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IPPRISISACES

As part ol the progrimme of the Industrial Developme at Decade for
Africa. UNIDO's Regional and Country Studies Branch is issuing a series of
disgnostic rehabilitation surveys detormining both the wi jor problems of
African manutacturing and the potential for regence ‘ating the sector. The
aim is to outline policics and measures that may result in overall
tmprovements and to identify individual plants for assistance.

The rehabilitation survevs are cconomic and policy diagnoses of the
industrial sector in selected countries.  They provide estimates of
resource requirements for selected industrial plant rehabilitation, as well
as assessments of expected results from such rehabilitation.  The surveys
also provide contributions towards the formulation of sectoral. national
and regional policy measures and institutional developments, and the
identification of full feasibility studies and advisory services which may
be required as part of the follow-up.

So far, diagnostic surveys have boon carried out in six African
countries.’ A cowmon finding in these smiveys is that the issue of
privatization is futricately linked to rehabilitation. Almost all the
countries sirveved are confronting the complex issues of rehabilitation and

regeneration of their industries.  In doing so. African decision-makers are
increasingly having to address the question whether rehabilitation should
precede privatization of public sector industries or vice versa. In all of

the countries surveved privatization is firmlv on the de lared policy
agenda.  However. none of thew have made anv significant progress in this
divection. A major reason for this has beon the lack of a realistic
assessment of the requivaments and capabilitics needed to carry out

successful privatization - in toerms of financial support. policy
initiatives, investment promotion and most important] y. human resource
development . This report is a first attempt to highlight these issues -

particularly the relationship betwoen rehabilitation and privatization - in
the specific context of & countrv case study rather than in the abst ract |

Tanzania has followed w socialist development path sinee 126/, As a
vesult, it is a country which has o large publ ic/parastatal sector and also
a long history of significant jovermment infervention in the ecenomy .

The Govermment is now scriously consideon ing, privatization as a4 means
of galvanizing industry and agyicultural processing into regeneration,
However, at present there aie partienlay difficulties for liberalization
and privatization policies,

; The Agro-based lpdustyics in Zambia:
Rebhabjlitatjon lgsucg. PED.102, 29 December 1988
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Tanzania is thus chosen as a case study to highlight the major issues
that have to be confronted in an African context before privatization can
be seriously considered as a viable policy option for rehabilitation and
regeneration of industry.

At the request of the Goverument of Tanzania, UNIDO undertook a
diagnostic survey mission to Tanzania in February/March 1989. As a result
of this field mission a report was issued: The Regeneration of Tanzanian
Manufacturing Industry with Emphasis on Agrou-Based Industries, PPD/R.26,
14 June 1989. This report is a follow-up to this study.

The report consists of two parts. Part I presents the major issues
involved in the privatization process and surveys the progress that has
been made towards privatization in Tanzania.

Part | consists of four chapters. Chapter l reviews the policy issues
involved in privatization in an African context and in Tanzania, in
particular. The most important public industries in Tanzania are devoted
to agro-processing and manufacturing. Chapters 2 and 3, therefore, examine
the constraints and potential for privatization in these major industries.
Specifically, Chapter 2 presents an overview of the political, economic and
social interests with a stake in the public sector in Tanzania. Chapter 3
reviews the most recent initiatives by the Government to attract private
investment - local and foreign - to manufacturing industry. Chapter 4
provides a brief examination of some of the problems facing the agro-
processing industries and cash crop-production.

Part II presents an in-depth examination of the pre-requisites for the
mobilization of the private sector, especially in terms cf the re-
orientation of Development Finance Institutions (DFls), financial support,
investment promotion, human resource development, information on the nature
and extent of the private sector, and the development of action orientated
strategies and policies to support the privatization process. Thus,
Chapter 5 considers the problems of generating and supplying the venture
capital required to finance the rehabilitation of Tanzanian industry.
Chapter 6 looks at the experiences of two private sector enterprises to
highlight privatization issues. Chapter 7 examines the constraints to
further progress towards regeneration of the private sector in Tanzania.
Chapter 8 outlines an action plan to facilitate privatization.

It is important to stress that this report does not attempt to examine
all the issues invclved in the privatization process in Tanzania. Rather,
it highlights the major issues. As such, the report is limited in nature
and scope. It should, therefore, be seen as setting the stage for a more
comprehensive examination of the constraints and potential for
privatization in Tanzania.

This report was prepared by UNIDO’s Regional and Country Studies
Branch in conjunction with UNIDO consultant, Dr. John Henley who also
undertook a field mission to Tanzania from 9 to 20 December 1989, The
mission would like to express its gratitude to the Government authorities
of Tanzania, UN and donor agency representatives, national and commercial
banks, DFIs and various private enterprises and organizations for their
assistance and support. The mission would particularly like to express its
gratitude to Mr. B. Demeksa, UNDP Resident Representative and Mr. J.
Rasmussen, UNIDO Junior Professional Officer for their guidance and
assistance.
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SUMMARY O1I°
FINDINGS AND RIECOMMIENDAT IONS

FINDINGS
I. The nature and extent of the private sector is unknown

A ma jor impediment to the privatization process in Tanzania is the
fact that the nature and extent of the private sector is largely unknown.

2. Privatization should precede rehabilitation

The ma jcr finding of the report is that no significant progress
towards the privatization of manufacturing industry in Tanzania will occur
until appropriate state enterprises can be rehabilitated as viable concerns
prior to transfer to the private sector. At the moment, all firms -
private and public alike - with significant debt are undergoing a severe
liquidity crisis. The worst placed are those with outstanding loans
denominated in foreign currency. The crisis stems from the World Bank/IMF
Structural Adjustment Programme (SAP) and the introduction ¢f realistic
exchange rates and positive interest rates since June 1986. While the
liquidity crisis was engineered to facilitate the phasing out of non-viable
activities, there appears to have been little thought given to the creation
of institutional mechanisms Lo mitigate some of the more arbitrary effects
of the policy. Thus, most Tanzanian managements are preoccupied with
survival on a day-to-day basis. Few can see where the funds will come from
to finance the investment in rehabilitation that they believe is required.

3. A substantial part of the funds for rehabilitation will still have to
come from donors/external services

Since Tanzania currently receives in foreign assistance more than
twice its total export earnings, a substantial portion of the finance for
rehabilitation is dependent on donor priorities. Hence, whether or not
donors are willing to offer support both to rehabilitation and to
privatization are important influences on government initiatives to
transfer public assets to private owners. There seems to be little
evidence of a consensus amongst donors about the merits of privatization
and a good deal of scepticism.

4. The need for greater donor co-ordination

There is clearly a need for greater donor co-ordination of
rehabilitation activities and pooling of experiences. Rehabilitation
projects appear to have been biased towards investment in hardware and
expatriate management . Insufficient attention has been paid to local human
resource development. This bias seems to be a structural characteristic of
the foreign assistance process that requires attention in view of the
shortage of high-level indigenous manpower in Tanzania.

5. The need for greater government co-ordination of external assistance

for rehabilitation

|

UNDP is providing technical assistance to the Government to help
improve its capacity to manage and co-ordinate external assistance but so
far this assistance has not apparently had any impact on industrial
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rehabilitation activities. [Iu is to be hoped that when the World Bank
funded subsectoral studies of textiles. leather and agro-processing (edible
oils and meat packing) become available. they will be used as a basis for
concerted efforts towards co-ordinating rehabilitation and privatization
efforts. Since the finance for rehabilitation and restructuring will
primarily be sourced from the donor community through the development
finance institutions, it is also important to build up the capacity of
these institutions to evaluate in a coherent and consistent manner the
bankability of rehabilitation and other projects.

6. The Ministry of Industry and Trade (MIT) does not yet have the
capacity to fully support industrial rehabilitation

Much of Tanzania’s industry needs rehabilitation. As yet, the MIT
does not have the capability to fully assess or support rehabilitation
projects and proposals from donors and other entities. This i: a major
limitation on the Government'’s ability to support the rehabilitation
process in Tanzania.

7. The Government's recent Investment Promotion Policy (IPP) is a step in
the right direction

The Government’s recently published IPP represents a decisive break
with past policies towards the private sector. It offers a useful
framework within which government institutions can work to re-establish the
credibility of Tanzania as a suitable home for private investment, whether
it be of local or foreign origin. It is of paramount importance that
officials who deal with private investors are seen to honour the spirit of
the policy, in particular, its welcomed emphasis on equal treatment of all
investors. Reputations of investment locations tend to be established
through word of mouth advertising from existing investors to newcomers. It
is also crucial not to forget the needs of established firms in the drive
to attract new investment. In this regard, the Government’s decision to
reconstitute the Tanzanian Chamber of Commerce and seek UNDP assistance to
develop its services, is a sensitle way of ensuring that the authorities
are kept well-informed about the concerns of the private sector.

8. Substantial investment in the short- to medium-term appears doubtful

Despite the very real positive steps the Government is making towards
liberalizing the economy, it appears doubtful that there will be
substantial interest from the international business community in the
short- to medium-term. Increased world competition for inward foreign
investment implies that new entrants to the market face considerable
difficulties in establishing their reputation. There are, however, a few
opportunities that are immediately attractive to foreign investors, for
example, the brewery, the tobacco industry, the northern tourist circuit
and some natural resource based investments. Care needs to be exercised in
negotiating the transfer of ownership and/or management control to foreign
investors in these industries. Once precedents have beein established they
are difficult to undo. No doubt, other niche opportunities will be
identified by resourceful local entrepreneurs that can be exploited through
licensing or management service agreements or production under contract.
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9. The Tanzanian economy faces enormous structural problems

The Tanzanian cconomy fooos cnormons structural problems that o

independent of the issue of privatization. It lus manv of the classic
svmptoms of an cconomv that has pursued o pelicy ot import substitution
industrialication. The negative effects of this policy have been

compounded by tae selection of manv investments without much regavd for
market considerations. Until the fundamental stractural problems hive boen
resolved, inward foreign investment flows are Tikelv to remain mode st

RECOMMENDATIONS
1. An inventory of the private sector’s strengths and weaknesses

The scope and nature of the priviate sector in Tmcania is largely
unknown. There is an urgent need to establish and detail the
potentialities of existing medium- and large-scale privite cnterprises.
This is a major constraint on the development of an sconomically rational
privatization programme. Without this informition, policy mikers cannot
make informed decisions as to how best they might support and encourdage the
developmeny of local private enterprise.  UNDP and UNIDO and other
international agencies mav be in a position to assist the Tanzanian
authorities in carrying out an extensive audit of the strengths and
weaknesses of the private sector in Tancania.

2. A review of development {inance institutions

It is axiomatic that the private scctor will only expand if there e
commercial opportunities available to it.  Thoe two mijor coustrainis on

expansion are:

- uncertainty about the policy environment | in particular, tie
commi tment of the Government to a policy of cncoura,ing the
private sector:

- the severe liquidity cerisis facing all enterprises which i« o
direet consequence of the SAP.

The most immediate need is te develop o framework for improving the
vorking capital of viable enterprises regardless of whethor thev are
privately o publicly owned. This implics & radical review of cxisting
development fipance instituiions, their existing loan portfolios and
lending procedures, to be followed by o substantial injection of new
tinancial resources. New lending by donors is Likely to be conditional on
further elaboration by Government of its (PP, There is an obvious need for
substantial improvements in the capacity and capability of DFIs if they e
to take on prime lending responsibility for the rehabilitation of Tancanian
industry. Technical assistance is most needed to enhance the capability of
DFIs to evaluate the commercial viability of projects and monitor projoets
in operation. UNDP and UNIDO may be able to assist in this regard.

3. Financial restructuring and rchabilitation before privatization
Collapsed or collapsing public scector cnterprises in Tanzania are of

no interest to investors except as a source of secor t-hand machinery.  This
means that any realistic policy of privatization must inclade provigions




for tinancial restructuring and rehabilitation betore disposal . T (nsure
that tnere are long-term ctticiency gains to the ceonomy following
privatization, it is also important to ensure that monvpolistic privileges
arc not automatically transferred to the new owners. while there miv very
well be pe 'suasive arguments in tavour of licensing a limited number of
producers on economies of scale grounds. this should not imply protection
from competition as well.

h. The need for rehabilitation of both human resource and plant

Tanzanian public scector enterprise managers are not experienced vnough
to make do with inadequate resources.  The long-term efficiency gains trom
Iiberalization and privatization can only be obtained by managers who have
the capacity to re-ovient these enterprises to the market. There is,
therefore, a need for a case-by-case review ot the technical and Management
development needs of each enterprise in the run-up to privatization, paying
particular attention to the requirements for engincering, marketing and
financial management training. This review of human resource development
might be usefully co-ordinated with the review by development finance
institutions of the financial requirvements of individual enterprises.

Any pre-privatization audit should include the human capital as well

as the fized assets. In the past, technical assistance and project
financing hus paid inadequate attention to the training of competent local
stafr. All rehabilitation proposals must in future be designed around the

need to re-invest in both plant and manpower

From the available evidence, very serious questions can be raised
about the capacity and motivation of existing managers to carry through an
effective privatization programme without substantial investment in
management training and incentives., At the present time, therefore, there
is a strong case for the Government with the support of UNIDO, UNDP. 1LO
and other relevant international institutions to draw-up a comprehensive
manpower developaent programme in support of moves towards liberalization
and privatization., This programme could then be used as a basis for co-
organizing a doner conference to co-ordinate the execution of the
programae .

5. The need for techmnical assistance to the MIT Lo support industrial
rehabilitation

Theve is a continming and pressing need for technical assistance in
support of industrial rehabilitation.  In this connection, it is very
important that the MIT develops an enbanced capability to effect ively
evaluate donor and other proposals and also to provide diagnostic and other
support for rehablitation. Otherwise many of the mistakes incurred when
projects ave originated will bhe repeated.

6. Development of the investment promotion policy and institutions

The proposed Tnvestment Promotion Centie (1PC) should be positioned to
ansume o strategic vole in facilitating the reformilation of 1he
Government "s relatyonships with a substantially privatized economy. Itg
Tocation in the President's 0ffice, although unconvent ional , provides
access and accountability to the key decision makervs in the political
system,  In the last analysis, the effective liberalization and
privatization of the Tanzanian economy depends on political will,
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A promising start has been made towards reftorming 'he Government's (PP
but further amplification is required. There is an urgent need for
technical assistance to help develop the necessary institutions required to
support the new policy. In particular, work needs to be carried out on
developing policies and procedures for evaluating licensing and joint
venture proposals and for monitoring them in operation. The behaviour of
government institutions responsible for dealing with private sector
investors will be interpreted widely as indicative of the Government
generai attitude to investment. It is vital that staff are carefully
selectod and well-trained.

7. The need to encourage the formation of widely based institutions to
represent the private secctor

Ultimately, the Tanzanian Government is also dependent on the co-
operation of senior management implementing a privatization policy. There
seens to be no good reason for believing they will be any more enthusiastic
about competition than their counterparts in the developed countries.
Hence, there is a real danger that a newly privatized public sector will be
dependent on political connections for a wide variety of monopolistic
privileges. To help forestall this possibility, it is important to
encourage the formation of widely based institutions which can represent
the interests of the private sector, such as the Chamber of Commerce or
manufacturers associations, for the political system lacks people with
commercial experience or knowledge. The more pressure is applied to try to
speed up the process of privatization without due attention to
liberalization and competition poiicy, ihe greater the risV that
opportunities to improve performance of many industries will be missed.

8. The need for strong political will in support of the privatization
process

While industrial regeneration regquires domestic political initiative,
it also needs to be supported by multilateral and bilateral assistance.
Privatization as a policy will only work if the environment is conducive
and clear benefits can be demonstrated to flow from the policy. To start
the process moving, Tanzania requires a number of carefully planned and
executed demonstration projects in which donors and local and/or foreign
industrial interests collaborate to rehabilitate selected existing
enterprises. A new venture capital fund needs to be created with adequate
financial resources and professional manpower to select and finance viable
rehabilitation projects without political interference.




PART I

PRIVAT IZATION ISSUES AND PROGRESS

Part I presents the major issues involved in the privatization process

and survevs the progress that has been made towards privatizacion in
Tanzania.

Part I consists of four chapters. Chapter 1 reviews the policv issues
involved in privatization in an African context and in Tanzania. ir
particular. The most important public industries in Tanzania are devoted to
agro-processing and manufacturing. Chapters 2 and 3 thus exam.ne the
constraints and potential for privatization in these ma jor industries.
Specifically, Chapter 2 presents an overview of the political. economic and
social interests with a stake in the public sector in Tanzania. Chapter 3
reviews the most recent initiatives by the Government to attract private
investment - local and foreign - to manufacturing industry. Chapter 4
provides a brief examination of some of the problems facing the agro-
processing industries and cash crop-production.
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CHAPTER 1

PRIVATIZAT ION ISSUES 1IN
AN AFRICAN CONTEXT :
THE CASE OF TANZANITA

1.1 Introduction

Tanzania presents some interesting challenges to policy-makers
concerned with developing strategies for rehabilitating and regenerating
African agricultural processing and manufacturing capacity. Between 1967 and
1986. the Tanzanian Government pursued a strong interventionist
industrialization policy. This included nationalization of the majority of
existing productive capacity and state promotion, financing and management of
new large-scale projects. Until the adoption of the Economic Rec~-reuy
Programme in June 1986, the private sector was crowded out of off_.ial
thinking. access to loan capital and foreign exchange a’locations. Moreover,
the majority of new state investment initiatives were tinanced through
official loans from bilateral and multilateral agencies. Foreign lending
agencies must, then, accept some of the responsibility for the subsequent
performance of many of these investments'.

1.2 Privatization issues
1.2.1 Revenue benefits

One of the principle benefits to be obtained from privatization in a
developed market economy is the transfer of funds from the private sector to
augment public revenues when state assets are sold. This benefit is
unobtainable in a pcor socialist economy such as Tanzania where the financial
market is undeveloped and domestic private savings are limited and dispersed.
Gains to public revenues are more likely to arise because public enterprises
which are presently a drain on expenditure cease to be so. In due course, if
privatization is successful, the firms should generate surpluses and pay
income taxes. At the very least, bankruptcy becomes politically feasible if
an enterprise continues to lose money.

This raises a key policy issue. Should further public revenues be
spent on rehabilitating state enterprises prior to privatization? Generally.
private investors are only interested in taking over a state enterprise that
can be said to be viable according to conventional commercial appraisal
techniques. However, there is considerable scope for bargaining over the
value of assets, various forms of tariff and non-tariff protection, the
availability of loan finance, irhe provision of additional infrastructure,
dispensations from a variety -f other government controls and so on. Each

Total foreign assistance flows to Tanzania were US$ 764.4 million in 1987
compared with total export earnings of around US$ 350 million. Bilateral
technical assistance amounted to US$ 226.4 million and principal donors
were Sweden (24.4 per cent), Denmark (12.2 per cent), Finland (11.1 per
cent), Norway (9.7 per cent) West Germany (6.8 per cent) and Japan (6.6
per cent). Capital assistance amounted to US$ 492 million and principal
donors were the World Bank (20.5 per' cent), Sweden (10.4 per cent), The
Netherlands (9.1 per cent), IMF (8.9 per cent) Norway (7.3 per cent) and
Japan (6.9 per cent).




concession needs to be carcfully evaluated by both parties. The Government
is liable to be at a relative disadvantage in these tiegotiations.
particularly in dealing with foreign investors. This is because it will
usually not have access to as much expertise or detailed commercial
information as the private investor. Indeed, senior managers of state
enterprises will be tempted to try to secure their position in advance of
privatization by assisting potential private investors.

1.2.2 The ownership question

While financial considerations tend tou be upper most in a government's
mind, the ownership question also needs to be settled. The ’‘property rights’
school of institutional economists base theilr case for privatization on the
argument that it is the incentive effect of a change in the beneficial
ownership of enterprises which results in enhanced economic efficiency.' The
change to private ownership, it is argued, creates an interest group with a
direct and strong interest in efficiency. The new owners therefore insist on
introducing &4 system of managerial controls and incentives that ensures all
employees are dedicated to economic efficiency. This, it is maintained, is
the obverse of the managerial culture that typically prevails in enterprises
operating in a classical socialist economy.

Under socialism, the State is the ’‘good father’ with an obligation to
protect the livelihoods of its citizens so that bankruptcy is politically
inconceivable. As a consequence, financial constraints are ultimately ‘soft”’
to the extent that a minimum level of resources will always be found to
prevent an enterprise going under. Management is thus partially insulated
from the harsh discipline of the market place and the constant need to
improve efficiency and responsiveness to changing patterns of consumer
demand. It is production rather than mirket-oriented.

The ’property rights’ school predicts that efficiency gains are not
simply a product of the transfer of ownership rights from the public to the
private sector but depend crucially on the extent to which the new owners
have a direct interest in managerial efficiency. In short, something more is
required to secure improved efficiency than merely the conversion of a public
monopoly into a private monopoly. Unfortunately, the typical African country
has a relatively small economy which is usually oligopolistic in structure
and heavily protected. This presents the economic policy adviser with a
dilemma. In order to attract private buyers for ailing state enterprises, it
may be necessary to offer ‘sweeteners’ in the form of protection from
competing imports or tax breaks. However, high effective rates of protection
may create a policy environment in which private investors have no more
interest in economic efficiency than had their predecessors.

Of cours , in many African countries in the 1990s, the ability of
policy-makers to of fer concessions to private investors is fairly tightly
constrained by the requirements of a World Bank/IMF SAP. Under such a
programme all that is supposed to be on offer to investors is the prospect of
a 'realistic’ and progressively lower local exchange -ate, tariif neutrality,

: See S. Commander and T. Killick, r"Privatization in_ _Developing

Countries. A Survey of Jssues” in Privatization in Less Developed
Countries (eds. P. Cook and C. Kirkpatrick) Brighton: Wheatsheaf, 1988,
pp. 91-124.




real local interest rates and access to foreign exchange for the purchase ot
essential inputs. This kind of policy environment is unlikely to be
attractive to foreign investors interested in manufacturing consumer goods
for the domestic market. This is perhaps just as well given the lack of
obvious comparative advantage in the manufacture of goods that rely on
extensive use of imported materials. In any case, the property rights school
would have a clear policy preference for local private ownership over a joint
venture arrangement or direct foreign investment involving a multinational
corporation. This is because it is hypothesized that the efficiency gains of
privatization depend on the strength of the direct financial incentive
available to owners and managers. From this perspective, portfolio
investment by a local financial institution might also be expected to suffer
some efficiency loss from excessive attenuation of property rights.

1.2.3 The provision of finance

The place of equity finance, or its equivalent in the capital structure
is clearly affected by issues such as whether privatized units are to be
transformed into companies with shareholders or into some form of mutual
nrganization owned by employees and/or customers. The ownership question is
also linked to the kind of financial sector that develops. The absence of
organized capital markets is typical of sub-Saharan African economies. There
are formal stock markets in Cote d’Ivoire, Kenya, Nigeria and Zimbabwe but
these markets are only in the incipient stage of development. In these
margets, new issues are rare and trading is thin. Stocks are normally bought
for dividend yield rather than the expectation of capital appreciation.
Unsurprisingly, debt financing is presently the most common method of raising
funds.

The questions then arise as to who will hold the equity of enterprises
after privatization and what relationship will equity holders have with the
financial institutions that lend to these enterprises. A country adopting
the British or US methods of industrial finance would require equity to be
held by non-banking institutions. By contrast, promoters of the German or
Japanese ‘universal banking’ approach to finance would expect banks to retain
cross holdings in major enterprises in order to create a captive customer
base and provide a basis for close monitoring of performance of major
borrowers. This latter approach is said to encourage lenders to adopt a long
term view of investments which, in turn, enables enterprise managements to
adopt longer term strategies for developing the business. The British/us
system of banking fosters greater specialization of function and a more
competitive market for capital but is claimed to promote a short-term view of
investment.

The most likely transitional arrangement on the road to privatization
is the formation of financial institutions that hold the capitalized
government debt of different state enterprises. When investors are
eventually invited to tender for equity, the problem then arises as to how to
stimulate demand in the absence of substantial concentrations of private
savings in politically acceptable hands. Not only do investors need capital
to acquire the assets of a state enterprise, most also require substantial
additional resources to finance rehabilitation. Inevitably, further loan
finance will have to be provided by state financial institutions, unless
firms can be sold in their entirety direct to foreign investors. However,
most foreign investors are likely to prefer some form of joint venture
arrangement, at least until they are confident about the new policy
environment.




In the transition from lending according to the priorvities set through
a planning mechanism to lending through a capital market . there is likely to
be a continuing need for an ‘honest broker’ between state. private foreign,
and private local interests. Clearly, expectations about the profitsbility
of the enterprises concerned enter into considerations. wWhere a state
enterprise has a well-established record of profitability there should be few
difficulties in raising loan finance but these mav not be the first
candidates for privatization. The capacity of financial institutions to
assess risk and supervise loan disbursement will be critical in ensuring good
monev is not thrown after bad.

The record of  DFls in Africa has so far not been good. Part of the
poor pertormance of DFls is undoubtedly attributable to the consequences of
inappropriate national macroeconomic policies. In particular. the sharp
ad justment of unrealistic exchange rates and negative to positive interest
viates in the 1980s caused havoc in the loan portfolios of DFls lending to
local firms against foreign exchange borrowings. Even so. their technical
capacity to evaluate bankable projects has frequently been inadequate and
invesiment decision making processes have been overly influenced by political
considerations. Increased donor dependence since the onset of the 198]1-83
world economic recession has introduced a range of additional external
administrative and political factors into the decision making process.

International banks will continue to be reluctant to re-establish
commercial foreign lending operations in Africa. The combination of
pelitical risk and the high overhead costs of making loans in unfamiliar
markets will remain a powerful deterrent in the medium-term. By contrast, it
should be relatively easy to privatize retail barking by inviting in forcign
banks with the necessary expertise and capital base. The security implied by
an international reputation should attract sutficient domestic deposits to
senerate surpluses to more than cover local administrative overheads
associated with trade financiong, supplier credit operations and aid flows.
From the perspective of the corporate headquarters of international banks,
the main interest in a country such as Tanzania, is in the access that retail
banking gives to commercial foreign exchange transactions. The prospect of
dividend remissions generated from local operations will be a relatively
minor consideration,

1.2.4 The effect of privatization on innovation

Huch of the debate abont privatization in Africa is understandably
preoceupied with the productivity of existing assets. However, in a world
increasingly dominated by accelerating rates of technical change, shorter
product life-cycles and rising research and development costs per unit of
output . it is also important to consider the impact of ownership on sources
and rates of innovation. Here the evidence is unclear. Overall, Africa has
a dismal record of expenditure on research and development and its dependence
on OECD economies for its technology requirements necds no further
elaboration. If, as is likely, technological dependence will continue at
least in the medium-term, the policy issue then becomes the capacity of
public sector enterprises to adopt and adapt imported technology.

It is difficult 1o belicve that African state enterprises in their
present form can be effective innovators as they are so often net consumers
of state revenues., A critical constraint on the development of innovative
capacity is the availability of high-level scientific and engincering
manpower.  Once state enterprises become locked into a downward spirval based
on insufficient working capital and rates of re-investment, low capacity




util?zation and overmanning. they inevitably have difficulty in rewarding
their high level manpower sufficientlv to retain them. The rigidities of a
centraliced state wages and salaries structure compounds the problem.

Dynamic efficiency gains. particularly through improved human resource
management . ave difficult to estimate. Nonetheless. they are likely to be
the most important source of improved economic efficiency to be obtained from
privatization. Improved human resource management depends crucially on the
competence and quality of maniagers and skilled technical personnel. With
shortages and low levels of capacity utilization widespread in Tanzanian
entevprises. the priority for management has. of necessity. been to keep
production going. Product and process development . marketing and financial
minagement skills are likely to have been neglected in the struggle for

survival . On the positive side. there is some evidence that state
enterprises spend more on human resource develc ment than comparable firms in
the private sector, especially on management .. technical training. However,

it is often difficult to establish the extent .o which this training is
economically justified. Sometimes it seems t. be distributed as a reward for
loyal service and/or is provided as highly subsidized or free’ technical
assistance from aid agencies.

1.2.5 Disposal of public assets

Disposal of publicly-owned assets is complicated by technical and
pelitical factors. In an administered eccnomy, there are no ‘real’ measures
of the costs of inputs and outputs. There are substantial distortions in the
pricing of capital, labour and material inputs. Output prices are subject to
manipulation. Domestic production is often highly concentrated, if not
monopolistic.  Consequently, the benefits to be obtained from increasing the
influence of market determinea prices are difficult to estimate and diffuse.
By contrast, the losers from the short-run income distributional effects of
privatization are likely to be a narrowly defined section of the community
and can be expected to resist strongly.

It is also important to remember that anvy move towards privatization is
superimposed on existing underlying structural problems. In Tanzania’s case.
these are derived from previous policies such as the Basic Industrial
Strategy (BIS) which aimed to promote self-reliant industrialization based on
import substitution. The cumulative effect of these policies has been
increased import dependence. As a result, Tanzania is likely to face severe
toreign exchange constraints for some time to come. Yet foreign investors
want guarantees that it will always be possible to repatriate interest
payments, dividends and royalties. Without prior and substantial structural
ad justment private production will remain dependent on government licensing
and therefore exposed to the possibilities of political interference. Will
this vitiate the dynamic effects of increased managerial aut onomy?

Experience of privatization in mature industrial economies. such as the
United Kingdom, suggests that it is difficult to maintain a commitment to the
promotion of competition. It is easier to sell off monopolies, while it
takes time and is complicated to prepare monopolies for competition. Perhaps
more importantly, governments depend on the senior management ol state
enterprises for information, expertise and co-operation in formulating the
privatization arrangements. While those managers may be keen to reduce
government interference in their affairs, they are unlikely to be so
enthusiastic about exposing their newly privatized industry to competition.
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Ultimately. the Tanzanian Government is also dependent on the
co-operation of senior management in implementing a privatization policy.
There seems to be no good reason for believing they will be any more
enthusiastic about competition than. for example. their British counterparts.
Hence, there is a real danger that the newly privatized public sector will be
dependent on political connections for a wide variety of monopolistic
privileges. To help forestall this possibility, it is important to encourage
the formation of widely based institutions which can represent the interests
of the private sector, such as the Chamber of Commerce or manufacturers
associations, for the political system lacks people with commercial
experience or knowledge. The more pressure is applied to try to speed up the
process of privatization without due attention to liberalization and
competition policy, the greater the risk that opportunities to improve
performance of many industries will be missed.
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CHAPTER 2
BARRIFEFRS TO ECONOMIC LIBERAILIZAT ITON
AND PRIVAT IZAT ION

2.1 Introduction

In order to assess the true potential for privatizatiom in Tanzania. it
is important to have a clear understanding of current btarriers to economic
liberalization and privatization. Many of these barrier steps from the
socialist programme adopted in the Arusha Declaration of February 1967 and
its iesulting implications for ownership and control of industry, the
discouragement of privatized enterprises and non-individual ownership of
land. subsidization and support of inefficient public enterprises.
compression of public sector salaries and the collapse of work incentives.
public sector retrenchment. and the negative attitude of trade unions towards
liberalization and privatization.

2.2 The Arusha Declaration: Background to the socialization
programme

Until Independence in 1961. Tanganyika was administered by the British
colonial government with relatively little intervention in economic matters.
Unlike its neighbour. Kenya., which was governed very much as a European
settler political economv with various economic privileges carefully
parcelled out amongst settler and foreign business interests, Tanganvika had
3 relativelv shallow stare structure. Britain had never intended it to be a
settler economy so there was no pressing need to create an elaborate system
of internal redistribution. Such economic development that did occur was
largely the product of private initiative, particularly by migrants from
South Asia. Foreign investments were generally managed as an adjunct of
regional operations headquartered in Nairobi, Kenya. Thus the brewerv. the
cigarette factory. the cement works, the oxygen plant. a major shoe
manufacturer and the metal can plant. among others, were incorporated as
subsidiaries of Kenvan-based operations. Even five vears after Independence.
only 10 per cent of parastatal assets were in manufacturing., while the
ma jority were in mining and electricity with scattered investments in
tinancial services. tourism and plantation agriculture. The First Five-Year
Plan (1964-69) assumed a private investment share of 75 per cent of the
industrial sector albeit with the anticipation of a substantial public sector
investment programme.

The first interventionist programme, moderate by 1960s standards., was
superseded by the publication of the Arusha Declaration of February 1967
which heralded the adoption of a full socialist programme of economic
development. The influence of Soviet and Chinese thinking of the 1950s and
1960s on Tanzanian economic development policy is reflected in the emphasis
on self-reliant industrialization. It is sometimes forgotten that the Arusha
Declaration also called for greater emphasis on rural development though, in
the event, priority was assigned to industrial self-reliance. A process of
substantial resource transfer to the manufacturing sector was started in 1967
relying on public investment in state-owned enterprises. This policy
continued until the eccnomic crisis of the early 1980s. The manifest
absence, in 1967, of an educated and skilled industrial class or indigenous
technological capabilities embodied in a capital goods industry does not seem
to have deterred policy-makers. Indeed, policy-makers seem to have simply
assumed that the expansion of the public sector would stimulate the creation
of these missing social formations and, moreover., that there would be no
significant efficiency losses while they were being created.
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2.3 Ownership and controi of industry

An attraction of state ownership wis the expectation that protits would
no longer go to privite sector sharcholders. most ol whom were either
non-indig-nous residents or residents abroad. but would be available for
domestic investment. In an attempt to ensure that accumulat ion was
restricted to the State and there would be no conflict between private and
public interests, the Government introduced a Leadership Code. This
officially forbade public employees from having seccond sources of income trom
private businesses ovr from renting property. Tanzania's ecconomic development
strategy thus became sharply distinct from Kenya which was pursuing a
vigorous policy of attracting toreign investors through joint venture
arrangements with government DFIls. Keunyan civil servants were openly
encouraged by President Kenyatta to have sideline businesses.

The subsequent economic history of Tanzania has demonstrated that far
from generating a re-investable surplus, state-owned enterprises have been
net consumers of resources - TSh /.8 billion between 1981-82 and 1985-86. if
corporate taxes are deducted from current account transfers.’

There has been a significant shift in the composition of imports
towards intermediates and capital goods - the share of consumer goods in
imports has declined from around 30 per cent in 1970 to below 20 per cent in
the 1980s. However this trend reflects increased import dependency and
probably hides considerable repressed demand for imported consumer goods.
According to the World Bank, imports minus exports as a per cent of GDP have
been above 9 per cent for Il of the past 15 years; it was 10.5 per cent in
1985 and 14.5 per cent in 1986.° Value added and production in the
manufacturing sector, where investments by parastatals have been
concentrated, actually declined between 1976 and 1986, from TSh 3.1 to
TSh 1.0 billion (in 1976 prices). a decline of 68 per cent. In addition, the
composition of output has not changed significantly towards capital and
intermediate goods production despite heavy investment in chemicals,
fertilizers, rubber, plastics and metals.

2.4 The politics of manufacturing under government license and
the disccuragement of private enterprise

While the economic consequences of Tanzania's development policy
between 1967 and 1986 may have been poor, the experience might be expected to
have stimulated the search for alternatives. Unfortunately, a programme of
nationalization also has its social impact. One of its effects is to
discourage, and in extreme cases, criminalize private accumulation.’ What
was left of the private sector was suddenly placed at a disadvantage relative

State-owned enterprises would have, in all probability, paid the same
taxes if they were privately owned, The World Bank estimates a net
transfer on the current account of only TSh 991 mllllun in the flve yedrs
1981,82-1985/86 (World Bank, 1989, as -

Reform Program., Report No. 7100-TA, pp. 11—13).

! World Bank, 1989, op, cit.

The Leadership Code was introduced to prevent leaders having two incomes,
This meant members of the managerial and civil service elite were not
supposed to participates in any private business. It was never very
successful but it resulted in a stigma being attached to private sector
activity. Officials who broke the Code were forced to employ all sorts
of indirect means in pursuing their sideline interests.
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to the public sector over a whole range of business relationships. This is
of particular importance in countries such as Tanzania where the government
is pursuing a policy of industrialization through import substitution. Under
these conditions. investors rely on the domestic market and a wide range of
licenses negotiated with government for their profitability - from quotas on
competing imports and favourable treatment by the price controller to import
licenses and foreign exchange allocations for the purchase of essential
inputs. Overnight, hard won concessions may be lost to the public sector
which. bv definition. usually has superior political support. People are
encouraged to believe that private ownership is suspect, and if anyone is
clever enough to accumulate capital. the State is liable to expropriate it.
This in turn discourages entrepreneurial investment. As might be expected,
there are very faw local industrialists today in Tanzania. Equally. there
are very few civil servants who have any experience of negotiating with
private sector business interests - local or foreign.

2.5 The disruption of agriculture: villagization and non-
individual ownership

Another argument advanced in support of the Arusha Declaration and. in
particular, the policy of villagization or ujamaa vi jijini, was that the
traditional land-holding systems of communal farming prevalent in Tanzania
did nct involve individual ownership of land. Cultivation was a man’'s right
within the vicinity of his home village. Therefore, it was argued. greater
efficiency could be achieved in agricultural production with little social
disruption by the expedient of moving the dispersed rural population into
villages with new communal land-holdings. now designated by the State. This
concentration of the rural population was supposed to facilitate the
delivery of extension and social services. On the contrary this policy led
to a progressive decline in agricultural production in the 1970s - the annual
growth rate of agricultural GDP declined from 2.4 per cent during 1970-75 to
1.0 per cent during 1976-80.

The poor performarice of parastatal marketing boards, expanded to
rationalize the marketing and distribution cf crops. exacerbated the social
disruption caused by villagization by further undermining individual
incentives. Fortunately Tanzanian farmers seem fto be resilient. With a
series of good harvests in the mid-1980s, the transfer of responsibility for
crop purchases to primary co-operative unions and the licensing of private
traders in agricultural produce, agricultural output has increased sharply to
an annual growth rate of 5.4 per cent during 1984-87. The lesson from
agriculture seems to be clear - centralized direction of production and
marketing does not work well in a large country with a scattered population.

While there has been a retreat from forced villagization, all land is
held on a leasehold basis from the State, either 33 or 99 years. This would
seem to be one barrier to the development of a freehold property market that
could be used for collateral for industrial investments. In its favour, the
land tenure system probably discourages over-investment in land and reduces
inflationary pressures. Another factor in Tanzania and in many other African
countries that inhibits the development of an active property market is the
complexity and political sensitivity of property law and its application.
This often discourages banks from accepting land titles as collateral for
commercial loans.'

For example, in Kenya and Zimbabwe, which otherwise have relatively
well-developed financial institutions, property and development companies
make up a very important part of the smaller stock markets of South-East
Asia and, although often of a very speculative nature, are successful in
mobilizing private savings for industrial development.




2.6 The political significance of state employees and reduced
incentives for efficiency

Another result of state socialism was the creation of a major political
constituency - the bureaucratic bourgevisie - that is dependent on the State
and its political leadership.’ The adoption of state socialism also
justifies the incorporation of the trade union movement as a subordinate wing
of the ruling party. achieved in 1964 in Tanzania.’ Paradoxically. one of
the features of state socialism, namely the tendency of state institutions in
the absence of a price mechanism to suck in scarce resources until phyvsical
limits are reached, has worked to undermine the dependency of employees on
the State.

Under socialism, the paternalistic state cannot permit a state-owned
enterprise to go bankrupt. so there is a tendency for financial constraints
to be what Kornai refers to as ’'soft’.’ In theory, more resources will
always be found to underwrite the solvency of state institutions. so the
rational manager continues to accumulate resources. human and material. until
physical scarcities are encountered. In developing countries, shortages of
imported inputs and machinery are invariably encountered before those of
human resources. There are, however, often shortages of skilled and
experienced manpower and attempts by managers to substitute inferior human
capital results in additional inefficiencies.

2.7 Public seztcr salary compression and the collapse of work
incentives

What has happened in Tanzania, as in many other developing countries,
has been severe compression of public sector wages in parallel with
substantial expansion of the number of employees. Figure 1 reproduced below
demonstrates this effect graphically. By 1984, public sector employment
totalled some 302,000 or 77 per ceut of formal sector wage employment. While
employment in the public sector has increased at around 5 per cent per annum
since 1970, the index of real average wages has declined from 100 in 1969 to
19 in 1986. The index for top salaries has declined even more dramatically,
to 6. Differentials have also been compressed sharply. A top salary that was
nearly 30 times the minimum wage in 1969 was only about € times the minimum
wage on the 1987-88 pay scale and 4 times after tax.*

See Issa G. Shivji, 1976, Class Struggles in Tanzauia. Monthly Review

Press, for a full account of this concept.

! The Natjonal Union of Tanganyika Workers (Establishment) Act 1964
abolished the independent Tanganyika Federation of Labour and
reconstituted the trade union movement as an affiliated organiza'ion of
the ruling Party, TANU, with nine industrial sections.

! Janos Kornai, 1980, The Economics of Scarcity. North-Holland.

World Bank, 1989, op, cit., p. 55.
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Unsurprisinglv. the World Bank’s PER found random evidence of
departmental supplv votes bei.g used to compensate for low pav through
benefits in kind. Evidence was also found of attempts to supplement pav of
more senior public emplovees with increased fringe benefits. Middle-level
officials seemed to have suffered most over the last ten vears. As might be
expected. manv public servants have alternative sources of income.
notwithstanding the Leadership Code. The World Bank's PER proposes a 30 per
cent reduction in the number of staff on the pavroll of both central and
local government.®

2.8 Public sector retrenchment and possible political
resistance

Without substantial retrenchment. it is not clear how the efficiencv of
the Tanzanian civil service or parastatals can be improved for there is no
nrospect of a rapid expansion of the Government’s revenue base. Also.
without sufficient supporting expenditures proper levels of efficiencv cannot
be obtained. Yet the Government'’s ambitious plans for an expanding role for
the private sector implies increased competition for scarce managerial and
technical skills and substantial increases in income inequality generallv.
Without adequate inceuntives, those public servants with scarce skills will
leave to join the expanding private sector or. will increase the effort theyv
put into income generation from secondarv employment to achieve what thev
consider to he a reasonable income level. Clearlv, privatization without
retrenchment is also not viable. Doing nothing to reduce public sector
emplovment and failure to increase wage levels will result in increased loss
of talent. inefficiency and corruption as those who remain seek to 'tax’
those who quit.

In considering possible forms of resistance to liberalization and
privatization. it is also necessarv to take account of political structures
and processes in Tanzania. While a broad analvsis of the political debate is
bevond the scope of this reporc. and political factors may be verv important.
one arena in which argument and resistance may be fierce is in the enterprise
itself. It is here that the social consequences of retrenchment are going to
be felt and where the losers and winners are going to be concentrated. Wwhile
real wages mav have declined verv sharply over the last ten vears. some
guaranteed income is better than no income and where primary employment often
forms the basis of secondary sources of income. Primary employment provides
a buffer to absorb the shocks of the more uncertain and competitive se~ondary
labour market. Some argue., however, that because most people alreadv have a
‘'second line’ in the private sector, there is very little ideological
attachment to the public sector. The latter. in the popular mind. is
synonymous with queues and shortages.

Management are not insensitive to disparities in the labour market and
will indulge valued skilled tradesmen in various ways. For example. thev mav
permit them to use the company’s machine shop facilities to earn extra income
carrying out work on behalf of private companies or individuals. Again where
production in parastatal enterprises is subject to sharp fluctuations in
capacity utilization with periods of forced idleness due to shortages of
energy, water, components or raw materials, management are probably only too
willing to relieve the obvious hardship of their workers by turning a blind
eve to secondary employment. In other words, public sector employment cannot
be assumed to be an individual employee’s sole source of income. While those

' World Bank. 1989, Tanzania PER., Volume I: Executive Report. p. 20.
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most wanted bv newlv privatized enterprises will probably have the widest
range of secondarv sources of income. the poorly educated, voung.
inexperienced and unskilled workers and. therefore. most dispensable will
have few alternatives.' Moreover. the unskilled are also most likely to have
been hired on the basis of the personal recommendations of influential
politicians and officials.

2.9 Managing retrenchment and management skills

The qualiiv and skills of management undertaking specific privatization
exercises will be an important factor in minimizing the political back wash
from the process of disposing of parastatals. The Government will have to
place heavy reliance on particular enterprise management to oversee the
transfer of assets and oversee the restructuring of the labour force.
Unfortunately, the World Bank’s PER is not very encouraging on the matter of
the qualitv of parastatal management.’

‘Enterprise management is weak as evidenced by the fact that a
substantial percentage of managers cannot run their firms with a
minimal level of financial discipline. In 1985-86, a third of
the parastatals were delinquent in producing basic accounts and
of those that did. three-fifths were deficient: of those with
clean audits. one-fourth were making losses. Few Tanzanian
rarastatals carry out regular inventories of their assets,
controls over use of credit and cash are weak. records on
procurement and transactions with subsidiaries are often missing
or incomplete. internal auditing procedures are often weak or
non-existent. and allegations and proven instances of fraud,
corruption and theft are common .... Good managers exist in
Tanzania, but they appear few in number.’

Apparentlv. twentv vears after the Arusha Declaration and the creation
ot over 410 parastatals, the public sector management cadre is still very
weak. Clearlv, if the World Bank’s PER ic correct. a major management
development programme is required in support of any privatization programme.
UNIDO’s recent rehabilitation survey of Tanzania also supports the World
Bank’s findings about the weaknesses in enterprise management.’ In addition
to an absence of real managerial skills. the UNIDO survey found that many
plants had a large number of vacancies in kevy management positions and at the
intermediate level. This is particularlv so with respect to production and
accounting functions.

Alternatively, the management cadre mav be more competent than the
World Bank gives it credit for. Present behaviour could be a consequence of
the prevailing system of incentives and level of managerial rewards. Being
raticnal people. Tanzanian managers may have decided to devote their energies
to other income generating activities to the detriment of their primary
employment. There is some evidence to suggest that the bureaucratic and

’ In 1980, when the Bureau of Statistics last classified Central Government
employees by whether they were ‘regular’ or ‘casual’ employees, over 14
per cent or 31,000, were classified as ’‘casuals’.

’ World Bank. 1989, PER, pp. 123-25.

’ The Regeneration of the Tanzanian Manufacturing Industry with Emphasis on
Agro-based Industries. especiallv pp. 156-158. PPD/R.26, 14 June 1989.
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hierarchical management structure in parastatals discourages initiative and
decision making. However, in the absence of reliable empirical evidence of
public sector management motivation and time budgets. it would be foolhardv
to make predictions as to the likely outcome of a radical change in the
incentive system. More to the point, what evidence there is available does
raise some very serious questions about the capacity and motivation of
existing managers to carry through an effective privatization programme
without substantial investment in management training and incentives.

2.10 Trade union attitudes to privatization

Every public corporation employing more than ten workers has to have a
Workers’ Council that is serviced by JUWATA, the workers’ organization
affiliated to the Party. Any privatization or retrenchment proposal for a
parastatal would have to be considered, at enterprise level, by the Workers’
Council and debated within the Management Committee. The functions of the
Workers’ Council are formally limited to advising a Management Committee.
Sixty per cent of committee members are drawn from senior management and
outside appointees and up to 40 per cent of members are workers’
representatives elected by the Woikers’ Council. Parastatal management and
Government appointees normally command a majority on the enterprise
Management Committee but, with the prospect of serious retrenchment, some
managers might be tempted to side with the workers’ representatives or even
organize the opposition.

Theoretically, JUWATA is bound to uphold Chama Cha Mapinduzi (CCM)
Party policy. However, as events in Poland have demonstrated, workers may
sidestep institutions which do not receive their support. At the present
point in time, the general opinion is that JUWATA is not a very significant
organization at enterprise level, but it does provide a possible base for
organizing opposition to major changes, particularly if policy reforms do not
receive full backing from key Party members.' So far there has been no clear
statement from the government on privatization. At least in formal terms the
Arusha Declaration still forms the bedrnck of Government policy and acts in
various ways to inhibit the trend towards liberalization and privatization.

! Some 7,000 civil servants were laid off between 1983-84 and 1984-85
without any major unrest and this was at a time when the economy was in
deep recession. By contrast, Tanzania today is experiencing real per
capita economic growth largely as a result of improved agricultural output
so that the absorptive capacity of the rural economy should be much
greater than in the mid-1980s. However, the World Bank’s PER anticipates
a reduction of 30 per cent of the public sector payroll of 291,841, that
is nearly 90,000 people or over 10 per cent of the total formal sector
labour force excluding the Armed Forces.
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CHAPTER 3

THE ENVIRONMENT FOR
PRIVATE INVESTMENT :
TANZANIA''S INVESTMENT PROMOTION POLICY

3.1 The move towards economic liberalization, privatization,
and the promotion of private investing

The path to economic liberalization has not been smooth. At the same
time as the Partv and a section of the Government has continued to assert its
belief in national plans. the Government with the Ministrv of Finance as the
lead Ministrv has been engaged in developing a progressive liberalization
programme since 1982. To be sure. it has taken some time to build up the
political and administrative mome:.tum behind this reform programme as
evidenced bv the protracted negotiations over the SAP with the IMF/World Bank
from 1982-85. However. the launch of the Economic Recoverv Programme. in
June 1986. and subse:uent events would seem to indicate the ascendancv of
liberalization and reformism over state control and socialism.

Despite the Government’'s espousal of the Economic Recovery Programme.
the CCM propounded its industrial development policy through the Partv
Programme (1987-2002). This was more or less a reiteration of the BIS of
1975-78. The Partv document proposed further development of basic industries
such as iron and steel, coal. chemicals. metal and engineering industries.

In response. the Government produced the Second Union Five-Year Development
Plan (1988-89/1992-93) but this seems to be alreadv largelv disregarded in
the struggle for economic recoverv. Nevertheless, there is some evidence of
a continuing rearguard action with the Ministry of Finance and the Bank of
Tanzania (BOT) identified as bastions of economic liberalism and the Partv as
defender of the principles of the Arusha Declaration. Tne formation of the
Planning Commission, in July 1989 outside the Ministrv of Finance but in the
Union President’s Office. would seem to reflect the need to establish an
arbiter between those who favour the public sector and those who favour the
private sector. Further evidence of continuing debate about the direction of
economic policy and its political sensitivity is provided in the proposals
contained in the draft [PP. This is discussed below.

3.2 The rediscovery of the virtues of private investment

The IPP statement has been the subject of much advance publicitv and
has been advertised as unambiguous evidence of a change in government policv
towards private investors - borh local and foreign. A draft of this policv.
dated November 1989, was in restricted circulation at the time of the UNIDO
mission.

In the opening paragraph. the IPP quotes the Arusha Declaration of
1967. and ’'the Nation’s commitment to the policy of Socialism and
Self-Reliance, under which control of the commanding heights of the economy
is vested to the public via the Government. parastatals and co-operative
organizations’. It continues ‘During the whole period following
Independence. foreign investment had plaved a key role in the development of
various sectors of the economy’ almost as if the nationalization programme
that followed from the Arusha Declaration had not been of anv significance.
Paragraph 2 reveals the government’s recognition of the shift in bargaining
power in favour of foreign investors’ interests at the expense of host
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governments as a result of increased competition for inward investment.
Tanzania. in particular. has to make good for its post-independence historv
of nationalization. blocked compensation funds and dividends and reticence
towards foreign investors. In the 1990s. the IPP promises that transparencv
and claritv of investment rules and regulations will characterize the new
policv environment.

3.3 The Investment Promotion Centre (IPC)

Probablv reflecting continuing struggles over liberalization policies
between the Government and the Party. the Government is proposing to
establish a new Investment Promotion Centre under the Planning Commission.’
The more usual institutional arrangement 1s to locate a ’'one-stop’ investment
promotion agency under the Ministrv of Finance. This is because the Treasurv
is the senior economic ministrv with executive responsibility for monetarv
and fiscal pclicv. the Central Bank and the management of the balance of
pavments. Anv investment agreement involving significant foreign exchange
transactions is normally subject to final approval bv the Treasurv or its
agent. the Central Bank. Investment policv in Tanzania is considered to be a
politically sensitive (a reversal of longstanding policies associated with
the Arusha Declaration and Party Chairman Nyerere) issues. Final decisions
on investment policv are made in the President’s Office so that Partv consent
can be obtained to endorse decisions bv the executive. Given the existence
of this cleavage within Tanzanian politics. it makes political sense to
assign responsibility for perhaps the most sensitive aspect of liberalization
- IPP - to the Planning Commission. The Commission itself is responsible
directly to the President of the Union Government.

While the institutional arrangements may be politically correct it
remains to be seen whether this is administratively sensible. Experience
elsewhere suggests that the key to success depends on sustained and
consistent high-level support. What discourages investors most is being
interrogated by a panel of representatives from different ministries all
trving to score points off each other by being hypercritical of investment
proposals. The unfavourable impression created by this kind of hostile
reception may then be compounded by procrastination and indecision in
negotiating details of investment agreements. Clearly, a lot will depend on
the quality of the working relationship that evolves between the Planning
Commission, the Ministry of Finance., the BOT and the relevant sectoral
ministries.

The policy advisory functions of the IPC. specified under paragraph 5.
are wide and cover: (1) the role, scope and need for investments in Tanzania.
(2) the appropriate investment and priorities for the country. (3) the rights
and obligations of investors,(4) the economic and financial incentives
offered by the government, (5) the security of investment. Judging from the
breadth of the IPC's advisory functions it seems clear that the government
does not consider the IPP to be the last word on investment policy, rather it
expects policy to evolve over time and with changing circumstances.

The Commission, itself, was only split off from the Ministry of Finance
in April 1989 through the Planning Commission Act No. 11 of 1989. It
became operational on lst July 1989 under the President’s Office.




19

3.4 Investment priorities

The section that specifies the prioritv sectors for investment
indicates that the Government’s preference is for investment bv Tanzanians
and/or collaborative joint ventures involving the public sector. However.
somewhat contradictorily. paragraph 6 of the IPP states that ’'foreign and
local investors will have as far as possible equal access to all other
(non-reserved sector)' priority investment areas. and will enjoy comparable
incentives under the Investment Promotion Act (to be published in 1990)'.
Significantly., the IPP specifically states that the Government ’'will not
impose any predetermined proportion of equity holding between foreign and
local investors’ (para l4) though foreign investors are to be excluded from a
number of minor service and manufacturing activities where their emploved
capital remains below US$S 250.000.

Eight priority investment areas are identified by the Government:
agriculture and livestock development. tourism. natural resources. mining and
petroleum development, manufacturing industries, construction, transport, and
transit trade. The IPP, however, makes it clear that the list may be
extended by the IPC. In view of Tanzania’s daunting infrastructure needs it
is eminently sensible that the Government is proposing to open up
construction. transport and transit trade to private investors.’ An obvious
omission is the financial services sector currently entirely within the
public sector. This is probably to avoid appearing to preempt the outcome of
the Presidential Commission of Enquiry into the Monetary and Banking System
appointed in April 1988 and due to publish its report in early 1990.’
Notwithstanding this consideration, further on in the IPP, paragraph 16.3
states:

‘The Government of Tanzania attaches great importance to the
creation of an appropriate domestic banking environment that
offers a full range of financial services expected by. and
normally available to, competitive investors .... It is expected
that the findings of the (Banking Commission) study will pave the
way for corrective measures on the current monetary and banking
system, including allowing private participation (foreign and
local) in banking in order to provide competitive and specialized
services like the financing of foreign trade as well as
investment promotion.’

The IPC is to stipulate areas of strategic importance which will be
reserved for the public sector. The IPP indicates armaments as an example
of a reserved sector.

A sign of serious intent in the transport sector must be the decision of
the Government to permit Air Tanzania to wet lease MD-83 aircraft from
British Island Airways for the 1989/90 tourist season.

It appears likely that the monopoly of the National Bank of Commerce is
to be ended in the near future. It has a reputation for inefficiency,
poor internal control and supervision and inadequate use of modern banking
methods. It employs in excess of 6,000 staff in over 160 branches
nation-wide. Apparently more than half of the branches show losses.




20

Certainlv. one of the severe burdens that manv developing countries
shackle their manufacturing sector with is an over-regulated. inefficient and
predominantly state-owned services sector. Frequently. political priorities
and mistaken beliefs about the role of private financial institutions in
encouraging capital flight override anv consideration of the implications of
inefficient financial services for transaction costs. The Tanzanian economy
probably suffers from one of the more extreme versions of this syndrome.
There is a desperate need for competition in the banking system. The sole
commercial bank, the National Bank of Commerce (NBC). operates more as a
government department than as an autonomous financial institution so that its
lending decisions are too often influenced by political or administrative
considerations.

3.5 Taxation and foreign exchange provisions

The tax holiday of five years offered to foreign investors is highlv
competitive with neighbouring countries. For example. Kenya offers no tax
holiday for new investors. However corporate taxes remain high: 50 per cent
on taxable profits from non-residents’ investments and 45 per cent for
residents’ investments. Withholding taxes are to be reduced to more
competitive rates: on dividends. 10 per cent and 5 per cent for non-residents
and residents respectively. On rovalties. 20 per cent of the gross amount
pavable and on interest on foreign loans. 20 per cent of interest pavable.

The tax on interest payments still seems to be excessive. particularlyv
when it is added to the foreign exchange risk that Tanzania-based companies
face. For example. the exchange rate has declined from TSh 120 to 1 US$ in
December 1988 to TSh 190 in December 1989. The comparable withholding tax in
Kenya is 12.5 per cent and the forex risk is less, around 10 per cent
depreciation per annum. While it is understandable why the Government wishes
to discourage debt financing and prefers to promote dividend remissions that
reflect profit performance. this is to ignore the perceived political risk
attached to investment in Tanzania. In any case, there is a well-established
trend away from equity investment by foreign companies in what are perceived
to be the more risky eccnomies developing world and towards non-equitv forms
of participation. The tax may merely deter prospective investors. It is by
no means certain that loan repayments are necessarily more onerous than
dividend streams. There is perhaps a danger that it will signal to foreign
investors that the Government wants to retain the option of being able to
turn dividend remissions on and off to meet short-term balance of payments
problems.

The concessions the Government is offering on indirect taxation are
considerable, including customs duty-free imports or dutv claw back. These
concessions have to be negotiated on a case-by-case basis in relation to the
Government'’s priority areas. The provisions under the export earnings
retention scheme are particularly generous. Once confidence has been fully
restored in the stability of the new policy environment they should provide a
very significant boost towards export-oriented investment. The expansion of
the Open General License (OGL) scheme with a World Bank supplementary credit
of US$ 60 million has proved an enormous success in removing a serious
bottleneck in the supply of capital equipment in support of rehabilitation
exercises and reducing shortages of imported inputs. The IPP also
anticipates direct servicing of term loans, dividends and other approved
remittances through up to 50 per cent of export earnings retention funds.
This would appear to imply a discount én official exchange rates equivalent
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to the withholding tax. Where foreign exchange needs to be rationed. the
authorities envisage a system of evaluating the net economic and social
benefit of the relevant project in assessing priorities.

3.6 The pipeline of blocked funds

One of the most interesting features of the IPP is the provision,
should the owner choose. for using blocked external payment arrears or
pipeline funds, as they are known in Tanzania, for investment in approved
projects. When such funds are used for investment purposes the authorities
will re-categorize them as new foreign investment. Presently there is no
accurate record of the size of this pipeline - one estimate puts it at
US$ 500 million.' Originally, it was proposed to include an inducement for
investors to bring in new money but it was decided that, in practice, it
would be very difficult to take over a company or start up a venture without
investing new money.’ Clearly, determining what exchange rate to use is
also a major technical conundrum, for it might well be asked how much should
a foreign investor be able to benefit from the over-valued exchange rates of
the 1970s and early 1980s in the 1990s. The optimum rate at which pipeline
funds can be released into the economy without contributing to inflation,
already running at 28 per cent is another technical problem to be solved.’

3.7 Growth centres and export processing zones (EPZ)

The IPP proposes that Tanzania join the Intermational Centre for
Settlement of Investment Disputes and the Multilateral Investment Guarantee
Agency. A final provision allows for the designation of growth centres to
which will be attached special additional investment incentives. Dodoma, the
future capital of Tanzania, is so designated. There is no specific mention
of plans to introduce EPZ though clearly it would be possible to create an
EPZ scheme by combining the export retention scheme and the growth centre
provision.

In sum, recent moves to economic liberalization, and to create an
investment climate conducive to private i-vestment, are a step in the right
direction. A promising start has been made towards reforming the
Government’s IPP but further amplification is still required. There is a
particular need for technical assistance to assist the development of the
institutions required to support the new directions in policy. Special
attention needs to be paid to develop policies and procedures for evaluating
proposals for licensing and joint ventures and for monitoring their
operation.

USAID is providing technical assistance to the Bank of Tanzania to draw
up a comprehensive register of who owes what and to whom.

It appears that some people are already exploring the possibility of
selling discounted pipeline funds to interested investors but it remains
to be seen whether the BOT will permit the transfer of pipeline funds
between individuals or companies.

Otherwise the Government will be in violation of its agreement with the
IMF.




CHAI"T'IR /4
1.1 BERAI.IZAT ION IN THIX AGRICUITTURAL
PROCESS ING SECTOR

4.1 Introduction

The processing of agricultural produce is an important activity in
Tanzania's economv. Also, as a result of Tamnnia’s carlior programme of
socialist development . the agricultural processing scctor contains o
significant number of parastatals. However. in recent vears agricultural
parastatals have been a major financial drain on Tancanian economv.”  For
example ., in 1982 eleven agricultural parastatals Jost over TSh 2.2 billion
and in the same vear accounted for 80 per cent of the total overdratt
facilities of the NBC. The parastatals imolved with cotton, cashownuis,
sisal . tobacco and tea made substantial losses between 1983 and 198>, Hanv
relied heavilv on bank overdrafts to finance their operations. never having,
had an adequate working capital even when thev were first established. In
the most extreme case the cotton parastatal in 1983 ran an overdraft of
TSh 1.3 billion on total sales of just TSh 726 million and. in 184, the
cashewnut parastatal had an overdraft of TSh 90 million on sales of
TSh 370 million. It is not surprising. therefore. that thore are at presont
significant moves towards liberalization in the agricaltural pre ~cssing
sector.

There appears now to be a significant trend towards veducing the
influence of agricultural rarketing boards by vestricring their functions to
that of 4 marketing agency and buver ol last resort.” Producers now scll to
the local primary co-operative which then sclls to anv willing buver. This
means that private traders are beginning to handle an increasing proportion
of marketable crops. Horticultural products have alwavs been marketed on a
free trade basis. 0il seed crops were completelv lTiberalized in 11986 qmd it
is planned to privatize «ll cotton ginncvics. The National Hilling
Corporation still exists as a major buver bui its cquipment is in poor
condition. It is undergoing a rehabilitation programme funded by the Woild
Bank.

4.2 Cashewnuts

Of the twelve cashewnut factories constrncted with the aid of World
Bank leans in the Mtwara Region in the 1'H/0s, only one is still oporational.
while it mav have boen correct of the Bank, in 1988, to blame o larpe part of
the poor performance of agricultural processing parastatals on the cftects of
an overvalued Tanzanian shilling and the fall in international commodity
prices, the question still vamaing why these factors were not drawn to the

See, cspecially pp. 83-84, World Bank, 1988, Parastatals jin Tanzania
Towards a Reform Program. Report No. JI00O-TA.

Agreement was reached between the THE and the Tanzanian Government . in
November 1988, over restricting, the role of the National Milling
Corporation to that of buyver and scllor of last resort,




attention of the authoritievs or taken account of in «valuat ing project
lending in the 197050 Othor goneral factors that the Bank's report
mentions. such s inetticiont stock control and working capital management |
cleariv retleet deticiencies in internal management that no private
caterprise would be able to tolerate for long without risk of bankruptev,

Speciticallv, in relation to cashewnut production. factors that have
contributed to the collapse of the industry include villagization of
agpriculture. the abolition of private ownership of cashewnut trees. decline
in standards of tree management and the rapid spread of disease among, the

existing stock.  Khilc the World Bank teasibilitv studv estimated a potent il
output of 0 0 tonnes. the maximum that has ever been achieved wias
P30t tonnes.  In the throe vears 1985-86 to 1987-88 official purchascs

daveraged just o over 18,000 tonnes.  The World Bank is presentlv funding a
Cashew and Coconut Tree Crops Project in an attempt to revive the industry,
It production is increascd successfullv, cashewnut factories will be
available for leasing.  Some. at least. are said to be still in vorking,
order,

4.3 Sugar

A major apricultural processing industry that is causing significant
bottlenecks in the food processing industry is sugar refining. Perhaps even
move fmportant . sugar is an ‘incentive good’ for cash crop peasant farmers so
that sugar shortages have a knock-on «ffect on cash crop producr ion.
Tanzania’s five rofineries and associated estates have an installed capacity
of 230,000 tonnes but actual output is onlv 100000 tonnes and demand is

estimited it ovar 400 000 tonncs.  The Ministre of Agriculture estimates it
requires an investment of US$S 103 million to rehabilitate estates and
refineries.  The Duteh Covernment has offered to fund one-third of this
amount . The Yorld Rank’s studv of the sugar industry approved rehabilitation
of four refineries but considered the fifth refinery, the Kagera Sugar
Companv. to be bevond salvation, It is located near the Ugandan border and
was bombed and vandalized during Idi amin’s regime.  The rofinery has an

installed capacitye ef H8.000 tonngs .

The Covernment is carventlv making, sreat offerts to resarroet the
Fagera Sugar Companv.  One of the objictions of the Bank was that the nueleus
estiate vequived drvigating but conld not be surc of roliable electricity
supplics. However, o power line has since been installed conneet ing, Kagera
to the Ugandan grid.  This will pormit pumping, of water for irrigation of the
cane fields.  Booker Tato was commissioned 1o re-cxamine 1he project. Their
predliminary asscssment is that rchabilitation would show an internal rate of
return of 1705 per cent on the § 50 million requirved. The Government is
presantly Tooking for £ 390 000 to pav for Booker Tate to carry out a full
vehabilitation exercise including identifving potontial private investors.
Kageva could probablv cxport to Rwanda. Southern Uganda and Eastern Zaire but
sugar prices arc still controlled which conld mean 1hat most forcign cxchang,e
benefits would 50 to smpylors,

vla"ll"(' Pntll'l, l'””’., op _(‘i' .
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4.4 Tea

There are a number of other agricultural projects Lor which the
Ministry of Agriculture is seeking foreign finance. The Commonwealth
Development Corporatiou (CDC) has bought a 60 per cent controlling stake in a
1,400 hectare tea estate in the Usambara Mountains for + 2.7 million from the
Tanzania Tea Authority which retains 40 per cent of ithe equity. The CDC
insisted and obtained control of the management of the joint venture. Lonrho
also has a tea joint venture in the Southern Highlands. the Mufindi Tea
Company in which it holds 75 per cent of the equity. This estate was
nationalized in 1967 and Lonrho returned in 1986. Unilever has retained a
continuous presence in tea production but runs its estates with no expatriate
staff since there has been no remission of dividends for a number of vears.

4.5 Other Projects

The Commonwealth Secretariat is currently trving to find a joint
venture partner to revive Tanganvika Packers, the fermer Brooke Bond
(Unilever) meat packing factory.' Another project that is awaiting
renabilitation is the Dodoma wine industry. The Government signed an
igreement with Bulgaria but the resources have never materialized. The
Dodoma Region can produce two grape harvests per year and wine production
would provide a valuable cash crop. Dodoma is singled out in the IPP as a
special development area.

Tanzania currently imports tallow for the manufacture of washing soap, a
by-product of the meat packing industry.
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MOBLIT.I12Z21ING THIS PRIVATIIS SECTOR

Poevt 1L present - an bn-deosth examingt ion ot the pre-recuisites to
wobili o the private sector. especiallv in reros ol tne re-orient.arion of
DEls . tinencial sapport . imestoemt proopot ion. huoen resource developnent
ifntorneion on Che nature and exteint of the privete sector, and the
developuent of action orientated strategies and policies to support the
privatication process. Thus, Chapter 5 considers the problens ot generat ing
and supplving the venture capital reguired (o Linence the rehabilitation ot
Foncanian industre. Chepter 6 looks ot the esperiences of two private sector
enlerprises to highlight srivaetication issues.  Chapter 7 exanines the
constraints to turther progress tosards regeneration of the private sector in
Toancania. Chepter 8 outlines an o action plan to tacilitate privaticorion.
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CHAVPTIR 5

I"INANCING PRIVATIZATION: TH:. ROILI OF”
DEVEI.OPMIENT FINANCE INSTITUTIONS IN
THE PRIVATIZAT ION PROCESS

5.1 Introduction

A critical pre-requisite for the successful launching of the
privatization process in Tanzania is the availabiiity of an adequate supply
of funds for financing the restructuring and rehabilitation of manufacturing
industry and agricultural processing. In the past. a mafor share of
Tanzania’s public investment programme has been allocated to the industrial
sector. However, the share of the MIT in the Development Budget has declined
sharply. since the adoption of the Structural Ad justment and Economic
Recovery Programmes. The allocation of expenditure to the industrial sector
declined from TSh 1,482 million in 1980-81 to TSh 1,086 million in 1967-88:
21 per cent and 6.3 per cent of the Development Budget respectively.'

The MIT currently has no forward investment plan, so there is an hiatus
in government investment proposals for parastatal industry. The World Bank
envisages the MIT changing its role, in the longer run, to that of a
facilitating ageuncy on lending aid funds to the development banks. The DFIs,
in the World Bank's scheme of things, would expand their role to act as the
main source of local and foreign capital for firms investing in
rehabilitation or expansinn. While this arrangement may create a convenient
institutional framework for multilateral and bilateral donors it implies a
significant transfer of responsibilities from the MIT and enhancement of the
capabilities of the DFIs. In this connection, any assessment of the
potential for privatization would be incomplete without an evaluation of the
current and future role of DFIs in the privatization process. Consequently,
this section of the report examines the immediate financial needs of the
industrial sector and provides an overview of the current scope and operation
of the industrial development banks.

5.2 The liquidity crisis and crowding out

Tanzanian industry is currently facing a severe liquidity crisis.
Dependence on imported raw materials, intermediate goods and machinery and
the sudden, substantial and continuing devaluation of the shilling has put an
enormous strain on the cash flow position of enterprises - private and public
alike. The 100 per cent cash cover requirement for imports and the credit
squeeze imposed by the NBC as part of the IMF’'s SAP are additionai factors
that have made it difficult for companies to finance the rehabilitation of
their plant. The availability of OGLs has increased competition from imports
and it is said that the export retention scheme has encouraged the growth of
the parallel market and smuggling putting profit margins under pressure.
While the move to a positive interest rate - presently a nominal rate of
32 per cent compared with inflation of around 28 per cent - should improve

! World Bank, 1989, Tanzania PER. pp. 132-134.




domestic saving. it is a matter of conjecture whether the need to fimince
Government expenditure will continue to crowd out all but the most favoured
parastatals from access to berrowings.'

In the absence of a capital market, credit controls inevitably impact
on industry’s investment in new equipment and inventory in a crude and
undifferentiated manner. Tanzania desperately needs some mechanism by which
investors in viable enterprises can raise finance. At the present juncture,
there is clear evidence of a long history of the public sector crowding out
private borrowing and an institutionalized inability to distinguish between
commercially viable investment and inappropriate. ’pet’ projects. The World
Bank observes:

'While there is no official policy discriminating against private
credit applicants, the effect of the credit allocation process
and access to guarantees by parastatals has been to provide
parastatals with most of the credit that is made available at
official interest rates, which have been negative in real terms.
In addition. parastatals have been able to expand credit through
arrears to the bauking svstem with greater impunity than can the
private sector.’?

The scale of the problem of crowding out is indicated by the proportion
of the loan portfolio of the Tanzania Investment Bank (T!{B) and the NBC
invested in the public sector. At 31 December 1986, 72 per cent of leans
outstand® g from the TIB and 65 per cent of the loans from the NBC were to
the parastatal sector, while the proportion of loans to the private sector
were 28 per cent and 13 per cent respectively. The picture is rore complex
when examined by sector. Seventy-three per cent of NBC lending went (o
public sector agriculture, while industry received only 12 per cent (31 per
cent to the parastatal sector and 69 per cent to private industry) from a
total loan portfolio of TSh 35,983 million. The TIB’s loan portfolio was
different. Sixty-three per cent of the amount outstanding was lent to
parastatal industry and 2/ per cent to private sector industry. The
manufacturing sector as a whole received 61 per cent of loans or
TSh 2.504 million,

[t is not possible from these figures to deduce whether the demand fer
long-term loan finance from the private sector is actually repressed or
whether the distribution of lending merely refl:cts the preponderance of
large-scale enterprises in the public sector. However., in commenting on the
1989 pretax profit figures of the National Development Corporation (NDC) and
associated companies, the World Bank notes the insidious influence of
repressed interest rates and over-valued exchange rates on apparent
profitability: "the return on investment (9 per cent) reflect the access of
these companies to relatively cheap imports and inexpensive credit’.’ Since
1985, of course, Tanzania has devalued by 1,120 per cent and introduced
positive interest rates causing severe cash flow and loan financing problems

The brewery and cigarette company head the list of favoured borrowers
because of the Government's dependence on tax revenues from beer and
tobacco.

World Bank, op, cjt., pp. 24-25.

World Bank, 1988, op, cjt.., p. 8].
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tor all companies with toreign exchange debts.  For example. the tontile
industry was able to operate protitably in a scllers mavket until 198>
concentrating on volume production with little concern for guality. dith the
credit squeeze and the relaxation of import controls., some private companies
have found the situation even more difficult to adapt to than public sector
firms because of their inferior machinery and inability to borrow.!

In large part. the solution to the crowding out problem lies in
political will. The consequences of diffuse foreign exchange and credit
coutrols and rising prices are politically less risky than a sharply focused
policy that cuts the income of particular groups displaced from the public
sector payroll. Having said that, there would still seem to be a clear need
for special financial provisions to mitigate the effects of the structural
ad justment programme at enterprise level regardless of whether a particular
firm happens to be publicly or privately owned. Certainly, a private
investor will only be willing to takeover a firm with a reasonable cash flow
position and the expectation of receiving a positive return fairly quickly.
DFIs suggest themselves as the agencies that ought to be actively involved in
evaluating and funding bankable rehabilitation investments on a
non-discriminatory basis. In Tanzania, there are two DFIs that lend money to
large-scale industry and commerce - the TIB and the Tanganyika Development
Finance Company Limited (TDFL).

5.3 Tanzania Investment Bank (TIB)

The TIB is currently in a critical condition caught between its own
obligations to foreign creditors and its borrowers who are unable to service
theii loans. At the end of 1986, 54 per cent of its loans to the parastatal
sector were in arrears and 27 per cent of loans to the private sector
(TSh 1,563 million and TSh 319 million in arrears on the total amount
outstanding of TSh 4,080 million). The situation was somewhat better in the
manufacturing sector where 40 per cent of loans were outstanding in the
parastatal sector and 21 per cent in the private sector. An indication of
the impact of devaluation on financial tramnsactions is conveyed by the TIB
Annual Report for 1987-88 when US$ 1 = TSh 97.7. Loan approvals net of
cancellations and at e:change rates ruling on the respective dates of
approval reached TSh 2,647 million, while the cumulative total of loan
approvals at exchange rates prevailing on 30 June 1988 was TSh 14,940
million.?

Lending operations have been severely curtailed. Thirty-eight long-
term loan applications were carried forward from the previous financial jear
and 8 new ones were recejived during 1987-88, making a total for considera!ion
of TSh 1,612 millions. Four loans were approved that were worth TSh 36l
million. The amount of funds available for new lending paled into
insignificance when compared with the provision for doubtful portfolio
investments and interest payments. This was entered at TSh 2,723 million.?
The only new source of finance available to the TIB was a grant of

The World Bank is carrying out sectoral studies of the textile industry,
leather and footwear, oilseed crop processing and the furniture industry.
The first study, of the leather and footwear industry, was completed in
December 1989 and proposes privatization of the sector.

? Annual Report, July 1987-June 1988, TIB, p. 9.

! TIB Annual Report-198//88. p. 14.




SKr 30 million from Swedish Intermational Development Anthority (31DAy teon
rehabilitating export oriented industries and an International Development
Organication (IDA) line of credit for paving for appraisal work vhere
necessarv,  Otherwise it had no new lines of credit.

Under conditions which amount to an internal debt crisis, it is
impossible for the TIE to function properly. The TIB is locked into o
vicious downward spiral only partly of its own miking (see Figure 2).°
Imestment banking tends to be biased towards financing the purchase of
capital equipment. particularly wvhen a project is underwritten by a specific
donor. When there is a severe credit syueeze. less well-established -
enierprises with outstanding loans lack sufficient working capital. The
final blow. for which conventional project appraisal and sensitivity analvsis
techniques do not allow, is devaluation of the magnitude that has ftollowed in -
the wake of the SAP. As a result. TIB lending officials find themselves in a
situation where the rsjority of clients survive hand-to-mouth, on bank
overdrafts from the NBC, or indulgence of unpaid contributions to the
National Provident Fund and or income taxes. hardly a strong position f..m
vhich to insist on loan repavments.

Figure 2: The internal debt crisis of DFIs

FINANCIAL SHOCK
(DEVALUATION ERRORS ETC)

INVESTMENT CRISIS
(CAUSED BY FX LOANS EXPOSURE)

CROWD QUT VIABLE PRE-OCCUPAT ION
NEW PROJECTS WITH SURVIVAL

BORROWERS WITH ZEFD < ALLOCATE RESOURCES TO

EQUITY FUNDS: NON-PERMORMERS TO PREVENT

NOTHING TO LOSE 2, BANKRUPTCY

INSATIABLE NEED)

FOR FLNDS .

Te problems of one bank may be compounded by the actions of othars.  Tor
cxample, there is sometimes poor co-ordination between the TIB, the NBC
and the BOT inmonitoring corporate clients so that the NBC has Tent money
to compatiies in defanlt to the TIB.




The TIB has tricd to put prossure en companies to sorvice thoiv Toans
but . in the Last resort. has boen reduced to taking companics to comrt to
foree thom into reccivership,  Thore were sis cases in process in Decoember
P98 The TIB itselt is probably tochnical Iv bankrupt because very fow of
its clients dre porforming on their loans although it continues to declare a

mode st Gicconnt ing profit
5.4 Tanganyika Development Finance Company Limited (TDFL)

The TDFL is & joint venture development organization that provides

. financo in the range USS 30.000-1,.000 000 ¢ither in the {form of a term loan
sy a mixture of cquity and loan tinance.  TDFIL equity is held by the TIB -
Meopar cent: the Commonwealth Development Corporation (CDC) - 16 per cont
- the Corman Finance Company for Investments in D veloping Countrics (DEG)

2T pev conts the Nothorlands Finance Company for Deve laping Countrics (FH0)
Mopor cont:odind the European Investmont Bank (EIBY - 15 per cent .Y The TDFI.
bad 13 por cant of its investments in the form of cgiity out of a total
fnvestment portfolio of TSh 388 willions as at 31 Julv 1987 compared with the
TIE vhich hiad enlv 200 por cont of its nct portfolio investments in the form
of cquitv out of 4 total of TSh 1,119 mitlion. The TDFL's cquity portfolio
inclhudes A8 ditforont companics. compared with the TIB which has cequity in

focompanica. Pisburscmonts to new projects amounted to TSh 109 million from
the TIB and TSh 23 million from the TDFL in 1986-87 vhich in USS terms was
trivial.” The TPFL's provision for loss of viluc of investments amounted to

TSh 7% million.

Cleavivo both the TIE and the TDEL enrre ntlvy lack funds to make
signilicant contribution to the rehabititation of Tanzanian indust v arnd

therafore to assist in o major vav in moves towards privatirzation. XNcithor
is pormitted to take time deposits from investors though this mav be
permitted after the findings of the Banki ny, Commission ave published. In
addition. the abscnec of o financial markat in Tancania makes it difficul:
for the TDFL to soll off o anv of its e quity holdings.  In anv casc, it isg

dependent on its fow profitable investmonts to penerate funds for its own
survivil . The issucd and fully paid share capital of the TDFL was 1o have
becn doubled to TSE H00 million in 1990 The enrrent situat ion i« known at
the time of writ ill}'_ this 1 port .

The TDFL Mmual Report for 1986 87 rocords tin pavticular problems oof
it borrovers as follows:

The provision for bad debts vas sharply ineroased from TSh 360 million in
1987 1o TSh 2 700 million in 1988 1though account ing, profits incvcascd from
TSho 2 million te TSh 9 wmillion.

The Furopean Investment Bank boeame o rolnetant caquity holdor as o vesals
ol capitaliving some of TDFL 5 debt ta the EIB in 1985,

' TEds vers difficnlt to compare the fimaneial porformance of the two DFIs
becanse of the difforant acconmting proccdurcs they foll ow, in particular,
Phe TIR s anmmal veports arc uncloar about the performance of its Toan
portfolio. The cxchange vate for USS 1 vas TSh 52 in Docombe v 1986
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wost of our portfolio eapericenced poor liquidity and low
production. As a result, for those that made profits. these
profits were just marginal and servicing of loans - especially
the foreign currency ones - became more difficult. In the
process it became necessary for the Company to increase, by over
100 per cent of 1986 levels, provisions against diminution in the
value of its investments.”

An examination of the reported performance of its investments confirms
this dismal picture, in particular, the increasing dependence on debt
financing. Thus it is not unusual to find companies with debt equity ratios
of over two. In the agricultural and fishing sector the debt - equity ratio
ranged from 1.3 to 11 with a weighted average of 7.4.' While high debt
equity ratios do not indicate the net asset value of companies, they do
indicate a reluctance on the part of investors to take out new equity
investment and the vulnerability of Tanzanian companies to liquidity crises
during recessions.

A modest but important proposal the TDFL is considering is the
introduction of an import financing scheme to ease the liguidity problems of
firms required to provide 100 per cent cash cover for imports. Without some
relief, import-dependent firms with poor capacity utilization and cash flow
problems face the prospect of ever decreasing capacity utilization leading
eventually to bankruptcy. In the longer term, the TDFL plans to split its
new lending roughly two-thirds for rehabilitation and one-third for new
projects. While everyone would like to encourage export-oriented investment,
most projects are expected to be in import substituting industries. Another
trend that is emerging is the view that rehabilitation is a long term process
which involves providing a package including financial assistance,
consultancy and training services. To this end the TDFL is seeking to expand
its consultancy services. Whether private sector clients accept that such
services are essential and will be willing to pay for the extra costs
themselves is doubtful. There seems to be a good case for donor support for
such activities, since it improves the efficiency with which capital is
invested, and fosters the long-term credibility of systematic investment
appraisal and monitoring procedures. In many industrial economies, this type
of activity in support of programmes to finance small businesses is funded
through government grants. For example, the Scottish Development Agency
relies on government grants to pay for two-thirds of its activities. The
remainder of its income is generated from dividends and sale of equity in
successful companies.

5.5 The development banking crisis

Some might argue that the process by which DFIs become chronically
insolvent yet continue to lend good money to loan defaulters arises purely as
a consequence of public ownership of major enterprises. Undoubtedly, it is
more difficult to distinguish between illiquid and bankrupt projects where
there are all kinds of distortions in the economy brought about by state
intervention. However, it is rather clear from experience elsewhere in

! The agricultural company with the worst debt equity ratio - 11, Amboni

Limited is a subsidiary of Amboni Estates Limited incorporated in the
Channel Islands.
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Africa that DFIs are subject 1o cnormous pressure regardless of whether the
ceonomv s primarily socialist or capitalist. These pressures tend to become
unmatiigeable when exchange rate paritics are alrered radicallyv. 1o this
regard. the situation in Tanzania is not different to that in other African
countrivs.

As might be expected. there was considerable skepticism in the DFIs
about the practicality of privatizing public sector cuterprises.  The genera
opinion was that it was not feasible for the ma jority of Tanzanian parastatal
companics in the medium-term. As one person explained, ‘There are onlv
losses to command’. Few local private firms, if any. have the financial
strength to turn around an ailing parastatal though some might be interested
in leasing equipment .

From a banking perspective. the priority appears to be to develop
wcchanisms for refinancing illiquid but potentially viable firms. This
sugpests there is a need for a greatly enhanced role for the development
banks to act as ‘honest brokers’ between the public and the private scctor.
It Glso implivs an enhanced technical and management consul ting capacity, for
successtul rehabilitation depends on carcful attention to techmnical factors.
market ing and human resource development . as well as realistic financial
provision. Tanzania is presently littered with derelict projects that have
failed to take account of the totality of busingss enterprise.
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CHAPTER 6
THE PRIVATEE SECTOR

6.1 Introduction

A ma jor impediment to the design of appropriate support to the private
sector and the privatization process in general is the fact that the nature
and extent of the private sector in Tanzania is largely unknown. The world
Bank has done some preliminary work in this area but it is not completely
satisfactory. For example, the World Bank estimates that private firms
generated 53 per cent of both value added and wage employment in the
manuf acturing sector in 1985.' However. there are serious discrepancies in
the statistics that purport to describe private sector activity. It would
appear that overall investment by the private sector was dwarfed by the
parastatal sector until around 1973 when the private sector overtook the
parastatal sector. This, of course, does not {it easily with the thesis put
forward elsewhere by the World Bank, of ‘crowding out’ of the private sector
by the public sector.’” The Bank suggests that, either the parallel and
unregulated market had developed to such an extent that it stimulated an
investment boom in the private sector or, that the true cost of public sector
investment is understated in official statistics because of the effect of
various subsidies. Either way, it would seem timely to carry out a
systematic census of production. Otherwise there will not be a benchmark
against which to assess the effects of economic liberalization on the
industrial sector.

In order to obtain some feel for the current policy environment from
the point of view of the private sector the UNIDO mission made visits to the
National Chamber of Commerce and two important private sector firms.’

6.2 The Tanzania National Chamber of Commerce, Industry and
Agriculture

The National Chamber was established by the Government in 1988 as a
forum and think-tank to mobilize the private sector behind the new economic
policies.® It presently has over 600 members. It has been possible to keep
membership fees low - TSh 3,000 (US$ 16) - as a result of a grant USS 1
million over three years from UNDP.

The Government seems to see the Chamber as a means of creating
awareness in the private sector of investment opportunities and thereby
stimulating new private investment. Previously industrial promotion was left
to politicians who went round to various donor agencies with a "shopping
list’. Whether a particular project was funded depended as much on donor
interests as on Tanzania’s needs, often very little consideration was given

! World Bank, 1988, Parastatals in Tanzania. p. 8. .

The Bank's presentation of trends in fix capital formation is unclear.
Table A 4.1 on p. 70 does not reconcile with the graphs on p. 5. World
Bank, op, cit., pp. 5 & 70,

See also,

Emphasis on Agro-based Industries, PPD/R. 26, 14 June 1989.

The old regional Chambers of Commerce still exist but have tended to
disintegrate through lack of resources and access to the authorities.




to the commercial viability of the project. 1o the new policy envicenme at
the Covermment *s role is to be lTimitad to creating the overall policy
framework tor itmvestment .° The Chamber sees its role as that of an
intermdiary responsible for identitring and promoting projects in the
private sector both locally and overseas. [t is perhaps unsurprising that
the Chamber is taking o close interest in the appointment of staff to the
tPe. It was made clear to the UNIDO mission that the Chamber expected their
membership to be well represented on the IPC advisory committee. This secms
desirable in order to avoid duplication of investment promotion activities.

The Chuamber seems to be constituting itself as o lobby for the
indigenous (African) business class which at the moment is very small.
Examples of the kiunds of tssues it is likelv to campaign on are: preterential
sott loans for Africans: the provision of stock options for African
execut ives emploved in Asian and foreign firms: and partial divestment of
parastatal assets through the formastion of joint ventures that benefit
private African interests.

6.3 IPP Limited

The IPP group of companies is the largest enterprise owned and managed
by indigenous Tanzanians. The managing director started the business with
his wife., in 1978, assembling ball point pens in his sitting room. He then
progressed to packing liquid detergent and wax polish, manufacturing tissue
paper first by converting waste paper then processing pulp. He then obtained
the franchise to bouttle Cocad Cola in the Arusha Region. Subseguently, the
plant has received an award from Coca Cola for all-round performance.

The compiny has recently obtained the license to manufacture toothpaste
and soap from Colgate Palmolive. Production of toothpaste is presently
restricted to putting paste sourced from Nairobi into tubes but the company
is facing {lerce competition from parallel imports frem Kenva. %When finance
is available to purchase the necessary plant, it is intended to formulate
using locally sourced base materials and import the flavour direct from
Colgate. Colgate’s Kenvan subsidiary also wanted to export soap chips tor
tableting in Tanzania but IPP insisted on making socap from tallow. This is
currently imported as a result of the collapse of the meat packing industry.
The installed soap making capacity will soon be 2 tomnes per hour. The
company packages a range of other consumer goods and manufactures furniture
and metal products. A glass container factory is being completed to make
bottles for soft drinks and the brewery.’

The company considers that domestic demand is strong and rising but
organizing distribution in the rural arveas is difficult. While technical
training was provided by the franchising company for new equipment, there was
feit to be a need for rechnician training in rehabilitation skills before [PP
would be in a position to contemplate taking over any of the rundown
parastatal companivs. There was also a need for management training. 1t was
also suggested that the company could benefit from advice on buying
industrial equipment and how they might build up their own internal
capability to do so in the future.

! world Bank, 1989, PER. pp. 133-134.

The company reported that the 0GL system was working smoothly - it takes
} days. The company required USS 350,000 for payments to Coca Cola and
Us$ I million per antum to Colgate,




6.4 Tropical Foods Limited

This company., located in Dar-es-Salaam., was visited in order to obtain
some insight into the operational problems of food processors in Tanzania.
The first thing that was verv apparent was the kev role of the MIT in
ensuring the continued operation of rrivate firms. For example. at the time
of the mission’s visit. there was a :igar -hortage in the Dar-es-Salaam
region. The MIT was responsible for allocation between users. Again. the
companv had benefitted from NORAD assistance in purchasing a juice extraction
plant on the recommendation of the MIT.

Second. food processors are heavilv dependent on monopolistic packaging
companies. The inadequacy of supplies of glass containers had prompted the
company to install a plastic bottle making facilitv but this tvpe of
packaging was unacceptable in export markets. The metal can manufacturer
would onlv supply up to 3.5 kilo capacity cans,. while the export market for
orange juice normally requires 200 kilo capacity drums. Third. the dutv
drawback scheme did not applv to food processors using locally made packaging
materiais. since the scheme only applied to the primarv exporter. Since two-
thirds of the cost of canned food was in the packaging this represented a
significant loss in competitivencss.

Fourth, there still remained severe problems with the supply of water
and electricitv. This could be particularly damaging for the food processing
industrv if failures of supplv occurred during harvest periods.’ The company
claimed that on occasions it had achieved 60-/0 per cent capacitv utilization
but . on average. it had onlv been possible to achieve 35 per cent over the
vear. Management said that local demand was sufficient to justifv running
the canning lines on a 24-hour, three-shift basis during harvest seasons if
all inputs were available. In addition to water and power supplv problems.
the companv was onlv receiving 30 tonnes of preserving sugar a month while
thev need 200 tomnnes for three-shift working. Labour flexibility was not a
constraint on production. The companv retained 90 permanent emplovees and
could draw on up to 200 casual workers when raw material supplies permitted
full capacitv operation.

The companv’s management belicved the market had become signiticantly
more competitive since the introduction of the iiberalization programme. It
had encouraged them to innovate with disposable packaging materials and new
product lines. When asked about whether they were interested in taking over
anv of the parastatal carning firms, it did not seem that they werr actively
assessing any particular company. However, it was indicated that thev might
he interested in a joint venture arrangement or sub-contracting p.-oduction of
their excess demand to enable the company to extend its product range. It
was pointed out that with the currently prevailing commercial interest rate
of 37 per cent the company would expect a minimum financial rate of return of
50 per cent on anv new investment .

During the mission’s visit the company had ceased production due to the
failure of water supplies. Fresh produce that had been delivercd that
morning, was rotting in the vard,
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6.5 Are the needs of the private sector different from the
public sector?

Clearly. it is dangerous to seek to generalize on the basis of very
limited evidence from only two private sector firns. However., what was most
striking was the extent to which both companies were dependent on various
forms of goverument rationing and monopolistic suppliers of intermediate
goods. Where there are shortages in an economy either the Government has to
intervene and ration or the price of the shortage good rises. From the point
of view of the consumer of intermediate inputs. where local production is
highly concentrated and monopolistic, but where demand by international
standards is minute. it is unclear whether they are better off relving on the
price mechanism to suck in imports or government rationing of what local
supplies are available.

The World Bank and the [MF’s preferred solution is to reduce government
intervention, to rationalize import tariffs. and to maintain positive
interest rates and realistic exchange rate based on purchasing power parity.
The price mechanism is then supposed to deal with problems of ‘shortages’.
Unfortunately this set of policies does not allow for the political
objectives of key decision makers nor their concern for maintaining social
cohesion and political legitimacy. Put simply, politicians are expected to
be able to deal with shortages. Nor does it take account of the monopolistic
power of many suppliers and producers that is a function of actual
availability of inputs and outputs at the factory gate and in the local
Tanzanian market. It is no consolation to the factory manager of a Dar-es-
Salaam food processing firm to know that prescrving sugar is available on the
world market if no one is willing to deliver it to his factory. He expects
the Government to do something about it. This raises some of the more
general issues of the meaning of liberalization and privatization in the
context of a developing country such as Tanzania.




CHAPTFIER /
I.1 BERAI.IZATION, PRIVATIZAT ION AND
RIEHABII.ITAT ION OF TANZANIAN INIJSTRY

7.1 Import substituting industrialization and indebtedness

In the debate about the failures of Tancania’s industrialization policy
most attention has been focused on the role of public ownership and the
quality of public sector management. Relativelv little attention has baon
paid to the underlving policy of Import Substitution Based Industriali:uition
(ISI) and the implications of that policy for liberalization and
privatization. The limited evidence gathered on the private sector for this
report raises some rather disquieting questions about the supposed
‘lTiberality’ of the policy environment! in which the private sector operates.

The cases of illiberality in an economy pursuing industrialization
through ISI are straightforward. The dvnamics of an import substituting
industrialization policy are outlined in Figure 3. The diagram shows claarly
the wav in which an ISI policv credates its own shortages and pressures on the
authorities to introduce discriminatory tariffs and. ultimatelv, rationing of
import licenses. These in turn encourage the growth of smuggling and
corruption of the licensing procedures.

Figure 3:
The dynamics of an import substituting industrialization policy
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prozsure on the aathoritio s, Tt is oomatter of conjecture as to how Tony, the
OCE sceheme is sustainable 0 T privati ation proceeds on g signiticant scale,
this fwplics substuntial ro-investmont in capital ¢ pipment and increascd
capacity atilication. Yhile some of the re-cquipment costs mav be cxternal Iy
Pinaneed, the now private dovestment will alse contribate to inereased
tmports of vov o matorials and Intermedinte s,

Tereonor s the Covcrmment is poing to find it cxtreme v difficult to
porsiade Tocsl or forcign investors to bav public scctor cntorprises withont
oftering, seme conconsions on jmport protection.  Onee the se e conceded.,
privatication morelv means the transtor of monopolistic privile £ from public
seriants to privete citizons. Yhile privote firms mav be cxpected to exploit
these privileges with
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i

structural problems of industricd ication bascd on import substitution will
vemiin.,  The onlv wiv el a policev can he sustained is through <xpanding the
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7.2 Financing privatization
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dhile it is not possible to anticipate the outcome ot the Presidential
Banking Commission. there is an obvious need for substantial improvements in
the capacity and capabilities of the DFls if they are to take on prime
lending responsibilitv for the rehabilitation of Tanzania industrv.
Technical assistance is most needed in providing expertise in evaluating the
commercial viability of projects. Indeed much of the evaluation work is
likely to take the form of consultancy to existing enterprises focusing on
business plans relating to marketing, production and human resource
development. UNIDO could plav a major role in this regard.

Institutions such as the African Management Services Company (AMSCO) -
and the Industry Council for Development Services (ICDS) suggest themselves
as sources of expertise in what amounts to venture capital management. The
DEG has also created an intzaresting agency to provide support for .
rehabilitation investment called Project Rehabilitation Fund Limited
(PREFUND). These various institutions are designed to respond to the need
for a package of measures to turn around enterprises facing a wide range of
difficulties right across sub-Saharan Africa. The TIB and the TDFL need to
establish counterpart capabilities.’

7.3 Joint ventures

There are a few joint ventures involving foreign investors operating in
Tanzania. However, since dividends have been blocked for several years, it
seems most likely that profits have been obtained through transfer pricing
arrangements need careful auditing by the IPC to discourage foreign partners
from obtaining profits off the balance sheet. Of course, if dividends and
fees are blocked because of a balance of payments crisis it would be
unreasonable to expect investors to accept the situation passively. It would
be particularly perverse of the authorities to seek to attract foreign
investment because of foreign exchange shortages and the urgent need to
rehabilitate machinery, and then to impose a block on remission of the
process of those investments.

Foreign partners in joint ventures are likely to insist on majority
control because of the perceived political risk attached to investing in the
Tanzanian economy. Instability in the exchange rate and continuing import
dependence makes it very difficult to estimate long run costs and bankabiliry
of projects. However, as the Government is dependent on trade taxes, local
ISI is always taxed but, with liberalization, competition from imports is not
always on a fair basis. Imported goods may be smuggled in duty free. A few
potentially highly lucrative companies such as the brewery and the cigarette
company, where the Government is an implicit stake hoider through its tax
take, might sensibly be auctioned off to the highest international bidder.
Without an open competition there is a strong probability of private
individuals collecting substantial rents.

Alternatively, various kinds of non-equity forms of participation may
be attractive, particularly licensing manufacture of branded consumer
products and management contracts. Increases in the number of these so-
called new forms of investment will make substantial new demands on the

DEG. in co-operation with EEC and other donors, has also set up a similar
PREFUND company to assist in funding diagnosed rehabilitation needs in
Kenya. PREFUND is part of the Rehabilitation Advisory Services (RAS)

concept. See, The UNIDO Integrated Approach to Rehabilitation in Africa.
PPD.168, 10 July 1990.
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regulatory agencies. Once mistakes hiave been made. it is notoriously
ditfficult to eradicate them because precedents have been established. Hence.
it is important that manpower and administrative arrangements are developed
and in place as soon as possible. if Tanzania is to create a positive
investment environment that vields optimum benefits for the national economv.

7.4 Experience of rehabilitation exercises

There is now widespread recognition of the need for investment in
rehabilitating existing projects because of the short-term requirements for
immediate income. Exercises have to be focused both on the hardware -
capital equipment and financial structure - and on the brainware - human
resource development. There is clear evidence of failures of both hardware
and software. Part of the fault. manv agencies argue. is that project
funding, has been overlv biased towards hardware and not enough attention has
been paid to management development. Local management styles have tended to
oscillate from relaxed to authoritarian as organizations lurched from calm to
crisis. As a consequence. it has proved difficult to sustain financial
contrels and maintenance programmes have not been adhered to. Nevertheless,
Tanzanian engineers liave a good reputation for being able to improvise when
machines breakdown.

It must also Le borne in mind that studies of technical assistance
programmes in Tanzania have highlighted a general failure to develop
independent parastatal companies that are capable of self-sustained growth.
At the same time. almost all parastatals in Tanzania have been assisted by
donors either in the preparatorv and pre-investment stage or in actual
project implementation. This implies that in manv cases foreign technical
assistance personnel must take a substantial part of the blame for managerial
failures in parastatals. Moreover. as Ngowi points out., it is hardlv
reasonable to expect Tanzanians to rush forward to assume full managerial
responsibilities from expatriates who mav earn more than 100 times what their
local counterparts earn.' In short, it is vital to design rehabilitation
programmes that discourage the continuing dependence cf enterprises on donor
inputs and that adequate consideration is given to the transition to self-
reliant existence.

Technical inputs to rehabilitate plants have generallv been successful.
For example, SIDA has issisted with the rehabilitation of the Tanzanian
Portland Cement Company bv funding a consulting companv to manage the company
on a five-vear contract. Output has increased from 100,000 tcnnes to 380,000
tonnes, capacitv utilization is now averaging around /0 per cent and the
company is trading at a profit - TSh 169 million in 1987. Attempts to
persuade the holding company, Saruji Limited, to rationalize cement
production and distribution in the countrv as a whole have been less
successful . So far Saruji has not produced a long-term financial plan and
doubts remain about the company’s abilityv to continue the re-investment
programme when Swedish aid ends. Both the TIB and the TDFL are involved in
the loan financing of the companv.

! See D. Ngowi, January 1989, Parastatals in Tanzania: An Assessment. A
study commissioned for USAID/Tanzania, for a fuller account of technical
assistance in parastatals.




Another vehabilbitation project which has beon tunded by STPY thirean b
TIb and TOFL is Zana au Kilimo, an agricaltural toeols company, in Hbeva.
This has been lTess successtul ) returning a trading Toss of ovar TSh Ho
million in 987, Attewpts to restructure the financing ot the company and
sell ottt surplus machinery are currently stalled in the holding companv. the
National Development Corporation (M) . SIDA has also boen imvolvad in
rehabilitating the constituent companies of Tamcania Kiratasi Associated
Inoastries (TRAL) . The group’s ligquidity has been ervoded by the Government 's
failure to pav its debts to the two operating companics, Printpak and NP,
which print the English language newspaper and the Party Kiswahili newspaper.
SIDA has notified the MIT that it will withdraw support tor turther
rehabilitation unless debts are paid.  The thivd company in the group. Kibo,
which mikes packaging materials is opevating protitably but sutfers {rom
periodic shortages ol water and waste paper at its paper miil,

SIDA's vxperience with funding rehabilitation projects suppests that
pavastatal holding companies inhibit reform programmes. The World Bank gpocos
further and recommends dissolving all holding companics.  While the
Govermment recognizes there is a need to increase the autonomy of parastatal
operat ing companies and reduce political and administrative interfercnce, it
remaing the case that sectoral policy has to be managed.  Given the
likelihood of continuing shortages and infrastructure failure, this latter
concern is understandable but suggests a more focused regulatory role for the
HIT. The relationship between the MIT and the Plannming Commission will also
have to be worked out,

As seems likely, there is going to be a continuing need for technical
assistance in support of industrial velabilitation, it is very important that
the HIT develops an enhanced capability to effectively evaluate donor
proposals.  UNIDO may be able to assist in this vegard., Otherwise many of
the mistakes incurred when projects were originated will be repeated.  In
particular, it is essential that contracts should be tied to stated and
sustainable objectives. While it may be expedient, in the short term, to
rely on donors to cover recurrent costs and maintenance, in the longer term
it will merely rveplicate past problems of dependency.

7.5 Manpower issues

It is generally agreed that there are presently very few Tanzanian

industrialists. Clearly rehabilitation and privatization implivs o miassive
manpower development programme in support of enterprises that ave left to
fend for themselves in a liberal market.  For example, the World Bank in its

criticisms of the weak information and accounting systems prevalent in the
parastatal scctor, observed that one of the bottlenecks in any effort to
improve industrial efficiency was the shortage of trained accountants.  Theve
were only 149 authorized auditors and 382 authorized scecountants in 1986.°

A variety of projects have been undertaken on different aspects of
manpower development in Tanzania by donor agencies but there would appedar 1o
have been Tittle inter-agency co-ordination in the past. Many of the
benefits of training have been lost as a result of public sector
organizations distributing training opportunities as a fringe benefit for

poorly paid staff. Io an indictment of training efforts by technical
g World Bank, 1988, : a. pp. 30-31.  The - counts of
more than 100 parastatals were more than two years overda . vy year

between 1982-83 and 1985-86,




assistance personnel interviewod, only 98 or I/ per cent huid anv
vesponsibility for tratnivg. local statt minpower development or institation
building . The same NORDIC studv dlso tound that 63 per cent of technical
assistance personnel were filling jobs for which there wis local manpower
avil biable but parastatals were precluded from oftering the going, rate.
Privatization might be expected to improve this unsatistactory situation, bat
Forss et . al. are probablv underestimiat ing widespread repressed demand for
high Tevel manpower.

Seme dgencies are making moves towards supporting management training,.
USALD experience of oftering two vear university level training in manigoment
sugpests that the private sector is generallv unwilling to release statf for
lengthy periods so that local management development provisions dre more
appropriate.  USAID is presentlyv designing o programme to assess some of the
training necds of the private sector and develop courses through the Faculty
of Commerce and the Centre of Continuing Education of the Universitv of Dar-
es-Salaam.

At the present time, there is a strong case to be made for the
Government with the support of UNDP, UNIDO. [LO and other relevant
internat ional agencics to draw up & manpower development programme in support
of moves towards liberalization and privatization. This programme could then
be used as a4 basis for co-ordinating 4 donor conference to organize execution
of the programme .

7.6 Support for the Investment Promotion Centre (IPC)

There is an urgent requirement for support for enhancing the capacitv
and capabilities of the IPC. Staff need to be trained in the appropriate
appraisal and negotiating skills. A legal adviser needs to be appointed to
the Centre.  Senior staff would benefit from a study tour of successful
investment promotion agencies in order to familiarize the elves with
appropriate internal management arrangements for promoting investment and
supporting existing investors.

Other agencies centrally involved in inward investment also urgentlvy
require staff training inputs. For example. mechanisms for careful and

sensitive monitoring of transfer pricing need to be introduced. Presumablv
the BOT has responsibility for this activitv., The various kinds of
agreements involving foreign exchange transactions - rvoyaltv agreements,

technologyv licensing and management services contracts - all require
evaluation and monitoring by the IPC. Again it is vital that the division of
responsibility for the control of pavments is worked out between the central
bank and the [PC, External technical assistance is required to examine the
training needed and institutional development required to support the new
IPP.

See K, Forss et. al., June 1987, Evaluation of the Effectivencss of
chuic: sistance Personnel. Study commissioncd by NORDIC Countrics,
Also S M. Wangwe et. al., September 1989, ‘ : racts and

+

3
‘ransfer o ills. Study commissioned by the Tanzania Invesiment Bank.
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ANNEX

List of principal organizations, companies and individuals
contacted during the UNIDO mission to Tanzauia,

December 1989

Organization/company
I. Government departments and parastatals

Jinistry of Industry and Trade

Peistry of Agriculture & Livestock
e ve lopme at

The Planuning Commission President’s
Office

Bank of Tancania

National Chawmber of Commerce. Industry
and Agriculture

Tanzania Investment Bank

Tanganyika Development Finance
Company Limited

Tanzania Industrial Studies aud
and Consulting Organization

Il1. Private companics

IPP Limited

K. Agency International Ltd.

Tropical Foods Limited

Individual (s) met

J_.C. HMrema., Scenior
Industrial Economist

W. Nglrwa, Assistant
Commissioner, Planning and
Harketing

R. Hhagama. Deputy
Permanent Seeretary and
Deputy Secretary

L.H. Mkilta. Hanager,
External Dabt Depar tment

H. Mbonella, Hanager,
Extoernal Trade Dopartment

B.C. Hdwendia, Executrive
Director

WoA. HMlaki, Dirccetor of
Project Supcrvision

oL HMagoma, danager,
Technical Assistance
De-partment

H. Zenker, Director of
Special Hission

JLE. Msaki, Diveoior,

Division of Engincering
Consul tancy

W. Halckia, Deputy Managing,
Director, Commercial

H.N. Kida, Managing Dircctor

K.D. Tripathi, General
Manager




]
111. Embassy and development co-operation representatives

British High Commission R.J. Smith, First Secretary.
(Development )

Swedish International C. Leijon, Senior
Development Agency Programwe Officer. Industry
United States of America Agency for D. Ngowi, Economist
International Development P. Hjelt

World Bank D. Phillips, Economist
Commonweal th Development Corporation N.C. Payne, Representative
Deutsche Finanzierungsgesellschaft fir W.P. Diller, Regional
Beteiligungen in Entwicklungslandern Manager

GubH (DEG)

IV. Mission from Industry Council for Development, New York

Industrial Council for bPevelopment W.W. Simons, Executive
Director

New York

Unilever Pic, London, UK G. Jones, Member, Overseas

Regional Management
Department, Africa and
Middle East Group

Packages Limited, Lahore, Pakistan T. Hamid, Director and
Ceneral Manager






