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Tanzania ' s Exte rna l Debt Burden in the Context of 
H IPC Init iative: I s an E x i t Strategy in S ight? 

G.D. Mjema " 

I n t r o d u c t i o n 
The ex t e rna l deb t s tance of Less Developed C o u n t r i e s (LDCs) has 
concerned m a n y ana l ys t s a n d pohcy m a k e r s , b o t h i n deb to r a n d 
c red i to r n a t i o n s . The c r ed i t o r c o m m u n i t y , r epresented by v a r i ous 
c r ed i t l e n d i n g i n s t i t u t i o n s i n N o r t h A m e r i c a a n d W e s t e r n Europe , 
was w o r r i e d t h a t the heav i l y i ndeb t ed c o u n t r i e s w o u l d n o t be able 
to repay e i ther the p r i n c i p a l ex tended to t h e m or the a c c u m u l a t e d 
i n t e r e s t s (Sachs a n d W a r n e r , 1997) . T h i s c o n c e r n w a s f u r t h e r 
in t ens i f i ed i n the ear ly 1980s w h e n some L a t i n A m e r i c a n c o u n t r i e s 
(e.g. Mexico, A r g en t ina a n d Brazi l ) th rea tened to declare a u n i l a t e r a l 
m o r a t o r i u m t h a t w o u l d , i n t u r n , l ead t h e m to s top h o n o u r i n g t h e i r 
o u t s t a n d i n g ex t e rna l deb t ob l i ga t i ons . !v.i;^e s-s- 'n;(s;> 

The c red i to r c o m m u n i t y was f u r t h e r conce rned t h a t the f a i lu re of 
the i ndeb t ed c o u n t r i e s to repay loans w o u l d d i s r u p t the l e n d i n g 
a n d pro f i t ab i l i t y objectives of the i r f inanc ia l i n s t i t u t i o n s to the extent 
t h a t i t w o u l d j eopard i ze the i r f u t u r e opera t i ons . A p a r t f r o m l e n d i n g 
a n d p r o f i t ab i l i t y m a t t e r s , the c r ed i t o r c o m m u n i t y feared t h a t i f the 
heav i l y i ndeb t ed c o u n t r i e s were a l lowed to de fau l t o n t h e i r debt , 
t h i s w o u l d u n l e a s h a " b a n d w a g o n " effect w h i c h w o u l d encourage 
o ther i ndeb t ed c o u n t r i e s to fo l l ow s u i t . G i ven t h i s b a c k g r o u n d , i t 
was c r i t i ca l for the c red i to r c o m m u n i t y to pressur ize L a t i n Amer i c an 
c oun t r i e s n o t to de fau l t . 

The p ressure t h u s exerted m a n a g e d to pe rsuade Mex ico a n d o ther 
L a t i n A m e r i c a n c o u n t r i e s to c o n t i n u e to h o n o u r t h e i r e x t e rna l debt 
o b l i g a t i o n s . However , Mex i c o , l i k e o t h e r i n d e b t e d L D C s . w a s 
concerned a b o u t the o v e rwhe lm ing l y large m a g n i t u d e of i t s debt in 
the m i d s t of o ther ma la i se , i n c l u d i n g d e t e r i o r a t i n g t e r m s o f t rade . 
F u r t h e r m o r e , the s e r v i c i n g o f t h e d e b t w a s c o n s t r a i n i n g t h e 
b u d g e t a i y opera t i ons i n i n d e b t e d c o u n t r i e s to the ex ten t t h a t i t 
th rea tened the p rov i s i on of bas ic social services. 
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C u r r e n t l y , the LDC deb t p r o b l e m has a cqu i r ed n e w d imens i ons . 
I n d e b t e d n e s s co -ex i s t s w i t h a m y r i a d o f o t h e r soc i o - economic 
p rob l ems , the m o s t p r o m i n e n t o f w h i c h is pover ty . The d e p t h a n d 
i n t e n s i t y o f pove r t y i n poor c o u n t r i e s , espec ia l l y those i n S u b -
S a h a r a n A f r i ca , necess i ta ted I n t e r n a t i o n a l F i n a n c i a l I n s t i t u t i o n s 
(IFIs), i n c l u d i n g the W o r l d B a n k a n d the I n t e r n a t i o n a l Mone ta ry 
F u n d , to devise the H i gh l y Indebted Poor Coun t r i e s (HIPC) in i t i a t i v e , 
w h i c h is a n ex i t s t ra tegy for indebtedness . 

The HIPC in i t i a t i v e , w h i c h became operat ive i n 1996, targe ts overal l 
debt s u s t a i n a b i h t y o n a case-by-case bas is , t h u s p r o v i d i n g a n ex i t 
s t rategy f r o m the r e s c h e d u l i n g process. I n d e b t e d c o u n t r i e s were 
expected to get s u p p o r t w h e n they d e m o n s t r a t e d , t h r o u g h t r a c k 
records , t h e i r a b i l i t y to p u t e x t e m a l s u p p o r t to good use . The HIPC 
in i t i a t i v e is , i n t h i s sense, n o t a new strategy; i t b u i l d s o n ex i s t i ng 
m e c h a n i s m s , p a r t i c u l a r l y those p rov ided u n d e r t h e Par is C l u b a n d 
n o n - P a r i s C l u b a r r a n g e m e n t s . T h e n e w e x t e r n a l f i n a n c e for 
c o u n t r i e s q u a l i f y i n g f o r t h i s i n i t i a t i v e i s s u p p o s e d t o be o n 
" app rop r i a t e l y concess iona l " t e r m s . 

T h i s a r t i c l e rev iews t h e ex t e rna l deb t s tance o f T a n z a n i a i n the 
con tex t o f the HIPC measures . W o r k i n g f r o m the c o u n t r y ' s c u r r e n t 
deb t s tock, the a r t i c l e ana lyses w h e t h e r the i m p l e m e n t a t i o n of the 
HIPC w i l l m a k e t h e deb t b u r d e n more bearab le a n d f i na l l y be the 
" t m e ex i t " to t h e deb t p r o b l e m . I t beg ins w i t h a theo re t i ca l note , 
a lbe i t br ie f ly , l i n k i n g a c oun t r y ' s indebtedness to the i ncome g r o w t h 
effects o n a poor a n d i nde b t e d c o u n t r y . 

T h e Debt -Growth -Pove r ty Nexus : a B r i e f T h e o r e t i c a l E x p o s e 
Models a n a l y s i n g the effect o f debt a n d debt service o n economic 
g r o w t h a n d pover ty have employed neoc lass ica l g r o w t h mode l s i n 
w h i c h i n come g r o w t h is i n f luenced by v a r i o u s factors , i n c l u d i n g 
debt service (Degefe, 1992; Kruge r , 1987; l y oha , 1995) . These 
mode ls u s u a l l y s t e m f r o m a neoc lass ica l p r o d u c t i o n f u n c t i o n where 
o u t p u t fV) depends o n H i ck ' s n e u t r a l t e c h n i c a l change (A), l a b o u r 
(L), c ap i t a l (K) a n d fore ign cap i t a l (Q). A c c o r d i n g to t h i s mode l , 
i m p o r t s of fore ign cap i t a l are a s sumed to be financed by the c u r r e n t 
a c c o u n t s u r p l u s a n d ne t cap i t a l in f l ows . T h u s ; 

Y = A(t) f (K, L, Q) (1) 
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Where t h e f u n c t i o n (fl is a s sumed to be tw ice d i f f e rent iab le . O the r 
var iab l es are as de f ined earher . T a k i n g t h e t i m e der i va t i ve a n d 
d i v i d i n g b y Y t h e f o l l ow ing is ob ta ined : 

A r AA ASAK ASM ASAQ ' ' ' "' ' 
= — + + + — (2) 

Y A SKY SLY SY 

AY AA , 
L e t t i n g fify = — and^ = — wehave 

, SY.L 
n7L= = re lat ive share o f l a b o u r i n o u t p u t 

o L.Y 

UJK = re la t ive share o f c a p i t a l o u t p u t 
SLY Y 

SQ Y re lat ive share o f t e c h n i c a l change i n o u t p u t 
(3) 

E q u a t i o n 2 c a n be s imp l i f i ed to ; 

, wK wLAL wQAQ ,01 
q = i 4 + + l ^ J 

^" K L Q ' 
L e t t i n g the l a b o u r force g row a t a c o n s t a n t ra t e equ iva lent to (n), 
a n d , a b s t r a c t i n g f r o m deprec ia t i on , we m a y set K= 1. F u r t h e r m o r e , 
let domes t i c c ap i t a l s t ock be r o u g h l y p r o p o r t i o n a l to o u t p u t where 
the factor of p r o p o r t i o n a l i t y () is the i n c r e m e n t a l c a p i t a l - o u t p u t ra t i o 
(ICOR). Since i t is a ssumed t h a t the indeb ted c o u n t r y be ing analysed 
is b o t h poor a n d cap i t a l de f ic ient , t h e m o s t p l aus i b l e a s s u m p t i o n 
is t h a t i t s ra te of t e c h n i c a l change is a p p r o x i m a t e l y zero. Hence 
e q u a t i o n 3 becomes: , 

1 wQAQ 

^ 9 
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The increase i n fore ign cap i t a l i n f l o w w i l l n o r m a l l y be financed 
by the expor t s u r p l u s a n d ne t c ap i t a l i n f l ows made u p m a i n l y o f 
d i r e c t fo re ign i n v e s t m e n t a n d n e w b o r r o w i n g . S u b t r a c t i n g deb t 
service p a y m e n t s made u p o f r e p a y m e n t s o f p r i n c i p l e a n d in t e r e s t 
o n o u t s t a n d i n g debt we o b t a i n : 

AQ = (X-M) + D F l + B - - 1(1- D (5) 
Where represents the p r o p o r t i o n o f deb t r epa id 

i i s the average in t e r es t ra te o n deb t 
X is expor t s 
M is i m p o r t s 
D F I i s d i r e c t fore ign in f l ows 
B is n e w b o r r o w i n g . 
D is o u t s t a n d i n g debt s tock . 

I t is f u r t h e r a s s u m e d t h a t the expor t s u r p l u s (X-M) is d e t e rm ined 
m a i n l y b y expor t g r o w t h (gx). F r o m equa t i ons 4 a n d 5 i t i s poss ib le 
to s u m m a r i z e the factors d e t e r m i n i n g i n come g r o w t h i n a n indeb t ed 
c o u n t r y as fo l lows: , , 

gy = (n, ). D F I . B . D, D B S . gx) (6) 

where f, > 0, f̂  < 0, fg > 0, f̂  > O.fg < 0. f, < 0 a n d fg > 0. 

Th i s br i e f l y says t h a t a n increase i n i n d u s t r i a l l a b o u r force, (n) 

i n v e s t m e n t r a t i o ( j^) d i r ec t fo re ign i n v e s tmen t , new b o r r o w i n g 

(B) a n d expor t g r o w t h (gx) t ends to increase the ra te of economic 
g r o w t h o f a n i ndeb t e d c o u n t r y . The increase i n debt s tock (D), 
i n c r e m e n t a l c a p i t a l - o u t p u t r a t i o ( ) a n d the debt service b u r d e n 
w i l l t e n d to r educe the rate o f economic g r o w t h . 

I t is poss ib le to beg in w i t h a genera l p r o p o s i t i o n t h a t i f a c o u n t r y is 
to benef i t f r o m e x t e m a l b o r r o w i n g , i t s e conomy m u s t be s u c h t h a t 
a n adequate a m o u n t of new resources c a n be ava i lab le to service 
i t s m a t u r i n g debt ob l i ga t ions . I n p a r t i c u l a r , the g r o w t h i n i n come 
m u s t be su f f i c i en t to p rov ide i n c r eased c o n s u m p t i o n a n d deb t 
service. A n o t h e r way to state t h i s is t h a t deb t a n d debt service w i l l 
be less b u r d e n s o m e w i t h faster g r o w t h o f i n come (relative to deb t 
g r o w t h a n d debt service). 
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I n o rde r to e s t ab l i sh e m p i r i c a l l y the ver i f iab le r e l a t i o n be tween 
ex t e rna l debt a n d economic g r o w t h , we beg in w i t h the f u n d a m e n t a l 
i d e n t i t y t h a t the increase i n debt less t h e change i n i n t e r n a t i o n a l 
r e s e r v e s i s e q u a l t o d e b t s e r v i c e l e ss i n t e r e s t i n c o m e f r o m 
i n t e r n a t i o n a l resei-ve assets p l u s the i m p o r t s u r p l u s , i.e.; 

( D - D , , )-(R,R,, ) = iD , . - IR , , + n , - X, (7) 

whe re R = s tock of i n t e m a t i o n a l reserves a n d o ther var iab l es are as 
de f ined earl ier . 

However , e q u a t i o n 7 ignores the c ap i t a l flight p h e n o m e n o n w h i c h 
c o u l d be q u i t e s i gn i f i c an t i n some A f r i c a n c o u n t r i e s , i n c l u d i n g 
Tanzan ia . S ince the in t e r es t i n come o n reserves is o f ten smaU i n 
A f r i c an count r i es , we m a y set IR, ^ a t equa l to zero. I gno r ing changes 
i n reserve s tock a n d s i m p l i f y i n g e q u a t i o n 7 we o b t a i n : 

D, = M , - X , + (1 + i ) D , , (8) 

Cons ide r f u r t h e r a n i d e n t i t y w h i c h re lates the d e m a n d for final 
p r o d u c t s to the uses of income . 

T h a t i s : ^-./:•,::/• ;r; v• i tai: fnh'^h 

Y = C + I + G + X - M = C + S + T (9) 

Where C = c o n s u m p t i o n , f U t s / ; J i o i a u b n r r } , j l ' f s' 
I = i n v e s t m e n t ,: : ;r, ;x.r:^l-, . r j b t r e ,k3C.J-uvS 
S = sav ings 
T = taxes 
G = gove rnmen t e xpend i tu r e . ;»!; •jr^v 

O the r var iab les are as de f ined earl ier . 

Re -a r rang ing a n d s i m p l i f y i n g the i d e n t i t y i n e qua t i on (9) gives: 

M - X = (1-S) + ( G - T ) (10) 

E q u a t i o n 10 gives the i m p o r t s u r p l u s as the s u m of the i n v e s tmen t -
sav ings gap a n d the budge t de f ic i t (G-T). C o m b i n i n g equa t i ons 2 
a n d 4 a n d supp r e s s ing the t i m e s u b s c r i p t we o b t a i n : 
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D = ( I - S ) + ( G - T ) + ( l + i )D, . , .....(11) 

Where D , , is the lagged va lue o f the debt s tock . 

A t t h i s po in t , i t i s t i m e l y to i n t r o d u c e the ab i l i t y o f t h e c o u n t r y to 
service i t s debt , as t h i s has a n effect o n the debt b u r d e n a n d , b y 
ex tens ion , the s tock o f e x t e m a l debt . The ma jo r factors to cons ide r 
are the g r o w t h ra t e o f i n c o m e a n d the degree o f exchange ra te 
o v e r va lua t i on (ER). The exchange ra te o v e r va lua t i on va r i ab l e (ER) 
is i m p o r t a n t i n the deb t s tock equa t i on , s ince i t affects the expor t 
pe r f o rmance o f a n i n d e b t e d c o u n t r y . G iven t h i s b a c k g r o u n d we 
m a y n o w specify the d e t e r m i n a n t s of debt stock, sub jec t to emp i r i c a l 
ve r i f i ca t i on , as fo l lows: 

D = g (SG,FD,ER,GI , ,) (12) 
G, > 0 , g 2 > 0 , g 3 > 0 , g 4 < 0 , g 5 > 0 . 

Where SG = i n v e s t m e n t - s a v i n g gap ' 
FD = fiscal de f ic i t .̂̂^̂  .^^,,^,^^^3 
G I = m c o m e g r o w t h . t o3 a l o w f ^ q 

Th i s suggests t h a t the h i ghe r the i n v es tmen t - sav ing r a t i o , the fiscal 
def ic i t a n d the degree o f exchange ra t e o v e r va lua t i on ; the h i gh e r 
w i l l be the s tock of debt . However, the h i ghe r the ra te o f i n come 
g r o w t h (GI), t he lower the debt a n d debt service b u r d e n . 

Th i s c o n c l u s i o n , as we s h o w i n the f o l l ow ing sec t ion , is i m p o r t a n t 
for LDCs, s u c h as Tanzan ia , i n des i gn ing ex i t s t rateg ies to fore ign 
indebtedness . A t t h i s j u n c t u r e , we c a n analyse c losely the HIPC 
f r a m e w o r k a n d i t s re levance to Tanzan ia . The m a i n focus is to 
analyse the poss ib i l i t i e s for the HIPC in i t i a t i v e to im p ro v e i n come 
g r o w t h to a level w h i c h w i l l r educe the debt a n d the b u r d e n of 
serv ic ing i t . 

H I P C : E s s e n t i a l F e a t u r e s a n d T a n z a n i a ' s Indebted S t a n c e 
The HIPC i n i t i a t i v e was proposed by the I n t e r n a t i o n a l M o n e t a r y 
F u n d (IMF) a n d the W o r l d B a n k i n 1996 as " a n a p p r o p r i a t e bas i s " 
to resolve e x t e m a l debt p rob l ems of heavi ly indeb ted poor count r i es . 
To qua l i f y for HIPC, e l ig ib le c o u n t r i e s m u s t go t h r o u g h several 
stages. A t the first stage, the Paris C l u b a n d o the r b i l a t e r a l a n d 
m u l t i l a t e r a l donors agree to prov ide flow r eschedu l ing (as per c u r r e n t 
Naples terms) o n a ne t p resent va lue bas is . The c o u n t r y conce rned 
establ ishes a three-year t r a c k record o f good economic per fo rmance . 
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The first stage is t h e n foUowed-up by a dec i s i on p o i n t a t w h i c h a n 
a s s e s s m e n t i s m a d e o n w h e t h e r t h e P a r i s C l u b a n d o t h e r 
i n t e r v en t i ons have been adequate to enable the c o u n t r y to a t t a i n 
deb t s u s t a i n a b i l i t y a t t h e c o m p l e t i o n p o i n t . The second stage is 
r eached w h e n a d d i t i o n a l concess iona l flow r e s c h e d u l i n g is s t i l l 
r e qu i r ed for the c o u n t r y ' s deb t to be sus t a inab l e . L ike i n the first 
stage, a c o u n t r y is r e q u i r e d to have a second t r a c k r ecord o f good 
per fo rmance . A t the c o m p l e t i o n po in t , the Par is C l u b a n d o ther 
i n s t i t u t i o n s p rov ide deeper s t o c k - r e d u c t i o n s o f deb t r e d u c t i o n to 
enable a c o u n t r y to r e a ch a sus t a inab l e level o f debt . 

T h e W o r l d B a n k ( I M F a n d W o r l d B a n k 1996 ) d e f i n e s d e b t 
s u s t a i n a b i l i t y for HIPC purposes i n t e r m s o f th ree i n d i c a t o r s . 

(a) The r a t i o o f t h e n e t p resen t \e o f deb t - t o - expo r t s s h o u l d be 
w i t h i n a range o f 2 0 0 - 2 5 0 per cent or be low. 

(b) The deb t service to expor t s is expected t o fa l l w i t h i n a range o f 
2 0 - 2 5 per c en t or be low. 

(c) Cons i d e ra t i on o f o the r deb t s u s t a i n a b i l i t y i n d i c a t o r s i n c l u d i n g 
t h e s t r ess o f d e b t serv ice o n t h e g o v e r n m e n t b u d g e t , t h e 
d i ve rs i t y o f t h e c o u n t r y ' s expor t base, reserve coverage, a n d 
resource base. 

Besides the s u s t a i n a b i l i t y aspect , the HIPC i n i t i a t i v e has o the r 
i m p o r t a n t b u f l d i n g b l o cks i n c l u d i n g e l ig ib f l i ty , pe r f o rmance c r i t e r i a 
a n d p a r t i c i p a t i o n b y a l l r e l evant c r ed i t o r s ( IMF a n d W o r l d B a n k , 
1996) . 

On l y I n t e m a t i o n a l Deve l opment Ass i s tance m e m b e r c o u n t r i e s are 
el ig ible for the HIPC i n i t i a t i v e . The c r i t e r i a for good pe r f o rmance is 
b a s e d o n i n d i c a t o r s l i k e p r o g r e s s o n k e y s t r u c t u r a l r e f o r m s , 
macroeconomic i n d i c a t o r s a n d soc ia l wel fare . 

T h i s i n i t i a t i v e h a s b e e n w e l l rece ived i n m o s t L D C s i n c l u d i n g 
Tanzan ia . Indeed , i n l ine w i t h a good pe r f o rmance t r a c k record , 
Tanzan i a has p r epa r ed the Na t i ona l Poverty R e d u c t i o n Strategy 
Paper (PRSP) i n c o n s u l t a t i o n w i t h a b r o a d s p e c t r u m of s takeholders . 
T h e PRSP spe l l s o u t T a n z a n i a ' s ob j e c t i v es a n d s t r a t eg i e s for 
c o m b a t i n g pover ty w i t h the he lp of deb t re l i e f f u n d s . The first 
progress r epor t o n the i m p l e m e n t a t i o n of the PRSP shows t h a t there 
are prospec ts t h a t T a n z a n i a is o n the r i g h t t r a c k for i m p l e m e n t i n g 
the PRSP. 



A p a r t f r om the PRSP, the gove rnmen t h a s s ince 1993 p u t i n place 
a n e l a b o r a t e ' E x t e r n a l D e b t M a n a g e m e n t S t r a t e g y ' w i t h t h e 
object ives of r e s t o r i n g o rde r l y r e l a t i ons w i t h a l l c r ed i t o r s , r e d u c i n g 
c o n t r a c t u a l deb t sei-vice to a manageab l e level a n d h a l t i n g the 
c o n t i n u e d b u i l d - u p o f deb t a n d deb t ob l i ga t i ons i n the f u t u r e . 

T l i e nex t log ica l c once rn emerg ing f r o m the HIPC, PRSP a n d the 
Deb t M a n a g e m e n t Strategy is w h e t h e r they c o n s t i t u t e a necessary 
a n d su f f i c i ent ex i t s trategy for the c o u n t r y ' s i n d e b t e d stance. For 
example , w i l l the HIPC in i t i a t i v e improve i n come g r o w t h su f f i c i ent ly 
e n o u g h to l essen t h e d eb t p r o b l e m a n d p u t t h e c o u n t r y o n a 
s u s t a i n e d g r o w t h p a t h ? 

As a n i n s i g h t i n t o t h i s c once rn we take a c r i t i c a l l o ok a t some 
i n d i c a t o r s o f the m a g n i t u d e of the debt p r o b l e m i n Tanzan ia . , 

, I , - . •,(. . -~f \
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G. D. Mjema , i , . . 

The m a g n i t u d e of Tanzan ia ' s e x t e rna l deb t has been a sub j ec t o f 
rev iew by m a n y a u t h o r s (see for example Dan i e l s on a n d M j ema , 
1 9 9 5 a n d D a n i e l s o n a n d M j e m a , 2001 (a ) (b)). T h e r e i s s ome 
convergence i n t e r m s o f the c r i t i c a l f i nd ings f r o m these s tud i e s . 
M o s t o f the d eb t is p u b l i c or p u b l i c g u a r a n t e e d ; o n l y a s m a l l 
p r o p o r t i o n of the t o t a l o u t s t a n d i n g deb t h a s been serv iced. W h i l e 
i n the 1970s a n d 1980s b i l a t e ra l c red i to rs were i m p o r t a n t , c u r r e n t l y 
m u l t i l a t e r a l i n s t i t u t i o n s are also s i gn i f i can t i n e x t end ing l oans to 
Tanzan ia . There is also c onsensus a m o n g the s tud i es t h a t desp i te 
the fact t h a t l o an c o n d i t i o n s (average in t e r es t ra te , average grace 
a n d m a t u r i t y periods) were favourab le c ompa r ed to those sub jec ted 
to o the r s u b - S a h a r a n rec ip i en ts , the c o u n t r y ' s i n i t i a t i v e to r educe 
the deb t b u r d e n is s t i l l u n s u s t a i n a b l e . The b e n c h m a r k for t h i s 
a s s e s s m e n t i s t h e c u r r e n t r a t e o f i n c o m e g r o w t h a n d e x p o r t 
pe r f o rmance . 

For example , f r o m 1993 o n w a r d s , t h e deb t - to -GDP r a t i o t r e n d h a s 
been negative due to the fact t h a t GDP g r o w t h increased s i gn i f i cant l y 
i n the m i d 1990s. F u r t h e r m o r e , i n 1995 the gove rnment i n t r o d u c e d 
a s t r i c t cash budge t s y s t em i n w h i c h the serv i c ing o f e x t e rna l deb t 
was g iven top p r i o r i t y (Dan ie l son a n d M j ema , 2001(a) (b); B i g s t en 
a n d Dan ie l son , 2001) i n g o v e m m e n t expend i ture . There is n o d o u b t 
t h a t these economic r e f o r m measures have m a n a g e d to a r r es t t h e 
d e c l i n i n g GDP g r o w t h ra te , w h i c h h a s p u t the economy o n t h e r i g h t 
foo t ing . As a r e su l t , expor t g r o w t h h a s n o w p i cked u p . The s o u n d 
macroeconomic e n v i r o n m e n t a n d po l i t i ca l s tab i l i t y i n Tanzan ia have 
c o n t r i b u t e d to the c u r r e n t su rge i n f o r e i gn d i r e c t i n v e s t m e n t . 
Hope fu l ly , a l l these measure s w i h have a n i m p a c t a t the grass­
roo t s level, s ince there is w i l l i n gness a n d c o m m i t m e n t o n the p a r t 
o f the gove rnmen t to see t h a t the pos i t i ve effects of the r e f o rms are 
felt at the lower levels o f the society. 

I s H I P C the E x i t S t ra tegy for T a n z a n i a ' s Debt P r o b l e m ? 
I n T a n z a n i a , h k e i n m o s t h i g h l y i n d e b t e d c o u n t r i e s , t h e H IPC 
in i t i a t i v e has been we l l rece ived. T a n z a n i a qua l i f i ed for the HIPC 
e l i g ib i l i t y i n A p r i l 2 0 0 0 a n d s h o u l d have no s i gn i f i cant p r o b l e m s a t 
the dec is ion p o i n t for i t s deb t r e p a y m e n t ra te to be categorized as 
s u s t a i n a b l e . T h i s s o m e w h a t good n e w s inv i t e s one to q u e s t i o n 
w h e t h e r t h i s is the ex i t s t ra tegy for the debt p r o b l e m i n Tanzan ia . 

W h e t h e r the HIPC i n i t i a t i v e is su f f i c i ent to dea l w i t h Tanzan ia ' s 
deb t p r o b l e m w i l l d epend o n v a r i o u s factors . F i r s t , the i n i t i a t i v e 
m u s t have a s i gn i f i can t i m p a c t o n i n come g r o w t h . T h u s i t m u s t 
he lp the c o u n t r y to revive i t s economic ac t i v i t i es , especia l ly i n s u c h 
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s e c t o r s l i k e a g r i c u l t u r e , a g r i c u l t u r a l m a r k e t i n g a n d t h e 
c o n s t r u c t i o n of roads , w h i c h have a h i g h p r o p e n s i t y to generate 
incomes i n the r u r a l c o m m u n i t i e s . F u r t h e r m o r e , the re w i l l s t i l l 
be new ( m u l t i l a t e r a l a n d b i la tera l ) l oans . The r eason for t h i s is 
t h a t the c o u n t r y does n o t have su f f i c i ent domes t i ca l l y generated 
r esources to enab le i t to u n d e r t a k e t h e k i n d o f i n v e s t m e n t s i t 
desires. Besides i n v e s t m e n t r eq in r emen t s , there are o the r socio­
e c o n o m i c p r o g r a m m e s w h i c h c a n n o t be u n d e r t a k e n w i t h o u t 
fore ign loans a n d a i d . Tab le 2 shows ex t e rna l deb t deve l opments 
i n T a n z a n i a i n the p e r i od be tween 1 9 9 4 / 1 9 9 5 a n d 2 0 0 0 / 2 0 0 1 . 
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I n d u s t r i e s 2 1 9 . 0 0 2 4 5 . 0 6 2 5 7 . 4 1 2 7 6 . 7 4 2 9 2 , 7 0 426 ,50 322 .00 329,901 

Socia l Wel fare & 2 1 5 . 1 0 192.08 184 .81 167 ,33 2 1 5 . 5 0 122.80 119.40 125,70 

E d u c a t i o n 1 
Finance a n d I n s u r a n c e 8 9 . 9 0 92 .73 9 2 . 4 0 77 .23 8 0 , 2 0 84 ,10 83 .20 83,801 

T o u r i s m 8 1 5 . 9 0 814 .67 9 3 7 . 2 4 8 8 1 , 7 0 8 5 1 . 9 0 850 .20 9 4 2 . 0 0 951,oo' 
O t h e r s 

5. T o t a l Debt S e r v i c e 

(Actual) 

1 8 0 . 1 0 2 1 2 . 0 0 2 1 8 . 7 0 2 0 4 . 6 0 1 8 7 . 9 0 1 9 0 . 8 9 2 1 1 . 2 0 2 1 1 . 5 0 

Pr inc ipa l 115.60 140.10 122 .60 . 138 .00 112.20 140.53 211 ,20 211 ,50 

In te res t 6 1 . 7 0 71 .80 9 5 . 5 0 6 6 . 4 0 75 .20 49 .56 0.00 0.00 

O t h e r s 2 .80 0 .10 0 .60 0 .20 O.IO 0,80 0.00 0,00 

6. T o t a l A r r e a r s 
by C r e d i t o r s 

Category 

2 , 6 3 6 . 2 0 2 , 8 1 3 . 7 0 2 . 4 4 3 . 2 0 2 , 3 5 7 . 6 0 2 , 6 6 0 . 5 0 2 , 2 3 9 . 0 2 , 1 7 6 . 6 0 2 . 3 1 0 . 2 0 

Principal 1.549.90 1 ,682 .90 1 ,465 .00 1 ,408 .80 1 ,571 .10 1 ,152 ,50 1 ,114 .90 1 .178.10 

Bi l a t e ra l 1.230.50 1,367.20 1.173.10 1,134.10 1.235.40 81 .70 762 .60 800 .00 

M u l t i l a t e r a l 18.40 2 9 . 6 0 14,60 10.30 2 3 . 0 0 0 .00 0 .00 0.00 

Commerc i a l 120.70 100 .80 83 ,50 9 1 . 9 0 132.40 185.00 189.50 211 .90 

Othe r Private 180.30 185 .30 193 ,80 172.50 180,30 156.8 162.80 166.20 

Cred i to rs 1,086.30 1 ,130 .80 9 7 8 . 2 0 9 4 8 . 8 0 1 ,089 .40 1 .086.5 1 .061.70 1 ,132.10 

Interest 747 .70 8 2 7 . 5 0 7 0 5 . 0 0 6 5 4 . 3 0 740 ,00 739 .5 717 .80 763 .10 

B i l a t e ra l 6 .70 2 9 . 3 0 4 ,20 6 ,00 8.30 0 .00 0,00 0.00 

M u l t i l a t e r a l 195.50 155 .20 156 .20 163.90 2 0 4 , 3 0 2 6 1 . 1 259 .00 278 .60 

Commerc ia l 136.40 118 .80 112 ,80 124 ,60 136.80 85.9 84 .90 90 .40 

O the r Pr ivate 
S o u r c e : B a n k o f T a n z a n i a , E c o n o m i c B u l l e t i n (2000) . 

Tab l e 2 : E x t e r n a l Debt D e v e l o p m e n t s : M i l l i o n s o f U S D 
I t e m 1 9 9 4 / 9 5 1 9 9 5 / 9 6 1 9 9 6 / 9 7 1 9 9 7 / 9 8 1 9 9 8 / 9 9 1 9 9 9 / 2 0 0 0 2 0 0 0 / 2 0 0 1 

Sept . Dec . 
1. Ove r a l l T o t a l Debt 

C o m m i t t e d 

8 , 4 4 0 . 7 0 7 , 9 3 3 . 0 0 8 , 1 0 0 . 8 0 7 , 9 0 1 . 7 0 7 , 9 7 2 . 9 0 7 , 5 9 5 . 7 0 7 , 5 8 8 . 2 0 7 , 6 0 3 . 2 0 

2 . D i s bu r sed Debt by 

C r e d i t o r category 

6 , 9 1 7 . 5 0 6 , 6 2 3 . 3 0 6 , 6 0 0 . 3 0 6 , 4 3 5 . 8 0 6 , 5 8 0 . 3 0 6 , 5 3 8 . 3 0 6 , 3 8 2 . 9 0 6 , 4 2 8 . 2 0 

B i l a t e r a l debt 3 ,426 .26 3 ,216 ,30 3 ,044 ,90 2 7 8 5 . 7 9 2 .791 .78 2 ,514 .10 2 .409 .90 2 .383.70 

M u l t i l a t e r a l debt 3 ,022 .39 2 ,989 ,50 3 ,142 ,50 3 ,179 ,41 3 ,330 ,10 3 ,571 .50 3 .529 .00 3 .573 .30 

C o m m e r c i a l debt 2 2 6 . 6 9 2 1 1 , 7 0 2 1 4 , 9 0 2 7 0 . 6 0 2 5 1 . 5 0 264 .90 259 .30 285 .50 

O t h e r p r i va t e c r ed i t o rs 2 4 2 . 1 6 2 0 5 , 8 0 198 ,00 2 0 0 , 0 0 2 0 6 . 9 2 187,80 184,70 185,70 

3 . D i s bu r s ed Debt by 

Bor rower ca tegory 

6 , 9 1 7 . 5 0 6 , 6 2 3 . 3 0 6 , 6 0 0 . 3 0 6 , 4 3 5 . 8 0 6 , 5 8 0 . 3 0 6 , 5 3 8 . 3 0 6 , 3 8 2 . 9 0 6 . 4 2 8 . 2 0 

r C e n t r a l G o v e r n m e n t 6 .523 .00 6 ,264 ,80 6 ,233 ,80 6 ,017 ,40 6 ,168 .20 6 ,092 ,60 5 ,946.40 5 ,981,60 

Publ ic Co rpo ra t i ons 2 2 0 . 5 0 171 ,50 167 ,80 171 .80 165,10 183.20 177.40 178.90 

Pr ivate Sector 174.00 187 ,00 199 ,50 2 4 6 , 6 0 2 4 7 . 0 0 2 6 2 . 5 0 259 .10 267 ,70 

4. D i sbu r sed Debt by 6 , 9 1 7 . 5 0 6 , 6 2 3 . 3 0 6 , 6 0 0 . 3 0 6 , 4 3 5 . 8 0 6 , 5 8 0 . 3 0 6 , 5 3 8 . 3 0 6 , 3 8 2 . 9 0 6 , 4 2 8 . 2 0 
>- use of funds 

Balance o f p a y m e n t 1,889.40 1,688,94 1.524.67 1,493.11 1.512.20 1,648.10 1.625.60 1,602,90 

s u p p o r t 

T r a n s p o r t & 1,325.10 1,291,54 1.339.86 1,306.47 
///if: 

1,337.80 1,067.40 1,027,20 1.064.90 

T e l e c o m m u n i c a t i o n 1,017.30 9 6 7 , 0 0 9 5 0 . 4 4 9 1 3 . 8 8 9 6 3 . 8 0 1,040,20 1,013.20 1,014,10 
0 
i 

A g r i c u l t u r e 6 9 1 . 8 0 721 ,94 7 4 5 . 8 3 7 9 1 . 6 0 8 2 1 . 8 0 8 6 9 . 0 0 832 .30 834 .80 

t 
Q 

Energy & M i n i n g 6 5 4 . 0 0 6 0 9 , 3 4 5 6 7 . 6 3 5 2 7 . 7 4 504 .40 430 ,00 418 ,00 421 ,10 



G. D. Mjema 

The e x t e m a l deb t t r e n d i n Tab le 2 suggests t h a t l o r HIPC to be a n 
ex i t s t ra tegy f r o m the c o u n t r y ' s indeb tedness , m u c h w i l l depend 
o n the effective u t i l i z a t i o n o f fore ign l oans . A l o t of deb t ana l ys i s 
h a s f o cused o n d e b t r e l i e f a n d d e b t r e s c h e d u l i n g . M u c h less 
a t t e n t i o n has been p a i d to conce rns l i k e h o w best to u t i l i z e l o a n 
r esources . M o s t h i g h l y i n d e b t e d c o u n t r i e s i n A f r i ca , i n c l u d i n g 
Tanzan i a have d i f f l cu l t i es add r e ss ing the ques t i on : where d i d a l l 
the bo r r owed f u n d s w h i c h are a r e s u l t o f the c u r r e n t deb t p r o b l e m 
go? I t is i r on i c to see gross ly i n d e b t e d c o u n t r i e s i n A f r i ca i n the 
m i d s t of pover ty , yet w i t h o u t some s e n t i m e n t t h a t the i m p r o p e r 
u t i l i z a t i o n o f the l oans was p a r t o f the p r o b l e m . 

I f the HIPC in i t i a t i v e is to be the ex i t s t ra tegy for the debt p r o b l e m , 
i t s h o u l d h e l p to change t h e i m a g e o f " i m p r o p e r " to " p r o p e r " 
u t i l i z a t i o n o f l o a n resources . The e m p h a s i s p u t b y I M F a n d W o r l d 
B a n k o n e l ig ib le c o u n t r i e s to u t i l i z e the f u n d s o n p r o g r a m m e s t h a t 
improve social services (e.g. h e a l t h , e d u c a t i o n a n d water ) is pos i t ive . 
S im i l a r l y , Tanzan ia ' s effort to use the deb t re l ie f f u n d s for soc ia l 
services, w h i c h is exphc i t l y spe l led o u t i n the PRSP, is a pos i t i ve 
step i n the r i g h t d i r e c t i on . W h a t r e m a i n s to be seen is the p rope r 
i m p l e m e n t a t i o n o f the PRSP strateg ies . 

Besides the strateg ies for u t i l i z a t i o n o f deb t resources , Tanzan ia , 
a n d o ther c oun t r i e s i n s im i l a r s i t u a t i o n s , need to develop a coherent 
i n s t i t u t i o n a l capac i t y for deb t m a n a g e m e n t . Fort ianate ly , Tanzan i a 
has a l ready m a d e pos i t ive progress i n t h i s d i r e c t i on . I t has enacted 
laws w h i c h empower on l y the M i n i s t e r for F inance to c on t r a c t l oans 
o n b eha l f of the gove rnment . T h i s measu r e w i l l he lp to m o n i t o r a n d 
co -coord inate the debt strategy. However, the M i n i s t r y of F inance 
has to p u t i n place a n ef f ic ient da tabase for m o n i t o r i n g ex t e rna l 
deb t t r ends . I n the past , c r i t i c i s m s i n h a n d l i n g the debt p r o b l e m 
were based o n the fact t h a t a l m o s t a l l e x t e rna l deb t da ta were 
classi f ied ( Lyakurwa , 1990; M jema , 1996). Nowadays, e x t e m a l debt 
da ta is b o t h p u b l i c a n d c u r r e n t . T h i s is a c red i t to the F inance 
M i n i s t r y . W h a t is r e qu i r ed n o w is t h a t the m i n i s t r y use the d a t a to 
p r e p a r e a n a l t e r n a t i v e e x t e r n a l d e b t s t r a t e g y w i t h a v i e w to 
c o n v i n c i n g the c r ed i t o r c o m m u n i t y t h a t the HIPC in i t i a t i v e needs 
to be s u p p l e m e n t e d w i t h debt forgiveness, so as to m a k e i t a t r u e 
ex i t f r o m the deb t p r o b l e m . - e «••; a r 
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I t i s a t t h i s p o i n t where the c a u t i o n m a d e by Ross (1997, 93) is 
i m p o r t a n t a n d w o r t h q u o t i n g at l e n g t h : 

"A l l deb t i n i t i a t i v e s t h a t I k n o w of l ook to r educe deb t to 
a level where i t is s u s t a i n a b l e for y o u to f u n d i t i n the 
f u t u r e . 1 do n o t k n o w of any ser ious p roposa l o u t there 
where c r ed i t o r s have cons ide red where they are go ing t o 
w r i t e off y o u r d eb t i n t o t a l i t y . The HIPC i n i t i a t i v e i s 
we l come because i t b r i n g s m u l t i l a t e r a l deb t i n t o t h e 
p i c t u r e f o r s o m e r e d u c t i o n . D o n o t e x p e c t t h a t 
a u t o m a t i c a l l y 80 per c en t of y o u r debt is go ing to be 
w r i t t e n off any t i m e soon. Y o u r goals are to get the deb t 
d o w n to a serviceable a m o u n t to p r o m o t e i n v e s t m e n t 
a n d deve lopment i n y o u r c o u n t r y . " 

Th i s c a u t i o n is i m p o r t a n t , as i t w a m s count r i e s l ike Tanzan ia , w h i c h 
are l i k e l y to get debt re l ie f f r o m the HIPC i n i t i a t i v e , to u t i l i z e the 
f u n d s i n i n v e s t m e n t u n d e r t a k i n g s where r e t u m s f r o m i n v e s t m e n t 
w i l l be h i ghe r t h a n in t e r es t o n l o a n b o r r o w i n g . I n t h i s way , the 
i n i t i a t i v e w i l l pave the w a y for t h e s o l u t i o n of the debt p r o b l e m a n d 
a l l ow for s u s t a i n a b i l i t y i n i n c o m e g r o w t h . 

F i n a l R e m a r k s 
The e x t e m a l deb t b u r d e n i n T a n z a n i a is s t i l l u n s u s t a i n a b l e . T h i s is 
because the m a g n i t u d e of the debt , re lat ive to the c oun t r y ' s capac i t y 
to service i t , i s unbea rab l e . A n u m b e r of i n i t i a t i v e s have been p u t 
i n p lace to address t h i s p r o b l e m . The la tes t s t ra tegy , the HIPC 
in i t i a t i v e , has been we l l received i n T a n z a n i a a n d i n o the r heav i l y 
i ndeb t ed coun t r i e s . The expec ta t i on a m o n g these c o u n t r i e s is t h a t 
i t w i l l p rov ide a t r u e ex i t to the deb t p r o b l e m . 

The ana l ys i s i n t h i s a r t i c l e shows t h a t i t is u n d e n i a b l e t h a t the 
HIPC i n i t i a t i v e w i l l p rov ide some re l ie f to the debt p r o b l e m i n m o s t 
c oun t r i e s , i n c l u d i n g Tanzan ia . However , a l a s t i n g s o l u t i o n for the 
deb t p r o b l e m w i l l be f o u n d w h e n the HIPC i n i t i a t i v e a n d o the r deb t 
re l i e f measures he lp to improve the incomes i n s u c h a w a y t h a t i t is 
poss ib le to service the deb t w i t h o u t c o n s t r a i n i n g economic g r o w t h . 
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