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Tanzania continaes to enjoy political and economie stablity. Its performance under the program
supported by the Poverty Reduction and Growth Facility ("RGF) has been posilive, evidenced by
economic growth of 5-6 percent a year, low single digat inflation, and a comlortable level of foreign
cxchange reserves. Tanzania is receiving large and steady support from the donor community, inchiding
through sizeable debt relief following the completion point under the HIPC Initiative in November 2001,
Struciural deficiencies, however, particularly as regards revenue mobilization and financial
intermediation, limit Tanzania’s ability to become less dependent on donor support and constrain its
prowth prospects.

Discussions for the 2002 Article IV consultation and the fitth review under the PRGI arrangement were
held in Dar es Salaam and Zanzibar during September 3-20, 2002 by a staff team compiising

Mr. Rettmailer (head), Mr, Treachel, Mr. Nassar, Mr. Bhundia {all AFR), Ms. Fedeline (FAD),

Mr. TTussain (PDR), Mr. Abdi (Senior Resident Representalive) and Mr. Maynard (Swall Assistanl-
ATR). The mission was received by President Mkapa and mel with the Minister for Finance

{Mz. Mramba), the Governor of the Bank of Tanzania (Mr. Ballali), and senior officials from these and
other povernmeni departments. The mission also met with representatives of the busincss and banking
communities, trade unions, and NGOs. Ms. Muganda, Advisor to the Executive Director for Tanzania,
participated in the policy discussions. The mission collaborated elosely with World Bank staff.

Completion of the fifth review under the PRGF arrangement will entitle Tanzania to a disbursement of
SDR 20 mullien (Table 1). The government’s letter of intent (LOT) relating to this review is presented in
Appendix I 1 contains requests for an extension of the arrangement to allow time for the final review to
be completed and for the waiver ol a perfomunce crilerion. Other appendices summmarize Tanzania’s
relations with the Fund and the World Bank Group, discuss statistical 1ssues and the government’s
updated poverty analysis, and present social and demographic indicators.

In concluding the last Article IV consultation on Scptember 24, 2001, Exceutive Dircetors conumended
the Tanzanian authontics for their sound macrocconomic and structural policics which, if sustained,
would help Tanzania achieve the poverty reduction largels envisaged in its Poverly Reduction Stralegy
Paper, In view of Tanzania’s heavy reliance on external financing, Directors encouraged the authorities
to make a more determined revenue efforl, by widening the tax base, reducing exemptions, and
improving tax admimstration. They welcomed the planned publication of quarterly budget execulion
reports. Directors endorsed a tightening of monetary pelicy in light of the sharp increase in broad
maoney, and supported the maintenance ol a flexible exchange rate regime.
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EXECUTIVE SUMMARY

Since the mid-1990s, Tanzania has made substantial progress in macroeconomic
stabilization and structural reform. Real growth has been on a rising trend; it has
averaged more than S percent since the inception of the current PRGF-supported
program in early 2000, resulting in a small increase in per capita incomes, while
inflation has declined to below 5 percent.

Tanzania’s performance under the PRGF-supported program has been broadly
on track. All the quantitative performance criteria through end-June 2002 were
observed, but quantitative benchmarks on reserve money, extrabudgetary
expenditure, and the accumulation of domestic budgetary arrears were not met., One
structural performance criterion, relating to the amendment of legislation to tighten
approval procedures for incurring or guaranteeing new foreign borrowing, was not
observed, however, comparable action is expected to be taken by end-February 2003.

Fiscal consolidation has been central to the success in macroeconomic
stabilization. As donors have provided sizable financial assistance in support of
Tanzania’s reform program, the government’s domestic financing needs have all but
been eliminated. Fiscal performance in 2001/02 (July-June) was broadly in line with
the program.

Monetary developments in recent years were characterized by strong monetary
expansion, as large inflows were not fully sterilized and the demand for broad money
expanded with the gradual deepening of the financial system. So far in 2002,
increases in reserve money and broad money have been exceeding program
projections by wide margins, but as yet have not had much discernible impact on
inflation.

The program for 2002/03 aims at maintaining macroeconomic stability, as well
as enhancing revenue collection through reforms of tax policy and of tax
administration, particularly as regards tax exemptions. Expenditure management
will be strengthened through tightening expenditure controls further to prevent the
emergence of arrears and by improving the planning and execution of poverty-
reducing programs,

The 2002/03 budget foresees an increase in the allocations for poverty-reducing
measures in line with the priorities spelled out in the poverty reduction strategy.
In this regard, the program allows for a widening of the deficit, which will be fully
financed by grants and concessional loans.

In view of the perceived strong increase in the demand for money, the monetary
program for 2002/03 envisages an upward revision of monetary aggregates
relative to earlier projections. Achieving the revised targets will require an
intensification of the Bank of Tanzania’s sterilization operations through additional
sales of liquidity paper, and, possibly, sales of foreign exchange.



I. RECENT ECONOMIC DEVELOPMENTS

1. Since the mid-1990s, Tanzania has made substantial progress in
macroeconomic stabilization and structural reform. Real GDP growth has been on a
rising trend; it has averaged more than 5 percent since the inception of the current PRGE-
supported program in early 2000, resulting in a small increase in per capita incomes,
while inflation has declined to below 5 percent (Table 2 and Figure 1). Higher real
growth in the agricultural sector (which accounts for almost half of GDP) has been
accomplished through the liberalization of production and marketing structures, as well
as of agricultural prices and the foreign exchange regime. In addition, the mining and
construction sectors have experienced strong growth, reflecting the commencement of
large-scale gold mining operations and new tourist projects (Table 3).

2. Real GDP grew by 3.6 percent in 2001 and is expected to grow by almost

6 percent in 2002. The 12-month rate of nonfood inflation rose from 1.5 percent in
December 2001 to 7.2 percent in September 2002, largely as a result of a sharp increase
in electricity tariffs in April'; however, the overall inflation rate continued to decline to
4.4 percent by September 2002, as favorable developments in agricultural output helped
contain increases in food prices (Figure 2).

3. Fiscal consolidation has been central to the success in macroeconomic
stabilization. In support of Tanzania’s reform program, donors have provided sizable
financial assistance, which all but eliminated the government’s domestic financing needs
(Table 4 and Figure 3). Expenditure management has been strengthened by the adoption
of a centralized payment system and the limitation of spending to cash availability. At the
same time, the composition of expenditure has improved in favor of allocations for
poverty-reducing programs, as the wage bill has declined following the reduction in the
size of the civil service, and interest payments have fallen on account of lower financing
requirements and debt relief provided by donors. Revenue mobilization, however, has
improved only marginally, owing to weaknesses in tax administration, the proliferation of
tax exemptions, and a gradual move of the tax base from a large, easy-to-tax public sector
to a predominantly informal private sector in the course of the divestiture of many
parastatals.

4. Fiscal performance in 2001/02 (July-June) was in line with the program
(Tables 4 and 6). The overall deficit before grants was about 1.7 percent of GDP lower
than budgeted, owing to lower recurrent expenditures, which did not, however, affect
priority areas (see the authorities” letter of intent (LOI) in Appendix I, para 5). This
expenditure outturn, together with a revenue performance broadly in line with
projections, resulted in a significant build up of government deposits with the Bank of
Tanzania (BoT).

! The increase in electricity tariffs explains about 80 percent of the step increase in non-food
inflation.
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5. Monetary developments in recent years were characterized by strong monetary
expansion, as large foreign inflows were not fully sterilized and the demand for broad
money expanded with the gradual deepening of the financial system. Primarily reflecting the
lack of suitable lending opportunities, the banking system developed an increasingly large
structural liquidity surplus which triggered an excess demand for treasury bills and,
consequently, a decline in interest rates on bills and deposits. Interest rates on loans,
however, remained high, reflecting high costs and still weak competition in the banking
system, although in the first half of 2002 banks exercised growing flexibility in their lending
rates in order to deploy excess funds (Figure 2). The BoT has been slow in mopping up
excess liquidity—be it through higher sales of foreign exchange (out of concern over adverse
effects on Tanzania’s competitiveness from an appreciation of the shilling) or through a more
aggressive 1ssuance of treasury bills (out of concern over rising interest rates and the costs of
the mopping-up operations).

6. So far in 2002, increases in reserve money and broad money have been exceeding
program projections by wide margins, but as yet have not had much discernible impact
on inflation.? Although the monetary authorities stepped up the issuance of treasury bills,
sold some foreign exchange, and engaged in repurchase operations to absorb some of the
excess liquidity, the benchmark ceiling on reserve money for end-June was not observed
(Table 7). In the third quarter of 2002, the BoT decelerated its mopping-up operations again,
and the resulting excess demand for treasury bills led to a significant decline in interest rates
(Figures 2 and 4).

7. Since early 2001, the shilling has depreciated against the U.S. dollar by about
15 percent, reflecting the larger-than-anticipated monetary expansion (Figure 5). The
ensuing real effective depreciation has now fully compensated for the real appreciation
during 2000, but is still leaving agricultural producers to face the impact of lower
international prices for coffee and cotton. Tanzania has accepted the obligations of Article
VIII and maintains an exchange system that is free of restrictions on payments and transfers
for current international payments,

8. Structural measures have focused on the reform and privatization of parastatals,
as well as the creation of a market-oriented regulatory framework. Since 1992, about
two-thirds of all state-owned companies have been privatized, including large enterprises,
such as the container port, part of the telecommunications company, and the National Bank
of Commerce. Meanwhile, the divestiture of strategic enterprises in the utility and
transportation sectors is only slowly gaining momentum. In parallel to the privatization
process, the government has begun to establish new regulatory agencies, with a view to
establishing and enforcing appropriate operational and safety standards for all market
participants. In addition, the government has taken measures aimed at strengthening
economic governance, especially in public expenditure management, and at improving the
investment climate, with the recently created Investors’ Roundtable serving as an important
forum in which to identify impediments to investment,

? In addition to continued strong foreign inflows, this expansion reflected also a number of
special factors, as detailed in the authorities’ LOI, para. 10.



9. Following discussions among the Tanzanian government, the British supplier, and the
International Civil Aviation Organization (ICAQ), Tanzania has proceeded with the purchase
of an air traffic control system. Meanwhile, the supplier has offered to provide free
technical assistance to the Tanzanian airport authority regarding the operation of this system.
Also, the Ministry of Finance is planning to convene a meeting of interested parties on how
to implement the technical and financial recommendations made by the ICAO in its recent
report on the radar system.

10. Tanzania’s balance of payments position has strengthened substantially in
recent years (Table 8). The external current account deficit (including official transfers)
narrowed sharply—from the equivalent of 9.2 percent of GDP in 1999 to 5.4 percent in
2001—as a result of growth in nontraditional exports and a steady flow of foreign assistance;
together with the debt relief under the Initiative for Heavily Indebted Poor Countries, this
resulted in a large increase in international reserves. There has also been progress in trade
reform. In the 2001/02 budget, the number of nonzero tariff bands was reduced from four to
three,” and, in the context of regional integration, all tariffs on imports from Tanzania’s
partners in the East African Community (namely, Kenya and Uganda) were reduced by 80
percent. Several import surcharges (so-called suspended duties) that had been imposed in
2001 were substantially reduced in the budget for 2002/03, and a plan for their complete
elimination over a six-year period was announced.*

11. Thus far in 2002, Tanzania’s balance of payments position has strengthened
further. Total exports have improved, largely on account of higher-than-expected gold
prices, even though traditional exports have declined, reflecting continued low commodity
prices and a consequent fall in export volumes. Imports have declined slightly on account of
lower imports of consumer goods, possibly reflecting the real depreciation of the shilling.
Meanwhile, gross official reserves of the BoT increased to US$1.3 billion at end-September
2002, equivalent to seven months of import cover.

II. RECENT PERFORMANCE UNDER THE PROGRAM

12. All quantitative performance criteria and the quantitative benchmark on central
government revenue for end-June 2002 were observed, (LOI, para. 3 and LOI, Table 1).
New domestic payment arrears in the form of unmet utility bills are estimated to have run up
to about T Sh 9 billion, but measures have now been taken to prevent the recurrence of such
arrears (LOI, para. 29). The government also incurred extrabudgetary expenditure on the
purchase of a new air traffic control system totaling US$19 million during 2001/02; the
authorities indicated that these extrabudgetary expenditures would be regularized in the

3 Prior to the budget for 2001/02, the four tariff bands were 5, 10, 20, and 25 percent. In that
budget, the 5 percent rate was eliminated and the 20 percent rate reduced to 15 percent.

% Before the latest changes to the trade regime, Tanzania had an overall trade restrictiveness
rating of 5.
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course of fiscal year 2002/03, while other reallocations would be made within the budget for
2002/03.

13. With regard to structural reform, the end-May 2002 performance criterion on the
clearance of all audited domestic arrears accumulated during July-December 2000 was
observed, as was the end-July performance criterion with respect to the gradual elimination
of import surcharges (LOI, para.3 and LOI, Table 2; see also Box 1). The performance
criterion on the submission to parliament of legislation that would make the government’s
incurring or guaranteeing of foreign debt subject to cabinet approval upon recommendation
by the Minister for Finance was not observed, partly because the government changed its
approach with respect to this measure following the adoption of the new National Debt
Strategy in May 2002. Instead of introducing the relevant legislative changes in

October 2002, as originally planned, the government now intends to submit to parliament all
amendments to the Loans, Guarantees, and Grants Act emanating from the National Debt
Strategy in February 2003, including the requirement that only the Minister for Finance has
the authority to contract debt on behalf of the government.

14, The mission expressed concern about the delay in tightening the approval
procedures for foreign borrowing and the authorities’ intention to vest final approval
authority with the Minister for Finance rather than the full cabinet, as the government
committed itself to do in its memorandum of economic and financial policies of March 29,
2002. The authorities explained that aggregate new debt incurred for budget financing
already required cabinet and parliamentary approval in the context of established budget
procedures. This, coupled with the intended mandatory approval by the Minister for Finance
of specific loan proposals, provided sufficient assurance against any imprudent and
uncoordinated foreign borrowing. The mission deferred to this view and agreed to support
the authorities’ request for a waiver for the nonobservance of the respective performance
criterion.

15. Three structural benchmarks were observed on time, and a fourth with one-month
delay (LOI, Table 2). Meanwhile, the publication of individual and consolidated quarterly
revenue and expenditure accounts for local governments has been delayed by six months,
owing to delays in producing the reports at the local government level.” The publication of a
report on the implementation of ministerial anticorruption plans has been delayed by three
months, and the harmonization of the treatment of banks’ loan loss provisions by two
months.

IMI. MEDIUM-TERM QUTLOOK AND POLICY CHALLENGES
A, Macroeconomic Framework

16.  The authorities’ macroeconomic framework, as presented at the annual public
expenditure review consultations with stakeholders in May 2002, projects real GDP growth

> As of end-September 2002, the accounts of 111 out of 114 local governments had been
received and their consolidation had begun.



-0,

of 6 percent a year over the medium term. The sources of this projected growth are continued
strong activity in tourism, construction, and the mining sector, and a further improvement of
performance in the agricultural sector. A key component of the government’s growth strategy
is the implementation of the agricultural development strategy, which should translate into
growth of above 5 percent in agriculture. ¢ Notwithstanding a deterioration of the outlook for
the terms of trade of traditional agricultural products, real GDP growth in 2002 is projected at
5.9 percent, owing to a rebound in tourism, the impact on agriculture of favorable weather in
2001, and further growth in mining activities following the entry into the field of new mining
companies and the expansion of output from existing mines. in 2003, GDP is expected to
grow by at least 6 percent, while inflation is targeted to remain below 5 percent.

17.  In support of the authorities’ poverty reduction strategy, Tanzania expects to receive
additional donor inflows over 2003-2006, including assistance under the HIPC imtiative.
While a further increase in donor funds as well as the envisaged increasc in revenue of 1
percentage point of GDP over the period may obviate the need for domestic financing, it
would still support a trend increase in the overall budget deficit, which could further
exacerbate the overshooting of monetary targets and rekindle inflationary pressures. To
address this risk, the staff considers that coordinated action to tighten both monetary and
fiscal policies is necessary. In view of the pressing expenditure needs for poverty reduction,
the tightening of fiscal policy should be predominantly effected through greater revenue
mobilization.

18. As the presently envisaged increase in revenue appears modest in light of the
authorities’ efforts at reforming tax administration and tax policy (LOIL, para.26), the staff
considers a more ambitious increase in fiscal revenue of about 2-3 percentage points of GDP
from 2003 to 2006 to be appropriate. Higher revenue collection would reduce Tanzania’s aid
dependency and make it less vulnerable to a possible decline in foreign aid. It would also
mitigate the need for sterilizing actions by the monetary authorities which could result 1n
upward pressure on the exchange rate and adversely atfect competitiveness. Consequently,
the pursuit of monetary targets would be less affected by considerations of competing
objectives.

B. The Poverty Reduction Strategy

19. Tanzania’s poverty reduction strategy is oriented toward achievement of the
Millennium Development Goals, with a broad range of output and outcome indicators
specified for three-five years into the future in the poverty reduction strategy papers, and
annual PRSP progress reports. Financial policies aim at maintaining macroeconomic

¢ The Agricultural Sector Development Strategy has been designed with the objectives of
increasing profitability and productivity of agriculture and livestock as a means of reducing rural
poverty through improvement of farmers’ incomes and promotion of food security. Main
elements of the agricultural development strategy are discussed in the Tanzania—Poverty
Reduction Strategy Paper Progress Report 2000/01, August 14, 2001 (http //www.imf org) and
assessed in the Tanzania—Poverty Reduction Stragegy Paper—Progress Report—Joint Staff
Assessment, November 2, 2001 (http://www.imf.org).
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stability, with an emphasis on mobilizing additional government revenue; structural reforms
seek to remove impediments to growth; and the forthcoming implementation plan for the
agricultural development strategy targets an area of crucial importance in the fight against
poverty and the development of a more dynamic and private sector-led growth.

20.  The authorities expect to present the second annual PRSP progress report by the
end of November 2002. Tt will report on the measures and targets laid out in the first
progress report and fill gaps identified in the joint staff assessment of the earlier report,
notably by presenting a comprehensive poverty analysis. Results of the 2000/01 household
budget survey are now available and allow a comprehensive assessment of poverty in
Tanzania.” The second PRSP progress report will also draw on the Poverty and Human
Development Report of June 2002, which presents an overview of the status of the main
poverty indicators and includes a detailed analysis of various aspects of poverty, focusing
particularly on vulnerability. The PRSP progress report will benefit from a number of recent
stakeholder meetings held to review progress in local government reform, the reform of
primary education, and the implementation of the road infrastructure improvement program;
a meeting was also held to assess the process of annual public expenditure reviews.

C. Fiscal Policy

21. ‘The medium-term challenges in the fiscal policy area center on two key issues:
the need (i) to increase domestic revenue mobilization by broadening the tax base in an
equitable way, and (i1) to improve expenditure management, so as to ensure that higher
spending on poverty-reducing programs is being used effectively, including at the local
government level,

22, In 2002/03, the overall deficit (before grants) is projected to widen to almost

10 percent of GDP, against an actual deficit of 5.6 percent of GDP in 2001/02 (Table 4).
This large increase—driven by an expansion in priority expenditure programs (see below)—
15 expected to be financed mainly through higher external assistance, while the government’s
net domestic financing is projected at 0.7 percent of GDP, compared with 0.4 percent in the
original program.

23. Expenditure in 2002/03 is targeted at 22.2 percent of GDP, more than 4 percent
of GDP higher than the outcome of 2001/02 (Table 4). This increase, which should be seen
against the large underspending in 2001/02 relative to the program, is due to (i) a large rise in
foreign-financed project expenditure, (i1) an increase in nonwage priority outlays, and (iii) an
increase in the wage bill in line with the medium-term civil service reform.” Foreign-financed
project expenditure will increase by 2.4 percent of GDP relative to the recorded outturn for

7 Appendix V presents some of the findings of the household budget survey.

® The civil service reform, now at an advanced stage, aims at improving the quality of public
services and raising salary scales, so as to narrow the large gap to salaries paid in the private
sector. The reform is being supported by the World Bank and other donors. Progress in
implementing the reform has been broadly satisfactory.
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2001/02, mainly owing to a large new project (the Songas fuel project, equivalent to about
1.3 percent of GDP) and better recording in the budget of the existing stream of projects
(about 1.1 percent of GDP).”

24, The 2002/03 budget targets an increase in the revenue-to-GDP ratio of

0.2 percentage point to 12.3 percent. [n support of this target, the authorities are
implementing the series of revenue-enhancing measures detailed in paragraphs 25 and 26 of
the letter of intent, including, among others, changes to the income tax regime, a tightening
in the administration of selected exemptions, and the elimination of import duty and excise
exemptions for government institutions. '’

25. The recently adopted act on export processing zones (EPZ Act) is not consistent
with the thrust of this revenue policy. In the view of the staff, generous tax incentives
(including income tax holidays) for EPZs could lead to leakages from the existing revenue
base. The authorities explained that the EPZ Act was mtended to favor only new foreign
direct investment—with consequent employment and wage tax gains—with specific
emphasis placed on the export opportunities offered by the U.S. African Growth and
Opportunity Act (AGOA) and the European Union’s Everything But Arms import policy.
The mission held that because of the very broad eligibility provisions of the EPZ Act, it may
not be possible to exclude even existing businesses from gaining :PZ status. The EPZ Act
also committed the government to providing costly infrastructure and to fast-tracking for
EPZs many reforms that had long been awaited by the business community at large. In
response, the authorities agreed to delay the coming into effect of the EPZ Act, and to review
its provisions so as to target benefits more narrowly to the intended purposes.

26. Following the continued-—albeit small—accumulation of domestic arrears in
2001/02, the government has decided to further tighten expenditure controls. To this
end, new procedures for the payment of utility bills were put in place as of July 2002 (LOI,
para. 29). The planning and execution of poverty-reducing programs will be facilitated
by the identification of budgetary codes for priority sector expenditure for consistent use
across the PRSP, budget, and budget execution reports. A critical first step in this direction
will constitute a structural performance criterion for end-February 2003 (LOI, Table 4). The

? Tn 2002, the authorities, working closely with donors, initiated a database of foreign-financed
projects, according to which the actual volume of these projects substantially exceeded budgeted
amounts. Although work on this database is ongoing, evidence so far suggests that the
underestimation of budgeted amounts in the past was due to lower recorded levels of project
grants, project loans, meanwhile, were already channeled through the budget and, therefore,
captured in the debt stocks.

% Since 1999, donors have been supporting the authorities® efforts at modernizing tax
administration through a World Bank-led project with a total volume of US$73 million. The
project’s objective is to raise tax revenue by broadening the tax base and improving the TRA’s
effectiveness. Also, in October 2002 a FAD revenue administration mission took place.
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status of additional measures identified in the context of the Assessment and Action Plan
(AAP) for tracking poverty-reducing expenditure is presented in Box 2."'

27 To prepare the ground for greater fiscal decentralization, the authorities are
planning specific measures to harmonize taxes and levies at the local government level.
The wide disparity and multiplicity of Jocal taxes have been identified as hindering the
development of the agricultural sector, including in the context of the Investors® Roundtable.
The authorities intend to issue guidelines to local governments on tax harmonization (a
structural benchmark for end-February 2003; LOI, Table 4).

D. Monetary Policy and Financial Sector Reform

28, The main challenges in the area of monetary policy and financial sector reform
are posed by the pervasive overshooting of money supply targets and the need to
establish an institutional and regulatory framework conducive to bank lending. The
BoT has so far been reluctant to address higher-than-targeted monetary growth, out of
concern that sales of foreign exchange might lead to an undesirable appreciation of the
exchange rate, and that large sales of liquidity paper at rising interest rates may become too
costly. At the same time, various structural impediments to bank lending are constraining
investment by the private sector and contributing to the creation of a structural liquidity
surplus in the financial sector, thereby putting downward pressure on interest rates.

29. In view of the perceived strong increase in the demand for money, the monetary
program for 2002-03 provides for an upward revision of monetary aggregates relative
to earlier projections (Table 7). Durning the policy discussions, the authorities argued for a
continued strong monetary expansion, including to minimize the exchange rate appreciation
stemming from large inflows of donor support and foreign direct investment. The mission
held that the risk of rekindling inflation was real, and consequently advised a more cautious
approach and stricter adherence to the reserve money target. As a result of the discussions,
broad money (M3, including foreign currency deposits) was programmed to increase by

21 percent during 2002, compared with an earlier indicative target of 12 percent and an
actual increase of almost 25 percent over the 12 months ended August 2002. The authorities
expect to be able to reduce M3 growth significantly further during the first half of 2003.

30. Achieving the revised targets for M3 will require an intensification of the BoT’s
sterilization operations. To this end, the authorities started in August 2002 to convert the
government’s large stock of nonmarketable debt to the BoT into securities with maturities
ranging up to seven years (LOI, para. 11). The mission welcomed this conversion but advised
the BoT that additional sales of liquidity paper will be needed in order to restore positive real
interest rates, an essential prerequisite for further financial deepening. So as not to rule out a
larger absorption of liquidity through sales of foreign exchange than is currently foreseen, the
program floor under the BoT’s net international reserves through mid-2003 has been

' The AAP was agreed with the authorities and the World Bank during an October 2001
mission; this mission was part of a wider initiative to assess the ability of 24 HIPC countries to
track poverty-reducing expenditure.
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established below its projected levels; this floor, however, is still consistent with the goal of
maintaining a comfortable reserve cushion.

31 The authorities will continue their efforts to strengthen the financial sector, in
particular by addressing various impediments to bank lending. In this connection, the
government is preparing measures to unblock the use of land as collateral for bank loans,
including a possible amendment of the Land Act which would be presented to Parliament
during the February 2003 session. This would be complemented by judicial reforms,
including the strengthening of the commercial court, with a view to keeping the average
case resolution period below six months. Furthermore, the authorities have requested that an
assessment under the Financial Sector Assessment Program (FSAP) be conducted in the first
half of 2003. In light of the recent pickup in credit to the nongovernment sector and the
increase in the risk assets of the banking sector, the FSAP mission will seek to assess the
health of individual banks and their ability to carry out proper risk analysis. Currently, the
banks’ ability to assess borrowers’ creditworthiness is hampered by the absence of a credit
information bureau. Box 3 discusses indicators of banking sector soundness.

32. The government confirmed its intention to encourage microfinance by submitting a
draft law establishing the legal, regulatory, and supervisory framework for microfinance
operations to Parliament in February 2003 (LOI, para. 33). The authorities* efforts to
privatize the National Microfinance Bank suffered, however, further delays, and the bank is
now expected to be brought to the point of sale only in the first half of 2003. Box 4 describes
the present status of microfinance in Tanzania. To further strengthen the availability of
financing to the agricultural sector, the authorities have established an export credit
guarantee scheme under the management of the Bank of Tanzania. The BoT agreed to
modify the regulations for this scheme to ensure that it does not lead to excessive exposure
by the authorities or weaken credit assessment by financial institutions.

E. Other Structural Reforms and Governance Issues

33. Key challenges on the structural reform front are to complete the privatization

agenda and to take further steps to promote an environment conducive to investment.

While most of the smaller public enterprises have already been privatized, the privatization

of large strategic enterprises in the utility and transportation areas is proving more difficult.

Given the fragile financial situation of many of these companies, their successful divestiture
would enhance the reliability and accessibility of services, thus raising economic efficiency

and improving living standards. "’ Furthermore, notwithstanding the improvements in past

"2 The mission suggested that, in order to reduce the risk of excessive fluctuations of the
exchange rate in the wake of BoT interventions, the BoT should announce quarterly targets for
net sales into the foreign exchange market.

"* The staff suggested that poverty and social impact analyses (PSIAs) could be useful in
ascertaining the impact of privatization on vulnerable segments of the population and in
designing possible safety net measures. The World Bank indicated that preparations for the
PSIAs were currently only at an initial stage, and first results might not be available until early
2004,



-14 -

years, the investment environment remains difficult, and further substantial measures in the
areas of institution-building and administrative and legal reform will be necessary to achieve
higher growth.

34, The authorities are continuing the privatization of public enterprises. Following
delays in arriving at a draft concession agreement, the concessioning of the water utility
DAWARSA is expected to be completed by end-2002. The financial performance of the
electricity utility TANESCO has improved following the takeover of the company’s
management by a new management team from the private sector. A partial privatization (49
percent) of Air Tanzania and the concessioning of the Tanzania Railway Corporation are
expected to be finalized later this year or early next year.

35.  The divestiture of shares of the telecommunications company, TTCL, is being
blocked by a protracted dispute between the government and foreign investors over payment
of the second tranche under the purchase agreement for 35 percent of the company’s equity.
The contract foresees that the amount of the second tranche depends on the results of a
financial audit of the company’s accounts for 2000. However, a dispute over the quality and
accuracy of these accounts has so far prevented an agreement between the government and
the investors. Failure to resolve the conflict may result in the departure of the foreign
investors and damage Tanzania’s image as an investment location.

36.  The retrenchment of employees remains a crucial problem affecting the pace of
privatization. The commencement of the management contract for the electricity utility
TANESCO in May 2002 was delayed by a dispute between the government and workers over
the benefit package for retrenched workers. Although the management team eventually began
its work, an agreement on the retrenchment package has vet to be reached. Disputes of this
nature may also arise during the privatization of other parastatals. The authorities have
restated their policy of limiting any budgetary support for retrenchment pay to statutory
benefits only, while permitting companies with sufficient own resources to pay higher
benefits (LOI, para.38). The mission advocated a uniform policy on retrenchment benefits, as
the financial strength of the company depended itself on previous government policy and
unequal treatment of retrenched employees could lead to delays in the privatization process.

37.  In cooperation with donors, the government is continuing its efforts at fighting
corruption and improve governance. Although the publication of the report on the
implementation of ministerial anticorruption plans has been delayed until December 2002,
owing to capacity constraints in the Prevention of Corruption Bureau (PCB), a consultant’s
report on the state of corruption in Tanzania will soon be made available to the public.
Recent efforts to promote good governance include the adoption of ethics and accountability
programs at key institutions, in particular the police and local magistrates. The authorities
indicated that requests for such programs were expanding, and that more reports on corrupt
behavior were being brought to the attention of the police. They also stressed that the
government’s anticorruption program focused primarily on institutions of particular
importance to the poverty reduction program, such as the education and health care sectors.

38. The government is continuing its dialogue with the business community on
problems affecting the investment climate. The Investors’ Roundtable inaugurated in July
2002 has identified the following key areas for attention: land ownership, labor policy and
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legislation; tax administration; the judiciary, the licensing of business activities; the quality
of road transport; and issues affecting the agricultural sector. The July roundtable produced a
policy matrix of short-term actions that will be reviewed at the next meeting, in January 2003
in Zanzibar.

39, During discussions in Zanzibar, the Zanzibari officials noted that, in the aftermath
of political stabilization, economic activity had begun to pick up, notably in the tourism and
transportation sectors. While illegal trading had been clamped down upon, customs revenue
had not yet improved. The government of Zanzibar has recently shifted its accounts from the
People’s Bank of Zanzibar (PBZ) to the Zanzibar branch of the BoT. The privatization of the
PBZ is complicated by its large negative capital position, equivalent to about T Sh 13 billion.
Zanzibari officials expressed an interest in greater technical assistance from the Fund.

F. External Sector Issues

40. The medium-term balance of payments projections indicate that the current
account deficit (excluding grants) will remain under 10 percent of GDP (Table 8).
Exports are projected to increase at an annual average rate of 7.3 percent, based on a
continued strong growth in nontraditional exports in line with the expected increase in gold
production, a rebound in manufacturing, and a gradual recovery in the volume of traditional
exports through the implementation of the agricultural sector development strategy.
Projections of the current account deficit and the amortization (after debt relief) of foreign
debt indicate continuing substantial financing requirements in the medium term which are
expected to be fully covered by anticipated external grants and concessional loans. Official
foreign assistance is expected to stay roughly unchanged, at slightly above US$1 billion per
year in nominal terms, over the next five years; the amount expected for fiscal year 2002/03
includes more than US$400 million in the form of program assistance (Table 9).

41, The external current account deficit (excluding official transfers) is expected to
narrow slightly in 2002, to 8.9 percent of GDP. Underlying this improvement is a stronger
performance of nontraditional exports (mainly gold), which are expected to grow by

18 percent in U.S. dollar terms, as well as a pickup in tourism receipts. Meanwhile,
traditional exports are expected to decline reflecting adverse developments in the terms of
trade, notably for coffee, cotton, and cashew nuts. Imports of consumer goods are expected to
grow very little, partly because of the recent depreciation of the shilling, while imports of '
capital goods remain strong, as mining sector activity continues to grow.

42 The recent real depreciation of the shilling has almost fully offset adverse effects
of the real appreciation during 1997-2000 on the export sector’s competitiveness
(Figure 5). Nevertheless, the volume of traditional exports rebounded only slightly as
depressed world prices for coffee, cashew nuts and cotton constrained the supply response to
a more competitive exchange rate. As projected large aid and investment inflows as well as
strong gold exports can be expected to put further upward pressure on the real effective
exchange rate, structural reforms aimed at creating an environment conducive to investment
and strengthening the manufacturing sector will have to be accelerated to help improve and
maintain Tanzania’s competitiveness. Moreover, as most of the foreign assistance is
channeled into the economy through the budget, the BoT should design a transparent foreign
exchange sales strategy that minimizes the impact of aid inflows on the exchange rate.
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43, The authorities are committed to regional integration in the context of the East
African Community (EAC) and the Southern African Development Community
(SADC). The EAC countries (Kenya, Tanzania, and Uganda) have agreed in principle to
implement a common external tariff and establish a customs union in 2004. Discussions on
the structure of the common external tariff are continuing, in particular with respect to the top
tariff rate. In the meantime, Tanzania is committed to maintaining the 80 percent reduction in
tariffs for EAC imports, and to not imposing any new surcharges (suspended duties) on
imports from the EAC. '

44, Tanzania’s external debt appears to be sustainable, following the HIPC debt
relief approved at the completion point in November 2001, The revised net present value
(NPV) of debt-to-export ratio at end-June 2002 was lower than the 150 percent target under
the HIPC Initiative (Table 10). The NPV of debt was updated by including new
disbursements of US$296 million during 2001/02 (July-June), which were significantly less
than the US$415 million projected in the completion point document for the same period.**
This lower-than-expected level of new disbursements reduced the NPV of debt stock at end-
June 2002 by about US$32 million. At the same time, exports of goods and non-factor
services are estimated to have been higher (by about US$23 million) than was projected for
2001/02 in the completion point document. Consequently, the NPV of debt-to-exports ratio
for 2001/02 slightly declined to 127.8 percent from the 130.8 percent predicted in the
previous debt sustainability analysis (DSA).'® For the projections, the main assumptions
underlying the revised debt indicators (e.g., economic growth, export growth, and
disbursement of new loans) are the same as were used in the DSA of the completion point.
The revised debt indicators show that Tanzania’s public and publicly guaranteed external
debt is sustainable, provided the debt relief assistance under the enhanced HIPC Initiative is
fully delivered. As can be seen in Table 10, the ratio of the NPV of debt to exports remains
well below the enhanced HIPC Initiative sustainability target of 150 percent throughout the
projection period.

45, The government is in the process of concluding bilateral agreements with Paris
Club creditors. So far, agreements have been signed with Austria, the United States,
Canada, and Italy, and debt to the United Kingdom has been cancelled. Reaching agreement

'* Currently, about 17 categories of imports from the EAC member states are subject to a
20 percent import surcharge (after application of the 80 percent general tariff preference for EAC
imports).

'* The shortfall reflects in part delays in meeting conditions for program loans by the World
Bank and African Development Bank. The NPV of new disbursements in 2001/02 was based on
the same parameters (e.g., discount rates and exchange rates) as in the completion point
document (EBS/01/185; 11/9/01).

'* However, owing to a larger-than-expected depreciation of the shilling, government revenue
and GDP in U.S. dollar terms were lower than projected. As a result, the NPV of debt-to-GDP
and NPV of debt-to-revenue ratios are slightly higher starting in 2002/03.



-17-

with non-Paris Club bilateral and commercial creditors has been problematic, but
progress has been made in discussions with Kuwait which confirmed its willingness to
provide debt relief on HIPC terms. Also, Libya, a major creditor of Tanzania, has recently
announced its participation in the HIPC Initiative. To encourage the delivery of debt relief
from non-Paris Club creditors, the authorities have recently established an account at the BoT
earmarked for eventual debt-service payments to non-Paris Club creditors, into which the
government will transfer US$S million during the fiscal year 2002/03 (ILOI, para. 16). The
authorities have requested the assistance of the Fund and the World Bank in encouraging the
participation of non-Paris Club creditors in the HIPC Initiative.

TV. PROGRAM MONITORING

46.  Asindicated in the authorities’ letter of intent, implementation of the program will be
monitored with the help of quantitative and structural performance criteria and benchmarks
(LOI, Tables 3 and 4). The structural measures focus on the areas of tax policy and
administration, expenditure management, public debt management, and financial sector
reform. These measures and targets are complemented by structural measures monitored by
the World Bank (Box 1). In addition, the African Development Bank (AfDB), the European
Union, and bilateral denors provide extensive budget support in the areas of civil service
reform, budget management, tax reform, legal and judicial reform, private sector
development, the reform of parastatals, rural development, and general capacity building.
The last semiannual review under the current PRGF arrangement is expected to be completed
in April or May 2003, and, to this end, the authorities are requesting an extension of the
current PRGF arrangement of three months to end-June 2003. The form of future Fund
support for Tanzania will be influenced by the forthcoming review of Fund assistance to low
income countries. The Tanzanian authorities have requested an early discussion of the
options available to Tanzania.

V. TECHNICAL ASSISTANCE, DATA ISSUES, AND SAFEGUARDS ASSESSMENT

47 Tanzania has been receiving substantial technical assistance from multilateral
and bilateral donors. The Fund’s technical assistance has been focusing on improvements
in public expenditure management, tax administration and pelicy, monetary policy, and data
quality. The implementation of recommendations from technical assistance missions has
been generally good but it has suffered from capacity constraints and the departure of
qualified staff from the civil service.

48, Notwithstanding the considerable technical assistance in the statistical area,
Tanzania’s database remains weak. The national accounts provide a basis for assessing
movements in output; however, the lack of transparency in the relationship between the
expenditure side of the national accounts and available statistics on government finances and
the balance of payments hampers the estimation of the savings-investment relationship.
Also, the basket underlying the consumer price index needs to be updated in light of the
results of the new household budget survey. Following a balance of payments mission by the
Fund’s statistics department, the authorities are preparing a survey of foreign direct
investment (FDI) for 2000 and 2001 in order to ascertain the realism of the large increase in
FDI recorded in the earlier survey and the need to revise the balance of payments data. A
mission for a ROSC data module visited Tanzania in October.
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49.  Under its current arrangement with the Fund, Tanzania 1s subject to the transitional
procedures of the Fund’s safeguards assessment policy and is required to demonstrate that
the BoT publishes annual financial statements that are independently audited in accordance
with internationally accepted standards. While the BoT recognizes the need for rotation of
the external auditor, its current policy allows the same firm to be reappointed for a second
three-year term following the expiry of a first term. Should the same firm have served as the
auditor for a period of six years, however, it is only eligible to be appointed as auditor after a
further three years. The BoT points to the limited capacity in the Tanzanian accounting
profession as the explanation for this policy of rotating external auditors.

VL. STAFF APPRAISAL

50.  The Tanzanian authorities are to be commended for the continued pursuit of sound
macroeconomic policies and structural reforms, notwithstanding serious capacity constraints
and a sometimes adverse external environment. Improved expenditure management has
brought larger allocations to poverty-reducing expenditure programs and regular reporting on
budget implementation. The adoption of a new debt strategy has laid the foundation for a
more effective management of domestic and external debt. These efforts have ensured that
Tanzania’s overall fiscal performance has remained in line with program projections.

S1.  While impressive progress has been made in the areas of expenditure reform and
transparency, tax reform and revenue mobilization clearly lag behind. As a result, fiscal
deficits are tending to rise, and inflows of donor assistance have become an important factor
in explaining the overshooting of monetary targets. This calls for corrective action by the
authorities to prevent the rekindling of inflationary pressures. In the view of the staff, a
tightening of both fiscal policy (through a greater mobilization of domestic revenue) and
monetary policy (by stepping up the absorption of excess liquidity) will be necessary. A
stronger emphasis on fiscal policy in dealing with the expansion of liquidity emanating from
donor inflows is all the more desirable, as sterilizing actions by the monetary authorities that
involve sales of foreign exchange could put upward pressure on the real exchange rate from
its present broadly appropriate level. As sales of foreign exchange will nevertheless be
necessary to manage liquidity and release donor inflows into the market, the monetary
authorities should seek to moderate their effects on the exchange rate by announcing
indicative quarterly targets of foreign exchange sales. Subject to this recommendation, and in
the continued presence of large donor inflows, the staff considers Tanzania’s exchange rate
policy as appropriate.

52. In light of the need for more determined action by the monetary authorities to mop up
excess liquidity and restore positive real interest rates, the staff welcomes the securitization
of nonmarketable government debt as enhancing the flexibility of the monetary authorities in
conducting monetary operations. However, the amount available for securitization should not
be a limiting factor in determining the size of liquidity operations, and these operations
should not be constrained by concern over their interest cost.

53, There has not been enough action to reduce tax exemptions, although the measures
announced in the budget for 2002/03 to better administer existing exemptions are welcome
and should help in limiting revenue leakages. The recently approved EPZ Act poses risks to
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the soundness of the revenue collection system, as loose eligibility criteria for companies in
export processing zones could make control of these zones difficult, while generous incentive
packages may weaken the payment discipline of other taxpayers. The staff welcomes the
authorities’ commitment to review the law, with the aim of minimizing revenue losses and
focusing the law narrowly on the new opportunities for access to export markets in the
United States and Europe.

54.  The removal of impediments to bank lending should be accelerated. The staff
welcomes the authorities” commitment to engage in a consultative process with the banking
community, with a view to determining the scope of any amendments to the Land Act that
may be needed. A strengthening of the judiciary would be an important complement to the
actions aimed at fostering an environment conducive to lending and investment.

55.  The recently adopted National Debt Strategy needs to be fully implemented to
facilitate an efficient management of Tanzania’s external and domestic debt and preserve the
country’s long-term debt sustainability. In this regard, tight controls on new borrowing and
appropriate prioritization of new projects will be necessary.

56.  Based on the authorities’ continued record of good program implementation and their
commitments made in the attached Letter of Intent, the staff recommends that the Executive
Board grant a waiver for the nonobservance of the structural performance criterion on the
approval procedures for foreign borrowing and complete the fifth review under the current
PRGF arrangement. The staff also recommends that the current PRGF arrangement be
extended by three months to end-June 2003.

57.  The staff recommends that the next Article I'V consultation with Tanzania be held on
the 24-month cycle, subject to the provisions of the decision on consultation cycles approved
on July 15, 2002,
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Box 1. Tanzania: Structural Conditionality

Coverage of structural conditionality in the current program

The structural performance criteria and benchmarks proposed as conditionality for the seventh
disbursement nnder the current PRGF arrangement (LOI, Table 4) support the macroeconomic
objectives of the program by underscoring the government’s intention to improve

. tax policy and administration adopting a centralized motor vehicle registration sysiem; and
introducing a treasury voucher system for administering exemptions applving to nonreligions
nongovernmental organizations and motor vehicle purchases by eligible public servants;

. fiscal decentralization by issuing guidelines to local councils for the harmonization of taxes,
levies and licenses;

. expenditure management by requiring spending agencies to submit quarterly reports on their
utility bills and amounts paid; and identifying priority expenditures by budgetary code across
PRSP, budget, and budget execution reports,

. public debt management by submitting 1o parliament amendments to the Loans, Guarantees
and Grants Act and establishing a National Debt Management Comunittee; and

. financial sector reform by submitling to parliament the draft law establishing the legal and
regulatory framework for microfinance operations.

Status of structural conditionality nnder the PRGF-supported program

The structural performance criteria and benchmarks applicable to the sixth disburscment focused on
broadly the same areas, with an additional emphasis on trade policy. The performance criteria relating to
the clearance of all audited domestic arrears and the announcement of a timetable for the elimination of
the suspended duties were observed. A third performance criterion on the submission to parliament of
legislation that makes the government’s incurring or guaranteeing of foreign debt subject to cabinet
approval upon recommendation by the Minister [or Finance was not observed because of a change of the
government’s approach following the adoption of the National Dcbt Strategy. Benchmarks on the
publication of local government accounts and of the second report on the implementation of ministerial
anlicorruption plans were not observed, primarily owing to capacity constraints, The harmonization of
treatment of loan loss provisions by banks for prudential requirements and taxation purposes has been
delayed until December 2002, as the consideration of available options is taking longer than anticipated.

Structural areas covered by World Bank lending and conditionality

IDA is currently providing adjustment lending through a programimatic structural adjustment credit
(PSAC 1) consisting of one tranche that was disbursed on effectiveness and four floating tranches, of
which three tranches remain undisbursed. One of them depends on action to relax restrictions on foreign
portfolio investment in equity instruments. Disbursement of the final tranches hinges on bringing the
Dar es Salaam Water and Sewerage Authority (DAWASA) to the point of concession, which is expected
to be done by end-2002, and reforming the regulatory framework for infrastructure scrvices, expected for
mid-2003. The World Bank is preparing a Poverty Reduction Support Credit (PRSC), which will support
the implementation of the PRSP and is expected to be submitted for approval by the World Bank’s
Executive Board in May 2003. Conditionality under this credit is linked to measures in the arcas of
mstitution building, and debt and financial management.
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©Actions

~Status
. {S/MY! - (FETAINS) - Achicved . o .

- -Comments

Actions Lo strengthen budget formulation

1 Identify poverty-reducing ilems in budget

2 Improve accounting for cxternal disbursements

3 Include table showing poverty-reducing expenditures in
2002/03 budgct

4 Extend Government Finance Statistics (GFS)-based
economic classification to subventions, regions, and
development budget

[¥)]

Apply GFS-based functional classification to recurrent
and development budget

6 Strengthen medium-term expenditure framework
{MTEF) process. and include two-year projections in
2003/04 budget

Actions to strengthen budget execution

7 Transfer clectronically (IFMS) accounting database for
five remaining votes to ACGEN’s office

11

1L

NS

IT

I

I

Ii

Under implemeniation. Stiructural performance criterion Tor
end-February 2003,

New database on donor disburscments created al Ministry
of Finance, updated regularly jointly with donors;
accounting of donor-funded projects through TFMS under
implemeniation at the Accountant General’s (ACGEN)
Office.

This measure can be implemented only after adoption of
measure 1.

Implemented for the regions in the 2002/03 budget; to be
implemented for subventions and development budget in
2003/04 budget.

Technical assistance from the Fund provided in October-
November 2002; implementation by March 2003,

MTEF under implementation.

Duc to scecurity reasons, dedicated phone lines to be
instatled to allow connectivity with ACGEN office.
Implementation bv January 2003,

_lz_
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Date. . .
o (SIMDE (FT/IINS)? © Achieved - o

Comfeénts

10

11

12

13

14

16

lnstitute reporting system on arrears for submission to
ACGEN by accounting officers

Strengthen internal audit with three measures (definition
of responsibilitics of internal auditors, inclusion of
internal audit functions in IFMS, and training of internal
auditors)

Finalize terms of reference for expenditure tracking
SUrveys

Design lemplate for local governments’ (LLG) reporting

Issuc circular reguiring LG quarterly reporls
Train for and enforce timely submission of LG rcports

Compile quarterly reports on poverty-reducing
cxpenditure, based on IFMS

Compile fiscal accounts of general government

Strengthen external andit with three measures (capacity
building, IT development, and training in computer-
assisted audit techniques)

1 S=Short-term action; M=mecdinm-tcrm action.

2 FI=lully implemented, [I=implementation inttiated, NS=not started.

Timing ~ ~ Status
§ Il
M 1]

) n
S FI
S F1
) I
) Il
M NS
M 1|

Jan, 2002

Jan. 2002

New procedurc for reporting of arrears related (o utility
payments instituted as of July 2002,

‘Technical assistance being provided in the areas of training
and IT development,

Under implementation.
Circular to LGs sent in January 2002,

Circular to 1.Gs sent in January 2002, Consolidated reports
being prepared (to be completed by December 2002)

In-housc training ongoing. Tcchnical assistance being
sought

The IFMS is capable of generating such reports, once
measure 1 has been implemented,

This medium-lerm measure is not yet implemented.
Technical assistance is being provided to develop IFMS-

based audit module, strengthen capacity, and training in
computer-bascd audit techniques.

_ZZ_
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Box 3. Tanzania: Soundness of the Banking Sector

Financial indicators presented in the table below point to a steady improvement in the soundness of Tanzania’s
banking system. Partly as a result of strengthened on-site and off-site surveillance, prudential norms under
existing legislations have been enforced more effectively. The capital adequacy ratio of the banks has increased
from 10.7 percent at end-1998 to 17.4 percent at cnd-June 2002, although it declined from its end-2000 level,
mainly due to an increase in risk assets. Earnings and profitability of the banking sector have also recovered
from the trough of 1999 brought about by the removal of nonperforming loans from the balance sheet of the
National Bank of Commerce and the subsequent recapitalization. The operations of the Delphis Bank, which
experienced a run triggered by a crisis of confidence following the sudden death of its owner remain weak, but
given the small size of its balance sheet and prompt intervention by the BoT, it poses no systemic risk to the
banking system as a whole. An in-depth assessment of the health of individual banks will be undertaken by the

FSAP mission, which is expected to be ficlded in March 2003,

Tanzania; Banking Sector Soundness Indicators, 1998-2002

(Ratios in percent)

1998 1999 2000 2001 2002
June
Capital adequacy
Regulatory capital to nisk-weighted assets 1/ 10.7 43 182 16.7 17.4
Regulatory tier I capital to risk-weighted assets 10.1 6.0 18.1 16.5 17.2
Assets quality
Nonperforming loans to total gross loans 229 252 173 12.0 9.3
Earnings and profitability
Return on assets 2.7 0.1 1.6 1.5 0.9
Return on equity 2/ 86.8 2.1 376 352 15.9
Interest margin to gross income 3/ 37.2 41.4 419 43.4 42.6
Noninterest expenses to gross income 46.1 54.2 46.3 57.3 56.6
Liquidity
Liquid assets to total assets (liquid assets ratio) 62.4 66.5 05.2 70.7 69.6
Liquid assets to short-term {demand) liabilities 4/ 1137 118.1 1335 130.6 128.3
Personnel expenses to noninleresl expenses 45.1 jle 41.5 37.9 440

Source: Bank of Tanzania (BoT).

1/ Regulatory capital = tier [ + tier Il capital.

2/ Shareholders equity includes paid-up capital, share premium, capital grants, and retained earnings.
3/ Net interest income/(gross interest income + noninterest income (excluding loan loss recoveries)).

4/ Demand liabilities include savings deposits.
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Box 4. Tanzania: Status of Microfinance

Background. Tanzania’s agriculture- and livestock-bascd rural economy accounts lor about hall of GDP and
almost two-thirds of foreign exchange earnings, and provides employment to more than 80 percent of the
productive workforce. Its further development is held back, among other things, by poor access to credit
facilitiecs—commercial banks find it expensive to serve small and widely dispersed customers, while the latter
find the transaction costs, accessibility, and conditions for borrowing from formal financial institutions
prohibitive. In the absence of commercial banks, microfinance institutions (MFIs) such as savings and credit
cooperative societies (SACCOS), savings and credil associations (SACAS), and nongovernmental organizations
fill the void. These community-basad institutions are generally very small (on average, membership ranges from
20 to 200), and often without professional staff. Leading members handle very limited operations on a voluntary
basis, struggle to raise capital from members in the form of membership fees and share capital, and to a very
limited extent mobilize financial savings for on-lending; mostly, however, they are not capable of maintaining
accounts and drawing up a balance sheet.

In 2002, the commercial bank CRDB, with support from the Danish International Development Agency
(DANIDA), has started a pilot project aimed at providing training for the MFIs to manage their own lending
operations and assess lending risks. The goal is to extend a credit line to selected SACCOS for on-lending to
their members, while the CRDB does off-site and en-site monitoring. Other commercial banks are planning to
establish microfinancing units, but, so far, this constitutes only a small part of their loan portfolios owing to a
lack of appropriate outreach technology, know-how, and a legal, regulatory and supervisory framework for
microfinance operations.

Ineffectiveness of existing operating framework for MFIs. Lack of a unified regulatory and supervisory
framework prevents effective supervision of MFls. SACCOS are registered under the Cooperative Societies Act
of 1991 and are supervised by the Cooperative Department of the Ministry of Cooperatives and Marketing,
while SACAS are registered by the Ministry of Home Affairs but superviscd by the Ministry of Community
Development, Women and Children’s Affairs, thus leaving them outside any effective supervision,
Furthermore, poor record keeping and lack of regular and adequate reporting handicap any attempt at
supervision.

Status of the issuance of new microfinance regulations. In an effort to establish an enabling environment for
the development of microfinance, the authorities approved a National Microfinance Policy in May 2000 and set
up a task force for the preparation of a legal, regulatory, and supervisory framework for microfinance
operations. The task, divided into three phases, was contracted to a consultant, who started work in July 2002.
The first phase is aimed at developing an appropriate legal framework for microfinance operations. A draft
repott on the findings and recommendations for amendments to the Banking and Financial Institutions Act
1991, Bank of Tanzania Act 1995, Co-operative Act 1991, and other related legislation was submitted to the
authorities in September 2002, The second phase, which is expected to be completed in early November 2002,
involves the development of an effective regulatory framework for microfinance operations, including
appropriate accounting principles and reporting guidelines. The third phase of the project concentrales on the
development of a harmonized supervisory framework for microfinance operations. The final product is expected
1o be submitted for parliamentary approval in February 2003 and issued in May 2003,
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Figure 2. Tanzania: Prices and Interest Rates,
January 1997-September 2002
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Figure 3. Tanzania: Central Government Finances, 1997/98-2003/04 1/

(In percent of GDP)
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1/ Fiscal years run from July to June; expenditure data excluding statistical discrepancy and
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Millions of Tanzania shillings

Figure 4. Tanzania: 91-Day Treasury Bill Market Indicators, January 1999-September 2002
(Monthly average of weekly auctions)
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Figure 5. Tanzania: Exchange Rates, January 1997-July 2002
(1995=100; foreign currency per Tanzania shilling)
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Table 1. Tanzania: Phasing of Performance Criteria, Reviews, and
Disbursements Under the PRGF Arrangement, 2000-03

Expected Thsbursements

Fxpected Date Millions Fvent

of SDRs ol Quota
Mareh 2000 20.0 101 Board approval of PRGF arrangement

{disbursed)
March 2000 - - Test date for quantitative performance criteria for first review 1/
July 2000 200 10.1 Completion ol first review

(disbursed)
Septermber 2000 -- - Test date for quantitative performance criteria for second review 1/
March 2001 200 10.1 Completion ol second review

(disbursed)
March 2001 - - Test dale for quantitative performance criteria for third review 1/
September 2001 20.0 10.1 Completion of third review

(disbursed)
September 2001 - --  Test date for quantitative performance eriteria for fourth review 1/
May 2002 20.0 10.1 Completion of fourth review

(disbursed)
June 2002 - --  Test date for quantitative performance crtena for {ifth review 1/
November 2002 200 101 Board consideration of fifth review and request for cxtension of

PRGF arrangement

December 2002 - -~ Test date for quantitative performance criteria [or sixth review 1/
May 2003 15.0 7.5 Board consideration of sixth review
Total 1350 67.9

1/ Structural performance eriteria had or will have test dates at or near the same date as guantitalive performance criteria.
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Table 2. Tanzania: Selected Economic and Financial Indicators, 1999-2003

1999 2000 2001 2002 2003
Prop. Est. Projections
(Annual percenlage change, unless otherwise indicated)
MNatienal income and prices
Nominal GDP (billions of Tanzania shillings) 6,433 7,267 7,992 8,186 2,039 9,956
Real GDI? growth 4.7 4.9 5.1 5.6 5.9 6.0
Real GDP per capita 2.6 L7 24 2.9 3.3 39
Consumer prices (period average) 7.9 39 5.2 5.2 4.6 4.2
Consumer prices {end of period) 7.0 5.5 4.9 49 4.5 3.9
External sector
Export, f.o.b. (in U.5. dollars) 543.3 6563.3 T71.% 7764 850.1 910.2
Imperts, c.1.f. (in L5, dellars) -1,572.7 -1,536.7 -1,725.8 -1,714.7, -1,728.8 -1,922.0
Export volume -17.6 258 26.7 26.8 4.2 3.4
Import volume 1.5 -2.2 12.4 12.4 1.6 Q.6
Terms of trade 13.5 -2.7 -8.2 -8.2 4.9 33
Nominal effective exchange rate (end of period) -10.5 9.3 9.8 -9.3
Real effective exchange rate {depreciation -3 -5.6 12.4 -1.5 -71.5
Publi; finance 1/
Revenue (excluding grants) 12.0 203 10.4 122 12.4 12.0
Total expenditure 26.5 35 22.7 14.3 354 1.6
Current expenditure 22.9 2.2 26.7 18.7 29.8 13.0
Development expenditure and net lending 45.2 -20.5 3.0 1.8 101.1 -17.0
Money and credil
Broad money 18.6 14.8 17.1 17.1 21.0 10.2
Net foreign assets 358 196 36,7 3a.7 293 7.6
Net domestic assets 6.6 -16.2 -14.1 -14.1 -0.1 18.5
Credit to nongovernment sector 25.5 9.4 18.8 18.8 32,0 298
Velocity of money (GDP/M3; average) 5.7 5.6 53 5.4 5.0 4.8
Treasury bill interest rate (in percent; end of period) 2/ 15.5 5.7 3.9 39
(In percent of GDP, unless otherwise indicated)
FPublic finance
Revenue (excluding granis) 1.3 12.0 12.2 121 123 12.6
Total grants 4.5 37 5.0 4.5 57 4.9
Expenditure 18.9 17.3 19.5 18.1 222 211
Orverall balance {including grants) -3.3 -1.6 =23 1.1 -4.1 -3.6
Domestic financing 3/ 01 Q0.0 0.8 -3 0.7 2.0
Savingy and investment
Resource gap -12.7 -84 9.1 -8.6 -8.1 9.0
Investment 15.5 17.6 159 17.0 17.4 17.9
Government 31 3.4 38 37 4.0 4.2
Nongovernment 12.4 14.3 12.2 13.3 13.4 13.7
Gross domestic savings 8 9.2 6.8 8.4 93 8.9
Extcrnal sector, public debt, and debt service
Current account balance (exchuding current official transfeors) -13.1 5.4 -93 -8.9 9.3
Current account balance (including current official transfers) -9.2 -5.1 -5.4 -4.1 -4.6
External debt service due (before debt relief; in percent
of exports of goods and nonfactor scrvices) 26.7 31.8 29.6 30.2 258 18.5
{In milions of U.8. dollars, unless otherwise indicated)
Balance of payments current acount balance {excluding grants; deficit -) -1,134.2 -856.4 -858.0 ©-873.1 -834.1 -937.0
Orverall balance of payments {deficit -) -67.9 90,2 929 -9.6 248.9 223.1
Groas official reserves 775.6 974.4 1,156.6 1,156.6 1,503.7 1,719.3
In months of imports of goods and nonfactor services 4.4 51 5.5 6.1 7.1 7.5

Sources: Tanzanian authoritics; and Fund staff estimates and projections.

1/ Fiscal years (July-Jung}, beginning in the year indicated in the column header.
2/ Weighted-average yield of 91-, 182-, and 364-day treasury bills,
3/ Excluding new dcbt issucd to recapitalize government-owned banks.
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Table 3. Tanzania: National Accounts, 2000-03

Shares 2000 2001 2002 2003 2004 2005
(2000; in Est. Projections
perocnt)

(In units as indicated)

Orverall GDP
Neminal (in billions of Tanzania shillings) 7,267 8,186 9,039 9,956 10,933 11,981
Real (percentage change) 4.9 5.6 5.9 6.0 6.0 6.0
Deflator (percentage change) 7.5 6.5 4.8 4.2 38 37

{Annual percentage change in real terms, unless otherwise indicated)
Sectoral components of GDP

Agriculture 48.2 34 5.5 5.3 5.4 5.4 6.2
Industry 16.1 6.7 6.0 5.9 6.9 6.8 6.6
Mining 23 12.9 135 121 10.0 9.0 9.0
Manufacturing 8.3 4.8 5.0 6.2 6.8 6.9 7.0
Electricity and watcr 1.7 5.9 3.0 5.1 6.0 6.0 6.0
Coenstruction 3.8 7.0 5.6 4.2 6.3 6.3 55
Services 354 6.4 3.6 6.5 6.2 6.2 54
Trade, hotels, and restaurants 16.4 6.5 6.7 7.9 7.0 6.3 6.3
Transport and cornmunications 5.4 6.1 6.3 7.7 7.0 6.3 6.3
Financial and business services 59 4.0 23 5.2 4.9 49 4.9
Public administration and other services 7.7 79 4.5 1.5 28 9.2 -4.1
Demand components of GDP
Consumplion 0.3 3.7 9.6 1.7 6.0 6.5
Government 2.2 6.0 4.6 4.2 EX 37
Other sectors -0.2 32 10.9 8.3 6.5 7.1
Investment 7.5 58 5.9 9.0 7.4 6.3
Government 14.4 16.9 14.7 12.0 10,z .93
Other sectors 5.9 3.2 36 8.0 6.6 5.6
Foreign balance 1/ 3.5 1.0 -4.1 3.1 -1.4 -1.6
Exports 18.4 17.8 -15.1 24 6.4 25
Tmports 0.1 8.1 1.5 10.4 7.2 3.7
National saving and invesimant {In percent of GDP)
Government
Saving 1.7 235 -0.4 0.5 32 34
Tnvestment 34 37 4.4 4.2 4.4 4.5
Balance -1.7 -1.2 -4.3 -1.8 -1.2 -1.1

Nongovernment sectors

Saving 14.5 13.0 16.8 159 127 12.6
Investment 14.3 13.3 13.4 13.7 13.8 13.7
Balance 0.2 -03 34 22 -1.1 -1.2

All sectors
Saving 16.2 15.5 16.4 16.3 15.% 16.0
Of which : domestic saving 9.2 8.4 9.3 8.9 8.7 87
Investment 17.6 17.0 7.4 17.9 13.1 18.3
Foreign savings (-) %/ -5 -5 -0.9 1.5 2.2 23
Consumplion 90.8 9l.6 90.7 91.1 91.3 91.3
Puhlic 6.6 6.3 6.1 6.4 6.4 6.7
Private 84.1 B5.3 B4.5 84.7 84.9 84.6

Sources: Tanzanian authorities; and Fund stafl eslimates and projections.

1/ Figures represent the contribution of the change in the foreign balance to real GDP growih.
2{ External current account, including grants (interest payments on a cash basis).
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Tlanzania: Central Government Operations, 1999/2000-2003/04 1/

1999700 2000/01 2001/02 2002/03 2003/04
Prog. Actual Prog, Rev. Prog. Proy.
(In billions of Tanzania shillings)
Tetal revenue 7725 929.6 1,026.1 10429 1.157.2 1,172.3 1.312.6
Tax revenue 6219 827.8 932.8 938.5 1.063.9 1,066.9 1,198.8
Import dutigs 87.7 5.6 87.0 289 111 109.4 103.2
Valug-added tax (VAT) 2238 302.0 3359 3523 381.2 394.3 465.2
Iixcises 88.3 154.8 1848 177.6 214.8 203.9 230.4
Income taxcs 205.1 194.0 23573 228.4 257.9 240.9 265.8
Other taxes 86.9 §14 89.7 S1.3 100.0 1183 1301
Nontax revenue 80.3 101.8 933 104.5 93.3 103.4 113.8
Total cxpenditure 1,292.6 1,338.2 1,641.5 1,556.0 1,852.6 2.106.2 21961
Recurrent expenditure 807.6 986.6 1,249.9 1,171.4 1,448.5 1,520.4 1,717.5
Wages and salarics 2833 308.1 3466 3420 4115 411.5 480.3
Interest payments 1278 128.1 124.5 1211 119.4 131.6 123.9
Domestic %1.4 718 66.8 64.6 55.3 57.4 jd4.6
Forcign 45.6 50.4 57.7 56.5 64.1 742 69.3
Goods and services and transfors 3953 550.4 7788 708.3 917.6 97173 1,113.3
Clearance of domestic arrears 3.7 322 62.6 591 0.0 .0 0.0
Bank and parastalal recapitalization 2/ 100.7 9.8 0.0 2.0 0.0 6.0 0.0
Dwvelopment expendilure 3599 286.3 294.9 291.3 404.1 583.9 478.6
DNomeshically financed 19.4 351 50.2 50.2 67.2 957 105.0
Foreign financed 3/ 340.5 2512 244.6 241.1 3309 490.2 3735
Expenditure carryover 20,7 234 34.1 341 0.0 0.0 0.0
Unallocated revenue (-)expenditure (-) 4/ -14.3 =20 0.0 335 0.0 0.0 0
(Owverall balance before grants -534.4 -1190.7 -615.4 -479.5 -695.3 -933.9 -8R3.5
Granls 307.3 280.3 423.5 385.2 502.6 541.2 3173
Program (including basket fimding) 94.3 114.0 182.0 183.0 229.1 2674 233.1
Project 2075 123.6 187.0 140.2 254.0 1985 213.2
HIPC Initialive grant relief 5.5 487 44.5 62.0 12.5 75.3 T0.9
Owverall balance after grants -227.1 -124.3 -191.9 -94.3 -192.8 -392.7 -366.2
Financing 227.1 1243 191.8 943 192,83 392.7 366.2
Foreign (net) 105.4 90.4 134.7 118.5 154.5 316.0 150.6
Forcipm loans 191.2 172.9 199.9 187.4 234.7 443.0 285.6
Program 58.2 45.3 1423 86.5 151.7 151.3 125.2
Project 133.0 1277.6 37.6 100.9 329 291.7 160.4
Amortization -85.8 -82.5 -63.3 -68.9 -80.2 -127.0 -135.0
Damestic {net) 9.1 ~2.3 67.7 -22.6 353 63.7 210.6
Bank financing -27.4 -18.7 67.7 -59.2 353 54.7 210.6
Nonbank financing 36.5 16.2 0.0 34.6 0.0 2.0 0.0
BRank and parastatal recapitalization 2/ 100.7 9.8 0.0 0.0 0.0 0.0 0.0
Amortization of parastatal debt 0.0 0.0 -10.5 -1.6 -13.0 -10.0 -15.0
Privatizaticon procecds 12.0 26.7 0.0 0.0 18.0 18.0 20.0
Memorandum iterms:
Primary balance {excluding grants and
forcign-financed development expenditure) -67.0 -313 -246.3 -117.3 -239.0 -312.1 -386.1
Exponditure on defense and national service 917 105.8 113.3 1123 131.2 145.0
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Table 4. Tanzania: Central (fovernment Qperations, 1999/2000-2003/04 1/ (concluded)

1999/00 2000401 2001/02 2002/G3 2003/04
Prog. Actual Prog. Rev. Prog. Proj.
(In percent of GDP, unless otherwise indicated)
Tota] revenue 1.3 12.0 12.2 121 12,5 123 12.6
Tax revenue 101 10.7 11.1 10.9 11.5 11.2 11.5
Import duties 1.3 12 1.0 10 1.2 1.2 1.0
Value-added tax (VAT) 33 3.9 4.0 4.1 4.1 4.2 4.5
Excises 1.3 2.0 22 21 23 21 22
Income taxcs 3.0 2.5 2.8 2.7 28 2.5 2.6
Other taxes L3 1.1 1.1 1.1 1.1 1.2 1.2
Nontax revenue 1.2 1.3 1.1 1.2 1.0 1.1 1.1
Total expenditure 18.9 173 19.5 18.1 20.0 222 211
Recurrent expenditure 11.8 12.8 14.9 13.6 15.6 16.0 16.4
Wages and salaries 4.2 4.0 4.1 4.0 4.4 43 4.6
Interest payments 19 1.7 L5 14 1.3 1.4 1.2
Domestic 1.2 1.0 08 0.8 0.6 0.6 0.3
Foreign 0.7 0.7 0.7 0.7 0.7 0.8 0.7
Goods and services and transfers 5.8 7.1 2.3 82 9.9 10.3 10.7
Clearance of domestic arrears 0.1 0.4 0.7 0.7 0.0 00 0.0
Bank and parastatal recapitalization 2/ 1.5 0.1 0.0 0.0 0.0 0.0 0.0
Net lending 0.0 0.0 0.0 0.0 0.0 0.0 o
Development expenditure 5.3 17 35 34 4.4 6.2 47
Domestically financed 0.3 0.5 0.6 0.6 0.7 1.0 1.0
Foreign financed 3/ 5.0 i3 29 2.8 3.6 5.2 37
Expenditure carryover 0.3 0.3 0.4 0.4 0.0 0.0 0.0
Unallocated revenue (+)/expenditure (-) 4/ -0.2 0.0 0.0 04 0.0 0.0 0.0
Overall balance before grants -7.8 -5.3 -1.3 -5.6 <15 -9.8 -85
Grants 4.5 37 5.0 4.5 5.4 57 49
Program (including basket funding) 14 15 23 21 25 2.8 2.2
Project 3.0 1.6 22 1.6 27 21 2.0
HIPC Initintive grant relief 0.1 0.6 0.5 0.7 0.2 0.8 0.7
Overall balance after grants 33 -1.6 -23 -1.1 2.1 -4.1 3.6
Financing 33 1.6 2.3 1.1 21 4.1 3.6
Foreign (net) 1.5 1.2 1.6 14 1.7 33 1.5
Foreign loans 2.8 22 24 22 25 4.7 2.8
Program 0.8 0.6 1.7 1.0 1.6 1.6 12
Project 1.9 1.7 0.7 1.2 0.9 3.1 1.6
Amortization -1.3 -1.1 0.8 -0.8 -0.9 -1.3 -13
Domestic (net) 0.1 0.0 0.8 -0.3 0.4 0.7 2.0
Bank financing 0.4 -0.2 0.8 -0.7 0.4 0.6 290
Nonbank [inancing 0.5 0.2 00 0.4 0.0 0.1 0.0
Bank and parastatal recapitalization 2/ 1.5 0.1 0.0 0.0 0.0 0.0 0.0
Amortization of parastatal debt 0.0 0.0 -0.1 0.0 -0.2 -0.1 -0.1
Privatization proceeds 0.2 0.3 0.0 0.0 0.2 0.2 0.2
Memorandum iterms:
Primary balance {excluding grants and
foreign financed development expenditure) -1.0 -0.4 2.9 -1.4 -2.6 =33 -3.7
Expenditure on defense and national service 13 1.4 13 1.3 1.4 1.5
Nominal GDP (market prices, billions of Tanzania shillingy) 6,850 127 3,402 8,613 9,262 9,496 10,441

Sources: Ministry of Finance; and Fund staff projections.

1/ Fiscal years run from July to June.

2/ Bonds issued to recapitalize government-owned hanks and parastatals and the conversion into bonds of interest arrears owed to the Bank of Tanzania.

For program-monitoring purposes, such bonds are excluded from domestic financing.

3/ Although foreign-financed development expenditure is included in the voted budget, actual spending is not fully captured in budgct execution reports.

4/ Statistical discrepancy between fiscal and monetary data.
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Table 5. Tanzania: Central Government Revenue and Expenditure, Quarterly, 2002/03 1/

{Cummlative, in billions of Tanzania shillings)

2002/03
September December March June
Prog. Prog. Prog. Prog.
Total revemie 2695 559.0 862 4 1,172.3
Tax revenue 246.9 510.3 788.0 1,066.9
Import duties 26.8 54.4 81.1 109.4
Valuc-added tax (VAT) 958 191.6 2947 394.3
Excises 48.1 101.6 1532 203.9
Income taxes 516 109.3 175.3 240.9
Other taxes 245 53.4 83.8 118.3
Nontax revenue 226 48.8 74.3 105.4
Total expenditure 490.2 10570 1,620.3 2.106.2
Recurrent expenditure 343.7 764.1 1,180.9 1,520.4
Wages and salaries 93.0 205.2 308.3 411.5
Interest payments 27.3 67.6 94.8 1316
Domestic 156 30.8 448 574
Foreign 11.7 36.7 50.0 742
Goods and services and transfers 2234 4914 7778 9773
Clearance of domestic arrears 0.0 0.0 0.0 0.0
Net lending 0.0 0.0 0.0 0.0
Development ¢xpenditure 146.5 2929 4394 585.9
Domestic financed 23.9 47.8 71.7 95.7
Foreign financed 2/ 122.6 2451 © 367.7 490.2
Expenditure carryover 0.0 0.0 0.0 0.0
Overall balance (before grants) -220.7 -498.¢: -757.9 -933.9
Memorandum items;
Primary balance (excluding grants and
foreign-financed development expenditure) -70.9 -185.3 -2955 3121

Sources: Ministry of Finance; and Fund staff projections.
1/ Fiscal year runs from July to June.

2/ Although forcign-financed development expenditure is included in the voted budget, actnal spending

is not fully captured in budget execution reports,
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Table 6. Tanzania: Central Government Expenditure on Priority Sectors, 2000/01 - 2002/03 1/
(In billions of Tanzania shillings, uniess otherwise indicated)

2000/01 2001/02 2002/03
Prog. Actual Prog. Rev. Prog.
Total expendifure in priority sectors 499.7 766.5 761.9 893.2 966.2
(in percent of GDP) 6.5 9.1 8.8 9.6 0.2
(in percent of total expenditure) 353 49.6 52.1 48.2 459
Education 2549 347.6 3449 3738 414.8
Health 100.7 1393 142.1 157.1 1723
Water 18.3 3le 325 50.3 58.5
Agriculture (research and extension) 19.1 30.5 319 57.4 62.6
I.ands 5.1 8.1 8.1 9.2 21.2
Roads 925 181.2 179.6 219.9 208.4
Judiciary 92 21.0 18.8 215 238
TACAIDS 2/ 0.0 73 4.0 4.2 4.5

Recurrent expenditure in priority sectors 3517 501.6 497.6 550.5 681.6
(inn percent of GDP) 4.6 6.0 5.8 5.9 72
{in percent of total recurrent expenditure) 35.6 40.1 42.5 38.0 44.8

Education 1892 2853 282.1 318.0 400.0
Health 703 88.6 909 97.7 128.6
Water 8.1 147 155 159 16.9
Agricullure (research and extension) 103 15.9 17.2 17.5 342
Lands 4.2 7.4 7.4 8.1 4.8
Roads 60.7 08.3 65.7 72.8 73.6
Judiciary B8 14.1 14.8 16.3 18.9
TACAIDS 2/ 0.0 73 4.0 4.2 4.5

Development expenditure in priority sectors 148.0 265.0 264.2 358.4 284.6
(in percent of GDP) 1.9 3.2 31 39 30
(in percent of total development expenditure) 517 89.9 90.7 88.7 48.6

Educalion 657 62.2 62.8 55.8 14.8
Health 30.4 50.7 51.2 59.4 43.7
‘Water 10.1 16.9 17.0 343 41.6
Agriculture (research and extension) 8.7 14.6 14,7 399 284
Lands 0.9 0.7 0.7 1.1 16.4
Roads 317 1129 113.9 147.1 134.8
Judiciary 0.4 7.0 4.0 5.2 49
TACAIDS 2/ 0.0 0.0 0.0 15.7 0.0
Memorandum items:

Total expenditure 3/ 1,272.8 1,544 8 1,462.8 1,852.6 2,106.2
Recurrent expenditure 986.6 1,249.9 1,171.4 1,448.5 1,520.4
Development expenditure 286.3 294.9 291.3 404.1 5859

HIPC Iniliative debt relicf 141.2 117.2 116.8 121.8 123.0
(in percent of GDP) 1.8 1.4 1.4 1.3 1.3

GDP (market prices) 7,727 8,402 8,613 9,262 9,498

Source; Ministry of Finance.
1/ Fiscal vears run from July to June.

2/ Government ageney crealed in 2001 to coordinate AIDS-related interventions.

3/ Excludes clearance of domestic arrcars and recapitalization of banks.
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Table 7. Tanzania; Monelary Survey, 2001-03

(In billions of Tanzama shillings, nnless otherwise mdicated)

2001 2002 2003
Mar, Hune Sept. Dec. Mar. June
Crig. Rev. Projections
Act. Act. Prog, Act. Act. Praj. Proj.
Muonetary authorities (BoT)
Net [oreign assels 630.7 28 596.8 700.7 8303 7621 10350 1,049% 10237
Net internahonal reserves 892.6 763.5 538.7 Td2.5 72,1 504.0 1,076.9 1,091.8 1,065.6
(in millions of L5, dollare} 755.9 778.0 574.8 7842 899.5 B38.6 11103 1,153 1,075.3
Medivm- and long-rerm foreign liabilities -41.9 -41.9 -41.9 -41¢ -419 -41.9 -41.9 -41.9 -41.9
Wet domestic assets 66,3 -171.4 478 -127.6 -34.4 -143.7 -3283 -3B35 -3311
Dverall eredit to government {net) -170.7 <2723 -1278 <2457 -120.1 -214.3 -364.2 -389.2 -332.7
Credit to government {net, excl. iqudity paper) -378 -TRS 00 -47.1 544 04 -48.2 -35.7 9.2
Liquidity paper (sterilized treasury bills) -133.0 -193.6 <1278 -1986 -184.5 -214.3 -316.0 3635 -342.0
Credit to banks 0o 0o 0.0 0.0 a0 00 0.0 0.0 00
Other ilems (net; asset —) 104.4 100.8 80.0 L18.1 857 70.6 35.8 137 1.7
Of which: outstanding repurch, aperations 34.1 19.8 0.0 449 0.0 0.0 0.0 0.0 0.0
Reserve money 584.4 5503 545.0 5731 7954 6184 706.6 566.4 £92.7
Currency outside banks 4116 402.9 386.1 429 4 4750 441.8 495.1 465.6 4919
Bank reserves 172.7 1473 162.8 1437 3208 176.6 2115 2009 200.8
Currency in banks 44.6 343 30.0 krN | 543 35.0 46.0 40.0 46.0
Deponits 128.2 113.0 1328 106.6 266.5 141.6 1555 160.9 1608
Required reserves {calculated}) 1/ 100.2 117.0 112.3 1183 118.5 1216 125.5 1359 1358
Excess rererves (caloulated) 279 4.1 200 -11.7 1481 200 406 250 250
Commercial banks (DMDs)
Net foreign assets 512.9 021 519.8 563.2 482.8 526.6 482.8 1895 493.3
{in millions of U.5. dollars) 570.7 5135 5492 594.7 498.0 5492 4978 4978 4978
Net domestic assets 7022 739.9 758.5 8053 973.2 8648 1,002.5 1,089.1 1,0684.4
Bank reserves 1773 159.6 16283 133.6 3228 1766 21135 2009 2008
Liabilities to BeT 0.0 04 0.0 0.1 -0.2 0.0 0.0 0.0 0.0
Credit to goverment (net) 266.4 2361 3173 2379 2523 4240 153.7 4012 379.7
Credil o nongovernment sector 404.5 4419 4523 482.0 548.7 491.5 5319 SED.6 £08.6
Of which: in foreign currency 1238 1414 1354 1522 1588 144.8 1539 1313 184.8
{in milhons of U8 dollars) 1351 144.1 1431 160.8 163.7 1511 158.6 1399 186.5
Other items (net; assets () -146.0 -97.6 -174.0 -48.1 -148.3 -2273 -96.6 1135 -124.5
Deposita 1,225.1 13420 12782 13685 11561 1,391.4 14853 1,558.6 1,557.7
Deposits m shillings 820 864.8 855.3 904.1 978.0 938.9 S88.9 10289  Lo1s.g
Demand deposits 3544 371 368.7 386.2 4374 405.2 4281 445.4 d41.1
Savings and time depouls 4676 491.7 486.6 5179 540.6 5347 560.8 5835 577.9
Deposite in foreign currency 403.1 477.2 422.9 464.4 478.1 451.5 496.5 529.7 3387
(in millions of LS. dollars) 4359 486.3 446.9 490.4 493.1 470.8 5119 538.7 543.6
Jemand deposits 2432 289.1 255.2 2803 2877 272.4 307.2 3277 3333
Savinge and time deposits 159.9 1881 167.8 184.1 1903 179.1 182.3 202.0 205.4
Monetary survey
Net foreign assets L1736 13237 1,116.6 1,263.8 13131 1,288.7 1,517.8 1,539.4 1,517.0
Net domestic assets 463.1 4213 5478 534.1 61R.0 544.4 462.7 484.8 532.6
Domestic cradil 5001 405.9 841.9 A74.3 678.8 7311 5234 382.6 633.5
Credit to govermment (net) 95.6 -36.0 189.6 =78 132.1 W09.6 =13.5 26 46.9
Credit to nongevernment sector 404.5 441.9 452.3 482.0 546.7 451.5 533.9 580.6 608.6
Other items nel (asset: +} -37.0 15.3 -94.1 598 -60.9 -156.7 -60.7 -97.8 -§22.9
Qf which: discrepancy between BoT and DMBe 4.6 122 0.0 -10.2 18 0.0 0.0 0.¢ 0.0
M3 L6367 17450 16644 17979 19310 1,833.1  1,9804 2,024 20496
Foreign currency deposits 403.1 4772 4228 464.4 478.1 4515 18965 5297 3387
M2 1,233.7 1,267.7  i,241.4 13335 1,453.0 11,3817 14840 14944 15109
Carrency in circulation 4116 402.9 386.1 429.4 475.0 441.8 4951 465.6 4919
Deposils 8229 864.8 8553 904.1 9180 935.9 9889 L0289  1,019.0
Memorandum items:
M3 growth (12-month percent change) 17.1 24 130 221 24.6 120 210 160 140
Foreign carrency deposits (12-month percent change) 328 340 13.1 242 232 12.0 232 11.0 16.0
M2 growth (1Z-month percent change) 124 185 13.0 213 251 120 203 17.9 133
Credit tu nongovernment sector {12-month percent change, 183 206 19.5 274 356 213 no 314 26.2
Reserve money (12-month percent change) 5.0 5.1 8.3 131 1.5 5.8 0.9 211 209
Currency/M3 {(in percent) 252 231 232 239 446 4.1 5.0 230 24.00
Reserve money multiplier (M3/reeetves) 28 32 10 31 24 30 18 30 30
Velocity of maney (M2; average} 10 6.7 6.7
Velocity of money (M3, sverage] 34 - 5.1 5.0
Net foreign currency position (DMBs, in foreign cumrency) 2658 M3 245.4 265.1 163.5 229.4 i44.5 119.0 140.7

Sources: Bank of Tanzania (o Ty, and Fund stafFestimates and projections.

1/ Caleulated ag reserve requirement times banks’ deposits mimus half of the bank cash m vault.



Tahle & Tanzania: Balance of Payments, 200U-07
{In millions ¢f 113, doliars, unless otherwise indicated)
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2000 2001 2002 2003 w004 2003 2006 =007
Act Act Prog, Projeciions
Current account
Including official transfars -463.7 -503.0 -386.7 =164 7 -559.9 -598.3 -631.7 -632.6
Excluding official transfers -B56.4 -873.1 -434 1 -237.0 -1,0359 -1,124.3 -1,175.0 -1,195.6
Coods and services 168 -817.3 -756.5 007 5 -1,01000 -1,102.9 -1,149.6 -L181L7
Trade account 6739 -715.7 -654.3 -TER 3 -836.7 -BY3E 905.0 -910.5
Axports, fo.b. 6633 776.4 850.1 910.2 976.0 1,055.5 1,131.1 1,207.0
‘Traditicnal 2028 2311 207.0 228.4 25446 2009 3285 364.0
Nontraditional 3705 5453 643.0 G81.8 7214 T64.6 BO2.6 2430
[mports, feb -1,337.2 -1.492.1 -1,304.3 -1,678.5 -1,812.8 -1,939.3 -2,016.2 W2 M17.5
Services {net) -52.9 -101.6 -102.2 -13g2 -173.5 -219.1 2446 -271.2
Credit 6667 6705 683.2 7154 7303 T8I 8143 8922
Debit -159.7 -T812 -TRS .4 -854.5 -923.7 -999.4 -1,078.9 -1,163.4
Income {net) -85.4 -35.7 =776 -2%.5 -258 -214 -25.4 -13.9
Credit 504 £9.2 662 67.5 8.9 70.3 6l.6 G2.8
Delit -140.0 -124.% -143.8 =911 94,7 =016 -87.0 -T6.8
Of whizk inierest payments due -120.8 -117.3 -135.7 -8%.2 -86.5 -83.4 -19.6 08,2
Of which: povl. paymenis due -105.1 973 -va6 737 -74.3 =743 -73.3 -65.4
Cuwrrent transfers 3927 ITot 47,4 4724 476.0 526.0 543.3 563.0
Gfwhiek: official ranslers 430.7 402.4 491.7 4623 4758 5104 527.0 5471
(3 which™ progiam grants 175.6 140.4 28G.0 263.1 3076 3231 33904 3506
HIES Tnikiative debt relief grants 435 PR 6.7 68.1 7 I5R 83.1 537
Capital account 304 363.2 300.1 3101 319.8 3353 3316 3687
Of which project prants 1147 3429 2818 285.1 309.8 3253 Mg 3387
Fianicial aeoeunt 4738 274 3355 37T 3138 3228 344.9 2978
Direct investment 1/ 463.4 32732 240.4 2478 260.] 273.1 286.8 o1
Portfolio investient 1.0 2.0 0.0 0.0 0.0 00 o 0.0
Other invesinent -40.% -356.6 95.1 129.9 537 A9.7 581 33
Aswely -134.0 76,7 2.9 0.0 0.0 0.0 [N 00
GQf which: Banks -134.0 =167 72.9 a0 0.0 0.0 oo 00
Liabilitics 934 -280.0 2272 12949 33.7 497 8.1 =33
Loans 6.8 -3G3.5 9.2 1157 413 355 N7 053
Government drawings 386.7 141.8 263.0 N74 249.8 2379 2179 216.0
Governoent repayments -361.3 -365.9 -165.5 -126.2 -140.4 -145.3 -157.5 -192.6
Of which: scheduled amortization -1513 -264.5 -165.5 -126.2 -140.4 -145.3 -157.5 -192.6
Banks -0.9 2.0 -39 0.0 0.0 o 0.0 0.0
Other sectors’ drawings 1.5 6.4 96 98 73 Al 310 83
Other sectors’ repayments -30.2 =577 44.0 -82.3 -75.4 -58.2 -53.7 -41.1
Trade cradit 12.8 130 13.0 14.2 12.4 14.2 104 6.0
Currency and deposits 39 105 0.0 [+X1] 0.0 0.0} o0 0.0
Lirrors and omussions -2004 155.6 0.0 0.0 0.0 00 0.0 0.0
Owerail balance 802 -9.6 2483 2231 737 528 64.8 338
Tinancing 962 9.6 -24R.9 223 =737 -58.8 -64.8 -33.9
Bank of Tanzania (BoT) reserve assefs (increase, -} -187 4 -186.4 -347.0 2156 -36.5 23 L1270 1R
Use of lund credit 49.4 15.6 26.0 -74 -371.2 -50.5 -528 -52.8
Fxeeptional financing 378 180.3 721 .0 0.0 00 0.0 00
Change in arnress (mcrease =) 2/ 478 48,9 72 G.0 0.0 0.0 0.0 0.0
Debt rescheduled 10.0 131.4 a0 6.0 on 0.0 0.0 0.0
tMemorandum ilems:
Urass wilicial reserves (Bol) 974.4 1,156.6 1,503.7 1,718.3 1,755.9 1,765.2 1,77112 1,756.6
Ta menths of imperts of goods and zervices 3.1 g1 71 ] 7.2 &8 6.5 6.1
Current account deficit (us percent of GO}
Excluding current official transfers | -9.3 -89 5.3 -9.7 9. 9.4 -9
Incinding curren! official ransfers -5.1 -3.4 -4.1 -1.6 -3.2 -5.2 =51 -4.7
et aid flows {as percent of GDP) 3¢ 10.3 8.4 9.9 87 76 7.4 7.0 5.4
Foreign dicect investment (ag pergent of GIP) 4/ 31 3.3 2.6 2.5 2.4 2.4 2.3 22
SDP 8,079 9,342 9,362 10,056 10,728 11,564 12,448 13,431

Sources: Tanvanian authorities; and Fund staff esimates and projechons.

1/ Figares are iikely to be revised upward in line with the results of the recent survey an foreign direct investment (FTI) carried owt by the Bark of Tanzania.
2/ The arrears are on non-Paris Club official and commercial debt, which is subject to rescheduling.
3/ el aid flows are defined us grants plus concessicnal foreign borrowing minus actual debt-service peyments. For 2003-07, actual payments are equal to scheduled payments.

4/ Significant decline in foreign direct investrent ratio in 2001-02 is partly due to data coverage issues.



Table 9. Tanzanja: Disbursements of Program Assistance, 2001/02- 2002/03 1/
(In millions of U.S. dollars)

2001 2002 2003 2001/02  2002/03

Act. Act. Proj. Act Proj. Act. Proj, Proy. Pro. Proj. Act. Proj.

03 4 Qi Q1 Q2 32 3 4 Q1 Q2 FY FY
Grants 26.4 T0.2 752 67.1 338 251 202 167.6 62.9 23.4 188.8 274.1
Multilateral 2/ 7.8 4.0 i34 350 6.0 0.0 0.0 364 0.0 0 457 354
EU PRBS support 0.0 4.0 334 290 a0 0.0 oo 364 0.0 0.0 330 364
EU grants for arrears’ clearance 78 0.0 0.0 6.0 6.0 0.0 00 0.0 0.0 0.0 138 0.0
Bilateral 18.6 66.2 418 321 278 251 202 1312 629 234 1420 2378
PERES &/ 77 56.1 366 %4 2.5 123 14.5 94.0 21.5 8.0 106.0 1360
Sweden 77 a.0 00 oo 0.0 a0 128 0.0 0.0 0.0 77 128
Netherlands 00 ao 147 14.4 o0 an 0.0 149 0.0 00 144 14.9
Ireland jafa] 0.0 0.0 08 &0 o0 0.0 6.0 0.0 0.0 0.0 6.4
United Kingdom 0.0 498 0.0 a0 143 20 0.0 543 15.5 0.0 45.8 69.8
Norway 0.0 47 4.2 4.2 22 24 0.0 5.0 50 0.0 113 1.0
Finland 0.0 16 Q.0 0.0 0.0 oo 17 00 2.0 0.0 16 1.7
Dienmark oo 0.0 10.0 108 00 1.1 0.0 10.0 oo a0 11.2 10.0
Switeerland 0.0 0.0 a7 0.0 0.0 50 0.0 0.0 0.0 50 54 50
Tapan 0.0 oo 30 a0 0.0 42 00 1.0 1.0 1.0 4.2 30
Canada 0.0 no ] 0.8 k1] 0.1 0.0 1.8 0o 00 0.1 1.8
Sectoral baskets (3WAPs) 10.9 100 52 28 52 123 5.7 372 414 174 36.0 101.8
Belgium 0.0 .0 Q.0 . 00 0.4 o0 0.0 1.0 0.0 1.0
Canada 0.0 0.0 00 - ol 0.0 0.0 30 0.6 0.1 06
Denrnark 23 23 13 . 1.8 0.0 0.8 0.8 Lo N 2.6
EU 0.0 0.0 0o 0.0 e 124 12.4 0.0 0.0 48
Finland 0.0 00 0.0 - 0.0 0o 08 04 00 0.0 0.8
Iretand 09 03 . 14 0.0 0.0 2.3 22 1.0 27 57
Natherlands 0.0 0.4 - oo 0sg 41 10,0 200 30 12 371
Norway 07 0.7 0.0 31 0.0 30 0.0 1.0 45 4.0
Sweden 0.0 Q.0 N 00 4.5 0.0 26 0.0 4.7 45 73
Switzerland 1.1 1.1 ol 00 16 0.0 oo 0.0 23 5
United Kingdom 5.9 52 . oKs] 20 an 5.2 52 332 130 155
Loans 37.7 0.0 50.5 50.0 65.0 4.5 0.0 §0.0 75.0 0.0 922 155.0
Multilateral 377 0.0 505 50.0 650 4.5 0.0 80.0 750 0.0 922 155.0
World Bank 377 0.0 505 500 40.0 4.5 g.0 80.0 500 0.0 9232 130.0
African Development Bank 4.0 jae} 0.0 00 250 00 o 0.0 250 00 0.0 250
Biiateral [K3] 0.0 0.0 0.0 0.0 0.0 oo 0.0 00 0.0 00 0o
Total program assistance 64.1 70.2 125.7 117.1 98.8 285 20.2 247.6 137.9 234 280.9 4291
Curmulative from beginning of fiscal year 64.1 134.3 259.4 2514 3582 2809 202 2678 405.7 429.1

Sources: Bank of Tanzania;, Ministry of Finance; and donors.
1/ Fiscal years run from July to June.
2/ Total of health sector basket and Primary Education Development Program.
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Table 10. Tanzania: External Debt Indicators, 2001/02-2011/12 1/
{After enhanced HIPC Initiative assistance)

2001/02 2002/03 2003/04 200405 2005/06 2006/07 2007/08 2008/09 2008/1C¢ 2010/11 2011412
Estimate
(In percent)
Debt indicators at the HIPC completion point 2/
Net present value of debt-to-GDP ratio 176 176 173 17.1 16.9 168 156 16.4 16.2 159 15.8
Net present value of debt-to-exports ratio 3/ 4/ 130.8 1352 1371 135.2 1328 1306 1282 126.3 124.1 1223 1217
Net present value of debt-to-revenue ratio 3/ 156.5 1503 1469 142.6 136.7 132.0 1281 1234 118.0 114.8 1105
Debt service-to-exports ratic 6/ 67 a7 81 8.6 7.8 70 54 59 62 6.0 32
Debt service-lo-revenue ratia 5/ 83 78 52 9.7 88 77 7.0 682 6.4 6.0 5.0
Updated debt indicators 7/
Net present value of debt-to-GDP ratio 183 192 181 18.9 18.7 18.6 184 18.3 18.0 178 177
Net present value of debt-to-exports ratio 3/ 4/ 127.8 132.4 1327 1309 1286 1266 1240 1219 1ne.7 117.9 1173
Net present value of debt-to-revenue ratio 5/ 1553 1593 1572 1523 1478 1439 1409 1329 1286 1244 1220
Dbt service-{o-exports ratio 6/ 6.6 66 79 B4 7.7 6.9 635 6.1 6.2 3G 51
Debt service-to-revenue ratio 5/ 83 83 100 10.5 9.6 85 B0 72 71 6.8 57
Debt indicators from the authorities’ DA B/
Net present value of debt-to-GIDP ratio 188 200 204 20.8 21.0 211 212 21.3 213 21.3 214
Wet present valus of debl-to-exports ratia 131.5 137.8 1422 144.5 144.4 143.5 142.5 141.8 141.3 141.1 141.8
Net present value of debt-to-revenue ratio 155.9 165.8 168.5 168.1 165.9 1632 161.9 134.6 151.7 148.8 147.5
Memorandum items: {In millions of U.5. dallars)
Net present value of debt after enhanced HIPC
Initiative assistance 1,768 1,926 2,043 2,167 2310 2479 2,649 2,828 3,008 3,203 3.434
Debt service after enhanced HIPC Initiative
assistance 95 101 130 150 150 146 151 154 is7 174 161
GDP 9655 10,023 10,711 11488 12375 13327 14338 15467 16666 17966 19,374
Exports of goods and services 1,439 1,533 1,645 1,788 1,954 2,134 2,318 2,507 27 2928 3,145
Exparts of poods and services (3-ysar mvg, avg.) 1,384 1,455 1,539 1,655 1.796 1950 2136 2,320 2,512 27l 2,928
Government revenue 1,138 1,209 1,299 1422 1,563 1,723 1,880 2,127 2340 2574 2815
Projected disbursements of new loans 439 399 410 432 456 481 307 534 563 594
Net present walue of debt after cphanced HIPC
Initiative assistance (from Bank of Tanzania) 1,820 2,004 2,189 2,342 2,594 2,812 3,043 3,289 3,549 3,831 4,153
Projected disbursements of new laans (from BaT) 514 509 558 572 594 616 £42 669 698 729

Sources: Tanzanian sulhorities, and Fund staff estimates and projections.

1/ All debt indicators refer to public and publicly guaranteed debt and are defined after rescheduling, unless otherwise indicated. All years on July-June basis,
2/ Estimated in November 2001 based on end-June 2001 debt data.
3/ Based on a three-year average of exports (€.f7., export averape over 1999/00-2001/02 for Net present value of debt-to-exports ratio in 2001/02).
4/ Assuming full delivery of HIPC Initiative assistance at end-June 2001.
5/ Revenue is defined as centrat government revenue, excluding prants.

6/ Based on current-vear exports.

7/ Estimated in October 2002 based on end-Juna 2001 debt data, new disbursements in financial year 2001/02, and other macroeconomic developments in 2001/02.

8/ Bank of T'anzania has carried out a debt sustainability analysis {DSA) based on end-June 2002 debt data. These indicatars are from the baseline scenario which

assumes full delivery of enhanced HIPC Initiative assistance. Tt also assumes a much higher level of projected new borrowing.

-Ot_
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THE UNITED REPUBLIC OF TANZANIA
THE MINISTER FOR FINANCE

Telephone: 2112854 THE TREASURY,

Fax: 2117790 P.O. Box 9111,
DAR ES SALAAM,
In reply please quote: TANZANIA.

Ref. No:

Dar es Salaam, November 02, 2002

Mr. Horst Kéhler

Managing Director
Internaticnal Monetary Fund
Washington, D.C. 20431
U.SA

Dear Mr. Kdhler:

1. Tanzania is implementing its programme for poverty reduction with the support of
the IMF through a three-year arrangement under the Poverty Reduction and Growth
Facility (PRGF) extending to March 2003. The fourth review under the arrangement
was concluded by the Executive Board of the IMF in April 2002; this letter requests
completion of the fifth review under the PRGF arrangement. To this end, it
discusses progress in implementing the programme since mid-2001 and sets out the
government's policy intentions and targets through June 2003. The final
disbursement under the current PRGF arrangement is subject to a review expected
to be completed in May 2003. To give time for this review, the government requests
that the arrangement be extended by three months until end-June 2003.
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| RECENT ECONOMIC PERFORMANCE AND POLICY IMPLEMENTATION
A. Macroeconomic Developments

2. Tanzania's macroeconomic performance continued to improve in 2001/02. The
GDP growth rate increased to 5.6 percent in 2001 and is projected to rise to 5.9
percent in 2002 despite a substantial deterioration in the terms of trade. Growth in
2001 stemmed from relatively strong performances in agriculture, mining, wholesale
and retail trade, as weli as manufacturing. The agriculture sector grew by 5.5
percent in 2001 up from 3.4 percent in 2000, with most of the growth emanating from
food crop production and fishing. The growth of the mining sector remained strong
at 13.2 percent and its contribution to GDP increased to 2.5 percent. Wholesale and
retail trade {including tourism) rose by 7 percent in 2001. Industrial output rose by 6
percent. The 1Z2-month rate of inflation declined further, from 55 percent in
December 2000 to 4.5 percent in June 2002. Gross official reserves of the Bank of
Tanzania (BoT) rose to above six months of imports of goods and services.

B. Performance Under the Program

3. All guantitative performance criteria for end-June 2002 were observed (Table 1).
Among the quantitative benchmarks, that on government revenue was observed;
benchmarks with respect to extra budgetary expenditure, the accumulation of
budgetary arrears and reserve money were not observed. With regard to the
payment for the air traffic control system, there was an extra- budgetary expenditure
of Tsh. 18 billion during the year 2001/02. This will be regularized through a
supplementary budget allocation for 2002/03. Some budgetary arrears were
accumulated during 2001/02 on payments for utilities, but the measures described in
paragraph 29 should help prevent recurrence of such arrears in the future. The
reasons for the nonobservance of the benchmark with respect to reserve money are
explained in paragraph 10. The structural performance criteria with respect to the
clearance of audited domestic arrears and the timetable for the elimination of the
suspended duties were observed. The structural performance criterion on
submission to Parliament of legislation that makes governments incurring or
guaranteeing of foreign debt subject to Cabinet approval upon recommendation by
the Minister for Finance was not cbserved. Following discussion in Cabinet of the
new national debt strategy, the Government has determined that several
amendments to the existing Loans, Guarantees and Grants Act of 1974 will be
needed but can be submitted to Parliament only in February 2003. The scope of
these amendments is described in paragraph 34. On this basis, we request a waiver
for non-observance of this structural performance criterion. The June 2002
benchmark on publication of individual and consolidated quarterly revenue and
expenditure accounts for local governments will be delayed until December 2002
owing to capacity constraints at the local government level. Publication of the
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second report on the implementation of the ministerial anticorruption plans was also
delayed and is now expected for December 2002.

C. Fiscal Developments

4. Government revenue during fiscal year 2001/02 was Tsh. 1,043 billion, slightly
above the estimate of Tsh. 1,025 billion. The better than projected performance can
be largely attributed to higher than budgeted collections on income taxes, which
benefited from the establishment of the Large Taxpayers Department within the
TRA, and on customs revenue as a resuilt of the special marking of petroleum
products. Higher than projected collections from parastatal dividends also
contributed to the strong revenue performance in 2001/02.

5. Government expenditure for the fiscal year 2001/02 was Tsh. 1,556 billion, 5
percent below the budget estimate of Tsh. 1,642 billion. The lower than planned
expenditure was mainly due to shortfalls in foreign budget support (loans and grants)
and delays in government procurement of goods and services on account of slow
adaptation to the new Public Procurement Act 2001. The shortfall in budget support
was approximately USD 178 million compared to budget estimates, or USD 76
million relative to the revised programme agreed in January 2002. Notwithstanding
the shortfall, priority sectors received full quarterly allocations throughout the year, in
line with the respective cash-flow reguirements. In addition, the population and
housing census and HIV/AIDS priority interventions through the Tanzania
Commission on AIDS (TACAIDS)} were fully funded. Adequate provision was also
made to clear audited budgetary arrears. In 2001/02 net domestic financing of the
government resulted in net repayment of Tsh. 23 billion, partly due to lower debt
service on account of the enhanced HIPC Initiative debt relief.

D. Progress in Public Financial Management Reform

6. Progress in public financial management reform was reviewed last year as part of
the Country Financial Accountability Assessment (CFAA). The findings of the review
will be incorporated in a revised Public Financial Management Reform Programme,
currently underway. A priority expenditure tracking study was conducted last year as
part of the PRSP/HIPC process, and it revealed that Tanzania met 8 of the 15
benchmarks and had made encouraging progress on the remaining 7 benchmarks.
The remaining benchmarks will be met in the next three years. A fiscal transparency
report (ROSC) was also prepared and published. The government has continued to
publish quarterly budget execution reports drawn from the Integrated Financial
Management System (IFMS); it has started publishing quarterly public debt reports
as well as information on budget resource transfers to Ministries, Departments and
Agencies (MDAs), as well as local governments. This year has seen even further
increased transparency and political debate in the media on budget proposals for
2002/03 submitted to the Parliament on June 13", 2002. A Public Service Act was
passed by Parliament in Aprit 2002, which will enable implementation of
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performance management systems and better enforcement of sanctions and
disciplinary measures against non-compliance with financial and procurement
regulations, the aim being to improve public service delivery.

E. Implementation of the Poverty Reduction Strategy

7. Tanzania is in its second year of implementing its Poverty Reduction Strategy
(PRS). The Government is preparing the second annual progress report on the
implementation of the PRS. The progress report is a synthesis of inputs generated
under the Poverty Monitoring Master Plan developed by the government in 2001.
The second progress report, which is now expected to be completed by November
2002, includes a description of the poverty status, development of new poverty
baselines, and a review of poverty indicators and targets, on the basis of the full
results of the 2000/01 Household Budget Survey (HBS) and Integrated Labour Force
Survey (ILFS).

8. The second PRS progress report also draws on the draft Poverty and Human
Development Report (PHDR) prepared under the poverty monitoring system. The
PHDR, the first of its kind in Tanzania, informs and advises the government on the
implementation of various aspects of the poverty reduction strategy. It presents an
overview of the status of the main poverty indicators and includes a detailed
discussion of key aspects of non-income poverty. The Government has also
launched a participatory poverty assessment (PPA) procgramme as part of the
poverty monitoring framework. The second PRS progress report will also include
inputs generated from a number of related participatory processes, including the
Public Expenditure Review process.

9. In addition to an analysis of the poverty status, the PRS progress report 2002 will
focus on implementation of the primary education development programme and
progress in implementing the agricultural sector strategy, as well as on the status of
implementation of the other priority sector sirategies.

F. Monetary and Financial Sector Developments

10. During 2001/02, the performance criteria on net domestic assets, net financing of
the government, and net international reserves were observed by wide margins.
However, owing to unanticipated market conditions and external developments,
reserve money and the broad money aggregates M2 and M3 grew more rapidly than
programmed. Thus, M2 grew by 21.3 percent against the programme target of 12.2
percent. The stronger than programmed expansion in reserve money and broad
money is attributable to ordinary as well as extraordinary developments. There was
a rapid growth in liquidity in the economy because of deposit mobilization by banks,
as the new banks continued to open branches outside the capital city of Dar es
Salaam, and a continued decline in dollar cash holdings in the economy. However,
most of the increase in reserve money and broad money occurring during the
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period January — June 2002 was a result of extra-ordinary developments: (1) the
transfer of funds from government deposits at the Bank of Tanzania to accounts of
local governments in commercial banks; as a consequence, the government’'s net
position at the Bank of Tanzania was reduced and the stock of money increased by
the same amount; (2) two non-bank institutions merged and converted to a fully
fledged commercial bank, and as a consequence the deposits in this bank became
part of the money stock; (3) a newly established international bank brought in sizable
capital investment to begin its operations in Tanzania; (4) there was a large inflow of
private capital for mining and other investment projects as well as a large amount of
foreign exchange inflow connected with two large embassy buildings currently under
construction.

11.  Given the unanticipated nature and unusual sources of liquidity creation, the
ordinary instruments available to the Bank of Tanzania were not adequate to mop up
the excess liquidity. As the liquidity buildup continued, the Bank of Tanzania had to
look for alternative means of bringing down the rate of monetary expansion. As a
first step, the Government agreed with the Bank of Tanzania to securitize TZS 40
billion of a hitherto dormant government obligation held by the Bank of Tanzania.
The securitization took the form of a new 35-day treasury bill which is being
gradually converted into a long term Treasury bond being traded on the Stock
Exchange. We are aware that the TZS 40 billion is inadequate to reduce the growth
in the money stock to the level targeted in the programme. Therefore, it is the
intention of the Government to allow an additional securitization of up to TZS 80
billion to help meet the monetary targets of the program.

12. The commercial banks’ weighted average lending and deposit rates fell during
2001/02, the former partly on account of lower rates for prime borrowers. Lending
rates declined from 19.6 percent in June 2001 to 16.4 percent in June 2002, while
savings deposit rates fell from 4.2 percent to 3.5 percent. The lending rates for prime
borrowers averaged about 11 percent in mid-2002. The interest rate spread was
thus significantly reduced, but the remaining wide spread points to continued
presence of legal and structural rigidities, high perceived risks of business, and
inadequate borrower information. Measures to address these impediments are
outlined in paragraph 32.

G. Public Debt Management

13. Public debt developments were broadly on track. A revised National Debt
Strategy was approved by Cabinet in August 2002. The strategy enunciates the
importance of fiscal sustainability of public debt through improved management of
risks, development of local financial markets, and a strengthening of the legal and
institutional arrangements for borrowing and debt management. The strategy also
presents options for dealing with the likely fiscal implications of the debt arising
from the parastatal privatisation process.
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14. Domestic debt market developments were particularly favourable. Encouraged
by the successful floatation at the stock exchange of the 5-year Treasury bond in
February 2002, the government launched a 7-year fixed rate Treasury bond in
August 2002. The new 5 and 7 year bonds are expected to be an important test for
the ongoing efforts to convert unsecuritized debt into marketable securities.

15. As regards external debt, there has been some progress in concluding bilateral
agreements under Paris Club VII. To date agreements have been signed with
Austria, the United States, Canada, and ltaly. The United Kingdom has notified the
government of Tanzania that it is providing total debt cancellation and that there is
therefore no need for a bilateral agreement. Recognising the genuine difficulties
faced by the government in expediting the process, the creditors, through the Paris
Club Secretariat, have agreed to extend the deadline for bilateral agreements to
November 1, 2002,

16. The government has been consistently appealing to the Non-Paris Club official
and commercial creditors to extend debt relief on terms comparable o those under
the enhanced HIPC framework, but there has been little progress. So far, only
Kuwait has indicated willingness to provide debt relief in the HIPC framework. China
has stated her readiness to provide debt relief as and when payments fall due. In
addition, some dialogue has been initiated with Irag, Iran and Libya but no
commitment has been made yet. To underscore its strong commitment to reaching
agreement with these creditors, the government has recently established a foreign
currency escrow account managed by the Bank of Tanzania into which it is
depositing this fiscal year US$5 million, equivalent to 12.5 percent of the estimated
debt service due to these creditors after application of the enhanced HIPC debt relief
terms. In this regard the government would appreciate the assistance of the Fund
and the Bank in encouraging participation of the non-Paris Club creditors in the debt
relief initiative.

H. External Sector

17. During 2001/02, the externai current account deficit improved to 8.9 percent of
GDP (excluding current official transfers) from 9.4 percent of GDP a year earlier.
Non-traditional exports, gold in particular, performed well during most of 2001/02.
However, traditional exports recerded their worst performance in recent years mainly
due to lower export prices in the world market for coffee, cotton and cashewnuts.
Imports increased only slightly, largely on account of capital and intermediate goods.
However, there was a significant decrease in imports of consumer goods, in
particular food stuffs, owing to favourable weather conditions. There has also been a
decline in official grants during the year under review compared to 2000/01. Gross
external official reserves rose to USD 1,212.0 million at the end of June 2002,
equivalent to more than six months of imports of goods and non-factor services.
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18. Exchange rate developments reflected the unusual pattern of foreign exchange
flows in 2001/02 as well as higher-than-programmed monetary growth. Instead of
the usual decline in foreign exchange holdings during January to June, there was a
build up in such holdings at both the BOT and commercial banks. On a monthly
weighted average basis, the exchange rate moved from Tsh. 888.9 in June 2001 to
a low of 980.2 per US dollar in May 2002, before appreciating in June 2002; the
annual (transaction) weighted average was Tsh 931.1 per US dollar for 2001/02,
representing a nominal depreciation of 12.5 percent from the previous year. The
exchange rate is market determined, subject to BOT interventions to smoothen
short-term fluctuations and to lean against upward pressure on the exchange rate
stemming largely from capital inflows.

Il POLICIES FOR FISCAL YEAR 2002/03

A. Poverty Reduction Strategy

19. Tanzania is committed to the goal of eradicating abject poverty set out in the
development vision 2025. The framewark for achieving this goal is articulated in the
National Poverty Eradication Strategy (NPES - 1997), the Poverty Reduction
Strategy Paper (PRSP 2000), and the Zanzibar Poverty Reduction Plan (2002). In
2002/03, the government will seek to achieve the targets and outcomes specified in
the first annual PRS progress report, and will maintain policy interventions, including
budgetary aliocations that reflect these priorities. Central to the PRS are the
maintenance of macroeconomic stability, acceleration of pro-poor growth, and
creation of employment.

B. Macroeconomic framework

20. Policies for 2002/03 will be geared towards preserving domestic and external
stability and implementation of the key sector strategies as presented in the PRS. In
light of good weather, the resumption of growth in tourism, and the sustenance of
investment, real GDP is projected to grow by 5.9 percent in 2002, and 6.3 percent in
2003. At the same time, building on the government's commitment to maintain and
improve the fiscal and monetary policy stance, the inflation target for end-June 2003
is put at 4.5 percent. The balance of payments outlook is projected to remain
favourable despite the continuing deterioration in the terms of trade mainly because
prices for agricultural commodities continue to fall. In the 2002/03 budget, the overall
deficit (after grants) of Tsh. 393 billion is expected to be covered mainly by
concessional financing including debt relief under the enhanced HIPC Initiative
framework. Recourse to domestic financing will be iimited to Tsh. 64 billion.
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21. The government's medium-term pro-poor growth strategy lies in the
implementation of the agricultural sector and rural development programmes, and
further strengthening of the investment climate to attract private capital and
technology, to lift productivity in agriculture and industry, particularly through small
and medium-size enterprises. In this connection, the government will seek to
achieve sustainable improvement in infrastructure, notably in transport,
communications and energy. At the same time we are committed to removing
remaining weaknesses in the regulatory framework, law and order, tax
administration, corruption and public administration.

C. Fiscal Policy and Budgetary Reform

22. The focus of 2002/03 fiscal policy is to enhance government revenue and
improve public expenditure management in line with the poverty reduction strategy.
Given that the poverty reduction programme requirements are higher than available
resources, the government seeks to strengthen revenue collection efforts, and to
use resources more efficiently through implementation of the Public Financial
Management Reforms.

23. Total expenditure is budgeted at 22.3 percent of GDP in 2002/03, representing
an increase of 4.2 percentage points from the previous year. In the context of the
civil service pay reform, we have raised the average wage by 15 percent, which will
allow, for professional and senior staff, a further reduction in the gap relative to the
private sector. We are also expanding the Selected Accelerated Salary
Enhancement (SASE) scheme to ten ministries. In addition, the non-wage budget
allocation for the pricrity sectors has been increased by 30 percent in 2002/03. The
budget also includes a provision of Tsh 13 billion for the possible cost of
retrenchments in Air Tanzania Corporation, Tanzania Railway Corporation and the
Dar es Salaam Water and Sewerage Authority (DAWASA). We will continue to
enhance expenditure control through the commitment control system within IFMS to
ensure that no new budgetary arrears accumulate.

24 In the 2002/03 budget, the projected foreign financing of development projects is
significantly higher than in 2001/02. This increase is partly explained by the
improvement in the reporting and recording system for donor assistance. This has
been achieved through the establishment of a centralized database updated
regularly jointly with donors. Henceforth, consolidation of reports will be centralized
at the Accountant General's system at the Treasury. The increase in the
development budget for 2002/03 is also due to the start of a number of large new
projects, such as the Songas Project and the Primary Education Development
Programme, which attracted substantial foreign finance commitments for 2002/03.

25. The large size of the informal economy including the dominance of peasant
agriculture, coupled with the high level of poverty, in large part, explain the narrow
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revenue base. Higher economic growth combined with measures to streamline tax
policy and tax administration, have generated improvements in revenue in the past
five years. However, the revenue vield relative to GDP remains low. Enhancing
mobilization of revenue is a top priority for the government. The government, in the
2002/03 budget, announced measures intended to reduce revenue leakage, curb tax
evasion, improve voluntary compliance and expand the tax base.

26. Specifically, the 2002/03 budget includes the following revenue measures:

26.1 The PAYE band structure was realigned to allow tax relief to employees
earning less than Tsh 50,000 per month. In order to neutralize the resulting
revenue loss, the marginal tax rates on higher tax bands were slightly
adjusted upwards.

26.2 We have changed the income tax treatment of capital expenditure to be in
line with prudent tax accounting practices. Suspended duties imposed in
2001/02 to curb dumping and under invoicing of imports have been reduced
by 20 percent on average, and a timetable has been announced for
eliminating all suspended duties. In addition, we have introduced a tax on
mobile phone air service.

26.3 We have abolished customs and excise duty exemptions on purchases by
government and its agencies, following abolition of the respective VAT
exemption a year ago. A tireasury voucher system will be introduced in
January 2003 for administering the indirect tax exemption applying to non-
religious NGOs and imports of motor vehicles and motor cycles by eligible
public servants. This system will be extended to other statutory exemptions if
it proves viable. We have revoked the excise duty exemption for mining
companies and introduced, instead, a system of refund whereby eligible
companies will be refunded excise duty paid on fuel after scrutiny. With effect
from January 2003, the government will publish in the print media, on a
guarterly basis, the names of individuals, companies, and institutions that
have been exempted from paying taxes.

26.4 The government has undertaken a comprehensive study on the operations of
the Tanzania Revenue Authority (TRA), and is now considering the
recommendations of the study to determine appropriate actions for improving
tax administration. The government intends to conduct further studies during
2002/03. A review of the local government tax system is underway, aimed at
putting in place a tax regime that provides a conducive climate for the rural
poor to engage fully in productive activity, and an environment that promotes
investment in the rural areas. A strategy to this end has been developed. The
strategy envisages reduction of the number of taxes, rationalization of tax
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rates, simplification of tax collection, encouraging voluntary compliance and
reducing the burden to farmers.

27. The government is committed to enhance the revenue base in the medium-
term through a number of additional measures, including the following:

28. The

The amendment made in the 2002 Finance Bill relating to capital
expensing will be redrafted to clarify the grandfathering provisions for
TIC certificate holders as applying only to benefits expressly granted in
the certificate. The redrafted amendment would be submitted to
Parliament in November 2002,

An Act on export processing zones (EPZ) was enacted by Parliament
early this year. However to avoid the possibility of revenue leakages in
future, the government is reviewing this legislation with a view to
focusing it to taking advantage of export markets under the United
States’ AGOA and the European Union's Everything-But-Arms. In this
regard, the implementation of the EPZs will start on the basis of
regulations that focus on access to AGOA and EU only, while the
required amendments to the Act are being processed.

The government intends to review tax laws, starting with the income
tax legislation with a view to rationalizing them to enhance the tax
yield.

We will continue to review the remaining exemptions with a view to
cutting them back in order to enhance the tax base.

The government will review the tax contribution of the high-growth
sectors such as mining, and expiore the possibility of raising the
applicable royalty rates to enhance revenue.

A centralized motor vehicle registration system will be adopted by
December 2002.

Government intends to pursue further reforms to enhance public

expenditure management. In order to allow better tracking of outlays to priority
sectors, the government will harmonize the presentation of priority expenditures
based on uniform budgetary codes across PRSP, budget, and budget execution
reports, starting with the budget guidelines for 2003/04. The identification of
budgetary codes for priority expenditures and their application in the budget
guidelines for 2003/04 will constitute a performance criterion under the program
for end-February 2003. The recording and reporting of donor-funded project
expenditure continues to be strengthened in collaboration with the development
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partners. As in the last year, public financial management policies for 2002/03
are focusing on supervision, and enforcement of expenditure discipline. The
provisions of the Public Finance Act and the Public Procurement Act (both of
2001) will continue to be enforced. The procurement regulations wili be reviewed
to facilitate efficiency improvement in government procurement. The IFMS,
which is now operational in all ministries and departments, will be strengthened
in the regions to ensure that expenditure and revenue reports are captured
directly by the system. Due to unpredictable flows of foreign grants and
concessional financing, the government maintains the cash budget system, by
allocating funds on quarterly basis to the priority interventions earmarked for
poverty reduction and growth. Other sectors will continue to receive funds on a
monthly basis. Expenditures for all votes in the 2002/03 budget include provision
for payment of all taxes. The government is taking measures to harmonise and
classify local government budgets into the GFS classification.

29  Starting this financial year, the government has put in place a system
designed to ensure that all utility payments are provided for in Ministries,
Departments, and Agencies (MDAs) expenditure projections and settled when
due. Towards this end, a circular was issued recently 1o all Accounting Officers
describing the future treatment of utility payments. Under the new procedure, the
Treasury commits into IFMS the amounts budgeted for utilities from total
releases to MDAs. Thus, resources available for distribution by the MDA are less
by the amounts of utility funds already committed by the Treasury. When MDAs
receive bills/invoices for utilities, they are at that point able to access the
committed utility funds to settle the bills. On a quarterly basis, MDAs are required
to report to the Treasury on utility bills received, and payment of utilities made, in
that period. Such reports contain information relating to amounts committed,
utilities paid as well as balances available. Where, due to underbudgeting, the
amount committed falls short of actual bills, the MDAs are required to seek
authority for reallocation from the Treasury, which will be sourced from items of
expenditures of the MDAS for which there is a saving.

30. In order to increase transparency and accountability, we have required local
governments to start publishing their fiscal accounts on a quarterly basis, starting
with the first quarter of 2002. Unfortunately, the publication of these accounts
was delayed due to a multitude of administrative and logistical problems. The first
publication of these quarterly fiscal accounts will be effected by end-2002.
Finally, the fiscal year of local governments wili be brought in line with that of the
central government by 2004/05.
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D. Monetary Policy and Financial Sector Reform

31. Price stability remains the main objective of monetary policy with reserve
money serving as the operating target. In view of the recent rapid increase in the
demand for money, the monetary program envisages a 21 percent increase in
broad money (including foreign currency deposits) during 2002, backed by a
similar increase in reserve money. Treasury bill auctions will remain the main
monetary policy instrument, supplemented by repurchase operations with
commercial banks and the issue of newly-securitized government debt. Aided by
seasonal factors, monetary conditions will be tightened during the first half of
2003.

32. In order to promote financial intermediation and further development of the
financial sector, the government is taking measures to remove impediments to
bank lending and help reduce the large spread between deposit and lending
rates. The measures would include a possible amendment of the 1988 Land Act
to ensure that land can effectively be used as collateral for bank lending. If
deemed necessary, the amendment tc the Land Act would be submitted to
Parliament before June 2003. Other measures in this area will aim at improving
the land registry, and enhancing the capacity of the commercial court, including
by employing and training more judges, with a view to keeping the average case
resolution period below six months.

33. In the light of lack of bank credit to agriculture and given the importance of
promoting agricultural exports, the government has established an export credit
guarantee scheme, which will be initially managed by the Bank of Tanzania. The
scheme will during its initial stages, provide guarantees to commercial bank
lending for crop marketing. The scheme will gradually build capacity of its
operational staff, especially in risk management to reduce dependence on banks’
credit assessment of borrowers. The draft law establishing the legal, regulatory,
and supervisory framework for microfinance operations will be submitted to
Parliament in February 2003, and regulations governing such operations will be
issued by end-May 2003.

E. Debt Sustainability

34. The government has started implementing the key recommendations of the
recently approved National Debt Strategy. The improved procedures will be
formalized by an amendment of the Government Loans, Guarantees and Grants
Act, 1974, and will consist of the following revisions: (i) vesting authority to raise
money by loan, to issue guarantees, and to accept grants on behalf of the
government solely with the Minister for Finance; (i) establishment of the
National Debt Management Committee (NDMC), which replaces the current Debt
Coordination Committee (DCC), to advise the Minister for Finance; (i)
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publication of a public debt statement as part of the annual budget process; and
(iv) amendment of laws of parastatal bodies and corporations to withdraw such
institutions’ power to borrow without approval of the Minister for Finance.
Submission to parliament of the amendments to the Loans, Guarantees and
Grants Act will constitute a performance criterion under the program for end-
February 2003. As part of the budget process, the Minister for Finance will
continug to submit to the Cabinet the funding plan for each fiscal year, so as to
obtain an overall approval for borrowing during the year. The Minister will
henceforth report to the Cabinet on a quarterly basis the status of borrowing
during the period, the debt service payments made, and generally the
implementation status of the National Debt Strategy. In terms of borrowing
strategy, external financing is restricted to concessional financing of high priority
programmes, such as education, energy and infrastructure and for direct budget
support.

35. On domestic debt, the government continues to implement its policy of non-
accumulation of arrears. The conversion of un-securitized domestic liabilities into
marketable securities is ongoing. The menu of instruments available for the
purpose of this conversion has already been expanded considerably with the
launch of the 5 and 7 year Treasury bonds — also listed on the Dar es Salaam
Stock Exchange. The government has followed this up with the launch of a 10-
year Treasury bond in October 2002. This will among other benefits help institute
a meaningful benchmark for the pricing of private sector long-term debts in the
economy as well as expand activity in the

Dar es Salaam Stock Exchange.

36. In light of a large stock of parastatal debt, the government plans te conduct a
study with the aim of getting a clearer understanding of the maturity profile of
these contingent liabilities, as well as suggesting ways to fund repayment of the
same when need arises. The study is expected to commence before the end of
2002 and be completed by June 2003.

F. Other Structural Reforms

37. The government continues to demonstrate strong commitment to withdraw
from economic activities and create an enabling environment for private sector
investment. The parastatal reform programme continues to make progress with
a focus now on privatization of large utilities and banks - including the Tanzania
Electric Supply Company (TANESCO), Air Tanzania Corporation (ATC), the Dar
es Salaam Water and Sewerage Authority (DAWASA), Tanzania Railways
Corporation (TRC), the Tanzania Harbours Authority (THA) and the National
Microfinance Bank (NMB). The government sold 35 percent of its shares in the
Tanzania Telecommunications Company (TTCL) last year to foreign investors,
but a dispute has arisen over the closure of accounts and payment by the
investors of the second tranche of the investors’ equity. The government and the



- 54 - APPENDIX I

investors are negotiating a resolution of the conflict. The transfer of DAWASA to
a private operator which was delayed from the initial schedule, is now at an
advanced stage, and is expected to be completed by end-2002. The process of
unbundling TANESCO into autonomous commercial entities before privatization
is ongoing. A private management company, which took over in April 2002, has
begun to improve the finances of TANESCO. Privatization of TRC and ATC are
at an advanced stage. The government budget for 2002/03 has made adequate
provisions for payment of retrenchment benefits to employees who may be
retrenched in the process of restructuring or privatization of these public entities.

38. Current government policy on parastatal retrenchment packages is as
follows. Public corporations which have own funds sufficient to pay retrenchees
over and above statutory obligations, are allowed to do so provided they execute
voluntary contracts through legally recognized procedure. For the public
corporations, which have not accumulated sufficient profits to afford
retrenchment payments, the government budget would provide for the statutory
obligations through its budget.

39. Consistent with the poverty reduction strategy, the government has continued
to make progress in the promotion of good governance, including the fight
against corruption. The various reform programmes in the area of good
governance are ongoing, progress of which will be presented in the 2002 PRS
progress report. To provide a solid basis for these reforms, the Commission for
Human Rights and Good Governance has been appointed and members have
taken their oath. The Government is in the process of publishing the second
report on the implementation of the ministerial anti-corruption plans.

G. External Sector Issues

40. The government will allow foreign participation in the Dar es Salaam Stock
Exchange befcre end-December 2002. The Bank of Tanzania, in collaboration
with the Capital Market and Securities Authority, established modalities to guide
foreign investors’ dealings and has developed institutionat arrangements for
monitoring private capital flows, as well as instituting appropriate regulations that
will provide the necessary safeguards.

41. The Government is committed to further trade liberalization, and is
participating in regional integration processes within the East African Community
(EAC) and the Southern African Development Community (SADC). Negotiations
leading to an EAC customs union are ongoing. Following the reduction in the
number of non-zero customs tariff bands from four to three and a lowering of the
lower bands in the 2001/02 budget, the government will make any further
adjustments needed in the tariff structure only in the context of EAC Customs
Union negotiations. The government is committed to adhere to its timetable for
eliminating suspended duties and will endeavour not to impose new ones.
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42. The government is committed to avoiding multiple currency practices. To that
end, it will ensure that no occasion will arise at which the exchange rate
guarantees contained in the liquidity facility agreement for the Songas project,
and the power purchase agreement between TANESCQO and an independent
power producer could be invoked.

43. The BQT, in conjunction with the Tanzania Investment Center (TIC) and the
National Bureau of Statistics (NBS) conducted a census of foreign investment in
Tanzania during 2000/01. The report concluded that private foreign investment in
recent years has been larger than the figures recorded in official statistics. In light
of this finding, the government is currently planning to conduct another survey to
get new information for 2000 and 2001 that also covers Zanzibar in order to get a
better understanding of foreign investment in Tanzania. The survey will start in
October 2002 and be completed by end-2003.

H. Concluding Remarks

44, The government of Tanzania will continue to provide the IMF with such
information as the IMF requires to assess Tanzania's progress in implementing
the policies described in this letter. Moreover, we will continue to consuit with the
Fund on Tanzania’'s economic¢ and financial policies in accordance with the IMF’s
policies on such consultations. In this sphere we welcome the establishment in
Tanzania of the African Regional Technical Assistance Center that will start
operations in October 2002 and will provide to East Africa valuable technical
assistance in key areas of economic and financial management.

Sincerely,
Is/

Basil Pesambili Mramba (MP)
Minister for Finance

Attachments: Tables 1-4
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Table 1. Tanzania: Quantitative Performance Criteria and Benchmarks Under the Poverty Reduction and
Growth Facility Arrangement, March-June 2002

2002
March June
Benchmarks Performance Criteria
Prog. Adjusted Act. Prog. Adjusted Act.
(In billions of Tanzania shillings; end of period)

Net domestic financing of the government of

Tanzania (ceiling) 1/ 2/ 31 39 -42 68 144 -27
Central government recurrent revenue

(floor, benchmark only) 1/ 754 764 1,026 1,043
Extrabudgetary expenditure

(ceiling, henchmark only) 1/ 0 15 0 18
Accurnulation of budgetary arrcars 0 0 9

{ceiling, benchmark only) 1/
Net domestic assats of the -62 -67 -139 -48 16 -127

Bank of Tanzania (ceiling) 2/ 3/
Reserve money (ceiling, benchmark only) 3/ 356 543 550 549 537 573

(Inmillions of 1.8, dollars; end of period)

Net international reserves of the Bank 701 692 778 675 597 784

of Tanzania (floor) 4/
Accumillation of external payments arrears (ceiling) 5/ 0 0 0 0
Contracting or guaranteeing of external debt

on nenconcessional terms (ceiling) 1/ 0 0 0 0
Memorandum item
Voreign program assistance (grants and loans) 1/ 259 251 358 281

Note: For precise definitions of the aggregates shown and details of the adjustment clauses, see the technical memorandum of understanding (TMU) attached to

the povernment's letter of Aupust 31, 2001.

1/ Cumulative from the beginning of the fiscal year (July 1).

2/ To be adjusted upward for the Tanzania shilling cquivalent of any shortfall in foreign program assistance from the amounts shown in the memorandum item.
3/ To be adjusted downward to the extent that eligible bank reserves fall short of 10 percent of commercial bank deposits.
4/ To be adjusted downward for any shortfall in foreign program assistance from the amounis shown in the memorandur item.

5/ Continuous performance criterion; excludes arrears on debt-service payments pending the conclusion of debt-rescheduling agreements.
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Table 2. Tanzania: Structural Performance Criteria and Benchmarks Under the Poverty

Reduction and Growth Facility Amrangement, May-October 2002

APPENDIX 1

ATTACHMENT

Datc of Implementation
Measures Implementation Status
(cnd of period)
Public debt management
Adopt demestic debt stratcgy covering direct and contingent liabilities May 2002 Observed.
Clear all andited domestic arrears accumulated during the period Fuly— May 2002 Obscrved.
December 2000 (performance criterion}
Submit to Parliament legislation that makes the government’s incurring Oct. 2002 Not observed,
or guaranteeing of foreign debt subject to cabinet approval upon modified
recommendation by the Minister for Finance (performance criterion) approach
under new
National Debt
Strategy.
Tax policy and administration
Conduct a review of the administration of the VAT July 2002 Completed in
August 2002,
Examine alternative options for administering exemptions from Sep. 2002 Observed.
indirect taxes
Financial transparency and good governance
Publish individual and consotidated quarterly revenue and expenditure Junie 2002 Not observed;
accounts of local governments starting with those for the first quarter cxpected for
of 2002 December
2002.
Publish second reporl on the implementation of the ministerial Sep. 2002 Not observed,
anticorruption plans expected for
December
2002,
Trade policy
Announce timetable for the elimination of the suspended dutics (import July 2002 Observed.
surcharges) imposed in the budget for 2001/02 on 13 product groups
(performance criterion)
Financial sector
Harmonize the treatment of loan loss provisions by banks for prudential Oct. 2002 Not observed;

requirements and taxation purposes

expected for
Deccmber
2002.
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Table 3. Tanzania: Quantitative Performance Criterta and Benchmarks Under the Poverty Reduction and
Growth Facility Arrangement, September 2002-June 2003
2002 2003
September December March June
Orig. Indicative Performance Indicative
Est. Benchmarks Criteria Benchmarks Benchmarks
{In billions of Tanzania shillings; end of period)
Net domestic financing of the government of
Tanzania (ceiling) 1/ 2/ 3/ 20 0 16 64
Central government recurrent revenug
(floor, benchmark only)y 1/ 559 559 862 1,172
Extrabudgetary expenditure
{ceiling, benchmark only) 1/ 0 0 0 0
Accumulation of budgetary arrears 0 0 0 0
{ceiling, benchmark only) 1/
Net domestic assets of the Bank of Tanzania (ceiling) 2/ 4/ -34 -144 -328 -384 -331
Reserve money (ceiling, benchmark only) 4/ 796 618 707 606 693
{In millions of U.S. dollars, unless otherwise indicated, end of period)
Net international reserves of the Bank 900 839 1,020 1,020 1,020
of Tanzania (floor) 5/
Accumulation of external payments arrears {ceiling) 6/ 0 0 0 0
Contracling or guaraniceing of external debt
on nonconcessional terms {cciling) 1/ 0 ] 0 0
Memorandum items:
Foreign program assistance (grants and loans) 1/ 20 195 268 406 429
Programmed debt service payments
(in billions of Tanzania shillings) 1/ 126 179 259

Note: For precise definitions of the aggregates shown and details of the adjustment clauses, see the technical memorandum of understanding (TMU} attached

to the government's letter of August 31, 2001, subject to the addition of the adjustment clause laid out in footnote 3 below.

1/ Cumulative from the beginning of the fiscal year (July 1).

2/ To be adjusted upward for the Tanzania shilling equivalent of any shortfall in foreign program assistance from the amounts shown in the memorandum ite:
3/ To be adjusted downward/upward to the extent that total debt-service payments (interest on foreign and domestic debt and amortization of foreign debt)

fall short offexceed the amounts shown in the memorandum item.
4/ To be adjusted downward to the extent that eligible bank reserves fall short of 10 percent of commmercial bank deposits.
5/ To be adjusted downward for any shortfall in foreign program assistance from the amounts shown in the memorandum item.

6/ Continuous performance criterion; excludes arrears on debt-service payments pending the conclusion of debt-rescheduling agreements,
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Table 4. Tanzania: Structural Performance Criteria and Benchmarks Under the
Poverty Reduction and Growth Facility Arrangement, November 2002—March 2003

Date of
Measure Implementation
(End of period)

Tax policy and administration
Adopt centralized motor vehicle registration system. December 2002
Introduce a treasury voucher system for administering the indirect tax January 2003
exemption applying to nonreligious nongovernmental organizations and to
imports of motor vehicles by eligible public servants.
Issue guidelines to local councils for the harmonization of taxes, levies, and January 2003
licenses.
Expenditure management
Require spending agencies (MDASs) to submit to the Accountant General November 2002

quarterly reports on their utility bills and amounts paid, starting with a report
for the first quarter of 2002/03 (July-June).

Identify the budgetary codes for priority expenditures and apply them in the February 2003
budget guidelines for 2003/04 (performance criterion; see para. 28 of letter
of intent).

Public debt management

Submit to parliament amendments to the Loans, Guarantees, and Grants Act  February 2003
(performance criterion; see para.34 of letter of intent).

Establish National Debt Management Committee under the National Debt February 2003
Strategy.

Financial sector reform

Submit to parliament the draft law establishing the legal, regulatory, and February 2003
supervisory framework for microfinance operations.
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Tanzania: Relations with the Fund
(As of September 30, 2002)

Membership Status: Joined 09/10/62; Article VIII

Gengeral Resources Account:
Quota

Fund holdings of currency
Reserve position in Fund
SDR Department:

Net cumulative allocation

Holdings

QOutstanding Purchases and Loans:

Enhanced Structural Adjustment Facility
(ESAF)/Poverty Reduction and Growth

Facility (PRGF)

Financial Arrangements:

Approval
Type date
PRGF 04/04/2000
ESAF/PRGF 11/08/1996
ESAF 07/29/1991

APPENDIX 11

SDR million % Quota

198.90 100.00

188.92 94 98

6,98 5.02

SDR miliion % Allocation

31.37 100.00

0.25 0.80

SDR million % Quota

282.23 141.90

Amount Amount

Expiration approved drawn (SDR
date  (SDR million) million}
04/03/2003 135.00 100.00
02/07/2000 181.59 181.59
07/28/1994 181.90 85.60

Projected Obligations to Fund Under the repurchase expectations Assumptions
(SDR million; based on existing use of resources and present holdings of SDRs):

Overdue Forthcoming
09/30/2002 2002 2003 2004
Principal 0.00 8.35 17.42 27.50
Charges/interest 0.00 0.88 2.02 1.91
Total 0.00 8.23 19.44 29.41

2005 2006
3832 4632

1.74 1.53
4006 4785
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VIL.  Implementation of HIPC Initiative:

Enhanced
framework
Commitment of HIPC assistance

Deciston point date 3/31/2000

Assistance committed (NPV terms)’ end-June 1999
Total assistance (US$ million) 2.026.00

Of which: Fund assistance (SDR million) ' 88.05

Completion point date 11/21/01

Delivery of Fund assistance (SDR million)

Amount disbursed 26.40
Interim assistance 26.68
Completion point® 69.72

Amount applied against member’s obligations (cumulative) 35.93

VIII. Safegnards Assessments:

Under the Fund’s safeguards assessment policy, the Bank of Tanzania (BoT) was subject
to the transitional procedures with respect to the current PRGF arrangement, approved on
April 04, 2000, which required a review of the BoT’s external audit mechanism. This
assessment, which was completed on April 03, 2001, determined that the BoT publishes
annual financial statements that are independently audited in accordance with
internationally accepted standards. The assessment concluded that the BoT’s current
external audit mechanism may not be adequate in specific respects and recommendations
were reported to the authorities in EBS/2/56. The recommendations have either been
implemented or the authorities have agreed to implement them within an agreed
timeframe.

IX.  Exchange Arrangements:

The currency of Tanzania is the Tanzania shilling. The official exchange rate is determined
on the basis of the rate established in the interbank market for foreign exchange. The middle
rate in terms of the U.S. dollar, the intervention currency, was T Sh shilling 969 .6 per

"NPV terms at the decision point under the enhanced framework.

?Under the enhanced HIPC Initiative, the nominal amount of assistance disbursed will
include an additional amount corresponding to interest on amounts committed but not
disbursed during the interim period, calculated using the average return (during the interim
period) on the investment of resources held by, or for, the benefit of the PRGF-HIPC Trust.
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U.S. dollar as of September 30, 2002, The exchange system is free of restrictions on the
making of payments and transfers for current international transactions.

X. Article TV Consultation:

The most recent Article IV consultation was concluded on September 24, 2001

(EBS/01/153).

XI. Technical Assistance, 1999-2002:

Departments Timing

Form

Purpose

Fiscal Affairs 1998-99
October 1999
Qctober 2000
March 2001
May 2001

October 2001

2001-02

QOctober 2002
IMF Institute  March 1999

Mongtary and ~ Since October

Long-term consultant
Mission
Mission
Mission
Short-term consultant

Mission

Long-term consultant

Mission
Mission

Long-term consultant

Expenditure management

New duty drawback system
Public expenditure management
Fiscal decentralization
Translation of government
accounts and operationalization to
the standard classifications
Conduct the ROSC fiscal
transparcncy module and prepare
an assessment and action plan for
the ability to track poverty-
reducing expenditure
Strengthening of macroeconomic
fiscal analysis at the Ministry of
Finance

Tax administration

Financial programming and policy
courses

Financial system reform

Exchange 1998
Affairs
Since November  Regional advisor Payments systems
1998
June—July 1999 Mission Capital account liberalization
March 2001 Mission Monetary policy operations
Statistics October 2000 Multitopic mission Macroeconomic statistics
May 2002 Mission Balance of payments statistics

XII. Resident Representative:

Mr. Ali Abdi has been Senior Resident Representative since October 2001.
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Tanzania : Relations with the World Bank Group

Partnership in Tanzania’s development strategy

The government of Tanzania’s development strategy 1s set forth in its poverty reduction
strategy paper (PRSP) and further refined in the first progress report, which was endorsed by
the Bank’s Board on November 27, 2001. The PRSP focuses on three main areas of
outcomes and actions for realizing them. The first is a reduction in the breadth and depth of
income poverty. The outcome targets include a reduction in basic needs poverty and food
poverty, with a particular focus on rural areas, where poverty is most prevalent. The second
area 1s that of improving the quality of life and social well-being. More specifically this
entails improving human capabilities, enhancing longevity and survival, social well-being
(social inclusion and personal security), improving nutrition and containing extreme
vulnerability (mainly through safety nets). The third broad area is a sustained environment
that 1s conducive to development. The environment encompasses macroeconomic stability
and good governance.

The IMI" 1s supporting Tanzania’s poverty reduction efforts in the context of the three year
arrangement under the Poverty Reduction and Growth Facility (PRGF). Among external
partners, the Fund takes the lead in the policy dialogue with the government on
macroeconomic policies, including overall fiscal and monetary policy. Under the PRGF, in
addition to macroeconomic targets, the Fund has agreed with the authorities structural
performance criteria relating to reforms in the areas of tax policy and administration, public
debt management, financial transparency and good governance, trade policy, and financial
sector development. As outlined more fully below, the Bank’s support is complementing the
Fund’s through a focus on sectoral reforms in the context of projects and analytic work and
the current programmatic adjustment credit (PSAC I) covering the areas of economic
governance, business environment, regulatory improvements, and privatization,

Bank Group strategy

The current Country Assistance Strategy (CAS) for Tanzana was approved by the Bank’s
Board on June 15, 2000, The next CAS will be presented to the Board by the end of 2003.
The focus of the current CAS is on higher economic growth, poverty reduction and
institutional reforms to improve governance. It conforms with the government’s main
strategy of adherence to macroeconomic stability, increased private sector participation in the
economy, a renewed emphasis on rural development and an improved delivery of social
services. It also supports the government’s desire to enter into new relationships with its
development partners, based on the phased switching from projects to programs for more
effective and efficient use of aid resources.

IDA is currently providing adjustment lending through PSAC 1. This credit supports the
government’s efforts to sustain macroeconomic stability and improve public service delivery,
deepen the implementation of the privatization program, improve competitiveness and the
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transparency of key markets, strengthen the state legal and commercial apparatus for a more
efficient and transparent business environment, and further reduce the barriers to
international and domestic trade. Progress in implementing the reform program is
satisfactory. Two tranches of the credit have been already released. While most of the
conditions have been met for the release of the remaining three tranches, remaining measures
to be completed are (i) bringing the Dar es Salaam Water and Sewerage Authority to the
point of concession, (ii) relaxing restrictions on foreign portfolio investment in equity
instruments, and (iii) reforming the regulatory framework for infrastructure services. The
first two measures are expected to be completed by the end of 2002, and the third measure is
expected to be completed by the middle of 2003. The implementation of policy reforms
agreed upon under PSAC 1 1s supported by a series of technical assistance and investment
projects. These include project support to improve tax administration, to reform the public
sector, and to develop the financial sector, including rural finance, and microfinance.

The Bank is preparing a proposed Poverty Reduction Support Credit (PRSC), which will
support the implementation of the PRSP. This operation will deepen the Bank’s policy
dialogue in the areas of improving the business environment and strengthening public
expenditure management and public service delivery. In addition, this operation will also
entail policy dialogue related to scaling up pro-poor growth, especially through a focus on
rural development, and to the operationalization of an appropriate monitoring and evaluation
system to enhance the accountability for results and outcomes of sectoral programs. The
expected Board date for PRSC 1 is May 2003,

In the social sectors, the Bank has approved an adjustment lending operation in support of
primary education (US$150 million). The objectives of the program include improving
education quality, expanding school access, and increasing school retention at the primary
level. After about 18 months of implementation, Bank support in this area has already
tacilitated a significant increase in primary school enrollment. The Bank contributes to the
health sector multidonor “basket fund”, which supports reforms of the sector and provides
funding for nonwage expenditures. A multisectoral HIV/AIDS project supports Tanzania’s
efforts to reduce HIV transmission and mitigate the adverse consequences of AIDS. In the
water sector, a project that will support technical, commercial, and financial rehabilitation of
the water supply and sanitation services in Dar Es Salam is under preparation.

In the agriculture sector, the Bank supports policy reforms through analytical work and the
policy dialogue in the framework of PSAC 1 and the proposed PRSC. The Bank also
provides support to strengthen research and extension services. A Participatory Agricultural
Development and Empowerment project 1s under preparation to support investments in
appropriate technologies to reduce soil fertility decline.

Efforts to improve Tanzania’s infrastructure are supported through projects in the road and

railway sectors, as well as an urban rehabilitation project. In the power sector, the Bank has
helped the government implement the Power Sector Restructuring Program. The Bank has

encouraged the government to develop the domestic gas market and to generate lower cost

power through the Songo Songo Gas Development and Power Generation project.
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During fiscal year 2002 (FY02), IDA’s project for Forest Conservation and Management
(worth US$31.1 million), Songo Songo Gas Development and Power Generation (US $183
million), Lower Kihansi Environment (US$ 6.3 million), and Rural Water & Sanitation
(worth US$19 million), as well as a supplemental credit for Lake Victoria Environment
(US$5 million), were approved by the Board.

The IFC’s porttolio includes investments in agriculture, agro-processing, banking and
financial services, and tourism in the amount of US$37 million. Over the next three years,
potential investments in the magnitude of US$20-30 million in private infrastructure, and
financial institutions, and to provide financing and capacity building support to small and
medium sized Tanzanian enterprises are expected. MIGA’s current exposure in Tanzania
includes four guarantees in the infrastructure and telecommunications sectors totaling
US$175 million gross and US$70 million net exposure.

Tanzania joined the World Bank Group in 1962, Beginning with an IDA credit for education
in 1963, a total of 124 credits and 27 loans, totaling US$4 .35 billion (US$4 billion from

IDA) have been provided to Tanzania. Currently, the portfolio comprises 22 active projects
with commitments of US$ 1.3 billion in all major sectors. As of August 31, 2002 the
undisbursed balance for the portfolio stood at US$744 million. Total disbursements
amounted to nearly US$3 .4 billion as of August 31, 2002 (some US$ 3,089 million from TDA
and US$355 million from 1BRD).

Bank-Fund collaboration in specilic areas

The IMF and World Bank staffs maintain a close collaborative relationship in supporting the
government’s structural reforms. As part of its overall assistance to Tanzania—through
lending, country analytic work and technical assistance-the Bank supports policy reforms in
the following areas in collaboration with the Fund:

. Public expenditure management. Improvements in public expenditure management
have been one of the top pricrities of the Tanzanian government since 1995, The Bank, the
Fund, and other donors have worked closely to provide government the needed support for
institutional and policy reforms. While the Fund is leading the dialogue on fiscal policy, the
Bank is focusing on strategic resource allocation and operational efficiency of public
expenditures. In the area of overall fiscal policy, the reduction of domestically financed
deficits has resulted in sustained macroeconomic stability over the past five years. To
enhance strategic resource allocation and operational efficiency, the Bank has joined a
government-led, participatory Public Expenditure Review/MTEF process that has supported
the strengthening and opening up of the budget process as well as the allocation of resources
to pro-poor priority areas. In addition to process support and analytical work in this area, the
Bank is also supporting policy reforms through PSAC. Another area of Bank involvement is
the fiscal decentralization process where, in addition to ongoing analytical work, project
support is planned to start in 2004. The Bank and Fund collaborate closely to support
institutional budget and expenditure management reforms. A recent Country Financial
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Assessment Analysis (CFAA), carried out in a collaboration of the Bank, other donors, and
government, an IMF Report on the Observance of Standards and Codes (ROSC), and a joint
Bank/IMF assessment of capacity to track poverty-reducing expenditure have all noted the
improvements in public financial management and fiduciary systems in recent years,

. Tax policy and administration reform. A relatively small and stagnant domestic
revenue effort is a severe constraint on Tanzania’s efforts to improve public service
provision. The Bank and the Fund have over the past few years expended significant effort to
enhance the domestic revenue effort. While the Fund has taken the lead in reforms and
adjustments of tax policy, the Bank has taken the lead in reforms to strengthen tax
administration. Recently a study has been commissioned by the PER working group to
analyze the causes of the persistent low revenue levels and to develop proposals for
improvements.

o Financial sector reforms. Tanzania has been engaged in far-reaching reforms of the
financial sector. The Bank and the Fund have been working closely to support these policy
reforms. In addition to its contribution to the policy dialogue, the Bank has provided
significant technical assistance for financial sector reforms, This includes two financial
institution development projects that support respectively, the withdrawal of the government
from banking and nonbanking financial institutions and the strengthening of financial sector
supervision. Successtul outcomes of these reforms include the privatization of Tanzania’s
largest bank and the entry of a fairly large number of international banks into the Tanzanian
market. Other areas of Bank involvement include the reform of the capital and securities
authority, reform of pension systems, and liberalization of capital accounts. Through a
separate project, the Bank supports the development of rural and microfinance services. A
joint Bank/Fund Financial Sector Assessment is planned to start in FY 03.

. Public service reform and improved service delivery. In recent years, the
government of Tanzania, with support from the Bank and other donors, has launched a
number of major initiatives to improve performance and to foster greater accountability,
transparency, and integrity in the public sector. These include (i) the Public Service Reform
Program, (PSRP) (ii) the Local Government Reform Program, (111) the Public Finance
Management Reform Program, (iv) the National Anti-Corruption Strategy and Action Plans
for Tanzania, (v) the National Framework on Good Governance, delineating a
comprehensive approach to improve governance, (vi) the establishment of a Good
Governance Coordination Unit (GGCU) in the President’s Office, and (vii) the launch of the
Legal Sector Reform Program. Among these reforms, the PSRP plays a central role since its
objective is to improve the accountability, transparency, and resource management of service
delivery. The program is closely linked with other major reforms in public finance and
decentralization. The PSRP aims at transforming the public service into a service that has the
capacity, systems, and culture for client orientation and continuous improvement.
Cooperation between the Bank and the Fund covers those areas where public sector reform
has a direct impact on fiscal stability and public sector financial management.
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o Trade reforms. The Bank and the Fund are working closely to assist Tanzania in
establishing a pro-growth trade framework. While the Fund is focusing on reforms of the
tariff regime, the Bank is focusing on trade expansion though its regional trade facilitation
project. The Bank is also involved at the regional level in the dialogue on trade reforms in
the context of the East African Community.

A. Tanzania : Financial Relations with the World Bank Group

Statement of Loans and Credits
(as of August 31, 2002;
in millions of U.S. dollars)

IBRD IDA TOTAL
Original principal 361.03 3,991.90 4,352.93
Cancellations 5.47 226.33 231.80
Disbursement to 35555 3,089.50 3,445.00
date
Repayments 349.15 244.36 39351
Undisbursed 0.00 744 .29 74429
Exchange 441,52 0.00 441.52
adjustment
Borrower’s 6.75 2,798.70 2,805.50
obligation
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Tanzania: Statistical Issues

Tanzania’s statistical infrastructure and economic database remain weak. Tanzania has
received considerable technical assistance to alleviate these difficulties, and progress has
been made in some areas. The authorities are fully cooperative in providing available data to
the Fund in a timely manner. Tanzania has very few statistical publications and no fully
articulated publication policy. The authorities are committed to improving the production and
dissemination of macroeconomic and sociodemographic statistics in the framework of the
General Data Dissemination System (GDDS). Tanzania is a participant in the GDDS, and its
metadata were posted on the Data Standards Bulletin Board (DSBB) in July 2001 . In October
2000, a GDDS multisector statistics mission conducted a detailed assessment of Tanzania’s
statistical systems and used the framework of the GDDS to provide guidance on statistical
practices and development in the areas of national accounts, price, foreign trade, balance of
payments, fiscal, monetary, and sociodemographic data. A mission to prepare the data
module for a Report on the Observance of Standards and Codes (ROSC) was recently
completed (October 8-23, 2002).

National accounts

National accounts data are prepared by the National Bureau of Statistics (NBS) on the basis
of data collected by its regional offices and by other government entities. The national
accounts data provide a basis for assessing movements in output, although many weaknesses
remain, particularly with respect to data sources for the breakdown by expenditure category,
deficiencies in external sector data, and the paucity of indicators to extrapolate benchmark
production levels. These deficiencies impede the accurate estimation of the savings-
investment relationship. The recent revision of the data for crops and the new household
budget survey are expected to improve the quality of the national accounts.

Prices

Monthly consumer price data are collected by the NBS from 20 cities and regional centers.
Since mid-May 1996, data have been reported within three weeks after the end of the month.
The authorities intend to update the consumer price index weights (food currently has a

71.2 percent weight) on the basis of the recent household budget survey data, and to expand
the producer price index series.

Government finance statistics

Although monthly data on central government revenue, expenditure, and financing are
provided to the Fund on a timely basis, concepts in use differ from the international standards
in the treatment of lending minus repayments, and transfer payments. Despite improvements
in the recording of government transactions, discrepancies remain between revenue and
expenditure data, on the one hand, and financing data on the other. This seems to be related
to the different sources used for these data. There appears to be a different coverage of the
central government sector in the fiscal and monetary data. Following the creation by the
Ministry of Finance with donor assistance of a database of donor-funded projects in 2001/02
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(July-June), the amount of foreign-financed projects reported by and channeled through the
budget has increased significantly. No information is yet provided on the financial position of
local governments, although the authorities stated plans to produce these reports.

The government has recently completed the computerization of its accounting system for
budgetary units, which the authorities indicate would allow resumption of reporting in the
Government Finance Statistics GFS Yearbook. However, the computerized accounting
system does not provide details of the nature of development expenditure, and has not vet
been extended to cover the extrabudgetary units.

Monetary statistics

The GDDS multisector mission (October 11-24, 2000) determined that the quality of
monetary statistics is compromised by various methodological problems, in particular the
arbitrary application of the residency criterion by commercial banks, the exclusion of rural
banks and nonbank deposit-taking institutions from the coverage, the inadequate subdivision
of the resident sector data due to the misclassification of certain accounting data in monetary
aggregates, the lack of a separate identification of restricted deposits of closed banks and
nonperforming loans of the banking system, the nontransparent treatment of repurchase
agreements, the inadequate sectorization of various accounts in the bank reporting system,
the erroneous coverage of international reserves, the lack of market-based valuations of
foreign securities, and, finally, the treatment of accrued interest in a highly aggregated
manner.

To address these problems, the mission recommended that the Bank of Tanzania (BoT) (i)
instruct commercial banks to classify accounts according to the client’s properly determined
residency status and use; (i) extend the coverage of monetary statistics to all depository
corporations; (iii) revise the bank report forms to allow for a more detailed scheme for
sectorizing resident sector data; (iv) reclassify misclassified accounting data to facilitate an
accurate construction of monetary aggregates; (v) establish a separate identification of
restricted deposits of closed banks and nonperforming assets of the banking system to ensure
that the resulting deposit and credit aggregates are meaningful for macroeconomic analysis;
(vi) treat repurchase agreements with commercial banks as a new financial instrument for
providing or taking loans; (vii) modify the bank reporting system to emphasize appropriate
sectoral distinctions between various accounts; and (viin) redefine the coverage of
international reserves to include only liquid foreign assets and a market-based value of gold
assets. Based on these recommendations, the mission prepared an action plan. The authorities
intend to seek technical assistance to implement some of these recommendations. A follow-
up mission in monetary and financial statistics is envisaged that will review the
implementation of these recommendations and assist the authorities with the development of
a wider financial survey covering activities of all deposit-taking financial institutions.

Balance of payments statistics

Foreign trade data are prepared by staff missions on the basis of customs data from the BoT.
The foreign trade data are compiled by the Tanzanian Revenue Authority based on Customs
records. A recent balance of payments statistics mission {May 8-21, 2002) found that there
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continued to be a significant unrecording of trade. Information on invisible transactions is
sparse. Tourism revenue is at present estimated on the basis of data records from the
international exchange transactions reporting system (ITRS). However, the authonties have
made strong progress in improving the data for travel credits by gathering data from travel
surveys and plan to use the survey-based data as the data source beginning in 2003

Information on official grant and loan receipts is prepared by the staff on the basis of contact
with official agencies. The data on current and capital transfers (grants) are estimates, based
in part on data provided by the Mimistry of Finance and in part on UNDP projections.
However, the coverage, periodicity, and disaggregation of the data are inadequate and efforts
are under way to achieve a complete coverage of data on grants disbursed.

Data on private capital flows are very poor at present. Some information on private banking
sector flows can be derived from the monetary survey; other private capital flows are not
adequately captured by the ITRS records and thus are reflected only in the category “errors
and omissions”. However, the authorities have made commendable progress in collecting
information, for the first time conducting a survey in 2000 of private capital flows and
stocks, particularly foreign direct investment transactions covering direct investment income,
equity capital transactions—including the noncash acquisition of equity—and intercompany
loans. The authorities have also updated the registry of enterprises with foreign equity
capital. The 1999 data obtained from the 2000 survey of private capital flows, which show
significantly higher levels of inward direct investment than indicated in the TTRS records,
will be incorporated into the balance of payments statistics beginning in late 2002. The
survey of private capital flows will be conducted again in late 2002, covering data for 2000
and 2001, and it 1s expected that the survey will be conducted on a regular basis in the future.

Data on the gross and net official reserves of the BoT are provided monthly with a short lag
and more frequently on request. Similarly, data on foreign assets and liabilities of the
banking system are provided with relatively short lags.

Significant progress was made in improving the quality of external debt data as a result of the
reconciliation exercise undertaken in connection with the HIPC Initiative. At present,
multilateral and bilateral Paris Club debts have been fully reconciled. These two categories of
debts account for 80 percent of Tanzania’s total external debt. However, little progress has
been made 1 reconciling the rest of the debts owed to non-Parnis Club bilateral and
commercial creditors. Information on external debt not guaranteed by the public, mostly
private sector debt, is also limited and not captured in a timely manner.



Tanzania: Core Statistical Indicators

{(As of October 23, 2002)

Central Con- - Overall External
Exchange In'i o Bank Reserve/ Broad Interest sumer | LExports/ Current Govern GDP/ Debt/
national Base X 1 | Account -
Rates Reserves Balance M Money Rates Price Imports Bal ment GNP Debt
Sheel oney Index 240 | Balance? Service
Date of latest June May April March
observation 6/28/02 6/28/02 | 8/31/02 | 8/31/02 | 8/31/02 | 8&/31/02 2002 200 2000 2001 2001 2001
Date received 7/17/02 T 1 107702 | 104702 | 10/7/02 | 10/7/02 | 6/12/02 | 6/12/02 ;%) 8‘111 5/12/01 | 6/12/02 | 5/10/01
Frequency of data * D M M M M M M M A M A A
Frequency of D M M M M M M A M A A
reporting
Source of data * A A A A A A A A A A A
Mode of reporting E E E E E C c cC cC C M C
Confidentiality ° C D D D C C C C C D Cc C
Frequency of D M M M M M M M A M A A
publication

1/ Based on Bank of Tanzanta data.

2/ Contains only partial information on the development budget.
3/ Codes for frequency of data, frequency of reporting, and frequency of publication are the following: D-daily, W-weekly; M-monthly, Q-quarterly; A-annually;

and O-other.

4/ Code for source of data is A-direct reporting by central bank, Mimistry of Finanee, or other official agency.
5/ Codes for mode of reporting arc the following: C-cable or facsimile; E-electronic data transfer; and M-mail.
6/ Codes for confidentiality are the following: C-for unrestricted use; and D-embargoed for a spec:fied period and thereafter for unrestricted use.
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Tanzania: Updated Poverty Analysis
Background

A key deficiency of the 2000 poverty reduction strategy paper (PRSP) and the 2001 PRSP
progress report, as noted in the respective joint staff assessments (JSAs), was the absence of
a comprehensive poverty analysis to serve as a baseline for monitoring the effectiveness of
poverty-reducing measures. The recently published 2000/01 household budget survey (HBS)
provides a detailed assessment of poverty in Tanzania, improving on the earlier analysis in
the 1991/92 HBS by:

° basing its analysis on a sample that is more than four times as large as that of the
earlier survey and ensures a regionally balanced analysis through the availability of
results for about 1000 households in each of mainland Tanzania’s 20 regions;

. expanding the analysis through the use of several important new indicators, such as
current school attendance and literacy; and

. exercising better control of data quality through a number of data consistency checks.

The HBS establishes a poverty baseline along the lines of key indicators of the PRSP. It also
provides an analysis of trends in these indicators during the 1990s based on a comparison of
the results of the 2000/01 HBS with those of the 1991/92 HBS. This appendix summarizes
key findings of the HBS, but does not intend to anticipate the analysis and conclusions of the
forthcoming 2002 PRSP progress report.

Features of poverty in Tanzania

The HBS assesses poverty both in terms of food poverty and a broader concept of a
“basic needs” poverty line. Food poverty is measured based on the price of a minimum food
basket necessary to provide 2,200 calories and oun the consumption pattern of the poorest

50 percent of the population. The basic needs poverty line additionally includes nonfood
consumption.

Some 36 percent of Tanzanians fall below the basic needs poverty line, while 19 percent
fall below the food poverty line. Although these results are slightly better than those of the
earlier HBS, the decline is not statistically significant. Furthermore, the absolute number of
poor increased over the 1990s because of population growth. Using population projections,
there are now 11.4 million Tanzanians below the basic needs poverty line, compared with 9.5
million in 1991/92.

Poverty in Tanzania is predominantly a rural phenomenon. Almost 40 percent of the
population below the basic needs poverty line lives in rural areas, while less than 20 percent
of the population in Dar es Salaam falls below the poverty line. Furthermore, over the 1990s
poverty declined most in Dar es Salaam.
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Poverty is strongly correlated with education levels and type of economic activity. Some
51 percent of individuals are poor if the head of the household has no education, compared
with only 12 percent when the head is educated above the primary level. Also, households
that depend on agriculture have somewhat higher levels of poverty than average.

One-fourth of Tanzanian adults have no education; this level rises to almost one-third
in rural areas but falls to below 10 percent in Dar es Salaam. Women are about twice as
likely as men to have no education. Rural women in particular have missed out, with 41
percent unable to read or write. Nonetheless, gender is not an important factor in explaining
differences in poverty: households headed by women are no poorer than those headed by
men. Some 60 percent of 7-13-year olds are enrolled in primary education. Access to primary
education differs significantly between urban and rural areas: while 71 percent of children in
this age group are enrolled in urban areas, only 56 percent are in rural areas. Enrollment in
secondary education is much lower than in primary education: only 5 percent of 14-17-year
olds are enrolled; in rural areas the level is 2 percent.

Health indicators show less pronounced differences between rural and urban areas. In
rural areas, some 28 percent were ill in the four weeks preceding the survey, compared with
19 percent in Dar es Salaam. Some 69 percent of the individuals who had been ill reported
that they had consulted a health care provider. In rural areas, 67 percent reported
consultations of some kind. Most households are reasonably close to primary health care
facilities: even in rural areas, over 90 percent reported being within 10 kilometers of a
dispensary or health facility.

There is, however, a significant difference in access to drinking water between urban
and rural areas. The urban population has much better drinking water supplies than the
rural population. Some 53 percent of rural households depend on an unprotected water
supply, while 86 percent of households in Dar es Salaam have piped water of some kind.

Evolution of poverty indicators over the 1990s

The assessment of the evolution of poverty in Tanzania over the past decade is hampered by
the lack of reliable estimates for most poverty indicators for periods during the decade.
Notwithstanding the small decline in the percentage of the population below the poverty line
between 1991 and 2000, it is therefore not possible to ascertain whether poverty remained
broadly unchanged over this decade or if it followed some other pattern.

Nonetheless, the HBS provides some indication that living standards may have generally
improved. Household consumption rose by about 17 percent in real terms between 1991/92
and 2000/01. The share of household spending on education and medical expenses increased
over that period, from about 1 to 2 percent of total spending. Furthermore, ownership of a
range of consumer goods, such as radios and bicycles, rose during the 1990s. A few poverty
indicators are shown in the following table.
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Tanzania: Selected Income Poverty and Social Indicators in 1991/92 and 2000/01

Dar es Salaam Rural Total
1991/92  2000/01 1991/92  2001/01 1991/92 2000/01
Percent of population below basic needs
poverty line 23 18 41 39 39 36
Percent of adults with no cducation 9 R 28 29 25 25
Percent of children aged 7-13 in school 66 76 56 58 57 61

Percent of households with piped water 93 86 25 28 36 39
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Tanzania: Social Indicators

APPENDIX VI

Latest single year

Samc reglon/income group

Sub-
Saharan Low
1970-75 1980-85 1994-01 Africa Income
Population
Total population, midyear (millions) 159 218 337 658.9 2.459.8
Growth rate (annual average percent for period) 3.0 32 2.6 26 20
Urban population {percent of population) 10.1 17.6 27.8 344 319
Total fertihty rate (births per woman) 6.8 6.5 33 52 36
Poverty
(Percent of population)
Mational head count index 350
Urban head count index 23.5
Rural head count index 386
Income/consumption distribution
GNI per capita (U.S. dollars) 270 470 410
Consumer price index {1995=100} 1 8 181 133 140
Food price index {1995=100) 10 2,125
Income/consumption distribution
Gini index
Lowest quintile (percent of income or consumption)
Highest quintile {percent of income or consumption)
Social indicators
Public expenditure

Health (percent of GDP) 13 24 1.2

Education (percent of GDP} 21 36 34

Soeial security and welfare (percent of GDP)

Net primary school enrollment rate
(percent of age group)

Tatal 56 48
Male 55 47
Female 56 49

Access to an improved water source
(percent of population)

Total 54 55 76
Urban 80 82 88
Rural 42 41 70

Immunization rate
{percent under 12 months)
Measles 33 57
DPT 46 57
Child malnutrition {percent under 5 years) 29
Life expectancy at birth
(years)

Totat 48 51 44 47 59
Male 46 49 44 46 58
Female 50 53 45 47 60

Mortality

Infant (per 1,000 live births) 118 108 93 91 76

Under 5 (per 1,000 live births) 218 176 149 162 115

Adult (15-59)

Male (per 1,000 population) 513 451 562 504 294

Female {per 1,000 population) 419 370 521 459 261
Maternal {per 100,000 live births) . 1,100
Births attended by skilled health staff (percent) 58 35

Source: World Bank, World Development Indicators, 2002 . Available on CD-ROM.

Note: Net enrollment ratios exceeding 100 percent indicate discrepancies between the estimates of school-

age population and reported enrollment data.
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1. Foliowing the issuance of the staff report, the staff learnt of one Paris Club creditor’s
claim that Tanzania was in arrears on debt payments totaling US$735,784. Upon inquiry by
the staff, the Tanzanian authorities provided to the staff on November 13, 2002 copies of an
exchange of messages between the creditor and Tanzania in early October 2002, In this
exchange, the creditor invoked a bilateral agreement of November 2001 in support of its
claim. In their response, the Tanzanian authorities held that the various due dates claimed by
the creditor fell into the consolidation period of the Paris Club Agreed Minute of January 18,
2002, under which the creditor and Tanzania had not yet concluded a bilateral agreement.
However, in the course of their further analysis of the various amounts claimed, the
Tanzanian authorities found that an amount of US$3,596.89—described by the creditor as
“principal and interest accrued under credits pre-cutoff date”—appeared in Tanzania’s
records as post-cutoff date debt.

2. On the basis of agreement between Tanzania and the creditor concerned on the
amount of this debt—although not on whether it is pre- or post-cutoff date debt—the staff
advised the Tanzanian authorities to pay any amount that was due and not in dispute. On
November 15, 2002, Tanzania paid US$3,596.89 to the creditor concerned. Nonetheless, this
situation gives rise to nonobservance of the continuous performance criterion on
nonaccumulation of external payments arrears. In the attached letter to the Fund dated
November 18, 2002, the Tanzanian authorities provided an explanation of the case and
requested a waiver for the nonobservance of this performance criterion.
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IMF Concludes 2002 Article IV Consultation with Tanzania

On November 18, 2002, the Executive Board of the International Monetary Fund (IMF)
concluded the Article IV consuitation with Tanzania. '

Background

Since the mid-1990s, Tanzania has made substantial progress in macroeconomic stabilization
and structural reform. Real GDP growth has been on a rising trend; it has averaged more than
5 percent since the inception of the current Poverty Reduction and Growth Facility (PRGF)-
supported program in early 2000, resulting in a small increase in per capita incomes, while
inflation has declined to below 5 percent. A key factor contributing to a higher growth
momentum in agriculture has been the liberalization of production and marketing structures, as
well as of agricultural prices and the foreign exchange regime. Notwithstanding these
achievements, poverty remains pervasive in Tanzania, and its growth momentum has been
constrained by structural impediments, notably governance-related problems and rigidities in
the financial sector and serious capacity constraints. Moreover, weaknesses in tax policy and
tax administration limit the govermnment’s ability to mobilize revenue, leaving Tanzania highly
dependent on foreign assistance.

'Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with
members, usually every year. A staff team visits the country, collects economic and financial
information, and discusses with officials the country's economic developments and policies. On
return to headquarters, the staff prepares a report, which forms the basis for discussion by the
Executive Board. At the conclusion of the discussion, the Managing Director, as Chairman of the
Board, summarizes the views of Executive Directors, and this summary is transmitted to the
country's authorities.

Washington, D.C. 20431 » Telephone 202-623-7100 « Fox 202-023-0772 & wwwimniorg
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Real GDP grew by 5.6 percent in 2001. The 12-month rate of nonfood inflation rose from 1.5
percent in December 2001 to 7.2 percent in September 2002, largely as a result of a sharp
increase in electricity tariffs in April; however, the overall inflation rate continued to decline to
4.4 percent by September 2002, as favorable developments in agricultural cutput helped
contain increases in food prices.

Fiscal consolidation was central to the success in macroeconomic stabilization. In support of
Tanzania's reform program, donors provided sizable financial assistance, which all but
eliminated the government’'s domestic financing needs, a major source of inflationary
pressures in the past. Fiscal performance in 2001/02 (July-June) was broadly in line with the
budget.

Monetary developments in recent years were characterized by strong monetary expansion, as
large foreign inflows were not fully sterilized and the demand for broad money expanded with
the gradual deepening of the financial system. Primarily reflecting the lack of suitable lending
opportunities, the banking system developed an increasingly large structural liquidity surplus,
which triggered an excess demand for treasury bills and, consequently, a decline in interest
rates on treasury bills and deposits. So far in 2002, increases in reserve money and broad
money have been exceeding projections by wide margins, but as yet have not had much
discernible impact on inflation.

Since early 2001, the Tanzania shilling has depreciated against the U.S. dollar by about 15
percent, reflecting the larger-than-anticipated monetary expansion. The ensuing real effective
depreciation has now fully compensated for the real appreciation during 2000, ieaving
agricultural producers to face, as before, the impact of lower international prices for coffee and
cotton.

Tanzania's balance of payments position has strengthened substantially in recent years as a
result of growth in nontraditional exports and a steady flow of foreign assistance; together with
the debt relief under the Heavily Indebted Poor Countries (HIPC) Initiative, these
developments have resulted in a large increase in international reserves.

Structural reforms have focused on the reform and privatization of parastatals, as well as the
creation of a market-oriented regulatory framewaork. Since 1992, about two-thirds of all state-
owned companies have been privatized, including large enterprises, such as the port container
terminal, part of the telecommunications company, and the National Bank of Commerce;
meanwhile, the divestiture of strategic enterprises in the utility and transportation sectors is
now gaining momentum. The government has taken measures aimed at strengthening
economic governance, especially in public expenditure management, and improving the
investment climate, with the recently created Investor Round Table serving as an important
forum to identify impediments to investment.



Executive Board Assessment

Executive Directors commended the Tanzanian authorities for their steady pursuit of sound
macroeconomic and structural policies, which, despite serious capacity constraints and an
often adverse external environment, have resulted in high real GDP growth, low inflation, and
a comfortable level of international reserves, and which have been supported by a steady flow
of highly concessional assistance and debt relief from the international donor community.
Directors considered that the main challenge for Tanzania is now to sustain high growth and
reduce poverty while gradually lessening the dependence on external aid. In this regard, they
noted that good progress has been made in the implementation of the poverty reduction
strategy, and believed that with the continuation of sound policies Tanzania will be well on the
way to achieving the targets set out in its Poverty Reduction Strategy Paper (PRSP).

Directors attached high priority to medium-term fiscal consolidation, but noted that Tanzania's
low revenue yield and concomitant heavy dependence on external assistance hinder the
attainment of this objective. They therefore welcomed the recent measures to increase
revenue collection, but stressed that further and more concerted efforts to widen the tax base
and improve tax and customs administration will be needed. Directors endorsed the decision
not to introduce the Export Processing Zone Act until it has been reviewed, given the potential
for revenue losses.

Directors commended the impressive progress made in the areas of expenditure reform and
transparency. However, they noted that domestic arrears have continued to accumulate, and
urged the authorities to move quickly to strengthen expenditure control and to set up the
institutional and legal framework needed to give effect to the recently adopted national debt
strategy. Directors welcomed the budget’s increasing focus on education and health. They
believed that the effectiveness of expenditure in these sectors, especially at the local
govermnment level, would be enhanced by the planned measures to improve the tracking of
poverty-related spending. Directors locked forward to the completion of the civil service reform,
which should help attract qualified personnel, halt the departure of well-trained staff, and
improve the quality of public service.

Directors emphasized the need to keep monetary developments under control in order to
contain inflation and to restore positive real interest rates. They therefore supported the
decision to convert the government's non-marketable debt to the central bank into securities.
Directors considered that the flexible exchange rate regime has served Tanzania well, by
facilitating timely adjustments to changes in Tanzania’'s external envircnment. Nevertheless,
they believed that Tanzania's competitiveness needed to be strengthened by structural
reforms to improve the investment climate and strengthen the productive sectors.

Directors considered privatization to be vitally important to the development of the private
sector and to the achievement of the authorities’ economic growth objectives. They applauded
the govemment’s accomplishments to date in this area, and encouraged the authorities to
push ahead with the privatization of the large enterprises, especially those in the utility and
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transportation sectors. Directors also stressed the importance of improving the business
environment and removing impediments to private investment, particularly through institution-
building, and labor market, administrative, and judicial reform. They looked forward to follow-
up action on the policy matrix of short-term actions that had emerged from the recent
Investors’ Roundtable Conference.

Directors regarded financial deepening as another crucial input into the expansion of the
private sector in Tanzania, with microfinance development considered to be especially
important. They noted the existence of structural impediments to bank lending and persistent
large interest rate spreads, and called for an accelerated effort to remove these impediments,
including an amendment of the Land Act to unblock the use of land as collateral for bank
loans. Directors welcomed the authorities’ request for an Financial Sector Assessment
Program (FSAP) review.

Directors noted the strang country ownership that has allowed the PRSP to become the main
instrument for coordinating domestic poverty reduction programs between the authorities and
the international community. Directors also recommended that the linkage between the PRSP
and the budget be strengthened to ensure that the poor benefit more fulty from the resources
freed from the HIPC Initiative. They looked forward to receiving the second annual progress
report on PRSP implementation, and the joint staff's assessment of it.

Directors noted with satisfaction that Tanzania’s public and publicly-guaranteed external debt
burden remains sustainable after the HIPC !nitiative compietion point. They urged a cautious
external debt management strategy, with tightened approval procedures for foreign borrowing.
However, Directors expressed concern that some non-Paris Club and commercial creditors
have failed to provide debt relief on terms comparable to those provided by the Paris Club.
They commended the authorities for establishing a special account earmarked for honoring
debt-service payments to these creditors, and supported the authorities’ request for Fund
assistance in encouraging the participation of these creditors in the HIPC Initiative.

Directors looked forward to the publication of the second progress report on implementation of
a national anticorruption strategy. They urged the authorities to vigorously enforce laws and
regulations aimed at promoting good governance.

Directors observed that, notwithstanding considerable technical advice in the statistical area
and generally good implementation of such advice, Tanzania’s database remains weak
because of capacity constraints. They recommended that priority be given to removing key
data weaknesses in the areas of the national accounts, the balance of payments, and the
consumer price index.



FPublic information Notices (PINs) are issued, (i} at the request of a member country, following the
conclusion of the Article IV consultation for countries seeking to make known the views of the IMF to the
public. This action is intended to strengthen IMF surveillance over the economic policies of member
countries by increasing the transparency of the IMF's assessment of these policies; and (i) following
policy discussions in the Executive Board at the decision of the Board. The Staff Report for the 2002
Article IV Consuliation with Tanzania is also available.




Tanzania: Selected Economic Indicators, 2000-2001

2000 2001

(Annual percentage change)
Domestic economy
Reai GDP 49 5.6
Consumer prices (end of period) 5.5 4.9
{In millions of U.S, doltars) 1/
External economy

Exports, f.o.b. 663.3 775.4
Imports, f.o.b. 1,337.2 1,492.1
Current account (excluding official transfers) -856.4 -873.1

{in percent of GDP) -9.4 -8.3
External assistance 2/ 1,185.3 938.3
Public debt service paid 194.1 103.4

(in percent of exports of goods and nonfactor services) 14.6 7.1
Gross official reserves 974.4 1,196.6

(in menths of imports of goods and nonfactor services) 5.1 6.1
Change in real effective exchange rate (in percent) 3/ 12.4 -7.5

(In percent of GDP) 1/
Financial variables

Central government balance (including grants) 4/ -1.6 -1.1
Change in broad money (in percent) 14.8 17.1
Change in credit to the nongovernment sector {in percent) 8.4 18.8
Interest rate (in percent) 5/ 57 3.9

Sources. Tanzanian authorities; and IMF staff estimates.

1/ Unless otherwise noted.

2/ Multilateral and bilateral grants and loans (incfuding IMF disbursements).
3/ (+) = appreciation.

4/ Fiscal years beginning in July of year shown.

5/ Weighted average of 3-, 8-, and 12-month treasury bill rate; end of period.
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IMF Completes Fifth Review Under Tanzania's PRGF Arrangement
and Approves US$27 Million Disbursement

The Executive Board of the International Monetary Fund (IMF) completed
the fifth review of Tanzania's economic performance under the Poverty
Reduction and Growth Facility (PRGF) arrangement. As a result, Tanzania
will be able to draw up to SDR 20 million (about US$27 million) under the
arrangement immediately.

The Executive Board also extended the arrangement until end-June 2003
to allow time for the final review to be completed, and waived Tanzania's
non-observance of the structural performance criterion on the approval
procedures for foreign borrowing and the continuous performance criterion
on non-accumulation of external payment arrears.

Tanzania's three-year PRGF arrangement was approved on April 4, 2000
(see Press Release No. 00/25), for SDR 135 million (about USs$169
million). So far, Tanzania has drawn SDR 100 million (about US$134
million) under the arrangement.

The PRGF is the IMF’s concessional facility for low income countries. It is
intended that PRGF-supported programs are based on country-owned
poverty reduction strategies adopted in a participatory process involving
civil society and development pariners, and articulated in a Poverty
Reduction Strategy Paper (PRSP). This is intended to ensure that PRGF-
supported programs are consistent with a comprehensive framework for
macroeconomic, structural, and social policies to foster growth and reduce
poverty. PRGF loans carry an annu! interest rate of 0.5 percent and are

EXTERNAL RELATIONS DEPARTMENT
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repayable over 10 years with a 5 Yz-year grace period on principal
payments.

After the Executive Board's discussion on Tanzania, Shigemitsu Sugisaki,
Deputy Managing Director and Acting Chairman, stated:

“The Tanzanian authorities are 1o be commended for their steady pursuit
of sound macroeconomic policies which, notwithstanding serious capacity
constraints and an often adverse external environment, has resulted in
strong economic performance. Economic activity remains Dbuoyant,
inflation is low, and international reserves are at a comfortable level owing
to steady flows of foreign assistance and direct investment. The fiscal
deficit in 2001/02 was less than budgeted on account of an expenditure
shortfall in non-priority areas. However, the money supply exceeded
targeted growth on account of the large foreign inflows, which calls for a
tightening of monetary policies to prevent a resurgence of inflationary
pressures.

“The main challenge for Tanzania is now to sustain high growth and
reduce poverty while gradually lessening the dependence on external aid.
Good progress has been made in the implementation of the poverty
reduction strategy, and with continued implementation of sound policies,
Tanzania will be well on the way to achieving the targets set out in its
Poverty Reduction Strategy.

“The government's economic program for fiscal year 2002/03 seeks fo
consolidate macroeconomic stability and continue to lay the foundations
for sustained high economic growth and poverty reduction. Structural
reforms focus on improving tax policy and administration, strengthening
public expenditure and debt management, promoting private investment,
and developing the financial sector.

“Crucial fiscal reforms will be the adoption of improved systems for
administering tax exemptions, enhancement of expenditure controls o
prevent the accumulation of arrears, simplification and harmonization of
local government taxation, and strengthening of procedures for contracting
public debt. In the area of financial sector reform, the program foresees
the removal of impediments to bank lending and the establishment of a
regulatory and legal framework for microfinance operations. The program
of privatization of parastatals will continue.

“Tanzania’s public and publicly-guaranteed external debt burden remains
sustainable after the HIPC completion point. However, some non-Paris



Club and commercial creditors have yet to provide debt relief on terms
comparable to those provided by the Paris Club. The Fund urges these
creditors to participate in the HIPC Initiative for Tanzania, and to provide
their share of debt relief.

“The Government of Tanzania intends to complete a second annual
progress report on implementation of the Poverty Reduction Strategy
Paper before the end of 2002. The report will include an updated poverty
analysis based on the recently completed household budget survey,”
Mr. Sugisaki said.



Statement by Ismaila Usman, Executive Director for Tanzania
November 18, 2002

Key points:

Tanzania continues to pursue sound macroeconomic policies and to implement
structural reforms under the PRGF-supported program. The excellent performance
is a reflection of the commitment and determination of my authorities, including at
the highest political level, to move the country beyond the PRGF mode.

Macroeconomic performance under the program remained very strong. Real GDP
grew by 5.6 percent in 2001 and is expected to grow by 6 percent in 2002. Overall
inflation rate continued to decline to 4.4 percent by September 2002 while
international reserves are recorded at a comfortable level of seven months of import
cover.

The Bank of Tanzania is intensifying sterilization of operations through additional
sales of liquidity paper in the amount of Tsh 80 billion, and securitization of
government debt approximately Tsh 180 billion, in order to stem the excess liquidity
and monetary expansion.

Structural reforms are pursued with vigor as demonstrated by government’s
continuous withdrawal from economic activities best led by the private sector, the
establishment of market-oriented regulatory framework, as well as other efforts
geared to improving the investment climate. Prudent financial policies have
preserved macroeconomic stability, while emphasis on fiscal transparency has
improved public sector accountability.

Implementation of the Poverty Reduction Strategy Paper (PRSP) is on target as
reflected in budgetary allocations and other policy interventions. The authorities
expect to present the second annual PRSP progress report during November 2002
which provides a comprehensive poverty assessment.

Performance targets were broadly met. My authorities have taken measures to
address nonobservance of quantitative benchmarks on the reserve money, extra
budgetary expenditure and accumulation of domestic arrears and structural
performance criterion relating to the amendment of legislation to tighten approval
procedures for incurring or guaranteeing new foreign borrowing




Introduction

My authorities wish to express their appreciation to the Fund as well as other multilateral
institutions and bilateral donors for their continued support. The strong support from the
international community has played a catalytic role in ensuring a successful reform process
and has truly underlined the concept of partnership in development. My authorities will
continue to pursue sound macroeconomic policies and to push forward with implementation
of the remaining structural reforms in order to enhance the investment climate, and to
promote private sector development with a view to move the economy to a higher growth
path.

Recent Economic Developments and Prospects

Macroeconomic program objectives were broadly met during the period under review.
Despite delays in some areas, my authorities have persistently pursued structural reforms.
Real GDP grew by 5.6 percent in 2001 and is expected to accelerate to almost 6 percent in
2002, notwithstanding a deterioration of the outlook for the terms of trade of traditional
agricultural exports. The overall 2001/2002 fiscal deficit before grants was about 1.7 percent
of GDP lower than programmed due to lower recurrent expenditures without adverse impact
on allocation of priority expenditures. The overall inflation rate declined, reaching

4.4 percent in September 2002.

The external sector has strengthened considerably. The current account deficit (including
official transfers) narrowed sharply from the equivalent of 9.2 percent of GDP in 1999 to
5.4 percent in 2001, on account of growth in nontraditional exports and a steady flow of
foreign assistance coupled with HIPC debt relief. Although traditional exports are expected
to decline reflecting unfavorable terms of trade, particularly for coffee, cotton and cashew
nuts, overall exports are projected to increase on account of continued strong growth in
nontraditional exports, mainly gold, as well as improvement in tourism receipts. Imports of
consumer goods declined significantly partly because of the recent depreciation of the
shilling, while imports of capital goods remained strong as mining sector activity continues
to grow. Meanwhile, gross official reserves of the Bank of Tanzania increased to

US$ 1.3 billion at end-September 2002, equivalent to seven months of import cover.

Performance Under The Program

Tanzania’s performance under the program remains on track. All quantitative performance
criteria and quantitative benchmarks on central government revenue for end-June 2002 were
observed. A structural performance criterion on submission to Parliament of amendments of
legislation relating to tightening approval procedures for incurring or guaranteeing new
foreign borrowing was not observed because Cabinet decision determined that the requisite
measures should be implemented in the context of the revised National Debt Strategy (NDS).
To this end, several amendments to the existing Loans, Guarantees and Grants Act of 1974
will be submitted to Parliament in February 2003, when Parliament will be in session. In the



interim, measures have been implemented to strengthen the process. Nenobservance of the
reserve money which led to higher-than-programmed expansion in monetary targets resulted
from factors beyond the authorities’ control as well as limited instruments available at the
Bank of Tanzania and the economy to adequately mop up excess liquidity. The rapid
increase in liquidity was attributable to a number of factors including the following:

(1) transfer of government deposits from Bank of Tanzania to accounts of local governments
in commercial banks; (ii) merging and subsequently conversion of two non-bank institutions
to a fully fledged commercial bank, as a consequence, deposits in this bank became part of
money stock; (iii) establishment of a new international bank in Tanzania with a sizable
capital investment; (iv) a large inflow of private capital for mining, other investment projects
as well as a large amount of foreign exchange inflow related to construction of embassy
buildings. In response to this unforeseen liquidity creation, the Bank of Tanzania has
intensified securitization of government debt to ensure observance of the monetary targets.
To address the extra budgetary expenditures related to the air control system, the authorities
will regularize the transaction through a supplementary budget during 2002/2003. Regarding
the accumulation of domestic budgetary arrcars, the authorities have put in place a
mechanism through the existing IFMS to prevent recurrence of such arrears.

Fiscal Policy and Budgetary Reform

My authorities remain committed to maintaining fiscal discipline and transparency,
enhancing government revenue mobilization, and improving public expenditure management
in line with poverty reduction strategy. They concur with staff on the need to broaden the tax
base, to strengthen revenue collection efforts and to improve expenditure management. In
this regard, my authorities have accorded top priority to enhancement of revenue
mobilization and have set in motion a process of addressing revenue enhancement issues.
This process includes a recent request for a Fund mission to examine the cause for VAT’s
weaknesses and the poor performance. Following the mission’s recommendations, my
authorities will implement measures to enhance its collection. In the same vein, as part of the
restructuring effort of tax administration supported by the World Bank, my authorities have
retained the services of a consulting firm to assist in strengthening of tax administration.

The 2002/03 budget targets an increase in revenue-to-GDP ratio of 12.3 percent. To reach
this target, my authorities have identified a number of revenue enhancing measures
(indicated on pages 53 and 54 of the Letter of Intent (LOI) to be implemented in the course
of the 2002/03 budget and beyond. The measures will include, among others, abolition of
customs and excise duty exemptions, rationalization of tax rates, improvement in tax
administration, simplification of tax collection, review of tax laws and amendment of some
of the existing tax incentives.

With regard to the export processing zones (EPZ ) and the EPZ Act, my authorities have
noted staff’s concern pertaining to potential revenue leakage. To this end, my authorities are
reviewing the legislation with a view to targeting benefits that focus on access to AGOA and
EU’s import policy only.



On expenditure management, my authorities will continue to strengthen public expenditure
reform and transparency including through the mechanism of Integrated Financial
Management Systems (IFMS). Furthermore, my authorities will harmonize presentation of
priority expenditures across PRSP, the budget and budget execution reports, to facilitate
better tracking of outlays to priority sectors. These procedures will be embedded in the
2003/04 budget guidelines. The provisioning of such a mechanism with a view to ensuring
funding for priority sectors demonstrate my authorities’ commitment to poverty reduction
strategy. My authorities will continue to enhance fiscal management and transparency at the
local authority level as well in order to consolidate fiscal decentralization. In this regard,
quarterly reports on fiscal accounts for local governments, on a consolidated and stand alone
basis will be published beginning end-2002,

Monetary policy and Financial Sector Reform

My authorities seek to maintain price stability as the main objective of monetary policy with
reserve money as an indicative target. Given the recent rapid increase in demand for money,
the monetary program envisages a 21 percent increase in broad money during 2002
compared to an earlier indicative target of 12 percent. Despite the recent increase in
monetary expansion, my authorities are of the view that it is unlikely to put pressure on price
levels because the increase largely emanates from the improvement of banking services
delivery to rural areas and reclassification of financial assets. Moreover, treasury bills and
other government securities remain the key instruments of monetary policy, supplemented by
repurchase operations with commercial banks and the issue of newly-securitized government
debt to address monetary expansion.

In paragraph 28, staff raise an issue concerning Bank of Tanzania’s perceived reluctance to
address higher-than-targeted monetary growth on account of potentially undesirable
appreciation of the exchange rate and high cost of liquidity paper. The framework within
which my authorities are addressing the problem is indicated in the above paragraph. In
addition, other measures are being taken including the process of securitizing about

Tsh 80 billion during the fourth quarter of 2002. At the same time, Bank of Tanzania has
increased the quantum of its own liquidity paper. In the same paragraph, staff highlight a
concern regarding various structural impediments to bank lending which constrain private
sector investment and contribute to the creation of a structural liquidity surplus in the
financial sector. My authorities are cognizant of the structural impediments and concur on
the need to implement measures that would enhance bank lending. In this connection, my
authorities are already pursuing a number of measures including reviewing of the Land Act
of 1999 with a view to amending it to facilitate use of land as collateral for bank lending.
Other measures to facilitate financial intermediation include Bank of Tanzania’s financial
support to enhance capacity of the commercial court. Other related measures include
computerization of land registry, establishment of a credit information bureau, and judicial
reforms to ensure enforceability of legal contracts.



Debt Relief and Delivery

Regarding external debt, more progress is being made in concluding bilateral agreements
with commercial creditors. My authorities wish to express their gratitude to the United
Kingdom for the grand gesture of debt cancellation and wish that the other creditors who
have indicated willingness to cancel will also do so. However, as indicated by staff, non-
Paris Club and commercial creditors are continuing to pose some problems. In this
connection, my authorities wish to reiterate their request for assistance of the Fund and the
World Bank in finding a more permanent solution to the HIPC-HIPC and the non-Paris Club
bilateral and commercial creditors problem.

Debt Sustainability

To ensure debt sustainability, my authorities approved a revised National Debt Strategy
(NDS) in August 2002. The strategy underlines the importance of fiscal sustainability
through improvement in procedures, selectivity of projects, risk management, and
strengthening of the legal and institutional framework with respect to borrowing and
managing debt. The authorities have began implementation of the recommendations of the
NDS.

Other Structural Reforms

The authorities continue to pursue privatization of public enterprises with a view to
promoting private sector development. The privatization process is now focusing on public
utilities and large financial enterprises including the Dar-es-Salaam Water & Sewerage
Authority (DAWASA), the Tanzania Railways Corporation (TRC), the Tanzania Harbors
Authority (THA), Air Tanzania Corporation (ATC) and the Tanzania Electric Supply
Company (TANESCO) and the National Micro Finance Bank (NMB). The privatization
status of the various entities is as follows: the process of unbundling TANESCO into
autonomous commercial entities before privatization is underway, the transfer of DAWASA
is expected to be completed by end-2002 after a delay of a draft concession agreement.
Privatization of ATC and TRC is well advanced. Privatization of NMB is at an advanced
stage and the investment memorandum is being sent to potential investors.

The divestiture of the 35 percent shares of the telecommunication company, TTCL, which
the authorities sold to a foreign investor is being held by a dispute between the authorities
and the foreign investor over the payment of a second tranche, which depends on the
financial audit of the company’s accounts for 2000. A dispute on the quality and accuracy of
these accounts has thus far prevented an agreement between the authorities and the foreign
investor. The authorities and the foreign investor are currently exploring possibilities of a
conflict resolution mechanism.



Poverty Reduction Strategy

My authorities will present the second annual PRSP progress report by the end of November
2002. The report will draw on the poverty analysis resulting from the recently published
2000/01 Household Budget Survey. The second annual report will also draw on the Poverty
and Human Development Report of June 2002, which provides an overview of the status of
the main poverty indicators and includes a detailed analysis of various aspects of poverty,
focusing particularly on vulnerability. To complement the PRSP process, my authorities are
putting emphasis on maintenance of macroeconomic stability, identifying sources of growth
that would be poverty-reducing, and creation of employment.

Technical Assistance

My authorities are grateful for the continued technical assistance (TA) support from
multilateral and bilateral donors covering a wide range of areas including balance of
paymens, revenne mobilization, public expenditure management and financial sector
strengthening. While technical assistance is being effectively utilized, capacity constraints
still remain a problem because of the loss of qualified staff from the civil service and .
limited capacity in specific professions. In this regard, my authorities wish to underline the
importance of continued TA support and urge the Fund to give due consideration for TA in
the privatization of the People’s Bank of Zanzibar.

Conclusion

While significant achievements have been made thus far, the road to prosperity remains a
very long and arduous one. My authorities have successfully implemented the “first
generation” reform process. The challenge now is to move the economy beyond the reform
process onto to a higher growth trajectory. Technical assistance as well as concessional
financing remain critical in complementing the limited and over-stretched human and
financial resource capacity. Moreover, the main issue that the authorities are grappling with
is the need to identify sources of growth that would lead Tanzania to a higher growth path.
Furthermore, having successfully implemented the first generation reforms, my authorities
would wish to “graduate” from the PRGF approach and therefore wish to explore
possibilities of other instruments available in the context of Fund support. To conclude, my
authorities request the Board to grant waiver for nonobservance of the structural performance
criterion on the approval of procedures for foreign borrowing.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

