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/>J-:J-.."l•"A<.:J•: 

:\s p<al"t ul tht p111i,r.1mm1 ul :11• l11d11strial lkn.lupm~.it lltcaclt fiat· 
:\fl"ic;1. r:-.;t(lll's Rq~iunal .111d 1'.u1111try Stmlit·S B1-.md1 is iss11i11& a St·l"it-S 11( 

di••[.110;-;tic 1·di;,bilitatiu11 s11n·•ys dtltrmi11i11t, hl•th tl:t· major p1·obl£ms of 
Af1·ic.111 111a1111L1ct111·i11[, and tht- potu1ti<il fur t"•·t:,tlll't-atinr, the secto1·. Tlw 
;tim is 11• uutlin.- polil"its .>ml mtaSlll"tS that way 1·e5ult in O\"t't-all 
i mpn1n mt 111 s and to i dt·nt if y ind h- idua I p 1 ant s f 01· assist a net.'_ 

Tl1t 1·tl1abilitatio11 s11ntys <H"t tconomh· and polic) diagnosts of tlu 
indust.-ial St·c'u1· in stltdtd co1111tdt·s. Tlu·y pt-ln-idt- t·stimates of 
nso11rn n1111inm•nts for stltctt-d imlustrial plant rehabilitation, as Wt·ll 
as assl ssm.-nt s uf t.'XPH"I nl r• sul ts f 1·0111 such 1·d1;1bi lit at ion. Tht> Slll"\"t-ys 
;tiso pn1\·idt cu11tributions l<•i.:anh; tin fon111tlatio11 o{ St'Cloral. 11<1tio11ill 
and l"t·[,iu11al policy m.-asuns and institutional clt":clopments. and the 
icltntifil·ation of full feasibility st11clio; and alhisuq· stcrvices ,,..hid1 may 
ht l"t'1lli1·1·cl <iS pan uf th•· f,.Jlo'V:-up. 

~o L;1·. dia&nust ic !'1u-nys ha\·• btt 11 c;11·ri{ct out i11 six African 
c111111trits.' :\ cummo11 fimlin[, in tlu·s(· s111nys is that the issut• of 
1'i-i\ali::atio11 is i11t1·icat..Jy linktd to 1·d1abilitation_ Almost all the 
co1111t 1it s s11r-.·tytd an c1111f1011t i11i, tlu complt x issut·s of rdrabil ital ion a11d 
l"l-hl'llt·l-.11 i1111 of tht·i1· i11d11st 1·its. In dni11t, so. :\f1·ican decision-r.iilkt.'1-s an: 
i11crta.si11hl: h<t\"inr, to addrtss tl1t· q11tstio11 i.:lu·thtr l'tchabilitation shottlcl 
p1-.-ctcdc- p1-i\·a1 izat i1111 11f p11bl ic st-clo1· i11<l.1st rits 01· \in· n·1·sa_ 111 al I of 
tlu ('lJllllt l"it·s Slll\"l\'lcl i·1·h-.t1 i;-;tl io11 is f irmh· Oil th':- de ·Ian·d pol icy 
agt·llda. llo":t·n1·. 1111111· 11( lhtm li.t\t· madt· •111\· sir,11ifica11t pn1[,l"t>SS in this 
dirtctio11. A tn<1jor r1aso11 f111 rids Ii.is httn tht lack of a nalisti<· 
asst.ssm1·11t of tht· nq11irtmt11ts a11<l cap;1biliti1·s 11tt·<kd tu c.11-i-y 0111 
!;11cns<;f11l 1'l"i\·ati;:;lli1111 i11 ltnns of finam·L1l s11ppol"I. poli1y 
i11it i.tl i\t :;. inn·stmt11t 1'10111111 j.,11 a11d most imp•1rL111t ly. h11ma11 r.-sotll"et· 
<hulo1'111•11t. This rq•1>1t i~. ;i lirst alltml'I 111 hit)tlight thtst iss11ts -
part ic11l.ll'ly tin· r1·Lt1 i1111:;ldp lu IY:ttll rtl1.tl>il iL1t io11 ;111<1 lJl"i\·ar izat ion in 
tin Sl'•cific co11tcd of;; 10111111\ c.ts• .L.l11<h 1;lll11r th;u1 in tht ;ibs11-.11·t. 

T.i11,:a11i.1 h<1s f11l l11";' d .i ~""'i;tl isl dt '' l1•prnt·111 I'"' It si11n· l 1Hi/. :\s a 
ns11lt. it is il co1111tn Y.lddr lr;is ;1 L1q.~t 1'11lili1jl'a1·ast .. 1;.iJ stctor and ;rl!-o 
a lorrt, history 11f si1,11if ica111 L"'" 1·flmt·11t i11lt·n1·11t io11 i11 rlu· t·t:en11m\·. 

'llu Co\t·n11nt11l i!. 1111;: :.11i1111sly c1111sidt1i11l, prh·ati;:atio11 as .t tntitlls 
of [,ilh.111L:i11r, iml11st 1.v ;irrd .i11ii.-11l 111riil pron·ssin[, i11t" rq:,1·1wrat ion. 
110;;1\·11. at pnse11t tlttrt· ;111· p.11ric111.11 diffic11ltits for liht·1·;·tlii'.itli1111 
•·111d l'r i v;it i z<11i011 l'"I i ,. i •·•;. 

Tl1t Ano-bastcl l11d11!.t 1h s j11 i'.ambia: t:t·y C11ar;1s:tt·rht ic.-; aml 
Rd111bjlj!atjon lssuq;. l'l'll.lflJ. J'l lh·nml>t·1· 1'188; 
Tiu A&ro-bast·d !11dust 1 jq; j11 An&ola: ~ Chdrgrttrisl iq; smd 
lfrhabj Ii I 9! j 011 I sstll's. l'l'D. I Ol. J'l Dt c1·111lit-r l '188: 
Tiit' Mrv-basl·d !11dus1 riq; j11 Iaor;aoja: Kn Clwractt·rist iq; d!ld 

lkhabjlitatjo11 bsuq;, !'I'll.I)'>. II .July l'IH'J; 

Tiu A..:ro-bast·d l11d11s1riq; i11 Libnia: Kn ChJl'i.'s:tnjstis:s 911sl 
lfrhabiljti.'tjor1 b;suq;, l'l'll.IJ/. II 1111} 1'18'1; 
Thl· Ai;ro-basql l11dw;triq; j11 Moro" ... : Kl.;y Charal:(rrist jcs a11d 
B.tlJ.i.J...lljlj!a! jo11 Issuq., l'l'll. l'1l. IJ M.m·lt (<1r1n. 
Tiu ;\i;ro-basl·cl i!l!d O!lu·r I1i1 jor 111dus1 ril's in Kenya: Ku. 
Chi!!'i.!rlt·rist jq; 1111d Kdwhi I j !s1! jo11 lssuq;. !'I'll. 1'10, JI fforch l'J'll. 
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Tanzania is thus choseri as a case study to highlight the majot· issue~ 

that have to be confronted in an African context befot·e pri vat izat ion can 
be seriously considered as a viable policy option [or rehabilitation <md 
regeneration of industt·y. 

At the request of the Government of Tanzania, UNIDO undertook a 
diagnostic survey mission to Tanzania in February/March 1989. As a t·esul t 
of this field mission a report was issued: The Regeneration of Tanzanian 
Manufacturing Industry ,.;ith Emphasis on Agru-Based lndust des. PPD/R. 26. 
14 June 1989. This report is a follow-up to this study. 

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

Part l consists of four chapters. Chapter 1 revi£:ws 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 l 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 11 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 1wt attempt to examine 
all the issues involved in the privatization process :.n 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 llenley who also 
undertook a field mission to Tanzania from 9 to 20 Decembe[' 1989. The 
mission would like to express its gratitude to the Government authorities 
of Tanzania, UN and donor agency representatives, national and commercial 
banks, DFls 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 Repres1:.ntative and Mr. J. 
Rasmussen, UNIDO Junior Professional Officer fo~ their ~uidance and 
assistance. 
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SUMMARY <.:JI•" 
J." 1 NDJNc;s AND RIO:C<.:JH/"ll._"NDA·r l<JNS 

FINDINGS 

l. n1e nature and extent of the private sector is unknown 

A major impediment to the pri \·at izat ion p1·ocess in Tam:ania is t hr· 
fact that the nature and extent of tlw pri\·atE- sector is laq;t>ly unknmm. 

2. Privatization should precede rehabilitation 

The majrr finding of the report is that no significant progress 
towards the privatization of manufacturing industry in Tanzania will occur 
unt ii appropriate state enterprises can be rehabil itat£-d as \·iable coucerns 
prior to transfer to the private sector. At the moment, all firms · 
private and public alike - with sig11ificant debt are undergoing a se\."E·H· 
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) a11d the introduction cf n·a! istic 
r·xchange rates and positive intt-rest i·ates since June 1986. While thf
liquidity crisis was engineered to facilitate the phasing out of non-viable 
activities, there appears to have been little thought given to the cn·ation 
of institutional mechanisms to mitigatE- some of the more a1·bit1·ary tfft·cts 
of tl.e policy. Thus, most Tanzanian managt-ments are preoccupied with 
sul"vival on a day-to-day basis. Few can see whert- the· funds will come from 
to finance the investment in n.·habilitation that they believe· is requin·d. 

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

Since Tanzania currently receives in {01·eig11 asc;istann· mon:· than 
t1o:icf· its total E:Xport earnings. a substantial portion of the· finann· for 
rehabilitation is dept-nde11t on dono1· priorities. lle11cr·. wheth£:1· or 1101 

do1101·s an· willing to offe1· support both to rehabilitation and to 
privatization are important influences on government initiatives to 
t1·ansff·1· public assets to privatt- ownt-rs. Thert- SE::E-ms to bE- littlf
evidE::ncE· of a consensus amongst do1101·s about the- mc-rits of p1·iva! izat ion 
and a good dE-al of scE:pticism. 

4. The need for greater donor co-ordination 

Thf·rt· is <'lE::arly a nH·d for gn:atc·r donor co-ordi11at io11 of 
rE::habilitation activitit·s and pooling of experienct·s. Rehahilit<it ion 
projH·ts appear to havE- beE-n biast-d towards investmt-nt in hanlwart- a11cl 
E:Xpatriatt· managE::mE::nt. Insufficient attE:11ti.:m has beE-11 paid to local human 
n·sourn· df-VE::lopmE::nt. This bias seE·ms to bE:: a structural charactE-rist ic of 
the foreign assistance procE:ss that rE:quires attt·ntion in Vif-W of the 
shortag£' of high-level indigE::nous manpower in Tanzania. 

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

UNDI' is providing tE-chnical assistanct: to the l;overnmt-nt to ht-Ip 
irnprovt• its .;apacity to managt· and co-ordinatt· c-xtt·rnal assistance but so 
far this assistance has not appart·11tly had any impact 011 industrial 
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rt-habilitation acti\·ities. his to be hoped that 10hE-n the Wodd B.rnk 
ftmdt•d subsE-ctoral studies of textiles. leathe1· and agro-p1·ocessing (edible 
oils <illd mf.'at packing) become a\·ailable. they will be used as a basis for 
conct> rt t>J efforts t owa1·ds co - 01·di nat i ng re ha bi l i tat ion and pr i vat i za t ion 
efforts. Since the finance for rehabilitation <>nd restructuring will 
primarily bt: sourcE-d from the donor comnr.mity through the development 
finance institutions, it is also important to buil..! up the capacity of 
thest- institutions to evaluate in a coherent and consistent manner the 
bankability of rehabilitation and othet· projects. 

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

Much of Tanzanic.'s industry neec!s 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 L a major 
limitation on the Government's ability to support the rehabilitation 
p1·ocess 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. tt offers a useful 
framework within which government institutions ca.1 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 ter~ to be established 
through word of mouth advertising from existing investors to newcomers. It 
is also crucial not to forget the needs of established fir~s in the drive 
to attract new investment. In this regard, the Governr.ient's decision to 
reconstitute the Tan7anian Chamber of Commerce and seek UNDP assistance to 
develop its services, is a sensible way of ensuring that the authorities 
are kept well-informed abouL 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 he 
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 tl~t are immediately attractive to foreign investors, for 
example, the brewery, the tobacco industry, the northern tourist circuit 
and somt· nal ural resource based investmPnts. Care needs to be exercised in 
negotiating the transfer of ownership and/or management control to foreign 
investors in these industries. Once precedents have beer; established they 
are difficult to undo. No doubt, other niche opportunities will be 
identified by resourceful local entreprt-neurs that can be exploited through 
licensing or management service agreements or production under contract. 
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9. The Tanzanian economy faces enormous st ruct ur;ll prob I <~18!: 

Th• T:1u;:a11L111 • co110111\· L•·_, '-: t ll••l"m<Hls st ru:t 11r;, I p1·ubl t1ns I lt . .r •• r1 
imlt·p•·1tdt•11t of th, issu.- of p1·i\·at i::at i1111. It h. s m;rn\· 11f tht cl.1ssi,· 
s~·mptoms of a11 t·conom\· th;1t h:1s p111·sutd a 1•('1 ic\· ul im1•ort suhst itut i"11 
industrial i:::1t ion. Th·· u.-gat i\·t: t·ffu:ts ul this l'"I ;.-_y h:n-. bt-tll 
cnmpot1mkcl by 1;1t'- st"-lt-clio11 of 111:111\· i11n·st1111·11ts i.:ithout much rq~ard t .. r 
ma1·kt•l cons!dt·l"<llions. l'ntil lhE· fumtim .. nLtl slr11ct111-.d problt·ms h:1\·1 11 .. 11 
1· .. sol\"td. in•a1·d foncir,n innslmt-11l floi.:s .. n likt-h· lo rtm;1iu m1•dtsl. 

RECOMMENDATIONS 

I. An inventory of the private sector's strengthi; and weaknesses 

Tiu· scope and naltffl· of tlw pri\·alt· st·l·tor i11 T·111::;mia i:> laq,t·I\· 
u11kno•n. Then: is an uq;•·nl llt-Ht to t·Sl ahl i sh and d• tail l ltt· 
pol.:·nli.ililies uf t·xislinb mHlium- amt Lu-r,t··sc.tlt pri,·.tt•· 111ttcqirists. 
This is a majo1· co11st1·ai11t :::i tlw d1\·t lopmt·11t of ·'" •tonumical ly 1-.11 i111i:1l 
privat i;-:at ion prog1·;11nmt--. Without this informal io11. pol ic~: m:ikt·t·s c;i111111t 
makt· informt·d decisions ;,s to hl•• hist th•·y mit)it suppol"I .;rnt t·nco11L1i,t tlu 
de\·elopmn11 of local p1·h-.iltc •·nt.·1·p1·ist·. l'!'l()I' .1rnt t:Nl()O amt oth1·r 
i11t1·n1ational agt-ncit·s m;n: hl· i11 a position to assist !ht· T;rn::ani<tn 
autho1·itit·s in carryinr, out ar1 1-Xlt·11sh·t· a111lit nf tht· slt•lll}hs and 
i.:taknt·sst·s of tht p1·i\·attc stctor in T.111::ania. 

2. A review of development finance institutions 

It is ilXiomatil" that tht· p.-i\"<ilt 
cnmmt·rcial opp.,rt1111it it·s ;1\-.iilahlt to 
t :-; pans i 011 a rt-: 

st1·t"r i.:ill nrilv ·~:l';illd if tl1t•• ;i11 
i I . Tl11 ti..;" 111.1jo1 c1111st 1·;1i Iii,, 0 111 

11111"1·rtai11t\" ab"11t tlu polic\· t11\·iro11111111t i11 parti111l;ir. 1111 
t'ommitmt·lll of tilt· (,o\"tl"lllllt Ill to .1 P"I ii'\""' 11wo111 .. ;,i111, tltt 
privatt- stcto1·: 

tht st-\t·rt- li'111iclity crisis L1l'i11r, ;ill t11t•rpl"i~o1-~. i.:liil"l1 i~ . .• 
di rt·1· t l'•>llSt·rp11·11ct· of I 111· S:\I'. 

Tiu most i111mt·cli;t!t- 1111d is 1-. dt·\·tlop ii fr;,rn1·i.;ork for i111prn\·i11L tlu 
i.:01·ki11L t'apital nf \'iablt· 1·11!1·q1ris1·s rq:,;inlli·s~; of i.:l111h1r th1v ;iro· 
1•ri\-;tlt ly o.- p11hl icly 01'.'IH·cl. This im11l i1·s a radiv;tl rt·\·i,i.; of t :-:isl i111, 
clt-\'t·lopnu·11t fi11.tl1Ct· i11sti111;io11s. tl1t·ir t·Xisli11i.:, Jn;i11 porlfo!ios ;i11d 
ltrnli111~ pr<H·t·d11n·s. to bt· follo1'.'HI hv .1 s11bsta11tial i11jt·l·lio11 of 11ti..; 
I in<111ci;il rt·so11rn·s. Nt·w lt·11cli11t, by do11ors is I ikt Iv I<>(,.. <'011ciit io1a.-tl 1111 
f 11rt l11 r 1· l ;1borat i 011 by c;on r1111u·11t of it!; 11'1'. Tiu r1 is .111 oli\· i cJ11s 111 •cl I 11r 
substantial impniv1·m1·111s i11 tl11· capacit\· and c.rp;ibility of llFI~; if tl11\· .111 
IP t;1k1 011 prim« lt·11cling n·spo11sibil ity for th1· rt·habil ilal io11 of T;111:·.;111i;111 
industry. Tt·chnical assista11n· is most 111..-cl1·cl to 1·uh:11w1· 1111· c;ip.iliilit\· of 
!Wis to 1v;tlw1t1· th1· comnurcial viabilitv of proj1·1·ts a11d monitor proj11·t!. 
in opt·rat ion. LINDI' amt l!NII>O mav h1· ablt· to .tssist i11 rlris rq~ard. 

] . Fi nanci a 1 rest ruct.ur i ng and n~habi I it at ion bcf ore pr i val i zal ion 

Col I <1ps1·cl or col I ;1ps ill(~ p11hl i 1· st·ct or 1 111 • rpr i ;.-s i 11 T.111;:a11i <1 .t ro of 
110 i11t1·r1·sl to i11v1·stors !Xnpt as .i so11rn of f;1cor.l-l1<111<l 111;1chiw·ry. Tl1i~; 

mt•illlS tl1;il .111v l't·.il isl ic pol i1·y 11f pri\·.it L:.it inn m11r;t i1wl11dt· provi•.i1111~; 
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fut- I i11,111l·i.d 1· .. st ructuri11~~ ,111d 1·d1aliil it.it iu11 bt !uh dispusal _ T·: ,r::;::rt 
that llltrt ;1rt 1011[,-!trm t!licit11cy r,;ti11s to tht tcunomy follm..-in[, 
(Jt-i\·;1t!: . .1t ion. it is ;dsu imp•>1·t;111t tu u1surt· tk1t munupulistic p1·ivilt[,t.·s 
;i~-t 11ut ;,utum,;t ic;d ly t r;111slt lTt<l tu tltt· nti.- ui..-11t:-t·s_ ~hilt· tht:-l"t m;;.y \'t·1·y 
i.-t II Lt· ~ .. - ·su,1s i \"t.· aq;u111t'11l s i 11 L1\-ulll" ul l i ct 11s i II[, .:.1 limit •·d numl>t- r uf 
p1·uduc• 1·s un t.·conumit s of sc;dt· [,l-uunds. ti.is should 11ut imply pt-ult-ct ion 
f l'OID Colllpl· t it i Ull as \Ct l l -

''- The need for rehabilitation of both hwaan resource and plant 

Ta11::a11ia11 public st.·clL>l- f·lltt·rpt·ise lllJll.:.l[,t:t·s an· 1101 t·:-;pt·rit·nct:d t·llOU[,h 
tu m;1kt du i.:ith inack4u.:ilt rt·sou~-ct·s_ Tht· 1011[,-tet·m t·fficit·11cy [,<tins f1·um 
I iLt-ral i::at ion a11d pl"i\·at i;'.at iu11 ca11 u11ly Lt:- uLtaint.·d by ma11agt:'rs i.-ho han. 
lht· capacity tu n--orit:-11t tht:-st t·11tt:-t·p.-ist·s to tht- markt·t. Tht:-rc is. 
tht"rtfut·,., a nt·t'd [01· a cast--Ly-cast- t'E:Yit·w ut tht:- tt-dmical aud .na11a&t·mt~11t 
dt·\t.lopmt·nt nt-t:ds of t:·ad1 t~ntt·rprist· in tl1t· nm-up to privatization. payin& 
pa rt i cu Lff at t u1t i 011 to t ht· n-qu i l"t"mt·nt s f ot- t·llf,i II" ti- i ng. mar kt:' ting and 
f inam:i.d rna11.ar,t·mt·11t t r.ai11i11[,. This rt·\'it·i.- of human :·esoun·t den:lopmt·nt 
might bt.· usdully co-ordi11atc<l with tht· re\'ii.:i.- Ly dtn·lopment fi11a11ct· 
i 11st i I ut iu11s of t ht. f i11a1:c ial n·qui rt:1ut.11t s of i 11di \'idual t nt u·pl'i st-s. 

Any pl't·-pri\·at izat ion audit should ith.llldt:' th"' human capital as 11.'t·l l 
as tlu lixed asst-ts. 111 tht- (.last. ttclmical assista11ct and p1·ojtcl 
fi11.:111ci11b h;,s paid i11ad£-4uatt-- atti:-11tiu11 to th£- training of competent local 
st;d1. All t·t"habilitation proposals must in futurt:- be dt-sig1wd an>uml the 
nt.·t-d to 1·t"-i11\·t-sl i11 bulh plant a11d manpowt:'r 

f-'1·orn !ht-- d\';dlablt· t-\idt:-lll't:', \'l·ry St·1·iuus ljllt-sliOllS :'.all bt: raist--d 
itbuul !ht.· capacity am! mot i\·a1 i Jll uf t:':;istill[, lll<Hl<lf,trs lo carry li:"OllI)l .1n 
t !ft-cl in· (JriYal L:at ion pni&ramme without subst.'i11tial in\·tslrnt-nt i11 
manag1:mt·11t tr;dni11I; ;i11d i11ce111 ivt·s. :\t tht: pn·st-11t t imt. tht·t·t:fon·. th•·l't· 
is .i ~;tronI; cast for thf· l;onrrnnt·nt i.-ith tht· suppun of UNIDO. l'NDI'. ILO 
and ulht·r 1·t·lt-\·a11t i11tt:niatiow·tl i11stitn1iu11s tu d1·ai.--up .i compn·hursi\·•· 
111;111poi.-; r df·\·t·lup-.1t--11I (Jl'o&rammt- in suppol'I of mons towards 1 ibt-1·al izal ion 
a11d pl'i\';iliz;itiu11. This p1·ogL1mmf· could lht:11 bt 11st--d as a basis fo1· co-
oq~iinizinr, ;1 donor C<Jllft·rt·11ct· to co-ordinatt-- tlrt t<·:tt:utiou of t!1t
prol~rarnmt·. 

~>. Thu need for technical assistance lo the HIT lo support industrial 
rehabi Ii I at ion 

Tiu r1· is a cu11t i1111i11b ;,11d prt·ssi11r, 11t·t·d for tt·cl111ic-tl il~.sis!;,m·t· i11 
support o( inclust ri;•I rd1abi Ii lat j.,11_ In I Iris c1,11111·ct io11. it is \'t·ry 
import;111t I hilt tlrE· MIT clt·\'t·lolJS <-tll t·nk111ct--d capaliil ity lo t·fff·ct iv1ly 
f·\·a)11;1t1 do11or and 01l11·r propos.ds ;111<! also to prn\·idt· di;-11~11ost ic ar:d orlr,-r 
s11pp<irt fo1 rt·hablit;t1io11. Otlu·rl!.'ist· rn;111y of tht· mistah·s i11c11rrt·d ..-111·11 
projt--ct~; ;i1·1· orif,illiitt·d will IH· r1pt--.-1l1·d. 

6. D(!Vf:iopment of the investment promotion pol ic:y and insl ilul ions 

Tir. pl'<1post·d I 11\·1·sl rn1·11t l'rom(Jl i 011 C~·11l r. (I l'C:) slro11 Id bt· pos i I i .iru·d l 1> 
;1~.~;u1111 ;i ~:r r;il q~i (' rol 1· i 11 f ii<' i Ii I ;II i 111~ r 111· rd or11111l ;it i 011 of r lu· 
(;OVt·rrnn111l's lt·l;-~ll•>llShips Willi ii s111Jsta11li;1lly privatiz1·d t·co11omy. (Is 
loc,ll io11 i11 rlu· l'n-~;idt·nt 's O!f in·. ;tltho11glr 1111<·011w·11t io11al, pro\'iclt·~: 
ilC'('ts~; ;111d ;H·co1111t;il,ility (() 1111· kt·y cl1·ci~;i(J11111:1b·rs in tlu· poliriciil 
systf'ln. 111 lh· L1~;1 a11,rlysis. 1111· d£1tl iv1 I illf'l'dl iz;il io11 a11d 
pri•:;it i;.-:,11 io11 .,f 1111 T;111za11i;111 1<'011omy dq>1·11cls 1111 pol ii ical will. 



:\ pror.iising stat·t has been made towards n::tonni ng : lw l;m:ernmt::nt • :; l l'l' 
but further amplification is requirt:>d. T~wre is an urgent need for 
technical assistance to help develop the necessat·y institutions required to 
support the iww policy. In particular, wot·k needs to be carried out on 
developing policies and procedures for evaluating licensing and joint 
venture propc..sals and for monitoring them in operation. The behavimll" of 
government institutions responsible for dealing with priva:e sector 
im:es'"ors will be interprAted widely as indicative of the Governmt>nt 
general attitude to investment. It is vital tliat staff are carefully 
select.:d and well-trained. 

7. The need to encourage the formation of wide]y based institutions to 
represent the private sector 

Ultimately, the Tanzanian Government is also dependent on the co
operation of senior management implementing a privatization policy. Th€t·e 
seerJs 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 wiJe 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 th2 political system lacks people with 
commercial experience or knowledge. Thf, more pressure is applied to try to 
speed up the process of privatization without due attention to 
1 iberal ization and competition pol icy, the greater the rislr that 
opportunities to improve performance of many industries will be missed. 

8. The need for strong political wH 1 in support of the privatization 
process 

While industrial regeneration reyuires domestic political initiative, 
it also needs to be support el.' by multilateral and bilateral assistance. 
Privatization as a pol icy will only 1,wrk if the environment is conducive 
and cl~ar benefits can be demonstret~d to flow from the policy. To start 
the process moving, Tanzania requires a number of carefully planned a11d 
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. 
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PA.RT I 

.P.R.J.VA7 .. LZATLON LSSUE.S AND P.R.CJG.RESS 

Part I presents the major issues involved in the privatization process 
and surve,.·s the progress that has been made towards privat izac ion in 
Tanzania. 

Part I consists of four chapters. Chapter 1 reviews the policv issues 
im•ollred 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 thus exam:ne the 
constraints and potential for pril'atization in these major industries. 
Specifically, Chapter 2 pres~nts an overview of the political. e:onomic 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. 

PRIVATIZATION ISSUES IN 
AN AF"RICAN CO.NTEX"T: 

THE CASE OF TANZANIA 

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-!;cale projects. Until the adoption of the Economic Rec~·,e~:y 
Programme in June 1986, the private sector was crowded out of off_~ial 
thinking. access to loan ~apital and foreign exchange a 1 locations. Moreover. 
the majority of new state investment initiatives were tinanced through 
official loans from bilateral and multilateral agencies. Foreign lending 
agencies must, thP.n, accept some of the responsibility for the subsequent 
performance of many of these investments1

• 

1.2 Privatization issues 
1.2.1 Revenue benefits 

One of the principl~ benefits to be obtained from privatization in a 
developed market economy is che transfer of funds from the private sector to 
augment public revenues when state assets are sold. This benefit is 
unobtainable in a poor 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 comaercial appraisal 
techniques. However, there is considerable scope for bargaining ovP.r the 
value of assets, various forms of tariff and non-tariff protection, the 
availability of loan finance, •he provision of additional infrastructure, 
dispensations from a variety 'r other government controls and so on. Each 

Total foreign assistance flows to Tan~ania were US$ 764.4 million in 1987 
compared with total export earnings of around US$ 350 million. Bilateral 
technical assistance amounted ~o US$ 1 226.4 million and principal donors 
were Sweden ( 24. 4 per cent). Denmark 1 (12. 2 per cent), Finland ( 11. l 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 1 cent), Sweden (10.4 per cent), The 
Netherlands (9.1 per cent), IMF (8.9 1 per cent) Norway (7.3 per cent) and 
Japan (6.9 per cent). 
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conct:·ssion nt-t-ds lo be c.ar1:-lul ly t'Valuated by both p;tl"t its. Tht.· l;un·nuu~·ul 

is liablt- to bt- at a n-latin· disadvantagt- i11 tht-st- lit-gutiations. 
pal"ticularly in dealing with foreign invt-sto1·s. This is bt-cause it will 
usually not ha\.·e acct-ss to as much expt-rtise 01· detailt-d commt·n:ial 
information as tl~e private invt-sto1·. Indet"d. se11iu1· ma11age1·s of stat<· 
entE-rprises will bt- tempted to try to secun· tht:i1· positiou in advaun· o( 
privati:<:ation by assisting potential privatt- ilw1:-sto1·s. 

1.2.2 The ownership question 

While t inancial considt:rations tend to be upper· most in a go\.·t-nunt-11t 's 
mind. the ownership question also net:ds tv bt- settlc·d. Tht.- 'proptl"ly l"it;hts' 
school ot institutional t:conomists base their case (01· privatization on tht
argument that it is the incentive effect of a change in the bt.-neficial 
ownership of enterprises which results in t-nhanced economic eff iciency. 1 The 
change to private ownership. it is argued, creates an inte1·est group with a 
direct and stront, interest in t-fficiency. The new ownt-1·s therefore insist un 
introducing .:.. system of managerial controls and incentives that t-nsun·s all 
employees an; dF-dicatt>d to tconomic t-fficiency. This, it is mainlaintd. is 
tht· obnrst: of the managerial culture that typically prevails in t-ntt-1·pdses 
operating in a classical socialist t-conomy. 

Undc-r socialism. the Statt- is the 'good fatht-r' with an obligation lo 
protect th£- li'l.·elihoods of its citizens so that bank1·uptcy is politically 
inconc£·ivable. As a consequence, financial constraints are ultimately 'soft' 
to the extE-nt that a minimum lt-\.·el of resources will always be found to 
pre\·t-nt an enterprise going undt-r. ManagE-mt>nt is thus partially insulated 
from the harsh discipline of the 111arket place and thf:' constant need to 
impron f:'fficiency and responsiveness to changing pattt-rns of consumer 
demand. It is production rather than m.srket-oriented. 

ThE- 'propE-rty rights' school predicts that efficiency r,ains <Ht- 11ut 
simply a product of the transf£-r of ownership rights from the public to the 
private sector· but depend lTUcially on the extent to which tlie new owners 
ha\'E a direct interest in managt-.-ial efficit-ncy. In short. something mo1·t- is 
n·quired to secu1·e impro\·ed tfficiency than me1·ely the convtrsion of a publi.: 
monopoly into a private monopoly. Unfo1·tunately, tht- typical Afr;can country 
has a i·elatively small economy which is usually oligopolistic in structure 
and ht-avily protected. This presents the economic policy adviser with a 
dilemma. In ordt-r to attract private Luyers for ailing state t-nterprisc-s. it 
may be necessary to offf'r 'sweetene1·s' in the form of protection from 
compE-ti1;g imports or tax breaks. However, high effective rates of prott-c:tion 
may create a policy environment in which private investors havt- no morc
interesl in t:conomic t-fficit-ncy than had their predecessors. 

Of cours , in many African countries in the 1990s, tht- ability of 
pol icy-makt-rs to ofter concessions to private investL>rs is fairly tightly 
constrairu:d by the requirements of a World Bank/IMF SAP. Under such a 
programme all that is suppost-d to be on off~r to inve>tors is the prospect of 
a 'realistic' and progressivt:ly lower local exchange :ate, tariif neutrality, 

See S. Commander and T. Killick, "Privatization in I>eve1opin& 
Countries: A Survey of Issues" in Privatization in Less Dt-velopt-d 
Countries (eds. P. Cook and C. Kirkpatrick) Brighton: Whc-atsht-af, 1988, 
pp. 91-12/t. 
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l"tdl luc.il iut.:-rest i·att-s and acct-ss to foreign t>xchange fo1· the purd1ast. ot 
t>SSt.'nt ial inputs. This kind of policy t.>nvironment is unlikely to be 
attract i \"e to fortign investor<> interested in man..ifacturing consumer goods 
fo1· t ht domestic mat·ket. This is perhaps just as well given the lack of 
obvious comparative ad\·antage in the manufacture of goods that rely on 
E-Xtt:-nsi \·e use of imported maten.als. In any case. the property rights school 
would ha\·e a clear policy preference for local pri,:ate ownership over a joint 
\·enture arrangement or direct foreign investment involving a multinational 
corporation. This is becaus£ it is hypothesized that the efficiency gains of 
privatizatioa depend on the strength of the direct financial incentive 
available to owners and managers. From this perspective. portfolio 
investment by a local financial ins::itution might also be expected to suffer 
some efficiency loss from exces:>ive atc.enuation of property rights. 

1.2.3 Tbe 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 
t ransfo1·med into companies with shareholders or into some form of mutual 
~rganization owned by employees anu/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 stag£ of development. In these 
mar~ets, new issues are rare and trading is thin. Stocks are normally bought 
for dividend yield rather than the expectation of ~apital 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 l1oldings 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 ~ow 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 reh~bilitation. 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. 



I 11 t l1t· t 1·.111s it ion f n>m 1. mti 11!~ at·cunl i Ht; to I ht p.-i or i 1 its s..t 1 ht n11r.h 
•l pl•uminf, mt·l.'hanism to lt-11di11g thnmr,h a t"<lpital m<ffkt-t. tht·n- is I ikt-IV to 
be a copt inuinr, nt·rd fu1· an 'ho11t·sl ln-okt-1·' ht-l'lo"t·t'll sLtlt·. p1·h·<tlt· fu1·· it;11. 
<1ml pdvalt> local i11lt·1·.-sts. l:lt-ad-"·· t-Xpt·l"l<ttio11s about tht· proliL•hilitv 
o( lht- t·lllt'1·prises Cotll"•·ntt-d t-nt.-1· into conside1·at io11s. Wl1t·rt· a st alt· 
tntrqH"ise h;1s a 1"rll-t·stablisht-d n·t·onl of pn>fitahilit_1-· 1h ... 1· ... should In· ft·lo: 
diffin1ltit·s in 1·aisinG loan fina1tet.' but lh•·St- ma\· not bt tht· fi1·st 
t.•andidatt·s fo1· p1·h·atization. Tht- l.'apacity of (in•Ull"ial i11sli111tio11s to 
assess risk and supe1·,·ist- loan disb111"srmt·11I 1"ill bt· tTitical i11 t·nsurint; i;ood 
mont·\· i s no I I h1·010n a ( l t- r bad . 

Tht· 1·t-conl of DF Is i 11 Al 1· i ca has so fa 1· 1101 bt·t·n f,oocl. l'a n of I ht· 
poo1· pt-rfonua11ct:- o( DFls is 1111do11blt·dlv at11·ibutahlr lo th ... const·ljllt·ncts of 
i11appn1p1·iatt· llaliollal llkHTot-co11omic policirs. In pal"lil.'11lar. lht· shaq> 
adjustmt·nt of lllll"t-alislic rxd1a11gt 1·a1t-s and nt'gati\·t- lo po!;iti\·t· intt·n·sl 
1·att·s i11 tht- l'l80s caust-d h<n·oc in thr loan poi-tfulius of l>Fls lt-ndinr. lo 
local firms against fort-ign t-xchangt· hot-i-owinf,S. E\·t'n so. tht·i1· lt·dmical 
capacity to t·valuatt- bankablt' pn>jt-cls has frt-qut'ntly bt-t-11 inadt-4ua1t· and 
itwestmt·nl dt·cision makin& pnJCt-sst-s ha\"t- ht-t-11 o\· ... .-Iy i11flut-net·<I bv pol ii ical 
conside1·a1 io11s. lncn·ast-d donor· dept-mlt-nct- sine ... tht- onst·l of lht:- l'IHl-tn 
11i:orld t-conomil.' rt-ct-ssion has inln){hlct-d a 1·angl' of add ii ional f'-Xlt-n1al 
aclminislntliw· and political fact1>1"s into the dt-cision nmking pn>ct-ss. 

lntt-ntal ional banks wil 1 n>nl inue to bt· 1·.-Iuctant lo 1·t--t·stahl islt 
commt·rcial fort-ign lt-nding opt·1·a1 iolls ill Afl"ica. Tht- (·ombinat ion of 
political 1·isk and lht> hit;h o\·edtt-ad costs of makillf, loans in unfami I ia1· 
markt-ls •ill i·t-maill a powt·.-ful dt-tern·nt in tltt- mt-dium-lt·nn. l'>y nl1ll1·asl it 
should bt- r ... lali\.· ... Iy rasy to pri,·ati:c:e n-tail ba1•king hv i11dti11t~ in lo1···i1~n 
b;t11ks 1o:ith !ht· llf-Ct-SSal"'>" f-Xpt·.-tist· and capital bast-. Tht· st·curity implit·cl h\· 
an intt-rnal ional n·put al ion s:umld al 11·act suf f icit-nl clomt-sl ic <lt·posi Is to 
f,HttT.1lt· stffplust-s to mort- th;i11 covt·1· local ;1dmi11islra1in- \l\"t-rlu·acls 
associatt-d 1o:ith tradt· fi11.1m:inf,. s11pplit-1· tTt-clit opt·ralions and aid llni.:s. 
Fnlm tht· p1·1·spt'cliVt· of lltt· corporalt· ht-<-1dq11artt-rs of inlt·rnali1111al b;inks. 
tht- main in1t·1·est in a co111111·y s11ch as Tanzania. is in !ht· acct·ss that n·l.iil 
bankint; gin·s to commt-1·ci;.t fo1·.-igu t-xchangt- 11·a1ls;ictions. Tht- prospH·t of 
dividt-ml rt-missions f;t-ltt·ralt·cl fn>m local opt·1·at iolls 11i:il I bt· a n·lal ivt-lv 
minor co11siclt·ral ion. 

1.2.4 The effect of privatization on innovation 

Much of tlu· tlt·h;-itf· about prival izal io11 ill Africa is 11mlt-n:1a11d.1bly 
pn·occupit·d with lht· prod11ctivity of t·xislint~ asst·ls. llowt·Vt·1·, in a wo.-lcl 
irwn·asingly clomi11att·d by <H'et·ll"r<tl int~ t"<tlt-s of tt-dmical cha111;t·. sho1·tt"I· 
produl"I lift·-cydt·s <tnd risi111~ rt·s .. arch .-1ml clt-vt·lopmt-11t costs pt·r llllit of 
011lp111. ii is also importitnl lo co11siclt·1· tlu· impact of ownt·1·ship 011 so11rns 
amt ralt·s of i1111ovc1tio11. lh·rt· rlu· t·vid<-111· .. is 1111dt·ar. Ovt·rall. r\f1·ica has 
a dismal rt·conl of t·Xpt·nclit11rt· <>11 n·st"<trd1 and dt·n·lopmt·11t and its clt·p1·nclt-11et· 
011 OECD t·conomit·s for its lt·dmolot~Y rt-quin·mt-11ts llt-Nls 110 furtlu-r 
dahor;stion. If. as is likt·ly. tt·chnolor,ical d•·pt·nclt-nn· will co11ti111u· ;11 
lt-ast i11 tlu· mt-clium-tt-rm. tht- policy issut· tht-11 ht-comt·s llu· capacily of 
public St·clor t·nlt·rprist·s lo ;iclopt ancl adapt importt·cl tt·cl111ology. 

It is cliffinalt lo bt-litv1· 1h;it African stat•· t'lllt·rprisf'S in thdr 
J'l"l"St·lll form l"itll bt· t·f f t·CI j Vt· i 11110\'itl ors ilS 1 ltt-y alt· so of I t·fl llt·I l'llllSllmt·rs 
of stall' rt·Vt·r1111·s . .'\ cril ical co11sl raint 011 ll1t· cl1·vdopmt·111 of i1111ov;il ivt· 
c;1pacity is lht· ;w;iilahilily of hir,h-lt·Vt·I scit·11lific ancl t-1tt~i11N·1·i111~ 

rn:u1powt·r. 011n Slitlt· t·nlt·rprist·s h1·crnn1· lock1'll into a clow11w;ircl spir;il IMSt"ll 
011 i11s11fl ici1·11I worki1tf, 1-;1pi1;il ;111cl r;11t·s of ..... invt·slrnt·11I. low cap;icily 
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util'::.;tion and o\·d·mannin&. tht-y iut-\"itabh· ha\·t- difficulty in n·•anting 
lht·ir hi[h lE-n·l m<mpowt-1· sufficit-ntl~· to n·tain them. The .-igiditit-s of a 
cent1·•ili:::t:-d stale wages and saladt:-s structtll"e compounds the p1·oblem. 

l>ynamic t-f f ich·ncy r,ains. part iculady through imp1·oved human resoun:e 
management. a1·e di ff icul t to estimate. Nonetht-less. they are 1 ikely to be 
t ht:- most important sou1·ce of imp1·0\·ed economic efficiency lo be obtained from 
privatization. lmpro\"Ed human resource management depends crucially on the 
compt-tt·nce and quality of man•.gers and skilled technical personnel. With 
shortages and low lt-\"els •lf c.tpaci ty ut ii izat ion widespread in Tanzanian 
enteq1.-ist-s. tht- pl"io.-ity for managemt-nt has. of necessity. been to kt-ep 
production going. P1·oduct and p1·ocess de\·ehlpment. 111.iH"keting and financial 
ma11af,t-lut-11t skills a1·e likt-ly lo have been ntglectt>d in the struggle fo1· 
star\·ival. On tht- posit i\·t- shit-. there is somP t-\"idenct' that state 
t:·ntt-rp1·ise-s spend mo1·t- on human l"t-sourct- d£-\"t-l1" •nent than comparable fir·ms in 
the p1·j\·ate- secto1·. esp£-cia11y on management r.'"' technical training. llowe\·t-1·. 
it is ofte-n diffin1lt tot-stablish the- t-Xtent ">which this training is 
economically justified. Somt-timt-s it sEems tc, be distributed as a rei.:ard for 
loyal st-n·in· and/01· is provided as highly subsidized or 'free' ttclmieal 
assistance from aid agencies. 

1.2.5 Disposal of public assets 

Disposal of publicly-ownt-d asst-ts is complicated by tt-chnical aml 
pol i I i Gd fact or·s. In an admi n is t e n·d eccnomy. t ht-re a r·t- no • l"t-al ' mt-asurt-s 
o{ tht: costs uf inputs and outputs. There an- substautial distortious in the 
pl"idni; of capital. labour· and matel"ial inputs. Output prict:-s an· suhje-ct to 
manipulation. Domt-st ic product ion is often itibhly conct-nt ratt-d, if not 
monupolisti<·. Const-quently, tht- bt-n<>fits to bt- obtained fl·om incrt-asing the 
inf111t-nct- of markt-t dt-te-1·mi11H1 p1·ices an· di ff i<.ult to t:st imatt- and diffust. 
By u111trast. thf- losf'r·s f1·om tht- short-1·u11 i11comt- distributional t-fft-ct!> o( 
pri\·at i:,at ion an· likf-1,v to bt- a narrolo.'l\" dt-fintd st-ct ion of the commu11ity 
arnl ca11 ht· t-xpt·ctHI to n·sist st 1·ongly. 

II is also impuna111 to 1·t-mt=-mbt-1· that an~- mo\·t- tolo.'ards pri\·atization is 
supt-l"iio1post-d on t-xisti111; undt-l"lyi11g stn1ctund p1·oblt-ms. In Tanzania's cas£·. 
tht-st· •1n· dt·rin-d from prt·\'ious policit-s such as tht- Basic I11dustrial 
Stratt-g~· (HIS) 1'hich aimHI to promott- st-lf-rdiant industrialization ha.std 011 
impon subst ilu! ion. Tht- cum11l.1t h·t- l·fft-c! of tht-st- pol icit-s has bt-t-11 
incn·ast-d impon dt·pt-11dt-m:l·. As a n·sult, Ta11za11ia is likt-ly to fact- Sl·n·1·t· 
fon,io1 t·:-:d1anb(· co11strai111s fo1· somt· timt- to comt-. Yt-t fon·ign in\·t-slo:·s 
wa11t g11a1·a11lt-t-s that it 1'ill always ht· possible to rt-pa!riatt- intt-n·s! 
paymt-nls. diviclt-11cls and 1·uyallit·s. Without p1·ior and substa11tial stn1crural 
adjustmt-nt privatt- production will rt-main dt-pt-ndent on govt-n1ment lin-nsi11g 
aml tlu·n·for·t- t-~:post-d to lht- possihilitit-s of political intt-rfe1·t-nct-. Will 
this vii iiltt· lht- dy11amic t·fft·cls of incrt·ast-d managt-l"ial autonomy·? 

E:<pc·rit:11ct· of pri\'at izat io11 in mat1irt• industrial t-conomies, such as tht· 
l!nilt·cl Kingdom, s11r,1~t-sts th;1I it is difficult to mai11tai11 a commitmt'-11t lo tht-
promot io11 of cornpE--titicm. It is t-asit·r lo sf'll off monopolit-s, whilt- it 
tilkf·s timt· a11cl is complintlt-d to prt-part· moraopolit·s for· cornpt·tition. l't-rh;ips 
more· impor-tantly, go\'t-r11mM1ls clf.pf'11d on tht· st-11ior ;nanat~t·mt·nt of state· 
t-11lt·rprist·s for informal ion, 1·:<pl·l"I is1· and c:o-opt-rat ion in formulating th1· 
privatizali<i11 arra11gemu1ts. Whilt- thost· managt-rs may be kt-t-n to n·duc1· 
go\·<:n1m1·11t inlt·rft·rt·llC't· in rlu·ir ;1ffairs. thf'y an· unlikf'ly to be· so 
M1th11sias1 ic about 1·:<posinp, rhdr m·wly pri\'al izf'cl i11d11s1 ry to comp1·t ii ion. 



Ultimately. the Tanzanian t;o\"enunent is dlso dt:-pendtcnt on tlw 
co-ope1-ation of senio1- management in implementing a pt-i\"atization policy. 
There seems to be no good reason for beliedng thtcy will btc any mo1-e 
enthusiastic about competition than. fo1· example. theit· Bl"itish counterpans. 
Hence. there is a real danger that tht:- newly pd'\·atized public stctor will bt 
dependent on political connections for a wide vadtty of monopolistic 
privileges. To help forestall this possibility. it is important to tncourage 
the formation of widely based institutions which can represent the inte1·ests 
of the private sector. such as the Chamber of Commerce or manufactu1·ers 
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 imp1-ove 
performance of many industries will be missed. 
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CHAP'TER 2 
BARRIERS TO ECONOMIC LIBERALIZATION 

AND PRIVATIZATION 

2.1 Introduction 

In order to assess the true potential for privati2ation in Tanzania. it 
is important to have a clear understanding of current barriers to economic 
liberalization and privatization. Hanv of these barrier steps from the 
socialist programme adopted in the APJsha Declaration of February 1967 and 
its Lesulting i•plications for ownership and control of industrv. 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 administ~red 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 a~ongst settler and foreign bus~ness interests, Tanganvika had 
.~ 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 
largelv the product of private initiative. particularlv 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. 
onlv 10 per cent of parastatal assets were in manufacturing. while the 
majoritv were in mining and electricity with scattered investments in 
financial services. tourism and plantation agri~ulture. The First Five-Year 
Plan (1964-69) assumed a private investment sha~e 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 unt.i 1 the eccnomic crisis of the 'early 1980s. The manifest 
absence. in 1967. of an educated and skilled industrial class or indigenous 
technological ca pa bi 1 i ties embodied in a ca'pi tal goods industry does not seem 
to have deterred policy-makers. Indeed, po'1icy-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.l OWnership and controi of industry 

.:\11 ;1tt1·actio11 of statt- 0•11"'1·ship \,_";p; tht t·:i:pt-cl:1tio11 lh<tl p1·,,fi1s i.: .. 1dtl 
no lont;t·1· r,o to p1·i\·;1tt- st-clu1· sh<fft-holdt·rs. m•>st ol 1o:ho111 I."• l"t- .-itht·1· 
11011-i11dir, ... 11ous 1·t-sid.c11ts 01· n·sidt·11ts ;1hn1ad. but \,."01tld h.- ;n·ailahl.- for 
domestic i11\·t-stmu1t. 111 an attt-mpt to .-11s111·t- th.ti dcnrnud.11 i1111 \-:as 
n·st 1·ictt'd tu tht- Stati:- and tht-n· 1o0011ld ht- 110 1.:011! l ict bt-11.·.-.-11 p1·i\·att· ,111d 

public i11tt-t·t-sts. the l;O\"t't·nmt-nl i11trod11ct-d a l.eadt·t·ship Cmlt-. This 
officially fo1·badt- public t-mployees f1·om ha\·i11i~ st-co11d sou1·n·s of i11comt- t1u111 

pri\·at e busi11t-sses or f1·om n-11t i II[, propt-t"I y. Ta11:-:a11ia • s t·conomic <It·\·• I opm• 111 
str·at.-r,v thus became sha1·ply distinct fn>m K1:-11ya 1.'hich i.:as p11rsui11t, a 
vigorous policy of attr.:.tcting LOL"t·ign i11vtslo1·s thn>11gh joint H'nl111··· 
arrangt-m1:-11ts •ith gov1:-n1me11t DFls. K1:-11ya11 civil s1:-n·a11ts wen- opt·nlv 
encou1·aged by P~·esident Kenyatta to han:> sidt-line busi11t·sst-s. 

The subs1:-411ent t'-conomic hi stun; of Tanzania has d1:-mo11st 1·at t-·d that I .tr 

from ge11t:>rati11g a re-i11n;stable s111·plus, state-owrwd t.:ntt-1·p1·ises ha\·t.: bt·•n 
net ..:onsumers of resources - TSh /.8 billion bt-tween 1981-82 aml l'J8'.J-86. if 
corpo1·ate taxt-s an~ deductt>d from c1n-rent account transf1:-1·s. 1 

Th1:-1·t- has been a significant shift in the composit io11 of impol"ls 
towards intermediates and ca pi Lal goods - the share of co11s111ne1· goods in 
imports has declined from a1·ound ]0 pe1· ct:>nt in l'J/0 to belo...- 20 pe1· cent in 
the 1980s. Ho...-ever this trend reflects inc1·eased impol"l dependtncy and 
probably hides considet·able repressed dt-mand fo1· impo1·ted consumt-r goods. 
According tu tht World Bank, impons minus exports as a p1:-1· ct-nl of GDP have 
been above') per cent for ll of the past lr> years; it was 10.'l pe1· ct"nt in 
1985 and 11._5 pt-r ct-nt in 1986. 2 Value added and p1·oduction in tht
manufactu1·ing sector . ...-here investments by paras ta Lal s han: bten 
conctntrated, actually declined bttween 1976 and 1986. f1·om TSh "3.1 to 
TSh LO billion (in 1976 prices). a decline of 68 pe1· ct-nl. In addition. the 
composition of output has not changed significantly towards capital and 
inte1·medialt- goods production despite heavy investment in chemicals, 
fertilizers. rubber. plastics a11d metals. 

2.4 The politics of aanufacturing under governaent license and 
the disc~urageaent of private enterprise 

While the tconomic consequences of Tanzania's development policy 
betwten 1967 and 1986 may have been poor. the experience might bt: expected to 
have stimulated the search for al ten1al i ves. U11f 01·tunately. a prugrammt- of 
nationalization also has its social impact. Ont· of its e[fects is to 
discourage, and in extreme cases. criminalize private accumulation. 1 What 
was left of the private sector was suddenly placed at a disadvantage relative 

State-owned enterprises would have, in all probability, paid the samt
la:..:es if ttu~y were pdvately owned. The World Bank estimates a 11et 
transfer on thE- curr1:::nt account of only TSh 9'll million in the five years 
1981/82-198'.>/86 (Wodd Bank, l'JC9, l'arastatals in fanzanig Towards a 
Reform Pro~ram, Report No. 7100-TA, pp. 11-11). 

World Bank, 1989, OI). cit. 

The Leadership Codt· was introduced to prt·vent leaders ha'.'ing two incomes. 
This meant members of the managerial and civil st,rvice elite w1•re 1101 

supposed to participates in any private business. II was never very 
successful but it resulted in a stigma being attached l.o priw1lt· sE·ct.or 
activity. Officials who broke the Code were forced to employ all sorts 
of indirect. means in pursuing their siclt·lirw intt-rt-sls. 



11 

to the pu..,lic sector over a whole range of business relationships. This is 
of particular importance in countries such as Tanzania where the government 
is pursuing a policv of industrialization through import substitution. Under 
these conditions. investors rely on the domestic market anj 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. by 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 f~w 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 
rarticular, the policy of villagization or ujamaa vijijini, was that the 
traditional land-holding systems of communal farming prevalent in Tanzania 
did n~t 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 t~e expedient of moving the dispersed rural population into 
villages with new coiwnunal 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 c~nt during 1976-80. 

The poor performance of parastatal 111csrketing 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 to 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 .:. s::attered population. 

While there has been a retreat fr~m 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. 1 

For example, in Kenya and Zimbabwe, which otherwise have relatively 
well-developed financial institutions, property and d~velopment 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. 
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2.6 The political significance of state eaployees and redu~~ 
incentives for efficiency 

Another i·esul t of state social ism •as the creation of a majo1· political 
constituency - the bureaucratic bourgeoisie - that is dt-ptndt-nt on tht- Statt 
and its political leadership. 1 The adoption of state socialism also 
justifies the incorporation of the trade union mo\·ement as a subo1·dinate ,,_.ing 
of the ruling party. achievt-d in 1961~ in Tanzania. 2 Paradoxically. onE: of 
the features of state socialism. namely the tendency of statt- institutions in 
the absence of a price mechanism to suck in scarce resotn-ct-s unt i1 physical 
limits are reached. has worked to undt:rmint th€- dependency of employef-s on 
the State. 

Unde-1· social ism. the pattrnal istic statt cannot pe1·mit a stdte--01o:nt-d 
enterprise to go bankrupt. so thert:> is a tendtncy for financial constraints 
to be what Kornai refers to as 'soft' . 1 In theory. more resources will 
always be found to underwrite the solvency of state institutions. so thtc
rational manager continues to accumulate resources. human and material. until 
physical scarcities an· encounter~d. In developing countries. shol"labt·s of 
imported inputs and machintry are invariably encountered before thost· of 
human resources. There art, howevtr. often shortages of skilled and 
experienced manpower and attempts by managers to substitute inferior human 
capital results in additional inefficiencies. 

2.7 Public se~tcr salary compression and the collapse of work 
incentives 

What has happened in Tanzania, as in many other developing counlriE:-s. 
has been severe compression of public sector wages in parnllel .,..ith 
substantial expansion of the number of employees. Figure 1 rep1·oduced below 
demonstrates this effect graphical 1 y. By l 981i. public S(·ctor employmt-nt 
totalled some 302,000 or 77 per cent of formal sector wage employment. Wl1ilt· 
employment in the public sector has increased at around ) per cent per annum 
since 1970, the index of real average wages has declined from 100 in 1969 lo 
19 in 1986. The inde:' for top salarits has declined ~\·en mon· dramatically. 
to 2. Differentials have also been compressed sharµly. A lop salary that i.:as 
nearly 30 times the m1111mum wage in 1969 was only about ~times the minim111n 
wage on the 11)87-88 pay scalE- and ~ times after tax.' 

Ste Issa G. Shivji, 1976, Class Struules in Tanzaliia, Monthly RE:-view 
Press, for a full accou11t o( this concept. 

The National U11io11 of Tanganyika Workers (Establishment) Ac! 1961~ 
abol ishtd the indepench.-11t Tanganyika Federation of Lab1 1ur ':Ind 
n·constituted the trade union movement as an affiliatt-d organiza' ion of 
the ruling Party, TANU, with 11ine industrial sections. 

Janos Korwli, 1980, Tht: Eco•1omics of Scarcity. North-llolla11d. 

World Bani<, 1989, op. cit .. p. )~>. 
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Figure 1: Public service expansion and decline of real pay 
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Unsurprisinglv. the World Bank's PER found random e\·idence of 
departmental suppl v votes bei•1g used to compensate for low pav throu~h 
benefits in kind. Evidence was also found of attempts to supplement pav oi 
more senior public emplovees with increased fringe benefits. Middle-level 
officials seemed to have suffered most over the last ten vears. As mi~ht 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 go\•ernment . · 

2.8 Public sector retrenchllen~ 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 
::>rospect of a rapid expansion of the Government's revenue base. Al so. 
without sufficient supporting expenditures proper levels of eff iciencv cannot 
be obtained. Yet the Government's ambitious plans for an expanding role for 
the private se~tor implies increased competition for scarce managerial and 
technical skills and substantial increases in income inequalitv generallv. 
Without adequate incentives. those public servants with scarce skills will 
leave to join the exp2nding private sector or. will increase the effort thev 
put into income generation from secondarv employment to achieve ~hat thev 
consider to ~ea reasonable income level. Clearlv. privatization without 
retrenchment is also not viable. Doing nothing to reduce public sector 
employment and failure to increase wage levels will result in increased loss 
of talent. inefficiencv 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 ne~essarv to take account of political structures 
and processes in Tanzania. While a broad analvsis of the political debate is 
beyond the scope of this repor~. and political factors may be verv important. 
one arena in which ariument 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. While 
real wages mav have declined very 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~~ndarv 
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 ma\· 
permit them to use the company's machine shop facilities to earn extra income 
carrying out work on behalf of private companits 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 ra~ materials. management are probably only too 
willing to relieve the obvious hardship of their workers by turning a blind 
eye 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. Volyme I: Executive Report. p. 20. 
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most ,..anted bv newlv privatized enterprises will probablv have the widest 
ran~e of secondarv sources of income the poorly educated. voung. 
inexperienced and unskilled workers and. therefore. most dispensable will 
have few alternatives. 1 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 retrenchllent and aanagement skills 

The qualiLv and skills of management undertaking specific privatization 
exercises will be ~n 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. 
Unfortunatelv. the World Bank's PER is not very encouraging on the matter of 
the qualitv of parastatal management. 2 

'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 
parastatals 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.' 

Apparen~lv. twenty years after the Arusha Declaration and the creation 
of over 410 parastatals. the public sector management cadre is still very 
weak. Clearlv. if the World Bank's PER i~ 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. 1 In addition 
to an absence of real managerial skills. the UNIDO survey found that many 
plants had a large number of vacancies in key management positions and at the 
intermediate level. This is particularlv so with respect to production and 
accounting functions. 

Alternatively. the management cadre may 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 
rational 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 Rank. 1989. ~. pp. 123-25. 

The Re~eneration of the Tanzanian Manufacturin~ Industry with Emphasis on 
A~ro-based Industries. especially pp. 156-158. PPD/R.26. 11~ June 1989. 
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hierarchical management structure in parastatals discourages initiative and 
decision making. However, in the absence of reliable empirical evidenc£ 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 WoLkers' 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 Hapinduzi (CCH) 
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. 1 So far there has been no clear 
statement from the government on privatization. At least in formal terms the 
Arusha Declaration still forms the bedrock 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 INVES'TMENT: 

TANZANIA '.S INVE.">TMENT PROMOTION POLICY 

3.1 The move towards econoaic 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 Hinistrv 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 !HF/World Bank 
from 1982-85. However. the launch of the Economic Recoverv Programme. in 
June 1986. and subse.,cient 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 ind•1stries. 
In !esponse. the Government produced the Second Union Five-Year Development 
Plan (1988-89/1992-93) but this seems to be already largelv disregarded in 
the struggle for economic recoverv. Nevertheless. there is some evidence of 
a continuing rearguard action with the Hinistrv 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. The formation of the 
Planning Commission. in Julv 1989 outside the Hinistrv 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 sensitivitv is provided in the proposals 
contained in the draft IPP. This is discussed below. 

3.2 The rediscovery of the virtues of private investaent 

The IPP statement has been the subject of much advance publicitv and 
has been advertised as unambiguous evidenc~ 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 
196!. and 'the Nation's commitmPnt to the policv of Socialism and 
Self-Reliance. under which control of the commanding heights of the economv 
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 d~velopment of 
various sectors of the economv' almost as if the nationalization programme 
that followed from the Arusha Declaration had not been of anv significance. 
Paragraph 2 reveals the govPrnmE'nt'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 in\·t-stment _ 
Tanzania. in particular. has to make good for its post-independence histon· 
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 stru~les over liberalization policies 
between the Government and the Partv. the Government is proposing to 
establish a new Im:estment Promotion Centre under the Planning Co111Dission.' 
The more usual institutional arrangement is to locate a 'one-stop' investment 
promotion agencv under the Hinistrv of Finance. This is because the Treasurv 
is the senior economic ministrv with executive responsibility for monetarv 
and fiscal policv. the Central Bank and the management of the balance of 
pavments. Anv investment agreement involving significant foreign exchange 
transactions is normallv subject to final Jpproval 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 politicallv 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 representativ€-s from different ministries all 
trving to score points off each other by being hypercritical of investm£nt 
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 rPlevant sectoral 
ministries. 

The policy advisory functions of the IPC. specified under paragraph 5. 
are wide and cover: (1) the role. scope and need for invest~ents 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 bv 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. 
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J.4 Investaent priorities 

The section that specifies the prioritv sectors for investment 
indicates that the Government's preference is for investment by Tanzanians 
and/or collaborative joint ventures involving the public sector. However. 
somewhat contradictorily. paragraph ~ of the IPP states that 'foreign and 
local investors will have as far as possible equal access to all other 
(non-reserved sector) 1 priority investment areas. and will enjoy comparable 
incentives under the lnvestlllf'nt Pro111<>tion Act (to be published in 1990)'. 
Significantly. the IPP specifically states that the Government 'will not 
impose any predetermined proportion of e1uity holding betw~en foreign and 
local investors' (para 14) though foreign investors are to be excluded from a 
number of minor service and manufacturing activities where their emploved 
capital remains below US$ 250.000. 

E~ght 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. 1 An obvious 
omission is the financi.al services sector currently entirely within the 
public sector. This is probably to avoid appearing to preempt the outcome of 
the Presidential Co ... ission 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 co ... ission) study will pave the 
way for corrective measures on the current monetary and banking 
svstem, 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.• 

TI1e 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 HD-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 am' 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 branche£ show losses. 
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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 any consideration of the implications of 
inefficient financial services for transaction costs. The Tanzanian economy 
probablv suffers from one of the more extreme versions of this syr.drome. 
There is a desperate need for competition in the banking svstea. The sole 
commercial bank. the National Bank of Cow.erce (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 excbanCje provisions 

The tax holiday of five years offered to foreign investors is highlv 
competitive with neighbouring countries. For example. Kenya off~rs 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. particularlv 
when it is added to the foreign exchange risk that Tanzania-bas~d 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 economies 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 Governaient 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 th~ 
Government's priority areas. The provisions under the export earnings 
retention scheme are part icularl v 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 ~n official exchange rates equivalent 
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to the withholding tax. Where foreign exchange needs to be rationed. the 
authorities envisage a svstem of evaluating the net economic and social 
benefit of the relevant project in assessing priorities. 

3.6 'l'be 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. 1 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. 2 Clearly, determining what exchange rate to use is 
also a major technical conundrum. for it aight well be asked how auch should 
a foreign investor be able to benefit from the over-valued exchange rates of 
the 1970s and early 1980s in the 1990s. The optilllJJa rate at which pipeline 
funds can be released into the economy without contributing to inflation, 
already running at 28 per cent is another technical problea to be solved.J 

3.7 Growth centres and export processing zones (BPZ) 

The IPP pcoposes that Tanzania join the International 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 combir.ing 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 ox 1anzania 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 Govern11ent will be in violation of its agreement with the 
IMF. 
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PR<,c.:~:ss IN<; SR<.:-IY,R 

4.1 Introduction 

Tl1t pn>ctssinr. of ai;1-icnlt111"•1l product· is'"' import;mt ;;cti\·it\· in 
Tanzani.:1's t'conum~•- :\lso. as a l°(·s11lt of l";u1;:.111ia's ••1dit1· p1·or,1·;unmt ol 
socialist lk\"t-lopment. tiu-- ;1t~1·iniltn1·;il pnH'(Ssi11r. stcto1 n111tai11s .; 
significant nnmbc-r of p.:irastata!s. llo••·n1·. in 1·•·n·nt \"t.•1·s a1~l"indt111"al 
p.:; ras tat a Is havt b(·( n a ma jo1· ( i n.•nc i ;i} cl i·;;i 11 011 T;111.:;;11 i .:u~ • co1111m._·.: For 
£·xamplt. in lll8} £-1£\Tn at~1·icnlt11ral pa1·aslatals lost on1· TSh ).J !>illio11 
;u1d in tlw same Vt·ar accountt·d fo1· 80 pt·r· cu1t of thf 101;11 n\"t·1·<11·.:t11 
f.:tciliti£·s of tht- ~BC. Tiu par;;stat;tls i11\oln·d •ith colto11. <'•tsho.:1111«;. 
sisal. tobacco and t£·a m;t<k substantial loss•·s bt·t••·t-11 (ll8\ ;;ml 1'181. :-lall\' 
n-liHi h£-<1\·il\· on hank O\"t'l"drafts lo fin.:111ct tlui1· op11·atio11s. 11•n1· h.:1\·i11r. 
h.:1d an adequate •orkinr, ratlit.al t-\"£-11 •lu·n tht·\" lo.'t·n li1·~;t tslahlislu·d. 111 
till· most £·xt1·emc· c.as£· the cotton pa1·aslatal in 1'18\ 1-.111 an onnh·;;ft of 
TSh l.'"> hil!ion on total salt·S of just TSh /)6 million and. in l'l!Va. tlu 
casht·i.-mrt pa1-astatal had an o-.·t-1·d1·;;ft of TSh •,·,o million 011 s;tlt·s ol 
TShJ/Omillion. It is not s1u-p1-ising. tht·t"t•fon. that tlnn:1nat pns<lll 

significant mo\"t·S to,.;:1nls libt-t-.·i!L:ation in tll( ar,1·ic11l111ral pn ·•ssint~ 
St·ctor. 

Then· appta1·s 110,.,.- to I><- a sip1ifica111 tnml to"'anls n·ducinr tlu 
inf lm·nn of .ag.-icul ttff;il r·arkt·t inr, hoanls hv n·st 1-ier int; t lwi 1· f11nct ions to 
that of a mark£· Ii nr, agene\· and huvt'I· ol I ;1st n son . : l'n11l11n ;·s 1m1o: sc· l l to 
tlu local pdman· co-oplt-at in· which tlu·n sc·l ls to ;111\· "'i 11 inf, b11n·I". This 
mt· ans that p1· i vat(· t ralh- rs an· bt·f, i rm i Bf, to ham! I•· an i Ill: n as i llf, pro po n ion 
of m;;rkt·lahl(· cn1ps. Uortic11ltural products ha\·t alaavs brcn ma1·kf1c·d 011 ;i 

fn·c" trad(· basis. Oil St·t·rf crops "'(·n· compl(·ti-lv lihfl·nlizccl in l'IHf, .111.l it 
is plarmt-cl to pd\·at izt .d I cot I 1111 r.imu 1·it s. Tiu !"at ional :-ti 11 inr. 
Co1·pora1 io11 st i 11 t·:dst s as a m;; jor fi11q 1· hul i Is 1 qui pm1·11t is in pooi1· 
co11cl;1io11. It is 11ndc1-r,oi11r. a rd1;;hiiiL;t ion pro1;1·amm• fumhcl h\· !lu \.iotlcl 

Bank. 

4.2 Cashewnuts 

Of the t1'.'<l\'t caslu .. :11111 f.iclo1·i1s <"1111stnwt<cl 1'.'ith llu aid of ·.:oriel 
Bank lo.111s in tlu· ;11,,.-;1ra Rq;ion in •lu· l'l/lls. 0111\· 0111 is st ii I op< rat ion.:il 
;.'.hill· ii m:1\· han b(c·11 corn·cl of tht P,ank. i11 1'188. lo hlam<· .1 l;1q-,l part of 
ttu- poor pc·dorm<111c( of ar,rinrl111ral ;1n1ct!;si11l; p:i1":1st;11als 011 1111 •·fl•·cts of 
an o\·cr\·iil11c·cl Ta11;:a11i;111 !diillinr. and tlu fall in i11!1·n1at ion;il cornrnoclit\· 
p.-in·s. tlu 'lrnstio11 !;I ill !'<mains whv tl1tsc factors 1'.'11"1 1101 drawn to lh< 

St·(·, (·Spf·Ciallv pp. 1n-kl1, \.'orld r.:111k. 1'188. f'arastalals j11 Tapz;mja 
Towards it Rdorm l'ro&r;1m. Rc·porl :'-in. /JOO-TA. 

Ar,n·Mnt 111 was n·aclwcl 
Novt·mht· r l 'IP.8. oV(· r 
Corporal ion lo Iha! of 

ht· t we 1·11 1111· I :·ff aml 1111 Ta11z;111 i ;111 1;ov1 r11m1 111 . i r1 
rt· s I r i c I inf, t lu· ro It· of I lu· N;1 I i on;i I Mi I I i 111'. 
b11v• r arnl sc· 111 r of I asr r1 snrr 



.1tt•11li••11 nf th •. 111thnritit·s 01· t.1kt11 ;1cco11111 of in t\·;tJ11ati11~: !ll·oj,.-1 
ltmlinr. i11 th. l<lfll~;. Oth.1· r.•ttti-.;I f;1ct111·s th;it the B;rnk's n··port 
m• 111 ions. such ;;s i tit t I i cit 111 stock cont nil and 11•01·k i 11i; c;1pi I a I m<lll•tf,C'tnt'lll 
.-1,;,i-J·.- nil.ct dtficitn<·i•s in inttn1:tl manar.•·mc·nt that 110 p1·i,·att 
•lllt1·1·1·io.;• 1r:mrld ht ;1hlt to toltTalt fo1· lour, •itho11t r·isk of hankn1ptcv. 

SpH·if i,·;d h-, in r·c I.11 ion to casht·1r:1111t p1·oduct ion. L;ctors that h.-nT 
,·n11t1·ilmttd to th• collapst· of tltt· ind11st1·v includf' \illat;i;:atio11 of 
·•t~1·;.-11lt111· •. th. ;;lmlition of p1·i\·;11t· rn1•11t·1·ship of c;1slw1r::mt ln'f-S. ckclinr 
in sLrndanls nf ti-t·•· ma11;1r.•mn1t a11d tltt 1·;1pid SJH"f'<td of disP;1st· ;imonr, tiff 
•Xisti11~: slri.·k. 'Ahil( th•· ·...-odd B;mk ftasihilitv stmh- t•stimatt•d :1 pott·lltial 
011111111 nl '>ll.llll!l to1111t·s. thf' maximum that h;1s t·\·•·1· ht·Pn achit·\·t'd 1r:;1s 
1~'1.11011 tn111us. 111 tlu thr·•t \"t'ar·s l'IR'>-86 to Jll8/-88 official pun·hascs 
,,,., 1·;1r,• d _just on 1· 18 .11110 I 01111c s. Tl1t -...-odd Ba11k is pn s. nl )\· f 1111d i 11~; a 
c:,;sltti..· :rnd c·oc.111111 Tnt Cr·ops l'n>jtcl i11 <ill att•mpl to n··\"i\·£ tht· imh1st1·,·. 
II pn11h1ctin11 is imThlStd Slll'Cf'·ssfull,·. c;islw"'mtl f;u·t111·ic .. s •ill ht· 
a\·ail:1hl. for· ltasi11r .. Snmc. al lt-<tsl .• 11·• said to I)( st ill in i.:01-kinf, 
o nit , .. 

4.3 Sugar 

:\ m;1_io1· ;1r,1·inrlt11r.d p1onssi11~; im!11stn· that is ca11si11f, sii;11ific;mt 
lmtt lt ru 1·ks in t 11{ food proct ssillf, iml11st n· is s11r,ar n f i11i11r,. Pc rhaps c n11 
mo1·· impon.url. s11r,.;r is ;111 'i11n·11I i\·r t}H•d' fo1· cash crop ph1sant fa1·m11·s so 
th.11 s11r,:11· ~;hon;;!~' s ha,·• ;1 km•ck-011 •ff tel 011 cash cn1p prod11c1 io11. 
T;;11::;uii;i's fi\·1 nfi11tri1·s aml ;issoci;ilt"cl tsl;1l(s han· an installul c·apacit\· 
of .l30.1Hlll to1111t •; hut ;1ct11;d 0111 p111 is 011lv 11111.000 to1111t·s amt dt•m<111d is 
•stim:1ttd .;1 11\·t1 t1rn1.111111 101111•s. Tht :-1i11is11-,· of :\r,ric11lt11rt t·stimatt·s it 
rc'111i1·t·s ;111 i11nslm<11t of I'S$ ltH millio11 to n·hahililal(· t·Stiilts ;incl 
1·tfi11tri.;-;. Tiu lh1td1 (:.,,·,n1mn1t h:1s offtnd to f1111cl otH--thinl of this 
;imn1mt. Tiu· :.:orld H;111k's stwh" of th• s11r,a1· i11ci11st1·\· OIJl!H'O\"td 1·d1ahilit;1l1011 
,.f lour r• I i11t 1·i1 s 11111 c"11siclt rtd llu I if th n f i11t n·. 1111 Kar,1·1·a S11t~a1· 
1:ompa11\·. '"ht· h1\·nml sal\·:1lio11. It is localt·d 11u11· tlu· l't~amlan h;inh·1· ;111<1 
1r;.1s hnmlu rl .111cl \;iml.tl izt cl cl11.-i11r. ldi .\mi11's n f,im1. Tltt n·f i11t n· has ;111 
i11sC.ill1d c·.q•;u-jt,· nf >8.111111 l1>1111ts. 

Tl1t ( <)\"• n11n1 Ill i !; l"CllTt Ill I\" m;ik i llf, r.n .ii (ff n.-r ~; I fl 1·.·s11rrt cl t 111 
~:ar,11.1 S11r . .-ir c:ompa11\'. llru· of lltt ohj1cli1>11s of ll1t lbnk i..·;is th;1t tlu r11rcl111!; 
•sliilt 11'111incl i1riu11i11r. Intl could nclf ht s11r1 of r1li;1blt 1hclricit\· 
!;•1ppl i 1 s. llo1r;1·\·1 r. :1 poi.;, r Ii 111 h;1s s i ll<'t· hc 1·11 i 11s1:1II1·cl c·omu ct i 111~ Kilf,t l°il 

lo 1lu l"r,.iml:111 r.ricl. Tlti~; 1.·i 11 P• rndl p11mpi11r. of 1o:;i11 r for i1-i-i1~a1 ion nf tlu 
c;1m f i1·lds. Rook1i- T;1l1 1.'.ilS commis•;iorncl lo r1 ·1·,;1mirn· lltt p1·ojf·cl. Tl11 ir 
p1·1 I imi11a1·v ;1~;s1!;sm1111 i!; I h:il 1·1 h;ihi Ii liil iorr •011ld sho1o: .111 i11t1·r11al 1·;111 of 
1·1 I 11n1 of I/. > pt r n 111 011 1111 '>Cl mi 11 i 011 n·q11 i r1'<!. Tiu c:oVI rr1m1·111 is 
pr1s1111lv lookinr. 101 I ~'IO.IHlll lo p;iv for Kook11· Tit11 lo c;11T\" 0111 ;1 full 
r1 h;tl1i Ii I ;ti i 011 1 ''re i !a i ltc I 11d i llf, i clc 111 if\' i llf, pol c 111 i ;ti pl"i \";ii 1· i 11\"t sl ors. 
t':.1r.1ra could proh;tl1lv 1:,1wr1 111 Rl.'.;t11cl;i. So111l11r111:1~;iml;1 ;incl East1n1 Zairt h111 
!;111~" r p1· i n·s a r• •;I i I I co111 .- .. 111 cl 1.'.h i ch .-1111 I cl mt ;;11 I h;1 I mn!·;I fort· i f,11 < -:dr;111r,1 
l11111·fi1i; l.'.111dcl i.'• lo !;11111r.r.l,rs. 



4.4 Tea 

Ttwn· are a numb£·!" of otlll'1· ;1gl"ic11lt111-.il pn>jt·cts for which tht 
Ministry of Agricultun· is seeking fon.•ign fin;111ct·. ThP Comm<lllWt-;ilth 
Development Co1·porat ion (CDC) has bought a 60 pe1· n·nt cont n>l lint~ sL1kt• in " 
1.400 hectare tea estate in the Us;1mb .. 11-.1 Mountains fo1· t !.7 million f1·om tht• 
Tanzania Tea Autho.-ity which retains 40 per cent of tht· t•quity. Tlw CDC 

insisted and obtained control of the management of the joint ventun•. l.oni-110 
also has a tea joint venture in the Southern Highl;mcts. the Huf imli Tt·<I 
Company in which it holds 75 per cent of the equity. This estatP was 
nationaliz£-d in 1967 and 1.ont"tm retun1ed in 1986. ll11ileve1· has n·tairwd ;1 

continuous presence in tea production but runs its estates with no expatl"i<1tt· 
staff since there has been no i·emission of dividends fo1· a numbt·1· of vea1·s. 

4.5 other Projects 

The Commonwealth Secret·iriat is curn·ntly trying to find a joint 
venture partner to revive Tanganyika Packers. the for-mer Brooke Bond 
(Unilever) meat packing factory.' Another project that is awaiting 
re~1abilitation is the Dodoma wine industry. The Gov£>rnment signed an 
<greement with Bulgaria but the resources have nevt·r 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 impor!s tallow for llw mam1fac11irf! of washing soap. a 
by-product of the meat packing industry. 
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"':I"JIE l'.RIVA7.I.ZATION PROCESS 

5.1 Introduction 

A c.:dtical pn·-n·quisitt> fo1- the successful launching of the 
pi-i\.·atL:ation p1·oct-ss in Tanzania is the availability of an adequatt- supply 
of funds for financing the i-est1-uctu1-ing and rehabilitation of manufacturing 
industry and agdcultu1-al p1-ocessing. In the past. a major share of 
Tan::ania' s public investment p1·ogra1DJ11e has been al located to the industrial 
sector_ Howe•:er. the share of the HIT in the Development Budget has decl im·d 
shat-ply. sinct the adopt ion of the Structural Adjustment and Economic.: 
Recovtq· P1-ogralll1Des. The al local ion of expenciture to the industdal sector 
dtclined from TSh 1.482 million in 1980-81 to TSh 1.086 million in 19S7-88; 
ll per cent and 6.3 per cent of the Oevelopment Budget respectively. 1 

The !HT curn·nt ly has no forward investment plan. so there is an hiatus 
in gove-1·nment investment proposals for parastatal industry. The World Bank 
em:isagts th.:: MIT changing its role, in the longer run. to that of a 
facilitating ageucy on lending aid funds to the de\·elopment banks. The DFis. 
in the i.iorld Bank's scheme of things. would Expand their role to act as the 
main source of loc.al and foreign capital for firms in\·esting in 
rehabilitation or e-xpansirm. While this arrangement may create a convenient 
institutional framework for multilateral and bilateral donors it implies a 
significant t1·ansfer of responsibilities from the MIT and enhance-ment 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 sec.:tion of the- report examines the immediate financial needs of the 
industrial sector and provides an ove1-view 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 enttrprises - private and public 
alike. The 100 per cent cash cover requirement for imports and the credit 
squeezt imposed by the NBC as part of the IMF' s SAP are addi t ionai fact ors 
that have 111ade it difficult for companies to finance the rehabilitation of 
their plant. Tht availability of OGLs has increased competition from imports 
and it is said that the export retention scheme has encouraged tht growth of 
the parallE.>l market and smuggling put.ling profit margins under pressure. 
While tht move to a positive interest rate - preseatly a nominal rate of 
32 per cent compared with inflation of around 28 per cent - should improve 

World Bank, 1989, Tanzania PJ;:R, pp. 112-114. 
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domesl ic sa\·ing. it is a mat tt-1· of conjt•cturt- •hetht-1· : h~ 11u·d I <J Ii 11.il:l • 
(;on:>n1ment expenditu1·e •ill continut· to c1·o•d out all but tltt· most fa,:oun-d 
parastatals f1·om access to b1.,1Towings.' 

In the <ibsence of a capital market. cndit controls im·\·itably imp~1ct 
on industq·'s in\·estment in ne• equipment and in\"1:-ntot·y in a cn1<.ft. .rnd 
undiffen:>ntiated mannei-. Tanzania despe1·ately needs somt· mechanism by which 
in\·estors in \"iable ente1·p1·ist's can raise finance. At the prt·sent junctun:. 
there is clear evidence of a long hisloq· <Jf the public secto1· n·owdin& out 
private borrowing and an institutionalized inability to distinguish bel1':t.-u1 
commercially viable in'-·estment and inappropriate. •pet• projects. Tht- Wodd 
Bank obser\"es: 

'WhilE- there is no official policy disc1·iminating against IH"i\·att' 
credit applicants. the effect of tht' cn:·dit allocation pron·ss 
and acct·ss to guarantet:-s by parastat al s has been tu pro\.·ide 
paraslatals with most of the c1·edit that is made a\"ailablt· at 
official inte1·est rates. which ha\"e been negati\'t inn-al te1·ms. 
In addition. parastatals ha\·e been ablt' to expand credit through 
arrears to the banking svstem with greatt1· impunity than can the 
pri\"ate sector.•l 

The scale of tltt- problem of cro,,.-ding o:.it is indicated by tht: propo1·tit>n 
of the loan portfolio of the- Tam:ania lnH·stment Bank (TIB) and tht- NBC 
im·ested in the p•iblic sectot". At 31 Dt·cembe1· 1986, 12 per cenl of loans 
outs~and'.1g f1·om tht: TIB and 6) pt-t· ct-nt of tht loans from the NBC i.:t·1·t· to 
tht parastatal stcto1·. 1.ihilt· the proportion of loans to !ht p1·ivate st·ctor 
i.:ere 28 pc·r cent and l] pe1· cent 1·esptct i \"t-1 y. Tht picltll"t· is wo1·t> comp) t-:·: 
1r.:hen t-:..:amint>cl by sector. St-vtnty-thn-t pe1· cenl of NBC lt·ndinr, 1'.'t-nl 10 

l-'llblic StLtor agl"icultun:, 1o:hilt- industq· n·ct·h·td only 12 pE>1· Ct·llt (H pt·1· 
C•llt to tht parastatal stctor and 69 pt1· ctnt. to p1·ivatt industry) from a 
total loan portfolio o( TSh 1'J,'l83 million. ThE> TIB's loan portfolio i.:as 
differertt. Sixty-three pH· ctnt o( tht amount outstanding was lt-111 lo 
parastatal industry and 2/ pu· ctnl to pri\·att sector industry. Tht: 
manufacturing secto1· as a 1o:hol..- rtctived 61 pt-r cent of luaus or 
TSh 2. )()If mi 11 ion. 

It is not possible f1·om thest· figun·s lo dt,duce wht:tht·r lhl· dtrnaml ft;1· 
long-tt·rm loan fi11a11c1: from the pl"ivatt- sector is actually n:pn'sst·d or 
i.:htlht·r tht> distribution of lending mtrtly refl•,:ts tht pn.:pondE>1·a11n· of 
larg£:-scalt ent.trpi-ists in tht· public stcto1·. llowevt1·. in commt-11t111g 011 !ht· 
198'> p1·tra:-; profit figurts of tht National Devt-lopment Corporation (NDC) and 
associated compattit·s, t.ht '.I/odd Bank notes tht· insidious inflm:nc:t· of 
rt·prt:sse<l iuttrtst rates and ->n.,r-v;.,lutd exchange rates 011 app.art-111 
l'ro!itability: 'tht· rtturn 011 invtstmtnt (') ptr Ct>llt) n-fltcl tht• acct·ss of 
these companit-s to rtdativtly clu:ap impo1·ts and i11txptnsivt· cn·<lit • . 1 Si net· 
] ')8r>, of courst, Tanzania has de\"alutd by l, 120 ptr cent and int 1·oduct·d 
positivt:- interest ratt:s causing sHrt_·rt- cash flow and loan fina11cing p1·obluns 

The: brewt·ry and c:igarel It company htad tltt> 1 isl of favoun·d borrowt:rs 
because of the Governme11t 's dt·pt·ndt>nct• 011 I ax n·vt-11u1·s from bt·t·r and 
tobacco. 

World Bank, op. cit., pp. 24-?'>. 

World B<rnk, 1988, op. cit., p. 81. 



lot· <.di .:0iiip;.i.11it.:·s lo<Lth lort:ib11 t.:·xc.:ha11!;t: dt.:·bls. Fu1· t;-XJ.mplt:. Liu.· tt::tiL.. 
i11d11:;trv "'as ablt:" lo opt.:·t·ate pt·utitably in a st:llt.-1·s nuu-ket until l'.l!b 
cu11ct.:·11tr~t1i11i~ 011 \·ulmnt- pt·oductio11 with littlt:> co•11.:en1 fut· quality. i:ilh Lht:' 
tTt.:·dil S•tUt•t-zt.:· and the i·t:laxation of import co11t1·ols. some pdvatt companies 
han= found lhE:' situation tvt:n more difficult tu ;.u.lapt to than public st·ctot· 
fit·ms Ot.:·cause uf thtit· inft-rior 1Ddd1i11tt-~· and inability to botTow. 1 

In !Ltrgt pan. the solution to the crowding out pt·obltm lies in 
political will. The consequencts of diffuse foreign exchange and credit 
cont i·uls and rising p1·ices are pot it ical ly less risky tha:1 a sharply *:ocustd 
pol icy that cuts the income of pa1·ticular groups displaced ft·om the public 
secto1· payroll. Havin~ said that, th~'re would still seem lo be a cleat· need 
for special financial p1·ovisions to mitigatt the effects of the structu;..·al 
adjustment p1·ogn.u&mt al tnte1-pt·ise le\·el regardless of whether a pan.icular 
firm happens to be publicly 01· privately owned. Cenaiuly, a private 
inveslo1· will only be willing to takeo\•er a firm with a reasonable cash flow 
po:;ition and the expectation of receiving a positive rtturn fairly quickly. 
DFis suggest themselves as the agencies that ought to be actively im·olved in 
evaluating and funding bankable rehabilitation investmt:-nts on a 
non-discriminatory basis. In Tanzania, there are two DFis that lend money lo 
large-scale industry and commerce - the TIB and the Tanganyika Development 
Finance Company Limited (TDFL). 

5.3 Tanzania Investment BanJc (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 
theL· loans. At the end of 1986, 54 per cent of its loans lo the paraslatal 
sector were in arrears and 27 pet· cent of loans to the priv~te sector 
(TSh l,56:> 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 transactions is conveyed by the TIB 
Annual Rt:-port 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.l 

Lending operations have been severely curtailed. Thirty-tight long
term loan applications were carried forward from the previous financial ~ear 
and 8 new ones were received during 1987-88, making a total for considera~ion 
of TSh 1,612 millions. Four loans were approved that were worth TSh 361 
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,/23 million.> 
Tht:: only new source of finanre available to the TIB was a grant of 

The World Bank is carrying out sectoral studies of the textile industry, 
leather dnd footwea".', 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, TIS, p. 9. 

TIS Annyal Report-128//88, p. 14. 



SKr Jj milliun lt·om S'l-."t-dish l11tt·r11:ttional lk\"t·lupmt·11t ,\11thurit'.· (:i!!\\.i !·.,: 

nh<tbilitatinb •·xpun orit-nttJ imlust:-it.·s and ;u1 lnlt·n1at io11<1I Pt\"t·lopmE·ul 
Oq;a11L:atiu11 (IDA) line of. c:·tdit for payin~. for appraisal \.:urk \·:hH·t 
utn·ssan·. Othi:-n:ist.· it had no !lt-'1-." li11E-s of lTt-tlit. 

l'1dt1· conditions which amount tu au int<n1al ddJt LT1s1s. it is 
imp•)Ssiblt· for the TIE to function proptdy. ThE- TIB is lockttl i11tu <• 
\·icious do1"11..:a1·d spiral only panly uf. its own makinb (su- Fip1n .').' 
l11\t-stm""11t ba11kinE, ltnds to be biased toll."ards fi11a11ci11g, tht- pttn .. ·hast of 
capiLil t-quipmt-nt. particulady \.:hen a p1·ojt.-cl is umltn.-i-iltt-11 by a spt.-cil ic 
donuL :.:ht.-n tht-re is a seven· ct-edit s4u.-t:..:•-. lt.·ss ..:t.·ll-l·SL.1blisht·d 
t lli..tt·pr i sts \o:i th oulstandinE, 1 oans 1 ack suf.f i c i till \,;01·ki 11& capital . Till" 
final blu\<.·. fo1· 1t:hich co1n-e11tio11al prujtct ap1naisal and st11sitidty <rnah·sis 
tt·c'm i ques do 11ot a 11 m·:. is de•:a l ua ti 011 u! t ht: ma&n it utlt- that has f u 11 L>\·:ul i u 
tht· ..:ob- of thE- SAP. As a 1·esult. TIB 1£-ndinE, officials find :ht-mst-ln·s in a 
situation \.:ht.·n tht ''.ijoi·ity uf clit•nts s111·\-i\·t hand-tu-mouth. L'n bank 
unnlrafts fi·um tht- NBC. 01· indulgenct.- o~ unpaid co11t1·ibut.io11s tu Litt· 

\ational P1·0\·idt·11l Fund and or incomt tax1Cs. hardly a st1·011g positiou f. 0 ·111 

._-hicl1 tu i11sist 011 loan rt·pa;-mt•uts. 

Figure 2: The internal debt crisis of DFis 

CfDID OJT VIABLE 
NEW PRlJECTS 

i 
OORRCKRS WITH ZEro .... ~t----
EQUilY FIJIDS: 
tUTlHf{; 1U LOSE : • 
INSATIABLE NEED 
FOR FLtms 

PRE-OCOJPATIOO 
WITH SURVIVAL 

l 
ALLOCATE Rf.SOJRCES TO 
~()N-PEIHJMR.S TO PRE.\e{f 
BAN<RlfTCY 

·11 t prolil t ms qf •.JJH· h;111k miiy IH· compo1111dt·d by I ht· act i cJ11s of 01111 1 s. J"or 
0:;1111pl1·, 1111 rt· is sonu·I iml's poor c:o-ordi11at io11 bt·IWt·t11 tltt-· TIB. ll1t NIW 
;i11d 1li1· llOT i11 monilori11tj corpor;t11· cl i1·11ls so thal tlu NJIC li;is 11111 rnor11·y 

lo c·o111p;11ii1·s in ckfa11ll trJ 1111· TllL 



T!it Tll'i It;;:; lritd In p11l prtS!---llrt •!II l'lll1tp;;nits 111 Stl"\·ict thti1· lu;i11:; 

li11l. i11 tl1t l.;st r.s111·t. h.1:; httll nd11Ctd 1 .. t.1ki11r. comp;mits t11 co111"t t1i 

forCt tl1t111 i11t11 1·•n i\'t rship. Tinn "'' r. six c;1st·s i11 pn>ct·ss i11 Dtct111ht1· 

J'l8'1. T11t Tl~~ it•;,)f i~; l'ruh;,(,)\· t•ch11ica))\· ha11kn1pt IHc;111st vtn· ft\>· uf 

il:; cl it·t1ts ;;1"t pt rfunni11r. 011 tl1t i1· )o;i11s ;iltho11l)1 it cont i1111t·s to <!tcL1n· ;1 
11111dt :,1 ;;ccn1111t i llf. prof i I . : 
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mv:,l uf uu1· pon fol iu l·:-.pt·1·iu1cl·d pout l iq11idi t \" .irul lm.
p1·oducl ion. :\s a 1·t"sult. fu1· thost· that madt· p1·ofits. lht·St· 
profits ""t"l"t· just ma1·ginal and st:n·ici11g of loam; - lsptcial Iv 
the fon.•ign cut-i-t·ncy om:s - becamt· mun· difficult. 111 lht' 
p1·ocess it bt·came tlt'C£·ss<n-y f 01· t hl· Compa11y to i 11c n·ast·. ll\· o\"t 1· 
100 per cent of 1986 l~·\els. p1·ovisions against dimi11utio11 in tht· 
valut: of its inn.-stm£·nts." 

An examination of tltt· rt:portt.·d pt·1·{01·mance of its i11\·t.·stml'l1ts co11finns 
this dismal picture, in part icula1-, till' inc1·t:asi11g dept"ndt·llCt: 011 dt.·bt 
financing. Thus it is not unusual tu find companit.·s 1.-ith dt.·bt t-ttuit) 1·atios 
of over t""o. In the agricultural and fishing secto1· tlw <lt.'bt - equity 1·a1 iu 
ranged f1·om 1.3 to II with a weighted averagt:- of /_t._ 1 While high dt.·bt 
equity ratios do not indicate the nt::t asset value of companit.·s. they do 
indicate a rt>luctance on the part of invt>sto1·s tu take out new t·qui t y 
investment and the vulne1·ability of Ta11zanian companies to liquidity crist.·s 
du1·ing n:ct"ssions. 

A modt:st but important p1·oposal the TDFL is considering is tht: 
introduction of an import financing sd1eme to ease the liquidity p1·oble111s 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 dec1·easing capacity utilizatio11 lc·ading 
eventually to bank1·uptcy. In the longe1· term, the TDFL plans to split its 
new lending roughly two-thirds fo1· rehabilitation and one-third fo1· 1ww 
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 rehabi.l itation is a long term p1·ocess 
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 
tl1emselves 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 financ£ 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 proct<SS by which DFls 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 rat:o • 11, Amboni 
Limited is a subsidiary of Amboni Esta~es Limited incorporated in the 
Channel Islands. 



:\f1·it·•1 th;lt DFls <ll"t· subj.ct l<l t·11unn••us p1·tsstfft t"t.f.anllt·ss uf 10httht r tht 
t·l't•110111\· is pri1ua1·i)~· socialist 01· capitali:;t. Thtst· pn·sstfft'S lt·nd to bt·comt· 
u111ua11ar, ... 1hl. 1."ht-11 t'xchanr,t t"<ll•· p.il"il it·s <II"•· .d1,·1···d t"<illit·.d Iv. In this 
1·q;anl. ll1t· situation i11 Ta11::;111ia is 1101 difftn·11t to t!«il i11 ulhti- :\(1·ic<u1 
CUlllll rit·S. 

:\s mit)it bt: t·Xptctul. thtrt.· l."as co11sidt·1·.ablt· skt·pticism in tlu llFis 
about th .. fffacticality of p1·h·.1ti::i11b public st·cto1· (•nlt'q>l"ist•s. Tht· f,t.'nt·rai 
opi11io11 i.-as th.at it l."as 11ot lt<isiblt· for tlu: majoi-ity of Ta11<.:a11ian pa1·astatal 
compa11i .. s i11 tlw mt.•dium-lt•nn. :\s ont.' pt·1·so11 t.•xpL1i11ed. 'Tlw1·._, a1·e only 
losst:s 1'> command'. Ft-10 lot'iil p1·i\"alt· l i i·rus. if any. llliVt· tht· financial 
strt-ngth to turn ;u-otmd an ailinr, pa1·astatal thnur,h sum(• mi~;l1t be i111.1·t·stt·d 
i II I t'OtSi lib ll(Ui 1'111£ Ill . 

Frnm a b;inkinr, pt·rspt·ct h-.. tht priol"it~· appta1·s tu bt· tu dt·\·t·lnp 
iilt·ch.111 isms f 01· n· f i nanci 11r, i 11 i 411 id Im t put t'nt i a 11 y \"i abl t' f i 1·ms. This 
s11&r,•sts thtrt· is a nttd fu1· c. i;n·atly .. 11h.a11c£-d 1·0It· fo1· tht· dtn.lopmt·11t 
banks to act as 'ho1t(·St brokt-i-s' bt·ll."l't'll tilt.' public and tlw p1·ivalt Stctoi-. 
It also impli .. s dll tnhann·d t .. chnical and m;.-111.agt·mt·nt consultinr, cap<wit~·. fur 
succrsslul rt'habi I ital iun lh·pt·mls 011 cart·ful at tt•lll ion tu tc·clmical facto1·s. 
mad,.-tinr, .111d human rtso11rct· dt·\·tlupru .. nt. as i.-t·ll as 1·t·alistic fi11a11ci;d 
p1·u\isi1111. T.111::a11ia is pnsf-ntly litt.·r .. d i.:ith dt.-c·lict p1·ujt·cts that ha\·•· 
fa i I t·d I" t ak" account of t lu tot ,ti it y of bus i m ss t 111 t-rpr i st·. 
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CllAl''TIO:R 6 
'rll ,.: l'R Iv A'rI-: s1-:~-I"<-'R 

6.1 Introduction 

:\ majo1· imptdimtnt lo tht.· dtsign of app1·upl"ialt suppun to tht· p1·i\-~alt· 

secto1· and the p1·ivatizat ion p1·octss in gtnt1·al is tht.· f.tct that I ht· 11atu1··· 
and exttnl uf the private sector in Tanzania is largtly unknmm. Tht- ·Aurld 
Bank has done some pn:limina1·y 11.-u1·k in this an:·a but it is not cumplt.·lt·ly 
satisfactoq·. For example, tht World Bank estimatts that pri\·att fi1·ms 
gene1·ated '.>3 per cent of both value addt-d and •agt tmploymtnt in tht: 
manufacturing sector in 198).' Howe\·er. the1·t art.· strious discrtpancits in 
the statistics that purport to desc1·ibe pri,:att stcto1· activity. It •ould 
appea1· that o'rerall investment by thE- p1·i\·att sector •as d•arfed by th•" 
parastatal sector until around l'>/'.> when the pri\·ate st:cto1· o\·ertook the 
parastatal sector. This, of course, does not fit easily •ith the th£·sis put 
forwa1·d elsewhere by the World Bank, of •c1·owding out• of the pri\·att: stctu1· 
by thE- public sector.• The Bank suggtsts that, ei the1· the para I lel and 
unregulated market had de\·eloped to such an extent that it stimulated an 
in\·estment boom in the pri\·ate sector or. that the true cost of public sector 
investment is understated in official statistics becaust of the efft.-ct 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 t ht 
industrial stctor. 

In 01·der 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. 1 

6.2 The Tanzania National Challber of Comaerce, Industry and 
Agriculture 

Tht- National Chamber was establi3hed by tht Govtrnment in 1988 as a 
forum and think-tank to mobilize the private st:ctor behind the new E-conomic 
policies.' It prtsently has over 600 mtmbtrs. It has been possiblt to keep 
membership fees low - TSh 3,000 (US$ 16) - as a rt:sult of a grant US$ l 
million over three years from UNDP. 

The Govet·nment seems to see tht.- Chamber as a means of creallng 
awareness in the private sector of invt:stment 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, Parastatal s in Tanzania. p. 8. 

The Bank's presentation of trends in fix capital formation is unclear. 
Table A l1. l on p. 70 does not reconcile with the graphs on p. '>. World 
Bank, op. cit., pp. 5 & 70. 

See also, The Re&eneration of the Ianzaniar. f1anyfactyrin& lr1dystcy with 
Emphasis on A&ro-based Indystries, PPD/R. 26, 11• .June 1989. 

The old regional Chambers of Commerce still exist but have tM1ded to 
disintegrate through lack of resources and access to the authorities. 
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lu th. «••1Wntr.·i . .I ·.i .• hilitv ol tin 1•1"i••·l 111 tht· Uta: polic\· t·11\·i1.,llm•11I 
tht l"u\"t!"lllnt11!'s 1·nl•· is 1..., f,. limitul tu c1·t.tli11& tlat· u\"t·L1ll pulic\· 
lt.11•1t1t.•1rk lu1· ill\tslint·nt.· Tht 1'.h<tmht1· St·•~· its rult· .ts th • .t uf .u1 
i11ltnuuli.11·,· 1···spo11siblt· !01· itl•·11til~·i11b .1ml 1Jl"umuti11i~ pruj•·cts in th..-
pri\-.1lt· stclo1· both luc;ill~ ;u1d u\"t·1·s.-..s. It is pt·di.qJs unsurprising th.it 
tht· c:I1.11ubt·1· is t.1ki11L, , _-lost: i111t·rtsl in th•· appoi11t1ut·11t •Jf staff tu lht· 
11'1·_ It ... ts m.1d• .. -1•.tt" !u th,· l'~lllO mi!>.siun that th.- Ch .. uab...1· e:-:-i:p..-~·t..--d tht-ir 
m..-111ln·1·slair to ht. ,,.,.11 l·•·p1···st.11ltd u11 tht: ll'C .Hh-isu1·~· cullUllitl..-t:. This s.-.-ms 
clt!>.ir-.blt i11 urd.-r t11 .n·uid dupli<.·.ttion uf i11\·•·Slmt-nl (Jl·omotiun ac:ti'..·itit-s. 

Tl1t· 1:h.uuh•·1· St-tans tu bt· co11st ilut int, itst·ll .1s <• lobb,- 101· th•· 
indit,•nuus (African) Lusint·s!> ...-L .. ss •hid1 <tl tit. u.om..-ut is \"t:r,- smal I. 
E:-i:.-ilU(Jlt·!>. of lht· kinds of issuo:-s it is l ikt:h· lo c.11np.d&n on anc-: p1·t.·ft·1-.·11t i.11 
soft lo.1ns fu1· Af1·ic<i11s: tht.· pnJ\·isiua of stock opt iu11s {01· Aft·i...-.ua 
o:-Xt:C:lll i\·t·S o:-1uplu~··-d in .-\si<m and fun:-il,ll f inns: and pan i .. 11 divo:-slmt·nt uf 
p•t1«1statitl ass.·ts throut,h thf- form.ttion of juiut \'t.·11t111·t.-s tha! bu1..-fit 
p1·i\al•· .-\f1·ica11 i11t.:1·..-sts. 

6.3 IPP Liaited 

Tht· ll'l' Ll·oup u{ companit-s is th. la1·gt-st .-11te1·prist- 0•11..-d and m.tnabt-d 
L.,- i11dig•·11u11s Lm.:a11i.;11s. Tht: nM11agi116 di1"t·<."lu1· stan"'d tht· Lusin"'ss •ith 
Iii s It.'. i ( t·. i 11 l 'l 18. asst-rabl i rtL hall pu int pt:ns i 11 his s i tt i 11g l·uum. lit t hu1 
pru!Jl-t·ss.-d lo p.il"kin~ liquid d..-to:-1·g•·lll and wa:-i: pul ish. 111Jnuf..1cturi11g t issut.: 
p<1p•·1· ( i rsl b~ cu11\·t-1·t ing i.:<1Slt: p.apt-r tht-n p1-ucE-ssing pulp. lit: tht-n obt .. ined 
th£- f1·a11d1ist: tu botll.:: CocJ Cola in tht: :\rushJ Rt:giun. Subst:qut:"ntly. thE
pla11t h.:1s rt·ct:i•:t-d an .s1o:anl f1·um Coc<i Cola for alJ-1·uu11d pt·dunnanct·_ 

Tht- cu1:1p.u1y It.ts l"t.:Ct·ntly obtaint·d th.- lict·nst· lo ra.umf .. 1ctur., tuothp.tsl"' 
.. 1ml so.1p fn11n Culgalt- Palraolivt·- P1·uduct ion of tuothpaslt- is p1-..-st-nt ly 
l't:"Stl-il"lt.·d t11 putting paslt· suu1·c.-d f1·01n ~ai1-ubi into tub.-s but th..- C•>mp .. 111y 
is LH"ing f it·rc"' 1.:ompt-l iliu11 f1·01n pa1-..illt-l imports from Kt-nya. ioi'ht-11 t inetnct: 
is a\·di 1.1hlt· to p111·chast: tht• nt-c..-ssaq· plant. it is i11tt·ndt:d lo fonllt1l.st ,. 
us i lib I uc" l l y :>uu r.:E-d Last- llkt t t· 1· i al s and i raport t ht- fl a\·our di n·c t { rora 
Colg.ilt.-. Colg<ilt·'s Kt·nyan s11bsidia1·y .ilso • .. rnted lo t.-:·:port soap chips 101· 
tc1bltri11g in Tanzania but !PP insistt·d on maki11g soap from tallo"'. This is 
cu1·n·ntly iraport.-d as a result of th"' coll.apse of tin- mt-.tt p.tl"king imlustq;. 
Tl1t· insr .. tll.-d soap making capacity will suun L"' J to1mes pt-1· hour. Th•· 
company packages .1 rangt· of other- l."onsume1· goods and m.11111fact un:•s funti t ure 
and mt-l<tl pi-<JdUl."ls. A glass contai11t·1· fat:t()t-y is bt-i11g cumplt-tt·d lo mak.
bottlt·s for soft drinks and rlw bn·wt:1-y.J 

Tht· comp .. 111y considt·rs that domt:slic dt:mand is st1·ung and 1-ising bur 
1n-g3nizing distl'ihution in the nai-.tl .11· ... as is difficult. ';;hilt: t.-dmic.il 
I raining lo.'.t:> provided by !ht· f1-.mc!lisi11g company for nt-w t·quipmt-111. tht·rt· was 
feil 11, bt• .1 nt...-d fo1- t1·d111ici.t11 training in rd1 .. bilit.ition skills bt·fort• IPP 
"'uuld IJt· i11 .i position lo co11tt·mpL1!t· r..iking ov<·r any of tht· ru11down 
pa1·aslatal compdllies. Tlu·rt.· w.1s also a 1wt-d for manai"'mt·nt t1·aini11g. II was 
also suggt·slt·d thc1l lht- comp.rny could bt·1wfit f1·om advict· mt buying 
industrial t·•111ipme11t and how lltt-'Y mir,ht build up tht·ir own int"'rnal 
t•apabiliry lo do so in tht- futurt-. 

world Bank, ICJ8'J. W. pp. I ~3-IV•. 

Tiu· comp.any n·portt·d I hat tlw OGI. systt·m was working ~;moothly · it l.tkt-s 
3 days. The company rcr1uired US$ 1'>0,000 for (Mymt·nts to Coc.1 Cola and 
US$ I million pt!r a11:111m to Colgalt-. 



6.4 Tropical Foods Liaited 

This eompan•:. located in Dar-t-s-Salaam. •as \·isitPd in onkr to oht.-1i11 
some insight into the OpE'rat ional probl£-ms ot food proc.ss<u-s in Ta11::.-111i.-1. 
Tiu- first thing that •as \·er~· appan·nt •as tho- k£-v rolc- ot tlw ~IT in 
ensuring th£- continued operation of r-rh·at. ii1·ms. For t'xamplt. ;1t tht time· 
of the mission's \"isit. then· was·•, 1gar ,hortagc· in tlw Dar-c•s-Salaam 
region. Th£· ~IT •as responsible- for allot:ation b£-tween use·1·s. Ay,.•in. thc
<'omparw had benefitted from NORAD assistancc- in purchasinr, a juin· £-:-:traction 
plant on the- recommendation of thc· MIT. 

Second. food processors are hea,-i Iv dep£·nde-nt on monopolist i ,. pa<·kar,i ny, 
companies. The inadequacy of supplies of glass cont ai m·1·s had prompt £-cl t tu 
company to install a plastic bottlf' making facility but this typ£· of 
packaging "'as unacc£:ptable in export mark£-ts. Th£> m£·tal can manufact11n·1· 
would onlv suppl\· up to 1.~ kilo capacity cans. while the· export markt·I fo1· 
orang£· juiet.· normally re-quire-s 100 kilo capacitv drums. Third. the· dut\· 
drawback schemt- did not apylv to food proc£·ssors using local Iv m.1dt packaginr, 
mat£·riais. since' th£· schem£' only appli£'d to thlP prim.1rv f'Xport£·r. Sinct- t•o
thirds of the cost of canned food '"as in the- packaging this n-pn·st·ntul a 
significant loss in competiti\·c·n£·ss. 

Fourth. the-re still n·mained SC'\·ere problems with the suppl\· of •al£·r· 
and £-1 ect n cit v. This could be part i cul arl y damaging tor t hf- f nod pron·ss i ny, 
industrv it failures of suppl\· occurred during harvest p£·riods.' The· ~·ompanv 
claimc·d that on occasions it had achi£>V£·d 60-/0 pc·r C£-r1l capacilv utilization 
but. on an-rage·. it had only lx-e·n possible lo achie·n· 1'> p£·r c£·nl on·r tht· 
nar. ~fan.1g£>menl said that local demand •as sufficient to justifv nmninr, 
the· canning lines on a }11-hmir. thn·E"·-shift basis during harvf'st sc-asons if 
.111 inputs '"f'r£- a\·ailablf-. In addition to watf-r and powf'r supplv prohlc·ms. 
th£· comp:mv ,.,,s onlv n--n--iving ·rn tonnc·s of pn-·sen·ing sugar .1 month whil(· 
the·v nc-c·d JOO tornu·s for thn·c·-shift working. Labour fl£-:<dhility ... as not .1 
constraint on product ion. The· company rf'tainc·d 'JO pr-rmanc·nt <'mplov£·£·s .-md 
could clra• on up to )1111 casual •ork£-rs wtu-n raw matc·rial s11ppli£·s pc·rmillt·cl 
full capacitv opf-ralion. 

Ttu companv's managc·mt-nl hf'l i£·ved the markf't had ht'comc· signi t ic.1nt 1'. 
more· competitin· sine£- th<· int1·oduction of th£> iib£"rali7.ation programme·. It 
had c·ncour<1gr·d lhf·m to innoval< with disposabl<· packaging m.-11£-rials and m·w 
product 1 in£·s. Wht·n askf'd ."lbout wtwthc·r ttwy Wf'n· inlr·n·str·d in takinb ow·r 
;mv of I hf· parast at al canning firms. it did not Sf'c·m that ttwy wt·rr- ..icl i w·l v 
assc·ssinr, any particular companv. llowf've·r. it was indicatc·d th:\t thc·v might 
hf· intt·n·stc·d in a joint V<·nturf' arrangf'm£'nl or sub-cont racl ing p.·oducl ion of 
thc-ir t·~:cu;s dc·mand to c·nabl<· th£- company to c·xtf'nd its procl11rl rang<·. II 
w;is pointr·d out that with thc· currc·ntly pn·vailing commc·rcial intc·'"<·st rail· 
of 1J pt·r n·nt th<· company would E·xpc·ct a minimum financial rate· of n111rn of 
'>0 pE· r c£'nt on anv nf·w i n\'f·sl rnc-nt . 

l>u r i ny, I tu· mi s s i on ' s vi s i I 
failun· of walc·r s11pplif·~•

morn i np, was rot t i nr, i 11 I hc· 

ttw company hr1d CNISf'cl procl11rtion chu· lo ttw 
Fn·sh product· that had hN·n dr·liw·r1·d th:1t 

y;1rcl. 



6.5 Are the needs of the private sector different fro• the 
public sector? 

C:lt-;1 d y. it is dangti-m1s to st' Pk to gt,llt.' 1·a I i ;:£- on t ht- basis of very 
limilt·d t·Vid£-11Ct· fnua only two priv;1tt- st-cto1· firrJs. llowt-V£·1·. what •as most 
striking W•~'> tilt' tXttnt to which both comp.anit>s we1·e dt·pt:rtdt-nt on \·arious 
fo1·ms of go\·enUDt•nt rationing a1td monopolistic suppliers of intermediate 
go<Kls. Whe1·e tht·r£· an-· shortages in an economy either the Government has to 
intern·nt• and rat ion or the price of th£- shortage good rist.-s. From the point 
of \"iew of the consumer of intermediatt· inputs. whert· local production is 
highly concentrated and 111<>nopolistic. but wht-rt- dE-mattd by international 
standards is minute. it is unclea1· whether they a1·e better off i·elying on the 
pric£- mc-chanism to suck in imports 01· go\•enllRt:'nt rationing of what local 
supplit-s are a\.·ailahh. 

Tfw World Bank and the IHF's prE-ftrred solution is to rt:duce government 
intervention. to rationalize import tariffs. and to maintain positive 
interest rates arKI realistic exchange rate based on purchasing power parity. 
The price mechanism is then supposed to deal with problems of 'shortages•. 
Unfortunately this sc-t of policies does not allow for the political 
object in.·s of key de":ision makers nor their concern for maintaining social 
coh£·sion and political I egi t imacy. Put simply. politicians a1·e expected to 
be able to deal with shortages. Nor dot's it take account of thl' monopolistic 
power of many suppliers and producers that is a function of actual 
availability of inputs and outputs al 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 pres( rving sugar is available '.>n the 
world ma1·kH if no one is willing to deliver it to his factory. He exp£·cts 
the Government to do something about it. This raises some of the mo1·e 
general issues of the meaning of liberalization and privatization in the, 
context of a developing country such as Tanzania. 
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7.1 Iaport substituting industrialization and indebtedness 

In tlw ckbatt· about the- f;iilun·s of T:u1;:ani:;'!; imlust 1·i;1l i::;it ion pol ic\· 
most :1ttf'nt inn h.•s ht'f'n focust"d on tlw n1lt' of puhl ic 01o:nt 1·s11ip :111d tlu 
q11alit\· of public st-cto1· man:-1t;Pmt-11t. Rt•l:1tin·lv lit tit :1tlt·11tio11 h:;s httll 
paid to th£· undt'rlying pol ic\· of lmpon Subs! itut ion R:1st·cl Iml11sl 1·i:tl i::;;t inn 
( ISi) and I ht' impl ical ions of I h:1t pol icv for· Ii hr 1·al i ;:.1t ion aml 
p.-i\·ati;::1tio11. Th£· limitHI £·\·icknct- r,atlwncl on tlu p1·i\·.1tt stclor 101· this 
1·t·p<11·t 1«1ist·s somt 1·atht-1· disqni£·t int~ q11t·st ions about t ht· s11ppost<I 
'lih£ralit~-' of th£· policy flt\·ironm£·nl in •hich th< prh·att sti-to1· nptr·at•s. 

Tlw casts of illihti-alitv in an t·n111omv p11rsuinr, iml11st1·iali:::1tion 
throur,h ISi an·· str:1ightfo1·•anl. Tht' ch11.:1mics of an impon s11hst i1111 it•[, 
indust 1·ial izal ion pol h-~- an• out I im·d in Fir,11n· 1. Till' di:it;r:;m sho,...s clt:irh 
tlu· wav in •hich :-111 ISi polic\· cr£·alt-s its own shonar,£s ;;nd pnssun·s 011 tlu· 
a11t!10.-it ifs to intr·odun' disn·imi11;1tory tariffs aml. 11)1 im:1ttl\·. 1at ioni111; of 
i mpon l i co1s£·s. TlwsE· i 11 t tffn f'11co11rat;t· I ht· f,rm.-t h of sm111;t:I i nr, ;;ncl 
co1-i-11pl ion of t Ill- l i cn1s i II[, pn>ct·dtU-£ s. 

Figure 3: 
The dynamics of an import substituting industrialization policy 
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':.lhile it is not possible to .antlclp<!t.: the outcome ot tlw Pn-siclt··nt Lil 
Banking Co11111ission. there is an ob\·ious need for substantial imp1-on-ments in 
the capacity and capabilities of the DFls if they <lre to t.akr on prime 
lending responsibility for the rehabilitation of Tanz.ania industn·. 
Technical assistance is most needed in providing expertise in ev:1l11at ing tht' 
commercial viability of projects. Indeed much of the e\·aluation work is 
likely to take the form of consultancy to existing enterprises focusin& on 
business plans relating to marketing. production and human resource 
development. UNIDO could play a major role in this regard. 

Institutions such as the African Management Sen· ices Compam· (:\MSCO) 
and the Industry Council for Development Services ( ICDS) suggest themseh·es 
as sources of expertise in what amounts to venture capital management. Thr· 
DEG has also created an int~resting 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. 1 

7.3 Joint ventures 

There are a few joint ventures involving foreign investors operating in 
Tanzania. However. since divid~nds 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 bankability 
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 holder 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
cal led 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 
PRF.FUND company to assist in funding diagnosed rehabilitation ner-ds in 
Kenya. PREFUND is part of the Rr-habilitation Advisory Services (RAS) 
concept. See, The UNIPO Inte~rated Approach to Rehabilitation in Africa, 
PPD.168. 10 July 1990. 



n--r,u I.1 ton· <lf.l nc i e·s. Onct' mist ak£· s ha\"t> bet'n m..1de. it is notorious h: 
difficult to .--radical£- them bn:aust' p1·ec£-dn1ts han.' been established. Hence. 
it is imponant tlwt manpo•er and administrati\·e arrangements are de\"£·lopt'd 
am! in vL1t·e <IS soon as possible·. if Tanzania is to create a positin-
in\"estment <-11\·i1·onment that \"i£·lds optimum benefits for· the national economv. 

7.4 Experience of rehabilitation exercises 

Then• is rm• "'idespread recognition of the need for in\·estment in 
nhabilitatinr, existin& projects because of the> short-term requirements for 
immediate· im·ome. Exercises ha\·e to be focused both on the hardwan -
c<1pital equipment and financial stn1cture - and on the brainware - human 
r·t>sou ref' dP\"el opment . Thf' re is clear e\"i df'nce of failures of both ha rd"' a ro? 
and soft-..a1·e. P.1rt o( the fault. manv agencies argue. is that project 
funding has bH·n o\·erh· biased t awards hard•are and not enough at tent ion has 
be£·n paid to manar,ement de\·elopment. Local managPment styles have tended to 
oscillate from relaxed to authorital"ian as organizations lurched from calm to 
crisis. :\s a consequence. it has pro\·ed difficult to sustain financial 
controls and m..1intenance programmes ha\·e not been adhered to. Ne\·ertheless. 
Tanzanian engineers ha\·e a good reputation for being able to impro\"ise •hen 
machines bre·akdm.,,. 

It must also :,e bonw in mind that studies of technical assistance 
programmes in Tanzania ha\"e highlightf'd a general failurf' to dPvelop 
fndE'p£·ndent pa1·astatal companies that are capable· of self-sustairwd growth. 
~t the same time. almost all parastatals in Tanzania have been assisted bv 
donor·s t·ither in the preparatorv and pre-in\·estment stag£' or in actual 
project implE:·mf'ntation. This impli£s that in mam· casf's foreign technical 
assist<mcc· pPrsotmel must takf' <l substantial part of thf' blame for manar,erial 
failun·s in parastat<lls. Mon·over. as Ngowi points out. it is hardlv 
reasonable to E'Xpect Tanzanians to rush forward to assumt· full manageri<tl 
n·spon5ihilitie~ from expatriates "'ho mav earn more than 100 tim('s •hat their· 
local co1111tt·rpans f'ant. 1 In shon. it is \"ital to dr-sign rehabilitation 
programm£·s that discourar,£> tlw contirming df'pt'nctencP cf f'nterpriS('S on donor 
inputs and that adN[11.1te considf'ration is r,i\·en to thf' tr.1nsition to S£·lf-
rf' l i ant f'X i st enn·. 

Tt·cl111ical inputs to rehabilitalt· plants haw· genf'rallv been succt·ssful. 
For c·xampl('. SIDA has 1ssisted ""ith tlw n·habilitation of thf' Tanzanian 
Port land Cc•mf'nt Company bv funding a consulting comp<ln:v to manage the comp<lnV 
on a f j\·p - vt•a r cont rac t . Ot: t put has inc rf'a sC>d from l 00. 000 t onne.s Io 180. 000 
tonnf's. capacitv utilization is no"" av£•r<lr,ing around /0 p£·r cf'nt and the· 
companv is trading at a profit - TSh }f)q million in lq8/. AttPmpts to 
p<·rsuack the holding companv, Saruji Limited. to rationalize cement 
production and distribution '.11 thf' countrv ;1s a whole ha\"£ bN·n lt·ss 
s11cc(•ssful. So far S:lruji has nor product•cl a long-tf'rm financial plan ;rnd 
doubts n·main about the company's ahilitv to contimw thf' l"P-inv£>stmf'nt 
p1·ogrammt· whN1 Swedish aid E'ncls. Both thf· TIB ;ind the· TDFL an involw·d i11 
thf' loan financing of the companv. 

S(·t' D. Ngowi . .January 1989, ~<;tJtals jn Tanzania: An Asscssmrnt. A 
study commissionf'd for lJSAil>/Tanzania, for a fullc·r account of tf'chnical 
.:1ssistar1cf· in parastatals. 
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.\11othtr rt.·h.ibilitdlinn p1·c>jtc:t '-:ltic:h h.as bt.·t.rt ltu1dtd b'. SI!··.\ t::r;::::!. 
Tll:j .;11d TDFI. i~: Z.111;a ;1:: Kilimu. ;1l1 .1~,ri,·1dt11r.al toul:-· n1111p.t11\·. ill :-lht\·,._ 
This has ht.·•·ll l .. ss s11c<:t·ssful. 1·.1ur11i11~, .1 t r.1dil!~·. luss ••I 11\·, 1 TSh 111 

milliull ill 1'18/. :\llt·mpts 111 rt·str11.-tu1"t· th, fi1i;11ll·i11r, 111 th• «11111p.a11\· .a11d 
stc•l l ul f surplus m.1chi11•·1·v ;1rt .:11ri·t11I h· st.ii lt·d i11 th.- huldi11:-, <"<•mp.all\·. t l1t 
~;ti io11.d llt·\"t lopr:: .. lll l'.orpo1·;1t io11 (:\L>i:). SID:\ h.1:; .dsu li .. n in\<il\·td in 
1·t:h;1hilit.1tinb th•· cu11stilt1t.·11t comp;11iit.·s ul T.111::.111i.1 l--:.1r.il.1si :\ssu«i.1t.d 
[11. 1s11-it·s (TK.~l)_ Tht· ~~1·oup's liquidit~· has ht·t.·11 t·rudt·d h~· tht Cn\"t.lilll1t11l's 

Lliltfft· tu p;1\· its lh·bts tu thtc· ti.;u 11pt·r.1l i11~~ cump.a11i.-s. 1'1·i11tp.1k .111tl \!'1:. 

i.-hich print tht En~)ish l<ttl[,llabt· 11.-,.-sp.1p.-1· <1ml th.- !'art\· Kis,.-.tliili 11.--1..-!;p.11••r. 
SID.:\ has nut i I it·d l ht· MIT I hat i I i.-i 11 i.-i l hd1«1w support I 01 I ul"l l1t·r 
1·d1ahi I ital io11 u11lt:ss dd>ts a1·,. paid. Th. third l"Pmpa:1v in th•· ~~l"l!llp. Kil"'-
whi.:h 111.1k•s p;r.:kabi11i; malt·ri.ds is up.-1.11 in[, pn>I it.1hlv !lilt suf (.-1·s I rum 
pt·rimlic shu1·t.1bt.·s ol i.-att.·r aml ,.-.islt.· papt.·1· at i Is p<q.J.-1· mi i I. 

Sll>:\'s •·Xpt·dt.·n<:tc with [umli11b 1·d1.ibilit.tli1111 projt<·ts suhi~•·sts th.II 
par as I a I al hu l di llf, .:umpa11 i t·S i 11h i bi l l"t· ( u nn pro~~l"illlllllt"S. Tltt :.:11 rl d B;111k u•t· s 
[urtht.·1· .111d rt·cunmtt·mls dissol\·ing .tll holding companit·s. '.Nhilt.· lh•· 
l;o\·t· rnm• n t 1·t .: ug11 b:t· s I h..- 1·t· is a Ill t·d l o i Ill' l"t-<1 st· l lit· all! onumv of pa Lr s I ;i I a I 
op..-1·d I i nb cump;u1 i t.·s and t"t·du.:.- pol i I i c.d • .::.ml .idm i 11 isl rat i -.-,. i 11l ..- rf t· r.-11,-... it 
n·mains tht· cast· that St·clo1·al pulil'y has lo bt· 111au;1gt·d. l;in·11 !ht 
lik..-lihood o( co11tim1i11g sho1·tagt:s and i11lt.1str11ct111-.- f.til11n., this Litt•·!" 
.:onct·rr1 is 1m<ltrsta11dablt· but sugb.-sls a mon· (ocllst·d 1·r~~ulato1·y n>lt· for th.-
HIT. Tht.· 1·tc·lationship bl.'llo.'n·11 th..- MIT and tlw i'L11111i11~; Commission lo.'ill also 
ha \"t· t o b.- ...-o 1· krd out . 

:\s st ... ms likt.·ly. tl1trt· is going lo ht .i co11tiu11i11g llt-.·d (or lt·cl111ical 
assisl.111ct· in suppu1·1 of ind11st1·ial t"t·habilit.1lion. it is \"t·ry import.1111 that 
tl1t· NIT dt·\"t·lops a11 t·11ha1Kt·d capability to t·flt·cl ivt.·ly t·valu<tlt· do1101· 
p1·opos•ils. !'.NIDO m.iy bt· ablt· to .issist i11 this rq:,anl. Otht·rwist· 111;111y of 
tht· mistakt·s i11cu1Tt:d i.-ht11 projt.·cls wt·r•· origi11;tlt·d i.-ill bt· n·pt-<1t.-<l. Ill 
pa1·ti.:ular. it is .-sst·11tial th.ii co11tL1cts should ht· lit·d to slalt-<l .rnd 
snstai11ahlt· objt·<:tivt" .. Whilt· it may ht· t·Xpt:dit·11t. in tht short lt:nn. to 
1· .. ly 011 donors to cov..-r rt'c11rn·11t costs and maintt·n.111<:•·. ill tht· long.-r lt·nn 
it lo.'i l l mt·L·t·ly rt:pl icalt· past prob! t·ms o( dt·pt:11dt·1K"y. 

7.5 Manpower issues 

It is gt·m·rally <1g1·.-t·cl that tht·1·t· art· pn·st·11tly vt·ry ft·lo.' "L1111.a11ian 
industrialists. C:lt·ady rt·h.ibilitatio11 aml priva1izalio11 implit·s .1 mas~;i\·•· 

manpolo.'t·r clt-n·lopmt·nt programmt· i11 suppon of t!llt'f!•r·ist·:> th;rt an· lt·ft to 
ftnd for tht·mst·lvt·s in a libt·ral markt-t. For t·xamp!t·, tlw World ga11k i11 its 
ci-it icisms of the wt·ilk i11fonnat ion aml an·ounl i11g systt·ms prt·valt·nl in tlu· 
parastatal St·cto1·. obs .. rvt·d that 011t· of th•· lmttl1·11t·cks ill 'lllY t·ffort to 
improvt· incl1.strial <·fficit·ncy lo.'as tht· shortagt· of tr;·ii11t·d ;H'l"o1111tants. Tht·rt· 
Wt·rt· only Jl1'.i ;111thorizt·d i1lldito1·s amt 18) ;111thoriz1·d ·•l'co1111L111ts i11 l'llH1.' 

A varit·ty o( projt·cls havt· lwt·n 11mlt·rli1kt·1; 011 clifft·rt·nt aspt·cts of 
md11powt·r clt·v1:loprnt·11t. i11 Ta11za11i.1 hy donor ar,1·11ci1·s hut lht·rt· would .1ppt-.ir tu 
havt· bt·t·11 I it t lt- intt·r-agt·ncy co-onli11ilt ion i11 tlu· past. M;iny o( tlu· 
bt'11t·f i Is of I 1-;dning havt• bt·t,11 lost as a 1·t·s11I I o( pub! ic s1·ct or 
orga11izatio11s distributing trai11i11g opportu11itit·s a~; ct (rini~.- ht·nt·fit for 
poorly paid staff. In ;111 i11cliclrnt·11t of t r;ti11i11~~ t·fforts by lt·d111ic.d 

World Bank, l'J88, l'ara~Lalab j11 Ta11z,111ia. pp. Hl-11. Tiu· 
mort· than 100 parastatals wt.·rt· mon' than two yt-.1rs ov1·rd11 
l)(•(Wtt'll 198)-8! <lllcl l'Jfl'1-8(i, 
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.;ssist.mc• P•T~;u1111tl i11tt·1·\-it·1o.'td. 11111\· ">8 ur I/ p.:r <"•Ill it;i<l .111\· 
r•spo11sihilit\· for tr;1i11iq·,. local st.di m.i11po1o.·1r 1ft.nloprnt11t or i11stit11tic>11 
lmilcli11r •. Tht· s;1111t \lli{()lt: stud\· ;ilso fo11r:d th;tl (i\ p.1· c.11! of :.chni<·.d 
;issist.met· pt1·sn1111t•l lo"t·t"t· filli11~; jol.•; fo1· \.>hid1 tht·l"t· 1o:;;s loc;d m.mp01.:t1· 
.;\·ail.1blt but pa1·;;sL1Lds lo"tl"l· p1·u·l11d,cl from ofi(r·i11!; tht· t·,oi11,.-, 1·.;1,. 
1'1·i\·;it i::;it io11 mir.ht }i,. t-:·:ptctu! to imp1·11\·•· this l111s;1t isL1cto1·\· sitn.il in11. h11r 
F<ll"ss ..t. al. ;,n pn1h;1i>I\· urnkn·stimati11,>; \.:icf..spn·,;d nprt·sst·d d(m;;mf for 
hit)• I• n· I ma11pll1o.'t:· r. 

Sc::nt: .;u-11cit·~; an maki11r, mon·s to1o·anls support i11r, m;u1agt·mn1t t1·;1i11i11r.
l"S:\ID .:·:q)(·t·i111ct· of off.:·1·i11g tlo"o n·;11· 11nin·1·sit\· lt·•;t·I tr-.ii11i11g in m.i11o1.';•mt.11t 
s11gt;tsts that tlu. p1·i\·;it• st·cto1· is f,t·11t-1·all\· 11111'.'illinr. to l"t·lu;s; staff for 
lu1r,th"· pt·1·iods so that loc;d manar,•mt-11! d1\"t·loprnt·nt pr·ovisiotis art· mor, 
.1ppn>p1·i;tlt. l:S.\l() is pn·sH1tl,,,- dc;ip!i11~~ ;1 pror,camm(· lo ;1sstss som•· of tl1t 
11·aini11t; 11H·ds of th(" p1·i\·,1tt· st"Ct<)l" and ch-\"t·lop co111·s1-s th1·011!-J1 tht· Fandtv 
of Commt·ret· and th(· t:H1tn- o( r:o11timii11g Ecl11c.;tio11 of till· r11in·1·sitv of ();11·

t·s-Sa l aam. 

:\t tht· pn·s(·nt t im(·, tl:~-n is ;1 stro11y, casf- to b1·· madt· fo1· th(· 
t;o\·f·r11mu1t '"ith tht· s11ppon of l:\DP. l"'ill>O. !LU and otht-1· 1· •. 1,-\·;;111 
i11t;:·rn;;t lOlli1l af,f·ncit:S to d1·a'" t1p ;\ IU<tllpOWf-t" dE-\"f-lopmcnt programmf- ill support 
of mon·s towanls lib•·ralization and privatization. This programmt· could tl1t11 
bt· 11st-d .is a basis for co-onfi11atinr, a donor· co11ff·rtnn· to orr,anizt· c-:t·c11tior1 
of thc· p1·of;rammc-. 

7.6 Support for the Investment Proll<>tion Centre (IPC) 

Tht·n· is an uq~c·nt n·<p1inmt-11t for· s11ppon for t·nhanci11r; tlw cap;;citv 
and capabiliti~s of the· !PC:. Staff rn:·E·d to hr trainf·cf in tht· ;;pp1·()pd;1tt 
ap1>1"aisal and m·gotiatinr, skills. :\ lf·gal acl\·isrr 11~t-cls to he· .1ppoi11tHI to 
the- (H1tn·. St-nior staff wmild bt-11t·f1t fnim a studv to111· of s11cct·ssf11J 
inn-s!mH1t pnimotion agrncirs in ordE-1· to familiar·izc· thf-• f·lve·s with 
appnipriatt· i11tc·r11al manar,f·mrnt arr.1nge·mu1ts for promo! ing inn·stmrnt md 
support int; t·xist inr, inwstors. 

Othc·r at;t-11cic·'; cc·ntralh· im:oln·d in inward inwstmH1t also 11rgc-11rh· 
n·r111irr staff traini11r; inputs. For c-:~amplt·. me·chanisms for can·hd and 
st:nsitiv1· mo11itori11j~ of transff·r pricing 11e-1-cl to hf intn>dncul. Pn:s11mablv 
thf· BOT has r(·spo11sibilitv for this activitv. Tht- various ki11ds of 
agrH·mc·nts involv:11,~ fon·ign 1·:-:cha11gc· tra11sactions - royaltv agrH-mu1ts. 
lf·chnolor,v lict-nsi11,>; and m;u1agc·mc·nt 5(,n:icf's contracts - all n·<piin· 
c·val11atio11 am! monitori11r, bv the !PC. Again it is vital that tht· division of 
rc·spo11sibilitv for thf' control of pavme·nts is '"01-krd out bc·twN·n the· ct·11tral 
hank and thE- !PC. Extc·rnal t1·ch11ic;tl assistancE· is nquin·d to e·Xiltninr· tlu· 
training nH·ckcl and i11stit11tirmal dc·\·c·lopmt·11t n·rp1ir(:cl to s11pport th(· new 
!PP. 

St·t· K. For~;s 1·t. al .. l11m· 1'18/, Eval11.itjor1 of the· l·:ff(·ctivt-l!!'fi:; of 
J'(·d111jc;t! Assj st ann· l'PrsonrJ£l. St 11dy commi s~;i oru·cl by NORDIC: Count ri (·s. 
Also S.M. Wanp,wE· I'!. al., Se·pte·rnh(·r 1'>8'>. !fal!iti,:(·mq1t Contracts ,ind 
TransfE·r of Skills. St11dy commis~;iorwd by th1· Ta11za11ia lnv(•sim1·11t P,;111k. 
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l.ist ol principal organizations, companies and individuals 
contar.ted during the UNIDO mission lo Tanzania, 

December 1989 

Organization/company 

I. Govcrllllenl departments and parastatals 

'.-ti11istn· uf l11dustt·y a11d TL:1dt• 

'.·l;.,istn· uf Ag,1·icultur1.· t:.. Li\"l·stuck 

r. 't 1 upnit-dl 

Tht- l' Lrn11i116 Cu mm i ss i 011 P 1·1.·s i 1..h-11t 's 
Of ( i ct 

Ba11k u f T<111.:a11 i a 

>;dtit111,.d Cltam!Jt-r u( Curnmt.1·c•·. !11tl11s11·v 
aud :\g,:· i cul I urc 

Ta11z;;r1ia l11\tsl1nt11! f);i11k 

Ta t1i/111y i k.i 01._-n I u p1111. 11 I Fi 11<111u· 

C:o111p;111y Li mi It. d 

Tctr1za11ia l11d11:-;trial S111di1.·~_; ,111d 

a11cl <:ow;1il ti llt, Orunti zat i 011 

II. Private companies 

11'1' l.imi t t.d 

K . Av• ()Cy l 11 t I rr Iii t i ()Iii! I Lt d . 

Tropical Foods Lirni tf·d 

lndividual(s) met 

J.l;. H1·una. St·11iu1· 

l11dustri.1l Ecu110111i~,t 

l,i. Nhin.:.i, :\ssistc111l 
Cun1111i ss i 0111. i·. l' L1111ii11h ;,Ill[ 

:·ta r kl· t i 11& 

R. :-t11ag,<rn1a. Dqiut) 
l't.·rm;,rn 11l St.·<Tt.'tar\· «llll 
Ot.puty St.crt-tary 

L.11. :·tki I a . !·Iii 11ag,t· t" • 

l·.:d c n t<tl I.)( bt l)( p<1 l I 111t 11 t 

M. :1bumlla. :·lall<•t,•·I. 
I::.;t ( l"lt<.d Tr<itlt Ot. p<irt me 111 

!',.C. :·lv:1.11d.i. E:..:1·cut i\t 
Dinctur 

'11.:\. :-!L1ki. Di 1·(·ct ·n· 1Jf 
l'rojtcl S11p1.n·isio11 

J.L. Miihurna. :-1<u1;,u·r. 
Tt·ch11ical :\:;sist;i11ct 

fh- p<> l"t nll 11 I 

M. Zt.·11k1·r. Di lt·ct ul ul 
S pl c i a I :·! i :; :, i rm 

-J • E . :·!:;" k i . Di rt , ; , , I" • 

I..> i \"[ s i Oii <.f EllI; i II< l Ii 111; 
<:011s1iJ I il!H'Y 

W. !fa) t.·kia, l>t-pul y l·la11at~i 11g 
Diru:trir, Commt·rci<1l 

ti. N. Y.i dii, !fanagi 11g Di rc·cl or 

K.D. Tri1mtlti, C:1wr<1l 
Ma11i11~1· r 



Ill. 1-:abassy and development co-operation representatives 

Bl"i t ish llihh Cu1111uissiu11 

S•Hlish I11lt·n1.lt inual 
Lh·\·t·! upmu1t A!;t:m;y 

Uuited St.:Jtes uf .:\met·ica Age11cy fut· 
Int C' n1a l i oual Devt: 1 opmt.-nl 

World Bauk 

Comruom.·eal th Developmc:nt Corpot·at ion 

Deu' scht> Fi 11<.inz it' t·ungsgese 11 schaf t fur 
Be· t t· i 1 igungen i 11 Entw ickl ungs lande rn 
Gmbll (DEG) 

R . .1. Sruith. Fin;t Stct"l'l<tt·y. 
(Developmt:lll) 

C. L•·ijou. Se11iur 
Prog;:a1D1ut· Offict:r. Industry 

D. Ngm.;i. Economist 
P. Hjel t 

D. Phil lips, Econombt 

N.C. Paym:, Rt:presentative 

W.P. Dillet·. Regional 
Managtr 

IV. Mission from Industry Council for Development, New York 

Industdal Council for Devt!lopment 
Dit·ector 
New York 

Uni 1 evt' r Pi c, London, UK 

Packages Limited, Lahut·e, Pakistan 

W.W. Simons. Executive 

G. Jones, Member, Overseas 
Regional Management 
Uepartment, Africa ar~ 
Middle East Group 

T. llamid. Directot· and 
General Manager 




