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In light of the up-coming Annual National Policy Dialogue and the preparation of MKUKUTA 1I, a Joint
PMG/PER Macro Group meeting was convened to discuss poverty statistics in Tanzania and fiscal policy choices

in 2010.

1. Poverty Statistics in Tanzania
Tim Harris (DFID) gave an introductive presentation comparing the picture shown by national accounts, poverty
data from surveys and price indices. The main points of the presentation were:

Since 2001, Tanzania performed good economic growth between 6% and 8%, but poverty rate remained

unchanged (36% in 2001, 34% in 2007). Questions regarding the underlying reasons were raised. The

following arguments were noted as possible explanations:

a) Growth might have gone to the rich. However, no change in inequity was reported in the HBS.

b) Incomes of the poor might have increased, but not sufficient to cross poverty line. But no change in
poverty gap was reported.

¢) Growth might have been reflected in non-household parts of GDP. However, besides growth in
government spending and investment, growth in household consumption in GDP occurred.

Enormous differences in household consumption were noted between the data from national accounts

and data from the HBS. According to national accounts, household consumption increased by +47%

from 2001 until 2007, compared to +5% according to the HBS. The following points were mentioned as

possible explanations: surveys tend to miss some of the rich, household consumption in GDP is not

measured directly (except in HBS years), and the use of different price indices.

Furthermore, it was noted that national accounts and HBS measure price changes differently. In order to

make a comparison, the need to remove price change (deflate) was highlichted. According to the

Consumer Price Index (CPI) an increase in prices of +45% occurred between 2001 and 2007, compared

to +93% reported in the HBS.

It was noted that GDP uses Producer Price Index (PPI) and Consumer Price Index (CPI).

Key summary of discussion:

Different deflators: The use of different deflators in national accounts and the HBS was seen as the most
likely reason for differences in HBS and national accounts rather than weaknesses in the national accounts
system.

Understatement of consumption: The tendency of richer household to understate their consumption in order to
avoid taxation was noted. Therefore, the increase of household consumption might have been higher than
reflected in the HBS.

Consumer Price Index (CPI): The importance of the CPI was highlighted. Concerns regarding feeding the
CPI into the national accounts were noted. The need for additional data on expenditure was pointed out.
Role of PMG: The need for PMG to play a critical role in the following issues was highlighted: (a)
Undertaking dialogue with government/NBS and other relevant institutions in improving the quality of
data, (b) Taking the initiative to bring the Statistical Master Plan forward, and (c) Strengthening dialogue
with respective government agencies and DPs in order to put a system in place to produce quality data
which can inform policy makers.



2. Fiscal policy choices in 2010
As an introduction Stevan Lee (DFID) gave a presentation on fiscal policy in Tanzania since 2000. The main
points of the presentation were:

In 2000s, the first round of economic reforms seemed to pay off with a very elastic supply curve. This
made it possible for the economy to grow fast and have a big demand stimulus from aid, without high
inflation and only a little crowding out of private investment. The fiscal policy at that time was to
maximize public spending, resulting in rapid increases in tax revenues.

In 2008/9, the fiscal policy of high public spending came under stress, leading to an increase of inflation.
Despite high growth in 2008 (7.4%), the ambitious target of increasing revenues from 15.9% to over 18%
of GDP in one year was not met. The domestic revenue remained at 15.9% of GDP.

At the Annual National Policy Dialogue in 2008, DPs were informed that the fiscal policy strategy was to
increase public investment in order to shift the supply curve outward to facilitate further non-inflationary
growth. However, limits on revenue performance and zero NDF rule implied a slower overall increase in
spending. Some DPs welcomed slower spending.

During the global crisis in 2009/10 growth slowed down in Tanzania. Nevertheless, the fiscal stimulus
budget was more active in Tanzania than in most other countries. The revenue target was set at 0.5% of
GDP. The stimulus resulted mostly from borrowing on domestic markets (1.6% of GDP), but also from
aid. The planned expenditure increased rapidly from 17.7% to over 20% of GDP. The expenditure side
showed bias towards public spending (10% switch from capital to good and services).

By referring to the “Diamond Rule”, IMF suggested that within certain rules Tanzania can have more
debt-sustainable borrowing for limited expenditure growth biased towards infrastructure.

The challenges in fiscal policy in 2010 were highlighted as the following: high recurrent spending and low
capital spending, reduced IDA, high level of domestic borrowing, and only slow increase of revenue.
According to this, the fiscal space is more restricted than in years prior the global crises. The question was
raised on how it can be avoided that high borrowing finances high recurrent spending.

Key summary of discussion:

Mitigating results of the global crisis: GOT’s approach of using the fiscal space from previous years to mitigate
the results of the global crisis was seen as legitimate and the stimulus in 2009/10 as appropriate. However,
the question was raised on how and to what extent GoT can return to the previous level, taking large
expenditures in secondary education into account.

Expenditure in education, health and infrastructure: High spending in education and health was not perceived as
a concern; and investments in infrastructure were seen as useful due to high returns. However, it was
noted that the importance of infrastructure has not been reflected in the budget. Concerns were raised
regarding possible reductions in health and education expenditures, if infrastructure becomes a top
ptiority of GoT. The need to enhance the track record of infrastructure expenditure as well as
strengthening the linkage to the private sector was highlighted. Furthermore, it was suggested to consider
expenditure data in absolute terms as well as per capita.

Taxes: In 2004, domestic revenue increased due to tax increase which was supported by DPs. For 2010, an
increase of tax collection will not be feasible according to the Tanzanian Revenue Authority. Instead,
broadening the tax base as well as increasing the efficiency of tax collection should be considered as key
issues. More analysis in this regard will be needed.

Treasury rate: A treasury rate below zero was noted. The reason for it was seen in the fact that markets in
Tanzania are managed by GoT and not by the market. The question for appropriate GoT actions to
address this issue was raised.

Public Investment: The main concern of fiscal policy in Tanzania is a supply curve which is predominantly
influenced by private investments. The need to increase public investment was emphasized.
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