cooperative society to government crop
authorities or parastatals which started to replace crop market-
ing in the early 1970s. From 1976 onwards when Cooperative Unions
were abolished, the crop authorities were designated to handle
all the previous functions of the crop marketing boards, the
cooperative unions and as well some activities undertaken by the

former primary cooperative societies.

The main characterstics of this marketing system and as well what
distinguished it from from the former, was the tigthening of
centralised control, not only of marketing, but to some extent
also of production activities. With the advent of crop authori-
ties a price system was introduced with a crop specific basis.
Each crop authority was entitled to expand its activities to
obtain coverage of its services for its designated crops. The
weakness observed in the former marketing system of duplication
of functions between the marketing boards and cooperative unions,
became even more pronounced as each crop authority expanded
activitites on a broad level with little coordination among
themselves when operating in the same geographical areas.

State intervention in price determination in the new system was
on deciding the uniform producer price on national level (so-
called pan-territorial price), rather than the previous into-
store marketing board price which hade implied geographical
variation in the producer price for the same crop. This price
system was to be 1in effect from 1974 to 1981 when a price system
was introduced which differentiated between premium and non-
premlium areas which was supposed to reflect the comparative
production advantages of an area. The underlying approach in both

of these price systems, observed particularly clearly in the case
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of export crops, was that the marketing margin should be suffi-
cient to cover the projected marketing costs of the crop author-
ity. In other words, first the crop authorities took the share
they "needed" to cover their costs, and then the peasants were
paid what might be left.

The lot of the small farmers under this residual price determina-
tion system was in addition negatively affected by the continuous
overvaluation of the Tanzanian shilling (up to mid-1986), which
had the effect of reducing in shilling terms what remained for
crop payments to peasants. The exchange- and price policies which
were created actually did function as a means of state appropri-
ation of the agricultural surplus in financial terms. In this way
resources were transferred from the small farmers and the rural

areas to the state bureaucracy located in urban areas.

In our view, the replacing of the cooperative unions with the
crop authorities constituted part of the policies of intervention
of the Tanzanian state to control the agricultural surplus, 1l.e.
the marketed output of food, raw materials and export crops.

However, the uneconomic size of the individual village multipur-
pose co-operatives and the inefficiencies and mismanagement of
many of the crop authorities proved this marketing system to be
unviable. The marketing system discouraged small farmers through
late or no payment and late or no collection of crops. In
addition the small farmers were faced with a deteriorating terms
of trade. The result was that the agricultural surplus stagnated
and furthermore most of what crop authorities managed to appro-
priate was wasted. Thus the costs of this marketing system came
increasingly to represent a threat to the economic basis of the

state.

1.1.4. Technological development in agriculture

Apart from effects of villagisation and the role of crop authori-
ties there are several factors which have inbibited the growth of
the agricultural surplus, and maybe the most important internal
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cause 1s linked too the lack of technological development in
agriculture. A characteristic feature of agricultural production
in Tanzania is the predominance of manual hoe cultivation. In the
1970s the Ministry of Agriculture estimated that 85% of the
country’s cultivated acreage was tilled by hoe, 10% by animal-
drawn implements and 5% by tractor. The widespread and persistent
use of hand hoes severely limits the acreage cultivated. This was
clearly reflected in the Agricultural Census for 1971-72 which
showed that 2.44 million farmers held 3.07 hectares of farm land,
giving an average as low as 1.26 hectare per holding. (Cf.
Statistical Abstract 1973-1979, p. 230.)

In spite of the government’s repeated policies and calls to
encourage ox-plough cultivation, limited developments in techni-
cal change in agriculture took place. In the early 1980‘’s,
tendencies of change are seen to emerge, however, not as a direct
result of government policies, but more as a response by peasants

to effects of villagisation and the deepening economic crisis.

On the other hand, the economic crisis developing from 1978
onwards soon led to a major shortage in the supply of some
categories of farm inputs. Both the supply of farm implements, in
particular all types of hoes, and ploughs were at such a low
level compared to demand, that a "tool famine" can be said to
have developed. Thus the dismal results of agricultural pro-
duction must also be related to this fact, and not only the
adverse weather conditions. From 1983/84 onwards local production
of hoes and imports of ploughs started to increase, thus easing
the problems related to implements supply. This development is
linked both to increased efficiency in local production due to a
new and energetic management at UFI and to expansion of CIS for
the importation of raw materials and finished farm implements.

As to fertilizers, the quick response by donors to channel CIS
for imports, and to a more limited extent to supply of raw
materials and spare parts for the TFC factory, alleviated an
acute supply crisis, at least in the sense of fertilizer avail-
ability in the country.
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A major problem affecting all input supplies was deteriorating
road and transport facilities, including at times acute shortages
of fuel. To this was added another complex of problems related to
the organisation of agricultural input supply and transport,
storage and marketing of agricultural produce. During the first
half of the 1980s, 1in particular 1981-1983, the problems at all
levels coincided to produce the most serious crisis which
Tanzania has experienced in its post-independence period. From
1983/84 onwards donor CIS has led to improvements in farm input
supplies. The general changes in economic policy, starting with
the 1984/85 budget and the Economic Recovery Programme in 1986
have further improved input supply to agriculture. The weather
conditions of 1986 and 1987 were 1in addition favourable to

agricultural cultivation.

g s RO 9 Impact of the stagnating agricultural surplus on the

balance of payments, and the role of foreign aid

For the period 1974 to 1982, we have estimated the total loss of
foreign exchange due to increased food grain imports and de-
clining agricultural exports compared to the levels in 1973.
According to our estimate, the total loss amounted to about US $
1770 mill., accounting for more than 40% of the accumulated
foreign trade deficit in that period. It may also be of interest
to note that during the same period, the increase in foreign aid

over the 1973 level amounted to US $ 2565.4 mill. This implies
that about 70% of the increase of foreign aid after 1973, and up

to 1982, may be considered as a foreign exchange "compensation"
for the decline in the agricultural food and export surplus. In

other words, 70% of the increase of foreign aid after 1973 only

neutralized the impact of stagnating agricultural production on

the balance of payments.
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1.2. Developments within the industrial sector

1.2, After the Arusha Declaration: nationalisations and
emphasis on parastatals

With the Arusha Declaration of 1967, the Tanzanian Government
committed itself to expanding the public sector’s role in
industry and to reducing dependence on foreign investment. Conse-
gquently, a large number of manufacturing plants were national-

ised.

The government involvement in manufacturing industry also led to
increased emphasis on investment in manufacturing parastatals,
rising from 13% of total manufacturing FCF in 1966 to more than
63% 1n 1970. After the wave of nationalisations parastatal FCF as
a share of total manufacturing FCF was slightly reduced again, to
an average of about 30% in the period 1976 to 1985. As a combined
result of the nationalisations and the heavier emphasis on
investment in the parastatal sector, VA in manufacturing para-
statals increased from 8.9% of total value added in manufacturing
industry (establishments with 10 or more employees) in 1966 to
53.1% 1in 1975,

Employment in manufacturing parastatals tended to grow at a
higher rate than value added in the period 1966 to 1973. As a
consequence of these diverging growth trends, labour productivity
in terms of value added per worker declined.

1.2.2. Problematic features of manufacturing parastatals

A major problem of parastatal manufacturing enterprises is their
organizational structure. Under the auspices of the Ministry of
Industry there are seven holding companies which oversee about 75
operating manufacturing companies. The holding companies own the
equity of their subsidiary companies on behalf of the government.
A total of about 600 persons are today on the payroll of the

industrial parastatal holding companies in Tanzania.
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Both holding and operating companies have their own boards of
directors. The general manager and the chairman of the board of
the holding company are appointed by the President of Tanzania,
while the other members of the board are appointed by the
Minister of Industries and Trade - a pattern which tends to make
the board members submissive to the chairman and the general

manager.

The organisational structure of parastatal industries seems to
involve too many control levels without well-defined control
responsibilities; and this, in turn, results in a diffusion of
responsibilities. The result is that no single entity feels fully
responsible for their supervision and performance, and when
something goes wrong nobody is held responsible. This attitude is
reinforced by interference from several regulatory government
bodies such as SCOPO, the National Price Commission and the
Permanent Labour Tribunal. In addition, recruitment of top
personnel to the holding companies has suffered from political
patronage, nepotism and a far too rapid expansion, resulting in
lack of industrial and managerial competence. Partly because of
the heavy manpower needs of the holding companies, the subsidi-
aries and the Ministry also suffer from lack of sufficiently

skilled and trained personnel.

Parastatal industries have been protected from competition and
have enjoyed preferential treatment over the private sector, for
example in allocation of credit, foreign aid and foreign ex-
change, and in tolerance of arrears in payment of bills and in
debt service. There has been a chronic failure among parastatals
to produce acceptable accounts and, until recently, they could
also expect to be bailed out by the government if they got into
serious financial trouble. Managers have apparently not been
punished for overt financial indiscipline or lack of cost
consciousness. Remuneration and promotion of staff have been
based more on "connections" and the princple of seniority than on

job performance (World Bank 1988).
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As a result of all this, many industrial parastatals have become
a burden to the government as well as to the economy as a whole,
and the parastatal sector is perhaps the most glaring example of
how the Tanzanian state has overreached itself.

1.2:3. The Basic Industries Strateqy - Industrial developments
1974-1986

In 1974, the Government adopted the Basic Industries Strategy

(BIS) which gave industry priority over the primary sector
("structutral transformation"), stressed the importance of self-
reliance through the use of domestic resources to meet domestic
needs, and the development of heavy producer goods 1industries and
a wider range of consumer goods. Job creation and regional

development were among the main criteria to be considered in

choosing manufacturing techniques and plant locations.

Attempts at implementing the BIS resulted in large investments in
industry which were reflected in the growth of manufacturing
fixed capital formation (FCF) from 3.1% per year 1in 1968-73 to
14.7% per year in 1974-79. Industrial FCF more than doubled from
an average of TSh 595 m. per year at constant (1976-)prices in
1968-73, to Tsh 1,250 m. per year in 1974-79, and increased even
further to an annual average of Tsh 1,425 m. in 1980-85. Manu-
facturing FCF at constant (1976-)prices as a proportion of total
FCF, rose from an average of 13.6% in 1968-73, to 20% in 1974-76,
25.8% in 1977-82 and about 29.5% in 1983-85 (cf. table 1.2.2).
This indicates that the increase in manufacturing FCF to a large
extent took place at the expense o0f other sectors. And most of
these investments were large-scale, capital-intensive and import-

intensive both in capital goods and 1in recurrent inputs in

production.

The BIS played a crucial role in channelling substantial invest-
ment resources to industry, and a large share of these invest-
ments were financed by foreign aid. In general, aid levels grew
dramatically from an annual average of US $ 69 m. in 1970-73, to
US $ 347 m. in 1974-79 and US $ 661 m. in 1980~83 (cf. Chapter
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1.4). A considerable share of the increasing aid inflows went to
the manufacturing sector. From 1975 to 1985, more than 30% of FCF
in manufacturing industry was financed by foreign aid, as
compared with only about 4% in 1970-75 (World Bank 1987, Vol.
I:74). From 1977 to 1980, manufacturing industry was the largest
recipient of foreign aid (about 29% of total), followed by
transport, water, power supply and other physical infrastructure
(24% of total).

On the other hand, the presence of foreign aid doubtless influ-
enced the pattern and character of i1ndustrial investments. On the
Tanzanian side, investment projects with a relatively large share
of promised or committed foreign finance, and a correspondingly,
a lower share of domestic finance, were easily approved by the
coordinating ministries. On the donor side, there was in many
instances a preference for large scale, capital- and import-
intensive projects in order to reach planning and disbursement
targets, and because large, capital-intensive projects would
ensure deliveries from the donor country. This tendency was
reinforced by the economic recession in the industrial countries.
Quite often it could also be difficult for aid agencies to find
consultants with knowledge of other technologies, or suppliers of

alternative technologies.

Moreover, donors were preoccupied with industrial investment

projects, leaving it to the Tanzanian economy to cover the future
forex costs of operating the additional industrial capacities. On
the Tanzanian side, this created strong biases towards new
investments, at the expense of maintenance and rehabilitation of
existing projects. When pushing for new projects, parastatal
managers and ministry officials were responding to an incentive
structure that rewarded the visibility of new projects and the
size of installed capacity and number of employees under the
manager’s control, as a status sign and as a basis for recurrent
forex allocations from the BOT. On the other hand, mobilisation
of foreign exchange for imports of recurrent inputs in industrial
production was not contemplated on the project planning stage,
either on the Tanzanian or the donor side.
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To avoid the technical and managerial manpower constraint, most
parastatal industrial enterprises were established as Jjoint
ventures, under a management contract with the foreign partner
who could then provide the technology as well as the technical
management of the plant. Moreover, the parastatal holding
companies have usually preferred large, fully packaged turn-key
projects with economies of scale in terms of the involvement of
the holding company’s management. As a consequence, parastatal
industries in most cases depend on the foreign partner for

supplies of spare parts, raw materials and maintenance.

The idea was that local personnel should replace expatriate staff
through a process of learning by doing. However, the evidence
suggests that the type of technology chosen for most parastatal
industries, implying strong dependence on the foreign partner
company, has inhibited such a learning process (cf. Skarstein and
Wangwe 1986:67-69).

1.2.4. Increasing import intensity in industrial production

Combined interests on the Tanzanian and the donor side promoted
new industrial projects at the expense of improving or rehabili-
tating existing ones. Moreover, they generally promoted rather

large-scale, capital intensive and very import intensive pro-

jects. This bias was further strengthened by the increasing
overvaluation of the TSh from the late 1970s onwards, which made
imported inputs increasingly cheaper than domestic inputs of a
comparable quality.

As a result, there was a dramatic increase in the import content
of manufacturing production. According to World Bank estimates,
the costs of imported i1nputs as a percentage of total input costs
rose from 22.9% in 1973 to 52.5% in 1984. (World Bank 1987, Vol
I, p. 10). It may be noted that our own investigation of import
intensity in manufacturing production gave about the same result
as that of the World Bank. For 33 manufacturing firms we found
that in 1984 the costs of directly imported inputs accounted for
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50.3% of total input costs at domestic prices, whereas direct and
indirect inputs accounted for 63.5% of total input costs in the
same year. However, 1t 1s worth noting that there was some
decline in import intensity from 1984 to 1986. (Cf. also SINTEF/
Division of Applied Economics 1988.)

It is also worth noting that the import-dependency of smaller
industrial firms is much lower than that of large firms. In 1984,
the import content of recurrent inputs for factories with 5 to 25
workers was about half of the overall industrial sector’s import
intensity. (World Bank 1987, Vol I, p. 14)

The increasing import content of manufacturing production
required rapidly increasing imports to the sector. Imports of
recurrent inputs (including oil but excluding transport equip-
ment) rose from about $ 110 mill, in 1975 to $ 290 mill. 1in
1984. The increasing imports were not compensated for by a
corresponding rise in manufacturing exports. In fact, manufactu-
ring exports of $ 65 mill. in 1984 were lower than those 1n
1975. (Cf. table 1.2.1.) The result was that the manufacturing
sector’s direct "contribution" to the total merchandise trade
deficit increased from 9.% in 1975 to 46.3% in 1984. In the same
period, recurrent inputs to industry increased from 14.2% to
33.2% of total merchandise imports. (Cf table 1.2.1.)

The figures in table 1.2.1. do not give full account of the
manufacturing sector’s consumption of forex in 1984. An additio-
nal $ 75 mill. was estimated to have been the foreign exchange
component of capital equipment amortisation in that year. The
total forex consumption of the manufacturing sector in 1984 was
thus estimated to be about $ 365 mill., or almost six times the
sector’s own export earnings in that year (World Bank 1987, Vol

I, p. 11). When taking into account the forex component of
capital equipment amortization, the manufacturing sector created

more than 60% of Tanzania’s foreign trade deficit in 1984, while
contributing only 7.7% to the country’s GDP.
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Table 1.2.1. Estimates of manufacturing industry’s net foreign
exchange consumption, 1975 and 1984. US S mill.

1975 1984
Recurrent imports to industry 110 290
Industrial exports 74 65
Industry’s net current forex
consumption 36 225
Total merchandise imports 143 874
Recurrent 1imports to industry
as a percentage of total
merchandise imports 14.2% 33.2%

Deficit on merchandise trade

$ mill. 401 486
Industry’s net current forex

consumption as a percentage

of merchandise trade deficit 9.0% 46.3%

Source: World Bank 1987, Vol I, p. 12; and Vol II, p. 109. (For
merchandise trade figures, cf. table 1.5.1.)

1.2.5. Increasing forex consumption but declining cutput

It is significant that industry’s increasing forex consumption
was not associated with a corresponding increase in industrial
output. Table 1.2.2. shows that manufacturing VA increased at a
rather high trend rate of about 7% per year in 1968-1973. After
1973, the trend rate of growth declined to about 3% per year. In
the period 1976 to 1979 VA stagnated at a peak level of about
TShs 2650 - 2800 mill. per year at 1976-prices; and since 1980,

there has been a trend rate of decline of about 4.5% per year. In
1986, manufacturing VA had become 31% lower than in 1979. (Cf.
table 1.2.2.)

The manufacturing sector’s decreasing effectiveness in the use of
forex paralleled with a declining effectiveness of investment in
terms of output increase per TSh invested. Whereas the trend rate
of growth of VA declined from 7.3% per vear in 1968-73 to 3.4%
per year in 1974-79, FCF showed a quite opposite trend, its rate
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of growth increasing from 3.1% per year in 1968-73 to 14.7% per
year in 1974-79. The diverging growth trends of FCF and VA

implied that increasing amounts of investment were associated

fixed capital

Table 1.2.2. Manufacturing value added (VA),

formation (FCF) and incremental capital-output
ratios (ICOR), 1968-1986

Man. VA Man. VA Man. FCF Man. FCF
at 1976- as % of at 1976- as % of
prices cppl) prices total FCFl)
Year TShs mill. TShs mill. ICOR2)
1968 1655 9.0% 538 16.2%
69 1814 10.0 405 132
1970 1890 10.1 780 16.9 4.2
3 2070 10.7 751 13.5 4.5
72 2244 1058 528 10.9 4.5
3 2344 1150 574 11.9 6.0
74 2376 10.6 788 15.6 13.4
1975 2384 10.5 764 17.9 4.5
76 2811 12.4 1343 261 11.0
77 2641 12.6 1916 335 11.7
78 2730 13:3 1302 24.3 506.7
79 2821 11.9 1389 21.7 109.7
1980 2683 10.6 1272 22.7 -48.9
81 2382 10.3 1544 26.6 =8
82 2304 8.3 1689 28 -7.8
83 2103 8.0 1307 35.9 -20.5
84 2159 Te7 1259 28.2 -18.7
85 2075 6.9 1480 26.4 -24.1
1986 1935 6.2
Annual
trend
rates
of
growth,
1968-73 7.3% 3.1%
1974-79 3.4% 14.7%
1980-86 -4.6% -0.3%
1) % shares at current prices.
2) Man. FCF 3-years moving averages devided by incremental man.

VA 3-years moving averages lagged by one year.
Source: National Acccounts of Tanzania 1966-1980 and 1976-1984;
The Economic Survey/Hali va Uchimi, several issues; and Bureau of
Statistics: Selected Statistical Series 1951-1985, DSM 1987. Man-
ufacturing FCF at current prices has been deflated to constant
(1976-) prices by using the implicit deflator for total FCF in
the named publications.
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with declining increments of VA. The ICOR figures 1in table
1.2.2. show that, in 1970-72, a VA-increment of one TSh was
associated with an investment of about 4.5 TShs. By contrast, in
1978-79, a VA-increment of one TShs was associated with’ an
investment of far more than 100 TShs. After 1979, the situation
became even worse with decreasing VA every yvear, except in 1984,
at high levels of investment. (Cf table 1.2.2.)

In 1986, manufacturing VA as a share of total GDP had declined to
6.2%, from a peak of 11.4% in 1972 (cf. table 1.2.2). In 1987
there was a further decline of this ratio, to a low of 4.6%,
lower than in any year since 1963. It is significant that this
process of deindustrialization took place at very high levels of
industrial investment, i.e. with enourmous resources channelled
to industry. The combined effect of these developments was that
the average rate of capacity utilisation declined from about 53%
in 1976 to about 25% in 1984 and 1985. (World Bank 1987, Vol I,

D. 5.)

1.2.6. Profits maintained through real wage erosion

In spite of dramatic descreases of the rate of capacity utili-
sation, manufacturing industry in general continued to perform
well in terms of financial rates of return, the reason being that
most industries could practice cost-plus pricing and increase
prices to compensate for increasing costs on a protected domestic
market. For this mechanism to work, real wages had to decline
significantly in order to ensure that the share of labour costs

in total costs, at least, did not increase.

From 1972 onwards, real wages have declined every year, and with
increasing rates since the late 1970s. In 1984, the average real
wage/salary in manufacturing industry had become 70% lower than
in 1972. This was according to official statistics which, no
doubt, underestimate the rate of inflation. Through this dramatic
erosion of real wages, the share of labour costs in VA was kept

at below 40% and the profit share corespondingly at above 60% in
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every year since 1976. On the other hand, from 1970 to 1975,

labour costs represented more than 40% of manufacturing VA,

In spite of stagnating output and decreasing rates of capacity
utilisation, manufacturing employment continued to increase.
Total employment in manufacturing firms with 10 or more employees
rose from 84 175 in 1977 to 102 300 in 1980, and 103 620 in
1983. Only after 1983, a modest reduction in employment came
about. Thus, up to 1983, new workers were employed to operate
additional unutilised capacities. In other words, employment was
related to capacity creation, rather than to the level of actual
output. This feature of employment growth and real wage erosion

was more characteristic of parastatals than of private manu-

facturing firms.

At present, wages, especially within the parastatal sector, are
so low that workers and their families cannot subsist on themn.
Many workers therefore try to improve their situation through
various auxiliary activities, even during work-time. This
situation results in a further deterioration of work motivation
and discipline and a further fall in labour productivity.

1.2.7. Some concluding remarks

In order to escape from the present depression it is especially
important for manufacturing parastatals that they adjust their
level of employment to the actual level of production and use

wages and salaries as incentives to increase productivity and

output.

For manufacturing parastatals to improve their performance it
seems necessary to reduce the bureaucracy of holding companies
and locate responsibility at the subsidiary level, while creating
an organisational environment that makes management result-

oriented.

In order to recover, the industrial sector will, moreover, need a

drastic change in the pattern of allocations of forex for imports
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of recurrent inputs as well as spare parts and machinery for
rehabilitation. A major problem is that the manufacturing sector
as a whole has become so import dependent that the economy cannot
sustain it at reasonably high rates of capacity utilisation, even

with restored agricultural exports.

On the other hand, there is no economic justification for
providing the extremely import-intensive industries with such
amounts of forex at the expense of other sectors. This means that
a programme for CIS to the industrial sector should also be a
programme for restructing and rehabilitation, aiming at reducing
the import dependency and increasing the efficiency of the

sector.

1.3. Public finance, money and credit

Generally speaking, the government budgets created inflation
since the mid 1970s mainly because recurrent revenue did not keep
pace with expenditure, leading to increasing deficits which had
to be financed through government borrowing. As a result mainly
of the increasing recurrent deficits, the total government
deficit (i.e. government domestic borrowing) rose from 2.6% of
monetary GDP in 1976/77, to more than 25% in 1981/82.

One major cause of the increasing recurrent deficits was the
break-up of the East African Community in October 1977. Another
factor was the doubling of o0il prices in December 1978, which
added $ 150 mill. to the costs of 01l imports and increased the
government’s oil bill, despite the fact that the volume of oil
imports was contained at about the 1973-level. A third major
cause was the war with Uganda which broke out in November
1978. In his Budget Speech to Parliament in June 1979, the
Minister for Finance indicated that the cost to the economy,
including expenditures on reconstruction, would be nearly TShs

4100 mill., or about equal to one year’s export earnings.
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Another major cause of soaring budget deficits was the increase
in transfers and subsidies to parastatals and interest payments
on government loans which accellerated towards the end of the
1970s. From 1978 onwards, interest payments rose by almost 30%
per year, and in 1983/84 accounted for 11% of recurrent expendi-

ture.

The increase of budgetary transfers to parastals was a phenomenon
emerging around 1980. Total transfers to crop authorities rose
from TShs 135 mill. or 1.7% of total government recurrent revenue
in 1979/80, to TShs 2138 mill. or 19.5% of total government
revenue in 1981/82. Transfers to crop authorities and defence
spending amounted to 41% of total government revenue in 1981/82,
and 33% in 1982/83.

As a result of increasing deficits, the share of government net
borrowing (incl. parastatals) in total net borrowing in the
economy rose to a peak of 88% in 1979/80, leaving only 12% of
total net credit expansion in that year to the private sector.
From 1976 to 1986, net claims on the government increased 11.7
times, whereas lending to other domestic sectors increased only
by 4.4 times in the same period. (Cf. BOT: Economic and Opera-

tions Report, June 1986, p. 52.)

The enormous increases of government net borrowing was the single
major cause of the large total credit expansion, averaging 30%
per year 1in 1976/77 to 1981/82. This credit expansion combined
with the production shortfalls in the economy, was, in turn, a
major cause of the increasing rate of inflation, rising from an
average of 10% per year 1in 1975-1978, to 28% per year in 1979-

1986, according to official statistics.

It should be noted that the increasing government deficits were
not caused by increased social sector spending (education,
health, etc.) or increased expenditures on physical infrastruc-
ture, such as electricity and water, roads and bridges. In total,

these essential activities suffered a dramatic reduction in their
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share of total government expenditure from an average of 32.5% 1n
the period 1975/76-1977/78, to only 21.7% in 1982/83-1985/86.
Especially education, health facilities and roads are now in such

a bad state that much of the investments in these infrastructures
must be considered as lost. This rises a big question-mark about
the priorities of government budget allocations since the end of
the 1970s, and it indicates the necessity to give high priortity
to these sectors in order to reach lasting results from the ERP.

1.4. The role of foreign aid

Table 1.4.1 shows that total foreign aid net of technical cooper-
ation grants reached a peak of $ 525 mill. in 1981, and then
declined every year until 1985. Also 1n 1986 total foreign aid
was lower than in 1980-81. Both net loans and grants declined
after 1982 and 1980, respectively. The decline of net loans was
not associated with increasing principal repayments of earlier
loans; the principal repayments actually declined from $ 9.8
mill., in 1982 to 7.8 mill., in 1985. Thus the reduction of net
loans by 60%, from $ 193.8 mill. in 1982 to 79 mill. in 1985 was
the result of a reduction in new lending, mainly by the IMF and
the World Bank which held back credits while negotiating with
Tanzania on a new economic policy. (Cf. table 1.4.1.)

From 1980 onwards, there was also a reduction of grants, from a
peak of $ 485.7 mill. (net of technical cooperation grants) in
1980 to 272.4 mill. in 1985, 1.e. a 44% reduction. The reduction
of grants came about partly because donors were hesitant to
continue their aid at former levels as long as Tanzania did not
reach an agreement with the IMF, and partly because Tanzania had
problems in financing the local currency costs of new projects
due to the economic crisis. Apparently, the crisis was so severe
in 1984-86, that the only way of increasing foreign aid again to
a considerable extent was to change its composition away from
project aid, in favour of budgetary support, balance of payments

support, or CIS.
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Table 1.4.1. Foreign aid disbursements to Tanzania, 1970-1986.
US $ mill.
Grants Techni- Total Total aid net
as $ of cal aid net of techn.
Total of total cooper- of techn. cooperation
Net Total (net) foreign ation cooper. grants as %
Year loansl grants aid net aid grants grantsz of impﬂrts3
1970  23.7 275 51.2 53.7% 21.3 29.9 9.4%
71 31.8 30.6 62.4 49.0 23.8 38.6 10.1
72 16.6 44.5 61.1 72.8 34.7 26.4 6.4
73 354 64.9 100.3 64.7 41.3 59.0 11.9
74 63.1 99.4 162.5 61.2 47.6 114.9 15.6
75 114.4 187.9 302.3 62.2 60.2 242.1 31:3
76 T1.3 195.7 267.0 73.3 76.7 190.3 29.5
77 124.7 215.4 340.1 63.3 80.2 259.9 34.8
78 =32.5 456.6 424.1 107.7 106.0 318.1 27.8
79 101.2 487.0 588.3 82.8 138.2 450.1 41.8
1980 8.5 657.7 666.2 98.7 172.6 493.6 40.5
8l 193.4 508.5 701.9 72.5 176.4 $25.5 45.3
82 193.8 490.2 684.0 717 181.2 502.8 45.2
83 164.0 429,9 593.9 72.4 173.9 420.0 51.5
84 128.3 429.5 557.8 77.0 138.7 419.1 47.9
85 78.9 408.0 486.9 83.8 135.6 351.3 X L
86 n.a. n.a. 680.0 n.a. 260.0 420.0 40.1
1) Loans less principal repayments.

2)

In order to compare aid with total imports we have

deducted technical cooperation grants, because it can be arqgqued
that such grants contribute little or nothing to the economy’s
capacity to import.

3) As a percentage of merchandise imports.

Source: OECD: Geographical Distribution of Financial Flows to
Developing Countries, Paris, several editions up to 1987. For

import figures see table 1.5.1. Aid figures for 1986 are from
UNDP, Dar es Salaam 1987.

The reduction of foreign aid since 1980/81 did not cause the
crisis which already existed, but it contributed to worsening
it. At the same time as foreign aid was reduced, export revenues
also declined from $ 511 mill. in 1979 to a low of $§ 286 mill. in
1985 (cf. table 1.5.1). In this situation Tanzania increasingly
had to
credits to finance necessary imports.

resort to short term commercial loans and suppliers

However, payment arrears piled up, increasing from an accumulated
$ 296 mill. in 1981 to $ 589 mill. at the end of 1985, or almost
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twice the export earnings in that year. (Cf. Bank of Tanzania:

Economic and Operations Report, June 1986.) With payment arrears

of such a magnitude Tanzania’s possibilities to borrow on
international credit markets had been drastically reduced, and an

agreement with IMF became of vital importance.

The reduction of foreign aid in the period 1980 to 1985, was not
equally distributed among donors. For example, also total
Norwegian aid declined since 1983, but net of technical cooper-
ation grants there was no decline. This could be due to the
circumstance that Norway switched a rather large share of total
alid to balance of payments support or CIS in the early 1980s,
thereby to some extent avoiding the constraint of local costs

project financing to an increase of foreign aid.

In the period 1972 to 1981, foreign aid served to maintain the
volume of imports to Tanzania at a rather stable level, at the

same time as export earnings stagnated, and the volume of exports
declined by more than 30% from 1973 to 1981 (see chapter 1.5.).
Through this process, the share of foreign aid (net of technical
cooperation grants) 1in total merchandise imports rose from an
average of 9.6% in 1970-73, to 47% in 1981-83. (Cf. table 1.4.1.)
However, 1in the 1970s foreign aid was, in general, tied to
investment projects, the idea being that Tanzania should receive

aid to develop its productive capaclities and social and economic
infrastructures, the economy thereafter being able to sustain
itself and utilise the new productive capacities. In other words,
it was assumed that Tanzania’s own export earnings should finance

the forex costs of operating the new productive capacities.

Since this assumption did not hold true, foreign aid dit not only
maintain the volume of imports on the level of the early 1970s,
but also brought about a profound change in the composition of
imports. Especially remarkable is the period 1976-81, when the
share of consumer goods 1n total imports decreased from 20.8 to
10.7%, and the share of intermediate goods declined from 49.4 to
39.4%. By contrast, the share of capital goods increased from
29.8% to 49.9%, implying that the imports of these goods at
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current prices rose by an unprecedented rate of 25.1% per year
from 1976 to 1981. In short, at the same time the Tanzanian
economy suffered a balance of payments crisis and domestic
production declined, investments, and hence imports of capital
goods, a substantial share of which were financed by foreign aid,

continued at a higher level than ever before.

By 1981, it hade become quite meaningless to maintain traditional
project—aid at its attained level, because the forex costs of
operating new projects could not be covered by Tanzania’s export
earnings. In this situation, balance of payments support or CIS
emerged as ad hoe measures to provide some relief in an untenable

situation.

1.5. A summary of balance of payments developments

Until 1969, Tanzanlia enjoyed surpluses on its balances of trade
in every eyar. For the period 1962 to 1965, the average annual
mechandise trade surplus amounted to $ 23.5 mill. per year,
declining to $ 9.5 mill. per vear in 1966-69. (Cf. table 1.5.1.)

Since 1970, there has been a merchandise trade deficit in every
year. Until 1973, the deficit accounted for about 20 to 25% of
total imports rising to 45-50% in 1974-75, as a result of the oil
price rises in 1973/74 and the agricultural production fallout in

the same year.

In 1976-77 there was a temporary improvement of the trade
balance, the deficit being reduced by more than 50% compared to
1974-75, and accounting for 24-27% of total imports 1in those
yvears. This temporary improvement was caused mainly by the boost
of international coffee prices due to crop failures after frost
in Brazil. As a result of the coffee boom, Tanzania’s merchandise

exports rose from $ 372 mill. in 1975, to $ 543 mill. in 1977.
(Cf. table 1.5.1.)
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Tanzania: alance o erchandise trade 1962~

1986. US S mill.

Table 1.5.1.

Trade Trade deficit
Year Exports Imports balance as % of imports
Annual average
1962-65 198.0 174.5 +23.5 -
Annual average
1966-69 249.5 240.0 +9.5 -
1970 259 318 -59 18.6%
71 278 382 -104 27 .2
72 319 414 -95 22.9
73 368 497 -129 26.0
74 400 736 -336 45.7
75 372 8 -401 51l.9
76 490 646 -156 24.1
77 543 748 -205 27 .4
78 468 1143 -675 59.0
79 511 1077 -566 52.6
1980 506 1219 -713 58.5
81 554 1161 -607 Y L
82 415 1113 -698 62.7
83 380 815 -435 5344
84 388 874 -486 55:6
85 286 999 =713 71.4
86 348 1047 “-H99 66.8

Source: UNCTAD: Handbook of International Trade and Development
Statistics, U.N., Geneva/New York 1983; and Minister for Finance,
Budget Speech, June 1987.

In November 1978, the war with Uganda broke out, causing dis-
ruptions of agricultural production and transport services and a
sharp increase 1n 1imports of military equipment and fuel for
military vehicles. Moreover, in 1978-79, there was another
doubling of o0il prices which added nearly $ 150 mill., to the
import bill. On top of this the average export price declined by
about 6% from 1977 to 1978. As a result of these developments
combined with the underlying trend of a declining volume of
exports, Tanzania’s imports shot up from $ 748 mill. in 1977 to $
1219 mill. in 1980, whereas export earnings declined from $ 543
mill. in 1977 to $ 506 mill. in 1980, resulting in an accumulated
overall balance of payments deficit of about $ 540 mill. in 1978
to 1980.
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The "external shocks" we have now mentioned, were, no doubt, the
factors which triggered off the acute balance of payments crisis
around 1980. However, over the whole period 1973 to 1980, a
persistently declining volume of exports, due to declining
production of export crops (cf. chapter 1.1.) worked as the ma’jor
underlying cause which determined the severeness and long-term
character of the balance of payments crisis.

For 14 export crops (including the processed form of some of
them) accounting for more than 80% of Tanzania’s total export
value in 1973 to 1982, we have estimated that the total volume of
exports was 36% lower in 1980 and 1982 than in 1973. On the other
hand, the average export price for these commodities in US § was
55% higher in 1982 than in 1973. As a result, the total export

value of these commodities was 30% higher in 1982 than in 1976,
despite the dramatic fall of the volume of exports. This indi-
cates that the falling volume of crop exports was the major cause
of the seriously detoriating trade balance since 1973 (cf.
Havnevik and Skarstein 1987).

Moreover, as we have shown in chapter 1.2, the industrial
sector’s import dependency rose dramatically in the second half

of the 1970s. There can be little doubt that the declining

agricultural surplus combined with the industrial sector’s
increasing net forex consumption were the major causes of the

balance of payments crisis from about 1980 onwards.
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2. TANZANIAN POLICY RESPONSES TO THE BALANCE OF PAYMENTS CRISIS

2.1. The National Economic Survival Programme (NESP) 1981/82-
1982/83

In the early 1980s, the Tanzanian authoritities realised that the
economic crisis which was unfolding could not be handled by the
regular five year planning system. NESP, an emergency programme
attacking the economic crisis was launched in May 1981. The
NESP’s analysis maintained that by far the most overwhelming
causes were factors "outside our control". These were stated to
be petroleum price increases, increases in the prices of imports,

stagnant or declining export prices and unfavourable weather.
The NESP proposed action in six areas:

(1) Increase foreign exchange earnings from exports of various
commodities.

(ii) Greater care in the utilisation of the meagre foreign
exchange.

(iii) To reduce and ultimately eliminate the problem of food
shortage.

(iv) Government recurrent expenditure control.
(V) Enhancement of the country’s capacity for self-reliance.

(vi) Proper incentives to farmers and workers.

The targets fixed for production increases both in agriculture
and industry were not realistic. In spite of a 10-15% shortfall
on targets for the year 1981, the targets for 1982 were raised by
31% above those of 1981. (NESP: 6) The NESP contained no pro-

gramme or plan for how to mobilise institutions, people and
resources in order to achieve the targets. The programme had

appearance of being hurriedly formulated.
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At the end of the period most targets were not achieved, actually
most variables, exports and industrial output etc., moved in the
opposite direction of what was projected. Better utilisation of
the existing foreign exchange could not be realised in the
absence of a prioritized list of industries or firms which should
be allocated the meagre resources available. Efforts to reduce
expansions in the industrial sector were not successful either.
New investment projects continued to emerge, though at a slower
pace, while completion of already initiated projects was attemp-
ted on so many projects that resources were spent thinly with

marginal results.

The economic crisis intensified througout the programme period
and the Tanzanian Government then decided to embark upon a
sustained programme of structural adjustment.

2.2. The Structural Adjustment Programme (SAP), 1982/83-1984/85

The Structural Adjustment Programme (SAP) was formulated by the
Tanzania Advisory Group (TAG), appointed by the World Bank and
Tanzania in cooperation. The programme was adopted by the
Tanzanian government in June 1982 and had "two aspects":

"(a) Crisis Management, which is intended to get inflation under
control and to achieve a quick restoration of productive
activities, facilitated by an external injection of balance

of payment support". (our emphasis), and

"(b) Structural adjustment then could be pursued in an environ-
ment which is more conducive to effective implementation of

the policy measures which, in the medium term, would reduce
dependence on external support as well as restore growth
momentum". (SAP: 6).

The objectives of structural adjustment were summarized as

follows:
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"(a) restructure future economic activity through altered
incentive systems, priorities in government spending, etc.,
designed to achieve a more sustainable external balance and
renewed growth; J

(b) rationalize production to increase capacity utilization,
improve manpower utilization and reduce unproductive
activities;

(c) improve planning and control systems through more effective
budgeting monitoring, evaluation and enforcement of agreed
priorities". (SAP: 6, our emphasis.)

It is noteworthy that no measures aiming specifically at the
agricultural sector were included. Agriculture would only be
affected indirectly, e.g. by measures to improve parastatal
efficiency and through liberalisation of interregional trade.
This omission was later compensated for by a special government

document on "The Tanzania National Agricultural Policy" (1982).

2.2.1. The economic crisis

The SAP document devoted only two short paragraphs to explaining
the economic crisis 1n Tanzania. According to the document, the
crisis '"has resulted from a series of shocks which, since 1978,
have weakened the economy". (SAP: 5.) Some of these "shocks" are
"global in origin". Thus, "the second round of oil price increa-
ses, increases in the prices of (imported) manufactured goods,
together with the fall in the prices of our exports resulted in
unprecedented balance of payments crisis for Tanzania, particu-
larly in 1981". (SAP: 5-6.)

2.2.2. Import support

A major short term objective of SAP was to restore industrial and
agricultural production as well as the balance on the external
account. To realize this, foreign aid was envisaged to play a
decisive role. The declining production and low rate of capacity
utilization in manufacturing industry were seen mainly to result
from shortage of foreign exchange to pay for imports of raw mate-
rials, spare parts, etc. Also in the transport sector and
agriculture foreign exchange shortage was considered a major

production constraint. The SAP document therefore envisaged an
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increase of foreign aid in the short term and a switching of
"about US $ 80 million annually from project aid to import and
local cost support for the rehabilitation programme". (SAP: 53.)

The SAP document stressed the necessity of making "effective use
of aid to increase capacity utilization in industry, agriculture,
tourism, transport and other sectors in order to get the economy
moving again". (SAP: 52.) To achieve these objectives, "clear-cut
areas of priorities and a workable system of vetting projects and
programmes which require aid will be established". (SAP: 53.)

With respect to agriculture and the transport sector, SAP neither
indicated allocation priorities for import support, nor did it

commit the authorities to establish such priorities.

2.2.3. Industrial priorities of SAP and forex inflows

The SAP was somewhat more specific regarding foreign exchange
allocation to industry as compared to agriculture. The priority
objectives; to increase the supply of basic consumer goods,
inputs for agriculture and incentive goods to encourage cash crop
production and to generate a higher level of exports were
contingent on an increased inflow of forex. However, already for
1982/83 indications emerged that aid was not coming forward as
projected by SAP. Aid from bilateral donors at best remained
constant in nominal terms, and decreased 1in real terms, and the
switch from project to import support as well experienced a
decline in 1982/83 as compared to 1981/82. Donors were holding
out for an agreement between Tanzania and IMF/IBRD and subsequent
clarification of Tanzanian macro-economic policies.

However, an important reason for the slow switch from project- to
import support assistance was the lack of proper quidelines and
criteria for the allocation of CIS. The all-embracing priorities
put forward for support to agriculture and transport produced no
workable criteria. And likewise for the industrial sector,

allocation of foreign exchange to the most efficient plants
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producing priority goods could not be implemented without a
proper identification of priority goods and the relative levels
of efficiency among different producing units.

2.3. Economic Recovery Programme (ERP), 1986/87-1988/89

The ERP represents an important watershed in Tanzanian official
policy by emphasising that the imbalances in the economy leading
to acute crisis were mainly the responsibility of the Tanzanian
authorities themselves: "... however caused, a country’s economic

problems are primarily its own responsibility" (ERP, p. 1).

When adopting the ERP, the Government of Tanzania acknowledged a
number of structural imbalances and policy mistakes in the past.

Key elements in the ERP include the following:

- Step-by-step devaluations of the TSh, "aimed at gradually
achieving an equilibrium exchange rate by mid-1988",
thereafter manage the currency in a flexible manner.

- A supporting macroeconomic framework that will involve
further reductions in the Government budget deficit,
monetary and credit policy consistent with alleviating the
imbalances in the economy, and measures that will lead to
positive real interest rates.

- Immediate and substantial increases in producer prices of
agricultural crops, with the objective to "set producer
prices at a level equivalent to 60 to 70% of fob prices or
increase them by 5% per annum in real terms, whichever is
the higher". This measure 1s concomittant with the reestab-
lishing of cooperative unions and the transforming of crop
authorities into marketing boards.

- Reduction of the number of items subject to price control.

2 Improvements in the allocation mechanism for foreign
exchange.

- Liberalisation of internal (deconfinement) and external
trade.
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The ERP contains a combination of deflationary measures - "to
restore internal and external balances by pursuing prudent
fiscal, monetary and trade policies" - and expansionary policies:
"to increase the output of food and export crops through approp-
riate incentives for production, improving marketing structures,
and increasing the resources available to agriculture", "to
rehabilitate the physical infrastructure of the country in
support of directly productive activities", and "to increase
capacity utilisation in industry through the allocation of scarce
foreign exchange to priority sectors and firms".

The ERP thus constitutes a continuation of SAP, but with a
stronger emphasis on the objective of "getting the prices right".
The austerity parts of ERP have mainly consisted of a further
restraint of fiscal expenditures, in combination with a credit
squeeze (the agreement with the IMF contains a number of restric-
tions on public expenditures and domestic credit expansion).
Domestic trade has been further deconfined; among other things,
the earlier restrictions on trade in foodstuffs between regions
have been abolished, and competition with the marketing boards
and other parastatals has been allowed.

Foreign trade has also been further liberalised. The own-funds
imports scheme has been expanded, and more commodities included
in the list of items that are allowed to be imported. The export
incentives, in particular the export retention scheme, have also
been expanded, and some new export incentives have been intro-

duced.

The most fundamental change, however, is the policy of drastic
devaluations. Before 1986, the only major devaluations were made
in June 1983, when the TSh was depreciated from TShs 9.60 per US
$, to TShs 12.00 per US $; and in June 1984, from TShs 12 to TShs
17 per US $. In late 1986, the TSh had been gradually depreciated
to TShe 40 per US $. Subsequently, the devaluations have con-
tinued with approximately 2% per month. By mid-1987, the rate had
reached TShs 62 to the US $; and in May 1988, the official
exchange rate was TShs 95 per US $. Through the process of
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devaluations, the ratio between the black and the official rate
of exchange has been reduced from about 10:1 in early 1986, to
about 2:1 in May 1988. The Government’s aim is to reach an
"equilibrium rate of exchange" by mid-1988. What this equilibrium

actually will amount to has never been stated, however.

The rate of interest, earlier strongly negative in real terms,
has also been adjusted. If inflation goes down to around 25% in
1988, as some observers expect, Tanzania would, for the first
time in many years, get a positive real rate of interest.

Despite the adjustments made, the credit market is still in
disequilibrium, however. The huge credit requirements of the
marketing boards,and the fiscal deficit, still absorb the lion’s
share of the available credit. On the parallel, "gray" credit
market, the rate of interest is around five per cent per month,
which gives an indication of the shortage of domestic currency
that has developed over the last few years. It must be stressed
that the credit market will remain in disorder as long as the big
parastatals, and in particular the National Milling Corporation,

continue to absorb vast amounts of credit which are never
settled.

It should also be noted that a significant change in the pattern
of allocations of forex to the industrial sector has not taken
place. Extremely import-intensive industries are still receiving
large amounts of forex at the expense of other industries and
sectors. (Cf. chapter 3.4.)
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3. THE DESIGN AND ROLE OF COMMODITY IMPORT SUPPORT (CIS)

3.1. Growth and composition of CIS

By 1981, it had become meaningless to maintain traditional
project aid at its attained level, because the forex costs of
operating new projects could obviously not be covered by Tanza-
nia’s export earnings. In this situation there were two options;
either to reduce foreign aid, or to switch some part of total aid
to balance of payments support, budgetary support or CIS as ad

hoc measaures to provide some relief in an untenable situation.

Apparently, some donors chose the first option, whereas others
chose the latter one or a combination of the two. In any case,
foreign aid net of technical cooperation grants declined from $
525 mill. in 1981, to 420 mill. in 1983, and $ 351 mill. 1n 1985
(cf. table 1.4.1). Hence, foreign aid (net of techn. coop.
grants) was 33% lower in 1985 than in 1981.

Most probably, there was some decline also in total CIS after
1981/82. In any event, CIS cash cover payments to the Treasury,
converted to US $ at the average official exchange rate, declined
from $ 116 mill. in 1981/82, to 73 mill. in 1982/83, and $ 49.6
mill. in 1983/84 (cf. BOT: Economic and Operations Report, June
1982, and table 4.5.1).

After adoption of the ERP and the agreement with the IMF 1in 1986,
the number of CIS donors as well as the amount of CIS from each
donor increased considerably. In 1986/87, CIS reached about $ 282
mill. or about 44% of total foreign aid. Major contributions to
this high figure came from the Netherlands, Sweden, Norway and
the World Bank with its MRC (cf. table 3.1.1).

cash cover is paid to the Treasury for only a fraction of total
CIS disbursements. For example, for 1986/87, CIS cash cover
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payments accounted for an estimated 55.7% of total CIS. (Compare
tables 3.1.1 and 4.4.1.) But in spite of that, these payments
should give an indication of CIS disbursements over time. Cash
cover amounted to $ 69.4 mill. in 1984/85, 58.4 mill. in 1985/86,
and then made a leap to $ 156.9 mill. in 1986/87 (cf. table

4.4.1).

As table 3.1.1 shows, about $ 164 mill. or 58% of total CIS in
1986/87 was due to extra commitments linked to the ERP which were
made at the Paris meeting 1in 1986. Hence, there can be little
doubt that the adoption of the ERP resulted in a substantial
increase in CIS and consequently also an increase of total
foreign aid to Tanzania. According to estimates made by the
Treasury and BOT, there will be some further increase also in

1987/88.

Table 3.1.1. CIS disbursements in 1986/87 with disbursements
due to extra commitments linked to the ERP

specified. US $ mill.

Donor CIS Extra CIS commit- Total

ments linked to

ERP
Canada T3 107 18.0
Denmark 15.8 2.0 17.8
Finland 8.2 6.0 14.2
India 1.4 o 1.4
Ireland - 0.4 0.4
Italy y A | - s G |
Japan 10.4 - 10.4
Netherlands 23.0 22.4 45.4
Norway 20.8 9.5 30.3
Sweden 23.4 10.4 33.8
Switzerland - 9.2 9.8
United Kingdom - 21.5 21.5
World Bank/IDA = T2l T2«
Total 117.4 164.2 281.6

Source: Figures from GOT, the Treasury, estimatead by Bertil Oden
who was at that time working in the Treasury.

Available figures indicate that industry received a larger share
of CIS than envisaged in the ERP, whereas agriculture and
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transport received smaller shares. In our view, this pattern of
sectoral distribution reflects a problem rooted in lack of

adequate institutions for channelling CIS to agriculture.

3.2. Norwegian CIS, 1979-1988

3.2.1. The elements of CIS

commodity import support is a term which covers two similar forms
of Norwegian aid, commodity assistance and import support. The
purchase of goods under commodity assistance 1s to be admini-

stered from Norway, and Norwegian suppliers can be selected
provided that their price quotations do not exceed world market
prices by more than 10%. Commodity assistance was orginally
included as part of the Norwegian country programme for Tanza-
nia. Every delivery was handled as an independent project for
which a plan of operation agreement was issued. Commitments to
commodity assistance could be treated in the same way as other
types of project finance for which the Ministry of Development
cooperation bears responsibility, which meant they were trans-
ferrable to the following budget year.

Regarding import support the purchasing is 1in principle the
responsibility of the recipient. There is no competitive edge

regarding price given to Norwegian suppliers. But indirectly the
stipulation in the agreements of import support favour Norwegian
suppliers through preference or priority given to Norwegian
supported projects. (Refer section 3.2.2.) From the 1987 agree-
ment there is also a clause giving priority to purchases from
other Third World countries. Import support allocated to Nor-
wegian linked or assisted projects has, however, often been paid

directly from the Ministry of Development Cooperation (MDC).

In 1979, Norway, on own initiative, granted for the first time
balance of payments support to Tanzania in the form of a cheque
amounting to NOK 45.4 mill., to be utilized for any balance of
payments purposes. In 1980, NOK 82.1 mill. were granted, "to be



37

utilized primarily for the financing of inputs in agriculture and

manufacturing industries".

Table 3.2.1. Total Norwegian bilateral aid disbursements and
CIS allocations to Tanzania, 1980-1988. NOK mill.

Total aid CIS CIS as % CIS spent on pur-
disburse- allo- of total chases from Norway
ments cations aid as % of total CIS
1980 218.1 82.1+) 37.6% -
81 230.1 94.42) 41.0 22.9%
82 335.0 147.53) 44.0 43,7
83 400.3 185.94%) 46.4 30.0
84 378.8 111:3 29.4 55. 4
1985 390.5 156.7 40.1 40.8
86 531, 2 225.5 42.5 7.6
87 513.5 185.6 36.1 18.8
1988 606.0°)  213.2 35.2 n.a.
Total
1980-88 3603.5 1402.2 38.9% 26.7%6)
1) Only balance of payments support.

2) Including NOK 72.8 mill. of balance of payments support.
3) Including NOK 78.6 mill. of balance of payments support.
4) Including NOK 115.4 mill. of balance of payments support.
5) Allocation

6) 1980-87.
Sources: Total aid 1980-1986, CIS 1980-1984, and CIS spent on

purchases from Norway: NORAD accounts. Remaining
figures: NORAD Office Dar es Salaam, April 1988.

CIS allocations from 1980 onwards, including balance of payments
support up to 1983, are shown in table 3.2.1. As a share of total
bilateral aid disbursements, CIS reached a peak of 46.6% in 1983,
declining to 40-42% in 1985 and 1986, and about 35-36% in 1987

and 1988.

CIS spent on purchases from Norway as a share of total CIS
reached a peak of 55% in 1984 and has since declined to about 19%
in 1987. A large share of CIS purchases in Norway is accounted
for by TANELEC and Norwegian assisted projects receiving commo-

dity assistance.
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The six most important recipients of Norwegian CIS and the total
amounts they recieved in the period 1981 to 1988 are as follows:

Tanzania Fertilizer Company NOK 161.4 mill.
Tanzania Coffee Marketing Board " 153.8 mill.
TANELEC " 147.1 mill.
General Tyre " 75.9 mill.
Steel Rolling Mills " 43.0 mill.
Sao Hill Saw Mill v 33.8 mill.

Together, these companies received 46.6% of total Norwegian CIS
in the period 1981 to 1988.

Commodity assistance and import support (CIS) represent aid which
is not entirely at the free disposal of the recipient govern-
ment. The conditions stipulated for the use of such Norwegian aid
are given in section 3.2.2. When grants are placed at the free
disposal of the recipient government, normally the term general
balance of payment support is used. All Norwegian/Tanzanilian
agreements between 1979 to 1985 are termed agreements regarding
balance of payment support. However, only the 1979 agreement did
not contain conditions, and as such can be termed a general

balance of payment support.

B Zads Norwegian/Tanzania CIS-agreements and criteria for CIS

allocations

The first agreement between Tanzania and Norway on balance of
payment support in 1979 contained no specification of the use of
the funds. It was simply stated that the support should be
utilised for balance of payments purposes. The 1980 agreement on
balance of payment support stated that the grant was "to be
utilized primarily for the financing of inputs in agriculture and
manufacturing industries". This is the only agreement in which
Tanzania is given the responsibility to forward a report describ-

ing the use of the funds.

The 1981 agreement on balance of payment support is the first
covering two consecutive years. Here the transport sector is
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added as a priority target alongside inputs to agriculture and
existing industries. The grant is to be made available in
instalments which are to be determined through consultations at
least twice a year. This clause on consultations occurs in all
the following agreements. For the first time, however, an article
is included in the agreement (art. II) which relates to Norwegian
supported projects/activities: "Priority will be given to urgent
import requirements connected with Norwegian-supported activities
in Tanzania, including joint ventures". It is further stated as
in all subsequent agreements that "allocations will only be made
to applicants who have applied through the Bank of Tanzania in
accordance with general regulations in force". Two modes of
disbursements are contained in Art. III, proceeds of the grant to
be transferred by Norway could go either directly to the indi-
vidual suppliers, which 1is normally used in case of NORAD
supported activities/projects, or to a designated account held by
Tanzania in a Norwegian bank (i.e. DNC). It is stated in Art. IV
that Tanzania shall upon request by Norway provide all infor-
mation that may be relevant in connection with utilisation of the

grant.

The 1983 one-year agreement, is stated to be for balance of
payments support. The overall priority areas are identical to
those of the 1981 agreement and so 1s the clause giving priority
to imports requirements of Norwegian-supported activities. Stipu-
lations regarding applications procedures, disbursements and
information also match the 1983 agreement. The 1984 agreement was
identical to that of 1983, except for the size of the.,grant.

The 1985 agreement 1s the first with the heading of import
support. The overall priority sectors are as in the 1981 and 1983
agreements (agriculture, transport and existing industries), but
in addition the following clause has been inserted in Art. I:
"The main objective of this assistance is to support Tanzania'’s
efforts to rehabilitate and restructure its economy". Otherwise
the agreement is identical to that of 1983 in terms of priority
to Norwegian-supported activities, disbursements procedures and
demand for information about the use of the funds.
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The 1986 agreement regarding import support is identical to that
of 1985 except for an insertion in Art. III on disbursements by
opening of letters of credit on terms and conditions to be agreed
upon. The 1987 agreement includes one new element in relation to
its predecessors. In Art. I it is stated that the grant is "to be
utilized for the financing of Tanzanian imports, preferably from
developing countries, of raw materials, spare parts and other
inputs to the agricultural sector, the transport sector and the
energy sector and to supporting industries". And further that
priorities shall not only be given to Norwegian supported
activities (as above), but also to industries which use local
materials and produce intermediate goods that substitute import
or which produce basic consumer goods. The 1987 agreement is bi-
annual, otherwise its terms are similar to those of the 1985 and

1986 agreements.

From 1981 to 1987 the transport sector is added as a priority
target for Norwegian import support and 1in 1987 the energy
sector. Hﬁwever, the overriding priority of the 1981 to 1987
agreements is given by the clause stating that, "Priority will be
given to urgent import requirements of Norwegian supported
projects/activities in Tanzania, including joint ventures". Only
the 1987 agreement represents a modification of this condition as
industries using local materials producing basic consumer goods

or intermediate goods which substitute imports shall be given

equal priority.

During the development cooperation consultations between Tanzania
and Norway on March 17-20 1987 the two parties confirmed that the
priority areas for CIS will continue to be agriculture, transport
and industry. It was agreed to look into the possibilities of
deriving clearer criteria for CIS allocation to various reci-
pients and in addition to extend the planning perspective. Eco-
nomic effectiveness and adequate follow-up routines were stres-
sed. (Agreed Minutes 20/3 1987: 6.)
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3.2.3. Procedures for allocations of Norwegian CIS

Every year 1indicative planning figures for the amount of CIS are
agreed to in the five year Country Programme. Then the MDC nego-
tiates with the Tanzanian Ministry of Finance who the benfician-
cies of Norwegian import support are to be. This is the crucial
point when Tanzanian and Norwegian citeria and priorities are

juxtaposed.

It is clear that important premises for the allocation of CIS are
given by the annual general country programme negotiations. Nor-
wegian priorities, as they appear in the agreed minutes from
these negotiations, shall be taken care of in the process of
identifying receivers for the Norwegian CIS. The Tanzanian
Ministry of Finance is, according to the Norwegian view, supposed
to play the leading role in this identification process. It
appears, however, that the process is problematic as clear
criteria for CIS allocations were desired by both parties during

the March 1987 consultations. (Agreed Minutes 20 -87:6.)

3.3. CIS-programmes of other major donors

3.3.1. The Dutch programme

Disbursements of Dutch CIS were US $ 35 m in 1985/86, an esti-
mated US § 40 m in 1987/88 and US $ 40-45 m in 1988/89. After the
IMF-Tanzania agreement, the Dutch CIS programme increased by 20-
25%. During 1986 the share of CIS disbursements out of total
Dutch aid disbursements increased to 67%, a level which was
maintained in 1987. The Dutch CIS is partly tied to purchases in
the Netherlands or in eligible Third World countries. The Dutch
embassy in Dar es Salaam stated that about half of the CIS
purchases were made in the Netherlands, but that this share is

decreasing.
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Before 1984 there was no clear objective of the Dutch CIS
programme. In 1982 Dutch CIS was mainly channelled to the agri-
cultural sector and to tyre production. From 1983 onwards CIS
allocations to the industrial sector expanded. From 1984 the
objective of the Dutch CIS programme has been to improve the
utilisation of existing productive capacities, thus obstructing
the importation of capital goods (NEI 1987:19). In 1984 Nether-
land and Tanzania agreed that requests for CIS should "be
examined on the basis of"; (i) relation with already Dutch
supported activities/projects, (ii) importance to essential
sectors and branches of the economy and (iii) relieve of emer-
gency situations. These criteria were concretised as: continued
support to cotton and sugar production/processing, support for
deteriorated sectors in agriculture of high export potential,
emphasis on consumer goods as incentives for agricultural
production and support to a number of key firms. A Dutch country
policy paper of 1986 recommended a similar set of criteria for
CIS allocations, but added that support should as well be given
to agriculture supporting industries and infrastructure in the

regions.

3.3.2. The Swedish programme

During the 1980s there seems to be three phases in Swedish/
Tanzanian development cooperation, i.e. support to rural develop-
ment and economic growth during the first years of the decade,
then a shift to increase capacity utilisation and industrial
rehabilitation, and subsequently emphasis on economic restructur-
ing linked to the ERP. Swedish CIS has been employed from the
late 1970s onwards as an instrument in pursuing the above
objectives. Table 3.3.1 shows the Swedish country frame and the
share of import support, planned and disbursed, for the period

1978/79 to 1987/88.

Table 3.3.1 indicates that disbursed Swedish CIS shows a tendency
of increase which is much -faster than that planned for. This
development indicates that CIS is considered an effective

instrument to attain the aid objectives of the 1980s, but as well
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that alternative channels for aid have lost this potential during
the 1980s.

Table 3.3.1. Swedish country frame and CIS to Tanzania 1978/79-
1987/88. SEK mill.

Year Country frame Share of which for CIS Amount of CIS
(disbursed) planned disbursed disbursed.
SEK mill.
1978/79 316 16% 22% 70
1979/80 316 11% 26% 82
1980/81 304 10% 22% 67
1981/82 466 24% 35% 161
1982/83 410 21% 37% 153
1983/84 489 30% 32% 156
1984/85 479 30% 35% 166
1985/86 420 30% 55% 231
1986/87 491 30% 40% 196
1987/88 n.a. 37% n.a. n.a.

Source: SIDA 1987

Notes: The planned CIS share refers to the planned country frame
which differs from the disbursed one, however, in no systematic
way. In 1985/86 when CIS jumps to 55%, the disbursed country
frame is SEK 40 m below the planned one. This indicates parti-
cular aid disbursement problems in that year with regard to
projects.

In the period 1982-86 the distribution of Swedish CIS on sectors
was 40% for physical infrastructure industries, 30% for other
industries and 30% for agriculture (NCG 1987:10). This underlines
the dominant role of the industrial sector as recipient of
Swedish CIS. From 1985/86 onwards manufacturing units producing
inputs to the agricultural sector, like UFI and ZZK, and tran-
sport related manufacturing, like TAMCO and SAAB-Scania, receive
the lion’s share of Swedish CIS. Smaller manufacturing units are
obtaining Swedish CIS through the allocation to the Metal and
Engineering Industries Development Association (MEIDA) and the
Small Industries Development Organisation (SIDO). Several of the
smaller manufacturing units are wholly dependent upon Swedish CIS
for their operation. This is particularly so for the many SIDA
supported units within the so-called industrial estates which
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have established extremely import dependent production activities
(Havnevik et al. 1985:esp. 191-195).

An evaluation of Swedish CIS carried out in early 1988 indicates
a growing uncertainty about the role of CIS to meet Swedish aid
objectives. At least the evaluators are led to search for a more
well defined Tanzanian/Swedish agreement, which includes re-
distribution of resources away from CIS to programmes and
projects (cf. ICS I988).

3.3.3. The Danish programme

Statistics for Danish CIS to Tanzania could not be obtained, but
information from the Dar es Salaam DANIDA office states that
about 25% of Dkr 350 m Danish aid to Tanzania in 1987 1s of some
type of CIS character. A Danish aid strategy document from 1987
indicates that Danish CIS will continue in the next years, but in
the medium- and long term this type of assistance should be
gradually reduced. The most dominant commodities purchased from
Denmark under CIS like arrangements include fertilizers, pestil-
cides, tallow and caustic soda for soap production, and steel.

3.4. Criteria for allocations of CIS

Since 1986, the CIS agreements between Norway and Tanzania have
emphasised that the major role of Norwegian CIS 1is to support the
ERP. In this chapter we will therefore discuss to what extent
forex allocation criteria specified in the ERP may serve as
guidelines for CIS allocations to particular firms or organisa-

tions.

Neither NORAD nor the Tanzanian authorities have elaborated well-
defined and operational criteria for allocations of CIS on the
firm level. The only criteria which do exist, are applicable only

to whole sectors or large subsectors of the economy.
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In its Board meeting of January 1988, NORAD adopted, as "prelimi-
nary" criteria, the following priorities in allocations of CIS:

- agriculture;

- industries producing agricultural inputs;

- industries producing incentive goods;

- net forex earning industries;

- industries supporting the transport sector;
- transport;

- enerqgy; and

- NORAD-financed projects.

These priorities reflect broad outlines of the ERP, which NORAD
has as a major objective to support. NORAD has therefore stated
that more specific criteria for CIS allocations should be derived
from the criteria for forex allocations in general which are laid

down in the ERP and in documents supplementing the ERP.

However, the ERP is not specific on the issue of criteria for
allocations of forex in general or CIS in particular. Instead,
the programme sets "minimum import requirements" for the differ-
ent sectors. For the economy as a whole, these requirements
amount to about $ 1200 mill. in each of the financial years
1986/87 and 1987/88, and about $ 1300 mill. 1n 1988/89. These
requirements do not at all appear to be high, since they only
imply a return to the level of imports of 1219 mill. in 1980
(cf. table 1.5.1). But the minimum requirements are not related

to specified production and/or efficency objectives for each

sector.

The ERP states that the critiera for resource allocation (i.e.
forex allocation) and for "identification of priority actitivies"

are as follows:

"(i) Rehabilitation of critical areas of the economy which have
been inadequately maintained due to the prolonged shortage
of foreign exchange;

(ii) provision of key recurrent inputs and other products, in
order to increase productive efficiency, and the avail-

ability of basic consumer goods;
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(iii) completion of ongoing investment projects where relatively
esmall additional resources would enable the project to
become operational, or where delays might lead to penalities
and other contractual obligations;

(iv) improvement of social services (especially health and
education) as basic necessities and as minimum incentives

for a productive population". (ERP, p. 21)

With regard to imports of recurrent inputs, as distinguished from
investment/rehabilitation (capital) goods, the ERP emphasises
that "the recurrent requirements have been derived from an
analysis of the productive inputs required to stimulate pro-
ductive activity in priority areas (in particular with the aim of
improving agricultural output and of increasing capacity utili-
sation among efficient manufacturing enterprises) to relieve

bottlenecks in transportation, and to provide essential social

services". (ERP, p. 23. Our emphasis.)
p D

This statement relates to two types of allocation problenms
i.e. allocations among sectors and allocations to particular
recipients within each sector. With respect to intersectoral
allocations, the ERP sets the objectives shown in table 3.4.1 for

"minimum import requirements" of recurrent inputs.

Table 3.4.1 Sectoral "minimum import regquirements" for recur-

rent inputs according to the ERP

; 1986/87 1987/88  1988/89

Mill. $§ % Mill. S % Mill. $ %

Agriculture 91.9 12.1 105.1 12.9 122.7 13.7
Transport & Comm. 1007 “153.2 - 111.1 '13:7=5114.0 “12.8
Energy and water 190.5 25.0 210.5 25.9 240.5 26.9
Manufacturing 148.7 19.5 151.7 18.7 157.7 17.7
Other sectors and

import requirements#* 230.8 30.2 234.3 28.8 258.0 28.9

Total recurrent imports 762.6 100.0 812.7 100.0 892.9 100.0

*) Includes: Mining, construction, community services and
others.
Source: ERP, p. 23.
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It should be noted that the industrial sector is at present
consuming about twice as much forex as foreseen in the ERP, and

this 1is taking place at the expense of other sectors in the

economy. Also the sectoral distribution of Norwegian CIS contri-

butes to this situation. (In 1987, 48.6% of total Norwegian CIS

was allocated to the manufacturing sector.) When implementing the
ERP, a main task will be to reduce the industrial sector’s forex
consumption by about 50% compared to the 1987-level. We doubt
that this will be possible without making the CIS allocations
more consistent with the ERP objectives. The authors of the ERP
seem to be aware of the problem of reallocations away from
industry:

"The demand for foreign exchange to meet the re-
habilitation and recurrent costs of manufacturing
enterprises is likely to be in the foreseeable future
several times greater than the resources available for
the purpose'". (ERP, p. 30.)

Against this background the ERP reports that "the Governnment is
in the process of establishing a mechanism to review applications
comparatively for foreign exchange allocations in this sector.
The review process would be aimed at ensuring that preference is
given to: (1) enterprises in the priority activities; (2) those
enterprises which have the highest economic return prospects be

they public or private; and (3) producers operating at lower

levels of import dependence. (ERP, p. 30. Our emphasis.)

In other words, efficient producers with low import intensity in
production should be given priority in allocations of forex. The

efficiency criterion is reiterated in a Government Supplementary
Paper to the ERP presented to the Paris meeting in July 1987.
There it is stated that the aim of the ERP with respect to the
manufacturing sector is, "to raise capacity utilization to 60 to
70% level. Given the foreign exchange constraints anticipated
over the medium term, the approach adopted in the recovery
programme consists of allocating resources only to efficient

enterprises engaged in activities to which the government

attaches high priority".
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We may conclude that the ERP, explicitly or implicitly, sets
three major objectives for the industrial sector:

(1) It should receive about 18% of total forex allocations for
1986/87, and about 14 to 15% of total for the two following

years.

(2) Only industrial activities to which the Government attaches
high priority should be allocated forex.

(3) Only efficient enterprises with low i1lmport content in
production should be allocated forex.

None of these objectives has been attained so far. One reason for
this is, no doubt, that a system of forex allocations, including
allocations of CIS, which is consistent with the ERP objectives
has not yet been elaborated.

In its latest report on the industrial sector in Tanzania the
World Bank concludes that "the guidelines that have been designed
for administrative allocation of foreign exchange (by the BOT)
... have been useless. Simply by allocating the foreign exchange
randomly the administrative allocation would have been more
effective than at present in providing resources to efficient
industries and away from very unproductive firms". (World Bank
1987, Vol. 1, p. 52.) We think that this conclusion is basically
correct, although it may be somewhat exaggerated. However, we
think that there may have been some improvement of the BOT
allocations since the ERP was adopted. On the other hand we are
convinced that CIS allocations are even less effective than
allocations made by the BOT in providing resources to efficient

industries.

Actually, such characteristics as efficiency and net forex
earning/saving capacity are not considered at all either by BOT
allocations of free forex or by Treasury allocations of CIS.
Since the ERP was written, we cannot see that the Government has
made any progress in "establishing a mechanism to review applica-
tions comparatively for foreign exchange allocations" in the
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industrial sector. (ERP, p. 30.) There is no agreement on how
efficiency should be defined and measured, and net forex earn-
ing/saving capacity is treated in the most superficial way

without being based on empirical evidence.
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4. EFFECTS OF CIS

4.1. Effects at the level of production

When trying to assess production effects of Norwegian CIS, we
face several problems. First, the effect may be very indirect and
blurred by numerous other factors. In our view, the CIS effect on
agricultural production represents such a case. Most of the
Norwegian (and other) CIS to agriculture has comprised of
fertilizers. However, it is virtually impossible to measure the
production effect of increased use of fertilizer over a few
years, because agricultural production is affected by numerous
other factors, such as weather conditions, pricing policies,
transport- and storage problems, supplies of agricultural
implements and incentive goods, etc.

Moreover, the questionnaires returned from many recepients of
Norwegian CIS could not be used because of inconsistent data,
lack of data or other shortcomings. Thus, out of the 70 indu-
strial firms which received our questionnaire 1, only 33 returned
acceptable data for all the three years 1984-1986. (The data for
1987 are generally inaccurate for almost all firms, because they
are based on preliminary estimates or pure guess-work.)

of the 33 industrial firms presenting acceptable data for all
three years 1984-1986, making it possible to assess development
over time, 19 firms received Norwegian CIS in at least one of the
years 1984-1986, whereas only 9 firms received Norwegian CIS 1n
at least two of the three years. Only six firms, i.e. Tanzania
Bag Co, TANELEC, Tanzania Oxygen, Steel Rolling Mill, General
Tyre Co. and Tanzania Fertilizer Co. received Norwegian CIS in
all three years. Among these latter firms, Tanzania Fertilizer
Co. and Tanzania Bag Co. received Norwegian CIS almost exclu-
sively for imports of finished goods - 1i.e. fertilizer and jute
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bags, respectively - for local distribution. (In the period 1984-
1986, TFC received a total of NOK 83.4 mill., while Tanzania Bag
Co. received NOK 17.0 mill. for this purpose.) Because these two
firms did not receive Norwegian CIS for imports of inputs in
production, they have been left out in the following analysis.

Regarding industrial firms which were allocated Norwegian CIS for
imports of inputs in 1984-1986, it is worth noting that their
(direct) import intensity in production was higher than for those
firms which did not receive any Norwegian CIS. Moreover, those
firms which received CIS in at least two of the three years 1984-
1986, showed an almost twice as high import intensity in pro-
duction than those which did not receive any Norwegian CIS in
1984-1986. This pattern 1s much the same either the import
intensity is estimated at domestic or at international prices
(cf. table 4.1.1). This is an indication that a firm’s "need" of
forex, e.g. expressed in its direct import intensity in product-
ion, has been an important criterion for allocations of Norwegian

CIS.

Another feature in table 4.1.1 which 1s worth noting is that the
direct import intensity of all three categories of firms,
estimated at domestic as well as at international prices, appears
to have declined from 1984 to 1986. This indicates that manu-
facturing firms facing shortage of forex, have to some extent
replaced directly imported inputs by inputs bought on the
domestic market.

With regard to production, the 31 questionnaire respondents show
a decrease in their total VA at constant (1986-) prices of 3%
from 1984 to 1986. On the other hand, the 19 firms which were
allocated Norwegian CIS at least once in the three years 1984-
1986, show an 1increase 1in their total VA of 0.6%, whereas, the
firms receiving CIS at least twice during the three years show an
increase of 28%, from TSh. 136 mill. at constant (1976-) prices
in 1984 to 174 mill. in 1986.
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Table 4.1.1. Import intensity in production of industrial firms
responding to NORAD CIS study questionnaire.

Percentages

12 firms 19 firms allocated 7 firms allo-
which NORAD CIS in at cated NORAD CIS
received no least one of the in at least two
NORAD CIS years 1984-86 of the years

in 1984-86 1984-86

1984 1985 1986 1984 1985 1986 1984 1985 1986

Direct imports

as % of total

input costs

at int. prices 50.4 51.1 42.8 68.8 66.6 61.3 77:9 7452 TE.5
Direct imports

as ¥ of total

input costs at
dom. prices 35.9 34.3 31.8 54.3 50.2 48.9 67.1 60.9 61.8

Another indicator of the production effect is the rate of
capacity utilisation. Table 4.1.2 shows welghted average rates of
capacity utlilisation for the three categories of manufacturing
firms. It appears that the 7 firms being allocated Norwegian CIS
in at least two of the years 1984-86 reached considerably higher
rates of capacity utilisation (51 to 53% in 1984-85 and 1987)
than those firms which received no Norwegian CIS (32-34% in 1984-
85 and 24% in 1987). Moreover, the average rate of capacity
utilisation seems to have been falling for the respondents which
did not receive any Norwegian CIS (from 32% in 1984 to 24% in
1987), whereas such a tendency is not clear for those being
allocated Norwegian CIS in at least two of the years 1984-86.

Although our data provide no basis for strong conclusions, they
do indicate that Nﬂrwégian CIS has a positive impact on the pro-
duction of manufacturing firms. Whether CIS also has a positive
effect on their net forex earnings is another gquestion which we

will deal with in section 4.3.
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Table 4.1.2. Rates of capacity utilisation for manufacturing
firms in NORAD CIS study. Weighted averages. %.

1984 1985 1986 1987
The 12 firms receiving no
Nor. CIS in 1984-1986 32 34 30 24
The 19 firms being allocated
Nor. CIS at least in one of
the years 1984-86 42 42 31 36
The 7 firms being allocated
Nor. CIS at least in two
of the years 1984-86 53 53 37 51
All 31 firms 39 39 31 33

4.2. Effects at the level of consumption

Virtually the entire Norwegian CIS to Tanzania has consisted of
raw materials, and various kinds of intermediate goods. Also,
much of the CIS has been financing raw materials for production
of non-final capital goods or intermediate goods. It is therefore
difficult to measure the consumption effects of Norwegian CIS.
However, in chapter 4.1 we provided evidence indicating that
there has been a positive production effect from Norwegian CIS,
and in turn this should as well imply a positive consumption
effect.

Among the industries producing final consumer goods which
received Norwegian CIS in 1986 and/or 1987, we find Tropical
Foods (canned beverages and food), Rajani Industries (edible
0il), Vegetable 0il Industries (edible o0il), Keko Pharmaceutical
Ind. and Tanzania Pharmaceutical Ind. (medical drugs). Among
these, edible o0il is, no doubt, the most inportant incentive
good. The two firms producing edible o0il were allocated a total
of NOK 1.5 mill. in 1985, and NOK 5 mill. in each of the years
1986 and 1987. Together, they increased their production of
sunflower oil from 273 tonnes in 1984, to 590 tonnes in 1985, and
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963 tonnes in 1986. In 1987, there was a drop in their total
production to 471 tonnes, apparently mainly due to shortage of
local oil sees. Regarding raw material supplies, both firms state
that transport represents a major problem. Also containers for
manufactured oil represents a constraint; however, Rajani has
established an own factory producing containers. Both firms are
still operating at very low rates of capacity utilisation.
However, Rajani has increased its rate of capacity utilisation
from 5% in 1984 to 20% in 1987, whereas Vegetable 0il has been
operating at about 10% in all years 1984-1987.

There is an enormous demand for edible oil in Tanzania compared
to the present supply. Both firms sell some part of their
production to cooperative unions in exchange for 0il seeds. We
may hope that a small share of this oil will reach peasant
households. However, most of their production is sold in Dar es
Salaam (Rajani) and Mwanza (Vegetable 0il) and the near surround-

ings of these towns.

The case of vegetable oil production shows that a multitude of
problems have to be tackled in order to increase output and
. satisfy demand. Among the main constraints, both firms rank
'supply of local raw materials, transport, electricity and fuel
shortage/interruptons and imported spare parts.

It is our impression that shortage of local oil seeds along with
transport represents the major contraints; and these constraints
cannot be removed only by CIS allocations to these two firms.

4.3. Effects on net foreign exchange earnings

In the present situation of the Tanzanian economy characterized
by severe shortages of forex, it is important that CIS should
contribute to increased net forex earnings/savings. In the
following we will discuss this question relating to the same

three categories of manufacturing firms as in chapter 4.1. Again,
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the data for 1987 are in general so unreliable that we had to
reject them.

We have estimated net forex earnings/savings by using inter-
national prices reported by the firms as well as shadow exchange

rates. We applied the following shadow exchange rates, with
official exchange rates in TShs per $ presented for comparison:

Shadow rate Official rate Ratio of shadow
TShs/$ TShs/$ rate to official
rate
1984 40 15.30 2.6
1985 55 17.50 3al
1986 70 32.70 - S

There are two components of imported inputs, first, those inputs
which a firm imports directly itself, and second, inputs bought
domestically from other firms which in turn import inputs, i.e.
indirect imports. We have estimated the indirect imports by using
the input-output table for Tanzania from 1976. It may be arqued,
rightly, that that table is out of date. But in lack of any
alternative we feel convinced that we make a smaller mistake by
estimating net forex earnings/savings using that input-output
table than by ignoring indirect imports altogether.

We have estimated net forex earnings/savings related to direct
imports only as well as to direct and indirect imports. Moreover,
all estimates have been made by using international prices
reported by the firms as well as shadow exchange rates when
converting domestic values into values in forex terms, cf. table
4.3.1.

Whatever method is used in the estimates, table 4.3.1 shows
unequivocally that the 19 firms being allocated Norwegian CIS in
at least one of the years 1984-86 have a lower average per-
formance in terms of net forex earnings/savings than the 12 firms
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which did not receive any Norwegian CIS. And even worse, the 7
firms being allocated Norwegian CIS in at least two of the Yyears
1984-86 are on average net forex consumers. The only positive
aspect here is that the 7 firms show marginally positive net
forex earnings/ savings estimated at the shadow exchange rate for
1986. However, the reason for this seems to be that we have
assumed a far too low shadow exchange rate (of TShs. 70 per $ and
only 2.1 times the official exchange rate) for 1986. This
explanation is supported by the fact that the two other cate-
gories of firms show an unlikely strong increase of their net
forex earnings/savings estimated by the shadow exchange rate from
1985 to 1986 (cf. table 4.3.1).

It is significant that the 7 firms which on average show negative
net forex earnings/savings in 1984-1986, received 83% of total
Norwegian CIS allocated to the firms presented in table 4.3.1 in
that period.

our general conclusion is that the pattern of allocation of
Norwegian CIS in 1984-86 did not contribute to increased net
forex earnings/savings in the Tanzanian economy as far as the
manufacturing sector is concerned. Rather, the allocations of

Norweqian CIS contributed to increasing the net forex consumption

of the manufacturing sector.

Against this background we would like to point out that NORAD

should put far more emphasis on net forex earnings/savings per
unit of imports as a criterion of CIS allocations in future.
Industrial firms which are clearly net forex consumers should not

be allocated any CIS.

Unless NORAD puts more emphasis on the forex earnings/savings
aspect, Norwegian CIS will not contribute to restructuring the
manufacturing sector according to the ERP, but will rather
contribute to increasing its import dependency which is one of
the major causes of the stagnation of the whole economy.



57

Table 4.3.1. Industrial firms responding to NORAD CIS question-

naire. Net forex earnings/savings per forex unit
of imported recurrent inputs. Weighted averages

1984

1985

1986

A. The 12 firms which received no
Norw. CIS in 1984-1986:
(1) Net forex earn./sav. to direct
imports:
(a) Adjusted by int. prices
(b) Adjusted by shadow exchange
rate
(2) Net forex earn./sav. to direct
and indirect imports:
(a) Adjusted by int. prices
(b) Adjusted by shadow exchange
rate

B. The 19 firms being allocated Norw.

CIS in at least one of the years
1984-86:
(1) Net forex earn./sav. to direct
imports:
(a) Adjusted by int. prices
(b) Adjusted by shadow exchange
rate .
(2) Net forex earn./sav. to direct
and indirect imports:
(a) Adjusted by int. prices
(b) Adjusted by shadow exchange
rate

C. The 7 firms being allocated Norw.
CIS in at least one of the years

1984-86:
(1) Net forex earn./sav. to direct
imports:
(a) Adjusted by int. prices
(b) Adjusted by shadow exchange
rate
(2) Net forex earn./sav. to direct
and indirect imports:
(a) Adjusted by int. prices
(b) Adjusted by shadow exchange
rate
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4.4. Implications for public finance, money and credit

The increase in CIS in recent years, combined with the devalua-
tions from 1986 onwards, has important implications for the
government budget. In the government budget for 1983/84, external
loans/grants financed 43.7% of the development budget; in 1984/85
and 1985/86 this share was about 68%; and in 1986/87, 162.8%. For
1987/88, it is assumed that external loans/grants will finance
165% of the development budget (cf. table 4.4.1).

The increasing share of external financing in the development
budget, which exceeded the budget for 1986/87, has to some extent
been caused by a declining share of local costs in actual
development projects in recent years. However, a far more

important cause is that an increasing share of external financing

is not related to the development budget at all, but consists of

cash cover payments to the Treasury from recipients of CIS. Table
4.4.1 shows that CIS cash cover payments increased their share of

total external budget financing from 24.4% in 1983/84, to 33.7%
in 1984/85, 37.3% in 1985/86 and 56.2% in 1986/87.

In the budget for 1987/88, it is assumed that external loans and
grants will amount to TShs 28,490 mill. According to the Treasury
about TShs. 13,050 mill. or 45.8% of the whole amount of external
financing will consist of cash cover payments from CIS reci-
pients. When the assumed cash cover amount is deducted from the
total amount of external financing, we are left with TShs. 15,440
mill. of external grants and loans for development projects. That
is still a remarkably high amount since the total development
budget is TShs. 17,255, leaving a local cost component of only
TShs. 1815 mill. or 10.5% of the total development budget (cf.
table 4.4.1). This should indicate that CIS cash cover payments
as a share of total foreign loans/grants, are not overestimated

in the 1987/88-budget.

Table 4.4.1 shows that CIS cash cover payments increased from
2.1% of total government expenditure in 1983/84, to 4-5% in
1984/85 and 1985/86, 16.3% in 1986/87 and 16.9% 1in the 1987/88-
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budget.
or about $ 157 mill.
recurrent expenditure in 1986/87.

about TShs 8000 mill.,
of foreign grants/loans served to finance

As a result of this development,

Table 4.4.1. Trends in external financing of the government

budget. TShs. mill.

Budget

1982/83 1983/84 1984/85 1985/86 1986/87 1987/88
Recurrent expenditure 19276 23918 21337 29212 40279 60071
Development expenditure 4404 5736 5391 5817 8744 17255
Total expenditure 23680 29654 26728 35029 49023 77326
Total foreign loans/grants 2603 2506 3669 3988 14236 28490
- of which CIS cash cover 751 611 1236 1489 8001 13050
External financing
(foreign grants/loans)
of recurrent expenditure* - - - ~ 5492 11235
Total foreign loans/grants
as % of dev. exp. 59.1% 43.7% 68.0% 68.6% 162.8% 165.1%
Total foreign loans/grants
as % of total exp. 11.0% 8.5% 13.7% 11.4% 29.2% 36.8%
CIS cash cover as % of
total foreign loans/grants 28.9% 24.4% 33.7% 37.3% 56.2% 45.8%
CIS cash cover as % of
total expenditure 3.2% 2.1% 4.6% 4.3% 16.3% 16.9%
Exchange rate, TShs/$ 10.23 12.32 17.80 25.50 51.00 79.00
Total foreign loans/grants
converted to US $ mill. 254.5 203.4 206.1 156.4 279.1 360.6
CIS cash cover converted
to US $ mill. 73.4 49.6 69.4 58.4 156.9 165.2
* Assuming no domestic financing of development expenditure.

For 1982/83 to 1986/87: ERB/Ministry of Finance: Tanzanian

Economic Trends. Quarterly Review of the Economy, Vol.

DSM, April 1988.
For 1987/88:
Year 1987/88,

Treasury, Jan.
Exchange rates:

DSM,
1988.

Minister for Finance:
June 1987;

Budget Speech For Finacial

For 1980/81 to 1984/85:

Budget Speech for Financial Year 1985/86,

1985/86-1987/88,
estimates.

IMF:

DSM

and information provided by the

Minister for Finance:
June 1985.
International Financial Statistics and own

l1, No. 1,
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That external loans/grants are financing not only almost all
development expenditure but also a considerable share of recur-
rent expenditure, is a new feature of Tanzanian government
financing and a direct result of the increasing role of CIS in a
situation where the Treasury is in charge of collecting CIS cash
cover payments. This has far-reaching consequences for the
government budget, by increasing dramatically "recurrent revenue"

related to foreign aid.

It should be noted that the use of CIS cash cover for financing
recurrent expenditure comes in addition to normal government
revenue associated with CIS, such as tariffs and sales taxes. The
problem is that this normal revenue is multiplied by direct CIS
revenue from cash cover payments. External financing (cash cover
payments) will finance 21.7% of the recurrent budget for 1987/88.
(In addition come tariff duties and sales taxes generated by
CIS.) With the present levels of CIS, cash cover financing of the
recurrent budget will most probably increase in the next years to
come, provided that the existing system of cash cover payments

continues.

In the 1987/88 budget there is a gap of TShs 2236 mill. which has
to be financed through local borrowing. Without CIS cash cover
payments this gap would have been more than six times larger,
implying enormous government borrowing from domestic banks. The
reduction of governmennt borrowing in recent years is not a
result of closing the gap between recurrent expenditure and
recurrent revenue as envisaged in the ERP. What has actually
happened is that CIS cash cover payments have replaced government
borrowing from the domestic banks. This could not possibly be the
intention of the ERP.

CIS was designed as a temporary measure, to assist Tanzania in an
acute balance of payments crisis. However, the Treasury is now in

the process of becoming permanently dependent on CIS as a source
- of "recurrent revenue".
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The increasing amounts of CIS cash cover payments to the Treasury
now threaten to relieve the government from the task of consoli-
dating and expanding its tax base and of closing the gap between
recurrent revenues and recurrent expenditure, in other words, to
make "every effort to maximize the domestic revenue effort and to
control expenditures and minimise costs" (ERP, p. 16).

It should also be noted that government expenditure financed by
cash cover implies an automatic expansion of money supply which
would not come about if the BOT was selling the CIS forex. The
government spending of cash cover funds has, therefore, an
inflationary impact which may only be counteracted by restraining
credits to the non-government sector. But such a credit sque:ze

may, in turn, hamper the necessary restructuring process in the

economy.

CIS which was introdued as a medium-term ad hoc measure to
relieve balance-of-payments problems, is - 1in its present form -
in the process of creating grave new problems in the Tanzanian
economy, and an unprecedented dependence on the part of the
government on foreign aid. Against this background we will recom-
mend that the task of allocating and selling CIS forex is
transferred from the Treasury to the BOT.

4.5. Possible effects on trade in the SADCC and PTA regions

There are nine members of the SADCC region, Angola, Botswana,
Lesotho, Malawi, Mozanbique, Swaziland, Tanzania, Zambia and
Zimbabwe. Of these, Angola, Mozambique and Botswana are not
members of the PTA. On the other hand, the following countires
belong to PTA: Kenya, Burundi, Comoros, Djibouti, Ethiopia,
Mauritius, Ruvanda, Seychelles, Somalia and Uganda.

In 1982 the SADCC region had a population of 63.7 mill. and a GDP
of US § 27,196 mill. (with a GDP per capita of US $ 427). Total
exports for the region in the same year amounted to US $§ 5384
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mill. with Angola and Zimbabwe being the largest exporters. Total
imports amounted to approxiamtely US $ 7,200 mill. However, total
exports between the same countries accounted for US $§ 276.0,
which represents only 5.1% of the total exports of the SADCC

countries.

Tanzania’s exports to SADCC countries accounted for about 1% of
its total exports in the period 1982 to 1985. On the other hand,
imports from SADCC countries declined from 2.6% of total imports
in 1982-83, to 1.2% in 1985-86.

A large share of the intra-regional trade in the SADCC area is in
food and non-processed commodities, icluding mineral fuels. These
commodities accounted for 55% of total intra-regional trade 1in
1982 and 47.6% in 1984. On the other hand, manufactured goods,
including chemicals, accounted for 45% of total intra-regional
trade in 1982, increasing their share to 52.4% in 1984. The rise
in the share of manufactured goods apparently took place because
total trade between SADCC countries declined from a peak of US §$
297 mill. in 1981, to $ 276 mill. 1in 1982 and $ 230 mill. in
1984, at the same time as trade in manufactured goods did not
change significantly in value.

Tanzanian exports of manufactured goods to the SADCC region is
impeded because these goods in general show very limited comple-
mentarity to industrial products of other countries 1in the

region.

Tanzania’s persistent trade deficits with the SADCC region,
rising from about TShs 3 mill. in 1981 to 311 mill. in 1986,
represents another hindrance to increased trade with the region.
Until 1984, Tanzania recorded surpluses in its trade with Zambia,
due to large exports of petrol from the oil refinery in Dar es
Salaam. However, in 1985, even the trade balance with Zambia
turned negative, causing a considerable overall deficit with
SADCC countries of TShs 311 mill. in 1986. In that yar, Tanzania
recorded trade deficits with all its major SADCC partners.
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Tanzania’s trade deficits with the SADCC countries give rise to
problems in clearing these dificits in a trade which is based on
bilaterally negotiated plans. The deficits therefore work as a
disincentive to governments in SADCC countries to encourage
increased exports to Tanzania. On the other hand, there is little
incentive to Tanzania to increase imports from the SADCC region
as long as additional imports result in larger deficits which
have to be covered in hard currency. Against this background we
may expect that Tanzania’s trade with the SADCC region will not
increase unless Tanzania succeeds in increasing considerably its

exports to the region.

PTA, while aiming at promoting cooperation and development in all
fields of economic activity, its main sphere of emphasis has so
far been customs and trade, reduction of custom duties, adoption
of a common external tariff, preferential treatment among
members, relaxation of non-tariff restrictions and the adoption
of the Most Favoured Nation treatment.

It should be noted that Kenya is not only Tanzania’s most
important PTA partner, but by far the most important trade
partner in the whole SADCC- and PTA-region. Since the boarder to
Kenya was re-opened, Tanzania’s imports from Kenya rose by more
than ten times, from TShs. 97 mill. in 1983 to 1058 mill. in
1986. With regard to imports, Kenya is now Tanzania’s most

important single trade partner.

However, Tanzania’s trade deficit with Kenya increased by about
the same rate as imports, from TShs. 89 mill. in 1983 to 987
mill. in 1986. These deficits are due to the fact that the more
industrialized Kenya can offer a wide range of goods which are in
high demand in Tanzania, whereas Tanzanian industries produce
very few goods which can be exported at competitive prices and
which are demanded in Kenya.

As a result of the trade deficits with Kenya, Tanzania has
recorded persistent trade deficits with the PTA region as a
whole, rising from TShs. 41 mill. in 1983 to 898 mill. in 1986.
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These overall deficits have to be cleared in hard currency and
therefore represent a hindrance to substantial increases in
Tanzania’s trade with the PTA in the short and medium turn. It is
therefore important that Tanzania increases its exports to SADCC
as well as PTA countries in order to increase its trade with the

region.

Conclusion

A quite inadequate transport network and the nature and composi-
tion of commodities produced and traded, giving in general little
scope for complementarities, represent major medium-term con-
straints to increased trade with SADCC and PTA which CIS to
Tanzania cannot remove. There would also be little sense in using
CIS to cover Tanzania’s trade deficits with SADCC and PTA. By
using CIS in such a way, the deficits would be permitted to
persist and grow, and Tanzania would come into an increasingly
subordinate position towards its African trade partners.

on the other hand, it is important to stimulate Tanzanian exports
to SADCC and PTA in order to remove the large trade deficits and
hence promote further growth of trade. Generally, CIS to Tanzania
can stimulate the country’s trade with SADCC and PTA by being
allocated to firms with a potential to export to that region.
There are several such firms in Tanzania, but until now quite few
of them have been recipients of Norwegian CIS.
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5. CIS AND OTHER SOURCES OF FOREIGN EXCHANGE FOR RECURRENT
IMPORTS - DESIGN AND PROBLEMS OF COORDINATION

5.1. Sources of foreign exchange (forex)

We can identify four sources of forex besides CIS. These are:

(1) "Free" foreign exchange, orginating from normal export
revenues and allocated by the BOT;

(2) Export retention scheme, including the seed capital revol-
ving scheme;

(3) Own funds; and

(4) Multisector Rehabilitation Credit succeeded by the Open
General Licence (OGL), which with regard to purpose is

identical with CIS.

5.2. "Free" foreign exchange

"Free" foreign exchange refers to total foreign exchange receipts
from exports of goods and services and net transfers representing
resources for allocation after resources specifically tied to
imports and commitments have been taken care of. The resources
specifically tied to imports include import support, oil syndi-
cation, funds for retention scheme, own-imports funds, barter
under countertrade, suppliers credits, and project loans and

grants.

The committed payments include cash transfers (private and
government), interest payments and principal repayments, reserve
movements and bank payments. In 1967, free forex resources were
almost completely exhausted on committed payments mainly of
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external debt service, and there was nothing left for allocation
through the BOT.

5.3. Oown-funds imports

Another source of foreign exchange which was inititated in
1983/84 and became popular in 1985 and 1986 (see ERP 1986 p. 33)
is the own-funds imports. These are funds used to import goods
without using forex from BOT. Such imports are financed Dby
capital flows which would have been diverted elsewhere if the
own-funds import scheme did not exist. Our investigation showed
that there are various sources of own funds imports. They

include:

- smuggling (diamonds, gold, ivory, coffee, etc.)

- Black market purchases of foreign exchange

- of f-shore payments of property rents and other overseas
incomes and remittances (students, consultants, businessmen,

relatives etc.)
- Direct investment flows
- Overinvoicing in regular imports
- Under-invoicing in regular exports
- Theft of foreign exchange in the banks (e.g. NBC, 1987).

own-funds imports accounted for almost 40% of Tanzania’s total
imports in 1987, which have been estimated to be no more than $

1200 mill.

The role of this source of forex, not only in total foreign
exchange availability but also in making consumer goods imports
available in the economy in large quantities is enormous. The
scheme has also made available to the economy choices of goods,

and this has brought about competition. However, we wish to make

three observations:
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(a) Despite the increase in consumer goods supply, the prices of
consumer goods except textiles have continued to remain
high.

(b) Competition has been intensified, and the domestic indu-
stries have now to improve their operations and quality in
order to survive.

(c) This 1is an individualised scheme, and it is very profitable
for the individuals involved in it. The result has been that
exporters and importers swindle foreign exchange from the
free rescources account to this scheme. In our opinion, the
scheme has stimulated smuggling to the detriment of the
economy. We wish to make an observation that the future of
own-funds imports is a function of profitability. The higher
the level of profitability, the more the owners of own
exchange will use their forex for imports. If profits on
own-funds imports decline substatially, we may expect that
"own-funds" will not be utilized for imports, but rather
remain abroad as flight capital, deposited on bank accounts
or invested in various assets in foreign countries.

It may be noted that, devaluation has its own implications as
imports are becoming more expensive. The profitability of own-
funds imports will therefore depend on what is the source of
foreign exchange. The price in the parallel market is also
increasing simultaneously with the change in the official
exchange rate of the shilling. However, it should be noted that
the ratio between the parallel market rate and the official
exchange rate has been reduced from about 9:1 in early 1986 to
about 2:1 in mid-1988. There is also a tendency of liquidity
shortage in the economy and a pile up of inventories of imported
consumer goods, etc. It is therefore our opinion, that this
source of foreign exchange will not increase much in the future.

5.4. The export retention schemes

Since 1980 the Government has introduced various incentive
schemes to exporters so as to enable them to import raw materials
and spare parts for export production without relying on bi-
annual allocations based on "free" forex from BOT. The most
popular incentive scheme available is the Export Retention
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Scheme. This is a mechanism whereby companies are provided with
automatic access to foreign exchange, out of own export proceeds,
to pay for imported inputs necessary for export production. Goods
to be imported under the retention scheme are intended to enhance
agricultural and industrial production, to meet requirements for
communications, transport and construction industry, to cater for
human health and veterinary requirements as well as to meet the

requirements for incentive purposes.

So far, the performance of the retention schemes has been far
behind expectations. The Export Retention Scheme reached less
than 30% of the planned contribution to export earnings in 1987,
and the performance of the Seed Capital Revolving Scheme was even

more disappointing.

5.5. Multisector Rehabilitation Credit and the New Open General

L.icence

Since the ERP was adopted in 1986, the Word Bank has extended
credits to Tanzania for imports of recurrent inputs needed for
rehabilitation or production. Hence, with regard to purpusé,
these credits are similar with CIS from bilateral donors. The
credits have so far been extended under 2 types of finances:

(i) Multisector Rehabilitation Credit in 1986 and 1987, total-
ling about US $ 130 mill.; and
(ii) The New Open General Licence (OGL) 1988.

The Multisector rehabilitation credit which was designed to
support the Government ERP, was related to a negative list of

items that could not be 1imported.

The MRC was succeeded by the New Open General Licence (OGL),
commencing in February 1988. A list of 41 commodity categories
specifies goods to be imported under OGL, which amounts to about
US $ 50 mill. for 1988. Each application submitted by an importer
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will be subject to a maximum value equivalent to US $ 100.000.
Each importer, which is a legal entity, will be entitled to
submit applications for an aggregate not exceeding the equivalent
of US $§ 200.000 per year. Issuance of Import Licences and ICs
will be automatic, provided that the application confirms to the
eligibility and the specified quantitative ceilings.

It may be noted that the OGL approach removes the administrative
procedures of allocation of forex, whereas the O0OGL-list is
intended to ensure that forex is channelled to the imports which
are critical to the ERP. However, the approach will not be
practical unless it is backed-up by enough resources for a
considerable period of time.

5.6. Summary of our findings

There are serious problems in the approach "free" foreign
exchange resources are allcoated. First, there are too many
institutions involved and this creates a problem of co-ordi-
nation. The methods, criteria of allocation and information used
to process applications are vague and differ from one institution
to another. In the final analysis, only ad hoc solutions are used
to allocate "free" foreign exchange. Against this background, the
introduction of Open General Licence (OGL) may be a step in the

right direction.

Second, allocations in the export retention including Seed
Capital Revolving Scheme are not based on sound criteria. Insti-
tutions which are inefficient have an easy access to forex. As a
result most are inefficient users of foreign exchange. That may
to a large extent also explain why the performance of these
schemes 1s far behind expectations.

Third, we are of the opinon that own-funds imports have worked
positively - to increase availability and choice of consumer and
intermediate goods in the domestic market and as such instilled
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industrialists to improve efficiency and quality 1in their
production. However, this source of foreign exchange may have
stimulated smuggling and capital flight. We are not recommending
any intervention in this source of foreign exchange, but careful

monitoring should be done to determine its legality.

The multitude of forex sources allocated by the BOT and the
Treasury separately gives rise to problems of information and
coordination. For example, it has happened that the BOT did not
know about CIS allocations before being informed by the reci-
pients themselves. In our view, it is important that one single
institution is in charge of the allocations of all forex.

Both CIS and retention schemes involve payment of cash cover to
the Treasury. While in the case of CIS it is straight forward, in
the case of SCRS it is through the regulating institutions like
the Board of External Trade. In our opinion the payment of cash
cover to the Treasury is a wrong approach. The selling of CIS
forex as well as all other forms of forex should be performed by

the BOT.

If the administrative allocation of CIS cannot be improved, we
" will recommend that the major share of the present CIS should be
put into the World Bank OGL scheme. However, we will recommend
that this is done under the provision that NORAD CIS contri-
butions to the OGL are not subject to the conditionality of the
World Bank. Unless such a provision is made, bilateral donors/’
contributions to the OGL would increase the leverage of the World
Bank’s advice in a number of sectors as well as on the macro
policy level. That would also imply acceptance by NORAD that
their funds should be disbursed in tranches upon Tanzania’s
fulfilment of the World Bank’s conditions.
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6. PRIORITIES OF CIS IN ORDER TO SUPPORT ERP

6.1. Priorities and implementation problems within agriculture

In order for CIS to support the Economic Recovery Programme its
emphasis should be on agricultural inputs, in particular ferti-
lizers, and secure sufficient supply of steel and other materials
for local production of farm implements. It seems, however,
necessary with improved coordination among donors to avoid
depalication of efforts and waste of resources. To the extent
domestic production of fertilizer can be made reasonably effi-
cient, CIS could also contribute to imports of raw materials for
such production. To improve the supply of seeds and chemical
inputs like pesticides, CIS could also play a role. The main
constraint related to provision of seeds, however, seems to be
the seed development activities undertaken domestically. For this
purpose technical assistance may also be needed.

Improved provision of chemical inputs and farm implements is,
however, conditioned by upgrading of roads and the transport,
storage and distribution system in general. It is of utmost
importance for efficient utilisation of inputs that the right
categories are available at the right place at the right time.

More work 1s needed by agricultural authorities and responsible

companies to identify the most suitable fertilizers for the
various types of crops in different agro-ecologic environments.
And further, to estimate the effective demand which will be
directed to these inputs given attianment of improved distri-

bution storage, and transport systems.

As to farm implements, area-specific priorioties seem to be well
known. Here 1t is important to the production companies, UFI and
Zanza Kilimo, to cater for geographical demand priorities. Due to
limited demand, however, it seems obvious that some area-specific
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implements are more economically produced by small scale work-
shops and blacksmiths. Supply of raw materials and tools to such
production units, in certain regions, should thus have high
priority and could be undertaken for instance by The Small
Industries Development Organisation, SIDO.

Agricultural processing activities, e.g. for cotton, sugar and
coffee, are also in need of considerable amounts of foreign
exchange for rehabilitation and operation. Basically the point
should bé. argued that Marketing Boards handling export crops
should be allowed to retain sufficient foreign exchange for
upgrading and operation of processing activities. Others, like
cotton processing, could be receiving CIS for this objective.

In chapter 3.4 we observed that agriculture’s "minimum import
requirements" according to the ERP are $ 154 mill., or 12.8% of
total imﬁnrt requirements for 1986/87; $ 185 mill. or 15% of
total requirements for 1987/88; and $ 209 mill. or 16% of the
total for 1988/89. We have, moreover, noted that agriculture 1in
1986/87 was allocated a smaller share of total forex resources

than envisaged in the ERP.

Because agriculture is an outstanding net forex earner/saver, and
because revival of agriculture is a precondition for recovery of
the economy as a whole, it is important that a larger share of
total forex resources is allocated in an appropriate way to this
sector. In order to do this, we think it may be necessary to
improve the institutions which are in charge of channeling forex

to agriculture.

Let us finally note that the low efficiency and high costs of the
Marketing Boards and the new Cooperative Unions still represent a
major obstacle to economic progress in Tanzania. CIS can contri-
bute little to agricultural growth unless these basic problems
are solved. To achieve this, comprehensive staff training and
improved accountability in Marketing Boards as well as Coopera-
tive Unions will be necessary. In addition, an improved incen-
tive- and salary structure has to be established. NORAD and other
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aid agencies should consider carefully in what ways they could

support such measures.

6.2. Priorities within the industrial sector

6.2.1. General remarks

The ERP gives rather clear prescriptions on the amounts of forex
that should be allocated to the industrial sector and its wvarious
subsectors. It may be argued that the priorities stated in the
ERP are not adequate in order to bring about the intended
structural changes. For example, it could be questioned whether
the chemicals and petroleum products sector should be allocated
almost 30% of total forex for recurrent inputs to the industrial
sector. However, this is a question of revising the ERP priori-
ties, and irrespective of any revisions we think that the stated
priorities should serve as a guidance for allocations of forex in
general as well as of CIS.

In order to make this possible, and in order to make reliable
comparisons of inter- and intra-sectoral allocations over time,
NORAD should adhere to an established sector classification
system, preferrably the ISIC system which is used in official

Tanzanlian statistics.

In order to support the ERP, CIS should aim at promoting:

(1) production of priority goods and "essential goods", e.q.
agricultural implements and other inputs, spares for
transport equipment, important incentive goods, etc.

(2) increased efficiency in industrial production

(3) reduced import intensity in industrial production
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As regards (1), "essential goods" and other "priority goods" are
rather well defined in the ERP and its various supplementary
papers. On the other hand, (2) and (3) are hardly discussed 1n
the ERP, but only hinted at in quite general termes. It is only
stated that preference should be given to "producers operating at
lower levels of import dependence" (ERP, p. 30), and that, "the
approach adopted in the recovery programme consists of allocating
resources only to efficient enterprises engaged in activities to
which the government attaches high priority" (Govt. Supplementary
Paper presented to the Consultative Group for Tanzania, DSM, July
1987.) In order to make these criteria operational, measures of
efficiency and import dependence have to be established.

It should be observed that there are enormous differences between
industrial subsectors with respect to import intensity and net
forex earnings per unit of imports. Table 6.2.1, presenting data
from our own investigation of 33 industrial firms, shows that
textiles, agro-processing and wood and wood products industries
are by far the most efficient forex earners/savers when the forex
component of capital equipment amortisation is not accounted for.
on the other hand, the table shows that the Iron, steel and non-
ferrous metals sector is a net forex user in the sense that
Tanzania will suffer a net loss of $ 0.27 for each $§ of imported
inputs to that sector compared to importing the final goods
directly paying one $. In other words, Tanzania would save forex
by importing directly the products of this sector instead of
importing inputs for domestic production.

This indicates that although there may be some net forex earn-
ing/saving firms within the Iron, steel and non-ferrous metal
sector, there must also be some firms which are extremely
inefficient in their use of forex. To justify CIS allocations to
such firms is extremely difficult, unless their efficiency in

forex use is considerably improved.

The figures in table 6.2.1 are based on a rather small number of
selected firms. In addition, some data used for the estimates,
especially international prices, are not quite reliable. As a
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consequence, the figures are not quite reliable either} and we
would, for example, not maintain that domestic production of
metal products in general represents a net forex loss to Tanzania
compared to direct imports. On the other hand, the results from
our 1investigation correspond quite well with the results of the

World Bank study using data for 1984 (cf. World Bank 1987,
especially Vol. II, table 17, pp. 141-142).

Table 6.2.1. Import intensity and net forex earnings/savings
per unit of imports for industrial sub-sectors
responding to NORAD CIS questionnaire. Weighted

averages at international prices, 1984-1986%*)

Direct imports Direct and indirect imports

as % of as % of as % of as % of Net forex

total total total total earnings/
inputs sales inputs sales savings
value value per unit

of imports

Agro

processing 12 6 44 23 3.36
Textlles 44 16 61 23 3.41
Wood & wood

prod. 33 15 76 34 1.90
Chemical ind. 73 68 89 84 0.20
Iron, steel &

non-ferr. 99 136 99 137 -0.27
Metal products 76 82 94 101 -0.01

* ) Short-term estimates, i.e. forex costs of capital equipment
amortisation have not been included. In contrast to the
tables in chapters 4.1 and 4.3, also Tanzania Fertilizer Co.
and Tanzania Bag Co. are included in this table. Thus the
table comprises a total of 33 industrial firms.

6.2.2. Suggested indicators of efficiency

The simplest way of measuring efficiency would be to use the
firm’s account figures for returns on capital, capital structure
etc. However, the Tanzanian economy is dominated by parastatal
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monopolies, supply shortages, strong protection of many indu-
stries and cost-plus pricing policies. As a consequence, effici-
ency criteria based on the profitability concept will result in
misleading conclusions. (Cf. also World Bank 1987, Vol. II, pp.
41 and 47.) In this type of economy, such concepts as incremental
capital output ratios (ICORs), which we used in chapter 1.2, the
effective rate of pfntectinn or domestic resource costs are more
appropriate as indicators of efficiency of particular firms,
subsectors or the manufacturing sector as a whole.

In recent years, export proceeds have covered less than 35% of
Tanzania’s total import expenditures, and a major objective of
the ERP is to improve the country’s balance of payments position.
Against this background, we think that net forex earnings per

unit of imported inputs should be used as one criterion for
allocations of CIS. When VO is value of output at international

prices, DI is direct imports at international prices and INDI is
indirect imports at international prices, we can write net forex
earnings per unit of imported inputs as:

VO - DI - INDI
DI + INDI

If this ratio is negative, it means that importing inputs,
directly and indirectly, for domestic production is more expen-
sive in terms of forex than importing the final product. A firm
or sub-sector with negative net forex earnings/savings per unit
of imported inputs is extremely inefficient in its use of those
inputs; and most probably, there must be a considerable destruct-
ion or waste of imported inputs. Such a firm or sub-sector
contributes to a deterioration of the country’s balance of
payments position compared to importing directly the product (s)
of the firm or the sub-sector.

We will suggest, as a minimum requirement, that net forex
earnings per unit of imported inputs should not be negative for
any firm to be allocated CIS.
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Many firms may be heavily import-dependent only in the sense that
they purchase inputs with a high import content from other
domestic firms. It is therefore important to include indirect as
well as direct imports in the above ratio. To estimate indirect
imports it is necessary to use data from an input-output table.
The most recent input-output table for Tanzania is for 1976.
Since then, considerable structural changes have taken place
within the manufacturing sector, and indirect imports estimated
on the basis of that table may be quite misleading. It is
therefore desirable that the input-output table for 1976 is
updated.

To arrive at net forex earnings/savings per unit of imported
inputs, correct international prices cif Tanzanian border, are
needed for the output value as well as for direct and indirect
inputs. In many cases it may be difficult to find international
prices and quite often, the firms themselves have no information
on such prices. We would assume that the Société Générale de
Surveillance (SGS) in Geneva may be the institution which possess
the most comprehensive and reliable information on international
prices. Possibly, such information could be provided by the SGS.
In some cases, the Board of External Trade (BET) may also possess
information on international prices.

It should be noted that the above net forex earnings/savings-
ratio does not include any forex costs of fixed capital amorti-
sation. It is therefore a short-term concept, applicable only to
existing production capacities or plants, implying that forex
costs of amortisation are considered as sunk costs.

The same applies to the Inverted Domestic Resource Cost Ratio
which we suggest to be used as an additional measure of effi-
ciency. When LAC is the (shadow) value of labour costs at
international prices (converted to international prices by using
a shadow exchange rate), VO is value of output at international
prices and RI is the value of all recurrent material inputs and
services at international prices, the inverted domestic resource

cost ratio (IDRC), may be expressed as:
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VO - RI

IDRC

LAC

If the IDRC is less than one, the value added of the firm at
international prices is not sufficient to cover its labour costs.
That means that the costs of recurrent resources (at inter-
national prices) required to produce the firm’s output exceeds
the value of its output (at international prices). The production
of the firm is then inefficient in this sense. Only when the IDRC
is larger than one, will there be room for payments for the use

of fixed capital equipment.

The higher the IDRC is, the higher is the efficiency of the firm
in the above sense. IDRC-values of firms may therefore be used to

rank them according to efficiency.

on the other hand, if the IDRC is less than zero, the firm lis
producing a negative value added at international prices, and may
therefore be considered as highly inefficient. In most cases
where the IDRC is less than zero, net forex earnings/savings of
the firm will also be negative. Such firms represent a heavy
burden to the Tanzanian economy, and in our view, they should not
be allocated any CIS or forex in general.

For a technical discussion of the IDRC concept and estimates of
IDRC for firms responding to the NORAD CIS questionnaire, we
refer to SINTEF/Division of Applied Economics 1988.

It should be noted that the IDRC does not say anything about
ucausesig;_inﬁfficiennies, and especially whether they are
external or internal to the firm. Here we willl warn against
treating éfficiency as an intra-firm phenomenon. Inefficiencies
may well be caused by factors external to a firm, e.g. transport

problems and shortages or interruptions of electricity and water

supplies. If a particular firm turns out to be inefficient in
terms of the IDRC, it is necessary to find out to what extent
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this is caused by internal or external factors, and to what
extent these factors can be removed, before making any definite
conclusions on the firm’s viability and CIS worthiness.

On the other hand, efficiency criteria alone in terms of IDRC-
ranking are not sufficient in order to assess whether a firm
should be allocated CIS or forex in general. In addition, the
firm’s capacity to develop technology, to promote industrial
know-how and to foster and disseminate skills and technical
knowledge, as well as its linkages with other sectors and firms
should be given appropriate weight.

6.3. Priorities within transport and infrastructure

It is well known that an efficient transport sector is important
for the smooth operations of the Tanzanian economy. The ERP has
given priority to this sector. Commitments in the Donors’
conference in Arusha in December 1987 indicate some seriousness
both by the donors and the GOT to finance the required rehabili-
tation in this sector for the period 1988-1992. However, the
massive financial requirements both for recurrent and rehabili-
tation/investment is still a problem to be solved.

For many years there has been a tendency for the government to
neglect the transport sector. Thus, government expenditure on
roads and bridges was reduced from 5.2% of total governmenct
expenditure in 1976-78, to 4.7% in 1979-82, and 3.8% in 1983-86.

Priorities agreed upon at the donors’ conference in Arusha on the
transport sector focussed on the rehabilitation of the existing
key assets in the trucking sector, THA and the railway lines. The
total investment programme requirement for the period 1988-1992
is about $ 550 mill. Donors’ commitment is about $ 468.4 mill..
and the rest will be Tanzanian Government investment. These
priorities have implications for the recurrent budget in the
different Ministries involved as well as for forex allocations.
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However, we emphasise here that the transport sector recovery
programme should be adhered to so as to provide the leverage for
other sectors, particularly agriculture.

We have observed that for the period 1981-1987 a total NOK 154.4
mill., were allocated to the transport sector which is 8.7% of
the total CIS programme. For the year 1987, NOK 41.3 mill. were
al1located to the sector, of which 13.3 mill. was an oil consign-
ment. In our opinion, and considering the importance of this
sector to the economy and the serious neglect in the budget
allocations, the CIS amount allocated to this sector is inade-

gquate. With a more correct classification of the transport
sector, this inadequacy also becomes apparent 1in the statistics.
Including the oil consignment, the transport sector in a strict
csense was allocated only NOK 13.3 mill. in 1987, i.e. 11% of
total NORAD CIS allocations.

The total CIS allcoated to the transport private sector is not
large compared to the amounts allocated to parastatals and
government together. Since a greater support is required in the
trucking sector, and it is the private trucking sector (rather

than RETCOs) which is efficient, there is a need to re-examine
the allocation process. This is especially the case in the areas
of spare parts. But we find that the CIS 1is thinly distributed to
these companies. We recommend the following criteria to be used

for this sector.

(1) Efficiency criteria; i.e. domestic resource cost ratio and
ton-km per unit of imported inputs

(2) cbmpanies which manufacture spare parts locally for the
trucking sector, e.g. Auto Mech, General Tyres, Afro

Cooling, etc.

(3) Companies or institutions which deal with rehabilitation of
roads, e.g. TRM

(4) Rehabilitation of roads, e.g. NORADs role in 6th highway.

NORAD’s CIS allocations to the Ministry of Transport and Communi-
cations amounted to NOK 21.1 mill. for the period 1981-87. In
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order for the Ministry to utilise the CIS, they must raise in
local currency an equal amount as cash cover to Treasury. But
this institution lacks funds to raise such counter value amounts.
They cannot therefore benefit much from CIS funds. The priorities
outlined at the donors conference are meaningless unless the
lssue of cash cover for the tranport sector is tackled. We are
not recommending that the transport sector should not pay cash
cover. One area which can enable the Ministry meet its cash cover
requirements is through receipts from road insurances, road toll
and road licences which are currently channelled to the Treasury
and utilised for other purposes than transport.

TACOSHILI is an organisation where NORAD has been involved from
the very beginning. In the perod 1981-1987, TACOSHILI received a
total of NOK 12.5 mill. of CIS, in addition to other forms of
NORAD support. However, the company has incurred large financial
losses and been plagued by persistent management and operational
problems. Even 1f the freight rates are increased, we doubt
whether these problems will disappear. In view of the enormous
need for forex in other parts of the transport sector we also
doubt the appropriateness of allocating CIS to TACOSHILI. In our
view, CIS to TACOSHILI should be carefully reconsidered and
discontinued if it is not possible to improve vastly the account-
ability and efficiency of the company.

6.4. Priorities within education and social services

Since the late 1970s there has been a tendency for the government
to neglect the recurrent expenditure requirements of education
and health in the budget. These essential activities suffered a
dramatic reduction of their share in total government expenditure
from an average of 21.2% in 1975/76-1977/78, to 14.3% in 1982/83-
1983/84. At constant (1976-)prices, the average annual rate of
decline of expenditure on education and health combined was about
10% per year from 1975/76-77/78 to 1982/83-83/84.




82

In 1977/78, Tanzania implemented a Programme for Universal
Primary Education, implying that the number of children enrolled
in primary schools rose from 2.19 mill. in 1977 to 3.53 mill. 1in
1981, or by 62% within 3 years. Facing decreasing resources in
‘real terms, the primary schools could not provide the increasing
numbers of pupils with minimum quantities of pencils and writing
pads, not to mention books and other teaching materials. Today,
primary schools in Tanzania lack the most basic necessities for
carrying out their function, and quite many of them are on the

verge of collapsing.

The situation is generally not much better in secondary schools
and at the university level. The authorities have pointed out
that the quality of form IV as well as form VI leavers has
deteriorated seriously in recent years. At the University of Dar
es Salaam, a process of decay can also be observed. The selection
of books in the University Book Shop is alarmingly poor, and the
students lack books and other teaching material. Also the
University Library is in a precarious situation. In recent years
it has been compelled to interrupt subscriptions of important
international scientific journals, and books have hardly been
imported for many years. Heavy investments in international
journals and books are now necessary in order to railse the

library to its former standards.

The situation is generally even worse in government hospitals and
dispensaries which lack the most basic equipment and medicines.
In some cases the complete lack of drugs may be due to purchases
or thefts for sales in private shops, as has sometimes been
indicated in the newspaper. However, such activities would hardly
be possible in a situation of sufficient supplies of medicines.

Today, the quality of services within education and health in
Tanzania has reached a stage where all former investments within
these sectors and the significant progress that was achieved,
threaten to get lost. The ERP seems to be aware of this precari-
ous situation, and it presents "improvement of social services

(especially health and education) as basic necessities and as
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minimum incentives for a productive population" among four
"criteria for resource allocation and for identification of
priority activities" (ERP, p. 21). The ERP estimates the minimum
import requirements of community services at $ 30 to 35 mill. per
year for investment/rehabilitation and $ 66 to 70 mill. per year
for recurrent inputs (ERP, p. 23). This implies that an average
of about 8% of total imports in the ERP-period should be for

community services.

Lack'ﬂf forex is not at all the only cause of the deterioration
of educational services and health services in Tanzania. However
in some areas, for example the provision of drugs and equipment
in government hospitals and dispensaries and international books
and journals in the University Library, forex represents a real

constraint.

In our view, it is extremely important that CIS is allocated for

such purposes.
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7 . RECOMMENDATIONS

7.1. The balance of payments crisis and recurrent forex impli-
cations of new aid projects

Tanzania is still facing a severe balance of payments crisis
which has been relieved mainly by the increase in own-funds
imports and increased foreign aid inflows since 1986. Export
proceeds covered 41% of import expenditures in 1984/85, falling
to a historical low of 31% in 1985/86 and 32% in 1986/87. This
means that attaiﬁment of a foreign trade balance at the present
level of imports, which is low even in a historical perspective,
will require a trebling of export revenues. Even the most opti-
mistic forecasts do not indicate such an export growth in the

foreseeable future.

The heavily import dependent industries which were built up from
the mid-1970s onwards, are a major cause of Tanzania’s persistent
balance of payments crisis. At the present rates of capacity
utilisation of less than 30% on average, the industrial sector’s
net recurrent forex consumption amounts to more than $ 200 mill.
per year. As a consequence, the industrial sector accounts for
about 30% of Tanzania’s foreign trade deficit before inclusion of
amortisation costs of industrial fixed capital equipment, while

contributing no more than 5% of the country’s GDP.

Any new project with a net recurrent forex consumption will
worsen this dismal situation. Against this background we recom-
mend that the future net recurrent forex costs of any project
which is to be supported by Norwegian aid should be carefully
asessed, and provision should be made at the project planning

stage for covering recurrent forex costs in the future.
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7.2. Avoiding permanent dependency on CIS

If properly designed and allocated, CIS can contribute to
overcoming Tanzania’s present crisis. A basic condition for such
a development, however, is a mutual understanding between donors
and Tanzanla that CIS is a medium-term measure. We therefore
recommend that Tanzania and Norway make a general CIS agreement,

indicating the duration of this arrangement, general priorities
and annual amounts of CIS, concomittant with Tanzanian policy
measures to overcome the crisis, and a time schedule for the

phasing out of Norwegian CIS.

For CIS to be a temporary measure, it is required that no
institution or firm in Tanzania becomes permanently dependent on
it. It is problematic therefore that the Treasury has become
increasingly dependent on CIS cash cover payments as a source of
"recurrent revenue". CIS cash cover payments have actually
replaced government borrowing from domestic banks. The reduction
of government borrowing in recent years is hence not a result of
closing the gap between recurrent expenditure and recurrent

revenue as envisaged in the ERP.

At present, CIS cash cover revenue finances most of the govern-
ment recurrent deficit and, therefore, conceals the government’s
actual need for domestic borrowing. When CIS ceases, the Trea-
sury’s present use of cash cover revenue will make evident that
the structural problems of government finance have not at all

been resolved.

It should also be noted that government expenditure financed by
CIS cash cover implies an expansion of money supply which would
not come about if the BOT was selling the CIS forex. The govern-
ment spending of cash cover funds has, therefore, an inflatimﬁary
impact which may only be counteracted by restraining credits to
the non-government sector. But such a credit squeeze may, in

turn, hamper the necessary restructuring process in the economy.
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The forex sources for recurrent imports (i.e. "free forex", SCRS,
export retention, own-funds, OGL and CIS) are administered by the
BOT and the Treasury separately. This creates problems related to
information and coordination. Treasury’s role in particular in
allocating CIS and collecting the cash cover, causes serious
coordination problems in relation to the Bank of Tanzania which
may intensify the grave imbalances in the economy. It should also
be noted that the allocation and selling of forex is basically a
central bank function. Against this background we recommend that
the authority of allocating and selling CIS forex is transferred
from the Treasury to the BOT.

In order for the devaluations and other ERP measures to have the
intended effect, it is important that potentially efficient firms
get access to credit for bringing about necessary internal
adjustments. It is further of importance that forex recipients
are treated equally with respect to cash cover payments in order

to avoid distortions of their liquidity positions. The BOT should
therefore apply the same regulations for CIS cash cover payments
that are used for "free forex" cash cover.

7.3. The recipients’ need for planning and foresight

Recipients of CIS need to plan their creation of funds to pay
cash cover and the use of CIS forex for commodity imports. For
this reason, it is important that CIS recipients are informed
about the allocations well in advance of actual disbursements. We
therefore recommend that a two years rolling programme is applied
in allocations of CIS to individual recipients.

7.4. Priorities and allocation criteria for CIS

Regarding sectoral and sub-sectoral allocations of forex, the ERP
states clear priorities. We recommend that CIS allocations should
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be guided by the same priorities in order to support the ERP. To
make this possible, and in order to make reliable comparisons of
inter- and intra-sectoral allocations over time, we recommend
that NORAD adheres to an established sector classification
system, preferrably the ISIC system, which is used in official
Tanzanian statistics.

The ERP envisages that industry should be allocated less than 20%
of total forex resources. The NORAD CIS share to industry is far
above this figure, amounting to 48.5% in 1987 and as much as 76%
in the 1988 allocation. This is significant because the indu-
strial sector is generally allocated a larger share of total

forex resources than envisaged in the ERP. We therefore recommend

NORAD to reconsider whether the sectoral distribution of CIS is
appropriate with respect to giving maximum support to the ERP
and/or to improve coordination with other donors regarding this

1ssue.

In general, it is important that CIS also covers rehabilitation,

and not only imports of recurrent inputs.

The general priorities of CIS in order to support the ERP, which

are presented in chapter 6, may be summarised as follows:

(1) supplies of essential inputs for agricultural production,
processing, storage and marketing

(2) industrial production of priority goods and "essential
goods", e.g. agricultural implements and other essential
inputs, spares for transport equipment, important incentive
goods, etc.

(3) reduced import intensity and increased efficiency in
industrial production

(4) rehabilitation and maintenance of the transport system

(5) supplies of basic inputs in education and health services.

So far, CIS has, in our view, not succeeded in meeting objectives
(3)=-(5). In particular education and health services have
continued to deteriorate under the ERP. We therefore recommend
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NORAD to reconsider their CIS allocations to transport, health
services and education.

A major objective of the ERP is to improve the country’s balance
of payments position. The industrial sector prepresents a major
problem in this respect. The data we have collected indicate that
the allocations of Norwegian CIS in recent years have contributed
to increasing the net forex consumption of the industrial sector.

Against this background we recommend that net forex earnings/

savings per unit of directly and indirectly imported inputs
should be used as one criterion for allocations of CIS.

We recommend, as a minimum requirement, that net forex earnings/
savindgs per unit of imported inputs should not be negative for
any firm to be allocated CIS.

As an additional indicator of efficiency we recommend that the
Inverted Domestic Resource Cost Ratio (IDRC) should be used. The
higher the IDRC is, the higher 1is the efficiency of the firm. On
the other hand, if the IDRC is less than zero, the firm or sub-

sector is producing a negative value added at international
prices, and may therefore be considered as highly inefficient.
IDRC-values of firms or sub-sectors may therefore be used to rank

them according to efficiency.

I+ should be noted that the IDRC does not say anything about
causes of inefficiencies, and especially whether they are

external or internal to the firm or the sub-sector. Here we will
warn against treating efficlency as an intra-firm phenomenon.
Inefficiencies may well be caused by factors external to a firm,
e.g. transport problems and shortages or interruptions of
electricity and water supplies. If a particular firm turns out to
be inefficient in terms of the IDRC, it is necessary to find out
to what extent this is caused by internal or external factors,
and to what extent these factors can be removed, before making

any definite conclusions on the firm’s viability and CIS worthi-

ness.
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On the other hand, efficiency criteria alone in terms of IDRC-

ranking are not sufficient in order to assess whether a firm

should be allocated CIS or forex 1in general. In addition, we
recommend that the firm’s capacity to develop technology, to
promote industrial know-how and to foster and disseminate skills
and technical knowledge, as well as essential linkages with other
sectors and firms should be given appropriate weight.

7.5. NORAD’s manpower needs related to CIS

The use of such complex allocation criteria will require person-
nel resources for collection, evaluation and analysis of data and
monitoring of each individual CIS recipient. Unless this is done,
any administrative allocation procedure will be useless, and the
whole question of CIS allocations should rather be left to the
market forces, for example in the form of an OGL of the type
supported by the World Bank (refer 7.7).

At present, CIS accounts for about 35% of total Norwegian
bilateral aid to Tanzania. This 1s another reason why more
personnel resources in NORAD should be devoted to CIS. In

particular we recommend that a minimum of one and a half posts at

the NORAD office in Dar es Salaam are wholly devoted to admini-
stering and monitoring the CIS programme. An economist should be
assigned to the full post. The work related to CIS will ammntj
other things consist of keeping and updating a data base on CIS
recipients. The groundwork for such a data base has been elabo-

rated through the questionnaires for the present study.

7.6. The need for coordination and cooperation among donors

For each donor to carry out the work we have now outlined will
require considerable personnel resources, and it will as well

imply duplication of work among donors. Moreover, many firms in
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Tanzania are at present receiving CIS from many donors, and these
firms are therefore assigned a large number of CIS accounts in
banks in various countries. To monitor and use these accounts

involves that scarce administrative capacities within firms have

to be tapped.

Against this background we recommend that all donors involved in

CIS to Tanzania support the establishment of an advisory group of
experts, in other words, a CIS Secretariat, controlled by and
with participation from the Bank of Tanzania. This group should
have a consultative function towards the donors and the Tanzanian
authorities and make detailed recommendations on CIS allocations

and coordination of CIS among donors.

To facilitate the work of the advisory group, the donors should
finance the establishment of a common data base on CIS recipients
that should be in the possession of the BOT.

It is important that the work of the expert group 1s closely
coordinated with other forex allocations, in particular allo-
cations of "free forex" carried out by the Bank of Tanzania.

A CIS Secretariat as suggested could also make an important
contribution towards improving the BOT’s administrative allo-

cation system for "free forex".

7.7. Alternative forms of CIS

If our recommendations either under 7.4-7.5 or under 7.6 cannot
be implemented, we recommend that NORAD limits its present form

of CIS to a small number of recipients, e.g. NORAD supported
projects, provided that such CIS allocations do not contradict
the ERP, and to education and health services.

Due to the grave shortcomings of the present administrative forex
allocation system of the BOT we cannot recommend channelling of

CIS through that system.



91

An alternative would be to channel the major part of the present
Norwegian CIS into the Open General Licence which the World Bank
is now supporting with co-financing from some bilateral donors.
However, by simply adding part of their CIS to the OGL of the
World Bank without making any provisions, the bilateral donors
may increase the leverage of the Bank’s advice in a number of
sectors as well as on the macro policy level. Apparently, they
also accept that their funds should be disbursed in tranches
dependent upon fulfilment of the World Bank conditions, which in

practice often means that disbursements are delayed.

The basic characteristics of an OGL is that it is a non-admini-
strative foreign exchange allocation mechanism for an approved
list of items, where the approval of import licence applications
and establishment of letters of credit are automatic.

Hence, we recommend that if our suggestions either under 7.4-7.5
or under 7.6 cannot be implemented, NORAD - possibly together
with other bilateral donors = should join the OGL of the World
Bank and channel the major part of the present CIS through that
scheme. This should be done only under the clear provision that
NORAD CIS contributions to the OGL are not subject to the condi-
tionality of the World Bank. |

7.8. The need for information to potential CIS applicants

Until now, invitations to apply for NORAD CIS have been made
through letters from the Treasury to selected firms and insti-
tutions. We have not succeeded in getting any exact information
on the criteria used in this selection. In our view, this
procedure involves a pre-selection of CIS recipients. Whatever
form of CIS is chosen, we therefore recommend strongly that
invitations to apply for CIS are made through public announce-
ments.
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