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PREFACE

he Tanzania Economic Update (TEU) is a

biannual report describing the recent evolu-

tion of Tanzania’s economy, and each edition
highlights a subject of critical interest to policymakers.
The TEU series is also designed to reach a broader
audience of stakeholders that includes the private
sector, the government’s development partners, and
the public. To ensure that the TEU is accessible to
as wide a readership as possible, each edition is
presented in a relatively nontechnical style.

This nineteenth edition of the TEU was prepared
by a team from the World Bank’s Macroeconomics,
Trade and Investment (MTI) Global Practice, with
contributions from several other Global Practices. The
overall effort was led by Saadia Refagat (Senior Coun-
try Economist, EAEM1) and Emmanuel Mungunasi
(Senior Economist, EAEM1). The analysis benefited
from advice provided by William Battaile (Program
Leader, EAEDR).

Saadia Refagat (Senior Country Economist,
EAEM1) authored the sections on monetary
policy and inflation, balance-of-payments position
and macroeconomic outlook and risks, while the
sections on recent economic activity, fiscal and
debt developments, and Zanzibar recent eco-
nomic synopsis were co-authored by Xu Dong
(Consultant, EAEM1) and Saadia Refagat (Senior
Country Economist, EAEM1). Pedro Olinto (Senior
Economist, EAEPV), Rob Swinkels (Lead Country

Economist, EAWDR), and Revocatus Washington
Paul (ET Consultant, EAEPV) provided input on
poverty trends. Sergiy Kasyanenko (Economist,
EPGDR) prepared the section on global economic
conditions. Box 1 (The State of Tanzania’s Economy
in Six Charts), Box 2 (Recent Inflation in Tanzania
vs. Regional Countries: Some Observations) and
Box 5 (External Competitiveness in Tanzania -
Where Does it Stand?) were prepared by Saadia
Refagat (Senior Country Economist, EAEM1), while
Box 3 (Government Expenditure Arrears: Current
Status) and Box 4 (Preliminary Budget Analysis for
FY2023/24) were prepared by Xu Dong (Consul-
tant, EAEM1) and Saadia Refaqgat (Senior Country
Economist, EAEM1). Box 6 (Tanzania’s Declining
Official Foreign-exchange Reserves: Challenges
and Solutions) was written by Xu Dong (Consultant,
EAEM1) and Emmanuel Mungunasi (Senior Econo-
mist, EAEM1) and Box 7 (Tanzania PFM System
Challenges) was authored by Benjamin Ndazi
EAEG1) and
Emmanuel Mungunasi (Senior Economist, EAEM1).

Salman Zaidi (Consultant, EAEM1) adapted
the special focus section of the report from the World
Bank’s Tanzania Public Expenditure Review FY2022
titled the efficiency and effectiveness of fiscal policy
in Tanzania. The expenditure-benchmarking section

Mtesigwa (Governance specialist,

in the larger report was authored by Emmanuel Mun-
gunasi (Senior Economist, EAEM1) and Irina Capita
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X

(Consultant, EMFTX). The
section was co-authored by Jaffar Al-Rikabi (Senior
Economist, EMFTX), and Joseph Massad (Consultant,
EMFTX). The section on the distributional impact of
fiscal policy was written by Rob Swinkels, Ercio Munoz
(Consultant, EAEPV), Elineema Kisanga (Consultant,
EAEM1), Vincent Leyaro (Consultant, EAEPV), and
Josephat Hongoli (Consultant, EAEPV).

Hassan Zaman (Regional Director, EAEDR),
Asad Alam (Regional Director, EECDR), Abha Prasad,
(Practice Manager for MTI, EAEM1), Nathan M.
Belete (Country Director, AECE1), and Preeti Arora
(Operations Manager, AECE1) provided guidance
and leadership throughout the preparation of the

revenue-benchmarking

report. Rehema Mercy Mashayo, Catherine Audax
Mutagwa, Juma Bruno Ngomuo, and Karima Ladjo

managed the printing process for this edition of the
TEU, with support from Loy Nabeta, who assisted with
external communications. Sean Lothrop was respon-
sible for the overall editing of the report. The pictures
used were procured for this report unless otherwise
acknowledged.

The findings, interpretations, and conclusions
expressed in this publication do not necessarily reflect
the views of the World Bank’s Executive Directors or
the countries they represent. The report is based on
information current as of early August 2023.

The World Bank team welcomes stakeholder
feedback on the content of the TEU. Please direct all
correspondence to Saadia Refagat (srefagat@world-
bank.org) and Emmanuel Mungunasi (emungunasi@
worldbank.org).
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EXECUTIVE SUMMARY

lobal growth is projected to slow sig-

nificantly in 2023 as continued monetary

tightening constrains the credit supply.
Inflationary pressures remain strong across much
of the world, and headline inflation rates continue to
exceed policy targets in most inflation-targeting econo-
mies. Stubbornly high inflation has resulted in higher
borrowing costs, tighter credit conditions, and elevated
financial stress, particularly in commercial real estate
and other sectors that are highly sensitive to interest
rates. Global economic activity is expected to weaken
substantially in 2023, with the global growth rate
projected to fall to just 2.1 percent before recovering
modestly to 2.4 percent in 2024. Growth in emerging
markets and developing economies (EMDESs) is also
expected to slow significantly this year due to softening
external demand, intensifying credit constraints, and
weaker spillovers from China. The aggregate growth
rate among EMDEs excluding China is projected to
drop from 4.1 percent in 2022 to 2.9 percent in 2023.
Meanwhile, the risk of debt distress is rising across
EMDEs, especially low-income countries.

Tanzania’s economy has performed rela-
tively well despite a challenging external environ-
ment. The GDP growth rate reached 4.6 percent in
2022 and is expected to rise to 5.1 percent in 2023,
supported by an improving business climate and the
implementation of structural reforms. Growth is fore-
cast to average about 5.8 percent over the medium

term, as weakening demand, persistent inflation-
ary pressures, and high interest rates prevent a
more robust expansion. The headline inflation rate is
expected to remain moderate and close to the cen-
tral bank’s target, though elevated global food and
fuel prices will continue to exert upward pressure.
The current-account deficit is projected to decline
gradually over the medium term and will be largely
financed by concessional external borrowing and for-
eign direct investment. The fiscal deficit is expected
to narrow as the economic recovery boosts domestic
revenues while the growth of public spending slows,
and the public debt stock should fall from 43.8 per-
cent of GDP in 2022 to about 38 percent over the
medium term.

Tanzania has enjoyed a strong post-
pandemic recovery, but recent growth has been
concentrated in sectors that employ few work-
ers from poor households. Wealthier households
with greater human capital and productive assets
have been better positioned to seize the opportuni-
ties generated by rapidly growing sectors such as
construction, information and communications tech-
nology, and real estate. This imbalance in economic
opportunities has widened the income gap. Mean-
while, job creation is becoming increasingly urgent as
a young and growing workforce intensifies pressure
on the labor market. Nevertheless, Tanzania’s pros-
pects for reducing poverty are cautiously optimistic,
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and the national headcount poverty rate is projected
to gradually decline as the recovery continues, though
unstable external conditions, delays in implement-
ing pro-poor economic policies, and the escalating
effects of climate change could threaten the country’s
hard-won progress on poverty reduction.

The anticipated recovery of agricultural
output, coupled with an expanding services sec-
tor, is expected to stimulate growth and poverty
reduction over the medium term. The government
has significantly increased the budget for the agricul-
tural sector, which employs nearly 70 percent of rural
workers. As the regional drought subsides, the sector’s
growth rate is expected to rise from 3 percent in 2022
to 5 percent in 2025. Greater agricultural output will
boost household incomes in rural areas, with positive
implications for poverty and inequality. Meanwhile,
the rapid expansion of retail and repair services is
expected to drive growth in the services sector, bolster-
ing the incomes of informal urban workers. Finally, the
continued growth of tourism should support further
poverty reduction both in urban and rural areas.

The government recognizes that a dynamic
private sector fueled both by domestic and
international investment is crucial to increase
productivity, accelerate job creation, and sup-
port more inclusive and resilient growth. In 2018,
the authorities adopted the Blueprint for Regulatory
Reforms to Improve the Business Environment, which
focuses on increasing administrative efficiency and
promoting transparency in the public sector. The
country’s Third Five Year Development Plan prioritizes
macroeconomic stability, industrial development, and
trade integration, emphasizing the private sector’s
role in leveraging Tanzania’'s geographic position and
resource endowments to boost production and sup-
port inclusive growth. These initiatives are consistent
with the National Development Vision 2025, which
envisages Tanzania as a middle-income country in
which well-developed human capital and an ample
supply of high-quality livelihoods vyield broad-based
gains in living standards.

Tanzania has several
advantages that could support a successful tran-

macroeconomic

sition to middle-income status. It is one of the few
economies in the region that did not experience a

contraction in 2020. lts modest risk of debt distress
offers some space to prudently utilize debt financing.
The government’s fiscal position remains relatively
strong and stable, and international reserves are at
a comfortable level. To capitalize on its sound mac-
roeconomic policy environment and to lay the foun-
dation for robust, inclusive, and sustainable long-term
growth, the government should seize the opportunity
to implement a more ambitious human capital devel-
opment agenda. Creating adequate fiscal space to
invest in human capital in a context of persistently
high poverty rates, significant downside risks to the
economic outlook, and limited budgetary resources
will require reforms both to revenue administration
and public spending. Given the indispensable role of
fiscal policy in realizing Tanzania’s ambitious devel-
opment vision, this report devotes special attention
to understanding how policymakers can effectively
mobilize additional resources while maintaining sta-
ble budgetary and debt dynamics.

Closing compliance gaps can help bolster
revenues while establishing a fairer, more efficient
tax system. Improved tax collection helped narrow
the tax gap from 8 percent of GDP in 2000 to 5.6 per-
cent of GDP in 2017. The government can further
increase tax productivity by adjusting rates, rational-
izing exemptions, expanding the tax base, leveraging
digital technologies to enhance tax administration,
and improving compliance management. Introducing
a more rigorous system for taxing income from capital
and immovable property could bolster the govern-
ment’s revenue position, while updating cross-border
taxation policies could reduce the risks associated
with base erosion and profit-shifting by multinational
corporations. Strengthening tax administration at the
top of the income distribution would improve the tax
system’s equity while increasing revenue mobilization
and reinforcing the social contract. Building the capac-
ity of the tax authorities will be essential to expand
collection efficiently and equitably and could lay the
groundwork for further reforms. The authorities can
complement the ongoing e-filing rollout by enhanc-
ing the integrity of the taxpayer database, which will

' https://mof.go.tz/mofdocs/overarch/vision2025.htm.
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BOX 1: THE STATE OF TANZANIA'S ECONOMY IN SIX CHARTS

FIGURE B1.A « Spillovers from Russia’s war in
Ukraine have significantly altered
the macroeconomic outlook
across Sub-Saharan Africa.
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FIGURE B1.C « Despite these external headwinds,
economic activity remains strong,
with prudent macroeconomic
management contributing to
sustained increases in output.
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FIGURE B1.B « Tanzania’s import-dependent
economy continues to face
challenges on the external front
due to the war, the global
economic slowdown, and
elevated commodity prices.
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FIGURE B1.D « A robust recovery in the tourism
sector, coupled with elevated
demand for private credit,
continues to support growth.
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BOX 1: THE STATE OF TANZANIA'S ECONOMY IN SIX CHARTS (continued)

FIGURE B1.E « These improvements
notwithstanding, Tanzania’s
recent growth momentum
continues to lag many of its peers.
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FIGURE B1.F « To unlock the economy’s full
potential, the government will
need to deepen reform
implementation with support
from its development partners.
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be necessary to expand registration. Improving data
collection and data analytics, adopting a risk-based
approach to compliance management, and hiring and
training more auditors could help ensure that all regis-
tered taxpayers report and pay their true tax liabilities.

A combination of limited fiscal transpar-
ency, low budget-execution rates, and a weak
public financial management system undermines
the impact of public spending in Tanzania. While
the government has increased expenditures in recent
years, total public spending remains well below the
averages for Sub-Saharan Africa and lower-middle-
income countries worldwide. Moreover, low spending
levels do not necessarily imply that expenditures are
efficient, and a recent report from the Controller and
Auditor General’s office highlighted key weaknesses
in budget credibility, cash management, and commit-

ment controls. These issues can be addressed by
improving the reliability of the budget, strengthening
internal controls, and allocating resources on a
medium-term basis in line with national priorities.
Tanzania’s fiscal system substantially
reduces income inequality, while public spending
on social services more than offsets a moderate
increase in poverty. By international standards,
Tanzania’s fiscal system has a highly positive impact
on inequality, and the modest observed increase in
poverty is consistent with the experience of compa-
rable countries. Tanzania’s direct taxes are highly
progressive, and its value-added tax (VAT) also
appears to be moderately progressive, unlike VATs in
many comparable countries. Several excise taxes are
regressive, including those on wine, spirits, tobacco,
and kerosene, but these taxes may reduce the

TANZANIA ECONOMIC UPDATE, ISSUE 19, 2023 - THE EFFICIENCY AND EFFECTIVENESS OF FISCAL POLICY IN TANZANIA



consumption of products associated with negative
social and health consequences. Broadening the VAT
base would reduce inequality, and the additional VAT
revenue could be used to offset a marginal increase
in the poverty rate. Implementing a standard VAT
rate for water and petroleum products would slightly
increase poverty by expanding tax liability, but its
distributional impact would be progressive. Expand-
ing the VAT base is consistent with improving its fiscal
efficiency, as exemptions distort relative prices, and it
could generate additional revenue to finance social
services, but an increase in conditional cash transfers
will be necessary to shield poor households against
rising tax liability.

Tanzania’s conditional cash transfers are
progressive, as are public education and the
healthcare services provided at outpatient facili-
ties. Consistent with their core purpose, conditional
cash transfers are the most progressive government
expenditure. Other expenditures that disproportion-
ally benefit poor households include the provision
of public primary education, public preschool, and
healthcare at outpatient facilities, as well as public
assistance for school uniforms. Spending on most
forms of post-secondary public education is slightly
progressive, except for public vocational schools.
Once the public provision of social services has

been accounted for, fiscal policy reduces the pov-
erty rate.

Tanzania’s most urgent reform priorities
include measures to improve efficiency and
effectiveness of expenditure programs and boost
tax-revenue mobilization. The government should
assess and regulate budget transfers to state-owned
enterprises to ensure their sustainability. An analysis
of the implementation capacity of ministries with low
expenditure execution rates could inform efforts to
improve procurement systems and strengthen monitor-
ing and evaluation. Improved data collection at the
local level could help assess the efficiency of local gov-
ernment spending on education and healthcare. The
government should adjust VAT, corporate income tax,
and excise tax rates to increase revenue mobilization,
and excise taxes on tobacco should be reevaluated
to balance revenue and public health objectives.
Strengthening taxation on wealthier households is
vital to improve the equity of the tax system. Reinforc-
ing the tax administration’s auditing capacity will be
necessary to boost collection efficiency and enhance
distributional equity, and registration thresholds should
also be adjusted to broaden the tax base. The Commit-
ment to Equity (CEQ) methodology could be used to
assess the impact of proposed fiscal policy changes
on household income, poverty, and inequality.

EXECUTIVE SUMMARY
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TABLE 1 « Priority Reforms to Improve the Efficiency and Effectiveness of Fiscal Policy

Recommendation Time Frame

Q...--...-,:
« 100
o0 0 @ E———
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Public Expenditures

« Carry out a rapid assessment of the implementation capacity of ministries with
low rates of expenditure execution, especially for donor-financed development
Development spending.
expenditures  Improve public procurement planning to accelerate project implementation.
e Strengthen the process for conducting mid-term reviews of budget execution
and improve the execution of donor-funded development spending.

Local government

e Improve data collection on actual public spending by local governments.
spending p p p g by g

Government spending * Assess the efficiency of public spending on education and healthcare at the local
on education and level to identify the causes of the poor performance of social spending.
healthcare

* Assess the sustainability of recurrent and capital transfers to SOEs based on
regulatory fees and standard operating costs.
Budget transfers * Based on this assessment, adjust fees or reduce SOEs operating costs within an
to state-owned agreed timeframe.

enterprises (SOEs) « Gradually eliminate budgetary transfers to commercial SOES, or, where justified,
convert such transfers to loans with specific and transparent tenures and rates.

* Require regular financial reporting by all SOEs.
Tax Revenues

Excise taxes * Re-evaluate excise taxes on tobacco to increase revenue and support public health
on tobacco objectives.

Productivity of » Consider adjusting the VAT, CIT, and excise tax rates to boost their productivity
indirect and and mobilize additional revenue.
direct taxes

Equity of the « Strengthen taxation on households at the top of the income distribution to
tax system improve the tax system'’s equity and mobilize additional revenue.

Tax  Strengthen the tax administration’s auditing capacity to expand collection
administration efficiently and equitably.
capacity

Tax * Broaden the tax net by realigning registration thresholds.
registration
thresholds

Distributional Impact of Fiscal Policy

* Use the CEQ methodology to review proposed changes in taxation and public
CEQ analysis expenditure palicies, including subsidies, to assess their potential impact on
household income, poverty, and inequality.

» Broaden the VAT base and use a portion of the revenue generated to increase
VAT base funding for social services.

Conditional « Consider increasing conditional cash transfers to compensate poor households
cash transfers for the negative impact of an expanded VAT base or other fiscal policy changes.

Key @ Shortterm Short to medium term @® Vediumterm
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RECENT ECONOMIC
DEVELOPMENTS

Economic Activity and Poverty
Trends

Despite unfavorable global and regional develop-
ments, Tanzania’s economy continues to expand
at a moderate pace. During 2022, the real GDP
growth rate was 4.7 percent year-on-year (y/y), slightly
down from 4.9 percent in 2021. This slight decelera-
tion reflected a modest decline in the contribution of
the agricultural sector, while all other sectors broadly
sustained their contributions from the previous year
(Figure 1). However, growth was not constant across all
subsectors, and accelerations in some compensated
for slowdowns in others (Figure 2). On a sequential
basis, real GDP growth bottomed out at 3.5 percent
in the fourth quarter (Q4) of 2022 before rebounding
to 5.6 percent, the highest y/y quarterly growth rate
since 2020, in the first quarter (Q1) of 2023.
Irregular rainfall negatively affected Tanza-
nia’s major crops during 2022. According to the
National Bureau of Statistics (NBS), crop production—
which represents 13 percent of GDP—grew by an
average of 2 percent in the second half of 2022, down
from 6 percent in the second half of 2021. As a result,

the overall growth of crop production slowed from
3.6 percent in 2021 to 2.7 percent in 2022. Due to the
government’s involvement in the production of forest
products to ensure sustainable harvesting, the growth
of the forestry subsector ticked down from 3.5 percent
in 2021 to 3.1 percent in 2022. Meanwhile, the growth
of fishery output fell from 2.6 percent to 1.9 percent.
By contrast, livestock production, which accounts for
about 7 percent of total output, has grown steadily at
a rate of about 5 percent per year over the past two
years. Consequently, the aggregate value of agricul-
tural production declined from 3.9 percent in 2021 to
3.3 percent in 2022. In recent years, the Tanzanian
authorities have taken important steps to address the
country’s climate-related challenges.? Tanzania is a
major food producer in East Africa, but the increasing

2 This included the preparation of National Climate
Change Response Strategy 2021-26, which entails a
set of adaptation and mitigation interventions in major
economic sectors. In addition, through national planning
envisaged under the Third National Development Plan,
authorities are prioritizing the strengthening of the
systems for environmental protection and sustainable
use of natural resources.



FIGURE 1 « GDP Growth

FIGURE 2 « GDP Growth by Sector
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frequency and severity of extreme weather events and
other climate-related economic disruptions pose a
serious threat to its agricultural sector.®

The growth of the industrial sector edged
up from 5.4 percent in 2021 to 5.5 percent in
2022. Construction led the sector, followed by mining
and manufacturing. Construction grew by 4.4 percent
during the year, representing about two-fifths of the
total increase in industrial output. As construction
activity expanded, domestic cement manufacturing
rose by 14.9 percent, with a similar increase in cement
consumption during 2022. Meanwhile, the related
credit offtake also surged by 25 percent. Accelerated
coal production continued to drive growth in the
mining sector. According to the NBS, coal output
increased by almost 2.5 times between 2021 and
2022 amid shortages of crude oil and natural gas
caused by Russia’s war in Ukraine.* As a result, the
mining sector’s total output growth accelerated from
9.4 percent in 2021 to 10.9 percent in 2022. By con-
trast, the growth of manufacturing output slowed from
4.8 percent in 2021 to 4.2 percent in 2022, which
was partly evident in a deceleration of the growth of
manufacturing exports from 32.9 percent in 2021 to
18.3 percent in 2022.

The services sector was responsible for
almost half of overall GDP growth in 2022. The

(% y/y change)
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sector's annual growth rate rose from 5.0 percent
in 2021 to 5.2 percent in 2022, driven by the strong
performance of the finance and insurance, accom-
modation and restaurant, transportation and storage
subsectors (Figure 2). Broadly, the underlying increase
in transport, accommodation, and trade reflected the
impact of easing travel restrictions adopted during the
pandemic and normalizing domestic and international
demand for trade-related services, as underscored by
the rapid growth of transport and tourism during the
year.® However, despite a sustained recovery in eco-
nomic activity and rising commodity production, the
growth of subsectors such as information and com-
munication, and administrative and support services
slowed between 2021 and 2022.

3 According to the IMF database, the number of flood-
related climate disasters in Tanzania rose from
10 reported during 2000-10 to 21 in the last ten years.

4 According to the Ministry of Minerals, coal production
increased from 0.98 million tons in 2021 to 2.5 million
tons in 2022. According to the Bank of Tanzania, export
of coal recorded at US$160.4 million in 2022, compared
to only US$13.2 million in 2021.

5 According to export data from Bank of Tanzania, transport-
related exports grew by 20.2 percent in 2022, while
travel receipts nearly doubled from the previous year.
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FIGURE 3 « Cement Consumption and Electricity
Generation
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After slowing in Q4 2022, economic activity
accelerated in Q1 2023, driven by the industrial
and services sectors. Real GDP rebounded to
a robust 5.6 percent in Q1 2023, up from a low of
3.5 percent y/y in Q4 2022 and 5.5 percent in Q1
2022. The industrial sector's growth rate rose from
6.6 percent in Q1 2022 to 7.7 percent in Q1 2023,
reflecting a 6.2 percent surge in the construction sub-
sector and a double-digit expansion in the mining and
quarrying subsector. Supported by the rapid growth of
the trade and repair (+6 percent, y/y) and finance and
insurance (+13 percent, y/y) subsectors, the growth
rate for the services sector rose from 5.0 percent in
Q12022 to 5.7 percentin Q1 2023.

High-frequency data confirmed the accel-
erating expansion. The average output index for
selected industrial subsectors was higher in Q1
2023 than in Q1 2022, consistent with the growth
of manufacturing. While domestic cement consump-
tion contracted by 1 percent in Q1 2023 due to
base effects, demand remained robust by historical
standards, driven by the growth of related construc-
tion industries. Electricity generation increased by
9.3 percent in Q1 2023, albeit down from 17 percent
in Q1 2022 (Figure 3). Meanwhile, skyrocketing
tourism-related services and communications activity
helped boost overall services output and net exports

FIGURE 4 « Deviation in Growth, Historical vs. 2022
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in Q1 2023. Since July 2022, tourism arrivals have
consistently surpassed their pre-pandemic averages,
rebounding by 41.4 percent in Q1 2023. Meanwhile,
travel receipts rose by 51.6 percent in Q1 2023. The
growth of voice-traffic minutes (a proxy for value
addition in the information and communications
subsector) rose to 24.3 percent in Q1 2023, up from a
still-robust 22.3 percent in Q4 2022.

Although Tanzania has experienced a
sustained post-pandemic recovery, the economy
is still operating below its long-term potential.
Between 2009 and 2019, Tanzania’s annual real GDP
growth rate averaged about 6.3 percent, close to the
average for the previous ten years. While economic
growth has accelerated in the wake of the pandemic,
driven by two years of strong domestic demand, it
has yet to return to its historical long-term trajectory
(Figure 4). Supported by rising investment, the growth
of domestic demand rose from 4.9 percent in 2021
to 6.8 percent in 2022.° Moreover, Tanzania's post-
pandemic recovery continues to lag those of many
regional peers. The deviation of the country’s growth
path from those of its closest comparators reflects

6 Domestic demand is defined as the sum of total

consumption and investment. These estimates were
prepared by World Bank staff.
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the country’s large infrastructure and social-spending
needs, including mounting health and education costs
driven by rapid population growth.”

Robust economic growth in the pre-
pandemic era had only a modest impact on
reducing poverty rates. Between 2012 and 2018,
GDP per capita surged by 21 percent, yet the poverty
rate fell by just two percentage points. The weak
effect of economic growth on poverty reduction is
due to growth being primarily focused in sectors that
employ relatively few workers, especially those from
poor households. Furthermore, urban areas have
seen poverty rates increased from 16 percent in 2012
to 21 percent in 2018, while rural areas continued
to grapple with lower welfare levels than their urban
counterparts. By 2021, the economic downturn
caused by the pandemic had reduced median con-
sumption per adult equivalent by 10 percent from its
2014 level while increasing the national basic-needs
poverty rate from 26 to 27 percent. In 2022, no signifi-
cant change in the poverty rate is anticipated.

Looking ahead, the prospects for poverty
reduction in Tanzania are modestly optimistic. The
GDP growth rate is forecast to rise to 5.1 percent in
2023 and reach its long-term potential rate of 6 percent
by 2025. The poverty rate is expected to gradually
decline from 27 percent in 2022 to 26.5 percent in
2023, 26.3 percent in 2024, and 25.9 percent in 2025.8
However, major threats to the macroeconomic outlook,
including an unstable external environment, delays
in domestic policy implementation, and the adverse
effects of climate change, could derail the anticipated
decline in poverty rates. Poverty-reduction policies
should concentrate on investing in human capital,
enhancing agricultural productivity among smallholder
farmers, fostering job creation by improving the busi-
ness climate, and expanding women’s access to
economic opportunities and productive assets.

Monetary Policy and Inflation

Driven both by global and domestic factors,
headline inflation in Tanzania has risen, albeit
at a slower pace than in many peer countries.
Cumulatively, headline consumer price index (CPI)
inflation rose from 3.7 percent in 2021 to 4.4 percent

in 2022—exceeding 4 percent for the first time since
2017. Almost 40 percent of the increase in domestic
inflation during 2022 can be attributed to higher food
prices (Figure 5),° as the spike in food-price inflation
caused by Russia’s war in Ukraine compounded the
effects of a protracted regional drought. Food makes
up about 28 percent of Tanzania’s consumer basket,
and cumulative food-price inflation increased from
4.3 percent in 2021 to 7.3 percent in 2022. During
the same period, the energy, fuel, and utilities compo-
nents of headline inflation increased by 6 percentage
points, from 3.1 percent in 2021 to 9.1 percent in
2022, reflecting rising global energy prices.!

While headline inflation accelerated, core
inflation remained subdued throughout 2022.
Cumulatively, the core inflation rate fell from 4.1 per-
cent in 2021 to 3 percent in 2022." Retail prices for
clothing and footwear, which make up about 11 per-
cent of the CPI basket and are a major component
of core inflation, fell from 4.6 percent in 2021 to
2.5 percent in 2022. Similar trends were observed in
other core prices, especially those related to services.
In aggregate, services-related inflation dropped from
3.1 percentin 202110 2.8 percent in 2022. By contrast,
goods prices increased from 4.1 percent to 5.3 per-
cent over the period. Despite its subdued growth, core
inflation accounted for half the increase in headline
inflation during 2022, as core prices represent a large
share of Tanzania’s CPI basket.

Despite headwinds, inflation in Tanzania
remained substantially lower than in many other
regional economies. According to the latest IMF

7 Tanzania's population growth rate was estimated at
3 percent in 2022, versus a 2.6 percent average for East
Africa and a 2.4 percent average for all of Africa. Source:
United Nations World Population Prospects.

8 An upcoming comprehensive household budget survey
in FY2023/24 will provide fresh data on the official
poverty rates.

® For example, as against general decline observed in
2021, domestic maize prices on average increased by
73 percent while rice prices grew by 52 percent in 2022.
Similar trends were reported in other food crop prices.
Source: Bank of Tanzania.

© Domestic pump prices for petrol and diesel experienced
28 percentand 38 percentincrease in 2022, respectively.

" According to Bank of Tanzania, core inflation excludes
unprocessed food, maize flour, energy, and fuel.

TANZANIA ECONOMIC UPDATE, ISSUE 19, 2023 - THE EFFICIENCY AND EFFECTIVENESS OF FISCAL POLICY IN TANZANIA



FIGURE 5 « Headline Inflation by Component
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estimates, headline inflation rates in Sub-Saharan
Africa (SSA) averaged about 14.5 percent in 2022,
almost 3.3 times higher than in Tanzania.”? Cross-
country data show that all major inflation components
were lower in Tanzania than in SSA during 2022.
Food-price inflation, for example, ranged between
13 percent and 37 percent across the region, while
reaching just 7.3 percent in Tanzania (Figure 6). Simi-
lar trends were observed for fuel-price inflation, core
inflation, and other components. Policy interventions,
including price subsidies for fuel and fertilizer, contrib-
uted to Tanzania’'s lower inflation rates.”® In addition,
the relative stability of the Tanzanian shilling vis-a-vis
the US dollar contrasts with the broad depreciation
observed across other regional countries (Box 2).
Inflation has slowed since the start of
2023. Driven by the core and non-core components
of the CPI basket, headline CPI inflation hovered at
around 4.9 percent between Oct-2022 and Jan-2023.
However, following five consecutive monthly declines,
the CPI inflation rate fell to 3.6 percent in Jun-2023,
down almost a full percentage point from Jun-2022.
Complemented by inflation-reducing policy measures,
the easing of global commodity prices has helped
slow the growth of domestic prices, especially for
energy and transportation.” A year ago, energy, fuel,

FIGURE 6 « Drivers of Inflation, Tanzania and
Sub-Saharan Africa, 2022
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and utilities accounted for one-quarter of the overall
increase in consumer prices, but by June these items
were no longer a source of significant price pressures.
Nevertheless, rising domestic food prices continue to
keep overall inflation elevated (Figure 5). Cumulatively,
CPI inflation rose from 3.9 percent in H1-2022 to 4.4
percent in H1-2023.

Though inflation remains well below the
central bank’s medium-term target of 5 percent,
monetary policy remained relatively tight in early
2023. The central bank’s less-accommodative stance
is slowing the growth of monetary aggregates. The
growth of reserve money, a key policy target, slowed
from 17.3 percent at end-2021 to 15.8 percent at end-
2022. Similarly, the growth rate of the extended broad
money supply (M3), an intermediate target for the central

2 IMF, World Economic Outlook April 2023.

¥ The FY2022/23 budget included a Tsh50,000 subsidy for
each bag of fertilizer purchased by farmers, according to
the agriculture minister. Media reports and the FY2023/24
budget speech also indicate that the government provided
a Tsh100 billion monthly fuel subsidy.

“ According to the World Bank Commodity Price
Database, global energy, food, and raw material price
indexes fell by 30 percent, 10.5 percent, and 12 percent,
respectively, y/y in H1-2023.
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BOX 2: RECENT INFLATION IN TANZANIA VS. REGIONAL COUNTRIES: SOME OBSERVATIONS

Since the end of the acute phase of the pandemic, countries in SSA have faced significant economic challenges due to unprecedented spike in
inflation, which has been exacerbated by Russia’s war in Ukraine and its disruptive effects on global prices. To address inflationary pressures,
central banks across the region have tightened their monetary policies (Table B2). However, Tanzania’s policy rate remained unchanged in
2022—due in partto the absence of an interest-rate-targeting monetary regime—while the growth of the money supply slowed to a lesser extent
than in many other SSA countries. Nevertheless, inflation in Tanzania was significantly lower than in many peer countries in 2022 (Table B2.A).

One of the driving factors behind Tanzania's lower inflation rates may be the economy’s post-pandemic output gap, which likely contributed
to the subdued trend in core inflation. Exchange-rate stability is another important factor, as the Tanzanian shilling has remained broadly
unchanged against the US dollar since 2020 (Figure B2.B). In contrast to the depreciations observed among many regional currencies,
exchange-rate stability has helped moderate prices in Tanzania and kept inflation within its target range. A vector autoregressive (VAR) analysis
reveals that a 1 percentage-point appreciation in the nominal exchange rate leads to a 0.19 percentage-point decrease in inflation in Tanzania
over a two-year period (Figure B2.C). The effect of exchange-rate stability is much more pronounced than the effect of the output gap.

However, in the absence of further reforms, an extended period of exchange-rate stability may have adverse implications for the Tanzanian
economy. For example, the lack of significant depreciation could erode the economy’s external competitiveness, weakening its external
account position and putting additional pressure on foreign-exchange reserves. Tanzania’s import-dependent economy is especially vulnerable
to this risk.

TABLE B2.A « Changes in Monetary Policy Instruments, Selected SSA Countries
(cumulative changes during 2022)

AGO BWA CMR GHA KEN LSO MUS MO0Z NAM NGA RWA ZAF TZA UGA
Policy rate hike -50 100 100 1250 176 326 265 400 300 500 200 235 0 350

y/y Ain Money supply -11.7  -4.8 6.0 61 -08 -133 -201 -48 17 -50 34 -23 -35 -16

Source: Haver Analytics, WB staff estimates.
Note: Policy rate change is presented in basis points; for money supply, y/y change is in percentage points and denote cumulative delta on y/y growth at end of both 2021 and 2022.

FIGURE B2.A - Headline Inflation Rates, Sub-Sahara Africa, 2022
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(continued on next page)
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BOX 2: RECENT INFLATION IN TANZANIA VS. REGIONAL COUNTRIES: SOME OBSERVATIONS (continued)

FIGURE B2.B « Nominal Exchange-Rate
Depreciation

(+ depreciation / - appreciation vis-a-vis US$, % change)

Botswana
Zambia
Benin
Sao Tome
Cabo Verde
Tanzania |
Seychelles
.
||
I
I

Gambia
Madagascar
Kenya
Malawi
Mauritius ]

Nigeria ]
Sierra Leone ]
Ghana |

Ethiopia |
-5 0 5 10 15 20 25 30 35 40 45 50
From Mar-20 to Feb-22 M From Mar-22 to Feb-23

FIGURE B2.C « Drivers of Inflation in Tanzania
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bank, declined from 15.5 percent at end-2021 to 11.6
percent at end-2022. Combined with other policy inter-
ventions, the slowing growth of monetary aggregates
kept domestic inflation below the central bank’s target.
Interestingly, these downward trends continued into the
early months of 2023 before abruptly reversed, with the
growth of reserve money and M3 accelerating to 16.9
and 18.8 percent, respectively, in June, primarily driven
by the rapid expansion of net domestic assets (Figure 7).

Trends in monetary aggregates indicate
that external pressures remain elevated, as
liquidity has primarily come from domestic
sources. After expanding by 30.2 percent in 2021,
the net foreign assets (NFA) of the banking system
contracted by 32.4 percent in 2022. While this
decline was mainly led by a decrease in NFA held
by the central bank, NFA held by commercial banks
also experienced a sharp decline. Together, these
developments reflected the widening current-account
deficit (CAD), low levels of official inflows amid debt
amortization, and the central bank’s interventions
to partially support the balance of payments needs,
which may have reduced foreign reserves. Unlike
NFA, the net domestic assets (NDA) of the banking

sector expanded by 41.5 percent in 2022, building on
a 7.3 percent increase in 2021. Despite its relatively
modest contribution to overall NDA, net credit to the
central government increased substantially in 2022,
driven both by lending from the central bank and
from commercial banks, further highlighting the low
level of official external inflows. Meanwhile, credit to
subnational governments increased by 22.5 percent,
accounting for about three-fifths of the total increase
in the banking system’s NDA during 2022.

In mid-2023, the decline in NFA slowed while
NDA kept increasing. NFA fell by 7.4 percent in June,
modest compared to the 12.4 percent contraction
observed in June 2022 and the 32.4 percent decline
at end-2022. This trend was driven by an increase in
central bank reserves, while NFA held by commercial
banks continued to shrink. By contrast, NDA grew by
almost 30 percent in Jun-2023, up sharply from 18
percent in Jun-2022. The growth of net credit to the gov-
ernment and private-sector credit contributed 30 and
70 percent, respectively, to the overall increase in NDA.

Despite the moderating growth of monetary
aggregates, credit to the private sector exhibited a
broad-based expansion. The growth of private credit

RECENT ECONOMIC DEVELOPMENTS



FIGURE 7 « Monetary Aggregates

FIGURE 8 « Growth in Private Credit and Its Drivers
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accelerated from 10 percent in Dec-2021 to 22.5 per-
centin Dec-2022. This trend continued into 2023, and in
May the growth of credit to the private sector remained
at 22.5 percent, up from 16.2 percent in May-2022
(Figure 8). An analysis of sector-level data shows that
personal loans, which constitute approximately 38 per-
cent of total private loans, drove the growth of private
credit, followed by loans to the trade, agriculture, and
manufacturing sectors. The banking system supported
the expansion of credit: deposits increased by 11 per-
cent in 2022, and the loan-to-deposit ratio was about
80 percent. Deposits continued to grow at a robust rate
of about 16 percent in H1-2023. After a modest decline
of about 35 basis points over the previous 18 months,
retail lending rates stabilized at about 16 percent in
June 2023, encouraging further credit growth. Together,
these factors boosted the domestic credit-to-GDP ratio
from a recent average of 12-13 percent to 17 percent
in 2022. However, while credit growth bolstered the
economic recovery, it also exerted pressure on the
external account amid unfavorable global conditions.

Fiscal and Debt Developments

Tanzania’s overall deficit, including grants,”™
widened from 3.6 percent of GDP in FY2021/22
to 4.4 percent in FY2022/23. Despite broadly

Source: Bank of Tanzania, WB staff estimates.

stable revenue collection and the containment of
overall expenditures, the use of cash and other items
increased by 1.0 percent of GDP, widening the deficit.

Total government resources stood at
14.8 percent of GDP in FY2022/23, almost the
same level as the prior fiscal year but 1.1 percent
lower than anticipated. Representing 80 percent
of total government resources (Figure 9A), tax rev-
enue dropped slightly from 11.9 percent of GDP in
FY2021/22 to 11.8 percent in FY2022/23. The gov-
ernment has implemented structural fiscal reforms
and new tax measures over the past fiscal year,'® but
the downtick in tax-revenue collection relative to GDP
suggests that those reforms have yet to yield signifi-
cant results. Value-added tax (VAT) and import taxes
drove revenue growth, contributing more than one-half

® The deficit is calculated on a cash basis based on data

released by BoT - Quarterly Economic Bulletin (Dec-
2022). Please see https://www.bot.go.tz/Publications/Fi
lter/2 for more information. FY GDP is World Bank staff
estimates, which have been recalculated on a quarterly
basis and adjusted for seasonal factors.

Tanzania has taken various actions to increase its
revenue and fiscal space. Some of key measures
include (a) expanding the tax base through electronic
payments, (b) managing and reducing tax exemptions,
and (c) bringing the digital economy into the tax system.
Source: United Republic of Tanzania, Country Report
No. 23/153, April 2023, International Monetary Fund.
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FIGURE 9 « Revenues of the Central Government of Tanzania, FY
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and one-third of the overall increase in tax revenue,
respectively (Figure 9B). VAT collection increased
from 2.0 percent of GDP in FY2021/22 to 2.3 percent
in FY2022/23, while import taxes remained broadly
unchanged at about 4.6 percent of GDP. Income
tax revenue fell from 4.5 to 4.2 percent of GDP over
the period, partly reflecting the slowing growth of
household income' and a decline in tax receipts from
private corporations.”® Meanwhile, nontax revenue
and total grants (largely project grants'®) remained
stable at 2.6 and 0.4 percent of GDP, respectively.
However, driven by lower-than-expected revenue from
parastatal dividends & contributions, ministries, and
regions, nontax revenue fell 0.7 percentage points
short of its budgetary target.

While the government’s revenue-to-GDP
ratio nearly approaches a historic high, the tax-
revenue-to-GDP ratio remains low by international
standards and close to the average for low-income
countries (LICs).?® Measures that boost revenue
collection efficiently and effectively can help Tanzania
recover from the effects of the COVID-19 pandemic
while advancing its goal of becoming an upper-
middle-income country with well-developed human
capital, an ample supply of high-quality livelihood
opportunities, and sustainable, broad-based gains
in living standards. Over the medium term, increased
public spending will be necessary to ensure inclusive

and sustainable growth, further underscoring the
importance of revenue mobilization. The special
focus section of this edition of the Tanzania Economic
Update, “The Efficiency and Effectiveness of Fiscal

7 The National Panel Survey 2020-2021 - Wave 5 reports
that in 2020/21 compared to 2014/15, individuals with
access to one- or two-income sources decreased by 0.4
and 2.1 percentage points, respectively. Moreover, only the
proportion of wage employees increased significantly by
1.4 percentage points over the period while the proportion
of those whose income is sourced from other activities,
such as agriculture, decreased by 1.7 percentage points.
This may indicate weakened ability of individuals to mitigate
economic shocks while keeping the same spending
patterns. For more information, please see https://www
.nbs.go.tz/nbs/takwimu/nps/wave5/NPS_Wave_5.pdf.

'® Revenue estimates report for FY2023/24 published
by MoFP revealed that taxes from private financial and
non-financial corporations declined by 23 percent (y/y)
from Tsh108.8 billion in FY2021/22 to Tsh82.5 billion in
FY2022/23.

' While capital grants are channeled to various general
government units, Tanzania National Road Agency,
Road Fund Board, and Tanzania Railway Corporation
account for the majority.

20 Tanzania's taxto-GDP ratio has remained at about
11-12 percent of GDP over the last two decades, close
to the average for low-income countries, according to
the World Bank World Development Indicators.
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Policy in Tanzania” offers further details on revenue
and spending dynamics.

Tanzania’s government has achieved sig-
nificant progress in containing expenditures, as
total public spending®' fell from 18.5 percent of
GDP in FY2021/22 to 18.2 percent in FY2022/23,
well below the budgetary target of 19.4 percent.
Recurrent spending rose to 10.9 percent of GDP from
about 9.5 percent over the three previous fiscal years.
The increase reflected higher spending across all
categories, led by other goods, services, and transfers,
which represent 36 percent of recurrent spending and
rose by almost a full percentage point to 3.9 percent
of GDP. Wages and salaries, which represent nearly
half of recurrent spending, experienced the second
largest increase, rising to 5 percent of GDP as inter-
est payments reached 1.7 percent of GDP. Domestic
debt represented just one-third of the total public debt
stock, but due to the highly concessional nature of
Tanzania’s external borrowing, domestic debt service
accounted for more than two-thirds of total debt service
(Figure 10). Development spending,? much of which
remains focused on megaprojects,®® fell from 9.0 to
7.3 percent of GDP during the period. Notwithstand-
ing reduced capital investment recently, the Central
Government’s persistent and ambitious infrastructure
investment plan has already resulted in a backlog of
expenditure arrears (Box 3). Meanwhile, the govern-
ment has recently begun to increase priority social
spending,® which will be vital to close the human
capital gap.?® Priority social spending—which comprises
recurrent and development spending on education,
health, water, and rural roads, including transfers to
local governments—rose from 6.4 percent of GDP
in FY2021/22 to about 6.7 percent in FY2022/23.%

Domestic resources played a larger role in
financing Tanzania’s overall fiscal deficit during
FY2022/23. Domestic borrowing, mainly from bank
and non-bank sources, covered almost 60 percent of the
fiscal deficit. Net foreign financing amounted to 1.9 per-
cent of GDP, with one-third coming from program loans
and the remaining two-thirds from development project
loans. This pattern differs from that of the two previous
fiscal years, when the overall fiscal balance was financed
almost equally by foreign and domestic sources.

On June 15, Budget FY2023/24 was submit-
ted tothe Parliament. It envisions a consolidation effort

FIGURE 10 « Breakdown of Recurrent Expenditures,

FY2022/23
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to bring the fiscal deficit (including grants) of the CG to
below 3 percent of GDP (Box 4). This will be achieved
through a combination of revenue enhancing and
expenditure curtailing measures. Interestingly, weight
of consolidation appears to be titled more towards the
development spending while making the attempt to safe-
guardtherecurrentside—whichisapositive development.

Tanzania’s public debt-to-GDP ratio has
risen, but its risk of debt distress remains moder-
ate.?” The public and publicly guaranteed (PPG) debt

2" The total expenditure and development expenditure
mentioned throughout the report include net lending.

22 |bid.

2 For instance, Julius Nyerere Hydropower Project in the
energy sector and the Standard Gauge Railway project
in the infrastructure sector.

2 According to IMF EFF program for Tanzania, priority social
spending needs to remain at about 6.7 percent of GDP.

% According to World Bank's Human Capital Index (HCI,
2020), a child born in Tanzania in 2020 would only fulfill
almost 39 percent of her full potential productivity had
she enjoyed a complete education and full health, just
below the SSA-average of 40 percent. For details, see
https://databankfiles.worldbank.org/public/ddpext_do
wnload/hci/HCI_2pager_TZA.pdf.

% United Republic of Tanzania, Country Report No.
23/158, April 2023, International Monetary Fund.

2 The public sector debt includes central government debt,
centralgovernment-guaranteed debt(exceptforguaranteed
debt of SOEs and local governments) and central bank.
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BOX 3: GOVERNMENT EXPENDITURE ARREARS: CURRENT STATUS AND REVISED ARREARS MANAGEMENT

STRATEGY (2022)

The central government has long struggled with public financial
management (PFM) issues, which have contributed to the accumulation
of large expenditure arrears. The World Bank’s 2010, 2013, 2017
and 2022 Public Expenditure and Financial Accountability (PEFA)
assessments all highlighted challenges with PFM, as have multiple
IMF country reports. The stock of expenditure arrears declined
marginally from Tsh4.1 trillion or 11.7 percent of total government
expenditures atthe end of FY2020/21 to Tsh3.2 trillion or 8.5 percent
of government expenditures at the end of FY2021/22. Most arrears
are owed to suppliers and contractors (Figure B3.A).

Expenditure arrears are largely unverified and longstanding, and
contractual arrears are prioritized for repayment. More than two-thirds
of the arrears stock at end-FY2021/22 has yet to be verified, while
over 55 percent of outstanding expenditure arrears were overdue for
more than a year, and half of those were more than two years overdue
by the end of FY2020/21. While most arrears are owed to suppliers,
the government prioritized clearing contractual arears in FY2021/22.
During this fiscal year, almost Tsh1.1 trillion was spent clearing
contractual arrears, representing nearly half of all repayments.

The backlog of expenditure arrears reflects Tanzania’s infrastructure
investment ambitions and weak commitment controls. The recent
simultaneous development of multiple megaprojects® contributed
to the accumulation of arrears. Moreover, the cash-rationing

FIGURE B3.A « Trends in Central Government
Expenditure Arrears (Tsh trillions
(LHS), % share (RHS))
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government payment system, MUSE, only allows repayments for expenditure entries occurring in the same month or those below the monthly
payment ceilings, whereas a more flexible system of cash planning and commitment control could help prevent the accumulation of arrears.

With support from the World Bank, Tanzania has revised its 2022 Arrears Management Strategy to establish expenditure controls and prevent the
further accumulation of arrears. The government has already made efforts to speed up the tracking of arrears verification and to reduce the arrears
stock as a share of government spending.® However, Tanzania’s large arrears stock inhibits the government’s ability to convey liquidity, predictability,
and confidence to the private sector. The government plans to clear Tsh0.43 trillion in arrears in FY2022/23 and another Tsh0.6 trillion every year
over the next three years. The government is also working to prepare properly costed budget baselines and realistic revenue projections and has
amended the definition of arrears as unpaid claims over 30 days delinquent for goods and services and over 90 days delinquent for construction work.®

@ Government expenditure arrears are financial obligations that the government has incurred through its operations that remain unpaid beyond the financial year of occurrence.
Specifically, they are defined as outstanding claims ageing over 30 days for delivery of goods and services and ageing over 90 days for construction works in Tanzania.

v As Tanzania implemented her third National Five-Year Development Plan (FYDP Ill, 2021/22 - 2025/2026), the government has focused on improving productive
infrastructures like roads, railways, ports, water, air transports, and electricity access. Source: United Republic of Tanzania, National Five-Year Development Plan, 2021/22 -
2025/26, June 2021, Ministry of Finance and Planning..

¢ Noticeably, the share of verified arrears out of total claimed arrears tripled from 10.7 percent in FY2020/21 to almost 33 percent in FY2021/22. Meanwhile, the arrears stock,
as a percent of government expenditure, declined from its four-year-average (FY2017/18-FY2020/21) of 12 percent to 8.5 percent in FY2021/22.

4 United Republic of Tanzania, Country Report No. 23/153, International Monetary Fund, April 2023.

2 Government converted about Tsh 4.8 trillion (2.8 percent
of GDP) on-lent debt of National Insurance Company to
equity to strengthen its balance sheet. Source: United
Republic of Tanzania, Country Report No. 23/153,
International Monetary Fund, April 2023.

However, the public debt-to-GDP ratio remains well 2 \While the calculated composite indicator index (a

stock increased from 41.3 percent of GDP at end-
FY2020/21 to 43.8 percent at end-FY2021/22, largely
due to the government’s efforts to strengthen the
balance sheets of state-owned enterprises (SOEs).?®

measurement to assess country’s debt-carrying capacity)
dropped down from 2.94 in August-2022 DSA to 2.92
in the recent DSA, it is remained within the range of the
medium level (2.69 ~ 3.05).

while the remaining 36 percent was domestic debt % The latest IMF Global Debt Database (2022) reported
(Figure 11). The latest joint IMF-World Bank Debt Sus- that Tanzania's neighboring countries have a higher

anchored®® and relatively modest by the standards
end-FY2021/22,
almost 64 percent of public debt was held externally,

of neighboring countries.® At
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BOX 4: PRELIMINARY BUDGET ANALYSIS FOR FY2023/24

On 15 June 2023, Hon. Dr. Mwigulu Nchemba, then Minister for
Finance and Planning, presented the budget speech for FY2023/24,
themed ‘Accelerating Economic Recovery, Climate Change Adaption
& Mitigation, and Enhancing Productive Sectors for Improved Live-
hood'. This is the second budget under the sixth phase government
led by President Samia Suluhu Hassan. It comes at a critical time
when the government continues to implement ongoing mega proj-
ects, safeguard the government debt sustainability, manage arrears
payment, and promote democracy and economic diplomacy while
facing external headwinds and domestic climate change threats.

FY2023/24 Budget has five priority focus areas that are aligned with
the third and final Five-Year National Development Plan (FY2021/22-
FY2025/26). These priority areas are aimed to build a competitive
and industrial economy for human development. Specifically, the
government intends to take solid steps in five areas: (i) realize a
competitive and inclusive economy through regulating the financial
sector, empowering the agriculture sector, improving key productive
infrastructures, and transiting to a digital economy; (ii) deepen
industrialization and service provision, including but not limited
to stimulate mining sector and implement electricity distribution
projects; (iii) promote investment and international trade, especially
in improving business environment and fostering public-private
partnerships; (iv) enhance social services in health, water, law and

FIGURE B4.A « Sector Budget Allocations
(% share, % y/y growth)
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landing sectors; and (v) develop human capital to improve necessary skills for employment creation. These measurements are intended to sustain
growth momentum and enhance the economy’s resilience in line with the developing agenda.

According to FY2023/24 Budget, the government set six macroeconomic policy targets for FY2023/24,* particularly with a focus on fiscal
consolidation through cutting unnecessary expenditures. In FY2023/24, the government is anticipated to collect domestic revenue, at
14.9 percent of GDP, the same as the previous year’s budget target. However, supported by less spending on the development projects, the total
expenditure is expected to be nearly one percentage points lower than the FY2022/23 budget, reaching 21.1 percent of GDP. The revenues
mobilization enhancement and the expenditures curtailment would help the government achieve a target of fiscal deficit lower than 3 percent of
GDP. Meanwhile, the government will continue prioritizing the concessional loans in FY2023/24, ensuring the government debt sustainability.

As noted in the speech, the distribution of the Tsh44.4 trillion total expenditure in FY2023/24 will be unevenly across sectors, with a focus
on Health, Defence, Public Order & Safety, and Agriculture. The Health sector, representing 13.4 percent of the total budget, enjoyed the most
significant budgetary increase of 11.3 percent. This is followed by the Defence, Public Order & Safety sector which enjoyed a 40 percent
share in the budget allocation and grew by over 11 percent against last year’s allocation (Figure B3.A). Although the budget allocated to
the Economic Development sector exhibited a modest growth of 4 percent in FY2023/24, detailed data suggest a robust budget allocation
increase in the Agriculture and Industry & Trade subsectors, with growth rate of 20.5 percent and 14.6 percent, respectively.

2 These targets are (i) achieve a 5.2 percent real GDP growth in 2023; (ii) contain inflation with a single-digit range between 3 and 7 percent in the medium term; (iii) tax revenue is
estimated to reach 12 percent of GDP; (iv) domestic revenue is estimated to reach 14.9 percent of GDP; (v) the budget deficit (incl. grants) is narrowed to below 3 percent of GDP
for FY2023/24; (vi) maintain adequate foreign reserves to cover at least four months of goods and services imports.

tainability Analysis (DSA)®! assessed Tanzania’s risk of
overall public and external debt distress as moderate,
unchanged from the previous analysis. The DSA results
underscore the importance of safeguarding debt
sustainability by maximizing concessional financing,
increasing revenue mobilization, and strengthening
public investment management by selecting only those
investment projects with clear socioeconomic benefits.

The external PPG debt stock declined to 27.9
percent of GDP at end-FY2021/22, down almost

1.3 percentage points of GDP from the previous
year. Multilateral loans fell from 18.1 percent of GDP
to 17 percent and accounted for three-fifths of all exter-

debt-to-GDP ratio than Tanzania in 2021. For instance,
Kenya's government debt is 68 percent of GDP, Uganda’s
is 52 percent, Rwanda'’s is 67 percent. Please see https://
www.imf.org/external/datamapper/CG_DEBT_GDP@G
DD/CHN/FRA/DEU/ITA/JPN/GBR/USA for more details.
8 United Republic of Tanzania, Country Report No.
23/1538, International Monetary Fund, April 2023.
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FIGURE 11 « Tanzania’s Public Debt
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FIGURE 12 « Concessional External Debt by
Component
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TABLE 2 « Central Government Fiscal Operations, % of GDP

Fiscal year (July to June)

2019/20

Actual

Total Revenue 14.5
Tax revenue 12.0
Taxes on imports 41
Sales/VAT and excise on local goods 2.6
Income taxes 4.5
Other taxes (mainly Inland Revenue) 0.8
Non-tax revenue (incl. LGAS) 25
Grants 0.6
Total expenditure and net lending 16.6
Recurrent expenditure 9.8
Wages and salaries 4.8
Interest payments 1.6
Domestic 1.0

Foreign 0.6

Other goods, services and transfers 3.4
Development expenditure and net lending 6.8
Overall balance after grants -15
Adjustments to cash and other items (net) -04
Overall halance (cash hasis) -19
Financing 1.9
Foreign financing (net) 1.6
Domestic (net) 0.3

2020/21
Actual

13.1
11.0

42

24

38
0.7

21

04
16.9
9.5
47
16
12
0.5
32
14
3.4
-0.5
3.8
3.8
1.7
2.1

2021/22
Actual

14.5
1.9
47
20
4.5
0.7
2,6
04
18.5
9.5
4.8
1.7
12
0.5
3.0
9.0
-3.6
0.0
-3.6
3.6
19
1.7

2022/23
Actual Budget
144 154
1.8 12.2
4.6 4.7
2.3 2.4
4.2 4.3
038 038
2.6 33
04 0.5
18.2 19.4
109 1.2
50 54
2.0 1.6
1.5 1.0
0.6 0.6
3.9 4.2
13 83
-34 -3.5
-1.0 0.0
-44 -3.5
44 35
19 2.1
2.5 14

Source: Ministry of Finance and Planning and Bank of Tanzania.

Note: Calendar year GDP for FY2018/19 onwards is based on World Bank staff estimates which is converted to quarterly GDP using seasonal factors, from which fiscal year GDP is estimated.
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nal borrowing during FY2021/22. Commercial loans
declined from 9.3 to 7.9 percent of GDP (28 percent of
external borrowing) over the period, while bilateral loans
rose from 1.9 to 3.0 percent of GDP (Figure 12). Multilat-
eral and bilateral lending constituted almost 72 percent
of external borrowing.® The World Bank remained Tan-
zania’s top creditor, accounting for almost 42 percentin
total external borrowing. Credit Suisse AG and Exim Bank
China were the country’s leading commercial creditors,
each accounting for one-fourth of commercial loans.

Tanzania’s domestic debt stock increased
from 12.1 percent of GDP at end-FY2020/21 to
15.9 percent at end-FY2021/22.* Bonds and
other long-tenor instruments® made up almost 74 per-
cent of total domestic borrowing. The share of bonds
rose from 9.2 percent of GDP to 11.7 percent over the
period,* while share of domestic debt held as T-bills
remained small at under 7 percent. Domestic arrears,
which were previously classified as part of overall
contingent liabilities, stood at 1.8 percent of GDP dur-
ing FY2021/22. Commercial banks, pension funds,
and the central bank remained the main domestic
creditors, together holding almost 80 percent of the
government’s domestic debt.®

In FY2021/22, debt service on PPG debt
remained unchanged from the previous year at
5.1 percent of GDP. While almost two-thirds of PPG
debt is external, external debt service accounted for
a smaller share of total debt service.®” External debt
service at end-FY2020/21 amounted to 2.1 percent of
GDP, up slightly from the previous year, while domestic
debt service remained stable at 3.0 percent of GDP.

Balance-of-Payments Position

An uncertain global economic environment con-
tinued to place significant pressure on Tanzania’s
external sector in 2022. In particular, rising food
and energy prices and other spillovers from Russia’s
war in Ukraine pushed the country’s current-account
deficit (CAD) to its highest level since 2014. The
CAD widened from US$2.37 billion (or 3.4 percent of
GDP®®) in 2021 to US$5.40 billion (or 7.1 percent of
GDP) in 2022. The external trade deficit for merchan-
dise accounted for almost the entire deterioration in

the CAD during 2022 (Figure 13). While the increase
in the trade deficit is partly explained by Tanzania’s
sustained post-pandemic recovery, a significant share
was also driven by the economy’s weakening terms-
of-trade position.®®

Goods exports grew modestly during 2022,
supported by nontraditional items. Favorable prices
helped Tanzania’'s goods exports grow by a cumulative
6.8 percent during 2022, up from 5.4 percent in 2021.4
Nontraditional items like minerals and manufactured
goods accounted for about 70 percent of the increase
in merchandise exports. The growth of mineral exports
was driven by the surge in global demand for coal,
as Russia’s war in Ukraine disrupted global oil and
gas supplies. As a result, the value of Tanzania’s coal
exports shot from US$13.2 million in 2021 to US$160.4
million in 2022. Demand for gold—which accounts for

% This reflects that the external debt portfolio is on
favorable financing terms.

% This is consistent with one of the debt management
objectives: support the development of domestic debt
market. Source: United Republic of Tanzania, Medium
Term Debt Management Strategy, December 2022,
Ministry of Finance and Planning.

34 This aligns with the government's strategy of borrowing
from medium to long-term instruments to minimize the
risk of refinancing and cost of financing while catering to
the market's needs. Source: United Republic of Tanzania,
Medium Term Debt Management Strategy, December
2022, Ministry of Finance and Planning.

% In December 2021 (the middle of FY2021/22), the
MoFP issued a non-cash bond worth Tsh 2.2 trillion
(about 1.3 percent of GDP) to settle arrears to the Public
Service Social Security Fund. Source: United Republic
of Tanzania, Country Report No. 22/269, August 2022,
International Monetary Fund.

% Source: Monthly Economic Review, Jan 2023, Bank of
Tanzania.

% This reflects Tanzania’'s favorable debt structure—as
majority of external debt is concessional.

% The GDP figures used in this section were estimated by
WB staff.

% According to the National Bureau of Statistics, Tanzania’s
terms-of-trade for goods decreased by 3.1 percent
in 2022, while the IMF’s Commodity Terms of Trade
database estimates the decline at 6.4 percent.

40 In 2022, according to NBS, goods export price
index grew by 5.9 percent, and exports increased by
6.8 percent in value terms.
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about two-fifths of the country’s total goods exports—
also increased significantly during the year*' As with
minerals, favorable external conditions supported the
growth of manufactured exports, which rose by 33.5
percent in 2021 and another 17 percent in 2022.4
Meanwhile, traditional exports rebounded, growing
by 22.1 percent in 2022 after contracting by a similar
amount in 2021.** However, the contribution of tradi-
tional exports to overall export growth declined, as they
represent just 10-15 percent of goods exports. Despite
this strong performance, the growth rate of Tanzania’s
goods exports in 2022 was among the slowest in the
region (Figure 14). To address this weakness, the gov-
ernment should attain the priority objectives identified
by the FYDP (Box 5).

Services exports bolstered the external
accounts during 2022. About three-fourths of the
increase in services exports was due to improving travel-
related inflows, followed by transport-related exports.*
A 58 percent increase in tourist arrivals during 2022 fol-
lowed a 48.6 percent increase in 2021, boosting travel
receipts (Figure 15). This trend continued in the first
three months of 2023, as both travel receipts and arriv-
als grew by over 40 percent versus the same period in
the previous year. In 2022, about one-third of tourists
visiting Tanzania came from regional neighbours, while
two-thirds came from advanced economies. Russia

FIGURE 14 « The Growth of Goods Exports
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was Tanzania’s third-largest tourism source market in
2021, and Russian and Ukrainian tourists accounted
for 10.6 percent of total arrivals. This share plunged to
1.4 percent in 2022. Nevertheless, travel receipts and
tourist arrivals are both close to pre-pandemic levels.
Overall, services exports continued to show strong
growth momentum, rising by 42.8 percent in 2021 and
almost 53 percent in 2022. The latest data indicate that
this trend has continued in 2023.4°

4 Gold exports rose from US$2.74 billion in 2021 to
US$2.83 billion in 2022, an increase of 3.6 percent. As
international gold prices remained broadly unchanged
in 2022, the increase in gold exports mainly reflected the
positive volume effect.

42 In 2022, growth rebounded strongly in India and the
United Arab Emirates, which together receive about
one-fourth of Tanzania’s total goods exports. In addition,
key regional export markets like Democratic Republic
of Congo, Rwanda, and South Africa also exhibited
sustained recoveries despite shocks.

4 Tanzania’s traditional exports include commodities such
as coffee, cotton, tea, cashew nuts, and tobacco.

4 Transport-related exports increased by 20 percent in
2022 and contribute about 19 percent of overall growth
in exports of services from Tanzania.

4% As per monthly data, services exports grew by
27.3 percent in 5M-2023 on y/y basis. Source: Bank of
Tanzania.
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FIGURE 15 « Tourism Receipts and Arrivals
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Source: Bank of Tanzania, NBS, WB staff estimates.

Despite the robust recovery of overall
exports, a sharp increase in the import bill, espe-
cially for goods imports, widened the trade deficit.
Led by strong demand for capital and intermediate
goods to meet development aspirations, the growth of
goods imports accelerated from 27.7 percent in 2021 to
42 percent in 2022. Reflecting the country’s large infra-
structure gap, all major capital-goods imports related
to transportation, construction, and machinery have
registered double-digit growth rates over the past two

FIGURE 16 « Tanzania - Imports

years. Similarly, due to a sustained increase in underly-
ing demand, the growth of consumer imports has also
remained robust, and consumer goods accounted for
about one-fourth of the growth of goods imports in 2022.

Rising global prices and elevated domestic
demand have driven up the import bill. For example,
the volume of oil imports fell slightly in 2022, yet
the value of oil imports rose by almost 70 percent
(Figure 16). By contrast, the growth of volume remained
a significant factor for non-energy imports, highlighting
the sustained improvement in economic activity across
all sectors. Overall, goods imports were responsible for
about 83 percent of total import growth in 2022. Services
imports accounted for the remainder, particularly trans-
portation services, as rising fuel prices pushed up costs.

During 5M-2023, a declining import bill
narrowed the trade deficit, both for goods and
services. Cumulatively, the trade deficit dropped by
5.6 percent y/y, falling from US$1.74 billion during
5M-2022 to US$1.65 billion during the same period
in 2023. This trend is being driven by slowing goods
imports, which contracted on a y/y basis in three out of
the first five months of 2023 and grew by just 6.6 per-
cent on a cumulative basis, down from 37.6 percent
during 5M-2022.% Intermediate and consumer imports

4% Goods imports declined by 19.7 percent in January
2028, 4.7 percent in February 2023, and 17.6 percent in
April 2023 on ay/y basis.
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both contributed to this decline, while the import of
capital goods experienced a less pronounced slow-
down. Led by mineral exports, goods exports grew by
a cumulative 6.2 percent in the first five months of the
year. This, combined with a 43.4 percent y/y increase
in travel-related services exports drove the narrowing of
the trade deficit.

Limited financing flows and a widen-
ing CAD led to a decline in foreign-exchange

reserves. In 2022, the financial account recorded a
surplus of almost US$3.9 billion (5.1 percent of GDP),
down from a surplus of US$4.0 billion (5.7 percent
of GDP) during 2021. Both private and official flows
contributed to this trend. Slowing private flows, includ-
ing both portfolio and direct flows, reflected growing
global risk aversion toward developing economies,
as well as worsening domestic conditions for invest-
ment. The slowdown in the official flows, however, has

BOX 5: EXTERNAL COMPETITIVENESS IN TANZANIA

Tanzania's overall economic performance has seen notable improvements over the past two decades: the annual GDP growth rate averaged
just over 6 percent, while goods and services exports increased by a combined 650 percent. Tanzania's Five-Year Development Plan (FYDP)
for 2021/22 - 2025/26 aims to bolster economic competitiveness by improving the efficiency and productivity of the manufacturing and
services sectors. As projected in the FYDP, one of the major expected outcomes of these objectives is the growth of goods and services exports
from 16.1 percent of GDP in 2019/20 to 28 percent by 2025/26, increasing Tanzania’s share of exports in global markets from 0.1 percent
to 0.15 percent over the period.

The FYDP’s export targets appear ambitious, particularly considering current domestic and global economic conditions and the medium-term
outlook. However, such ambition is crucial to promote macroeconomic stability. According to World Bank data, Tanzania's export-to-GDP ratio
steadily declined over the last decade, falling from a peak of 22.4 percent in 2012 to 14.3 percent in 2021, while the country’s share in global
export markets remained stagnant. While the slowdown in export growth is due in part to the global trade deceleration—a challenge faced
by many countries since the 2008 global financial crisis, Tanzania's recent export performance significantly lags those both of its regional

neighbors and global peers (Figure B5.A).

FIGURE B5.A « ATanzania’s Export Performance
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BOX 5: EXTERNAL COMPETITIVENESS IN TANZANIA (continued)

The trends presented in Figure B5.A highlight the underlying weaknesses in Tanzania’s export structure, especially with regard to merchandize
exports. These weaknesses mostly stem from Tanzania’s narrow manufacturing base relative to those of other major regional economies.
Another important factor is the lower penetration of credit in the economy (Figure B5.B). Moreover, the share of credit to the manufacturing

sector stands at just 11 percent of total lending. These shortcomings have been reflected in a significant decline in total factor productivity
over the last decade (Figure B5.C).

To address these issues, the FYDP identified several priority objectives, including improved access to markets, the establishment of trade-
logistics centers, reforms to lower nontariff barriers, reduced logistics costs through improved transport infrastructure, and the development
of a national brand for domestically produced products. The FYDP also provided a comprehensive blueprint for promoting services exports,
including tourism. To achieve these goals and improve the economy’s export competitiveness and productivity, however, the authorities will
need to swiftly implement the agreed-upon reform agenda with support from development partners.

FIGURE B5.B « Manufacturing, Credit and Exports
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FIGURE B5.C « Total Factor Productivity
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larger implications for import-dependent economies
such as Tanzania. Net government flows dropped
by 9 percent between 2021 and 2022, falling from

ing the first five months of 2023. As a result, reserve
coverage fell from a peak of 7.0 months of imports
in September 2021 to just 4.8 months at end-June

4.0 percent of GDP to 3.4 percent. Due to the nar-
rowing financial-account

2023. The decline in reserves was due in part to the
direct management of the foreign-exchange market
by regional economies, as the depreciation of local
currency against the US dollar has been moderate to
high over the past year (Box 6).

surplus and widening
CAD, gross official foreign-exchange reserves fell by
US$1.2 billion in 2022, reaching about US$5.2 billion
at the end of the year and continuing to decline dur-

BOX 6: TANZANIA’S DECLINING OFFICIAL FOREIGN-EXCHANGE RESERVES

Tanzania’s official foreign-exchange reserves (OFER)? have fallen by more than 20 percent over the past two years, though remain adequate for managing the balance
of payments. OFER fell from a peak of US$6.8 billion at end-September 2021 to US$5.3 billion in June 2023, with import cover® declining from
7.0 months to 4.8 months, remaining above the EAC convergence criteria of at least 4 months. Similarly, the ratio of official reserves to broad
money® fell over the period but stayed above 27 percent at its lowest, exceeding the international standard of at least 20 percent (Figure B6.A).
These two benchmarks indicate that Tanzania’s OFER remains adequate. Like in Tanzania, reserve drawdowns were also observed in most
East African countries between 2022 and 2023. Kenya's OFER fell to US$7.0 billion (3.9 months of imports) in March 2023, their lowest
level since 2015. Uganda’s reserves also dropped, from US$4.2 billion (4.4 months of imports) in May 2022 to US$3.5 billion (3.8 months

of imports) in May 2023, Official reserve levels in other countries in the region such as Rwanda, Mozambique, and Mauritius also declined to
varying degrees over the period (Figure B6.B).

Rising costs of imports, interest rate hikes in the US and seasonality of export earnings were key drivers of foreign exchange pressures. Global inflationary
pressures caused by pandemic-related supply-chain disruptions and the spillover of Russia’s invasion of Ukraine have raised the costs
of strategic imports such as fuel and food. Price pressures also prompted the US Federal Reserve to raise interest rates 11 times since
March of last year. Rate hikes in other advanced economies followed, drawing portfolio capital away from emerging markets and developing
economies, which saw their currencies depreciate against the US dollar. In addition, the seasonality of Tanzania's traditional crop exports and
tourism receipts exacerbated the abovementioned foreign exchange demand pressures.

FIGURE B6.A « Official Foreign-exchange

FIGURE B6.B « Regional Peers Trends and
Reserves, Tanzania
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BOX 6: TANZANIA’S DECLINING OFFICIAL FOREIGN-EXCHANGE RESERVES (continued)

Falling reserves have negatively impacted Tanzania, including through fuel shortages and the emergence of a parallel foreign exchange market. The Bank of
Tanzania used reserves in 2022 and early 2023 to help meet building foreign exchange pressures, while keeping the official nominal exchange
rate stable. Continued pressures and slowing use of reserves caused a shortage of dollars available to meet importer needs at the official rate,
and commercial banks accumulated over US$700 million worth of outstanding Letters of Credit. This caused delays in oil imports, and pump
prices rose in Dar es Salaam by 17 percent. Insufficient access to foreign currency among firms and households, combined with the limited
flexibility of Tanzania’s official exchange rate, also gave rise to a parallel foreign-exchange market charging a premium of 8 to 10 percent
compared to the official rate. The distortion of a parallel market causes significant uncertainty to business and can reduce formal economic
activity through reduced importation. It can also deter foreign investment and discourage lending to the government, as investors may be
unable to repatriate profits or purchase imports at the parallel-market rate.

In May 2023, the Bank of Tanzania (BoT) announced short term measures to help address the decline in official reserves and foreign exchange. The BoT
increased sales of foreign exchange on the Interbank Foreign Exchange Market, taken steps to address excess liquidity in financial markets,
facilitated the resolution of Letters of Credit, and increased the value of transactions conducted outside the Interbank Foreign Exchange
Market. Moreover, the BoT has mopped up excess liquidity in the financial market and allowed more flexibility of the exchange rate in recent
months, with the Tanzanian shilling depreciating by one percent between January and June 2023. Continued flexibility will be important
going forward, to eliminate the distortive parallel foreign exchange market. The Government can also look for ways to lessen or better time its
demand for foreign exchange against available inflows, for example by adjusting the implementation of large capital imports for development
projects.

More fundamentally, longer term measures are needed to boost forex inflows—such as exports, foreign direct investment (FDI) and remittances—to hetter manage
transitory forex demand pressures. Slowing structural reforms and expanding reliance on public investment in the past decade have reduced
private gross fixed capital formation by 2 percentage points of GDP and decreased FDI inflows to 1.3 percent of GDP in 2021 from 5.6 percent
in 2010. Exports as a share of GDP has also sharply declined from 20.9 percent in 2012 to 14.3 in 2021. These trends highlight the urgency
of Government implementing structural reforms to strengthen the competitiveness of the economy, improve the business and investment
environment, and reduce the cost of regulatory compliance. This includes follow-through on key initiatives such as eliminating payment arrears
to the private sector, revamping the legal frameworks for investment and public-private partnerships, and improving the resilience of the labor
force to shocks.

a Official foreign-exchange reserves generally refer to external financial assets used by the central bank for multiple purposes, such as financing the balance of payments,
intervening in foreign-exchange markets to stabilize exchange rate, and servicing external debt. These assets usually include foreign-currency reserves (e.g., securities and
deposits) and non-foreign-currency reserves (e.g., IMF reserve positions, Special Drawing Rights, gold, etc.).

® Different countries use different methods to calculate import cover. For example, Kenya calculates the ratio between OFER (end of period) and the average value of imports over
the past 36 months, while Tanzania uses the ratio between OFER and the average projected value of imports over the following financial year.

¢ According to Schanz (2019), Tanzania's banking sectors has a large share of foreign-currency liabilities at around 36 percent, which makes the ratio of OFER to broad money
another important benchmark to measure the reserves adequacy for Tanzania. Source: Schanz, J. F. (2019). Foreign exchange reserves in Africa: benefits, costs and political
economy considerations. BIS Paper, (105).
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MACROECONOMIC
OUTLOOK AND RISKS

Global Conditions

Global growth is expected to slow sharply this
year as ongoing monetary tightening and more
restrictive credit conditions weigh on economic
activity. Despite a recent deceleration in global
headline inflation due to easing supply disruptions
and moderating commodity prices, inflationary pres-
sures remain elevated across much of the world. In
most inflation-targeting economies, inflation rates
remain above the policy target (Figure 17A). Mone-
tary tightening has been swift and unprecedented,
especially in advanced economies, leading to a
sharp increase in borrowing costs, tighter credit
conditions, and episodes of financial stress in bank-
ing and interest-rate-sensitive sectors such as com-
mercial real estate. Global economic activity is stron-
ger than had been expected earlier in the year but is
still projected to weaken substantially in 2023, with
a particularly sharp slowdown in advanced econ-
omies, reflecting the delayed negative impact of
higher interest rates (Figure 17B). Global growth is
projected to fall to 2.1 percent this year before recov-
ering modestly to 2.4 percent in 20244

Growth in emerging markets and developing
economies (EMDEs) is expected to soften sig-
nificantly this year amid slowing external demand,
tighter global financial conditions, and weaker spill-
over from renewed growth in China. The aggregate
growth rate for EMDEs, excluding China, is projected to
fall from 4.1 percent in 2022 to 2.9 percent this year, as
weaker external demand amplifies the negative impact
of elevated inflation and tighter monetary policies. The
recovery of the service sectors is expected to drive a
substantial acceleration in the growth of the Chinese
economy, albeit with limited spillovers on global
demand, trade, and commodity prices (Figure 17C).
Meanwhile, tighter financing conditions, slower growth,
and high debt levels are expected to undermine debt
dynamics across EMDEs, especially low-income coun-
tries, and further narrow their already constrained fiscal
space, increasing the risk of debt distress.

Growth in SSA is expected to moderate,
reflecting worsening country-specific challenges

and mounting external headwinds. Aggregate

4 World Bank. 2023. Global Economic Prospects. June
2023. Washington, DC. World Bank.
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FIGURE 17 « Global Indicators
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D. Percentage points. Figure shows JP Morgan Emerging Markets Bond Index (EMBI); SSA indicates median for 9 economies. Last observation is August 16, 2023.

regional growth is projected to bottom out at 3.7 per-
cent this year, with only a moderate improvement to
3.9 percent anticipated for 2024. The ongoing energy
crisis in South Africa and persistent challenges in
Nigeria’s oil sector are expected to continue to hinder
overall growth in SSA. While accelerating economic
activity in China could boost exports in some coun-
tries, particularly metal exporters, limited access
to external borrowing will weigh on the recovery as
borrowing costs and financing needs remain elevated

(Figure 17D). High living costs across the region are
projected to continue to weaken private consumption,
while limited fiscal space and tight monetary policies
are likely to constrain investment growth. In addition
to external and domestic headwinds, many SSA
countries also face increased fragility due to insecurity
and political instability, as well as persistent poverty.
Many SSA economies, already coping with the nega-
tive consequences of climate change, lack the fiscal
resources necessary to strengthen climate resilience.
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Outlook and Risks for Tanzania

While Tanzania’s economy is projected to grow
by 5.1 percent in 2023, this projection has been
adjusted downward to reflect the impact of wors-
ening global economic conditions and insufficient
rainfall in agricultural areas. In 2022, the post-pan-
demic economic reopening, coupled with sustained
tourism inflows, boosted domestic demand, helping to
offset a modest increase in inflation and a slowdown
in external demand. Meanwhile, public investment in
megaprojects contributed to capital formation. Growth
is likely to edge up further to 5.5 percent in 2024 as
the business climate improves and domestic reforms
take hold. However, medium-term growth is expected
to average about 5.8 percent, as the impact of pent-
up demand subsides while inflation remains elevated
and higher interest rates temper domestic demand.
The annual GDP growth rate is not expected to return
to its potential until 2025, when the cyclical recovery
will close the output gap. This projection assumes that
the government’s reform agenda will be successfully
implemented. Without mitigation measures, the coun-
try’'s long-term growth potential could weaken, with
GDP growth ranging from 4.5 to 5.5 percent (or 1.6 to
2.6 percent per capita) in 2023 under alternative sce-
narios (Figure 18). A deteriorating external environment
and the delayed implementation of domestic reforms
are the major risks to the macroeconomic outlook.

The expansion of agriculture and services
activities is expected to drive growth and poverty
reduction over the medium term. Agricultural out-
put growth is expected to accelerate from 3 percent to
about 5 percent by 2025, while the growth of services
is expected to rise from 5 percent to 7 percent. The
agricultural sector, which employs nearly 70 percent
of the rural workforce, is expected to benefit from
increased government spending on irrigation infra-
structure and extension services, boosting agriculture
productivity and incomes of the people. In FY2022/23,
the government almost doubled agricultural spending
from about 0.4 percent of GDP in previous years to
about 0.7 percent. Meanwhile, the rapid expansion of
retail and repair services is expected to boost incomes
among urban informal workers. The continued expan-
sion of tourism could also increase incomes and
support poverty reduction in urban areas.

FIGURE 18 « Real GDP Growth Forecasts under
Alternative Scenarios
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Price pressures are expected to moderate
over the medium term. The headline inflation rate is
expected to fall to 4.2 percent in 2023, far below the
official target of 5 percent. Elevated global food and
fuel prices, exacerbated by Russia’s war in Ukraine,
will continue to drive inflationary pressures. The global
shift to less-accommodative monetary policies has led
to tighter global financial conditions, rising capital out-
flows, and currency depreciation among EMDEs. These
external developments have affected Tanzania largely
through a deterioration in the terms of trade and rising
inflationary pressures. The country’s monetary authori-
ties will adhere to their mandate of ensuring price stabil-
ity and are expected to anchor expectations and keep
inflation within the target range. Going forward, infla-
tion is expected to taper gradually as global commodity
prices moderate, planned investments in agriculture
are completed, and an interest-rate-based monetary
framework is implemented.*

The fiscal deficit is projected to narrow
in the near term as the economic recovery
bolsters domestic revenues and the pace of

4 This framework is expected to be established as part of
the IMF-ECF program.
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public spending slows. The central government’s
overall fiscal deficit is projected to narrow slightly to
3.4 percent of GDP in FY2023/24. While the fertilizer
subsidy program, additional hiring in the education
and health sectors, and recent increases in the wages
and salaries of civil servants*® are expected to keep
recurrent expenditures elevated, rebounding eco-
nomic activity and enhanced revenue mobilization
are expected to improve the fiscal outlook over the
medium term. The completion of large hydropower
projects will help moderate capital spending and aid
the consolidation effort, and the central government’s
overall deficit is projected to narrow by 1 percentage
point of GDP by end-2025. Growth and fiscal consoli-
dation are expected to reduce the public debt stock
from 43.8 percent of GDP in 2022 to 41.9 percent in
the near term and about 38 percent in the medium
term. However, outstanding VAT refunds and domes-
tic expenditure arrears®® were estimated at about
3-4 percent of GDP at end-2022, and implementing
the recently approved Arrears Management Strategy
will remain critical to strengthen fiscal management.

The CAD is expected to narrow over the
medium term and should be financed largely by
concessional external borrowing and FDI. The
robust recovery of tourism, coupled with slowing
import growth and easing global commodity prices,
could help narrow the CAD by almost 2 percent-
age points of GDP by 2025. After approving a key
investment law, the government is now preparing its
implementing regulations, which should help attract
more FDI over the medium term.

Significant downside risks cloud the growth
outlook. Key domestic risks include the slow or
incomplete implementation of structural reforms,
particularly those relating to private-sector develop-
ment and women’s economic empowerment, as well
as the impact of climate change on the agriculture
and tourism sectors. The medium-term outlook hinges
on the implementation of the reform agenda. On the
external front, synchronous monetary policy tightening
by major central banks, combined with global fiscal
tightening, has triggered a sharperthan-expected
downturn in growth and increased the risk of a global
recession. Meanwhile, mounting financial stress could
exacerbate existing fiscal and financial vulnerabilities.
Adverse shocks could weaken business and consumer
confidence and temper private investment and con-
sumption, which are key drivers of growth. As global
economic activity slows, external demand will continue
to weaken, with especially negative implications for
the manufacturing sector. A continued commitment
to priority reforms will be critical to strengthen the
€Cconomic recovery, preserve macroeconomic stability,
and support sustainable and inclusive growth.

4 This includes a 23.3 percent increase in the number of
public servants anticipated in the FY2022/23 budget.

%0 The authorities have made progress in reducing
VAT refund arrears, which stood at Tsh 681 billion
(0.4 percent of GDP) at end-December 2022, of which
unpaid verified refund claims were only Tsh22 billion.
Policies to address this longstanding domestic arrears
problem are being supported by both the World Bank
and the IMF-ECF program.
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TABLE 3 « Medium-Term Outlook, 2021-2025

(Annual % change unless otherwise indicated)

2021 Est.
Real GDP Growth (at constant market prices) 43
Private Consumption 2.3
Government Consumption 9.0
Gross Fixed Capital Investment 7.8
Exports, Goods and Services 5.2
Imports, Goods and Services 9.6
Inflation (consumer price index) 3.7
Current Account Balance (% of GDP) -3.2
Net Foreign Direct Investment (% of GDP) 16
Fiscal Balance (% of GDP in FY) -3.8
Gross Nominal Debt (% of GDP in FY)? 413

2022 Est.
4.6
4.8
8.4
9.3
10.2
23.7

43
-56

18
-35
438

2023 Fest. 2024 Fest.

5.1
22
10.7
53
13.8
6.8
42
-51
21
-4.0
409

5.5
33
6.2
54
10.4
42
41
-4.4
2.6
-34
39.2

2025 Fest.
6.1
33

1.3
53
10.2
36
39
-35
2.9
-29
378

Source: World Bank Staff Estimates.

Note: Est. stands for Estimates and Fcst. stands for Forecasts. All variables are based on calendar year unless otherwise specified. Fiscal Year (FY) runs from 1st July to 30th June
# Asis the same in the published WB-IMF Joint Debt Sustainability Analysis in April 2023. For details, see United Republic of Tanzania, Country Report No. 23/153, April 2023,

International Monetary Fund.
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SPECIAL FOCUS:

THE EFFICIENCY AND
EFFECTIVENESS OF
FISCAL POLICY IN

TANZANIA

Introduction

Public spending in Tanzania has increased, led
by development expenditures, but remains low
by the standards of comparable countries. At
about 17 percent of GDP, total public spending is
below the average for SSA (18 percent), LICs (21 per-
cent), and lower-middle-income countries (LMICs)
(28 percent). Closing compliance gaps can help
Tanzania increase revenue collection and establish
a fairer, more efficient tax system while increasing
public expenditures, including priority social spend-
ing. The distributional impact of its revenue and
expenditure policies indicates that Tanzania’s fiscal
system substantially reduces income inequality, while
public spending on social services more than offsets
a moderate increase in poverty. The analysis of the
efficiency and effectiveness of Tanzania’s fiscal policy
presented below is based on the BOOST?®' database
and the Commitment to Equity (CEQ)®? methodology.

Benchmarking Public Expenditures

Historical Overall Expenditure
Performance

Given the limited scope of Tanzanian monetary
policy, the government relies heavily on fiscal
policy to achieve its growth and stabilization
objectives. However, this does not imply that an
expansionary fiscal stance is necessary to acceler-
ate growth. While fiscal stimulus will likely increase

5" The BOOST database project initiated by the World
Bank in early 2010 aims to increase the transparency
and efficiency of public spending across the world by
improving access to government expenditure data and
linking expenditures to relevant outcomes.

52 The CEQ methodology provides a comprehensive
assessment of how taxes and social spending affect
income inequality and poverty. These assessments are
comparable across countries and over time.
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