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development paths and its difficulty in truly ‘taking off’ are related to
institutional challenges. Based on a thorough account of the economic,
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also of prime importance. This title is also available as Open Access.
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The Institutional Diagnostic Project: Presentation

Frangois Bourguignon and Jean-Philippe Platteau

This study of Tanzania is one of four case studies in a research project whose
final aim is to devise a methodology to establish an ‘institutional diagnostic’ of
economic development in a particular country. The objective of such a diag-
nostic is to identify the institutional factors that may slow down development
or reduce its inclusiveness or sustainability, the reforms likely to overcome
these weaknesses, but also the political economy that may prevent or facili-
tate such reforms. These diagnostics must thus rely on a thorough review of
economic development and institutional features of countries under analysis,
which is the content of this volume on Tanzania. As a preamble, the following
pages offer a general description of the whole diagnostic project.

I ‘INSTITUTIONS MATTER’

‘Institutions matter’ became a motto among international development agen-
cies in the late 1990s, when it became clear that structural adjustment policies
(SAPs), themselves based upon the so-called Washington Consensus and their
emphasis on markets, were not delivering the growth and development that
was expected. The slogan sounded a note of disappointment for those liberalist
reformers, sometimes jokingly called the ‘marketeers’, who promoted reliance
on market mechanisms and the pre-eminence of private actors so developing
countries could get out of the crises of the 1980s and restore long-run growth.
Giving more space to the market was probably justified from a theoretical point
of view. Practically, however, it was another story. What the ‘marketeers’ had
not fully realised was that a well-functioning market economy requires regu-
lating institutions, public goods, and non-market services that most often were
missing or deficient in the economies being considered. Under these conditions,
liberalising, privatising, and deregulating might in effect prove counterproduc-
tive without concomitant institutional changes.

xvil
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xviii The Institutional Diagnostic Project

Nowadays, the ‘institutions matter’ slogan appears as a fundamental truth
about development, and it is indeed widely shared by the development com-
munity, including international organisations. Equally obvious to all is the
complementarity between the market and the state: the economic efficiency
expected from the former requires some intervention by the latter through
adequate policies, the provision of public services, and, more fundamentally,
institutions able to impose rules constraining the activity of various economic
actors, whether public or private. Practically, however, the institutions of
a country are the outcome of history and specific events or circumstances.
Therefore, they are not necessarily well adapted to the current economic con-
text and to the modern development challenge. This raises the issue of how
existing institutions can be reformed.

That ‘institutions matter’ has also long been evident for those academic
economists and political scientists who kept stressing that development is the
outcome of the joint and interactive evolution of the economy and its institu-
tional setup, with the latter encompassing not only state and political agencies
but also cultural and social norms. As a matter of fact, the study of the role of
institutions has a long history in the development economics literature, from
the very fathers of the discipline in the post-Second World War years and their
emphasis on development as a structural and cultural transformation, as for
instance in the writings of Peter Bauer, Albert Hirschman, Arthur Lewis, and
Hla Myint, to the New Institutional Economics as applied to development
issues, in particular the work of Douglass North, to the institutional political
economy approach put forward nowadays by social scientists such as Mushtaq
Khan, to the more formalised school of political economics pioneered by Daron
Acemoglu and James Robinson.

II HOW INSTITUTIONS MATTER IN DEVELOPMENT
POLICY TODAY: THE ROLE OF ‘GOVERNANCE’

Faced with the disappointing performances of the so-called Washington
Consensus, which governed the market-oriented SAPs put to work in develop-
ing countries at the time of the macroeconomic crisis of the early 1980s, inter-
national organisations and bilateral development agencies switched to what
was called the post-Washington consensus. This extended set of principles was
seen as a way of compensating for the neglect of institutional considerations
in the original set of policies. Market-oriented reforms had thus to be accom-
panied by other reforms, including the regulation of various sectors, making
government more efficient, and improving human capital formation. Most
importantly, however, emphasis was put on good governance as a necessary
adjuvant to market-led development, especially in its capacity to protect prop-
erty rights and guarantee contract enforcement. With time, governance then
became a key criterion among donors for allocating aid across low-income
countries and monitoring its use.
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The Institutional Diagnostic Project xix

It is fair to say that, practically, governance is defined and evaluated in a
rather ad hoc way, based on some expert opinion, firm surveys, and simple
economic parameters such as the rate of inflation or the size of budget defi-
cit. The relationship with the actual nature and quality of institutions is thus
very indirect. This still seems the case today, even though the recent World
Development Report by the World Bank, entitled ‘Governance and the Law’,"
intends to go deeper by showing how governance, or policy making in general,
including institutional reforms, depends on the functioning of institutions, the
role of stakeholders, and their relative political power. Practically, however,
there remains something rather mechanical and schematic in the way institu-
tions are represented in this report, which is actually more about effective pol-
icy making than the diagnosis of institutional weaknesses and possible avenues
for reform.

If there is no doubt that institutions matter for development, the crucial
issue is to know how they matter. After all, impressive economic development
achievements have been observed despite clear failures in particular institu-
tional areas. In other words, not all dimensions of governance may be relevant
at a given point of time in a given country. Likewise, institutional dimensions
that are not included in governance criteria may play a decisive role.

There is admittedly limited knowledge about how institutions affect devel-
opment, how they form, and how they can be reformed in specific contexts.
Despite intensive and increasing efforts over the last few decades, the challenge
remains daunting. The difficulty comes from the tight imbrication of the way
the quality of existing institutions affects the development process, including
policies, the political economy context that conditions possible institutional
reforms, and the influence that the pace and structure of development exerts,
directly or indirectly, on the dynamics of institutions.

IIT SEARCHING FOR EVIDENCE ON THE RELATIONSHIP
BETWEEN THE QUALITY OF INSTITUTIONS AND DEVELOPMENT

Three approaches have been followed to help in the identification of
development-hindering or promoting institutional features, and of their evo-
lution over time, whether autonomously or through discretionary reforms. All
three approaches have their own drawbacks.

The first approach consists of historical case studies. These are in-depth
studies of successful, or unsuccessful, development experiences, and their
causes and processes as they unfolded in the historical past or in the con-
temporary world. The formation and success of the Maghribi trading net-
works in the eleventh-century Mediterranean basin, the effects of the Glorious
Revolution in Britain, the enactment of effective land reforms in Korea and

' World Bank (2017b).
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XX The Institutional Diagnostic Project

Taiwan after the demise of Japanese colonial rule, and the implementation of
the Household Responsibility System in rural China are all examples of insti-
tutional changes that led to vigorous development, whether state-led or result-
ing from decentralised initiatives triggered by external factors. On the other
hand, violent fights for the appropriation of natural resource rents in several
post-independence African states illustrate the opposite course of blocked
development under essentially predatory states. Studying such events is of
utmost interest insofar as they highlight rather precise mechanisms suscepti-
ble of governing the transformation of institutions, often under the pressure
of economic and other circumstances, sometimes prompting and sometimes
hampering development. In their best-selling book Why Nations Fail, for
instance, Acemoglu and Robinson (2012) masterfully show the role of insti-
tutions in several historical and contemporaneous experiences of sustained
or failed development. In particular, they stress the critical role of inclusive
institutions as compared with predatory ones, and most importantly the role
of favourable political conditions in changing institutions and sparking devel-
opment. The most serious problem with this approach, however, is that the
experiences thoroughly analysed in the history-based empirical literature are
rarely transferable in time or in space and are not necessarily relevant for
developing countries today.

Under the second approach are cross-country studies pertaining to the con-
temporaneous era. They rely on indicators that describe the strength of a par-
ticular set of institutions or a specific aspect of governance in a country, for
example, the protection of property rights, nature of legal regimes, extent of
democracy, strength and type of controls on the executive, extent of corrup-
tion, and so on — the issue being whether there is a correlation between these
indicators and gross domestic product (GDP) growth or other development
outcomes. These institutional and governance indicators are generally based
on the opinion of experts in various areas evaluating, on a comparative basis,
countries on which they have specialised knowledge. They are thus based on
largely subjective grounds and lack the precision needed for statistical analysis.
If correlation with development outcomes is sometimes significant and often
fits intuition, the use that can be made of them is problematic as they essen-
tially refer, by construction, to an abstract ‘average country’ and may be of
little use when focusing on a particular country. Most importantly, they say
nothing about causality and still less about the policy instruments that could
improve institutions under consideration. Corruption is generally found to be
bad for development, but in what direction does the causality go? Is it true in
all countries and all circumstances? What about the cases where corruption
‘greases the wheels’ and reintroduces economic efficiency in the presence of
too-stringent administrative constraints? And if it is to be curbed, what kind of
reform is likely to work?

Cross-country studies are a useful approach, provided that they are con-
sidered as essentially exploratory. They need to be complemented by more
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country-specific analyses that can detect causal relationships, shed light on
dynamic processes at play in key sectors of the economy as well as on their
interactions with institutions and the political arena, and inform on potential
ways of conducting reforms.

The third approach exploits the fact that some sorts of institutional weak-
nesses or strengths are readily observable, such as the delivery of public services
such as education or health care. For instance, the absenteeism of teachers in
public schools reveals a breach of contract between civil servants and their
employers and/or a monitoring failure by supervisors. There are ways of incen-
tivising teachers so that they show up at school, and numerous experimenta-
tions, rigorously evaluated through randomised control trial (RCT) techniques
in various community settings, have successfully explored the impact of such
schemes in various countries over the last two decades or more. Identification
of similar institutional weaknesses at the micro-level and experimentation on
ways to remedy them have sprouted up in the recent past, so much so that
the field has become the dominant subject among researchers in development
economics. Inspired by the RCT methodology and its concern with causality,
a new economic approach to history has also blossomed in recent decades.
This literature exploits so-called natural experiments and intends to assess the
impact of institutional changes that exogenously emerged in particular geo-
graphic areas in the past, the outcomes of which can still be observed and
compared with otherwise similar neighbouring regions today. These outcomes
can be of an economic, social, or political nature.

A major limitation of the third approach is that it generally addresses sim-
ple cases that are suitable for experimentation. Identifying more macro-level
institutional failures and testing appropriate remedies through the RCT
method is much less easy, if not impossible. In addition, successful testing
of reforms susceptible to correcting well-identified micro-level institutional
failures does not mean that the political will exists, or an effective coalition
of interest groups can be formed, to fully correct the detected inefficiency.
Thus, in the example of teachers’ absenteeism, there is no guarantee that the
state will systematically implement the incentive scheme whose impact has
been shown to be the best way to improve school performance. The institu-
tional weakness may thus not be so much in the breach of contract between
teachers and their public employer as in the incapacity of the latter to design
and implement the right policy. As this example shows, an in-depth under-
standing of macro-political factors is needed to reach a proper assessment
of the feasibility of reforms and the conditions required for their successful
implementation.

These empirical approaches leave a gap between an essentially macro-view
of the relationship between institutions and development, whether it consists of
stylized historical facts or cross-country correlations between GDP growth and
governance or institutional indicators, on the one hand, and a micro-perspective
on institutional dysfunction (e.g. the observation of absenteeism of civil
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servants or corrupt tax inspectors) and possible remedies, on the other hand.
Also note that, in most cases, these approaches permit identification of rela-
tionships between institutional factors and development outcomes but not the
mechanisms responsible for them. In economic modelling parlance, they give
‘reduced form’ rather than ‘structural’ evidence about the institution—devel-
opment nexus. Filling this twofold gap requires a meso-approach based, as
much as possible, on structural analysis conducted at intermediate levels of
the social and economic structure of a country, including economic or social
sectors as well as key groups of actors and official decision-making or moni-
toring entities.

Awareness of these drawbacks of the standard analysis of the relationship
between institutions and development and, therefore, of the need for a more
structural, sectoral, and political economy approach to that relationship has
motivated the exploratory research undertaken within the present Institutional
Diagnostic Project.

IV INSTITUTIONAL DIAGNOSTIC AS A NEW APPROACH
TO INSTITUTIONS AND DEVELOPMENT

The Institutional Diagnostic Project research programme aims at developing
a methodology or, rather, a framework that allows the identification of major
institutional weaknesses or dysfunctions that block or slow down economic
growth and structural transformation, and/or make them non-inclusive and
non-sustainable, in a given country at a given stage of its development pro-
cess. The diagnostic is also intended to formulate a reform programme and
point to the political stakes involved in its implementation. In other words,
it should contribute simultaneously to a better understanding of the specific
relationship between institutions and development in the country under con-
sideration, to a more complete stocktaking of policies and reforms likely to
improve the development context, and to characterising the political barriers
that might obstruct these reforms. It is a country-centred approach that differs
from historical case studies in the sense that the focus is not on a particular
event, circumstance, or episode in a country but on the overall functioning of
its economy and society. It also goes beyond the mere use of governance or
institutional indicators that appear much too rough when dealing with a spe-
cific economy. On the other hand, it makes use of micro-economic evidence
on institutional weaknesses and dysfunction in a country and, when avail-
able, on whatever lessons can be learned from experimental works that may
have been conducted in the area concerned. It thus makes use of the various
methodological approaches to the study of the institution—development rela-
tionship, but goes beyond them by embedding them in essentially a structural
approach adapted to the particulars of a country.

A priori, it would seem that institutional diagnostics should resemble the
‘growth diagnostics’ approach developed by Hausmann, Rodrik, and Velasco
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around 2005 to identify the binding economic constraints to economic growth.>
The resemblance can only be semantic, however. Practically, if the objective is
similar, the difference is huge. Most fundamentally, the growth diagnostics
approach relies explicitly on a full theoretical model of economic growth based
on the accumulation of means of production and innovation in the private
sector, the availability of infrastructure, financial facilities, the control of risk
through appropriate insurance mechanisms, and the development of human
capital. Constraints in one of these dimensions should logically translate into
a high relative (so-called) shadow price paid for that resource or that facility,
that is, the actual cost paid by the user of that resource, which may differ
from its posted price. The observation of those prices should then allow the
analyst to identify the constraints most likely to be binding. No such model is
available, even implicitly, in the case of the relationship between institutions
and development: there is no shadow price easily observable for the availabil-
ity of a fair and efficient judiciary, an uncorrupted civil service, an effective
regulatory agency, or a transparent budget. Another, more heuristic, approach
needed to be developed.

In the exploratory attempt of the Institutional Diagnostic research pro-
gramme, we decided to avoid designing a diagnostic framework a priori, testing
it through application to various countries, and then revising it progressively
in light of accumulated experience. Instead, our preference is a more inductive
approach consisting of exploring the relationship between existing institutions
and the development process in a limited number of countries. On the basis of
these in-depth country case studies, the idea is to draw the contours of an insti-
tutional diagnostic framework destined to be applied to other countries. The
purpose of this framework is to identify pivotal and dysfunctional institutions,
understand the causes of the dysfunction, and suggest feasible ways of correct-
ing them in the particular social and political context of a country. In short, the
elaboration of the diagnostic methodology has proceeded quasi-heuristically,
from a few exploratory yet detailed attempts to understand the role and the
dynamic of major institutions in a country, as well as their interactions with the
local environment, including the society, the polity, and the geography.

A requirement of the UK Department for International Development, now
the Foreign and Commonwealth Development Office, that funded this research
project was to focus on low-income and lower middle-income countries.
Accordingly, and in view of available resources, the following four countries
were selected: Bangladesh, Benin, Mozambique, and Tanzania. The rationale
for this choice will be provided in the individual case studies. At this stage, it
will be sufficient to emphasise that, taken together, these four countries exhibit
the diversity that is needed in such an exploratory exercise, diversity being
understood in terms of geography, population size, economic endowments,
historical and cultural legacy, or development strategy. Despite that diversity,

* Hausmann et al. (2005).
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however, the fact that they often face similar economic and institutional chal-
lenges in their development suggests there may be common lessons to be drawn
from the in-depth study of these challenges.

V STRUCTURE OF CASE STUDIES

Before presenting the structure of the case studies, it is worth defining more pre-
cisely what is meant by ‘institutions’. In the present research programme, we use
a definition derived from North (1990) and proposed by Baland et al. (2020,
p. 3) in the recently published Handbook of Institutions and Development:

[Institutions are defined] as rules, procedures or other human devices that constrain
individual behaviour, either explicitly or implicitly, with a view to making individ-
ual expectations about others’ behaviour converge and allowing individual actions to
become coordinated.

According to this definition, laws and all that they stipulate are institutions, inso-
far as they are commonly obeyed. Even though often appearing under the label of
governance, democratic elections, the control of the executive, and the functioning
of public agencies are institutions too. But this is also the case for customary law,
even unwritten, and common cultural habits. Institutional failures correspond to
situations where a law or a rule is inoperant and contraveners are not punished.
Actually, this situation may concern large groups of people such as when, for
instance, several laws coexist, or a law cannot be enforced on the whole popula-
tion for lack of resources. The formal production relationship between employers
and employees or between firm managers and the state through tax laws are
institutions that govern modern companies in developing countries, but the exis-
tence of informal production sectors results from the inability of the state to have
labour and tax laws enforced throughout the whole production fabric, especially
among micro- and small enterprises. Yet implicit rules govern the relationship
between informal managers, their clients, and people who work for them. As
such, production informality may thus be considered as an institution in itself,
which coexists with formal labour laws. The concept of institution also applies
to laws and customs that rule social and family life. Here, too, informal insti-
tutions such as religion and tribal tradition dictate behavioural rules that differ
from secular laws, for instance in areas such as marriage, divorce, or inheritance.
However, note that, because the focus is on economic development, most insti-
tutions and institutional weaknesses considered in the Institutional Diagnostic
Project generally refer to those likely to have a significant impact on the economy.

Equipped with this definition, the in-depth study of the relationship between
institutions and development in a country and the identification of institutional
impediments to long-term inclusive and sustainable development will proceed
in three steps. The first one is mechanical. It consists of reviewing the economic,
social, and political development of a country, surveying the existing litera-
ture, and querying various types of decision makers, top policymakers, and
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experts about their views on the functioning of institutions in their country.
The latter can be done through questionnaire surveys or through focused quali-
tative interviews. Based on this material, some binding institutional weaknesses
around economic development may be identified and hypotheses elaborated
regarding their economic consequences and, most importantly, their causes.

This direct but preliminary approach to the institutional diagnostic of a par-
ticular country is also expected to point to several thematic areas where critical
institutions seem to be at play. Depending on the country considered, some
of the areas obviously deserving scrutiny could be the following: modalities
of state functioning, that is, the bureaucracy and the delivery of basic public
goods such as education; tax collection; economic regulation and the relation-
ship between private business and political power; land allocation system and
property rights; or decentralization.

The second step consists of a thorough analysis of these critical areas in
order to precisely determine the modus operandi of relevant institutions and
the sources of their inefficiencies, ways of remedying the situation, and the
most important challenges posed by the required reforms. Are the observed
institutional inefficiencies caused by a lack of competent civil servants, their
tendency to shirk or get involved in corrupt deals, the excessively intricate
nature of the law or administrative rules or their undue multiplication and
mutual inconsistency, or bad organization? Moreover, why is it that reforms
that seem adequate to correct major institutional inefficiencies have not been
undertaken, and why have important reforms voted for in parliament not been
effectively implemented? Who would be the gainers and the losers of particular
reforms and, therefore, who is likely to promote or oppose them?

Based on these detailed analyses of key thematic areas, the third step of the case
studies, and the most challenging task, is to synthesise what has been learned into
an articulated view of the main institutional problems hindering progress in var-
ious areas, their negative consequences for development, and, most importantly,
their causes, proximate or more distant, as well as their susceptibility to reforms.
This is the essence of the diagnostic that each case study is expected to deliver.

It bears emphasis that this exercise is a diagnostic, not a reform, agenda.
Because there are gainers and losers from most reforms, political and economic
circumstances will determine whether they can be undertaken or not. This
needs to be thoroughly discussed, but it must be clear that no firm conclusion
about the political feasibility can be reached without a precise evaluation of the
distribution of political power in the society, something that goes beyond the
contemplated diagnostic. From the strict standpoint of the diagnosis, however,
its critical contribution is to expose the nature of the institutional dysfunction
and highlight possible reforms as well as the stakes involved. In other words,
the diagnostic must eventually make all key actors aware of the implications of
the needed reforms, and of the expected collective gains and the possible losses
they would entail for some groups in the population or some categories of key
economic and political actors.
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Preface to the Tanzania Study

Frangois Bourguignon and Samuel Mwita Wangwe

Why was Tanzania chosen as a case study of the relationship between the
quality of institutions and development, and why is it a good candidate for
diagnosing institutional obstacles to development? First, because it is a peace-
ful country with a stable political regime and very limited ethnic rivalry in a
sub-Saharan African context. In that way, it was thought to be easier to relate
development issues to the functioning of institutions without interference from
latent conflicts of a purely political nature. Second, this is an economy that has
gone through major institutional reforms. It attracted world interest in the late
1960s and was exemplified as an ambitious attempt at socialist development
under the direction of the founder of the nation, Julius Nyerere. In the midst of
the global crisis of the early 1980s, and possibly the relative failure of the pre-
vious model, it then went through a drastic transition to a full market economy
under the firm guidance of international financial institutions. It is thus inter-
esting to check whether there are still some remnants of that difficult transition
in today’s economic institutional framework and their implications. Third,
it had been a fairly fast-growing economy between the early 2000s and the
COVID crisis, and some observers feel growth could accelerate further in the
future. On that ground, it is likely that institutions are stabilising themselves,
making them easier to observe and analyse. Finally, Tanzania is a country that
has been studied by various eminent scholars in economics and political sci-
ence, so it is possible to rely on solid expertise in many areas.

Overall, there is a lack of clarity about what Tanzania’s development path
should be. GDP growth has been satisfactory at 3.4 per cent per capita since
the turn of the millennium, in part because of high world prices of commod-
ities until the mid-2010s. Yet growth is presently slowing down, whereas the
sectoral structure of the economy is increasingly moving towards non-traded
goods, generally not a powerful growth engine, rather than manufacturing or
agro-industry.

XxXVil
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The uncertainty surrounding the choice of a development path and the rea-
son Tanzania has not yet succeeded in truly ‘taking off’ may be related to several
institutional challenges scrutinised in this volume. Among them, the complex
and volatile relationship between the state and big business, including foreign
companies, plays a dominant role. Big business enjoys considerable economic
leverage with the government, directly through its weight in employment and
major contribution to GDP growth, and indirectly through its influence on
some members of the dominant political party. Its objectives are not necessarily
aligned with those of the government and the community, though. Combined
with the lack of regulatory power of the government, weak state capacity, and
generalised corruption, such a situation considerably weakens the capacity of
successive governments to impose and implement effective development strate-
gies. Another major institutional constraint on development lies in the extraor-
dinarily complex and rent-generating land management system that prevents
the exploitation of particularly favourable agro-industrial opportunities.

Unlocking constraints for sustained faster economic development in
Tanzania requires institutional reforms in several areas, the feasibility of which
may depend on changes in the political and political economy contexts that are
discussed at the end of the volume.

Before getting to the crux of the matter, however, an important warning is
necessary about the period covered by this diagnostic.

The Tanzania case study was launched in the last quarter of 2016. Opinion
and expert surveys were run in January and February 2017, and a workshop
on the first draft of the whole case study took place in Arusha in January 2018.
Finally, a complete first version of this volume was posted on the Economic
Development and Institutions website in September 2019. At the time of pub-
lication, the three-year delay since raises a difficulty.

The problem is that most of the initial analysis was conducted at a time
when the administration of John Pombe Magufuli, who came to power practi-
cally at the beginning of 2016, had less than two years of experience. The insti-
tutional and economic changes intended by the new president, and particularly
their sustainability over time, were, in those days, far from clear in the opinion
of the public, analysts, and key decision makers. Moreover, data that would
have permitted evaluation of the first reforms and current policy making of the
new administration were simply missing.

At the time of final publication, considerably more information is available
about the first term of the Magufuli administration — the second term was
aborted by the death of the president in March 2021. A choice thus emerged
about whether some substantial rewriting should be undertaken to make sure
that the diagnostic would incorporate the experience of Tanzania during the
Magufuli years, or whether things should be left unchanged with possibly an
afterword that would simply address those elements of the diagnostic that
would need to be modified or nuanced in view of the information available
since the end of the study.
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As it would be extremely onerous to ask all the authors and discussants
to revise their contributions, we opted for mostly the second solution, except
for some updating that was felt to be necessary in some chapters authored
by the two editors of this volume. Other chapters have been left virtually
unchanged. This also holds for the final chapter on the institutional diagnostic.
However, an afterword now explicitly deals with the lessons to be drawn from
the Magufuli administration and, especially, whether they confirm the existing
diagnostic or lead us to amend it in a few directions.

https://doi.org/10.1017/9781009285803 Published online by Cambridge University Press


https://doi.org/10.1017/9781009285803

https://doi.org/10.1017/9781009285803 Published online by Cambridge University Press


https://doi.org/10.1017/9781009285803

Acknowledgements

Many people helped us in completing this institutional diagnostic of Tanzania
by giving us advice on how to proceed, hints on some key issues, and com-
ments on various drafts of the study. However, two of them deserve special
mention both because of their contribution and their unexpected deaths during
the COVID-19 pandemic.

First, we would like to pay tribute to Benno Ndulu, former governor of the
Bank of Tanzania and member of the scientific committee of the Economic
Development and Institutions (EDI) research programme, who suggested that
Tanzania could be the pilot study of the Institutional Diagnostic Project. He
accompanied us throughout the whole study with his support, advice, and
comments. Benno was a major figure among African economists. He was also
a dear friend of the two editors of this volume. We are sorry he is not with us
at the time this volume is published.

Second, we would like to honour the memory of Servacius Likwelile, former
finance permanent secretary, who was also an early supporter of the Tanzania
Institutional Diagnostic and co-authored one of the chapters. It was a continu-
ous pleasure to work with him, and we are sad he will not be with us to share
the satisfaction of the final publication.

We next need to acknowledge the precious help the editors and authors
of this study received from many friends and colleagues. First, we would
like to thank Katie Mclntosh, who was the representative of Oxford Policy
Management (OPM) in Dar es Salaam at the time this study was started
and followed it on behalf of OPM from the beginning to the very end, not
only making sure that drafts were handed over in time and organising meet-
ings, workshops, and seminars, but also reading the various chapters and
making judicious comments on them. This study would not have been com-
pleted without Katie’s professionalism, devotion, and friendliness. Thanks
again, Katie.

XXXI1

https://doi.org/10.1017/9781009285803 Published online by Cambridge University Press


https://doi.org/10.1017/9781009285803

xXxxil Acknowledgements

Another special debt has to be addressed to Honourable Judge Joseph
Warioba, former prime minister and vice president, whose guardianship of
and advisory role on this work ensured it was of high quality, informed by a
diverse set of viewpoints, and situated in the reality of the Tanzanian context.

The members of the Scientific Committee of EDI’s institutional diagnostic
research activity, the late Benno Ndulu, Louis Kasekende, Lemma Senbet,
Célestin Monga, Romain Houssa, Ravi Kanbur, and Umar Salam, as well as
EDD’s co-research director Jean-Philippe Plateau, must also be acknowledged
for the crucial role they played in critically challenging the process and con-
clusions of the study, pushing authors to produce meaningful, high-quality
research.

We must also acknowledge the EDI team members who contributed valu-
able insights and a management function to the process, including Mark
Henstridge, Yasmina Yusuf, Benjamin Klooss, Vinayak Uppal, Stevan Lee,
Rachel Smith- Phiri, Umar Salaam, Tatiana Goetghebuer, and Ombeline de
Bock. We would specifically like to acknowledge Kaley Milao for her coordi-
nation support to the team of authors and organisation of key events, includ-
ing the Arusha workshop in January 2018.

Policy Research for Development, and specifically Cornel Jahari and Abel
Kinyondo, must also receive a very special acknowledgement for partnering
with the EDI programme on the implementation and analysis of the Country
Institutional Survey, which is featured in Chapter 2.

There remain a few individuals whom we must single out for their con-
tributions to the thinking and analysis underlying the Tanzania Institutional
Diagnostic. We would like to acknowledge Godson Nyange for his support in
facilitating key meetings and providing valuable advice and reflection through-
out the study. Josaphat Kweka and Donath Olomi must be acknowledged for
providing valuable reflections on the design and analysis of the survey, as well
as Tausi Kida and Moses Kusiluka for their contributions to the Arusha work-
shop discussions in January 2018. We are also grateful to Andrew Coulson,
the author of several books on the political economy of Tanzania, for insight-
ful comments on a former version of this study.

We are extremely grateful to all those who met us along the Tanzania
Institutional Diagnostics journey to provide their reflections and challenge us
to consider a variety of issues. We would like to express a special thank you
to former presidents Benjamin Mkapa and Jakaya Kikwete for their insightful
reflections on Tanzania’s development, particularly during their years in the
presidency. We are grateful to past and present government officials who made
time to speak with us, including Philip Mpango, Servacius Likwelile, Omari
Issa, Neema Nduguru, Alphayo Kidata, Lordship Othman Chande, Mussa
Juma Assad, Valentino Longino Mlowola, Adolf Mkenda, Wilfred Mbowe,
Felix Ngamlagosi, Godfrey Chibulunie, Msafiri Mtepa, Mathias Kabunduguru,
Maduka Kessy, Matern Lumbanga, Stephen Wasira, and Pius Msekwa. We
acknowledge Zitto Kabwe and Ibrahim Lipumba for their comments.

https://doi.org/10.1017/9781009285803 Published online by Cambridge University Press


https://doi.org/10.1017/9781009285803

Acknowledgements xXxxiii

We thank members of the private sector who contributed to a diversity
of viewpoints, including Leodegar Chilla Tenga, Ali Mufuruki, Mohammed
Dewji, Shabir Abji, John Wanyancha, and Patrick Rutabanzibwa.

We are grateful to a large group of researchers, academics, and others
whose critical challenge function must be acknowledged. This includes Donald
Mmari, Kasim Kulindwa, Vincent Leyaro, Jehovaness Aikaeli, Joseph Semboja,
Dennis Rweyemamu, Issa Shivji, Ringo Tenga, Alphonce Tiba, Remidius
Ruhinduka, Brian Cooksey, Aidan Eyakuze, Kees de Graaf, Risha Chande,
Alex Makulillo, Richard Sambaiga, Bruce Heilman, William John, Bashiru
Ally, Wilfred Kahumua, Stephen Kiraura, and Onejumo Selijio.

Finally, we must acknowledge the representatives from international organ-
isations and donors in Tanzania who provided useful insights along the way,
including Bella Bird, Yutaka Yoshino, Denis Biseko, Vel Gnanendran, Thomas
Allan, Jean-Paul Fanning, Nick Lea, John Wearing, Francis Samba, Thomas
Baunsgaard, and Virginie Ruyt.

This project was funded with aid from the UK government.

https://doi.org/10.1017/9781009285803 Published online by Cambridge University Press


https://doi.org/10.1017/9781009285803

https://doi.org/10.1017/9781009285803 Published online by Cambridge University Press


https://doi.org/10.1017/9781009285803

Abbreviations

ARIMO
ARITA
ASDP
ASDS
BEST
BOOT
BRN
CCM
CCRO
CEPII
CIS
CMI
COMESA
CPI
CRO
CSRP
CUF
CVL
DARESCO
DED
DLHT
DRC
EAC
EDI
EPA
EPP
EPZ
EPZA

Ardhi Institute Morogoro

Ardhi Institute Tabora

Agricultural Sector Development Programme
Agricultural Sector Development Strategy
Business Environment Strengthening

Build, Own, Operate, and Transfer

Big Results Now

Chama Cha Mapinduzi

Certificates of Customary Rights of Occupancy
Centre for Prospective Studies and International Information
Country Institutional Survey

Chr. Michelsen Institute

Common Market for the Eastern and Southern Africa
Consumer Price Index

Customary Right of Occupancy

Civil Service Reform Programme

Civic United Front

Certificate of Village Land

District Electric Supply Company

District Executive Director

District Land and Housing Tribunal
Democratic Republic of Congo

East Africa Community

Economic Development and Institutions
External Payments Arrears

Emergency Power Producer

Export Processing Zone

Export Processing Zones Authority

XXXV

https://doi.org/10.1017/9781009285803 Published online by Cambridge University Press


https://doi.org/10.1017/9781009285803

XXXVi List of Abbreviations

ERP Economic Recovery Programme

ESAF Enhanced Structural Adjustment Facility Programme

ESDP Education Sector Development Programme

ESIRSR Electricity Supply Industry Reform Strategy and Roadmap

ESRF Economic and Social Research Foundation

EWURA Energy and Water Utilities Regulatory Authority

FCDO Foreign and Commonwealth Development Office

FDI Foreign Direct Investment

GDP Gross Domestic Product

GRO Granted Right of Occupancy

HBS Household Budget Survey

HRD Human Rights Defender

HSRP Health Sector Reform Programme

ICT Information and Communications Technology

IDA International Development Association

ILFS Integrated Labour Force Survey

ILO International Labour Organization

IMF International Monetary Fund

IPD Institutional Profile Database

IPP Independent Power Producer

IPTL Independent Power Tanzania Ltd

IWGIA International Work Group for Indigenous Affairs

JICA Japan International Cooperation Agency

kWh kiloWatt hour

LGA Local Government Authorities

LGAF Land Governance Assessment Framework

LGRP Local Government Reform Programme

LNG Liquefied Natural Gas

LSRP Legal Sector Reform Programme

M&E Monitoring and Evaluation

MEM Ministry of Energy and Minerals

MITI Ministry of International Trade and Industry

Mha Million hectares

MLHHSD  Minister of Lands, Housing and Human Settlements
Development

MTEF Medium-Term Economic Framework

MW MegaWatts

MWI Ministry of Water and Irrigation

NACSAP National Anti-Corruption and Action Plan

NAFCO National Agricultural Food Corporation

NBS National Bureau of Statistics

NDC National Development Corporation

NEC National Executive Committee

NESP National Economic Survival Programme
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PART I

THE POLITICAL, ECONOMIC, AND
INSTITUTIONAL FEATURES OF
TANZANIA’S DEVELOPMENT

his first part of the volume reviews the economic, social, political, and

institutional development of Tanzania. The first chapter focuses on
the political history of the country since independence, whereas the second
evaluates its economic development achievements and, most importantly, the
challenges ahead. The third chapter focuses on the possible obstacles to devel-
opment arising from weak or failing institutions, as perceived by various types
of decision-makers, top policymakers, and experts.
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Tanzania in a Geographic, Demographic,
and Historical Perspective

Frangois Bourguignon and Samuel Mwita Wangwe

Embarking on a study of a country’s economic development requires having
clearly in mind its main geographic and cultural aspects as well as a precise
vision of its history and the main features of its current political context. Such
is the objective of this first chapter.

I THE NATURAL AND HUMAN CONTEXT OF DEVELOPMENT
IN TANZANIA

With almost a million square kilometres, Tanzania is by far the biggest country
in East Africa and even in Southern Africa, excluding South Africa. It borders
the Indian Ocean over 1,400 kilometres and extends some 750 kilometres west
inland at its larger width. It shares borders with eight countries: Kenya and
Uganda to the north; Rwanda, Burundi, and Zaire to the west; and Zambia,
Malawi, and Mozambique to the south. Today’s United Republic of Tanzania
also includes several islands off its Indian Ocean shore, including the island of
Zanzibar.

Just a few degrees below the equator, Tanzania’s climate is essentially trop-
ical, although it is temperate in the highlands. Much of the country outside the
coastal area is above 9oo metres. It consists of extensive rolling plains inter-
rupted by the Great Rift Valley, which cuts the east of the African continent
from north to south. The Rift crosses the western part of Tanzania, where it is
interspersed by Africa’s three great lakes: Victoria, Tanganyika, and Malawi
(or Nyasa), whose shores are shared with neighbouring countries. The country
offers a wide variety of landscapes: from coastal swamps to rain forests, and
from savannahs to plateaus and mountains. Four major ecological regions are
usually distinguished because of highly differentiated climates. The mountain
lands in the north and south-west receive generous amounts of rain, and the
same is true of the lakeshore regions, especially Lake Victoria’s; high plateaus
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that fill the centre of the country are semi-arid, whereas the coastal area is both
hot and humid.

Overall, however, the country enjoys high agricultural potential, which pres-
ently is under-exploited. It is estimated that land suitable for cultivation amounts
to 44 Mha, of which only 30 per cent is presently cultivated, most often under
harsh conditions, and is rainfed with irregular precipitations and using tradi-
tional techniques. Numerous rivers and lakes represent a huge potential for irri-
gated agriculture, however. As much as 7 Mha are considered to have medium or
high irrigation potential, out of which only 5 Mha are actually under irrigation.

Tanzania’s subsoil is rich in minerals and fuel resources. Minerals include
gold, iron ore, nickel, and uranium, whereas fuels include coal and natural gas,
mostly offshore. Gemstones are another important resource, most notable dia-
monds and a local stone called tanzanite. Altogether, mineral and fuel exports
represent 45 per cent of exports.

The beauty of its mountainous, sea, and savannah landscapes along with
its world-famous reserves of wild animals is another of Tanzania’s resources.
Year-round, tourists flock to the numerous reserve game parks at the foot of
Mount Kilimanjaro and to the resorts on the Indian Ocean coast in Zanzibar
and neighbouring islands. Tourism revenues represent more than 25 per cent
of exports of goods and services, even though they contracted sharply in 2020
owing to the COVID-19 pandemic.

Moving on to population characteristics, Tanzania shelters some 6o million
people. Given its size, however, it is relatively sparsely populated. Its popula-
tion density is the lowest in East Africa. However, as in most African coun-
tries, its population grows very quickly, presently at an annual rate of around
2.8 per cent, and density increases at the same pace. It more than doubled over
the last twenty-five years. Even though urbanisation progressed during that
period, it had only a small impact on the rise in population density in rural
areas. This densification of the country would look even more impressive if
the comparison were to be made with that seen in the mid-twentieth century
at the time of independence. Population density then was only eleven inhab-
itants per square kilometre, a figure that is found today in desertic countries
such as Libya, Mauritania, and Australia. In the opposite direction, the pres-
ent size of the population and its rate of growth is sometimes worrying when
one thinks about the future. By 2040, the Tanzanian population will reach
more than 1oo million, which may raise serious issues of employment, indi-
vidual livelihood, and pressure on the provision of public goods and services.

This low population density is a reminder of the conditions of the early
peopling of the geographical area that became Tanzania and the human land-
scape found by the colonisers in the late nineteenth century that then shaped
the context of early development after independence. It can be summarised in
two words: ethnic diversity.

It is estimated that there were 120 different ethnic groups in Tanzania,
most with their own language, customs, and political systems, and kingdoms
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or chieftaincies at the time of independence. This state of affairs raises two
important issues: (1) Why did no single groups or coalitions impose or at least
repeatedly try to impose its rule over the others, as was seen in various other
instances in Africa, in particular among neighbouring countries such as Kenya
or Uganda? (2) To what extent was this conspicuous ethnic diversity a decisive
factor in the development path that Tanzania followed after independence and
is still following today?

There may not be a decisive answer to these questions. But it is tempting to
imagine that the extension of the area that would later become Tanzania and
the diversity of its habitats are the cause of the relative fragmentation of ethnic
groups since the early days of the peopling of the country. In his chapter on the
history of Tanzania, J. Sutton insists that until the fifteenth century, the peo-
pling of Tanzania by successive arrivals of new tribes proceeded more by assim-
ilation than by the conquest, extinction, and acculturation of existing tribal
groups by others." Even though conflicts and struggles erupted afterwards, with
some groups trying to appropriate the land of others, as explained by Kimambo
in another chapter of the same volume,* no big kingdom was ever formed that
would be able to conquer a significant portion of the territory. Also, it took a
long time before tight links were established between the coastal area and the
interior of the country, and they were more commercial — in particular, through
caravan trade — than bellicose. Today, the largest ethnic group, the Sukuma,
represents only 13 per cent of the population, whereas the second largest group,
the Nyamwezi, is four times smaller. This contrasts with other East African
countries, where the largest groups are of comparable size or where there are
essentially two groups of unequal size that are strongly rivalrous.

The lack of rivalry among ethnic groups and the rather common front
opposed to the German colonisers at the time of the Maji-Maji uprising
(1905-1907), which some consider to be a founding event of the Tanzanian
nation, explain the lack of a strong power struggle at the time of independence,
which was doubtlessly gave Tanzania a decisive advantage over other
countries where internal fights for the control of power have wasted time
and resources that could be put towards development. It is also argued that
Swahili developed rather early as a kind of lingua franca for communication
among groups and played the role of a unifying factor.

Another kind of human differentiation with some importance in Tanzania’s
history is the racial discrimination explicitly introduced by the colonial powers
on the basis of the origin of the population. Strong differences were thus made
between Europeans, Arabs, Asians, and Africans. Even though Africans were
over-dominant from a demographic point of view, economic power was in the
hands of the others. Europeans lost importance when most left the country
at independence. But Arabs and Asians, mostly Indians, remained powerful.

' See Sutton (1969).
* See also Kimambo et al. (2017).
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The former owed their economic power to the conquest of Zanzibar by the
Oman Sultanate in the late seventeenth century and the Arab domination
over trade along the East African coast and between the coast and the inte-
rior. Even though they were a tiny minority, they were able to maintain their
influence throughout the colonial period and after Zanzibar united with the
mainland after independence. Indian merchants had always been part of the
trading network along the African shores of the Indian Ocean. Some Indians
were also hired as civil servants by the Oman Sultanate in Zanzibar. In colo-
nial times, a sizeable number were brought in by the British to build rail-
roads in the region. Many of them decided to stay. As they could not access
land cultivated by Africans, they specialised in retail and wholesale trade
in the interior of the country and later in light manufacturing. Both groups
failed to integrate with the African population. They remain small minorities
today, but their early business specialisation in the pre-colonial and colonial
economy gave them an economic power that was not in proportion to their
demographic weight. Their social distance from Tanzanian Africans is still
quite detectable.

A last source of human differentiation to be stressed concerns religion.
Christianity was introduced in the sixteenth and seventeenth centuries in the
coastal area and progressively spread to the interior of the country through
numerous missions. Today some 6o per cent of the population is Christian,
half of it Roman Catholic and the other protestants of various denominations.
Being 30 per cent of the population, Muslims are far from being a minority.
They are mostly Sunni, but Shia are also present. Given the strong histori-
cal influence of Arabs in Zanzibar and along the coast, Muslims tend to be
concentrated in those areas. A rather tiny minority of Tanzanians are ani-
mists or without religion. Traditionally, religion was not a source of friction
in Tanzanian society. On the contrary, tolerance on both the Christian and the
Muslim sides has been the norm. Lately, however, following the rise in Islamist
activism in the world, some tension has occasionally appeared.

Such is, in a few words, the natural and human context in which Tanzania’s
history unfolded throughout colonial times and after independence, and which
has influenced and continues to influence its economic development today.

II A SHORT ACCOUNT OF THE POLITICAL HISTORY
OF TANZANIA

Two features are apparent in the short history of Tanzania since indepen-
dence.? The first is the extent to which it is intertwined with the economy.
The course followed by Tanzania was strongly influenced by economic

3 This short historical account relies heavily on several key references, in particular, Edwards
(2012, 2014); Coulson (2013); Lofchie (2014); Ndulu and Mwase (2017); and Shivji (2021) for

the fifth phase.
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events, most noticeably the serious balance of payment crisis of the early
1980s, but the country’s course also had a huge impact on the economy
itself, in particular the early choice of a socialist development strategy. The
second feature is its clear periodicity. Unlike many African countries, poli-
tics in Tanzania have been fairly peaceful and respectful of the constitution.
History since independence divides itself logically into four periods, each
corresponding to a different personality in the presidential seat — hence the
organisation of the brief summary that follows, after a short reminder of the
colonisation period.

The African Association, which became the Tanganyika African Association
(TAA) after splitting from Zanzibar, initially had weak political ambi-
tion. Yet a land dispute between settlers and natives in two Meru villages in
the 1950s led the local TAA secretary, Kyrilo Japhet, to launch a vigorous
anti-government campaign and to seek support from the Trusteeship Council,
which was responsible for the supervision of territories under mandate in the
United Nations. This triggered the politicising of the TAA.

Julius Nyerere, who had studied in the United Kingdom and was one of
the early Africans in Tanganyika to get a university degree, accelerated this
process when he became the president of TAA in 1953. He transformed it
into a real political party with local bases throughout the territory and links
with trade unions, cooperative societies, and tribal unions. The explicit goal
of this newly labelled Tanganyika African National Union (TANU) was
independence.

A Independence

Independence was obtained in a peaceful way after TANU won practically all
the seats of the Legislative Council that were open to election in 1958, and
then again when all the seats in the Council were open to election in 1960. The
British colonial secretary then acceded to African demand for a ‘responsible
government’. One year later, independence was declared, with TANU as the
party of government and Nyerere as prime minister.

Three years later, the new Republic of Tanganyika united with Zanzibar,
where a violent revolution against the Arab minority that was ruling the
islands had just brought to power an African-dominated party. Together the
two countries formed the United Republic of Tanzania, with Julius Nyerere as
president and Abeid Amani Karume from Zanzibar as vice-president. Tanzania
is one state and a sovereign united republic. Nevertheless, the new country was
a union, with two governments, the Union Government (United Republic of
Tanzania) and the Revolutionary Government of Zanzibar as an autonomous
government. The size imbalance between the two members of the union was
the main reason for this structure of governance. The population of Zanzibar
never represented more than 3 per cent of the whole population of the united
republic.
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B Forging a Nation: The Nyerere Socialist Era

Although Nyerere had been at the helm since 19671, it was not until 1967 that
his strategy for the development of Tanzania was made explicit. A first five-
year development plan with emphasis on private sector development, poverty
reduction, and agricultural development proved disappointing. The resulting
frustration, as well as the views about development that Nyerere developed
during the time TANU was preparing for independence and that he shared
with some other African leaders, led him to elaborate a new strategy. It was
very much inspired by the experiences of socialist countries such as the Soviet
Union and China, which were to be adapted to fit the African context. The
full strategy was exposed in the Arusha Declaration, which is still very vividly
recalled today not so much because of its economic aspects but because it was
in some sense foundational for Tanzania as an independent nation.*

The Arusha Declaration announced a socialist-oriented development
programme adapted to the African context under the label of ‘Ujamaa’, or
‘family-hood’, in Swahili. It comprised three dominant strategies: first, empha-
sising the agricultural sector and the urgent need to improve its productivity,
most importantly through regrouping dispersed subsistence farms; second,
ensuring state control of the means of production and exchange, and thus
nationalisation of part of the non-agricultural sector; and third, addressing
social demands in terms of education, health, equality, and participation in
public decision making.

The implementation of the programme sketched in the Arusha Declaration
was quick in terms of nationalisation of banks, import—export companies, and
several major industries. It was slower in agriculture, where the gains in pro-
ductivity as well as generalised access to social services, including education
and health, were supposed to go through ‘villagisation’ and, in part, collective
farming. The Ujamaa villages undoubtedly represented the most original part
of the whole development strategy put forward by the Nyerere government.
Yet some resistance grew against the villagisation process in various parts of
the country, and in several cases it became necessary to move people by force.

The results of the strategy spelled out in the Arusha Declaration were far
from spectacular. In a rather candid evaluation ten years later, Nyerere himself
gave a lukewarm account of it, acknowledging that growth had slowed since
the new development strategy had been put in place, and results in the agricul-
tural sector were particularly disappointing (Nyerere, 1977).

Nationalisations did not hold on to the Arusha promises. In fact, they led
to disastrous results a few years later, very much because of mismanagement
by bureaucrats, interference from politicians, weaknesses in technology man-
agement, slow human resource development, limited commercialisation, and
corruption at the head of nationalised companies. Even the most obvious

4 See Nyerere (1967), United Republic of Tanzania (1967).
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economic strengths of Tanzania, like sisal exports, progressively weakened, a
drop that was aggravated by falling world prices and that led the economy to
the edge of bankruptcy.

Results were especially bad in the agricultural sector. The villagisation pro-
gramme seems to have badly disrupted production processes. The outcome of
villagisation as a basis for harnessing economies of scale proved disappointing,
as collective farms were not as productive as envisaged — for example, produc-
tivity on farms under the villagisation programme was lower than that seen
on private peasant farms in the 1970s.’ If overall productivity gains had been
obtained in the extensive cultivation of some export cash crops such as tea and
tobacco, this had been at the expense of food crops. In a few years, Tanzania
had gone from being a net exporter to a net importer of food, the progress in
export crops being insufficient to cover the cost of imports. Without the aid
of the World Bank and the International Monetary Fund (IMF), the country
would have been bankrupt and doomed to famine. While some scholars such
as Edwards (2014) interpret this failure as the result of Nyerere’s socialist pol-
icies, other scholars argue that it does not necessarily reflect the failure of this
strategy but rather the failure to involve people in the whole Ujamaa initia-
tive.® Key social groups such as mass organisations had either been weakened
or co-opted into the single party system or into the ruling bureaucracy and
were not truly representing and acting for the people.”

After slowing down, gross domestic product (GDP) per capita started to fall
after 1976, at the same time as severe balance of payment problems developed.
Nyerere refused the conditions imposed by international financial institutions
for helping the country out of its foreign payment difficulties. A National
Economic Survival Programme (NESP) and then a home-grown Structural
Adjustment Programme (SAP) were launched in the early 1980s. However,
they came too late and failed to get the economy out of the crisis. After hav-
ing expelled an IMF mission in 1981, Nyerere was finally forced to accept a
stand-by agreement with that institution in 1985. This agreement was a pre-
liminary step towards an SAP to be signed with the World Bank, the aim of
which was to move the economy back to a market-led economic system and,
as a matter of fact, to undo much of Nyerere’s effort to build a socialist econ-
omy. He left power in 19835, leaving to his successor the task of managing this
change in economic regime.

If the economic achievements of the Nyerere era were disappointing,
the same cannot be said of the non-economic sphere. A key success, and a
consequence of the villagisation process, has been to promote participation

5 See Collier and Wangwe (1986).

¢ See Nyerere (1968), United Republic of Tanzania (2017a, pp. 54-6).

7 For instance, the state machinery made the decision to ban the Ruvuma Development Associa-
tion, which is regarded by some scholars as having been a genuine socialist organisation emulat-
ing members’ participation in its development affairs — see Ibbott (2014).
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in development activities and decision making. The nation-building project
Nyerere embarked on — which included disbanding chiefdoms and promoting
the Swahili language — brought national unity and cohesion. This was rein-
forced by investments in education, the schooling system, literacy, and health
programmes. In comparison with many other African countries, Tanzania is
exceptional in the political stability it has shown since independence, under the
influence of Nyerere’s probity and respect of constitutional rules. Both legacies
are closely linked, for political stability would have been difficult to achieve in
the presence of tribal rivalry.

Another aspect of Nyerere’s actions that made him a major political figure
in Africa was his pan-Africanism and his view that African states were most
often too small to develop in an autonomous way. Here, too, however, he was
unsuccessful, at the level of both the continent and the region. As far as the
latter is concerned, he was a strong promoter of the East Africa Community
(EAC) that would federate Kenya, Tanzania, and Uganda. Yet, after some
years, Western-oriented Kenya’s leadership sought to isolate itself from the
socialist regime in Tanzania, whereas Uganda, under Amin Dada, aggressively
invaded the northern region of Tanzania in 1978. Nyerere chased the invaders
and then entered Uganda, where he was able to oust Amin Dada after a long
war, the cost of which was sizeable for Tanzania and was aggravated by the
consequences of the breakup of the East African Community. Rising oil prices
also contributed to an economic situation that was already difficult. These cir-
cumstances ultimately led to the end of Tanzania’s socialist era.

C The Difficult Transition to the Market: 1980-1995
(Nyerere-Mwinyi)

Ali Hassan Mwinyi, who was the vice-president of Tanzania and also the pres-
ident of Zanzibar, was elected president in 1985 with the explicit support of
Nyerere, who was still in control of the Chama Cha Mapinduzi (CCM) party
that was borne from the merger of TANU of Tanzania Mainland and Afro
Shirazi Party of Zanzibar in 1977 and that is constitutionally the single polit-
ical party in Tanzania. His objective was quite explicitly to re-establish the
primacy of market mechanisms and to put the Tanzanian economy back on a
positive growth path. This was done in a somewhat disordered way over his
two presidential mandates under the strong influence of bilateral donors and
the Bretton Woods institutions, though there was some domestic resistance.
The first set of reforms consisted of trying to align prices to supply—demand
conditions so that they would give the right incentives to economic agents.
Agricultural marketing, including the supply of agricultural inputs, was liber-
alised, prices and wages were deregulated, the currency was massively deval-
ued, and import tariffs were rationalised. Initially, growth reacted positively
to the reforms, mostly because of the release of aid resources that had been
withheld by donors because of friction with the Tanzanian government in the

https://doi.org/10.1017/9781009285803 Published online by Cambridge University Press


https://doi.org/10.1017/9781009285803

Tanzania in a Geographic, Demographic, and Historical Perspective 11

last years of the Nyerere era and because the agricultural sector recovered
some dynamism after years of paralysis. However, growth then stagnated, as
it was becoming obvious that several institutional factors were preventing it
from really taking off.

Another set of structural reforms was launched during the second mandate
of Mwinyi from 1990 onwards, the most important one being dismantling and
privatising the numerous state-owned companies that ran the economy during
the socialist era and were still operating. Other reforms included opening the
financial sector to private domestic and foreign actors, concentrating tax col-
lection within a single Tanzanian Revenue Authority,® dismantling monopolies
in the agricultural output trade, and reforming the civil service with the aim of
reducing the number of civil servants and making them more effective.

Other reforms were undertaken in the political sphere. Constitutional changes
had been passed in 1985 that defined more precisely the prerogatives of the
president and limited his mandate to two five-year terms. Most importantly, a
multi-party system was established in 1992, formally ending the legal monop-
oly of the CCM party, the so-called party of the revolution. Consequently, the
political scene became much more active, and the Tanzanian people’s political
unity began to weaken as the 1995 general election approached.

The end of Mwinyi’s second term was marked by various corruption
scandals, the most notorious of which was revealed by the World Bank in
November 1994. The embezzlement, amounting to some 3 per cent of annual
GDP, involved senior officials in the Ministry of Finance and caused donors to
temporarily stop all disbursements.”

This event was the culmination of a rampant crisis between the executive
branch and the donors that ran throughout practically the whole Mwinyi
presidency. Its root lay in the fundamental opposition of a large part of the
Tanzanian elite, including in some instances cabinet ministers, to moving away
from the socialist regime. Some held such a view for ideological reasons, but
others clearly tried to protect the rents they were able to create during the
socialist era. As a result, the reforms imposed by the international financial
institutions slowed down and had little impact on the economy. Corruption
was rising, whereas growth would not take off. The crisis that culminated in
donors withdrawing a significant part of their aid in 1995 was finally over-
come thanks to the work of a consultative group, which was able to pacify the
donor-recipient relationship.*®

It is hardly surprising that such a transition from socialism to a market econ-
omy was so difficult and conflictive, both with donors and within Tanzania.
It is not surprising either that corruption practices spread in such a period of
disruptive reforms, especially starting from a regime where corruption was

8 Implemented under President Mkapa in 1996.
? See Lofchie (2014, pp. 127-8).
'© See Edwards (2012, pp. 27—40), Lofchie (2014, Chapter 4).
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already widespread among the elite. Some time was necessary for the economy
and society to stabilise and growth to pick up. Quite revelatory in this respect
is the “‘Mzee Rukhsa’ or ‘Everything goes’ nickname given by Tanzanians to the
Mwinyi era. Although this occurred some twenty-five years ago, it will be seen
that this period left durable marks on society and the economy.

The economy and society started to settle down and growth started to pick
up under the presidency of Benjamin Mkapa, the first president elected in
multi-party elections.

D The Marker Era: 1995-2015 (Mkapa-Kikwete)

The evolution of Tanzania over since the early 2000s under the successive
presidencies of Benjamin Mkapa and Jakaya Kikwete may be described as the
actual implementation and deepening of the reforms passed under the presi-
dency of Mwinyi. Despite the underlying tension mentioned earlier, this took
place with remarkable political stability, at least on the mainland, owing in
part to the single party (CCM) that had ruled the country since independence
remaining the dominant party after the move to a multi-party system. In fact,
it took some time for the opposition to strengthen and it is only recently that it
has started to represent a possible threat to the CCM, at least on the mainland.

The same cannot be said of Zanzibar, where the confrontation between
the CCM and the local opposition party (Civic United Front, CUF) and later
ACT has been extremely conflictive, with several upsurges of violence. Rigged
elections, a partisan electoral commission, harsh repression of protests, and
reneging on union government commitments created a climate of mutual dis-
trust that proved difficult to calm down. A constitutional reform of the rela-
tionship between the two members of the United Republic of Tanzania that
could reduce the intensity of the confrontation has been considered for some
time, but it is presently at a stalemate.

Another prominent feature of the last two decades is the frequency of major
corruption scandals, which suggests that corruption is indeed rooted in society
and the economy. Several cases came to light under both Mkapa and Kikwete,
which every time led to ministers and high-ranked officials being dismissed
and led to donors temporarily suspending aid disbursements. Since those days,
Tanzania has found itself systematically rated very low in the corruption rank-
ings published by Transparency International and comparable organisations.
Donors repeatedly conditioned their aid on efforts being made to curb cor-
ruption, and successive governments have committed to act in this area. Their
impact has been limited, though. Inherited from the socialist era and the disor-
dered period of transition towards a market economy, corruption is a plague
that now seems extremely difficult to eradicate.""

" The current president, J. P. Magufuli, was elected on a very strong anti-corruption platform and
has sent strong signs of his determination in this area since taking office in 2016.
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Some other noteworthy political developments are worth stressing. One
is the inflow of refugees owing to conflicts in the neighbouring Democratic
Republic of Congo (DRC), Rwanda, and Burundi since the mid-1990s. At
some stage, there were around 700,000 refugees hosted in Tanzanian camps
who were supported by international organisations and the Tanzanian gov-
ernment. Another development was the re-launch in 2000, twenty-three years
after its collapse in 1977, of the East African Community. Initially revived
with its three founding members (Tanzania, Kenya, and Uganda), the EAC was
enlarged to include Rwanda and Burundi in July 2009."*

On the economic side, the progress towards an all-market economy proved
to be slower than anticipated. The number of parastatals or state-owned enter-
prises (SOEs) still active in 1995 was considerable — that is, more than 300. It
took time to privatise them, to merge them in joint ventures with the private
sector, or simply to dismantle them. There was concern that the privatisation
programme did not give adequate opportunity for local private entrepreneurs
to participate. One factor that contributed to this outcome was the failure
to operationalise the Privatisation Trust Fund established by the Privatisation
Trust Act of 1996. It also took time for the public mindset to change with
respect to the role of the private sector in development. It was only during the
second term of Kikwete’s mandate that policies aimed at creating a favourable
climate for the private sector were explicitly adopted.

Still on the economic side, the last twenty years have seen significant
progress towards macroeconomic stability but relatively little towards the
‘self-reliance’ goal pursued since the Nyerere era. Since independence, donors
have generously supported the development of Tanzania. They have some-
times suspended their aid after corruption scandals or in times of disagreement
about the policies to be implemented, but they have always been present when
their help was crucially needed. It cannot be denied that, at least over the last
twenty to twenty-five years, Tanzania has been an ‘aid darling’.

In any case, the recent period has been rather favourable on the economic
growth front. Considerable acceleration took place during the second term
of the Mkapa presidency. With an average GDP growth rate of 6 per cent
between 2002 and 2015, Tanzania is among the African champions. As in
other countries, however, it is difficult to say how much of this is thanks to
domestic reforms and how much to a favourable international context.

E The Fifth Phase: November 2015-March 2021

On 5 November 201 5, the fifth president of Tanzania was elected. John Pombe
Magufuli’s nomination within the dominant CCM party was the result of a
difficult process, as he was a kind of outsider with respect to influential groups
within the party. He won the nomination, and then the election, very much

"> And, more recently, South Sudan.
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on his anti-corruption platform and his well-recognised personal probity, a
quality he had shown as the minister of Public Works in the previous admin-
istration. For the first time since the advent of multi-partyism, however, the
opposition showed real strength, getting a little more than 40 per cent of the
votes in the run-off ballot.

One of the factors that contributed to his rise to power in spite of his limited
record as a player in the ruling party is the manner in which the credibility of
the dominant party, CCM, had been eroded by a series of corruption scandals
and a general perception that corruption had been on the rise in the country.'?
In this regard, the main opposition party, Chadema, made considerable politi-
cal gains in society by launching an anti-corruption campaign that contributed
to eroding the credibility of CCM. This may have been one of the factors that
led to dropping Edward Lowasa from the CCM candidacy, even though he
was rated as highly popular among the candidates within CCM. The decision
to drop his name is likely to have been influenced by the fact that he had been
mentioned in a recent major scandal and had then been attacked by Chadema
in their anti-corruption campaign. The ruling party, CCM, and its leaders had
been so maligned and marred by allegations of corruption that it is likely this
situation enhanced the chances of nominating for the presidency a candidate
who was not identifiable with the party and its heavyweights — that is, a rel-
atively clean person. Ironically, when Lowasa was dropped by CCM, he was
nominated by Chadema as their presidential candidate. It had ben hoped that
this candidate, perceived to be popular in CCM, would move to Chadema with
a substantial group of CCM members. In any case, he moved with a handful
of CCM members. The nomination of Lowasa as Chadema presidential can-
didate had a major paradoxical effect on the choice of campaign agenda on
both sides. Chadema dropped the anti-corruption agenda, presumably because
earlier they had tainted Lowasa as a corrupt person, and the CCM candidate
picked the anti-corruption agenda and campaigned on that ticket, often put-
ting CCM on the back burner. This change of roles in the agenda put forward,
and shifting agenda so easily, may be an indication of the ideological short-
comings of both parties. Magufuli won with 58 per cent of the vote, mainly on
his anti-corruption platform.

It may be too early to evaluate the full consequences of Magufuli’s actions,
as the outcomes were still unfolding in terms of institutional diagnostics when
he died in March 2021, after just more than five years in office. Yet it will be
useful for the analysis in this volume to mention their main original features.

'> Numerous scandals struck under Magufuli’s predecessors. Three major ones strongly impacted
public opinion: (1) side payments in the tendering of an energy project to a foreign company
that proved unfavourable to Tanzania; (2) more recently and still in connection with this tender
a scandal stuck because of fraudulent payments to CCM politicians out of an escrow account
opened by the National Electricity Company (TANESCO); and (3) fraudulent payments involv-
ing high-ranking politicians and bureaucrats made from an external payment arrears (EPA)
account set up at the Central Bank to help service the balance of payments.
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President Magufuli entered office as a popular leader largely on account of
the promises he made about fighting corruption, cutting down on unnecessary
public expenditures, checking the waste of public resources, identifying as a
man of action (he was nicknamed the ‘bulldozer’), and caring for the down-
trodden (wanyonge). These promises were appealing because they came at a
time when corruption scandals had been rampant, poverty and unemployment
were still major concerns, and the ideological direction of CCM was being
questioned because of what Shivji calls the consequence of CCM having been
disarmed ideologically and organisationally over a generation.'* His popular-
ity was enhanced by the perception that he was a leader who could get things
done. This was appealing because the Kikwete administration had increasingly
gained a laissez-faire reputation and because of the perception that ‘law and
order’ had been eroded while transparency — which he promoted — was per-
ceived as not being accompanied by accountability. This perception planted
seeds of what was later to manifest as high-handed actions to return the coun-
try to order and get things done, even if it meant taking shortcuts involving
autocratic means. Indeed, he did get things done, confirming his nickname
‘bulldozer’, but, as some have said, he was more of a supervisor than a political
leader."

President Magufuli identified the concept of development with accomplish-
ing major infrastructure undertakings. Huge projects were thus launched,
including the hydroelectric dam across Stigler’s Gorge (Nyerere Hydroelectric
project), the Standard Gauge Railway from Dar es Salaam to Kigoma and
further west, and many miles of tarmac roads across the country. These proj-
ects will yield development returns in the future, possibly helping industriali-
sation, another of Magufuli’s priorities (Tanzania ya viwanda). However, he
did not really define the kind of industrialisation he stood for, nor the way it
could trickle down to agriculture, the sector where the majority of the poor
(wanyonge) are found. The industrialisation drive remained unplanned and
confused, and the youth still have not seen the level of job creation that they
had hoped for. The animosity that often tinted the relationship between the
president and big business did not help to carry forward the industrialisation
agenda.

Under President Magufuli, efforts were also made to get the most out of
Tanzania’s natural resources to benefit the people of Tanzania. He effected
a piece of legislation called the Natural Wealth and Resources (Permanent
Sovereignty) Act that was passed in 2017 and that asserted the Tanzanian
people’s sovereign ownership and control over natural resources. He took on
Barrick, the multinational gold company, and stopped containers full of min-
eral sand from being exported while he formed a local team of experts to
check the mineral content of the sand. He also worked on other forms of

'4 See Shivji (2021).
'S See Shivji (2021).
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revenue generation from minerals. However, these efforts fell short in two
areas. First, building the human and institutional capacity for managing nat-
ural resources along the long-run lines was not accorded priority, contrary to
recommendations that had been made by civil society organisations such as
Haki Rasilimali — the Tanzanian branch of the ‘Publish What You Pay’ inter-
national non-governmental organisation (NGO) — about extractive industry
governance. Second, the regime did not effectively engage in formulating and
strengthening policy frameworks for managing natural resources.

On other fronts, the president boldly moved against grand corruption in
both the political and business spheres. For what this kind of study is worth
given the difficulty of evaluating corruption, a 2020 report by the Tanzanian
anti-corruption agency, the Prevention and Combating Corruption Bureau
(PCCB), revealed that corruption had declined during his administration. In
education, he abolished primary and secondary school fees, and accelerated
the building of classrooms and the provision of desks. On health, investments
in new facilities and equipment were enhanced, and health insurance coverage
was extended at a cheap premium to almost one-third of the population. He
was also in favour of less informality in the economy but did not have a clear
strategy for formalisation besides issuing street vendors and kiosk-owners with
identity cards at 20 shillings that would free them from further tax payments
and harassment by law enforcement personnel.

Magufuli wanted to see results fast. His strategy fits the saying ‘If you want
to go fast, go alone; but it you want to go far, go together’. He chose to go fast
and obtained some results. But, breaking very much from his predecessors, he
ruled in a rather authoritarian and personalised way.

If Tanzania continued to be a relatively stable and peaceful polity during
his mandate, this stability was superficial, and continuity was illusory (Shivji,
2021). To some extent stability and peace were induced by fear and the nar-
rowing of civic space. Political rallies were banned, and opposition leaders
were openly harassed by the police and implicated in numerous court cases.
Space for civil society organisations and NGOs was severely restricted. Many
organisations and civil society actors were subjected to all kinds of intimi-
dating demands from state authorities, but print and electronic media bore
the brunt of the repression. Some journalists and opposition leaders were
taken to jail or even assaulted. Ironically, while the mainstream media was
undergoing censure, a small pro-Magufuli media house emerged, introduc-
ing itself as an independent advocate that supported him. Its newspapers
and TV defamed prominent people, including former secretary generals of
the ruling party who were perceived to have fallen out of favour. The media
house abused Magufuli’s critics and pursued opponents and foes without
hindrance. Of course, no disciplinary action was taken against it by either
regulatory bodies or media watchdogs. After Magufuli died, however, the
organisation was taken to court and convicted for defamation. This story
illustrates the fear inspired by Magufuli’s authoritarianism in the whole state
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apparatus, including the closest circle around him, as well as many private
actors (Shivji, 2021).

This state of affairs made people unhappy and frustrated as they were not
able to hold their government accountable. Instead, ‘people were expected to
be accountable to the government’.’® Magufuli’s domestic popularity started
very high as measured by the annual TWAWEZA poll. His posture as a ‘man
of integrity’, determined to go against the status quo, and able to sometimes
take spectacular measures initially pleased public opinion. Over time his popu-
larity started to fall, however, to such an extent that the 2018 TWAWEZA poll
showed a rate of approval only moderately above 50 per cent. TWAWEZA got
into trouble with the Magufuli government, and no more poll results have been
published since then.

In two elections (local government elections in 2019 and the general election
in October 2020) when people could have openly expressed their views, there
were rampant claims of unfair treatment of the opposition. In the local govern-
ment elections of 2019, the opposition felt so mistreated that they opted out of
the elections, which led Magufuli to observe that opting out was a democratic
decision too. In the general election of October 2020, Chadema presidential
candidate Tundu Lissu drew such large crowds during the campaign that the
winner of the election appeared increasingly uncertain. However, Magufuli,
the CCM presidential candidate, and CCM parliamentary candidates won
with such a large margin that opposition cried foul, accusing CCM of mal-
practice supported by the police. Indeed, Magufuli won with 84 per cent of
the vote, and CCM won all parliamentary seats except a couple. However,
for the first time since the beginning of general elections in 1965, no election
petitions were filed. By itself, this was not only a telling critical comment on
the 2020 general elections under President Magufuli’s watch but above all a
veiled pointer to the loss of people’s trust in the impartiality of the judiciary.
In the Journal of Democracy in July 2021, Dan Paget argued that with brutal
resolve, the ruling party sought not merely to win an election, but to annihilate
the opposition. According to other observers,'” the flawed 2020 Tanzanian
elections are blamed on an authoritarian turn instigated by Magufuli, although
focusing exclusively on Magufuli obscures the authoritarian foundations of
CCM rule and the strategies used by CCM to maintain political control, albeit
in a more subtle way.

The stand Magufuli took on COVID-19 is another sign of his distrust of
others’ opinion as well as a mind that could at times be seen as both obsessive
and self-contradictory. He denied the existence of the pandemic while some-
times acknowledging its reality. He thus publicly claimed that Tanzania had
eradicated COVID-19 through three days of prayer, but is also reported to

1 Conversation with Dr Kitima, a priest, vice chancellor of the University of Dar es Salaam, and

member of the Tanzanian Academy of Science, in his personal capacity.
'7 See Cheeseman et al. (2021).
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have played down the pandemic and denounced vaccines as a Western conspir-
acy against Africans. Under his administration Tanzania suspended updating
its COVID-19 cases and deaths to the World Health Organization and com-
munication on the pandemic was prohibited, even though there were clear
indications that the number of admissions at hospitals of patients exhibiting
respiratory symptoms consistent with COVID-19 was increasing. Although
still unofficial, he may have been one of them when he died in March 2021,
a few weeks after starting his second presidential mandate. Despite, or pos-
sibly because of, his persistent denial of the virus, the US State Department
diplomatically remarked after his passing that the United States remained
committed to continuing to support Tanzanians ‘as they work to combat the
COVID-19 pandemic’.

The history of President Magufuli’s administration underlines the risks
of viewing leaders through rose-tinted glasses. Charismatic individuals can
claim the reformer’s mantle, but giving them too much credence before struc-
tural reforms are implemented sells democracy short and increases the risk of
authoritarian relapse.

F The Beginning of the Sixth Phase

President Samia Suluhu Hassan was sworn in as the new president of the
sixth-phase government on 19 March 2021 following the death of Magufuli.
Several new developments and notable changes in policies on several fronts
have already been observed.

Freedom of the media and of speech has been one immediate change from
the Magufuli regime. Social media immediately became vibrant in the first
week of the sixth phase. Print and electronic media are operating freely, and
some of those that had been closed have been restarted. There is freedom of
the opposition parties, and President Samia has openly spoken in favour of
bringing unity and peace between CCM and the opposition parties. There are
clear signs of departure from authoritarianism.

President Samia has demonstrated that observance of the rule of law is being
restored. Several businesspeople who had been arrested and stayed in custody
without being charged and those who had been charged falsely for money
laundering have been released. Those who had been close to Magufuli and
broke the law with impunity have been taken to court and charged.

There are encouraging indications of an improved business climate. The
relationship with the business sector has improved, as indicated by frequent
meetings with sections of the business community and resumption of dialogue
between government and the private sector in the Tanzania National Business
Council. President Samia has been accompanied by business representatives in
her state visits to other countries (Uganda, Kenya, Rwanda, Burundi, and the
United States), an indication that she is determined to improve relations with
the private sector. President Samia has liberalised several policies politically
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and economically and in terms of economic diplomacy, as indicated by
mended relations with several foreign governments and international financial
institutions, notably the World Bank and the IMF. The policies and proce-
dures related to issuing permits to investors have eased, and permits for foreign
experts have been made more liberal and efficient. Investors are facilitated
more efficiently in terms of the time it takes.

G Final Remarks on Political History

Numerous major events have occurred over the last fifty years or so that have
oriented Tanzania in various, sometimes opposing, directions. In the first stage,
post-independence Tanzania continued colonial trends, with essentially an
outward market orientation. Then came the turn to socialism and the attempt
at creating a self-reliant African socialist society. This second period lasted
seventeen years, during which huge and sometimes violent reforms took place
at the same time as mindsets were deeply modified. Then a new period came
that started to reverse the previous order, trying to instil in society the seeds
of a market economy and a multi-party democracy. Ten years later, this new
regime is more or less in place, but the old order has not completely disap-
peared in the minds of civil servants and the employees and managers of SOFEs.
Also, such a succession of reforms and the difficulty of monitoring them in a
rigorous way has generated specific mindsets, especially regarding corruption,
that will take time to be modified.

Most importantly for the present study, it is difficult to imagine that such a
contrasting evolution in such a short time span has had no impact on the insti-
tutional context in which present and future development must take place. It
is the purpose of this study to identify precisely which institutions are the most
likely to be obstacles to that development. Before focusing on institutional
issues, however, it is necessary to review the main features of the development
process in Tanzania.
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Features and Challenges of Economic Development

Francois Bourguignon

Tanzania graduated in 2020 from low-income to lower middle-income
status in the country classification used by international organisations. This
means that its national income per inhabitant is now just above USD 1,025
at the current official exchange rate. This was celebrated as an important
achievement, even though such a nominal concept that does not take into
account the purchasing power of the population is of dubious significance.
After correcting for this factor, it turns out that the average Tanzanian citizen
lives on USD 2,700 at the present purchasing power of advanced countries.
Although higher in absolute terms, this figure is still less than a sixth of the
world average and ranks Tanzania only slightly above the bottom 10 per cent
threshold in a world ranking of countries. Despite graduation, Tanzania is
still a poor country where economic development is as urgent today as it has
been since independence.

As noted in Chapter 1, the country has gone through difficult times with the
severe crisis that ended Nyerere’s socialist experiment and the painful transition
to a modern market economy under the control of donors and international
financial organisations. It is only since the end of the 199o0s, that is almost forty
years after independence, that the country has seen steady growth. Progress
since then has been impressive. Yet, with still almost half of its population
below the international poverty line of USD 2.15 a day at international prices,
there is still a very long way to go before it will have completely eradicated
poverty, fast population growth making this even more challenging.

This chapter analyses the economic development obstacles that Tanzania
faces today and is likely to face in the future on its way to full poverty eradi-
cation. It starts with a review of the evolution of key economic indicators and
its main causes with a focus on the most recent period and the factors that
may presently be constraining further or faster progress. The spotlight then
moves to social issues, where results appear significantly less remarkable than
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could be expected given the economic achievements. The chapter ends with a
summary of the main economic and social development challenges faced by
Tanzania in the early 2020s. More detailed aspects of the economic as well as
institutional context of Tanzanian development are considered in subsequent
chapters.

I THE MAIN FEATURES OF TANZANIA’S
ECONOMIC DEVELOPMENT

The short economic history of Tanzania has been chaotic. It is only during
the last twenty-five years or so that economic development has proceeded at a
steady pace, and this is the period the following review will mostly focus upon.
Yet it is also important to sometimes refer to the preceding period, that is the
socialist development era and the difficult transition to a full market economy,
to put the recent period in perspective.

The following review of economic development in Tanzania is organised
around four major sets of issues that, directly or indirectly, have all to do with
the determinants of the pace and structure of economic growth. The first set
is concerned with the gross domestic product (GDP) growth rate and the way
it can be explained by changes in the sectoral structure of the economy and/
or productivity gains within sectors. The second set of issues has to do with
capital accumulation as an essential factor of growth, and more generally the
division of national income into investment and consumption expenditures.
The third set involves the role of external trade, a major factor in all contem-
poraneous development histories. The last set is about the financing of the
economy and especially foreign finance flows, including official development
assistance (ODA).

A Pace and Sources of Aggregate Growth

Growth has closely followed the changes in political and economic regimes
that have characterised Tanzania since the end of the Nyerere era. Growth was
fast following independence but slowed down a bit after the implementation of
the socialist Ujamaa strategy, and then fully collapsed when the destabilisation
caused by the latter combined with adverse external conditions to produce a
severe economic crisis in the mid-198os. A long period of stagnation followed
as the transition back to a market economy took place under strict macro-
economic and structural adjustment constraints imposed by the International
Monetary Fund (IMF) and the World Bank. It was only in the late 1990s that
GDP per capita started to grow vigorously again, after almost twenty years
of stagnation. Since then, progress has been dynamic, to such an extent that
Tanzania’s development has often been called a ‘success story’ — masking ear-
lier difficulties. GDP per capita has grown on average by 3 per cent and total
GDP by around 6 per cent a year over the last twenty years or so. As can be
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FIGURE 2.1 Tanzania’s GDP per capita (absolute and relative to sub-Saharan Africa)
and growth rate, 1960-2020
Source: Penn World Tables 9.1 1960-2009; WDI 2019—20

seen in Figure 2.1, GDP per capita has practically doubled over that period, a
rather impressive performance in comparison with earlier decades and with the
whole of the sub-Saharan region.

That overall evolution of growth since independence in Tanzania is far from
unique to the region. Most sub-Saharan countries have gone through the same
sequence of booms and busts, although with different intensity: fast growth
after independence, recession and severe balance of payment crises in the early
or mid-1980s partly because of unfavourable external contexts, structural
adjustment programmes (SAPs) forced upon them by the IMF and the World
Bank, and exit from this long stagnation in the mid- or late 1990s. Compared
with the whole of sub-Saharan Africa — excluding South Africa — Tanzania did
better in the post-independence years, then worse in the early 1970s, at the time
of Ujamaa. It then performed on a par with the region, recovered earlier from
the long stagnation of the 1980s and early 1990s, and then performed signifi-
cantly better over the last two decades. Over the last sixty years, Tanzania’s
growth of GDP per capita has outperformed the average sub-Saharan country
by 5o per cent.

The comparison is less favourable with other developing countries. In
the early 1980s, countries such as Bangladesh, Cambodia, India, Laos, and
Vietnam had a GDP per capita lower than Tanzania in international purchas-
ing power parity. Today, it is 30 per cent higher in Bangladesh and Cambodia
and more than twice in the other countries.
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1 The Sources of Growth: Structural Change More Than Productivity Gains
Analysis of changes in the structure of the economy and productivity growth
since independence is made difficult because of a lack of homogeneous series
over the whole period. The Groningen Growth Development Centre (GGDC)
provides data on sectoral components of GDP and employment that result
from a careful analysis of all existing sources of data — especially on employ-
ment — and reasonable inter- or extrapolation when data are missing. The
problem is that the GGDC changed definitions and price corrections in its
most recent release for the 1990—2018 period, thus making it not directly
comparable with the previous release, which covered 1960—2011. Rather than
trying to build artificially homogeneous series covering the whole economic
history since independence, we use the two sources as follows: the initial series
for the 1960-97 period, that is the independence period followed by the long
recession that ended in the late 1990s, and the most recent dataset since 1997.

Tables 2.1a and 2.1b describe respectively the evolution of the structure
of the economy over these two periods. Figures for 1997, which appear in
both tables, thus refer to two different sources that differ on the one hand in
the definition of sectors and on the other hand in the base year for constant
price GDP series. Differences are noticeable. Reassuringly, however, it turns
out that the two data sets are roughly consistent with each other in describing
the changes in the structure of employment and GDP over periods common to
the two sets, although this convergence is not explored further here.

The story told by Table 2.1a on the earlier period fits the growth account
presented earlier. It breaks down into a rather dynamic time from independence
to the mid-1970s and then a long regression until the late 1990s. Structural
changes are noticeable — from 1977 to 1997 — with the GDP-share of agriculture
falling rapidly in favour of manufacturing, utilities, and government services.
Changes on the employment side are more limited," the dominant feature
being the loss of agriculture mostly to the benefit of trade and hospitality, with
a pronounced drop in both sectors in relative productivity, that is the ratio
of sectoral productivity to overall (GDP) productivity. On the GDP side, the
second subperiod — from 1977 to 1997 — witnesses structural changes that go
in the opposite direction, with agriculture regaining weight at the expense of
manufacturing and other sectors, whereas labour movement from agriculture
to the rest of the economy continues at the same slow pace.

Structural changes shown in Table 2.1b for the last two decades resemble
the post-independence period in the preceding table, with fast and accelerating
progress of aggregate productivity and a quick decline in the GDP share for
agriculture. Sizeable relative gains are observed in construction, whose share

" They are also imprecise outside big sectors such as agriculture, manufacturing, and government
services. This may be seen from abnormally high relative productivity in the low employment
sector in 1960. For instance, the sectoral productivity in the construction sector would be halved
if its share of employment were 0.4 instead of o.2 per cent, although this is a tiny difference.
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TABLE 2.1a Evolution of the sectoral structure of employment and GDP, 1960—97 (GGDC Release 2014,

GDP at constant 2005 prices)

1960 1977 1997

(%)
Year GDP Empl. R.Prod®* GDP Empl. R.Prod® GDP Empl. R.Prod*
Agriculture 45.0 91.7 0.§ 33.0 88.5 0.4 39.7 85.3 0.§
Mining 3.8 o.1 27.9 1.2 0.6 2.0 1.6 0.5 3.4
Manufacturing 6.9 1.07 6.4 12.4 1.6 7.7 8.5 1.5 5.7
Utilities 0.8 0.0 29.9 1.5 o.1 18.9 2.6 0.2 14.8
Construction 7.2 0.2 42.2 8.7 0.7 11.9 7.3 0.6 I1.2
Trade and hospitality 17.7 1.0 18.3 16.2 3.9 4.2 15.9 6.1 2.6
Transport, storage, and communication 6.3 0.2 26.9 9.0 0.8 11.6 7.0 0.7 9.6
Finance, insurance, real estate, and business 2.6 0.1 27.9 3.4 0.2 20.1 4.8 0.2 23.8

services
Government services 9.2 3.5 2.6 13.8 2.2 6.2 11.6 3.1 3.7
Community, social, and personal services 0.5 2.1 0.3 0.8 1.4 0.6 1.0 1.8 0.5
Total 100 100 100 100 100 100
GDP and GDP/worker (1997 = 100) 27.6 8o.1 60.6 108.8 100 100

“ Sectoral productivity relative to overall productivity at the bottom of the column (1997 = 100), i.e. GDP divided by Empl. column

Source: Author’s calculation from Groningen Growth Development Centre database.
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TABLE 2.1b Evolution of the sectoral structure of employment and GDP, 1997-2018 (GGDC Release 2021,

GDP at constant 2015 prices)

(%) 1997 2007 2018
Year GDP Empl. R.Prod® GDP Empl. R.Prod® GDP Empl. R.Prod*
Agriculture 39.7 84.4 0.5 32.2  75.3 0.4 27.9  69.7 0.4
Mining 2.8 0.6 4.6 4.7 0.6 8.5 4.4 0.8 5.6
Manufacturing 6.9 1.8 3.9 7.9 2.7 3.0 9.1 3.2 2.8
Utilities 1.9 0.2 11.3 1.6 0.1 15.2 1.3 0.1 10.2
Construction 6.1 0.8 7.5 9.4 1.2 7.9 14.7 1.9 7.9
Trade and hospitality 13.1 6.4 2.0 I1.7 T0.4 I.T I1.4 14.2 0.8
Transport, storage, and communication 8.2 0.7 I1.0 7.9 1.6 5.1 8.3 2.1 4.0
Finance, insurance, real estate, and business 10.6 0.4 24.6 12.7 0.8 16.7 12.2 1.1 11.1
services
Government services 8.5 3.3 2.6 10.2 3.2 3.2 9.3 3.7 2.5
Community, social, and personal services 2.3 1.4 1.7 1.7 4.2 0.4 1.4 3.2 0.4
Total 100 100 100 100 100 100
GDP and GDP/worker (1997 = 100) 100 100 180 132.5 356 198.6

“ Sectoral productivity relative to overall productivity at the bottom of the column (1997 = 100), i.e. GDP divided by Empl. column

Source: Author’s calculation from Groningen Growth Development Centre database.
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more than doubled, mining, and, to a lesser extent, manufacturing. It is inter-
esting that these changes look to be continuous throughout the whole timespan,
the structure of GDP in 2007 being intermediate between those observed at the
beginning and end of the period. For employment, the same migration phenom-
enon as before is present, although much enhanced, between agriculture and the
trade sector. Employment movement towards the latter sector is so strong that
its productivity relative to that of the whole economy is more than halved over
the whole period — which implies a slight decline in absolute terms.

Focusing on the periods of fast growth, it is tempting to conclude from
these tables that Tanzania’s engines of economic growth stood in those sectors
whose GDP share benefited most from the decreasing importance of agricul-
ture. They comprise manufacturing, transport, and government services in the
post-independence years, and essentially construction, mining, and manufac-
turing in the last twenty years. Such a reading of the preceding tables would be
misleading, however. First, engines of growth in a small open economy such as
Tanzania are almost necessarily located in sectors that produce tradable goods.
Growth in other sectors reflects the dynamism of the demand side of the econ-
omy or its consequences rather than being the cause of overall growth. Thus,
mining and manufacturing are sectors that might possibly qualify as growth
engines, but not construction, which essentially responds to the demand aris-
ing from growing public infrastructure investments. Second, true engines of
growth are unlikely to be sectors whose labour productivity lags behind that of
the whole economy while their employment share rises, as has been the case for
the trade and hospitality sector in Tanzania. Either those sectors are sheltering
surplus labour or their development concentrates in sub-sectors with lower
productivity, an unlikely trend.

The case of the manufacturing sector is of particular interest owing to the
emphasis presently put by the Tanzanian government on the need for the econ-
omy to industrialise. It can be seen in Table 2.1b that the manufacturing sector
has grown somewhat faster than total GDP over the last twenty years, with-
out its share in GDP ever reaching the level achieved by 1977 before the long
recession. Assuming that part of that growth was a response to the increase in
demand originating in the rest of the economy, the other part can be seen as
truly autonomous and directed towards exports — or substituting for imports.
It is indeed the case that manufacturing exports grew quite substantially during
the 2000s, as emphasised for instance in MacMillan et al. (2017, pp. 155-60),”
suggesting that this sector has the potential to grow independently of the rest
of the economy, a feature that is expected from a genuine growth driver. Yet
the contribution of the manufacturing sector to the overall growth of the econ-
omy is presently limited by its size. It is easily calculated that the 2 per cent
GDP-share increase in Table 2.1b is responsible for only 10 per cent of overall
growth over the last two decades.

* See also World Bank (2014a, pp. 33-5).
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An unexpected feature of the evolution of the manufacturing sector over that
period is the drop in its productivity relative to that of the whole economy — see
Table 2.1b — which seems to contradict the capacity of this sector to play the
role of a growth engine, even as a side influence rather than the main driving
factor. The point is that this concept of relative productivity may be misleading,
and the comparison with the growth of overall productivity may hide the true
contribution to overall growth of the productivity gain arising within a sector.

The reason for this ambiguity lies in the key role of structural change, that
is the reallocation of labour across sectors, in overall labour productivity gains.
When workers leave agriculture, they move away from a sector where labour
productivity is among the lowest — as can be seen in Tables 2.1a and 2.1b —
and move to sectors where the productivity is higher. By itself, this restructuring
of employment thus raises the overall labour productivity in the economy. This
would be the case even if no productivity gain were taking place within sectors.
When comparing the change in the productivity within a specific sector to overall
productivity, it must thus be taken into account that the latter includes this struc-
tural change effect. Productivity may well increase in the sector under consider-
ation, but may be less than the overall productivity gains due to structural change.

The decomposition of the change in overall productivity into its structural
change and its within-sector components shown in Table 2.2 for the two pre-
and post-1997 periods is quite instructive. The striking feature is the impor-
tance of the structural change component. Until 1997, gains in overall labour
productivity — and roughly speaking in GDP per capita since employment may
be assumed to be approximately proportional to the population — were essen-
tially due to structural change, whereas the within-sector productivity gain was
negative. Roughly speaking, this can be interpreted as the result of workers
moving from agriculture to sectors with a higher productivity but contributing
at the same time to lowering productivity within the latter. This is exactly the
way the increasing employment share and decreasing GDP share of the trade
sector, the main destination of the net flow of workers out of agriculture, can
be interpreted in Tables 2.1a and 2.1b.

Things change drastically after 1997, however. First, the structural change
effect tends to weaken, mostly because the productivity gap between agriculture
and the trade and hospitality sector shrinks. Second, the average within-sector
productivity increases, especially after 2007.7 Over the most recent sub-period,
the within-sector productivity component is even slightly bigger than the struc-
tural change effect. It thus looks as if some deep change had taken place in
the Tanzanian economy. Coming back to the issue of the contribution of the
manufacturing sector to growth, it can be seen in the Appendix that its con-
tribution to the growth of overall productivity is definitely more through its

> The same decomposition for Tanzania’s productivity growth for the period 2002-12 can be
found in McMillan et al. (2017), with results intermediate to those for the periods 1997—2007
and 2007-18 in Table 2.2, that is a strongly positive structural change effect and a much smaller
(positive) effect for the within-sector productivity component.
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TABLE 2.2 Decomposition of the change in overall labour
productivity into structural change and within-sector
productivity effect, 1960-2018

Structural ~ Within-sector
(Percentage points) change productivity  Total

(GGDG Release 2014,
GDP at 2005 prices)

1960-77 68.7 -32.8 35.9
1977-97 7-9 -14.7 -6.8
1960-97 85.2 —42.7 42.5

(GGDG Release 2021,
GDP at 2015 prices)

1997-2007 25.7 6.8 32.§
2007-18 22.3 27.5 49.9
1997-2018 53.7 36.2 89.9

Source: Calculation in Appendix

autonomous increase in productivity than its participation in structural change
through faster employment creation than in the rest of the economy.

What should be concluded from this review of the changes in the structure
of the Tanzanian economy and in sectoral productivities in terms of sources
of growth? A first conclusion is the importance of the sectoral reallocation of
labour as the main source of growth from independence until today,* except,
of course, during the long recession of the 1980s and 1990s, a period of more
than fifteen years over which both overall growth of labour productivity and
its structural change component have been close to zero. A second conclusion
is the negative overall contribution of changes in within-sector productivity
from independence to the mid-2000s. It is only over the recent past that pro-
ductivity gains acquired a dynamic role in Tanzanian growth. Interestingly,
it will be seen later that this coincides with a sustained high level of capital
accumulation, as not experienced in Tanzania since the socialist era. Causality
is not granted, though, especially because much of the gross capital formation
seems to have taken place in infrastructure, as may be guessed from the surge
of the construction sector, which produces a type of capital whose impact on
productivity generally takes some time to become visible.

The rather satisfactory rate of growth that Tanzania has enjoyed over
the last twenty years or so is good news. That it cannot be attributed to the

4 This conclusion may seem to contradict the widely publicised view in McMillan et al. (2014)
that structural change had a negative impact on sub-Saharan growth. Tanzania may be an out-
lier. However, note that McMillan et al.’s estimate is for the period 1990-2005, which includes
part of the long recession that hit the whole region. In Tanzania, the contribution of structural
change to growth was indeed close to zero, if not negative, during that period, but the country
got out of stagnation before the rest of the region and then grew faster.
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autonomous growth of a specific sector progressing on international markets or
competing with imports is more worrying. The reallocation of labour from low-
productivity agriculture to a slightly less low-productivity trade sector cannot
be considered as a sustainable engine of growth. At some stage, employment in
higher productivity sectors, especially in tradable goods and services, will have
to expand. It is not clear this is about to happen. Even though more dynamic
lately, the manufacturing sector is presently not big enough to be more than a
side engine of growth. As noted in Chapter 1, the agricultural sector is home
to the natural comparative advantages of the Tanzanian economy. Until now,
however, these have not been exploited and agriculture lies largely behind the
growth of the rest of the economy. Mining is the last tradable sector that could
be an autonomous source of growth, but this would be more through favour-
able international prices, and therefore its positive impact on the demand side
of the economy, than through enhanced production on the supply side, unless
of course a flow of new resources were to be discovered in the coming decades.’

II INVESTMENT AND THE STRUCTURE
OF AGGREGATE SPENDING

Even though the growth performance of the Tanzanian economy has been
reasonably high over the last twenty years, and especially the last decade, it is
not to be ignored that it was largely demand-driven rather than the produce of
a clearly identified autonomous growth engine in tradable sectors. This would
be the case, for instance, if a significant improvement in the terms of trade
or important foreign resources grants had fed private and public domestic
demand, fostering activity and possibly investment. It will be seen later that
such an improvement in terms of trade occurred at around the turn of the
millennium. In the future, however, a way has to be found to maintain and
enhance the progress observed lately in the productivity, and therefore compet-
itiveness, of key tradable sectors, manufacturing in the first place, but possibly
also agriculture and the agroindustry. This requires keeping investment at a
high level and making it more effective.

The evolution of the domestic expenditure counterpart of GDP is shown in
Figure 2.2 from 1985 to 2017. Earlier data are not available or are not com-
parable, whereas data after 2017 are still provisional and likely to be affected
by measurement errors. The dark curve that describes the evolution of the
GDP-share of gross capital formation exhibits an interesting shape. It surged in
1990 and reached a level close to 40 per cent for a few years. It then fell sharply
until 2000, before progressively getting back to its previous maximum over the
last ten years or so. Such an evolution raises two sets of questions. First, what
explains such fluctuations and what made, and is making possible today, such

5 The recent discovery of sizeable offshore fields of natural gas is discussed below together with
foreign trade issues.
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FIGURE 2.2 Absorption and expenditures on GDP, 1985-2018 (percentage of GDP)
Note: Because of a shift in the base of Tanzanian national accounts in 2015, the IMF
today reports only data after 2012. Figures for the period before 2012 are taken from
previous 2005-based national account series after adjusting them proportionally so that
they coincide with the new definition in 2012
Source: IMF, International Financial Statistics

a high rate of investment in a country that has just graduated from low-income
status? Second, are the rate of growth of the economy and its productivity
gains consistent with its investment efforts?

The evolution of investment in the first half of the period shown in Figure 2.2
closely follows the economic history of Tanzania. After Nyerere’s resignation
in 1985 and the concomitant shift to a market economic system under the pres-
sure of donors, and in front of the dismal situation of the economy, ODA flows
surged while new ambitious development programmes were launched. These
included huge investment efforts that were essentially financed externally;
hence the high level of absorption — that is, total domestic expenditures includ-
ing investment — observed in around 1990, a period during which domestic
spending overcame GDP in some years by as much as 35 per cent. But donors
did not want to keep Tanzania permanently on a drip and started reducing
aid. After a short rebound in the early 1990s, growth slowed down, and so
did investment. As the share of private consumption in GDP kept constant, it
turned out that the brunt of the drop in absorption caused by the decline in aid
was borne by investment and government recurrent expenditures.

The recent, more progressive surge of investment is a different story. First,
growth accelerated in the 2000s, partly because of foreign financing and partly
because of improving terms of trade. This triggered a rebound in investment.
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Second, the share of private consumption in GDP started to decline, thus
providing space for additional investment expenditures. The economy then
gradually settled into a new rather favourable kind of equilibrium, with an
investment rate a little below 35 per cent of GDP and private consumption
around 60 per cent, but also with a need for foreign financing to fund a level
of absorption still above GDP.

There are several explanations for the decline of the average household
propensity to consume that permitted the sharp increase in investment. The
first is the change in the share of agriculture in total income. The propensity
to consume is known to be higher from agricultural income, if only through
subsistence farmers consuming most of their own produce. As seen earlier, the
share of agriculture in GDP fell drastically at the turn of the millennium, thus
bringing about a drop in the average propensity to consume in the economy.®
In addition, the propensity to consume has likely decreased owing to various
other causes, including an increase in taxation in the early 2000s, a slower
inflation of consumption prices relative to the GDP deflator, and rising income
inequality, as will be discussed later.

In view of the decomposition of changes in labour productivity in the pre-
ceding section, one may ask whether the evolution of the investment share in
GDP is consistent with it, and thus check the role of capital accumulation as a
key determinant of Tanzanian growth. Interestingly, the profile of the invest-
ment ratio over time explains why growth has long been driven essentially by
structural change while within-sector productivity was falling, a feature that
changed only during the last decade. Indeed, the slow pace of capital accumu-
lation observed before the late 2000s was barely enough to cover more than
the capital needs arising from depreciation, demographic growth, and the extra
capital required to equip the net flow of agricultural workers moving to higher
productivity and therefore more capital-intensive sectors. This explains why
no gain was recorded in within-sector productivity in earlier periods. As the
investment rate rose, a threshold was then passed such that the investment rate
is able not only to cover all these needs but also to increase the capita—labour
ratio, and therefore productivity within sectors of production. Apparently, the
threshold was passed in the late 2000s, before the investment rate reached a
plateau at around 3 5 per cent of GDP. Growth proved to be the result of both
structural change and within-sector productivity gains.”

¢ Although data may not be as precise, the opposite evolution seems to have taken place in the
1980s and early 1990s, when the GDP-share of the agricultural sector was increasing and the
economy was in a deep recession.

7 With a capital-output ratio of 2.5, a depreciation rate of 4 per cent, and a population growth
rate of 3 per cent, maintaining the overall capital-labour ratio requires an investment rate of
17.5 per cent. However, this figure becomes higher when it is assumed that most capital is used
outside agriculture and the non-agricultural sector must absorb a net flow of workers out of
agriculture. A net flow equal to 1 per cent of the labour force is equivalent to employment having
to grow by 4 per cent a year on top of demographic growth outside agriculture. Then a 27.5
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This rather favourable evolution nevertheless leaves open the question of
whether these productivity gains are efficient or whether the pace of capi-
tal formation would allow for faster gains. Answering this would require a
detailed analysis of the conditions of production sector by sector, even though
the World Bank enterprise surveys suggest several common factors that limit
productivity, such as insufficient and irregular power supply or the lack of
skilled manpower. A rough calculation shows that the observed average pro-
ductivity gain across sectors in the 2007-18 period could probably have been
substantially higher in view of existing estimates of the productivity of capital.®

Not only the volume but also the composition of investment matters for
growth. In this respect, the low level of the stock of infrastructure in Tanzania
needs to be emphasised. In most enterprise surveys, managers report the low
volume and quality of infrastructure as one of the factors that most constrain
production and competitiveness. This is particularly true in the field of electric-
ity, Tanzania being among the countries where the consumption of electricity
is the lowest in the world. But this is also true of port facilities and the road
network. Efforts are being made, as can be seen from the surge of the construc-
tion sector over the last two decades, but needs are huge.

If it proves possible to maintain such a high volume of investment as the pres-
ent one, the prospects of the Tanzanian economy would seem promising. Two
downsides must be mentioned, however. First, this requires that external funding
remains available. It can be seen in Figure 2.2 that, even though lower than in the
early 1990s, the absorption rate is still above 100, which means that the economy
relies on foreign financing to cover part of its expenditure. This need was on
average around 8 per cent of GDP over the last ten years. Second, outlets for pro-
duction from new private investments must be available, which raises again the
issue of the nature of the growth engine. This is not granted if growth is mostly
demand-driven, as suggested earlier for the last two decades, unless the source of
growing income behind demand has some permanence. If this is not the case, the
high level of investment and growth can only be maintained through an expan-
sion of tradable sectors and progress being achieved in terms of international
competitiveness. This is the issue we now turn to while focusing on external trade.

A External Trade

The evolution of trade between Tanzania and the rest of the world has been
extremely variable over time. Data series for foreign trade since independence

per cent overall investment rate would be needed to absorb the net labour flow from agriculture
without changes in sectoral capital-labour ratios.

8 Using the same assumptions as in the preceding footnote, an investment rate of 35 per cent as
observed in the recent years would permit a 3 per cent annual increase in within-sector produc-
tivity instead of the observed 2.2 per cent. This estimate would be higher if, of course, it was
assumed that some capital is used in agriculture, unlike in the preceding footnote.
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do not seem very reliable, nor do they always fit national accounts. What seems
certain is that the share of exports in GDP was around 30 per cent at the time
of independence and had practically collapsed by the time of the dramatic bal-
ance of payment crisis that triggered the SAP in the mid-198os. It was then as
low as 5 per cent to a large part because of a dramatic drop in the production
of export crops. It had recovered a little by 1990, and then exports surged for
a short while before falling sharply again, in both instances mostly for climatic
reasons and fluctuations in international prices.” They have gradually regained
lost ground since the turn of the millennium and seem to have now stabilised
at around 20 per cent or so over the last years. Yet their composition was
drastically modified, with traditional exports crops losing weight in favour of
mining and, to a lesser extent, manufacturing products.

Notwithstanding these fluctuations, and taking the late 1990s as a point of
departure, exports have been extremely dynamic over the last twenty years,
to such an extent that they may have been a significant contributor to the
overall growth of the economy during that period. If their volume has grown
on average only slightly faster than GDP, their unit value has significantly
increased both with respect to imports — as can be seen from the terms of
trade graph in Figure 2.3 — and domestic goods. As exported and domestically
consumed goods and services can rarely be substituted for each other, exports
have directly contributed to the growth of overall production roughly in the
same proportion as their share in GDP, that is around 13 per cent over the last
two decades. However, because of very favourable terms of trade — a 40 per
cent increase since 2000 according to Figure 2.3 — they raised the purchasing
power of the economy and exerted positive pressure on growth through the
domestic demand side of the domestic economy. These effects are part of the
implicit demand-driven component of recent growth mentioned earlier in this
chapter when reviewing growth performances and their determinants.

The overall growth of exports hides a substantial diversification of exported
products. Figure 2.4 shows that merchandise exports were essentially agricul-
tural products in the mid-1990s and, as such, subject to fluctuations in cli-
matic conditions as well as price variations in international markets. In a few
years in the early 2000s, mineral exports and especially gold and precious
stones became dominant, with a share of total exports slightly above half.
Agricultural products now represent less than 20 per cent, less than manufac-
turing products. For both groups of products, it should be noted that present
trends may be stronger than it appears in the chart. In 2018, gold exports
have been negatively affected by a ban agreed by the government of Tanzania,
which was accusing foreign mining companies of cheating on the gold content
of exported auriferous sand, whereas agricultural exports suffered from a row
between the government and foreign buyers of cashew nuts whose price was
found too low. The 2019 figures may not be completely back to normal.

? On export fluctuations and their causes during this period, see Kweka (2004).
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FIGURE 2.3 Foreign trade and terms of trade, 1990-2019 (shares of GDP or 2010
based indices)
Note: The real effective exchange rate is defined as the ratio of the price of domestic
over foreign goods. It is obtained by dividing the consumer price index in Tanzania
by the product of the exchange rate (in Tanzanian Shillings per dollar) and the mean
GDP deflator of partner countries. Trade partners were identified by the mean share
of merchandise exports and imports across the two sub-periods 1997—9 and 2013-15.
Only partners with shares above 2 per cent were considered. The resulting list of
countries is, in order of importance, India, South Africa, China, Kenya, Japan, UK,
Saudi Arabia, Germany, UAE, Switzerland, Netherlands, USA, and Belgium
Source: Author’s calculation from World Development Indicators (see figure note)

The manufacturing sector has also been a driver of export growth. Its share
in merchandise exports doubled in the last fifteen years and now represents
a fifth of total exports. It was mentioned that the growth of the manufactur-
ing sector being faster than of GDP could mean that an increasing share of
its output was directed towards foreign markets or was substituting imports.
Figure 2.4 confirms this view on the export side. It is also quite striking that
the surge in manufacturing exports coincided with a steady and strong real
depreciation of the currency — see the real exchange rate chart in Figure 2.3."°
After a big depreciation in the early 1990s followed by an equally rapid re-
appreciation, the real effective exchange rate declined continuously between
1998 and 2006, at roughly 4 per cent a year. That simultaneity between man-
ufacturing export growth and the real exchange rate fits the view famously
put forward by Rodrik (2008) about the favourable development impact of

"> Recall that the real exchange rate is defined there as the price of domestic over foreign goods.
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FIGURE 2.4 Composition of merchandise exports, 1995—2019 (shares of total)
Source: Calculation from Bank of Tanzania annual reports (1995-2019)

the undervaluation of the local currency on development.'" Tanzania could
thus be another example of the favourable consequences of currency under-
valuation on industrialisation and growth, although it might be better to refer
in this case to a move away from overvaluation rather than an undervaluation
strategy. Note also that the argument does not apply to mineral exports, whose
price is set on international markets rather than by domestic production costs.
The preceding remarks refer to merchandise exports, thus ignoring exports of
services. The latter represent between 50 and 60 per cent of merchandise exports,
and no noticeable change has taken place in this ratio over the last two decades
or so. Service exports primarily include transports of goods between landlocked
neighbour countries and domestic seaports, and, most importantly, tourism
receipts. If they contributed to the dynamism of exports in the early 2000s, the
latter have now stabilised and represent a little more than 4 per cent of GDP.
There is no doubt that the development of exports, particularly during the
2000s, largely contributed to the growth performances of the Tanzanian econ-
omy. The issue, however, is whether such a dynamism is sustainable in the long
run. Commodity exports, mineral or agricultural, are determined by foreign
demand and their price is set on international markets. Their revenue is thus
uncertain, even though the relative diversification of Tanzania’s commodity
exports attenuates that uncertainty. The same can be said of the transport ser-
vices that depend on the trade activity of neighbouring countries — a business

" See also Eichengreen (2008).
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likely to increase within a few years with the completion of the railway link
with Rwanda and Burundi. Overall, then, the manufacturing and tourism sec-
tors represent the only truly autonomous factors of growth. They are also
labour-intensive, unlike other non-agricultural exports, a key issue for the
inclusiveness of growth, especially in view of the fast population increase. As
seen earlier, however, they are presently too limited — roughly 6 per cent of
GDP altogether — to be a real growth engine of the Tanzanian economy.

One word must be said about the huge offshore resources of natural gas
discovered in Tanzania since 2o11. The dependency on foreign prices is at
its strongest here since projects are currently on hold in view of international
liquefied natural gas (LNG) prices being much lower than the estimated cost of
extraction."> Estimates of potential revenues vary depending on the expected
overall cost of extraction. Revenues amounting to 1.2 to 1.5 per cent of
GDP seem reasonable estimates.'> Of course, this would be a real bonus for
Tanzania and might be managed without too much negative spill-over of the
‘natural resource curse’ type. However, it is unlikely to drastically change the
long-run economic prospects of the country either.

Another factor that may have contributed to the dynamism of Tanzanian
exports that is worth emphasising is the change in the relative weight of desti-
nation countries. Exports towards China have surged over the last two decades,
reflecting both the expansion of China as a trade partner of sub-Saharan Africa
and the fast growth of its economy. But trade has also grown very fast with
two African countries that have become major trade partners: Kenya, another
member country of the East African Community, and South Africa, the domi-
nant economic power of the region.

On the side of imports, the most noticeable fact over the preceding few
decades has been their explosion in the early 1990s, when import licensing was
almost completely abolished as a final step of the transition towards a market
economy. They then fell against GDP partly because they were reverting to a
more normal level and partly because of the real depreciation of the currency.
Since the beginning of the century, the GDP share of imports has surged again
under the pressure of accelerating growth, increasing investment, and a stable
real exchange rate, before declining, possibly because of the real depreciation
of the national currency over the last five years or so.

As far as the composition of imports is concerned, the most noticeable
change is the sizeable drop that has occurred in the share of consumer goods —
from 36 per cent in 2000 to around 2§ per cent in 2016. It may result from
two circumstances: the drop in the share of private consumption in GDP and

"> This remains true despite the increase observed since the mid-2020s.

> A report by NRGI, a New-York-based non-governmental organisation specialising in advice
on natural resource policies, estimates the Tanzanian revenue of the Lindi LNG gas project to
be 1.2 per cent of GDP, if the project goes ahead (Olingo, 2017). Henstridge and Rweyemamu
(2017) assume lower extraction prices that would make the investment profitable. Yet their
detailed calculation leads to actual revenues of around 1.5 per cent of GDP in the twenty years
following investment — at least five years or more from now.
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the real depreciation of the currency. It is unlikely that the former can explain
all the observed drop, so some import substitution has probably taken place,"*
which might have reinforced the impact of exports on the development of the
domestic manufacturing sector.

Trade policy in Tanzania is constrained by its simultaneous membership
in the East Africa Community (EAC), in the South African Development
Community, and the Common Market for the Eastern and Southern Africa.
The most developed agreement is with the EAC. It includes free trade among
members (Burundi, Kenya, Rwanda Tanzania, and Uganda) as well as a
common external tariff; yet some freedom is left to members to depart from
common tariffs through ‘stays of application’ or duty remission on imported
intermediate products. It turns out that the number of such exceptions has
swelled over recent years in Tanzania. According to a recent report, it increased
from 7 in 2011 to 100 in 2018, mostly being aimed at protecting domestic
production and encouraging exports — through duty remission."> This may be
another explanation of the slowing down of imports over the recent years. On
the other hand, the rent-seeking aspect of some of these trade measures should
not be ignored. For instance, such a suspicion of corruption has arisen with
respect to the 100 per cent tariff on sugar imports.”®

It is fair to say that the value of imports is structurally higher than export rev-
enues in Tanzania, which is another aspect of absorption being higher than GDP
or domestic savings not covering investment expenditures. The deficit reached
alarmingly high levels at the time of the liberalisation of imports at the turn of
the 1990s, and when exports had not yet fully recovered from their collapse
during the crisis of the 1980s. It was still high until a few years ago, averaging
more than 1o per cent of GDP between 2005 and 20135. It has got close to zero
over the last few years, but it is still too early to know whether this is the result
of structural changes, temporary policies, or favourable trade circumstances.

B The Financing of the Economy and the Key Role of Foreign Aid

A thorough appraisal of the way Tanzanian development has been financed
over time is a difficult task because of the lack of mutual consistency of the
data sources to be used - that is, national accounts, balance of payments, and
general government accounts — and, sometimes, the lack of time consistency
within some of these sources, an example being the recent change of base in

4 As the GDP share of consumption in 2000 was around 8o per cent and that of imports was
13 per cent, the 36 per cent share of consumption goods in exports corresponds to an average
household propensity to consume imported goods of (0.36 x 0.13/0.80 = 0.06). Assuming this
propensity remained constant, the 20 per cent drop in the GDP share of household consump-
tion between 2000 and now would have generated a drop of 1.2 per cent in the GDP share of
imported consumption goods, or 6 per cent of imports in 2018-19 instead of the observed 11
per cent (i.e. 36—2§ per cent).

'S See WTO (2019, p. 270).

¢ A detailed analysis is provided by Andreoni et al. (2020).
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TABLE 2.3 The financing of the Tanzanian economy, 2010-18

(% of GDP, period averages)
Period 20I0-12 20I3-I§ 2016-18

Domestic flows

Domestic savings 22.3 23.8 30.5
Central government -0.8 0.2 4.0
Private sector” 23.1 23.6 26.5
Gross fixed capital formation 33.1 33.0 35.8
General government 6.3 4.5 6.3
Private sector” 26.8 28.5 29.5
Need for funding 10.8 9.2 5.3
Government: deficit excluding current 7.1 4.3 2.3
foreign grants

(Deficit including current foreign grants) 4.2 3.0 1.6
Private sector” 3.7 4.9 3.0
Foreign financing

Primary and secondary income in current -0.9 -0.6 -0.9

account®

Official development assistance 7.8 6.1 4.6
Foreign direct investment 4.6 3.5 1.7
Foreign inflows accounted for 11.5 9.0 5.5
Outstanding debt 28.7 30.3 33.2
Of which

Public and publicly guaranteed 18.3 21.0 22.9
Other 10.4 9.3 10.3

? Government account indicators are defined over the fiscal year from o1/o07 to 30/06;
accordingly, GDP, savings and investment figures have been transformed into 2-years
averages for consistency

? Including non-government public entities

¢ Excluding foreign grants included in Official Development Assistance

Source: Author’s calculation from IMF, Government Accounts and Balance of payments

data in annual reports of the Bank of Tanzania.

national accounting. It is only recently that it has become possible to make
these various sources mutually consistent. Results appear in Table 2.3, which
shows the evolution of key indicators since 2010 on a three-year average
basis.'” Inconsistencies are still apparent when comparing the ‘total’ row in
the foreign financing section of the table with overall needs for funds in the
domestic section. The former exceeds the latter in 2010-12, which seems odd,
even though not impossible. Fortunately, the discrepancy is limited.

The very acute need of the Tanzanian economy for foreign financing was
already apparent in the absorption figures shown in Figure 2.2. By definition, the

'7" Averaging partly eliminates year to year variations in the need for external funding that arise
from the volatility of changes in inventories.
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gap between this aggregate indicator and GDP is the overall need of the economy
for external funding. It averaged 13 per cent of GDP in the 1990s, but this average
hid a strongly declining trend that even reached zero for a short while in the early
2000s. Since then, however, the need for external funding has increased again, and
was still around 1o per cent in the mid 2010s. Table 2.3 shows that it then halved
thanks to a noticeable increase in the domestic saving rate, but the question arises
whether this change is permanent or results from specific circumstances.

A second noticeable feature of the table is the difference between the public
and the private sector. In the early years of the 2020s, as practically all the
time during the one or two decades before, the main financing difficulty of the
Tanzanian economy clearly arose in the government. Its current savings, that
is the difference between its current revenue and recurrent expenditures, were
negative or close to zero. In other words, government revenues barely covered
current spending, so that all public investments, and often more, had to be
financed by foreign or domestic private agents. The reason for such a state of
affairs was not so much because of abnormally high recurrent expenditures,
but rather the relatively low tax revenues. With an average tax/GDP ratio of
around 11 per cent, Tanzania lies behind all East African countries and sub-
stantially below the average sub-Saharan country.

It is only in the last few years that the government has adopted a more rigorous
fiscal policy consisting of a slight increase in revenues, not more than half a per-
centage point of GDP, though, and a pronounced drop in current expenditures —
a little more than 2 per cent of GDP. This has allowed the government to cover a
substantial share of public infrastructure investments and to significantly reduce
its budget deficit. Yet the social cost of the cut that took place in recurrent spend-
ing should not be ignored. If it was not fully compensated by efficiency gains, it
must have affected some services delivered to the population.

On the foreign financing side, most of the funding needs of the Tanzanian
economy are covered by foreign aid. Although its volume declined substantially
with respect to GDP, it remains substantial, and the sign of a high degree of
dependency on foreign donors. At a little less than 5 per cent of GDP, today’s
volume of aid represents a quarter of the government’s budget.

Given its importance, the ambiguity of the role of ODA in the development
of the Tanzanian economy must be stressed. Tanzania may need foreign aid to
provide basic public services and infrastructure, but it may also be the case that
it is the availability of foreign aid that has led in the past to low savings and
inefficiency in the public sector as well as to price distortions, through ‘Dutch
disease’ effects,'® as the ongoing debate on aid effectiveness emphasises.'? It is

% The so-called Dutch disease arises in the presence of sizeable foreign currency inflows that
do not result from a rise in exports or import substitution. They make non-tradable sectors
relatively more attractive to investors, thus undermining the industrialisation potential of the
country.

"9 See, for instance, Deaton (2013)’s indictment of foreign aid, and in the specific case of Tanzania
Edwards (2014).
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difficult to analyse in detail the causality relationship between foreign aid and
the need for external funds or the trade deficit because of very special past
circumstances. These comprise the whole transitional period towards a market
economy when donors provided resources the economy could not produce, or
donors’ debt relief policies directed towards so-called Highly Indebted Poor
Countries from the late 1990s to the mid-2000s. In Tanzania, as in most other
poor countries, aid flows observed during this period include debt service mor-
atoria and debt cancelling operations that do not bear much relationship to the
actual funding needs of these countries.

If these problems have largely disappeared in the recent period, the issue
arises of the meaning of the concomitance between the recent drop in trade
deficit — and the need for external funds- and in ODA, as observed in Table 2.3.
For some time, there have been talks among donors about progressively reduc-
ing aid flows to Tanzania, the present volume being often held up as a pos-
sible hindrance to the autonomous development of the country. In several
instances, the Tanzanian government has openly concurred with such a view.
There may thus have been something like a tacit agreement between donors
and the Tanzanian government that aid flows need to be scaled down, with the
latter correctly anticipating this trend and making policy decisions to adjust to
this situation. It may also be the case that the reduction in foreign aid flows
is the consequence of various crises during which donors have effectively put
off disbursements or reduced their commitments because of major corruption
scandals involving the government. This occurred in 2014 after the USD 180
million escrow scandal, in which an escrow account at the Central Bank was
unlawfully emptied, itself the last episode of the Richmond scandal that a few
years before had involved an overcharging private power provider and caused
the resignation of several members of the government, including the prime
minister. More recently, donors have threatened again to hold onto aid dis-
bursements because of what they saw as violations of human rights by the
government. Domestic policies behind the observed drop in external funding
needs, including reining in public spending and letting the currency devalue in
real terms, may be a kind of response to these repeated frictions with donors.

Several episodes of severe tensions between Tanzanian governments and
donors have taken place in the past that could have led to a rupture. One took
place at the end of the socialist period at the middle of an acute macroeco-
nomic crisis when Nyerere was resisting the IMF’s conventional and poten-
tially socially costly adjustment measures. After a few years of tension, other
donors finally imposed their view that transformative reforms were needed.
Another crisis developed in the mid-1990s. On one side were the donors,
exasperated by various corruption affairs, the ineffectiveness of financial
management, and the lack of results of the programmes they were financing.
On the other side, the Tanzanian government was complaining about the cost
of dealing with all the monitoring procedures imposed by donors and its lack
of autonomy in deciding the use to be made of aid. A special commission
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appointed by the Danish aid agency wrote a report with inventive suggestions
about reforming the cooperation between the Tanzanian government and
donors. This largely anticipated reforms that would become current practice
in the development community a few years later, including part of aid being
provided as general budget support, and therefore at the full discretion of the
recipient country.*®

Remembering these episodes is important because it shows how important
foreign aid and donors have been in the development of Tanzania, practically
since independence. By and large, aid may have been the engine of growth that
seems to be missing in the domestic economy. By allowing investment to gain §
to 1o per cent of GDP, it may have been responsible for two to four additional
percentage points of annual growth. However, such a high volume of aid may
also have had negative effects on other aspects of the economy, whether on
savings, the efficiency of government machinery, the degree of corruption, or
the democratic functioning of society — as forcefully argued by authors such
as Easterly (2006) and Deaton (2013).>" The volume of aid soon recovered its
pre-crisis level after both the crises just mentioned, so that, even though modal-
ities had changed, the country somehow remained as aid-dependent as before,
at least in terms of a large part of capital accumulation that was directly or
indirectly financed by aid. Now that a trend has appeared that tends to lessen
this dependency, the question arises whether the policies meant to address this
new situation, including the drop in recurrent expenditure, is sustainable. In
any case, at close to 5 per cent of GDP, foreign aid remains sizeable and a pillar
of Tanzanian economic growth.

Foreign direct investment is another source of investment funding. It amounts
to roughly a sixth of the overall capital formation. As a percentage of GDP,
it has been roughly constant until recently. The drop observed during the last
few years may only be the reaction of foreign investors to the dispute alluded
to earlier between the Tanzanian government and a gold mining company,
and more generally to the suspicious attitude of that government towards for-
eign companies. The new government seems to have a more friendly attitude
towards foreign companies. It should be noted, though, that direct investments
in Tanzania are heavily concentrated in mining, a sector less transparent to
domestic authorities than manufacturing, which accounts for only 15 per cent
of foreign investments.**

On the first crisis, see Catterson and Lindahl (1999) and Helleiner (2002a); on the second, see
Furukawa (2014) and Helleiner (2002b). Helleiner was the chair of the reconciling commission
appointed by Denmark.

A detailed analysis of these issues in the specific case of Tanzania’s development is provided by
Edwards (2014).

Besides mining (50 per cent), other major sectors of foreign investment include financial services
(x1 per cent) and power generation (8 per cent). These proportions refer to 2013 (NBS, 2015)
and may have changed since then, despite referring to stocks rather than flows of foreign
investment.
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It would be wrong to consider that Tanzania’s increasing indebtedness results
from a gap between the needs for external funds on the one hand and foreign
aid and direct investment on the other. As illustrated in Table 2.3 indebtedness
has increased since the mid-2o10s despite funding needs being almost exactly
met by aid and direct investments. The point here is that foreign aid comes
under the form of grants and concessional loans, with the latter contributing
to increasing the level of debt. The Highly Indebted Poor Countries initiative
permitted to reduce Tanzania’s debt to 22 per cent of GDP by 2006. It had
gone up to 33 per cent by 2018, with practically all that increase concentrated
in the public and publicly guaranteed debt. It has further increased since then.
Concessional loans contribute to reducing the debt burden but their share seem
to be falling.

III SUMMARISING THE DETERMINANTS OF
AND CONSTRAINTS TO GROWTH

Many other aspects of economic development in Tanzania could be analysed,
including monetary policies, taxation, infrastructure capital, and social sec-
tors. The latter will be considered explicitly in the second part of this chapter.
The others will be dealt in one way or another in subsequent chapters. At
this stage, however, it is useful to summarise what has been learned from the
preceding review about the determinants of and constraints to economic devel-
opment in Tanzania.

The main conclusion is without any doubt the uncertainty that bears upon
what could be a sustainable engine of growth in the Tanzanian economy.
Growth has taken place, and substantially so, but it seems to have been more
demand driven than resulting from the autonomous development of a few sec-
tors oriented towards export or import substitution. It is true that exports have
been a driving force for a while in the last two decades, but this has in large part
been thanks to mining, especially gold, and thus has been highly dependent on
foreign demand and world prices. Manufacturing exports have also played a
role, but a minor one, and the whole sector is still too small to be a true driver of
development. Instead of an autonomous supply side drive, it thus seems that it
is domestic demand, pulled by purchasing power increases arising from gains in
terms of trade and foreign aid, that have fed growth throughout the economy,
especially in sectors highly dependent on public spending and investment.

This situation raises an issue of autonomy and sustainability in Tanzanian
economic development. Dependency on foreign demand for commodities, on
prices on international markets, and on foreign aid is the opposite of truly
autonomous development that would result mostly from efforts by domestic
agents to expand production through enhanced productivity and competitive-
ness. The present development strategy is in some senses passive. This does
not mean that domestic agents lack dynamism, only that they mostly respond
to domestic demand stimuli that often originate outside national borders.

https://doi.org/10.1017/9781009285803 Published online by Cambridge University Press


https://doi.org/10.1017/9781009285803

Features and Challenges of Economic Development 43

This model may not be sustainable if drastic changes take place within the
foreign context, such as a lasting contraction of commodity prices or a further
reduction of foreign aid. In addition, the mineral natural resources exported by
Tanzania will be depleted in the foreseeable future: gold reserves, for instance,
represent only thirty years of current exports.

Overall, Tanzania has done well in productively exploiting favourable
opportunities that have arisen in its foreign environment. It may now be time
to consider a more autonomous strategy, and it is the task of subsequent chap-
ters to reflect on the institutional factors that may influence or constrain this
choice. However, the present review of Tanzania’s development achievements
and challenges would be incomplete without an examination of its social
aspects, in particular its inclusiveness.

IV SOME SOCIAL ASPECTS OF TANZANIAN DEVELOPMENT

This review of the main features and evolution of the Tanzanian economy has
essentially been conducted at the macro-level. It is now time to see what has
happened at the level of individual households and the extent to which the
overall progress of the economy has been reflected in individual welfare. Three
dimensions of welfare are briefly reviewed in what follows: income poverty
and inequality, education, and health.

A Poverty and Inequality

Figure 2.5 presents some summary statistics on poverty, inequality, and house-
hold consumption expenditure as estimated in the five national Household
Budget Surveys (HBS) taken since 1990 and compares them with relevant
national account indicators. Two sets of poverty headcount estimates, both
based on the HBS, are shown. The National Bureau of Statistics (NBS) uses a
poverty line based on the value of the food basket consumed by the poorest
half of the population deflated by the share taken by food in the budget of these
households. The poverty line is updated from one survey to the next through
specific food price indices — which differ substantially from the consumer price
index (CPI) or the deflator of consumption expenditure in national accounts.
The methodology to compute the poverty line and even to collect data on
the consumption of food products seems to have been changing over time, so
there is some imprecision on the estimated evolution of poverty across the five
surveys. The other set of estimates is taken from the World Bank Povcalnet
database. It is based on the international poverty line, set to USD 1.9 per per-
son — at 2011 purchasing power parity — and per day, and the same household
survey sources as the NBS but made comparable over time through the CPL*3

3 Differences in the methodology of the two sources have been discussed in some length in various
papers (Hoogeveen and Ruhinduka, 2009; Mkenda et al., 2010; Atkinson and Lugo, 2014).
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FIGURE 2.5 Consumption per capita, poverty and inequality, 1991—2017
Source: HBS (since 1990), NBS data (1991—2017), World Bank Povcalnet database
(1991-2017)

According to the NBS estimates, the proportion of poor people in Tanzania
has regularly declined over the last thirty years or so, even though the estimated
drop is anything but impressive in view of the change that took place in GDP
per capita or even household consumption per capita. Indeed, the poverty
headcount fell from 39 per cent in 1991 to 26 per cent in 2017, whereas GDP
per capita nearly doubled, an elasticity much lower than commonly observed.
The picture painted by the World Bank estimates is quite different. First, the
poverty headcount is approximately double, reflecting a discrepancy between
the two sources in the definition of the poverty line. Second, poverty would
have surged, rather than slowly declined, between 1991 and 2001. Accordingly,
the acceleration of growth in the 2000s would have caused a sizeable drop in
poverty from 2001 to 2007. The drop is still sizeable between 2007 and 2011,
but no significant change has occurred since then.

Clearly, the 2001 estimate by the World Bank is wrong and inconsistent
with other data sources such as consumption per capita as recorded in the
national accounts. It is thus better to ignore it — as is done with the dashed line
in Figure 2.5. After 2001, the two sets of estimates show a roughly consistent
evolution of poverty given their implicit difference in the poverty line and the
resulting value of the headcount.** Both show an elasticity of poverty with

>+ Another data source on poverty is the National Panel Survey (NPS) designed to track people
and analyse individual poverty dynamics. In contradiction with data from the HBS used both
by the NBS and the World Bank, it shows an increase of poverty between 2008 and 2013.
Belghith et al. (2018) show that the discrepancy is due to the NPS and NBS estimates using
different price indices to compare real expenditure over time.
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respect to GDP per capita around unity for the 200111 period, an order of
magnitude commonly found in sub-Saharan countries.”> However, things seem
to have changed over the recent period, since both sources show some sticki-
ness of the poverty headcount between 2011 and 2017 despite sizeable growth
of GDP per capita. It is also reported that poverty might even have slightly
increased in urban areas (World Bank, 20194, p. 7).

The main conclusion to be drawn from this discussion of poverty estimates,
besides the need for more clarity in the way the poverty line is set, is that there
seems to be a real challenge in Tanzania in transforming GDP growth into
poverty reduction. In other words, growth has not been inclusive enough over
the last twenty-five years, this being especially the case in the recent past.*®

This conclusion is reinforced by the observed change in the degree of
inequality of distribution of per capita household expenditure. Figure 2.5
shows an increasing trend in the Gini coefficient, the most usual measure of
inequality, since the early 1990s, although a short-lived reversal seems to have
taken place between 2007 and 2011 — which, coincides with the acceleration
of poverty reduction noted in Figure 2.5. Over recent years, however, inequal-
ity has reverted to its previous rising trend. Even though Tanzania’s level of
inequality would probably stand below average by sub-Saharan African stan-
dards, the change that has taken place since the early 1990s is far from neg-
ligible. Economic development in Tanzania has favoured relatively more the
upper part of per capita consumption scale, especially the top decile. Decile
shares available in the Povcalnet database suggest that as much as two-thirds
of the increase in consumption expenditures of the whole population went to
the top 10 per cent. This is twice its share of total consumption. Such a situa-
tion would quickly become worrying if it were to last.

As an important footnote to the preceding discussion of inequality, it must
be stressed that the inequality of consumption expenditures as recorded in
household surveys is most likely underestimated. People at the very top of
the distribution of living standards are unlikely to be covered in HBS, and if
they were, they would most likely under-report their expenditures. Moreover,
inequality of consumption expenditures is known to be substantially lower
than income inequality. In the case of Tanzania, the huge discrepancy between
the growth of GDP and that of consumption expenditures in the national
accounts — see Figure 2.2 — suggests that the difference may be quite signif-
icant. In addition, incomes from illegal activities or corruption, judged to be
substantial, escape measurement. This is where the most important source of

Y

5 See Arndt et al. (2017a). A unit elasticity was also implicit in the evolution of poverty projected
by the National Strategy of Growth and Reduction of Poverty, locally known as MKUKUTA -
see United Republic of Tanzania (2005, pp. 35-9).

Arndt et al. (2017b)’s estimate of change in poverty through five deprivations (water, sanita-
tion, housing, education, and TV/radio) recorded in various editions of the Demographic and
Health Survey is also worth mentioning. Over 1992—2010, they find that poverty has unambig-
uously diminished.

©
N

https://doi.org/10.1017/9781009285803 Published online by Cambridge University Press


https://doi.org/10.1017/9781009285803

46 Part I The Political, Economic, and Institutional Features

inequality may lie, and it may have a sizeable impact on the economy overall
depending on the use made of it by those to whom it accrues. Unfortunately,
not much is known about it and about its evolution over time.*”

B Education

The educational level of the population has enormously progressed in
Tanzania, as in the rest of the sub-Saharan African region over the last two
or three decades. According to the Barro-Lee database, the mean number of
years of schooling in the adult population has increased from less than four
years in 1990 to six and a half today. Likewise, the proportion of the popu-
lation without education and who were therefore illiterate was around 15 per
cent by 2015,** down from 27 per cent in 2000. The mean number of years
of schooling has followed the sub-Saharan average, whereas the proportion of
adults without education is lower in Tanzania.

If human capital in a country were measured by the number of years of
education of its whole population, then it would have grown at roughly 4.5
per cent since the beginning of the millennium, less than GDP and less than
the physical capital stock, but enough to contribute to productivity gains.
However, looking at the performances of the education system today leads
to a more nuanced view about the efforts made in the country to improve its
stock of human capital.

On this account, Tanzania does not seem to be doing that well. With respect
to education, the recently developed Human Capital Index by the World Bank
ranks it in the bottom 10 per cent of countries ordered by increasing ‘expected
years of schooling’ and ‘learning-adjusted years of schooling’.*® However, this
does not mean that no effort is being made in the country to improve the cov-
erage of its schooling system; quite the contrary. The difficulty would rather
seem to lie in the quality of the schooling system.

As in the whole sub-Saharan region, primary school enrolment has made
huge progress in Tanzania, although with pronounced fluctuations and a some-
what surprising reversal over the last few years. As can be seen in Figure 2.6,
enrolment increased very rapidly after independence before receding at the time
of the macroeconomic crisis and adjustments in the 1980s, and then stagnating
for the next ten years. It then surged again with the launch of the ‘Education

*7 Yet see Atkinson (2011) for a historical estimation of top incomes in Tanzania. According to
his estimates, based on income tax date, the top o.1 per cent was earning § per cent of total
personal income in 1970 — declining since colonial times. This figure is comparable to the
concentration of income at the top in the United States today. The publication of income tax
tabulations in Tanzania was disrupted in 1970.

This is the last year recorded in the Barro-Lee database.

The expected number of years of schooling is the number of years a child is expected to stay in
school, and it is approximated by the sum of age-specific enrolment rates. The learning adjusted
years of schooling is obtained by multiplying the preceding number by a harmonised test score.
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FIGURE 2.6 Primary and secondary school enrolment (gross and net) in Tanzania and
the sub-Saharan region, 1970-2015 (per cent)
Source: UNESCO, WDI and NBS

for AIl’ programme under the aegis of UNESCO and the UN’s Millennium
Development Goals initiative in the early 2000s. This major increase in enrol-
ment, which resulted from the international initiatives just mentioned, and also
from Tanzania’s economic recovery as well as policies such as the abolishment
of tuition fees, could not be sustained. After having practically become univer-
sal in the mid-2000s, enrolment had fallen back by twenty percentage points
by 20135, a drop possibly underestimated according to Joshi and Gaddis (2015,
p. 2). Since then, the situation has somewhat improved, but the gross enrol-
ment rate is just below 100 per cent, whereas universal enrolment would imply
a rate above that threshold: net enrolment has not recovered.?® This trend is
confirmed by the direct observation of school attendance in the national house-
hold surveys taken by the NBS.

The progress in secondary education has been steadier, although Tanzania
is lagging behind regional averages. Enrolment increased from 5 per cent in
1990 to 31 per cent in 2010. Since then, it has stagnated, after sliding a bit in
2015, as for primary. Furthermore, the gap with respect to the sub-Saharan
region has become larger, although a kind of plateau seems to have been
reached there too.

3° The net enrolment rate is defined as the ratio of children of official school age who are enrolled
in school to the population of the corresponding official school age, whereas the gross enrol-
ment rate would include all children in school. The gross enrolment rate is the ratio between all
students enrolled in primary education, regardless of age, and the population of official primary
education age.

https://doi.org/10.1017/9781009285803 Published online by Cambridge University Press


https://doi.org/10.1017/9781009285803

48 Part I The Political, Economic, and Institutional Features

Pre-primary schooling has also made rapid progress, and Tanzania is ahead
of other African countries. Yet high enrolment rates may hide low quality. The
pupil to qualified teacher ratio at pre-primary level is reported to be as high as
169:1 in public schools (UNICEF, 2017). The consequence is that most chil-
dren enter primary school in unfavourable conditions, owing either to a lack
of, or poor, pre-primary facilities.

Quality is also found to be low, and deteriorating, in both primary and
secondary schooling. Joshi and Gaddis (2015) report that the pass rate of the
primary school leaving examination went down from close to 70 per cent in
2006 to 30 per cent in 2012. The deterioration is even worse for secondary
schooling, as the pass rate for the Secondary Education Examination fell from
90 to 30 per cent over the same period (Joshi and Gaddis, 2015, Figure 1.1).
The deterioration is already noticeable in the first grades. Only 10 per cent of
grade three students can read a grade two story in Kiswabhili, and only 30 per
cent have mastered grade two numeracy. In addition, this low average per-
formance hides a high level of disparity across geographic regions and social
backgrounds.

Even though Tanzania does better than most other east and southern African
countries in the educational achievement tests conducted under the Southern
and Eastern Africa Consortium for Monitoring Educational Quality, the drop
in performance is worrying. At primary level, a possible cause may be the over-
crowding of schools, partly due to the surge in enrolment in the early 2000s.
The average number of pupils per teacher in primary schools closely followed
the enrolment rate. It went from 45:1 in 2004 to 58:1 in 2007. The number
of students per classroom increased accordingly. It is thus no surprise that the
quality of schooling worsened during that period and that parents were disin-
centivised to send their children to schools that they knew were overcrowded
(Ponera et al., 2011). However, another cause of low and falling performances
in both primary and secondary schools is teacher absenteeism. Surprise inspec-
tions suggest that one out of four teachers is not in school when supposed to
be there, and more than half of teachers are not in the classroom when they
should be teaching. It has been estimated that students in primary school are
taught for 2.4 hours a day on average, instead of the scheduled five hours. As
can be expected, all these ratios are much worse in rural than in urban areas
(Wane and Gaddis, 2015). Teacher absenteeism has apparently gone down
since 2010, but it remains extremely high.?"

As diagnostics for the educational sector date back to 2013, things may
have changed for the better. Yet changes are known to be slow in this area. On
the other hand, some indicators may have worsened. For instance, the number
of primary education teachers is reported to have reduced by 5 per cent since
2016, whereas the population of children has increased by around 10 per cent.

31 See Han and Peirolo (2021).
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On average, the number of pupils per teacher might have increased by 15 per
cent over recent years.>”

There is most likely a direct relationship between the observed drop in pri-
mary enrolment and the deterioration in the quality of schooling, with the
relationship self-reinforcing over time. Primary school overcrowding and the
subsequent lowering of school quality may have disincentivised parents, as
mentioned earlier, but overcrowding itself and the lack of resources in general
may have disincentivised teachers, causing a further drop in quality.

A possible cause of that evolution may be the recent drop in the share of
public expenditures from GDP. It was already the case that education’s share
in the budget had fallen by the mid-2010s, even though it was still increasing
in real terms. It is too early to say, but this might not be the case in recent
years, thanks to the recent tightening of expenditure, thus aggravating existing
constraints on progress in the public delivery of educational services.

C Health Care

The diagnostic of the healthcare sector in Tanzania is mixed. On the one
hand, some input and outcome indicators show satisfactory results, while
others have evolved less favourably. On the other hand, a recent evaluation
suggests important quality issues in health care delivery. In addition, the
funding of the sector strongly relies on foreign assistance, and this shows no
sign of decline.

Figure 2.7 shows various indicators that illustrate the contrasting perfor-
mances of the health sector. Under-five mortality has undoubtedly made con-
siderable progress since the turn of the millennium, most likely in connection
with the launch of the Millennium Development Goals. This indicator went
down from 148 for 1990-5 to 67 in 2010-15.73 Thus, Tanzania was very
close to achieving Millennium Development Goal number four, which was
to reduce infant mortality by two-thirds between 1990 and 2015. Present
trends also seem promising in view of the third Sustainable Development
Goal, which requires reducing under-five mortality below twenty-five per
thousand.

It is not coincidental that the fast drop in infant mortality after 1995 took
place at the same time as health care expenditure per capita was growing at an
accelerated pace. What is more surprising, however, is the sudden pause in that
progression and the stagnation of both public and total health care spending

3* The first figure is derived from information collected by UNESCO, whereas the second one
is based on demographic growth estimates. To this estimate should be added the effect of the
recent rebound in gross enrolment. UNESCO reports an increase in the pupil-teacher ratio in
primary schools from 42:1 in 2016 to §6:1 in 2019.

33 These figures are drawn from the various Tanzania Demographic and Health Survey reports.
Note that they refer to a period extending to up to five years before the survey.
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FIGURE 2.7 Some health care indicators in Tanzania and sub-Saharan Africa, 1990—2018
Source: WDI and Tanzania Demographic and Health Survey (DHS)

after a small drop in 2010,?* a stagnation that might be related to the slowing
down of progress on the child mortality front. Over the last ten years or so,
the share of health expenditures in GDP has fallen, a trend that can also be
observed more recently at the regional level. The gap between Tanzania and
the average sub-Saharan country in real health care expenditure is striking.
The fact that it essentially comes from private spending may suggest a deficit
in health care infrastructure, including professionals, needed for the private
provision of health care.

With essentially a flat long-run trend, the evolution of maternal mortality is
less satisfactory than child mortality.>> This seems to contradict the substan-
tial increase documented in the Tanzanian Demographic and Health Survey in
skilled delivery assistance as part of the Strategic Plan to Accelerate Reduction
in Maternal, Neonatal and Child Deaths launched by the Ministry of Health
and Social Security in 2008 (United Republic of Tanzania, 2016b, p. 172).

This last observation suggests that there may be some skill deficit in the
provision of health care. It is not clear whether this may apply to maternal
mortality, but the 2014 Health Service Delivery report by the World Bank
points to such weaknesses when concluding that the ‘major challenge for
Tanzania’s health sector is the shortage of skilled human resources for health’

34 The surge in expenditures in 2006 and the following two years may be explained by the severe
drought that hit the country at that time and had serious consequences for the nutrition and the
health of the population.

It is not certain that the fluctuation shown for 2010 is statistically significant.

https://doi.org/10.1017/9781009285803 Published online by Cambridge University Press


https://doi.org/10.1017/9781009285803

Features and Challenges of Economic Development ST

(World Bank, 2014a, p. 9). The report also insists on possible gains in effi-
ciency through increasing the caseloads of health personnel, currently low by
international standards, and reducing absenteeism, although, at 14 per cent, it
is much less pronounced than in the education sector.

On the financing side, a major cause of concern is the importance of foreign
assistance. The share of expenditure financed by external sources has averaged
45 per cent since 2006, which suggests a serious problem of sustainability in
the long run. If progress in health outcomes is to continue at the same pace
as in previous years, funding will have to keep increasing faster than GDP,
unlike what is being observed today. More funding will thus be needed domes-
tically. This might come from the higher formalisation of the economy, leading
to more people being covered by health insurance programmes paid for by
employers through the National Social Security Fund, or, in the informal sec-
tor, from expanding the coverage of the Community Health Fund, a voluntary
insurance programme. However, it is unlikely that with a premium of less
than USD 10 per household and per year, the latter could become a significant
source of funds for the health care system, especially given its complex decen-
tralised governance. Further progress in health care will have to come from
more resources being made available at central government level or through
the cross-subsidising of health care in the informal sector by the health insur-
ance system in the formal sector.

This expansion of health care funding and service provision is still more
necessary given that large disparities are observed in most health indicators
between geographical areas and, within areas, between households with differ-
ent socio-economic characteristics. From that point of view, the cheapest prog-
ress in health care in Tanzania may come from extensive rather than intensive
strategies — in other words, more people being covered rather than more risks
being covered.

V CONCLUSION: THE MAIN ECONOMIC
CHALLENGES OF TANZANIAN DEVELOPMENT

Tanzania started its independent existence with considerable economic dyna-
mism, until it was hit on the one hand by the consequence of an ill-prepared
transition towards socialism, which made the economy increasingly inefficient,
and, on the other hand, by the global development crisis of the early 198o0s.
There followed a long and painful period of slow growth, caused by a grim
international economic environment and a difficult adjustment back to a mar-
ket economy. The growth acceleration observed over the last twenty years is all
the more spectacular. At the current rate of growth, GDP per capita will dou-
ble in twenty years, and the country has just graduated from the low-income
tier of World Bank classification to become a middle-income country.

This does not mean there is no cause for concern about the long-run sus-
tainability of the present pace and structure of economic growth. The main
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challenges identified throughout this chapter are listed next, before they are
compared to former diagnostics about Tanzanian development, and finally a
few remarks on the likely consequences of the COVID-19 crisis that recently
affected Tanzania, as the rest of the world.

A Main Causes for Concern about Tanzanian Development

The first cause for concern is the uncertainty about what could be Tanzania’s
long-run engine of growth. To a large extent, growth during the last two
decades has been pushed by the demand side of the economy, itself relying
on increasing export revenues and foreign financing. Such a model is quite
different from the industrialisation model that has been experienced over the
last few decades in Asia, or in Latin America in the 1960s and 1970s. To be
sure, the Tanzanian manufacturing sector has not underperformed; it has even
been able to significantly expand exports and substitute some imports. The
problem is that it is presently too small to pull the economy forward thanks to
its sole area of development. Although manufacturing exports have done well,
they remain a minor fraction of total exports, and it is the other fraction that
has driven recent growth. The problem is that this component is essentially
exogenous, depending on international prices and the foreign level of activity,
and is therefore unable to feed a pace of growth faster than that of the global
economy. More is needed for Tanzania to continue reducing its income gap
with the rest of the world. On the other hand, circumstances may become less
favourable than they have been since the turn of the millennium. A priori, there
are fewer external constraints in manufacturing, agroindustry, or tradable ser-
vices such as tourism. How to enhance their development?

A second cause for concern is how to sustain and, more importantly, to
enhance the within-sector productivity gains observed in the last decade or
$0. Maintaining the investment rate at a 35 per cent level is a challenge in
itself. At the same time, there are indications that such a high rate of capital
formation may not be fully exploited. Moreover, there may be untapped
efficiency gains that could improve productivity and competitiveness.
Agriculture, for instance, has often been mentioned as under-performing in
comparison with other countries in the region and the continent,?® possibly
because the difficulty in establishing firm land rights disincentivises innova-
tion and investment.

The third source of concern may be the most serious one. It is the strong
dependency of the Tanzanian economy upon foreign financing. It is true that,
for several reasons, the gap between absorption and national revenue has been
scaled down in recent years. However, it is not clear whether this is due to
domestic structural factors and policymaking or to decisions made by foreign

36

See for instance Benin (2016, Chapter 2).
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donors. In any case, even during recent years, dependency has remained high.
Excluding foreign grants, the deficit of the current account was still above
4 per cent of GDP on average between 2015 and 2020. ODA itself still repre-
sented more than 5 per cent of GDP over the same period, a little more than
a quarter of the government budget and practically all of the public invest-
ment in infrastructure. What would happen if, for some geopolitical reason or
unexpected development, this flow was to dry up? It is most unlikely that the
current growth trend could be maintained.

An important unknown for the economic development of Tanzania is
what will happen with its offshore natural gas reserves. These are sizeable
and could provide Tanzania with substantial additional revenues for the
twenty to thirty years after a five-year investment period. This would require
that the international price of gas stays at a much higher level than observed
throughout the 2010s. It has been seen that extraction costs are high. At this
stage, it is therefore not clear whether the discovery of these reserves truly
modifies the prospects of the Tanzanian economy in the reasonably near
future.

A final source of concern is on the social side. Poverty is receding slowly,
certainly more slowly than if the real income or consumption expenditure of all
households was growing at the same rate as GDP per capita. That growth has
not trickled down more systematically to all segments of the population since
its acceleration at the turn of the millennium is a problem, and a challenge for
the future. The reason why growth has not been inclusive lately is unclear, but
action should be taken so this situation does not persist. Increasing inequality
may indeed have adverse effects on future development through the demand side
of the economy, by reducing the aggregate propensity to consume, and more
fundamentally by undermining the social and political climate. The same applies
to the stagnation of school enrolment below universal enrolment in primary
school and the low quality of the educational system in general, which may put
future growth, poverty reduction, and the social equilibrium at risk. More is
to be done to ensure more inclusive growth and more dynamic investment in
human capital.

The preceding review of the economic development challenges faced
by Tanzania was essentially factual. Little was said of policy choices or the
behaviour of major economic actors. Only the consequences of their actions,
rather than their decisions and their behaviour, were analysed. The way in
which the economic decision makers, public or private, interact and generate
specific economic outcomes, including obstacles to development, depends on
the complex set of rules that govern these interactions. These rules constitute
the institutional framework in which development takes place. Beyond the
pure economic facts reviewed in this chapter, a deeper analysis of development
challenges thus requires identification of the institutional challenges causing
them. This will be the task of the rest of this volume.
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B Convergence with Former Diagnostics of Tanzania’s Development

Several former attempts have been made in the last ten years to diagnose the
main obstacles to faster economic growth in Tanzania, so it is worth checking
whether they agree with the analysis in this chapter, even though the latter
relies on more recent data.

A first diagnostic was undertaken in 2010 under the auspices of both the
Government of Tanzania and the US government, the latter as part of the
Partnership for Growth initiative (Partnership for Growth, 2011), following
the methodology proposed by Hausman et al. (2005). It subsequently influ-
enced the reflection about national development strategies, including the
“Vision 2025’ report.

A similar, although more focused, exercise was undertaken two years later by
the Organisation for Economic Co-operation and Development (OECD) as part
of its ‘Investment Policies Reviews’ aimed at recommending measures to improve
the investment climate and attract more foreign investors (OECD, 2013).

Finally, a more recent study is the World Bank ‘Systematic Country
Diagnostic’, entitled ‘To the next level of development’, completed in February
2017. This document comprises a review of Tanzania’s development since the
mid-2000s similar to the one undertaken in this chapter. However, because it
relies on data that do not go beyond 2015 and in some cases stop before then,
it misses some important recent changes, especially with respect to the evolu-
tion of productivity, poverty, and income distribution.

Overall, the diagnostics brought forward by these various studies are con-
vergent and very much overlap with the analysis in the present chapter. Yet
their main objective is to identify possible economic and, in some cases, insti-
tutional bottlenecks for development rather than more structural factors that
slow down or threaten future development as attempted earlier in this chapter.
Institutional issues and some of the bottlenecks pinpointed in these growth
diagnostic studies will be considered in more detail later in this volume. For
further reference, however, the priority policy areas they single out are the fol-
lowing — with the agency supporting them noted in brackets:

* infrastructure, especially power supply and spatial integration (United
States—Government of Tanzania, OECD, World Bank);

e lack of vocational, technical, and professional skills (United States—
Government of Tanzania, OECD, World Bank);

e appropriability of returns: insecurity of land rights (United States—
Government of Tanzania, OECD), high and volatile tax rates (OECD);

* lack of access to finance for small and medium-sized enterprises (SMEs) and
agriculture (United States—Government of Tanzania, OECD, World Bank);

 disorganised regulation of business (OECD);

» low quality of civil service and delivery of public goods (World Bank);

» weak institutional capacity to manage natural resources (World Bank);

» mobilisation of government revenues (World Bank).
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C The COVID-19 Crisis in Tanzania

Clearly, the recent past has been very much influenced by the COVID-19 crisis,
and this is why the review in this chapter stopped before 2020. Because it may
influence future development, a word must be said about its impact on the
economy and the population.

Itis difficult to get a clear idea about the health impact of COVID-19 in Tanzania
because of the denial of the existence of such a pandemic by the then president,
John Magufuli. As soon as May 2020, President Magufuli lifted the few restric-
tions initially set on public gatherings, schools, and universities, and declared the
nation free of COVID-19. He eschewed lockdowns, discouraged the use of face
masks, and banned the release of infection data. Information about the spread of
the pandemic was tightly controlled. Talking publicly about signs of the pandemic,
as for instance the rising frequency of burials, was strictly prohibited.

It is unclear why President Magufuli adopted such a posture and went as far
as advising sick people to go to church to be cured. He always wanted to appear
as a man who was inflexible about work and did not take sickness as an excuse.
A few days before getting sick himself, he inaugurated a new road in Dar es
Salaam, and congratulated the contractor and the workers for completing the
work in time and for ‘no-one [having] used corona as an excuse to delay it’.
His government had become more and more authoritarian over time, and he
handled what he saw as essentially a distraction from work for the whole popu-
lation in the same imperious way he handled other affairs that he thought could
threaten the country’s development. Of course, such an attitude denotes a wor-
rying denial of reality and a complete lack of a sense of responsibility, which
indeed characterised some aspects of management throughout his mandate.

Meanwhile, hospitals were crowded and were rejecting patients, oxygen
was becoming scarce, and funeral announcements were multiplied by three
to four times. Several high-ranked politicians or policymakers are known to
have died from COVID-19, including the author of one of the chapters in this
volume. President Magufuli himself died in March 2021 officially from a heart
attack, but many suspect this was COVID-19. He was replaced by the vice
president, Samia Suluhu Hassan, who immediately reverted to an open and
effective treatment of the pandemic.

Estimates of the impact of COVID-19 in Tanzania are still imprecise. According
to (still provisional) national accounts, GDP growth receded to 2 per cent in 2019
from roughly 6 per cent in the preceding years. The order of magnitude of the
economic cost of the pandemic would thus have been around 4 per cent of GDP.
Such a recession meant that GDP per capita went down for the first time since
the 1990s. At less than 1 per cent, the drop is limited, though. It is lower than in
other sub-Saharan countries that imposed severe lockdown on their population.
In Rwanda, for instance, GDP is estimated to have fallen by as much as 3.5 per
cent. At the same time, the health casualties may have been lower there than in
Tanzania, precisely because of the measures taken to prevent the spreading of the
virus. Without reasonable estimates for Tanzania, it is difficult to say.
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The 2020 slowdown in GDP was caused by a drop in traditional exports
and tourism owing to the COVID-19 crisis in the rest of the world, and also
because of precautionary behaviour by the population in light of the diffusion
of the virus — and possibly some proportion of the population being infected
and becoming temporarily sick. During June and July 2020, the World Bank
ran a survey covering 1,000 SMEs to measure the impact of the pandemic. It
was found that as much as 140,000 formal jobs, or roughly 5 per cent of total
formal employment, were lost, whereas 2.2 non-farm informal workers, roughly
one-third, suffered income losses. However, it is difficult to go from such obser-
vations at one point in time to estimates of the overall impact of the crisis upon
poverty. Estimates have been circulated according to which the poverty head-
count went from 26.1 per cent in 2019 to 27.2 per cent at the end of 2020.%7

As far as the future is concerned, GDP growth is forecast to be around
4 per centin 2021, below the trend over the last ten years or so. Huge vaccination
efforts are presently being made and improvements in health services are being
implemented to increase the capacity of the system to deal with possible new
waves of infection. Tanzania was also provided with emergency loans by the
IMF and is expecting more aid from other donors to address the consequences
of the COVID-19 crisis. This makes the prospects for 2022 look a bit more
favourable.

APPENDIX

A.I SECTORAL DECOMPOSITION OF CHANGES
IN OVERALL LABOUR PRODUCTIVITY

This decomposition is based on the following identity behind that decomposi-

tion as follows:
(0) O; — [ O
AZ =y | ZE|AL +3, TA| =
I Z’(L,«j i +2 L (LJ

where Q; and L; stand for GDP and employment in sector i, and QO and L
for the same at the aggregate level. The upper bar notation stands for averag-
ing across the initial and final period.

The first term corresponds to structural change, the reallocation of labour,
whereas the second stands for the within-sector productivity effect. The figures
in Table 2.A.1 correspond to the terms in the preceding equation after dividing
both sides by the initial labour productivity, Q /L.

The same decomposition for Tanzania’s productivity growth for the period
2002~-12 can be found in McMillan et al. (2017).

37" All the preceding figures are from World Bank (2021). Nothing is said there about the way the
poverty estimate was obtained.
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TABLE 2.A.1 Full decomposition of overall labour productivity growth into structural change and within-sector productivity
components, 1960—2018

1960-1997 (GGDC release  1997-2007 (GGDC release 2021,  2007-2018 (GGDC release

2014, GDP at 2005 prices) GDP at 2015 prices) 2021, GDP at 2015 prices)
Structural ~ Within-sector ~ Structural =~ Within-sector Structural ~ Within-sector

(%) change productivity change productivity change productivity
Agriculture -3.5 8.0 -4.7 7.6 -2.9 12.5
Mining 5.6 -7.4 -0.4 3.8 2.0 -o.1
Manufacturing 2.8 0.9 3.6 o.1 2.0 3.7
Utilities 3.5 -I1.1 -1.0 1.2 0.4 0.0
Construction 13.5 -11.5 3.3 3.0 6.8 5.9
Trade and hospitality 54.9 -52.8 7.0 -4.6 4.4 0.9
Transport, storage, and 9.7 -7.2 7.3 -5.0 2.8 1.7

communication
Finance, insurance, real 3.2 0.3 7.6 -1.5 5.7 -o.1I

estate, and business services
Government services -1.3 6.6 -0.2 5.2 1.7 2.1
Community, social, and -0.1 0.8 3.2 -3.2 -0.6 0.9

personal services
Whole economy 88.3 -63.4 25.7 6.8 22.3 27.5
Overall change 24.8 32.5 49.9

Source: Author’s calculation from Groningen Growth Development Centre database.
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Gathering Evidence on the Quality of Institutions

Frangois Bourguignon and Francois Libois

The objective of this chapter is to collect insights from different sources and
different people about institutional features that may slow down economic
development in Tanzania or threaten its sustainability and inclusiveness.

It essentially follows three approaches, and these are presented in sep-
arate sections. First, by exploiting the numerous institutional indicators
available in international databases, insights were collected about the qual-
ity of Tanzanian institutions in comparison with a set of relevant countries.
Insights aim to identify those institutional features that may possibly differ-
entiate Tanzania. Second, an original questionnaire survey was undertaken
among various types of decision makers operating in Tanzania. The survey
asked them about their own perception of how institutions worked there
and how they affect development. Finally, the analysis was enriched by the
summary of the main points that arose in a large set of open-ended interviews
with top policymakers of the country about the same questions. The final
section concludes.

I INSTITUTIONAL INDICATORS: HOW ‘DIFFERENT’
IS TANZANIA AMONG DEVELOPING COUNTRIES?

The development community has long known that institutions matter for
development, and several country-level indicators describing various aspects
of institutions, especially those that have to do with governance, have devel-
oped over time. They are meant to facilitate cross-country comparisons and
to correlate, in a rough way and most often on a cross-sectional basis, insti-
tutional or governance quality with growth or other development indicators.
Many such international databases now exist. They either focus on a specific
institutional area — democracy, corruption, ease of doing business — or cover a
wide range of themes. The Worldwide Governance Indicators (WGI) provide
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synthetic indicators obtained from extracting from these datasets some com-
mon factors in pre-defined institutional areas."

Quantitative indicators reported in these cross-country datasets generally
reflect expert opinion on some specific aspect of institutions in a country. They
may not coincide with the way people within a country perceive them. This
is the reason why this analysis of the specificity of Tanzania in the space of
cross-country institutional indicators is extended to more specialised and more
pragmatically oriented databases that are not included in the WGI. This is
the case of the World Bank enterprise surveys that collect the opinion of firm
managers or the African Barometer, which surveys the public on some more
focused institutional issues.

A How Different Is Tanzania Using the Synthetic WGI?

Figure 3.1 compares Tanzania with two sets of comparator countries and
according to the six synthetic indicators present in the WGI database for 2018.
The six indicators refer to the following institution-related areas: ‘Control of
corruption’, ‘Government effectiveness’, ‘Political stability and lack of vio-
lence’, ‘Regulatory quality’, ‘Rule of Law’, and “Voice and accountability’.
Comparator countries are of two types:

» Neighbour countries may share a close history, similar environmental con-
ditions, comparative advantages, or political and economic organisations.
The issue is thus whether such a common background does exist and, most
importantly, whether Tanzania departs in any way from it, or on the con-
trary conforms with it. This group includes the East African community
(Burundi, Kenya, Rwanda, Uganda), to which we add three countries on the
southern border of Tanzania (Malawi, Mozambique, and Zambia).*

e Another natural set of comparators are those countries that were at the
same level of development, as measured by gross domestic product (GDP)
per capita, as Tanzania twenty or thirty years ago and have done better
since. These outperforming peer countries are all in Asia: Bangladesh, Lao
and Vietnam have gained between 6o and 150 per cent in GDP per capita
over Tanzania since 1990, and Cambodia substantially less (30 per cent).
The issue is whether these outperformers present institutional features sig-
nificantly different from Tanzania, which might explain their better perfor-
mance or be a consequence of faster growth.

Before discussing the charts shown in Figure 3.1, a word must be said about the
WGI database and the way these indicators are measured. As mentioned, each

The methodology used in the construction of these synthetic indicators may be found in
Kaufmann and Kraay (2002), whereas the datasets of individual expert-based institutional indi-
cators utilised are listed in WGI-Interactive Data Access on WorldBank.org.

South Sudan and Democratic Republic of Congo were not included owing to a lack of data.

©
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synthetic indicator results from the combination of those individual indicators
in the original datasets that belong to each institutional area being consid-
ered — corruption, regulation, rule of law, and so on. Synthetic indicators thus
capture the common information in the underlying set of individual indicators;
that is, how they differ across countries. They are normalised with mean zero
and unit standard deviation. As their distribution across countries is not far
from being normal, their value, between -2 and +2, indicates where a coun-
try ranks in the global ordering according to a particular synthetic indicator.
Roughly speaking, o would correspond to the median and -.5, around which
most countries in Figure 3.1 tend to concentrate, would roughly correspond to
the third decile from the bottom. Thus, most countries in the figure are in the
middle part of the lower half of the global ranking — which comprises more
than 200 countries.

A striking feature of Tanzania, taken in isolation, is the relative balance
that is observed among the various indicators. If it were not for ‘government
effectiveness’, its radar chart would be an almost perfect regular hexagon.
An obvious conclusion is thus that most institutional areas described by the
WGI in Tanzania are weak by international standards — that is, at the limit of
the bottom third of the global ranking — but government effectiveness is a bit
weaker than the others.

The comparison of Tanzania with neighbour countries shows both con-
vergence and divergence. On the one hand, there are clearly two outliers in
the region: Burundi with uniformly extremely weak WGI scores and, at the
other extreme, Rwanda with scores high enough to reach the sixtieth global
percentile in all institutional dimensions but ‘voice and accountability’, a clear
reflection of its rather autocratic but otherwise effective leadership regime. On
the other hand, Tanzania’s institutional profile turns out to be very similar
to that of the other countries in the region. In Figure 3.1, Tanzania generally
lies in the middle of the range defined by its neighbours — Uganda, Kenya,
Mozambique, Malawi — in all areas except the control of corruption, where it
apparently does less badly. Overall, if it were not for the very peculiar institu-
tional quality profile of Burundi and Rwanda, two countries deeply marked, in
opposite directions, by what has probably been the most tragic ethnic conflict
in the history of the African continent, the left-hand chart of Figure 3.1 would
suggest a rather homogeneous and moderately weak institutional quality pro-
file for Tanzania and the Eastern Africa region.

When comparing Tanzania with outperforming peer countries on the right-
hand panel of Figure 3.1, four features are noticeable: (1) the superiority of
Tanzania over all countries in ‘voice and accountability’ and, to a lesser degree,
the ‘control of corruption’; (2) the neat dominance of Vietnam in all other
dimensions; (3) the relative disadvantage of Tanzania in the area of political
stability — which is a bit surprising given precisely the stability of its democracy
until quite recently; and (4) the similarity between Tanzania and other better
performing countries in other areas. The main point, however, is that, despite
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those outperforming countries having grown considerably faster than Tanzania
from the late 1980s to the mid-2010s, no strong differences seem to be present
in their institutional quality profile, except for the superiority of Tanzania on
the democratic front and the outstanding performance of Vietnam. Therefore,
with the exception of the latter, growth does not seem to have brought a sig-
nificant institutional advantage to the other outperformers. It is striking that
Tanzania even dominates Bangladesh in all areas.

One could object to the preceding comparison with the outperforming
peers that it should be carried out not in the most recent period but in the
past, when income per capita in those countries was actually overtaking
Tanzania’s. Figure 3.2 is the equivalent of Figure 3.1 for 2005. On the basis
of the right-hand panel, it certainly cannot be said that outperformers were
institutionally dominating Tanzania; it might even have been the contrary.
However, what is striking is that, when comparing 2005 with 2018, all outper-
formers have substantially improved the quality of their institutions whereas
little has changed in Tanzania, except for a slight improvement in the control
of corruption, most likely the result of President Magufuli’s anti-corruption
campaign, and a more sizeable worsening of government effectiveness. Faster
growth among outperformers is thus associated with institutional improve-
ment over time rather than some initial institutional advantage, which is an
interesting observation.
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FIGURE 3.2a WGI: Tanzania and neighbour countries, 2005
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The same can be said of the comparison between the left-hand panel of Figures
3.1 and 3.2. It appears there that neighbour countries in general have witnessed
some improvement in the quality of their institutions, whereas this is not the case
of Tanzania. As a matter of fact, it is noticeable that Tanzania practically domi-
nated Burundi, Kenya, Rwanda, and Uganda in almost all areas in 2005, whereas
it only dominates Burundi in 2018. It can thus be said that, in relative terms with
respect to its neighbours and outperforming peers, the quality of institutions in
Tanzania has somewhat deteriorated — except in the control of corruption — even
though its ranking in the international scale may not have significantly changed.

B Exploring Alternative Synthetic Indicators

The conclusions from the comparison of WGI between Tanzania and compar-
ator countries are interesting, and should somehow contribute to the institu-
tional diagnostic of Tanzania: relative homogeneity of institutional quality at a
low-middle international level across WGI areas, convergence with neighbour
countries except Burundi and Rwanda, progress in the control of corruption,
which may turn out to be less of a problem than in most comparator countries,
less political stability but more democracy than outperforming peer coun-
tries, and limited improvement of institutional quality over time with respect
to comparator countries. Yet the issue arises whether these conclusions may
depend on the specificity of WGI synthetic indicators, in particular the way
they are obtained from a variety of individual indicators and the fact that they
are defined across the whole range of world nations.
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Because of the growing interest in the relationship between development
and institutions, many databases have been put together over the last few
decades that rely on expert opinion to compare the quality of institutions
across countries and in many different areas, be it the Polity IV database on the
functioning of political institutions, Transparency International on corruption,
Reporters without Borders on freedom of speech, the World Economic Forum
Competitiveness index, the Bertelsmann Foundation Transformation Index, or
Varieties of Democracy, to quote a few. As mentioned earlier, the WGI pro-
vides a statistical summary of those individual indicators found in a collection
of these datasets, which presumably are related to each of the six areas that are
considered in the WGI database. But even though they clearly make intuitive
sense, do these areas provide the best analytical structure to study the relation-
ship between institutions and development? Why not other areas, maybe more
political or sociological, or possibly sub-areas?

The other question is whether a statistical summary based on the heteroge-
neity observed among all countries in the world is the best instrument to study
the way institutions may affect the development process among countries at
an early stage of economic development. Differences in institutional quality
between advanced countries and low-income countries may not be of much
relevance when trying to understand how institutions may be an obstacle to
reach lower-middle income status. Would the synthetic WGI in the six insti-
tutional areas defined in that database be the same if they had been built on a
sample of developing countries only?

To answer these questions, the Institutional Diagnostic Project has explored
a set of alternative indicators based on developing countries and endogenously
defined institutional areas. These are based on the Quality of Government
(QoG) database managed at the University of Goteborg, which functions as
a kind of repository of all databases gathering expert opinion in institutional
areas (Teorell et al., 2022). They boast today more than 2,000 individual indi-
cators covering more than seventy years and most countries of the world, even
though, of course, not all indicators are available for every year and every
country — very far from it. Only a subset of developing countries and indicators
were selected so as to avoid missing data and to strictly focus on institutional
characteristics. As a result, the size of the country sample and the set of indi-
vidual indicators were severely reduced, even when working on a single year.’

Instead of predefining categories of individual indicators related to a single
theme such as the control of corruption or the rule of law in the WGI data-
base, a statistical procedure was used to regroup individual indicators by their
informational proximity, or more precisely by their capacity to rank coun-
tries in roughly comparable order, while maximising the difference in rankings

3 Unfortunately, the collection of datasets in the QoG database changes over time, which makes
comparability over time difficult, or applies constraints when working on the limited number of
datasets available over the time span being studied.
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produced by distinct synthetic indicators. Each group or category of individual
indicators is then summarised by a single synthetic indicator, in the same way
as the synthetic WGI summarise all individual indicators behind ‘regulatory
quality’ or ‘government effectiveness’. A statistical pseudo-cluster analysis per-
mits us to endogenously define an arbitrary number of such categories with a
methodology that is somehow equivalent to minimising the country-variability
of individual indicators within categories and maximising differences between
them.* To get a set of categories comparable with the WGI, it was arbitrarily
decided to define six categories.’

The novelty of this procedure lies in the statistical categorising of individual
indicators based on how similar their variation across countries is, while not
paying attention to what they represent. With the procedure used to summarise
the informational content of all individual indicators in a category, the method
extracts maximum information from the overall set of individual indicators in
the database through a small arbitrary number of synthetic indicators.

The drawback of this methodology, compared with the WGI, is to make the
labelling of categories less intuitive. As variables are grouped in an agnostic
way, as a function of their informational content but not of their labelling, it
may not be obvious a priori to find a common label. The intuition, however,
is that, if the informational content across countries is similar, they must be
related to some common institutional area. Experience shows that commonali-
ties among indicators belonging to the same group are sufficient to encapsulate
them under a single theme.

In our comparison of Tanzania with other countries, 160 individual indi-
cators were selected from the QoG covering forty-five developing countries
with no missing information. The preceding methodology was then applied
to this subset of the QoG database, and resulted into six categories of indi-
vidual indicators, each one being summarised by a synthetic indicator. Table
3.1 presents these six indicators, reporting the number of variables falling
in each category and the common approximate theme they seem to cover.
When needed, and to differentiate these indicators from the WGI, they will
be labelled ‘QoG-DGC’ synthetic indicators (DGC for developing countries)
in what follows.®

It is interesting that this purely statistical categorisation of indicators led
to a grouping that is not very different from the a priori grouping used by the
WGI mentioned earlier. Yet there are noticeable and interesting differences.
For instance, administrative capacity — or government effectiveness — and

S

For a similar cluster analysis approach, see Chavent et al. (2011).

A statistical test permits us to check how significant it would be to further disaggregate the set
of individual indicators. It would have been possible to go beyond six categories, but with the
risk of finding an increasing number of categories comprising a restricted number of individual
indicators.

These synthetic indicators are also sometimes used in companion case studies within the Institu-
tional Diagnostic Project.
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TABLE 3.1 The six QoG-DGC synthetic indicators

Number of indicators

Group in the QoG database Label

G1 15 Corruption

Gz 20 Administrative and regulatory capacity

G3 29 Contflict and violence

Gy 14 Competitiveness (World Economic Forum)
Gs 24 Democracy and accountability

Ge 56 Voice and civil society

regulatory capacity are now a single indicator, suggesting that both are some-
what correlated across the developing countries in the database. This was not
the case with the WGI. The same is observed with the control of corruption
and the rule of law, which are now amalgamated as the issue of corruption.
On the opposite side, voice and accountability in WGI are now separated into
‘voice and civil society’ and ‘democracy and accountability’. “Voice and civil
society’ groups variables with a societal content. ‘Democracy and accountabil-
ity’ describes more specifically the way political institutions work.

Overall, it is rather satisfactory to see that the institutional areas thought
to be important play an important role in differentiating developing countries,
and also that nuances need to be introduced, which are not present in the a
priori categorisation used in WGI. That it is difficult to distinguish corruption
and the rule of law, or that it makes sense in developing countries to distin-
guish between the autonomy of civil society and individuals on the one hand,
and indicators describing the functioning of the parliament or the relationship
between the executive and the judiciary on the other are useful warnings when
embarking on an institutional diagnostic of a country.

Figure 3.3 is the replica with QoG-DGC indicators of Figure 3.1 built
around the WGI. Both charts refer to 2018, and it can be seen they are con-
vergent. The same regularity among the six axes is observed for Tanzania
with some more weakness in ‘administrative and regulatory capacity’. In the
comparison with neighbour countries, Tanzania still dominates Burundi but is
close to other countries, except Rwanda — excluding “civil society and voice’ —a
feature that was already present in Figure 3.1. As before, Tanzania does better
than all countries but Rwanda in the control of corruption. When compared
with outperforming peer countries in the right-hand chart, Tanzania appears
a bit stronger than in Figure 3.1. It dominates Bangladesh — as before — but
still appears weaker than other countries with respect to administrative and
regulatory capacity and conflict and violence. Thus, the conclusion obtained
earlier that institutional quality in outperforming peer countries was not over-
whelmingly above that of Tanzania, and that Tanzania clearly dominated in
terms of political institutions — that is, ‘voice and accountability’ in Figure
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3.1, ‘civil society and voice’ in Figure 3.3 — is maintained. The main difference
lies in the evaluation of Vietnam, which is relatively less favourable with the
QoG-DGC synthetic indicators.

In sum, the alternative set of synthetic indicators derived in the present study
from the QoG database and focused on developing countries does not lead us
to modify the conclusions obtained with the WGI. This is clearly a test of their
robustness. In particular, it is remarkable that ignoring the differences between
advanced and developing countries, which are likely to strongly structure the
WGI, does not really modify the relative institutional profile of Tanzania when
set against those of the comparator countries considered in the present study.
One could have thought that some institutions would differ across countries
mostly because of the gap between advanced and developing countries but that
this would matter less among the latter. Corruption may be a case in point.
It clearly matters a lot when examining differences among all countries, as it
is much less acute among advanced countries. It was not necessarily expected
to be a differentiating feature when restricting the comparison to developing
countries. It possibly reflects the importance that experts behind individual
indicators put on that specific institutional feature.

C Tanzanian Institutions According to Other Indicators

Individual indicators in the databases used to build synthetic institutional
indicators often originate from experts who presumably have inside knowl-
edge about the way institutions work in a country and are able to make
cross-country comparisons. Views may be different among people who are
more directly exposed to the functioning of a country’s institutions, as cit-
izens or firm managers. As a complement to the preceding analysis of syn-
thetic expert indicators, this section compares Tanzania with the same set of
countries using two surveys that are representative of users of institutions:
the World Bank Enterprise Survey,” and the Afrobarometer (for the sub-
Saharan comparator countries).

e World Bank Enterprise Survey

The Work Bank Enterprise Survey is a firm-level survey based on a repre-
sentative sample of private firms, which collects the opinion of entrepreneurs
on their working conditions and their daily experience with the institutional
fabric of the country, including the government and public agencies. Their con-
cerns are thus as much about the functioning of some particular institutions
(law, regulation) as about the availability of key inputs or infrastructure. The

7 One may wonder why no direct use was made of the Country Policy and Institutions Assess-
ments published annually by the World Bank for low and lower-middle-income countries. The
point is that this dataset, as well as its equivalent in other multilateral development banks, is
already included in the datasets that the WGI are based upon.
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survey asks, among other things, whether business owners and top managers
identify a given topic as a major constraint.

Unlike the situation with the synthetic indicators reviewed earlier, the
Tanzanian institutional context of firms is felt to be very constraining.
Figure 3.4 shows how various areas are felt as more constraining by firms in
the same set of countries as earlier. Firm managers in all neighbour countries
but Burundi feel much less constrained than in Tanzania. Compared with out-
performing peers, the difference is even more striking. Less than 15 per cent
of firms feel constrained in those countries, except in Bangladesh where, as in
Tanzania, corruption and electricity shortages appear to be a major constraint
for more than half of the firms.

The perception of Tanzanian entrepreneurs, however, appears more negative
than their actual experience. If corruption is reported as a major constraint by
almost half of firms in Tanzania, only a fifth effectively experience the payment
of bribes, a value substantially lower than the sub-Saharan average (a quarter)
and lower than Burundi (almost a third), or Kenya and Malawi (around a quar-
ter). The dimension in which Tanzania clearly underperforms is in the share of
firms that expect to give gifts to secure contracts with the government. On this
specific question, two-thirds of Tanzanian firms answer positively, much more
than in neighbour countries but at a level comparable with Cambodia, Laos,
and Vietnam. It suggests that in some contexts corruption is institutionalised in
such a way that firms fully internalise it and do not perceive it as a constraint,
while they are more perceptive in other contexts where corruption looks more
like rent extraction.

The relatively pessimistic perception of firms in Tanzania and the contrast
with their practical experience appear again in the relationship of firms with
the tax administration. Senior Tanzanian managers report that, on average,
they spend 2 per cent of their time dealing with the tax administration. This
is below most of the comparator countries. Still, it translates into the worst
perception of the tax administration compared with all other countries. The
length of procedures may explain these differences. Interaction with public
officials might not be that costly in monetary terms or in actual time spent,
even if things do not move forward.

An interesting conclusion that comes from this brief review of the World
Bank Enterprise Surveys in connection with the deeper analysis of synthetic
institutional or governance indicators made earlier is that the context in which
people assess the quality of their institutional environment matters. Experts
may be right that, practically, corruption and rent-seeking in Tanzania tend
to be milder than in other developing countries since Tanzanian entrepreneurs
altogether seem to pay fewer bribes. Yet entrepreneurs may be more sensitive
to the fact that some of them make such payments. Whether facts or percep-
tion matter more for development is an open question, but perception does
drive actual behaviour, at least partially.
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o Afrobarometer

The Afrobarometer is a representative sample survey that aims to collect atti-
tudes of African citizens towards democracy, governance, living conditions,
civil society, and related topics. It is managed by a network of think-tanks in
Africa and presently covers thirty-five countries.

When comparing Tanzania with neighbour countries,® the striking institu-
tional feature observed in the 2012 wave of the Afrobarometer is doubtlessly
the relative lack of trust of its citizens.” Tanzanians do not trust their govern-
ments very much, but they are also reluctant to trust their friends and relatives.
They also report being dissatisfied with the functioning of their democracy,
despite their democracy being stronger than elsewhere — as expert-based syn-
thetic indicators analysed earlier strongly suggest.

Their comparatively limited trust of the state apparatus is surprisingly not
related to major differences in how Tanzanians evaluate the performance of
their government. If anything, Tanzanians are slightly more satisfied than their
neighbours in terms of the delivery of public goods — education, health, pos-
sibly water. One potential explanation of this apparent contradiction may be
a higher level of expectations. Independently of other considerations, it seems
only natural to them that their government delivers in terms of public ser-
vices.'® This is surprisingly in stark contrast with neighbour countries.

Another factor correlated to the low level of trust in Tanzania is probably
the perception of high-level corruption. A third of survey respondents think
that most people in the office of the prime minister and the president were cor-
rupt. This figure is two times lower in neighbouring countries, even accounting
for the fact that Burundi pushes the average upwards. For members of par-
liament and government officials, Tanzania is ranked the highest in percep-
tion of corruption. Still, when people are asked about the actual corruption
that they directly experience, the picture is more nuanced. Mozambique and
Kenya show a lower frequency of bribes than Tanzania, whether it is to get
documents, secure access to water, health, and education services, or to avoid
trouble with the police, whereas the opposite is true of Uganda, Malawi, and
Burundi. However, one type of side payment is three times more frequent in
Tanzania than in neighbouring countries: it consists of compensatory gifts,
whether food and money, in return for votes (27 per cent versus 9 per cent).

8 Owing to data availability, neighbour countries include Burundi, Kenya, Malawi, Mozam-
bique, and Uganda. Rwanda is not among them because the government did not authorise the
Afrobarometer surveying of the population.

The Afrobarometer survey is taken approximately every four years, but the 2016 wave was very
much influenced by the recent election of President Magufuli with a rather disruptive platform.
The 2012 wave seemed more typical of the pre-Magufuli era, which is the main focus of the
present study.

This is the interpretation given by a large majority of Tanzanians choosing statement b) from
between the two following statements (question 21): a) The government is like a parent. It
should decide what is good for us; b) The government is like our employee. We are the bosses
and should tell government what to do.

https://doi.org/10.1017/9781009285803 Published online by Cambridge University Press


https://doi.org/10.1017/9781009285803

72 Part I The Political, Economic, and Institutional Features

Tanzanians also express rather different views from their neighbours on
democracy and the way it is supposed to work. Half of the surveyed people
think that their country is not a democracy, or that it is a democracy with
major problems. Again, these figures reflect the perception of citizens about
their institutions and not the hard facts about how institutions work. They
substantially differ from the expert opinion reviewed earlier and depend a lot
on respondents’ reference points or hopes for their country. Still, digging fur-
ther, Tanzanians also complain about not being able to say what they want
(55 per cent in Tanzania versus 14 per cent in neighbouring countries) and not
being free to join political organisations (69 per cent versus 10 per cent). More
than two-thirds of Tanzanian citizens call for a more accountable government,
even at the cost of slower political decisions.

As an intermediate conclusion, it is important to put these perceptions in
perspective. Among the six neighbouring countries being compared, Tanzania
ranks second in terms of GDP per capita (purchasing power parity corrected)
and growth rate. If Kenya is slightly above Tanzania, the other four coun-
tries are way below. Despite this good relative performance, only one-fifth of
Tanzanians assess the economic performance of their country as fairly good
or very good, while one-third of the neighbouring populations do. Actually,
Tanzanians may display a negative bias in making judgements about their
country, an attitude that may reflect high expectations and not necessarily
unsatisfactory achievements.

This bias is even more striking when comparing the 2012 and 2016 waves
of the Afrobarometer. Abrupt changes are observed. The perception of cor-
ruption is then on a par with neighbour countries, if not below, whereas trust
in the government and state apparatus rises above most neighbour countries.
Of course, this sudden and abrupt change in perceptions should be taken with
care — on the one hand because actual behaviour has not changed as much,
and on the other hand because the 2016 Afrobarometer wave in Tanzania
was clearly very much affected by the recent election of a rather disruptive
candidate to the presidency on a rather aggressive anti-corruption platform.
To conform with the focus of the present study on the pre-Magufuli period,
the preceding discussion of the Afrobarometer results refer to the 2012 wave.

D Insights Gained by Comparing Tanzania with Other Countries

The main conclusion from the comparison of Tanzania with other countries is
that Tanzania does not show any clear specificity in terms of institutional qual-
ity among neighbouring countries when obvious outlier comparators — that
is, Burundi and Rwanda - are ignored. This conclusion has several possible
explanations. One is that the indicators used in the comparison are too vague
and too aggregate to show how specific the institutional landscape may be in
a given country. More detailed indicators could show deeper differences, but,
by their construction, they would refer to one, possibly limited, side of the
landscape. The comparison with those countries that outperformed Tanzania’s
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growth does not show a clear institutional disadvantage of the latter in recent
years. However, it is clearly the case that outperformers have been able to
substantially improve their institutional quality in the last fifteen years — that
is, between 2005 and 2018 — whereas Tanzania did not in any significant
way. Neighbour countries also improved, albeit by less than outperformers —
Rwanda being from that point of view a clear outlier.

Representative surveys conducted among firm managers and citizens yield
additional insights. More than in the case of expert-based synthetic indica-
tors, however, the problem of the reference point emerges when comparing
countries. It is not clear whether differences between Tanzania and compar-
ator countries are driven by intrinsic differences in institutional quality or by
distinct reference points among respondents living in different environments.
Both the World Bank Enterprise Survey and the Afrobarometer suggest that
Tanzanians are more demanding of their formal institutions. This could ease
up institutional reforms but does not say much about how constraining the
quality of institutions may be for development.

A last remark is in order about the comparison exercise conducted in this
section, in the spirit of so many studies of this kind. As already mentioned, the
choice of comparator countries is crucial. Observed differences may possibly
reveal a particular challenge in a country, which then needs deeper investiga-
tion. In the present case, however, care must be taken because comparator
countries as well as Tanzania have in common an institutional context of
relatively low quality. It is not because the control of corruptions is estimated
to be slightly better in Tanzania than in the comparator countries used in
the present analysis that corruption may not be detrimental to its develop-
ment. In other words, the often-heard argument that corruption or another
symptom of institutional deficiency ‘is as bad here than among neighbours or
even outperformers’ in no way reduces their deleterious potential impact on
development.

II THE COUNTRY INSTITUTIONAL SURVEY: TANZANIAN
DECISION MAKERS’ OPINIONS ON THEIR INSTITUTIONS

The Country Institutional Survey (CIS) is a sample survey tool developed as
part of the Institutional Diagnostic Project.'’ It aims to identify institutional
challenges as they are perceived by people most likely to confront them on a

""" At this stage, the authors would like to acknowledge the role of the Research on Development
Policy (REPOA) in completing and analysing this survey. REPOA appointed and trained enu-
merators, contacted respondents, and administered the survey. Abel Kinyondo provided detailed
comments on the questionnaire and then on responses that greatly improved the analysis of the
results, although he may not agree with all of the conclusions stated here. Last but not least,
Katie MclIntosh, then from Oxford Policy Management (OPM), dedicated very much of her time
to the supervision of the survey. Her role has been crucial for its satisfactory completion.
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regular basis. Given its broad sample of respondents, CIS intends to yield more
diverse views and deeper insights into the way institutions work than expert-
based institutional indicators in international databases.

The pilot CIS, carried out in Tanzania in early 2017, targeted individuals
who had been or were in a first- or second-tier decision-making position in
business, public administration, academia, non-profit organisations, or local
branches of development agencies. They daily interacted with Tanzanian insti-
tutions, and possibly also affected the way they functioned as part of their
activity. They were thus expected to have a better knowledge of the country’s
institutions, their strengths and weaknesses.

The remainder of this section is organised into six sub-sections. The first
describes the design of the questionnaire. The second explains how the sur-
vey was implemented. Results are then discussed, with emphasis first on how
development-constraining institutional areas are perceived by respondents in
the third sub-section, and then on perceived specific institutional strengths and
weaknesses in the fourth. The fifth sub-section is devoted to the way respon-
dents see future institutional changes engineered by a disruptive president com-
pleting his first year in power. A final sub-section puts the survey in perspective
and concludes.

A The Survey: Design of the Questionnaire

The questionnaire has four intertwined components: (1) the personal char-
acteristics of the respondents; (2) institutional areas perceived as the most
constraining for the development of Tanzania; (3) the perception of the func-
tioning of institutions; and (4) current (at the time of the survey) institutional
developments in the country.

The questionnaire first collects information about personal characteristics
of the respondents, including nationality, gender, level of education, place of
birth. In a final part, it gathers more sensitive information on the past and pres-
ent occupation of respondents as well as on their political affinity.

The second section of the questionnaire enumerates ten broad institutional
areas listed below in Table 3.2 and respondents were asked to select the three
areas that, according to them, most constrain development in Tanzania.
Respondents then had to allocate twenty points among these three areas — the
higher the number of points, the more detrimental the area for development.
The selected areas are important for the analysis but also for the subsequent
part of the survey because they determined the set of questions presented to the
respondent in the main part of the survey.

The core section of the CIS comprises 345 questions on the perception of
institutions. All rely on a Likert scale, ranging from ‘Not at all’ and ‘little’
to ‘moderately so’, ‘much’, and ‘very much’. Responses are then converted
into discrete numbers, ranging from one to five, for the analysis. The ques-
tionnaire is inspired by the Institutional Profile Database (IPD), an expert
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TABLE 3.2 Definition of institutional areas in the CIS survey

Institutional area

Sub-areas

Political institutions

Law and order, justice,
security

Functioning of public
administrations

Ease of doing business

Dealing with land
rights

Long-term and strategic
planning

Market regulation

Security of transactions
and contracts
Relating to the rest
of the world

Social cohesion,
social protection
and solidarity

Functioning of political institutions and political
life; participation of the population; civil liberties;
transparency and accountability; corruption; state
capacity; interference of non-state organisations in policy
making; recruitment of politicians

Rule of law; functioning of the judicial system; protection
of civil liberties; control of violence; supervision of public
companies; business law and its implementation

State capacity; transparency of economic policies and
reporting; corruption; public procurement; supervision
of public companies; geographical coverage of public
services; relationship with business sector; regulation;
decentralisation

Relationship with public administration; privatisation;
public procurement; price controls; competition
regulation; foreign direct investments; functioning of the
credit and capital markets; litigation procedures; labour
market regulation; role of trade unions; recruitment of
business leaders

Access to land for business purposes (urban and rural);
role of local communities; role of public administration;
security of property rights (or equivalent in view of
the state property principle); conflict settlement and
functioning of land courts

Ex-ante and ex-post evaluation of policies; communication
on economic policy; capacity to coordinate stakeholders;
long-run and strategic vision of development; obstacles
to public action; decentralisation

Capacity to regulate market competition; regulation
of utilities; regulation of foreign direct investments;
regulation of the financial sector; regulation of the labour
market; quality of the system of information on firms

Security of contracts and property rights; insolvency law;
litigation procedures; business laws and business courts

Trade openness; financial openness; relationship with
neighbouring countries; attitude towards foreign direct
investments; ease to start a business; land tenure security,
relationship with donors;

Participation of population to policy debate; civil liberties;
access to the justice system; sense of national identity,
discrimination practices; geographical coverage of public
services; instruments of social protection; traditional
solidarity
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survey conducted jointly by the Economic Services of the French Embassies,
the Centre for Prospective Studies and International Information in Paris, and
the University of Maastricht (Bertho, 2013). The last wave of that survey
taken in 2012 covered 143 countries in 2012. Respondents were staff mem-
bers of the Economic Department of French Embassies or country offices of
the French Agency for Development. The CIS questionnaire differs in several
dimensions, mostly because many questions were adapted to the Tanzanian
context. Yet about 40 per cent of the CIS questions remain similar to their
IPD counterpart.

From a practical point of view, administering the whole questionnaire was
not an option owing to its length. To shorten the time needed to complete
the questionnaire, every question was associated with at least one of the ten
general institutional areas in Table 3.2, and respondents were asked to answer
only the questions related to the three institutional areas they selected in the
previous step of the questionnaire, as well as questions related to a fourth
area, randomly drawn from the remaining ones. This original feature of the
questionnaire guaranteed that all institutional areas are at least partly covered
at the end of the survey. In practice, respondents had to answer around half
of all questions, as some questions appeared under several institutional areas.

Because the survey was taken only a year after the election of a new pres-
ident whose mandate had been announced as rather disruptive, respondents
were explicitly asked to answer the questionnaire as if no change had yet taken
place in the institutional framework of the country. Enumerators were specif-
ically trained to convey that message to the respondents. As institutions are
persistent, there is little doubt that answers to the survey describe the way in
which decision makers of various types in Tanzania perceived the institutional
landscape that prevailed before the election of President Magufuli and the kind
of influence it had exerted on the development path of the country.

Because of this potential disruption in some institutions or in the perception
of them, a last section of the questionnaire was devoted to the most recent insti-
tutional changes. Respondents were asked to identify the questions to which
they would have answered differently if they had been about the recent past
or the near future of Tanzania. In this open-ended part of the questionnaire,
respondents also had the possibility to mention institutional features that they
thought were important for development and were not covered in the survey.

B Execution of the Survey

The Tanzania CIS survey was conducted between the end of January and
early February 2017 in a collaborative effort between Institutional Diagnostic
Project researchers, OPM, and REPOA, a Tanzanian think-tank. A total of
101 individuals were sampled in a purposively stratified sample aimed at
collecting the views of people involved in, or in close contact with, institu-
tions. Respondents had been or were in first- or second-tier positions in the
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decision-making structure of public, private, or civil society organisations.
Their selection followed two steps.

First, survey designers defined sample strata in terms of occupation, position
level, geographical constraints, and, tentatively, gender balance. By design, half
of the sample were surveyed in Dar-es-Salaam, with the remaining half divided
into five major cities: Dodoma, Morogoro, Mwanza, Mbeya, and Arusha. The
sample also had to include a quarter of respondents from economic spheres,
another quarter from the political sphere, a third quarter from the civil society
in a broad sense, and the remaining quarter from various areas including the
donor community, diplomats, the police and military forces, or the judiciary.'*
Note, however, that many respondents occupied other positions in the past
and thus had experience in more than one area.

It must be stressed that the CIS survey sample design had no intention to
be representative of any particular population, a fortiori of the whole popula-
tion. From that point of view, it is not an opinion survey, as for instance the
Afrobarometer could be. People with direct experience of the way institutions
work in Tanzania were targeted, and a stratification was built in within that
population so that a diversity of viewpoints could be obtained. The reason for
that choice is that the goal of the CIS survey was to learn from the experience
of people with knowledge of the state of institutions in Tanzania rather than
what a majority of these people would think about the functioning of the judi-
ciary or the work of the auditor general.

As we targeted top-tier decision makers, they turned out to be different
from the standard profile in the whole population. They were older and more
educated than the general population. A majority of respondents were in their
forties, eighty of them had a university degree, while twenty-nine reported to
have studied abroad. Almost all of them lived in urban areas, but half were
born in rural areas. Even though not in the sample stratification procedure,
political diversity was achieved: eighteen respondents declared a political affin-
ity with the ruling party, seventeen with the opposition, and forty-five reported
no political affinity."> Such a diversity is reassuring as it avoids excessively
laudatory or critical views in questions addressing the role of the government.

C Critical Institutions for the Development of Tanzania

Figure 3.5 shows t