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Preface
The release of the ﬁrst Global Human Development Report (GHDR) in 1990 signalled a paradigm shift in the
conceptualization of development. This report and those that followed, issued by the United Nations Development
Programme (UNDP) over the past 20 years, have signiﬁcantly altered the way most governments approach the
challenge of development. Today, many countries have adopted the human development paradigm in addressing
development challenges by putting people at the centre. Since then, several countries and territories have produced
their own country- or region-speciﬁc human development reports at regular intervals: in total, more than 600 regional,
national and subnational human development reports have been launched by more than 143 countries. These reports
are strategic advocacy tools created through a process of active engagement within these countries and across regions
in addressing cutting-edge issues and articulating people’s priority needs. These reports provide an important source
for innovation and advancement in development policies and practices.
The current release of the Tanzania Human Development Report (THDR) 2014 is the ﬁrst THDR issue, with a
theme of Economic Transformation for Human Development. Over the last decade, there has been a change in the
focus of development policy away from mere quantitative changes in the rate of output towards a concern for the
changing qualitative nature of economic growth encapsulated in the concept of economic transformation. Economic
transformation is particularly relevant for Tanzania since, while Tanzania witnessed impressive GDP growth rates
of more than 6% since 2000, this growth has not led to a commensurate reduction in income poverty. At the same
time, the Government of Tanzania has set an ambitious target of reducing poverty signiﬁcantly and becoming a
middle-income country by 2025. This requires not only sustained economic growth in quantitative terms, but also a
signiﬁcant economic transformation involving a fundamental change in the economy’s structure. This report analyses
the economic transformation necessary for Tanzania to achieve the stated objective of becoming a middle-income
country by 2025, as aspired by the national development vision 2025.
The main report contains four chapters and a statistical annex. The ﬁrst chapter presents a snapshot of the status and
progress of human development in Tanzania. The second chapter discusses what is meant by economic transformation
and illuminates the nature of the on-going processes of transformative growth in Tanzania. The third chapter discusses
the kind of economic transformation we want, whereas the fourth chapter concludes with a commentary on how to
make economic transformation work for human development. The statistical annex provides a rich overview of key
indicators/indices of socio-economic and human development.
THDR 2014 was produced under the aegis of the UNDP Human Development Initiative, which embraces a network
of global, regional and country reports, and was explicitly designed to draw upon local expertise and to seek widespread
nationally based consultation and feedback from a variety of actors within the ﬁeld of development policy and action,
including close collaboration with various government structures. The report’s production involved a network of
scholars drawn from the national research and university system with funding from the UNDP. The Economic and
Social Research Foundation (ESRF) was the implementing partner for the THDR, working in close collaboration
with key partner institutions, including the National Bureau of Statistics (NBS), the Ofﬁce of Chief Government
Statistician Zanzibar (OCGS), and the Department of Economics at the University of Dar es Salaam (UDSM). The
project manager and secretariat of the THDR initiative carried out the day-to-day activities in the report’s production
in close collaboration with a core team composed of experts from the UNDP, ESRF, NBS and UDSM. In addition,
a broader working group, composed of 35 experts drawn from a variety of national institutions and development
agencies, provided further support, feedback and guidance throughout the report’s production process. This process
involved commissioning and writing ten background papers, which constituted the core materials for writing up the
ﬁnal report. In parallel, the report’s production further involved collecting large and diversiﬁed amounts of data on
socio-economic development, and compiling tables with key indicators/indices of human development, as presented
in the statistical annex.
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Introduction
Over the past decade, Tanzania has experienced an impressive average annual GDP growth rate of 7%. However,
contrary to the widespread expectations of many, the high growth rate did not result in commensurate poverty
reduction. With exception of some notable progress in a few areas such as child survival (reduction of child mortality
rates) and school enrolment, improvements in the overall status of human development in Tanzania are only marginal.
In fact, the country has fallen seven positions in the UNDP’s 2014 Human Development Index ranking. Economic
growth by itself has failed to expand the ability of the majority of Tanzanians to lead the kind of lives they value.
This report argues that economic growth, while welcomed and necessary, is not enough. Rather than focusing on
the mere expansion of output, Tanzania needs to emphasize the importance of changing qualitative features of
production that occur through the growth process. It needs an economic transformation for human development.
Economic transformation refers to a structural change in the economy, characterized by lesser contribution from the
agricultural sector and greater contribution from the industrial and service sectors, accompanied by a demographic
transformation from high birth and death rates to low birth and death rates. For economic transformation to work for
human development, it is crucial that the transformation process goes hand in hand with the creation of employment
opportunities, income growth, as well as social provisions. Put it differently, a meaningful economic transformation
requires inclusive growth characterized by widespread poverty reduction and improvements in living standards. While
ends in themselves, providing quality social services, such as healthcare, education, and water, ensures that Tanzanians
are ﬁt to participate in economic activities. With active guidance and leadership from the state and a vibrant private
sector, economic transformation can increase productivity, create employment, and cater for social provisions, thus
working for human development.
This summary follows the structure of the main report: Section (i) provides an analysis of the status of human
development in Tanzania and introduces two demographic dynamics that are crucial for understanding economic
transformation. Hereafter, section (ii) provides a detailed explanation of the concept of economic transformation
and analyses the current economic transformation taking place in Tanzania. Stating the importance of economic
policy for economic transformation and human development, section (iii) proceeds to summarize Tanzania’s history
of economic policy and transformation from independence to the present day. Section (iv) recommends steps and
policies to make economic transformation work for human development in Tanzania. The conclusion summarizes the
report’s main ﬁndings and recommendations via seven key messages.
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1.
Status
andOF
progress
of human
development
STATUS
HUMAN
DEVELOPMENT
INin Tanzania

TANZANIA
Human development is a well-known concept in Tanzania. Back in 1973, Tanzania’s ﬁrst president and founding
father of the nation, Mwalimu Julius Kambarage Nyerere, had already endorsed an understanding surprisingly
consistent with Amartya Sen’s and UNDP’s human development approach. Nyerere argued that economic growth is
only a means to expanding the freedoms and thus the development of Tanzania’s people. Or as Sen would later put
it, (human) development is the process of expanding the capabilities for people to lead the kind of life they value.
Nyerere agreed with Sen that at the core of this expansion of substantive freedoms lays the necessity to enhance the
functioning of people in such areas as health, life expectancy, education, and income.
Unfortunately, however, in recent decades Tanzania did not develop in the way desired by nation’s father. Contrary
to the strong desire set soon after independence to build a nation with high levels of human development, the state
of human development in Tanzania to date is still low. A good indicator for this is provided by UNDP’s Human
Development Index (HDI). As an aggregate of life expectancy, education, and income indices, HDI measures the level
of human development in a country, ranging from 0 for low human development to 1 for high human development.
With an HDI score of 0.488 Tanzania falls into the bottom quartile of countries with the lowest level of human
development. Ranking at 159 out of 187 countries, the UNDP’s Global Human Development Report for 2014 has
therefore classiﬁed Tanzania as a low human development country. What is even more striking is that the country’s
position in the HDI ranking has decreased by seven positions in comparison to the previous year.
On a regional level the disaggregated HDI reveals stark differences in levels of human development. Map 1 presents
the 21 mainland regions according to their HDI levels adjusted to international standards.2 This map shows Tanzanian
regions according to their level of human development adjusted to allow comparison with other countries. Global
human development reports traditionally classify countries into four categories of human development. GHDR 2014,
for example, categorizes countries into the following quartiles:
(i)

Very high human development Q1: 0.955–0.805 (49 countries),

(ii)

High human development

(iii)

Medium human development Q3: 0.710–0.536 (42 countries),

(iv)

Low human development

Q2: 0.796–0.712 (53 countries),

Q4: 0.534–0.304 (43 countries).

Map 1 shows that based on these global categories, there is no single region of Tanzania mainland whose HDI level is
comparable to the ﬁrst two categories of human development, namely very high and high human development. As the
map demonstrates, only three regions, namely Arusha, Kilimanjaro, and Dar es Salaam, have HDI levels comparable
to countries of medium levels of HDI. Apart from these three, other regions have HDI standards comparable to
countries with low HDI.

2.
The newly established regions (Katavi, Njombe, Simiyu and Geita) are not included in the regional HDI ranking because of lack of some of the data necessary for
computation of the indices. However, some estimates for these regions on the indices are provided in the Statistical Annex.
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Map 1
Regions of Tanzania Mainland by adjusted HDI categories

Adjusted HDI
Medium Human Developement
Low Human Developement
Source: Computed from data collected for Statistical Annex of THDR 2014

On contrary, Map 2 compares HDI levels across Tanzania’s regions, where the 21 regions of Tanzania mainland are
categorized into three groups according to their level of human development. The one third with the highest level of
human development is presented in green and includes Arusha, Kilimanjaro, Dar es Salaam, Iringa, Ruvuma, Mbeya,
and Tanga. The second set, the one middle third, is composed of 7 regions: Mwanza, Mara, Manyara, Morogoro,
Rukwa, Mtwara, and Lindi. The third group with the lowest level of human development consists of Kigoma, Singida,
Dodoma, Kagera, Tabora, Shinyanga, and Pwani.

Map 2
Regions of Tanzania Mainland by categories of localized HDI

HDI

ŰŰ Lower Tercile
ŰŰ Medium Tercile
ŰŰ Upper Tercile
Source: Computed from data collected for Statistical Annex of THDR 2014
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Tanzania’s low human development ranking is further conﬁrmed by the Multidimensional Poverty Index (MPI).
Similar to HDI, the MPI is a three dimensional measure of human development. MPI, however, differs from HDI
in one important aspect: contrary to HDI, which measures average achievements in living standards, health, and
education, MPI measures a wide range of deprivations faced by individuals and households. In recent years, MPI
has emerged as a strong alternative for measuring poverty. In the Global Human Development Report for 2013, for
example, the poverty standings of various countries are presented according to their MPI values. In the GHDR 2013,
in which MPI is prepared by the Oxford Poverty and Human Development Initiative, MPI features as an experimental
index. In the Global Human Development Report for 2014, MPI is no longer featured as an experimental index but
rather as a core yardstick for measuring living standards. An important value of MPI is that it provides an alternative
poverty incidence measurement – i.e. headcount.
Figure 1 reveals how large the differences between these measures can be. While MPI reports that 64% of mainland
Tanzanians are poor and 31.3% live in extreme poverty, the income-based poverty headcount from the 2012 Household
Budget Survey estimates poverty and extreme poverty levels at only 28.2% and 9.7%, respectively. Although far
apart, both measures share two common implications: poverty levels are unacceptably high and the Millennium
Development Goal of reaching a poverty level of 18% by 2015 is unattainable.

Figure 1
Status of poverty by HBS and MPI, Tanzania mainland
70
64.0
60

50

40
Percent (%) of poor population

31.3

28.2
30

20
9.7
10

0
Poverty
headcount, HBS
2012

Extreme Poverty
HBS 2012

Poverty
headcount, MPI
2012

Extreme Poverty
MPI 2012

Source: THDR 2014; Computed MPI values using 2010 Demographic and Health Survey Data and Household Budget Survey 2012 (NBS 2012).

Key Components of Human Development
In order to attain a more in depth analysis of the status of human development in Tanzania, the report looks at
the different components of HDI and MPI in detail. The worrisome assessment generated from the aggregate
measurements presented above remains unchanged. Despite high GDP growth rates of over 6% during the last
decade, the poverty rate has only marginally declined from 33.3% in 2007 to 28.2% in 2012.3
3.

According to the income-based poverty headcount of the 2012 Household Budget Survey.
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A clearer picture on poverty in Tanzania is manifested by the poverty profile which demonstrates low living standards
amongst many households. In relation to this is a well-known fact that poverty in Tanzania is a rural phenomenon
where living standards are worse off compared to those of urban households. For example, while, the use of electricity
for lighting has doubled from 10% in 2002 to 21% in 2012, usage in rural areas is still only at 8% (compared to 49%
in urban areas). Moreover, 67% of households in Tanzania live in dwellings with floors made of earth, sand, or dung,
while 63% of households have no access to piped water as the main source for drinking. Similarly, both the use of
wood as cooking fuel and the lack of adequate sanitation for the vast majority of the population are concerning.
With regard to health, Tanzania has made significant progress in the last decade. Life expectancy rose from 51 years
in 2002 to 61 years in 2012. Infant mortality declined from 68 deaths per 1000 live births in 2005, down to 45 in
2010. The MDG of reducing infant mortality down to 38 deaths per 1000 live births by 2015 thus seems achievable.
Under-nutrition, however, remains one of the largest threats to human development in Tanzania. Caloric availability at
the household level has hardly improved since 1997, and chronic malnutrition is estimated to be an underlying cause
of over one third of under-five year old deaths.
The situation of education in Tanzania is mixed. On the positive side, since the early 2000s, Tanzania’s education sector
has witnessed impressive achievements in school enrolments at all levels. For example, 80% of primary school-age
children (age 7–13) now attend school. On the negative side, however, the quality of education offered by Tanzania’s
education system is of concern. In addition, the country’s education sector is characterized by increasing student
dropout cases, along with a lack of competencies and reduced morale and motivation among teachers. Given the
importance that a well-educated population has for economic transformation and human development, the state of
education in Tanzania is indeed alarming.

Population Dynamics and Human Development in Tanzania
Finally, it is important to consider two speciﬁc demographic dynamics: population growth and urbanization. Although
not aspects of human development per se, they can have tremendous implications for both human development
and economic transformation. Depending on their speed, transitions in the “human lifecycle” – that is, in fertility,
marriage, migration, and mortality – can create very different socio-economic and environmental opportunities and
challenges.
At 2.7% per year, Tanzania’s population growth is one of the fastest in the world. Adding 1.2 million people per
annum, the country’s population grows ever younger. The population’s juvenescence can be both an obstacle and
an opportunity for Tanzania. Provided that the quality of education and the amount of employment opportunities
remain insufﬁcient, Tanzania will witness an inﬂating bubble of unqualiﬁed, underemployed, and unsatisﬁed youth.
If, however, Tanzania manages to improve its education standards and create employment, it can – as China has done
in the last three decades – reap the so-called demographic dividend of having an eager and qualiﬁed young labour
force coupled with low dependency rates.
The second deﬁning demographic trend in Tanzania is urbanization, that is, the increase in the urban population
in proportion to the region’s rural population. Since independence, Tanzania experienced high urbanization rates.
Currently, the proportion of the country’s urban population grows at a rate of approximately 5% per year. As with
population growth, urbanization can have both positive and negative implications for human development. On
the one hand, uncontrolled urban growth can cause the rise of unplanned squatter settlements and overwhelm the
cities’ capability to provide social services. This is worsened by the common problem that urban areas fail to absorb
the growing labour force. On the other hand, cities have always been engines of economic development. They are
market places, trade and trafﬁc junctions, cynosures for national and international investments, as well as centres of
production and innovation. Due to higher population density in urban areas, governments can more easily deliver
essential infrastructure and services at a relatively low cost per capita. Therefore, although associated with many
obstacles, urbanization remains a cornerstone of economic transformation.

4

TANZANIA HUMAN DEVELOPMENT REPORT 2014

2.
Economic transformation
in the making:
Going
beyond
ECONOMIC
TRANSFORMATION
IN THE
MAKING:
growth
Going
beyond growth
As shown in the previous section, Tanzania’s impressive economic growth in the last decade has failed to translate
into meaningful improvements in human development. The common assumption that economic growth would
“trickle down” to all groups of society has failed to materialize. Economic growth, although necessary, does not
sufﬁce to improve living standards and reduce poverty. What is needed is a more encompassing change: an economic
transformation which involves not only economic growth but also a fundamental change of the economy’s structure,
as well as the creation of employment opportunities and social services.
Economic transformation as a concept dates back to the era of development economics in the 1950s and 1960s.
It usually refers to a structural change in the economy away from dependence on agriculture towards industry and
services, accompanied by a demographic transition from high birth and death rates to low birth and death rates.
Economic transformation emphasizes the importance of the changing qualitative features of production that occur
through the growth process, rather than the mere expansion of output.
Economic growth and structural change alone, however, are not enough to make the economy work for human
development. As will be shown in more detail, Tanzania’s economic structure has changed considerably since the
beginning of liberalization in the mid-1980s – without any major impact on human development. To enhance human
development an economic transformation has to comprehensively produce greater wealth that fulﬁls individual and
collective needs by expanding human capabilities and extending human freedoms. While economic growth does
increase wealth, it often fails to share wealth equally among society. The main reason for this is that the output
growth experienced in industry and services in Tanzania was primarily driven by productivity growth rather than the
expansion of employment opportunities. As a result, although the economy grows, too many people remain in un- and
underemployment, failing to improve their lives. Increasing employment opportunities and higher wages for those in
work is thus necessary for an inclusive and poverty reducing economic transformation.
As indicated above, Tanzania’s economy has already gone through substantial changes: growth rates are now higher and
more stable (see Figure 2); there is less inﬂation and greater macroeconomic stability; expenditures on all levels have
increased; due to increased domestic revenues the dependency on aid has decreased; and ﬁnally, the economy is generally
more liberalized and globally integrated, with FDI and trade on the rise. Given that economic transformation is a pathdependent process, we have to analyse how it has evolved in recent years before being able to make any predictions
or suggestions for the future. Therefore, the following paragraphs will describe the evolution of those characteristics
identiﬁed as crucial for an inclusive economic transformation in Tanzania: structural change and employment.

Figure 2
Annual percentage change in real GDP
Annual average of about 5.2% in past 18 years
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The Beginnings of a Structural Transformation
Higher growth and greater global integration has been accompanied by changes in the structure of the Tanzanian
economy. Although at a slow pace, changes are in line with broad expectations of structural transformation: the share
of agriculture in GDP has fallen from 29% in 2001 to 24% in 2010, and the share of industry has increased from
18% in 2001 to 22.1% in 2012. The service sector has remained the largest sector in terms of output, but its share
declined marginally from 45.5% in 2001 to 43.9% in 2012 (see Figure 3).

Figure 3
Sectoral share of GDP (%) 1998–2012
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Service
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Source: URT (2007, 2013)

The reasons for this shift in composition are twofold. On the one hand, the Tanzanian agricultural sector has grown at
a low 4.3% in average over the last decade (see Figure 4). This relates to the fact that agricultural productivity has been
consistently low for many years. Correspondingly, the methods of agricultural production remain largely unaltered:
agriculture still occurs mainly on smallholder farms that rely on family labour. Moreover, the use of technological
inputs remains remarkably low compared to other countries: while Tanzania uses an average of 9kg of fertilizer per
hectare, Malawi uses 27kg, and China even 279kg. Moreover, agricultural export crops were a central component of
successful economic transformation in countries such as Brazil and Vietnam. In Tanzania, however, the share of gross
output of cash crops in GDP fell from 6.7% in 1996 to 2.8% in 2010. Given that agriculture still provides direct
livelihoods to approximately 80% of the total population, improving the productivity levels across agriculture will be
critical to fostering human development.

Figure 4
Sectoral growth rates 1999–2012
120%
10.0%
8.0%
6.0%
4.0%
2.0%

Agriculture, Hunting & Forestry
Source: URT (2007, 2013)
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On the other hand, the industrial sector has experienced impressive growth rates. Slowing down slightly in recent
years, in 2003 and 2004 industrial growth peaked at 10.9%. While this appears to be a positive sign for economic
transformation, it should be noted that industrial growth was driven primarily by the rapid expansion of mining.
Starting from a very low base, the contribution of mining to GDP has risen from 1.8% in 2000 to 3.3% by 2010.
While mining remains marginal in the overall structure of the economy, its importance is rising rapidly. Growing at
an average of 13% across the 2000s, mining is now the biggest recipient of FDI and accounts for 40% of exports.
Although mining could play a positive role in Tanzania’s economic transformation, thus far it has failed to do so for
four main reasons. First, formal (capital-intensive) mining only has very limited capacities to absorb labour: in 2006,
only 0.5% of people listed formal employment in mining and quarrying as their primary economic activity. Moreover,
mining tends to generate relatively few forward and backward linkages to other sectors. Third, it is often associated
with negative forms of rent-seeking and corruption. Finally, due to tax breaks and possibly also due to under-invoicing,
revenue collected from the mining sector is very low. On average from 1998 to 2011, revenues generated from mining
accounted for only 2.3% of domestic revenue. Although informal mining would have a broader and more direct
impact on the incomes of people, it is also associated with environmental degradation, precarious and dangerous
working practices, as well as social dislocation that can negatively impact human development.
Apart from mining, the industrial sector is made up by two further sub-sectors: construction and manufacturing.
Both a cause and a result of the type of growth experienced in Tanzania over the past decade, the construction subsector accounted for around 35% of industrial sector output across the 2000s and is one of the fastest growing sectors.
Despite a substantial growth rate of around 9% in the 2000s, manufacturing recorded the weakest growth of the
three industrial sub-sectors. In addition, its share within GDP remained almost constant across the 2000s at around
8%. Considering that the manufacturing sector has historically been the central sector for economic transformation,
this stagnation is disappointing. While relative price changes went against the sector, the insufﬁcient progress of
manufacturing is due primarily to two reasons. First, manufacturing is too concentrated on limited types of products
and their spatial distributions. Second, most of Tanzania’s manufacturing involves the production of resource-based
goods with relatively low value added content. Accounting for less than 5% of the total labour force, the impact of
the manufacturing sector on job creation and thus human development is particularly sobering.
The service sector is both the largest and the most stably growing sector in Tanzania’s economy. With an average growth
of 8% between 2001 and 2012 its share stood at 43.9% in 2012. The communications and ﬁnancial intermediation
sectors have been especially impressive, with the former growing above 15% since 2003 (see Figure 5). These sectors,
however, offer high wages and employment primarily to high-skilled labour. Thus, their direct impact on poverty
reduction is limited. Nevertheless, other sub-sectors with a more direct impact on human development, such as the
education or health sectors, have also been growing – although at slightly slower growth rates.

Figure 5
Growth rates of major services sub-sectors
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Employment and Economic Transformation
As indicated above, the direction and extent of shifts in labour across sectors during the process of structural change
shapes the nature of economic transformation. If structural change pushes labour towards sectors with higher
productivity and employment opportunities, then growth will be faster and more inclusive, and will play a larger role
in reducing poverty. Productivity growth in isolation will not improve living standards because labour productivity
growth has a labour-saving effect leading to stagnant or falling labour demand. For productivity growth to be translated
into improvements in living standards, it needs to go hand in hand with employment growth.
Given Tanzania’s rapid population growth of about 1.2 million people annually, the importance of job creation rises.
The size of the labour force has increased from 15.5 million people in 2001 to 24.1 million people in 2012, growing
at an annual rate of 2.3%. Thus far, the demographic change forming part of economic transformation, that is,
declining mortality and fertility rates, has not materialized.
More importantly, however, in spite of structural change in terms of GDP share, the sectoral distribution of
employment has remained largely stationary. Still, around 80% of Tanzanians work in agriculture. The fall illustrated
in Figure 6 is probably interpretable as a statistical artefact, accounted for by the exclusion of children between the
ages of 10 to 14 in the latest ILFS survey. Given the rapidly rising population over the period, this stagnant share of
employment in agriculture reﬂects a large increase in real terms of those dependent on agriculture for their livelihood.
In terms of non-agricultural sectors, industry has the lowest share in employment of less than 5%. Services account
for around 15% of total employment. Seventy-nine per cent of employment in the service sector is informal – with
an upward tendency.

Figure 6
Share of employment in major sectors (%)
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Overall, in terms of employment, two negative trends can be observed in Tanzania. For one, there has been a shift in the
growth rate of employment away from industry and services towards agriculture. Second, the size of both the rural and
urban informal sectors has increased dramatically, growing at a rate of 105% between 2000 and 2006. Thus, counter
to the expectations and necessities of successful economic transformation, labour moved from higher productivity
activities towards lower productivity activities. Essentially, this explains why high growth could be paralleled by low
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poverty reduction: growth was concentrated in activities with high productivity but low employment generation. As
a consequence, the growing population had to ﬁnd refuge in poor quality agricultural and informal sector jobs.
This report argues that two main characteristics of Tanzania’s economy can explain the detrimental prevalence of
jobless growth. On the one hand, the expansion of formal manufacturing activities in Tanzania has not generated
signiﬁcant new employment. In fact, new ﬁrms established since 2005 only accounted for 11% of total industrial
employment, suggesting that they were concentrated in activities that did not generate signiﬁcant employment
growth. As seen in many Asian countries, however, the high levels of job creation in manufacturing were the reason
that rising incomes had such a powerful impact on poverty reduction. Second, the fact that food prices increased faster
than non-food prices in the 2000s had a devastating impact on employment. Not only were the poor hit directly by
higher living costs, but the viability of labour-intensive production outside agriculture decreased dramatically due to
higher product wages.
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The analysis of Tanzania’s current economic transformation has shown that without employment generation and
livelihood security, economic transformation fails to improve human development. This report argues that linking
the two requires more deliberate policy decisions and implementation strategies. A particularly strong potential
link between economic transformation and human development could be found in better education and healthcare
provisions. Not only does high quality growth require healthy and educated citizens, but universal access to education
is the best way to ensure open access to jobs and through that, social mobility and economic empowerment of all
people. In line with this, countries that have actively strengthened these links through social policy – such as Japan,
South Korea, or Singapore – have often experienced the highest rate of economic growth joined with a dramatic
improvement of human development. To link economic transformation with human development, it is thus crucial
to increase public expenditures in these sectors.
Apart from investing in education and health, other government policies are central to creating conditions necessary
for human development. As emphasized before, the government has to follow more deliberate policies in terms of job
creation, but also in the distribution of Tanzania’s resources. Moreover, it has to provide greater access to productive
assets and resources such as land, credit, and appropriate infrastructure. While there have been efforts in this regard,
they are insufﬁcient. Finally, the quality of governance has to be improved, including a broader participation of
citizens and civil society organizations.

Tanzania’s Economic Policy in Historical Perspective since 1961
As stated above, government policy can have crucial implications for the form and success of economic transformation
within a country. To improve our understanding of the current economic transformation and how to shape it in the
future, we thus have to analyse the history and evolution of economic policy and strategy in Tanzania. Three periods
are central: from independence to economic crisis (1961 to 1985), economic restructuring (1986 to 2000), and the
current prominence of poverty reduction (since 2000).
Tanzania’s ﬁrst president, Julius Kambarage. Nyerere, was a central ﬁgure in deﬁning Tanzania’s post-independence
economic policy. As a great proponent of “African Socialism”, or “ujamaa”, his government steered the country
with three and ﬁve-year plans that more or less embraced this ideology. The pillars of ujamaa included an emphasis
on agriculture as the economy’s backbone, the nationalization of the major means of production, education for
self-reliance, basic import-substituting industrialization, and a concentration of power in a single political party.
Moreover, consistent with Sen’s and the UNDP’s view on human development, ujamaa aimed at diversifying people’s
choices and freedoms to live a long and healthy life, have access to education and knowledge, and participate in their
communities with dignity and self-respect.
Despite its good intentions and certain successes in human development, ujamaa experienced many obstacles and
weaknesses. Given the high concentration of political power, projects often failed due to the limited participation
opportunities afforded to the actual beneﬁciaries. Nyerere’s top-down rural development strategy, especially the
villagization programme, disrupted agricultural production patterns and bloated bureaucracies, which further drained
resources from the sector. As a result, many people in rural areas reverted to subsistence living, abandoning productive
sub-sectors such as cash crop cultivation. Concomitant with this economic devolution, both human development and
trust in the state’s capability decreased. The coercive deportation of excess labourers in the cities back to their rural
origins in the early 80s further aggravated this situation. Education was focused primarily on preparing children for
their lives in agriculture. This, however, left them unprepared for the industrial and urban life necessary for economic
transformation. Moreover, nationalization scared off many potential investors, and industrialization was criticized for
being too small-scaled, thus having too little of an impact on growth and employment creation. The well-intentioned
but often detrimental economic policy paired with global crises and the war with Uganda left Tanzania in a poor state
10
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at the beginning of the 80s: the country faced low levels of GDP and lacked commodities, foreign exchange, as well
as aid. In short, Tanzania’s level of human development was in a bad condition.
Tanzania’s second main period, from 1986 to 2000,was dominated by liberalization and macroeconomic stabilization.
Facilitated by economic crisis and Nyerere’s resignation, Tanzania’s government gave in to pressure from the
international ﬁnancial institutions and implemented their structural adjustment programmes. Adjustments included
currency devaluation, liberalization of crop marketing and trade, removal of subsidies to peasant farmers, ending feefree service provisions, privatizing parastatals, and reducing public sector employment and wages. In short, the state
was “rolled back” wherever possible. The consequences were detrimental to human development, especially for the
most vulnerable groups. The minor gains in health, education, and income achieved during ujamaa were reversed.
Agricultural output decreased because farmers were too poor to buy fertilizer. Due to the introduction of fees, the
provision of social services central to human development, such as education and health, deteriorated. Moreover, jobs
were lost with the divestiture of parastatals. Corruption increased as business people started seeking public ofﬁce,
and those in ofﬁce started seeking business ventures. Although the economy eventually stabilized, the level of human
development declined.
Like many other developing countries, economic policy of Tanzania at the turn of the century had a strong focus
on poverty alleviation. In essence, this preoccupation was primarily driven by an overall focus from the entire
development community through such commitments as the Millennium Development Goals and the debt relief
initiative of Bretton Woods Institutions, under the auspices of Highly Indebted Poor Countries (HIPC). With this
focus on poverty alleviation, Tanzania formulated and implemented a series of Poverty Reduction Strategy Papers,
namely PRSPs (2001–2003); the National Strategy for Growth and Reduction of Poverty, popularly known with the
Kiswahili acronym of MKUKUTA (2005–2010); and the second generation of MKUKUTA, i.e. MKUKUTA II
(2010–2015). While MKUKUTA had accomplished its mission of sustaining high growth in Tanzania, poverty levels
remained high.
In addition to the Poverty Reduction Framework articulated by the aforementioned Poverty Reduction Strategy
Papers, Tanzania’s Long-Term Development Vision 2025 was formulated in 2000. Vision 2025 aspires that by 2025
Tanzania should become a middle-income country, characterized by peace, good governance, high quality livelihoods,
a healthy, wealthy, and educated society, as well as a semi-industrialized and competitive economy. To achieve Vision
2025, the government formulated a range of Long-Term Prospective Plans (LTTPs) and medium-term plans, in the
form of Five-Year Development Plans (FYDPs). According to these plans, Tanzanian development should proceed in
three stages. In the ﬁrst stage (the ﬁrst FYDP) from 2011 to 2016 Tanzania’s major constraints were to be addressed.
Concretely, these concerned the major infrastructure bottlenecks – particularly energy, ports, feeder roads, and railways
– as well as constraints related to skilled labour, science, technology and innovation, information and communication
technology (ICT), the general business environment, and agriculture productivity. The second FYDP, from 2016 to
2021, will focus primarily on developing the employment and revenue generating industrial sector, especially natural
gas-based/fuelled industries, agro-processing industries, and medium-technology industries. Finally, the third FYDP,
from 2021 to 2026,concentrates on improving competitiveness in all sectors, with an emphasis on manufacturing
and services. Through export-oriented growth, the government hopes to transform Tanzania into the manufacturing
hub of East Africa.

Potential Issues and Obstacles for Future Economic Policies
Planning economic policies and actually implementing them are two very different tasks. There are considerable
constraints to achieve policy objectives as well as management challenges that need to be considered as Tanzania
continues to implement the economic transformation process for human development.
One core challenge that many developing countries face in their development processes is to have the right balance
between pursuing economic growth and pursuing quality human development. Three concrete obstacles stand in the
way of balanced socio-economic transformation. First, as long as ﬁnancial and other resources are both scarce and
needed to facilitate progress in human development, the inclination towards growth over human development will
Balancing Growth with Human Development: Changing Emphasis in Economic
Policies
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always be tempting. It is thus important that the country’s leadership is committed to putting the economy on a propoor growth path via deliberate and calibrated policy interventions that can be closely monitored via clear indicators
and targets. Second, the improvement of human development runs the risk of being seen only as mechanism for
leveraging economic growth. As a consequence, policy interventions might focus more on tertiary education, rather
than basic education or health provision, which might have a greater impact on poverty alleviation.
Apart from the general issues related to ﬁnding the right balance in economic transformation, ﬁve other constraints
threaten to hinder the achievement of the National Vision 2025. First, there are severe shortcomings in policy
management, such as problems of policy coherence, a lack of monitoring and evaluation frameworks and systems to
provide overall guidance, and poor government communication systems and strategies. Correspondingly, Department
for International Development (DFID) identiﬁed a number of additional bottlenecks: a lack of operational details
in plans and policies across all levels, in prioritization, in tools for monitoring delivery and performance, along with
a lack of accountability. Second, these constraints are only deteriorated by the fact that Tanzania is missing a clear
developmental ideology, such as Ujamaa. As a consequence, policies and plans can be interpreted differently by those
meant to implement or operationalize them. The third constraint is that those meant to help in implementation – the
public administrators – face major constraints too. Despite numerous reforms in recent years, considerable doubts as
to the professionalism and probity of the administration remain. The fourth issue is that Tanzania lacks regulatory
state agencies that can handle the appendages of liberalization, such as fake or counterfeited commodities, belowstandard imports, overpricing, or environmental degradation. All of these strongly affect the poor. Finally, Tanzania
has failed to attain the desired decentralization. This is an issue because decentralization is crucial to stimulating local
development: it enhances ﬂexibility in programme implementation, efﬁciency in government operations as it shortens
decision-making cycles, and coordination at the levels to which powers have been decentralized.
To conclude this section, Tanzania has seen and implemented a large range of economic policies since its independence.
On average, their impact on human development has not been satisfactory. Although on paper the government’s
plans for Tanzania’s economic transformation look promising, whether it will be able to implement them despite
major constraints is uncertain. The following section provides more guidance on how to make Tanzania’s economy
work for human development.
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The previous sections have focused on the status of human development in Tanzania, how economic transformation
is occurring, and which economic policies have led to its occurrence. They illustrated that despite some progress,
economic growth and economic transformation have not translated into major improvements in human development.
The following section focuses on how to make economic transformation work for human development in Tanzania.
Based on the ﬁndings of the previous three sections, it proposes and identiﬁes key sectors and drivers of growth
needed for a successful economic transformation. In a second step it discusses how and which policies, strategies,
plans, and implementation frameworks can ensure that these key sectors and drivers are indeed implemented to make
economic transformation work for human development.

Necessary Economic Transformation
Tanzania’s economy needs more than growth in order to transform in the right direction. Rather than the mere
expansion of output, importance also rests on a combination of the economy’s changing qualitative features of
production that occur through the growth process. Tanzania needs growth with diversity in production, one that
makes its exports competitive, increases productivity in agriculture (where most people depend for their livelihoods),
ﬁrms, and in government ofﬁces/operations, and uses upgraded technology throughout the economy. These factors
will promote inclusive growth, which is needed to improve human development and human well-being.
Satisfying this need requires a combination of strategic interventions. As detailed in Section Two, creating productive
employment opportunities is central to making growth more inclusive, thus reducing poverty and income inequality.
Thus far, however, economic transformation has failed to create well-paid and productive employment for the majority
of Tanzanians. As a result, surplus labour has taken refuge in the low productivity and low pay of the informal sector.
To make economic transformation work for human development, government policies on employment must promote
a productivity increase in all sectors. Policies and strategies must address supply, mainly by engineering productivity
growth, particularly in key growth sectors with higher multiplier effects in creating employment. This report identiﬁes
three key sectors: manufacturing, agriculture, and tourism. Productivity growth in the manufacturing sector has not
only historically been associated with creating opportunities for mass employment; it has also spilled over into other
sectors via forward and backward linkages.
An intensiﬁcation of agricultural productivity is crucial for two reasons. For one, agriculture provides direct
livelihoods to approximately 80% of the total population; thus, intensifying agricultural production would create
the most immediate impact on poverty reduction and livelihood improvement in Tanzania. Second, raising
agricultural productivity would help stimulate growth, especially by supporting the industrial sector. Indeed, in most
industrialization experiences the rise in agricultural productivity allowed agriculture to release labour to industry
and other non-agricultural sectors, produce more food to moderate any hikes in urban industrial wages, supply raw
materials for processing in industries, increase exports to pay for transformation inputs, and enhance the domestic
market for industrial products. To raise productivity, however, the government has to remove barriers and actively
unleash Tanzania’s enormous potential. It has to facilitate access to agricultural inputs and productivity enhancing
technologies, develop value chains and efﬁcient market systems for better linkages with the manufacturing sector,
and promote a more intensive use of irrigation. In Tanzania, out of 29.4 million hectares suitable for irrigation, only
0.39 million hectares are currently irrigated. Moreover, it is equally important for Tanzania to exploit its comparative
advantage in agribusiness and industrial crop production. Both have huge potential for employment and income
generation, and industrial crop production in particular has strong forward and backward linkages to other sectors in
the economy.
Tourism is the third key sector identiﬁed by this report, for three main reasons. First, Tanzania has a comparative and
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competitive advantage in the sector due to the natural endowments in the form of unspoiled fauna and ﬂora, beautiful
natural sceneries, landscapes for travellers, and a supportive government that recognize the need for private sector
leadership. Second, the sector is labour intensive, which implies that its growth will beneﬁt more people and will
contribute to substantial poverty reduction in the long run. Finally, it spurts growth in other sectors due to its high
demand for their outputs, such as food, industrial products, ﬂoriculture, handicrafts, and entertainment products.
Apart from raising employment creation through intensifying agriculture, developing industry, and expanding
services, four further strategic interventions are central for linking economic growth with human development. One
is promoting export growth. Among other things, exports provide the opportunity to expand production, exploit
comparative advantages, and raise productivity and economic diversiﬁcation through competition. As a result, it
boosts employment, raises incomes and skills, and fuels industrialization.
As detailed in section two, the success of economic transformation depends on a process of job creation and widely
broad expansion of social services like education and health. These sectors are labour-intensive, thus having an
enormous potential for employment creation. But they also provide the economy with the healthy and educated
labour force it needs to prosper. Education and health, however, remain one of the central bottlenecks to inclusive
growth. To reach satisfactory levels of service provision by 2025, more than 900,000 qualiﬁed teachers have to be
employed, and employment in the health sector will have to be quadrupled. Moreover, investments in better health
facilities and schools are dearly needed.
Closely related is the third intervention: promoting human capital and skills development. Given the current
demographic development (see Figure 7), Tanzania has the potential of reaping a “demographic dividend” in the
next thirty to forty years. That is, its number of effective producers will surpass the amount of effective consumers.
To reap this dividend, however, the government has to make sure that these effective producers can in fact produce,
that is, ﬁnd employment. This will only be possible if education provides the labour force with adequate skills
geared towards integrating it into local and international competitive markets, and innovatively engages Tanzanians
in entrepreneurship and self-employment activities.

Figure 7
Growth rate of working and non-working population
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Finally, unlocking the full potential of the identiﬁed growth sectors necessitates large investments in the transport
and energy infrastructure. Expanding the transport sector has several direct impacts on inclusive economic growth:
it creates employment, saves time and costs, creates accessibility to markets and competitive advantages in trade,
and increases FDI. Nevertheless, there are also more indirect consequences. It allows product diversiﬁcation, mass
production, and economies of scale through larger market access; links sectors; increases productivity and quality
due to better input availability and greater competition; generally drops the prices of commodities and services and
increases their variety; and ﬁnally, facilitates the provision of social services. Similarly, energy is a critical prerequisite
for successful economic transformation. It is both a critical input for all sectors of the economy, especially the most
productive ones, and is crucial to improving living standards and thus human development.

Essentials for Ensuring Positive Linkage between Economic Transformation and
Human Development
Economic transformation for human development does not happen automatically. It needs government management
and guidance in four areas. First, the government has to prudently manage the economy, that is pursue ﬁscal and
monetary policies that are beneﬁcial for promoting rapid growth in GDP, jobs, and exports; balance its spending on
short-run consumption and long-run investment; make public procurement deliver value for money by reducing
corruption; increase the efﬁciency of airports, seaports and border crossing through closer administration and
corruption reduction; regulate only what can and should be regulated; and ﬁnally, produce timely and high-quality
social and economic statistics to enable it to formulate better plans, monitor implementation, and change course
where necessary.
Second, the state has to collaborate closely with the private sector. On the one hand, it should consult widely with
the private sector during policy and strategy development, especially those geared towards creating a good business
environment. On the other hand, the government should continue to nurture private sector by providing supportive
infrastructure and services, maintaining a regulatory environment conducive to entrepreneurial activities, and making
it easier for private ﬁrms to acquire new technology and enter new economic activities and markets. Good examples
for the success of strong public–private cooperation can be found in the history of the East Asian development states.
In addition, it is important that the state incorporates and encourages civil society, so that it can ensure that close
collaboration between ofﬁcials and ﬁrms does indeed support economic transformation.
One of the biggest challenges Tanzania faces in promoting economic transformation for human development is
coordination within the government to formulate and implement policies that are both coherent and realistic. This
is due to two main causes. First, policies and plans are often heavily inﬂuenced by external agencies, which is why
ownership and commitment of government staff is low. Second, since it is independent from the Finance Ministry, the
Planning Commission seldom has much inﬂuence in ensuring that expenditures in their plans are actually reﬂected
in the budget, making them paper exercises.
Finally, the functions critical to the state’s support for economic transformation have to be performed well. Hence,
the institutions in charge of these functions and the people that work in them have to be ﬁrst class. Among others
the institutions include the Central Bank, the Ministry of Finance, the President’s Ofﬁce - Planning Commission,
the Ministry of Trade and Industry, the Ministry of Land and Ministry of Agriculture, the Ministry of Education and
Vocational Training, the National Bureau of Statistics, the Tanzania Investment Centre and the Tanzania Revenue
Authority.
For a leader serious about promoting economic transformation, the appointments to head the core functions should
be based on competence and the ability to deliver results. The same applies to directorships and deputy directorships
in Ministries, Departments and Agencies (MDAs).
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KEY MESSAGES
x Economic growth is not enough to promote human development in Tanzania.
Despite high GDP growth rates in the last decade, gains in poverty alleviation have been marginal. Tanzania remains
among the countries with the lowest level of human development in the world. The Tanzanian experience during the last
decade has demonstrated a strong mismatch between growth and poverty reduction. In this regard, this report clearly
suggests pragmatic actions to address quality of growth in a bid to reduce poverty.
x To promote human development, Tanzania needs to transform its economy.
Nowadays, all countries considered to be industrialized or developed have followed very similar patterns of economic
development: away from agricultural dependence towards industry and services, accompanied by a demographic
transformation from high to low birth and death rates. Following this path of economic transformation is a prerequisite for
Tanzania to improve its status of human development.
x In order to work for human development, economic growth and transformation have to expand employment
creation and social service provision.
Although at a very slow rate, Tanzania’s economy has transformed during the last decade: while the GDP share of
agriculture has decreased slightly, that of the industrial and services sectors has increased by some percentage points.
This tentative economic transformation, however, has not translated into higher living standards for the majority of the
population. The reason for this is that economic growth and transformation in Tanzania have failed to expand employment
opportunities and social provisions. Only the creation of sufﬁcient, well-paid employment opportunities can make growth
more inclusive, thus reducing poverty and increasing living standards. Social provisions further ensure that the economy
receives the healthy and well-educated labour force it needs.
x Agriculture, manufacturing, and tourism are the three key growth sectors that Tanzania has to focus on.
For rapid and inclusive transformation, Tanzania needs to increase its economic productivity as well as its employment
opportunities. Given their vast backward and forward linkages, their labour-intensity, and their immense potential to
expand productivity, the agricultural, manufacturing, and tourism sectors are predestined to transform Tanzania’s economy
for the beneﬁt of its people.
x Constraints in social and transport infrastructure have to be eliminated to allow growth in the three key
sectors.
Without a well-educated and healthy labour force, Tanzania’s economy cannot grow and transform in the way necessary
for human development. Similarly, a better transport infrastructure is a prerequisite for reaching the goal of intensifying
productivity in agriculture, industry, and services. It provides access to new markets, allows labour-intensive mass
production, links the different sectors, facilitates social services, and simply saves time and costs, among other things. It
is therefore crucial for the government to increase public expenditures in these two areas.
x To make economic transformation work for human development, Tanzania needs a committed and active
leadership that pursues deliberate and calibrated economic policy.
Economic transformation does not translate into human development automatically. For human development to occur
there is a need for deliberate policy decisions and implementation strategies that direct resources to the requisite sectors,
and most importantly to the social sectors. In close consultation with the private sector and civil society, the state will
have to take the lead role in this. It will have to pursue active economic and pro-poor policies that increase productivity
and employment opportunities, especially in the three identiﬁed key growth sectors.
x In order to successfully implement economic policies for human development, the state has to improve its
management and coordination capacities.
Both formulating and implementing economic policies is not a simple task. Both require well-staffed, well-coordinated,
and committed state institutions. Tanzania has a lot of catching-up to do in this regard. Following the successful examples
of East Asian countries, one ﬁrst step would be to create an economic planning board, which under the direct leadership
of the president or prime minister coordinates key stakeholders within the government.
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United Republic of Tanzania

At present Tanzania’s development is inﬂuenced
by four major frameworks: namely, Tanzania’s
Development Vision 2025, the Long Term
Perspective Plan 2011/12–2024/25, the Five Year
Development Plan 2010/11–2015/16, and the
National Strategy for Growth and Reduction of
Poverty 2010/11–2014/15 (NSGRP/MKUKUTA II).
The underlying aspiration of these frameworks
is to ensure that Tanzania becomes a middle
income country (MIC), with a high level of human
development and an annual per capita income
of more than USD 3,000 by year 2025. A major
deﬁning feature of Tanzania’s development
during this period will be the economy’s
transformation from low agricultural productivity
to a semi-industrialized economy, coupled with
a signiﬁcant and dynamic service sector.

Implementing Partner

The 2014 Tanzania Human Development Report
is the ﬁrst issue of THDR initiative, with a
theme of Economic Transformation for Human
Development. Over the last decade, there has
been a change in the focus of development
policy away from mere quantitative changes
in the rate of output, towards a concern for
the changing qualitative nature of economic
growth encapsulated in the concept of
economic transformation. This report analyses
the kinds of economic transformation needed
for Tanzania to become a middle income
country by 2025. In addition, the report provides
a broader understanding of the interplay
between economic transformation and human
development in Tanzania – its challenges, its’
opportunities, and its constraints.

‘Freedom and development are completely linked as are chicken and eggs. Without chicken you
get no eggs and without eggs you soon have no chicken. Similarly, without freedom you get no
development, and without development you very soon lose your freedom. For the truth is that
development means the development of people: roads, buildings, increase in crop outputs etc. are
not development; they are only tools for development.’
Julius Nyerere, from Chapter 1

-

‘Development can be seen as a process of expanding the real freedoms that people enjoy.’
-

Amartya Sen, from Chapter 1

‘Every proposal must be judged by the criterion of whether it serves the purpose of development and
the purpose of development is the people.’
-

www.thdr.or.tz

Julius Nyerere, from Chapter 3

