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PREFACE

The UNCTAD Investment Policy Reviews are intended to help countries improve their
investment policies and to familiarize Governments and the international private sector with an
individual country's investment environment. The reviews are considered at the UNCTAD
Commission on Investment, Technology and Related Financial |ssues.

The Investment Policy Review of the United Republic of Tanzania was initiated at the
request of the Government. In preparing the Review, UNCTAD received the full support and
cooperation of the Tanzania Investment Centre, the Zanzibar Investment Promotion Agency, the
Ministry of Science, Technology and Higher Education and other Government ministries and
agencies. The views and experiences of the private sector, both foreign and domestic, as well as
those of the international donor community and the development agencies represented in the country,
were taken into consideration in the preparation of this Review.

The report was prepared by a team, led by Khalil Hamdani and @mprising Tafferre
Tesfachew, Zbigniew Zimny, Joseph Mathews and Menelea Masin, project officer. UNIDO
members of the team were Mithat Kulur and Felix Ugbor. Experts from outside the United Nations
included John Firn and Stephen Young. Roland Brown, Jagadeesan Jegathesan, Erich Supper and
Marcel Namfua also provided inputs. Dinh Lang provided research assistance and Deborah Wolde-
Berhan provided production assistance.

This Review was undertaken within the context of the Joint UNCTAD/UNIDO Programme
on Investment Promotion and Enterprise Development in Africa, with the financia support of
UNIDO and the United Nations Development Programme.

It is hoped that the analysis and recommendations of this review will contribute to an

improvement of policies, promote awareness of investment opportunities and serve as a catalyst for
increased investment into Tanzania.

Geneva, December 2001
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Key economic and social indicators

Indicator 1998 1999

Population (million) 32.1 32.9
Gross domestic product (billions of dollars) 5.7 6.5
Annua GDP growth rate (per cent) 4.0 4.7
Inflation (per cent) # 12.8 7.9
GNP per capita (dollars) ° 240 260
GDP by sector (per cent): 100.0 100.0
Agriculture 45.7 44.8
Industry, of which 14.9 154
manufacturing 7.2 7.4
Services 39.4 39.8

FDI inflows (millions of dollars) 172.2 1834
Exports of goods and services (per cent of GDP) 13.3 135
Imports of goods and services (per cent of GDP) 27.4 25.5
Gross domestic investment (per cent of GDP) 15.0 17.0
Poverty line (per cent) © .. 51.1
Human devel opment index ranking ° 156 140
Adult literacy rate (per cent) 73.6 74.7

Sources: World Bank, UNCTAD, and UNDP.

& Consumer prices; b Comparative 1999 figures are $490 for Sub-Saharan Africa and $420 for low-income countries;

¢ Per cent of population below poverty income line in 1991; 4 Out of 174 countriesin 1998 and 162 in 1999.
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INTRODUCTION

The United Republic of Tanzaniais fast becoming a foreign direct investment (FDI) frontrunner
in Africa As market reforms reached critical mass, Tanzania received a billion dallars of investment
inflows in 1995-2000 compared to only $90 million during the preceding Sx years This is a
commendable performance for one of the least developed countries of the world and an economy that
was centraly planned and closed to FDI not long ago.

Tanzania is dill a new entrant in the FDI fidd. Improvements in the investment framework are
recent and ingtitutions for FDI promotion are new. The FDI so far has only trickled in just one sector,
mining, but the lesson is clear: when locationd assets are packaged in “the best of its kind” investment
regime, investors will come. Unexploited potentid for further investment extends from mining through the
services sector, to agriculture and small-scale manufacturing. The challenge now isto push FDI to new
frontiers, achieving higher leves of invesment inflows and increasing the scale and scope of benefits
from FDI. What the Government can do to take up this chalengeisthe centra focus of this report.

Tanzania has made tangible progress towards establishing an open and increasingly transparent
and consigent legd framework for FDI. At the same time, the continuing process of policy change has
made the 1997 Investment Act increasingly dysfunctional and it needs replacing by a new, modern act
reflecting current conditions indde and outsde Tanzania Other areas needing attention include:
commercid and contract law; labour laws, competition law and the review and improvement of the
incentives system. Updating regulations in sectors such as fishing and tourism could facilitate FDI. The
Mining Act of 1998 and accompanying incentives are an example of what good regulation can do to
encourage increased FDI inflows aswdll astheir beneficid effects.

As a short-term drategy, the Government should continue to focus on immediate FDI potential
in mining, utilities and tourism. Current exploration in non-gold minerd reserves indicates that FDI will
continue in mining, while FDI in utilities and other infrastructure services will depend on the follow
through of privatization efforts. Mgor FDI inflows in tourism are congtrained by infrastructure but there
are short-term opportunities nonetheless. Focused targeting of investors by both TIC and ZIPA would
help redize this potentid.

At the same time, the Government should address the long-term challenge of meking Tanzania
an atractive location for FDI in Eastern and Southern Africa The internd market, though rapidly
growing, is smdl. Infrastructure is meagre. The labour force is unskilled, and its competitiveness
threatened by rdatively high wages and HIV. The private domestic enterprise sector is fragile.
Overcoming these wesknesses will require continued support of the internationa community through
bilaterd and multilaterd ODA. Debt relief from multilateral sources such as HIPC, for which Tanzania
has become digible, or bilatera sources, will aso help. The broad types of actions to develop
Tanzanid s locationd advantages include the following:

Completing the privatization programme, especidly in the aea of utilities and other
infrastructure. This will bring additiona FDI and, if implemented properly, should improve
infrastructure and reduce the cost of doing business.
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Improving infragtructure. In addition to privetization, new investments should be encouraged in
infrastructure through financid nstruments such as concessions and BOTS, this will require
aopropriate legidative framework. The successful experience gained with Kilimanjaro
Internationa Airport should be applied more widdy. Condderation could also be given to the
creation of indudtrid parks and multi-facility economic zones.

Expanding and consolidating international market access, including through regiond integration
within EAC and SADC. Explaitation of the SADC market would require improvements in the
trangport infrastructure n the southern part of the country. New preferential market access
opportunities, especidly under the EBA and AGOA schemes, should be explored as to their
potentia to attract export-oriented FDI into manufacturing and agriculture.

Enhancing competitiveness of human resources. Maintaining competitive skill/wage ratios
requires attention to worker productivity and training, and adapting labour laws and the
education system to the needs of the market economy, thereby addressing the high cost of
labour and deficit of skillsat dl leves.

Building a dynamic private enterprise sector by redirecting the focus of technology policy and
ingtitutions to the needs of enterprises. These are essentia conditions for enhancing the long-
term technologica impact of FDI, including through linkages and technologicd learning. The
restructuring and strengthening of existing technology support inditutionsis a priority.

In the short term, these challenges can be partly overcome through carefully packaged strategic
thrusts in sdlect areas of investment opportunity.
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CHAPTER |I. FOREIGN DIRECT INVESTMENT: TRENDSAND IMPACT

Foreign direct invesment (FDI) is on an upward trend in Tanzania, as the reforms initiated in
1985 gppear to have begun to firmly take hold. Pogtive impacts from the initid investment inflows are
a0 beginning to be fdt. On a sure footing at last, Tanzania should now keep pace with the FDI
frontrunners of Africa

A. Trends
1. FDI szeand growth

Tanzania is a new entrant in the FDI fidd. Its efforts to increase the role of foreign direct
investment in its development nomindly date back to 1985 when Tanzania decided to initiate the
process of trandtion from a centrdly-planned economy to a market-based economy. The process
focussad initidly on the liberdization of the trade regime within the Structural Adjustment Programme.
However, for a number of years reforms were rather dow. In addition, in the early 1990s growth was
duggish and inflation was high. Only in the second hdf of the 1990s, when the economic Studtion
improved, the privatization programme began in earnest, market-oriented reforms reached critica mass
and sound foundations for an enabling framework for FDI were put in place, did foreign investors
respond. During 1995-2000 Tanzania received a tota of $1 billion of FDI compared to less than $2
million during 1986-1991. On an annua bag's, from 1992 on, when the inflows increased to $12 miillion,
they began to rise fast, to $50 million in 1994 and to above $150 million in 1995. In 1996, FDI inflows
dabilized at the high level of $150 million and continued to grow, dthough at a dower pace, reaching
the level of $193 million in 2000 (figure I.1). Thisis a remarkable acceeration, for a country that was
receiving zero inflows just ten years ago.

Figurel.l. FDI inflowsinto the United Republic of Tanzania, Kenya and Uganda, 1970-2000

300

250

200

150 /L4 /
100

-50 -

- r R T S S v B - R r
S8 3585585558 RReEBER88EBBRBBBEERS
—e— United Republic of Tanzania A Kenya ------ Uganda

(Millions of dollars)



Investment Policy Review of the United Republic of Tanzania

The accderation of inflows between 1992 and 1996 improved considerably Tanzanid's FDI
performance rdative to other countries, including to neighbouring countries with which Tanzania may
compete for certain kinds of FDI. Tanzanids share of FDI inflows into least developed countries
(LDCs) doubled from 2.7 per cent in 1991-1995 to 5.3 per cent in 1996-1999 and that of inflowsinto
Sub-Saharan Africa more than doubled, from 1.5 to 3.3 per cent in the same period (figure 1.2). After
1996, dthough growing in absolute terms, inflows into Tanzania did not keegp pace with the inflows into
LDCs or Sub-Saharan Africa and Tanzania lost some of its position achieved in the mid-1990s. On an
annud basis, these shares were the highest in 1995 and decreased dightly by 1999.

Figurel. 2. Shareof Tanzaniain FDI inflowsinto LDCs and Sub-Saharan Africa
(Per cent, average for five-year periods)

0 I—— T T

Average Average Average
1986-1990 1991-1995 1996-1999
-2
O Share of Tanzania in FDI into LDCs B Share of Tanzania in FDI into Sub-Saharan AFRICA

Comparisons of Tanzania with Kenya and Uganda, the other members of the East African
Community (EAC), show a very differentiated picture over time. From 1970 until 1991 the EAC
countries received some $757 million of tota inflows, 90 per cent of which went into Kenya. Nearly 10
per cent went into Tanzania while Uganda hardly received any inflows. The picture changed during the
1990s with an improving performance of Tanzania and Uganda and a deteriorating performance of
Kenya (figure 1.1). Uganda — dightly ahead of Tanzania — was found by the World Investment Report
(WIR) 1998 to be one of the 7 best performing countries for FDI in Africa (during the mid-1990s).
Keeping pace with Uganda, placed Tanzania close to the African FDI frontrunners. By 2000, both
Tanzana and Uganda outperformed Kenyain terms of FDI stock.

In relative terms, accounting for differences in Sze of countries in terms of population and GDP,
Tanzanid s performance aso improved considerably between the first and second haves of the 1990s,
In some measures even more than in absolute terms. In 1991-1995 Tanzanid s inflows were comparable

! Frontrunners were defined as countries having four FDI indicators higher than the average for developing
countries. Theseindicatorsincluded absolute FDI inflows and inflows relative to GDP, GFCF and population for
1992-1996 compared with 1987-1991 (UNCTAD 1998, pp. 178-179).

4
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to the average for LDC in terms of inflows per $1000 of GDP and were much below the LDC average
in terms of inflows per capita and as per cent of gross fixed capitd formation. In the second haf of the
1990s, on al these measures Tanzania s performance was superior to that of an average LDC (table
[.1). On dl measures, it did not exceed the average for dl developing countries. Within the EAC,
Tanzania has caught up with Kenyas head start on FDI stock. However, relative inflows indicators for
Tanzaniaare dill below those of Uganda, M ozambique and Zambia

Tablel.1l. Tanzania's FDI performance compared to selected countries during the 1990s
(Dallars and percentage)

ABSOLUTE PERFORMANCE RELATIVE PERFORMANCE
FDlI inflows FDI EDI inflows FDI inflows FDI stock
per year stock per capita (Dollars)
Country Millions of dollars Dollars Per $1000 GDP As per cent of Pe.r Per $1000 GDP
(Dollars) GFCF capita

19911 19964 1990l 1905 1999| 19911 19961 19911 19961 19914 19961 ,q99 1990 1905| 1990| 1900| 1995| 1099

1905 1999 1995| 199 1095 1999] 1005 1999
United Republic 46| 165 93 325 o871 16| 54 od 225 44 136] 138 3.6 109] 301 220| 659 1124
of Tanzania
Kenya 13 34 673 736 873 05| 12 15 32| o8 19| 26| 286 270] 20 789 s1.qd 832
Uganda 54| 182 4 272 rooo] 29| 89 1.2 28 6.9 180 224 o3 144] 474 10| 4a7.9 1576
Mozambique 2] 184 42 202 936] 20| 9.7 149 ass| 7.9 257] sse| 29 116] 489 166] 84.9 2319
Zambia sa] 171 087 1256 1941l e8] 197 16.d 401 109 124 117 136.4 153.3] 216.9 300.3[361.9 5836
East-African i ]
Community 98| 400 719| 1210 2800] 16| 59 7.1 193] 37 115 196 13.3 100| 401 468| 70.4 1346
LDCs 1748] 3570 8273| 17014] 30580] 32| 5.9 104 173] 6.0 64 7.9 164 203] a7.d s00| 95.d 1420
Developing
countries 80'789| 187557| 487694| 849:376| 1740380] 185| 402 173 304| 6.2 114] 13.6 118.9 180.8| 364.9 126.2| 153.6] 275.2

Source:. UNCTAD, FDI/TNC database.

2. Formsof FDI

Since 1993, FDI inflows into Tanzania took predominantly the form of greenfidd investment in
Spite of some participation of foreign investors in Tanzanid s privatization programme and afew cases of
acquigtions of foreign filiates by foreign investors. But foregn acquistions gave an initid push to
increased FDI inflows. For example, in 1993 the totd vaue of these acquisitions was higher than annua
FDI inflows while in 1994, the third year of FDI growth, it was till one quarter.? After that, the share
fluctuated between 1 and 14 per cent annudly. Overdl, during 1993-1998, the share of foreign
acquidtions in FDI inflows was above one tenth. But it could increase when large privaizaions of
utilities such as telecommunications take place.

3. Didgribution by sector, industry and country of origin

Systematic data on the industry and home country breskdown of FDI in Tanzania do not exist.
Avalldble information, indluding the lig of mgor foreign affiliates in 2001, the data on FDI projects
gpproved by the Tanzanian Investment Centre (TIC) during 1990-2000, and FDI deals during 1997-
2000 give some indication on where the investment goes and by whom it is undertaken.

% Source: UNCTAD 2001, p. 123.
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The largest sector for FDI is mining and the largest angle indudtry is gold. At the end of 1998,
total cumulative FDI in mining was estimated a $370 million.® This suggests a share of mining in total
cumulated inflows of above 50 per cent. Although sectord and indudtry didtributions by vaue of
investment projects and FDI flows or stocks are unavalable on a systematic bass, the picture is
somewhat illugrated by total investment* of mgjor foreign affiliates, most of which were established
during 1997-2000 (table 1.2). The sectord composition of the largest projects, based on total vaue is:
mining (65 per cent), services (19 per cent) and manufacturing (16 per cent). This data underestimates
the share of the services sector, because it does not include severd large foreign banks present in
Tanzania (box 1.2). Thus, services are the second largest sector for FDI in Tanzania, mogt likely, much
more ahead of the manufacturing sector than it appears from table 1.2,

Tablel.2. Major foreign affiliatesin Tanzania, 2001
(Total investment , millions of dollars)

Company name Home country Total FDI form and industry
investment
KahamaMining Canada 610 New, gold mining
Geita Ghana/ South Africa 400 M&A, gold mining
Tanzanian Telecommunications Company  Netherlands/ France 120 Privatization, jv ;2
telecommunication
Voda Com United States/South 120 New, telecommunication
Africa
Tanzania Breweries South Africa 120 Privatization, jv, manufacturing
Tanzania Cigarette Company Japan 80 Privatization, jv, manufacturing
Golden Pride Austraia 7 New, gold mining
AfricaMashariki . 72 New, gold mining
Mtibawa Sugar Mauritius 48 Privatization, jv, manufacturing
Kilombero Sugar Co. United Kingdom/ 40 Privati zation, manufacturing
South Africa
SerenaHotels International 3 New, tourism
Mic Tanzania United Kingdom 27 New, telecommunication, jv
Merelani . 20 New, mining
National Bank of Commerce South Africa 15 Privatization, banking
Indian Ocean Hotels United Kingdom 15 New, jv, tourism
Holiday Inn South Africa 13 New, tourism

Source: UNCTAD, based on information received from TIC and on Business Map, 2000, p. 39.

& “jv” meansjoint venture

Dataon the number d approved foreign affiliates indicates that dmost haf of the tota
approvas during 1990-2000 were in manufacturing. Even though most projects are smadl and many
may never be implemented, their sheer number suggests thet there is interest by foreign investorsin, and

$WTO, 2000, p. 94.

* The total value of investment by foreign affiliates is not directly comparable with FDI flows which, first,
encompass only the part of thetotal value financed by equity capital or loan from the parent company or re-invested
earnings. The two correspond with one another especially in a country like Tanzaniawhere financing of FDI projects
from the domestic financial market is unlikely, due to limited savings and high interest rates. On the other hand, even
for projects fully financed with FDI flows, the two measures would be identical only for completed projects, as FDI
inflows measure expenses for a single year. In addition, total investment includes part of investment financed with
loans from international financial markets, which are not included in FDI data.
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potentid for, FDI in manufacturing in Tanzania. The largest industry within manufacturing in terms of the
number of gpproved affiliates is food and beverages, which is typica for countries with smal markets
such as Tanzania. The services sector is next in importance, with 38 per cent of the approvas, in such
industries as trangport and communications, hotels and restaurants, congtruction and financial services
(figure 1.3). The balance, 15 per cent, are accounted for by the primary sector. Only 3 per cent of
goproved affiliates are in mining but among those were a few large, capitd-intensve projects. The
picture changes if planned employment of approved affiliates is taken as a measure: the share of the
primary sector is consderably higher at 38 per cent while the shares of both manufacturing and services
are low. But the employment gain in the primary sector is in agriculture and fishing not in mining, where
the share is even smdler than in the number of approved filiates, a mere 1 per cent (figure 1.4).
However, the data for mining is only for 1990-1996 and thus this sector is underestimated by this data
series.

Figurel. 3. Number of approved foreign affiliatesin Tanzania,
by industry, 1990 - 2000
(Percentage)
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Source: Tanzanialnvestment Centre.

FDI in Tanzania originates from a wide range of countries from four continents. Based on the
number of approved foreign affiliates, the leader isthe United Kingdom with 20 per cent of affiliates,
followed by Kenya with 10 per cent (figure 1.5). India, the United States, South Africa, Canada, China
and Germany each account for around 5 per cent of the number of approved &ffiliates. The picture
changes somewhat if total value of investment is taken as a measure. Data based on vaue favours
countries with FDI projects in capita-intendve mining and services such as banking, telecommunication
and hotds. The United Kingdom remains the largest home country, with $390 million of TIC estimated
total vaue of invesment by September 2001, followed by the United States ($195 million), Ghana
($153 million), South Africa ($145 million) and Austrdia ($119 million). Some FDI projects from South
Africaare undertaken by foreign affiliates with headquarters in developed countries (e.g., Holiday Inn).
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Figurel.4. Employment of approved foreign affiliatesin Tanzania, by industry, 1990-2000
(Percentage)
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Source: Tanzania Invesment Centre.

Figurel.5. Number of approved foreign affiliatesin Tanzania, by country of origin, 1990-2000

(Percentage)
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Source: Tanzania Investment Centre,
4. Rdativeimportance of FDI in the economy

FDI grew much fagter than Tanzania's economy in the second haf of the 1990 (table 1.3). As a
result, the role of FDI in Tanzania s economy increased considerably. Although not directly comparable,
inward FDI stocks as a percentage of GDP gives an indication of the rate of this increase: they
increased from 2.2 per cent in 1990 to 7 per cent in 1995 and 11 per cent in 1999. In spite of the fast
increase, this share is ill hdf of that for al developing countries and for Africa, showing potentid for
il grester role of FDI in Tanzania s economy.
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Tablel.3. Growth of FDI and the economy, 1993-2000
(Annual average rate of growth, per cent)

Vaiade Growth
FDI flows 38.1
FDI stock 37.9
GDP (current prices, 1993-1999) 11.6
GFCF (1993-1999) 3.8
Exports (1993-1999) 35

Source: World Bank, 2001 and UNCTAD, FDI/TNC database.

The share of FDI inflows in tota investment dso increased, from 0.7 per cent in 1988-1993 to
4.5 per cent in 1994 and 14.6 per cent in 1995. After that year, the growth of FDI inflows kept pace
with the growth of domegtic investment and the share fluctuated around 13 per cent, & a leve higher
than the average for Africa, 7-9 per cent.

The importance of FDI by sector and industry varies consderably: as a result of the rapidly
growing FDI in the mining sector (and especidly in gold mining) and banking, it is high in these sectors,
while in manufacturing and especidly agriculture it is fill inggnificant.

5. Explanatory factors

Tanzanids FDI performance mirrors its economic performance.  The transformation from a
centraly-planned to an open, market-based economy has been impeded by a variety of internal and
externd factors and the Government acknowledges "the various reform programmes implemented since
the 1980s could not achieve the targets set".® It is therefore not surprising that the response from
foreign investors came with amost a decade of delay. FDI inflows accelerated only by the mid-1990s
and since then Tanzania joined the ranks of better performing FDI countriesin Africa

Tanzanid s reforms were initiated in the late 1980s, but initidly the reform process focussed on
the liberdization of the trade regime through the Structurd Adjustment Programme. Many of the reform
measures were carried out and refined only in the 1990s. These reforms included financid sector and
civil service reforms, the launching of a limited privetization programme in 1992, and the establishment
of the Tanzania Revenue Authority in 1995. Reforms of the banking system began only in 1993 a which
time there was not one private bank in the country. According to a widdly held view, only after the
elections of 1995 did “a genuine will to undertake economic reforms emerge’® and the pace and
intensty of reforms accelerated. Components of an enabling policy framework for FDI were dso
introduced gradualy and only in the second haf of the 1990s did a criticd mass emerge. The first
Investment Act aimed at encouraging FDI was introduced only in 1990, but it soon turned out that it
was not dtractive enough and was replaced by the Tanzania Investment Act of 1997, improving
provisons and incentives for invesment in aress designated as national priority. But more importantly,

® United Nations, 2001, p 4.
® Lindahl, 2000.
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only in 1998, did the Tanzanian Mining Act relax regulatory control over the mining sector — an area
with strong FDI potentiad — and removed a number of barriers that previoudy limited foreign control of
mineral exploitation enterprises.’” The externa sector was aso liberdized in steps. Early messures
relaxing foreign exchange controls were consolidated into the Foreign Exchange Act of 1992, which
eased controls of foreign trade. Market-determined exchange rate was introduced in 1993 but the
liberdization of dl current account transactions took place only in 1996. This, according to the report by
the Government of Tanzania to WTO “was followed by a partid liberdization of the capitd/financid
account, which alowed foreigners to participate in direct investment activities in the country” .2

The macroeconomic environment, another pillar of the sound investment climate, deteriorated in
the early 1990s. Externa shocks, prolonged drought and the El Nifio floods disrupted economic
activity and crippled infrastructure. During 1990-1995 growth was duggish, 2.2 per cent annudly, only
half of the rate of growth achieved during the preceding five-year period.” Inflation was nearing 40 per
cent and budget deficit was 5 per cent. Towards the end of the 1990s Tanzania made sgnificant
progress in achieving macroeconomic stabilisation and resuming economic growth. In 2000, inflation
was down to 6 per cent, the lowest level in nearly two decades, and GDP grew at a hedlthy rate of 5.2
per cent (figure 1.6), with predictions for the acceleration of growth to 5.7 per cent in 2001 and 6.3 per
cent in 2002.%° The budget deficit has turned into a surplusin 1999 and foreign exchange reserves have
increased from about 1.5 months of merchandise imports to 4.5 months™

Figurel.6. GDP growth and inflation, 1991-2000

(Per cent)
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All these, together with along period of palitica gahility, a rdaively low crime rate among the
countries of the region and other measures such as investment promotion and home country measures,
have put Tanzaniawithin the purview of foreign investors. They have aso contributed to increased flows
of FDI, abat concentrated in the mining sector and in a number of service industries. Mining FDI is
large and recent and will mogt likely fud a high level of inflows for a few more years. However,

"UNCTAD, 2001, p. 13.

$WTO, 2000, p. 85.

® UNCTAD, 2000, p. 300.

' The Economist Intelligence Unit (EIU), 2001, p. 11.
" Lindhal, 2000, p. 9.
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sugtained inflows at higher levels, require not only a continuation of good macroeconomic performance
but dso the degpening and broadening of reforms, including further improvements of the investment
framework as well as policies to open up new opportunities for FDI, particularly with respect to the
development of human resources and infrastructure and encouragement of the private enterprise sector.

B. Impact

Before the mid-1990s, FDI in Tanzania was so smdl that its impact on the economy was
minima (and even negative in some respects as annua profit remittances exceeded inflows in the years
before 1994). With the increasing inflows of FDI and rapidly growing presence of TNCs in certain
sectors, it ssems that an overd| positive impact is emerging and, though gtill smal, it is being felt in some
sectors and areas such asthe transfer of technology and sKills.

1. Sectoral impact

The sectora impact is concentrated in mining and banking, which have received most of the FDI
inflows into Tanzania, and in privatized manufacturing enterprises.

(@ Mining

Thanks to an attractive sectord investiment policy and the response by FDI, especidly in gold
mining, snce the mid-1990s, the mining sector has been the fastest growing sector of the Tanzanian
economy, playing the role of not only an engine of growth but dso of diversfication, reducing the
traditiona dependence of Tanzania on agriculture. It is predicted that mining will grow in importance,
accderating the growth of the economy. In gold mining done a foreign effiliate, “Resolute Tanzania,
which started production at the end of 1998, is expected to have raised production to five tons of gold
per year by the end of 1999. Ashanti Goldfields is anticipated to produce 15 tons per annum and
Barrick Gold and Africa Mashariki Gold mines dso should experience totd production of nine tons of
gold a year by 2001. Thus, the contribution of these large-scale mines is expected to add thirty tons of
gold, worth about $300 million, a year. In addition, depending on gold prices, five medium scae mines
should also become operational, contributing another $250 million worth of gold to total production”.*
If these plans materidize, the increased gold production would add 8 per cent to the annua GDP.
Contribution of mining TNCs to the local economy is not limited to providing capital and undertaking
invesment but adso includes increased employment, training ad enhancement of skills, technology,
linkages to loca economy and contributions to the loca community such as roads and hospitals (box
[.2).

Tanzania has a0 reserves of many other minerds and ores such as gemstones, nickel, cobalt, cod,
gas, phosphetes, kaolin and tin. Exploitation of these minerals and ores will increase the impact of FDI
on the Tanzanian economy. In recent years, Tanzania has attracted many companies, predominantly
foreign ones in exploration activities in dl these areas. In 1998 done, there were more exploration
adtivities in Tanzania than in any other country in Africa, including such traditiond mining countries as
South Africaand Ghana. Spending on exploration has increased to $58 million per year.™

2 World Economic Forum, 2000.
3 Temu and Dug, 2000, p. 709.
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Box I.1. FDI impact in mining: Kahama Mining Cor poration

Encouraged by the Tanzania Mining Act (“the best of its kind”) and investment incentives and confident about
the stability of the policy environment, Barrick Gold Corporation, a Canadian transnational corporation, entered
Tanzaniain 1999 acquiring a“junior” Canadian mining company, Sutton Resources, with assetsin Tanzania, for $280
million. With the purchase, Barrick became the owner of the Kahama Mining Corporation and the highly promising
Bulyanhulu property in the Lake Victoriaarea. A $25 million exploration programme, undertaken after the acquisition,
has tripled estimated gold reserves at Bulyanhulu to 10 million ounces, with a corresponding rise in anticipated
Government royalties over the life of the project. Gold production started in mid-2001. It is expected to rise to
approximately 400,000 ounces a year in 2002 and to 500,000 ounces in the future. Operating costs are expected to
average $130 an ounce.

The development of the Bulyanhulu project has or will have in the future a number of positive impacts on the
local community and Tanzania s economy. They include the following:

Investment. For the development and construction of this $280 million mining project, project financing of $200
million has been provided by a consortium of international financia institutions. Beyond that initial capital
expenditure, Kahama Mining is investing several more hundred million dollars in ongoing capital expenditures to
sustain the mine's operation, as well as in infrastructure and economic and social development programmes.
According to TIC, atotal of $610 million has been invested by 2001. This represents one of the largest investmentsin
Tanzania s economy ever, contributing over the years to a considerable inflow of external financial resourcesinto the
country.

Infrastructure. Local infrastructure has already begun to improve considerably as a result of Kahama's
investment. These improvements include the building of a power line of 275 kva ($15 million investment), the building
of aroad of 87.5 kilometers ($5 million investment) and a 47-kilometer long water pipeline ($3.4 million). This has
brought benefits to local population. The power line brings a reliable electricity supply not only to the mine but also
to the region. The roads have become bustling routes for farmers and local craftspeople taking their products to
market in local towns. The pipeline has the capacity to meet the water needs of 30,000 villagers along its route.

Technology. Bulyanhulu is a modern trackless operation that uses state-of-the-art, safe and efficient methods to
mine ore below ground and transport it to the processing plant on surface. Ore reserves are accessed through a
1,090-meter shaft, 6,4 meters in diameter, which is located at the centre of the ore body to hoist ore and waste. Three
underground ramps provide access to all the main production levels. The mine has a total hoisting capacity of 5,000
tonnes per day. Modern equipment is used that maximizes safety and efficiency, including computerized mine design;
high-tech drills load-haul-dumpers that can be operated by remote control in certain areas to increase safety. Trucks
transport the ore to automated |oading pockets for hoisting to the surface.

Employment. During construction Kahama employed more than 2,000 people. Presently the mine directly
employs some 900 local men and women and 200 expatriate professionals, as well as an additional 600 people
indirectly as contractors. In view of the salary, benefits and training positions at Kahama are among the most
attractive in the country. Kahama estimates that about 7,500 additional indirect jobs will be created in the regional
economy as a result of its operations. The number of expatriates is expected to be reduced to 30-50 over the next
seven years. One of the tasks of expatriates isto train local employees: the success is measured by the time needed
to train themselves out of their jobs.

Human resour ces development. Modern mining and processing gold is a highly mechanized and technologically
sophisticated activity. Kahamarequires geologists, mining, electrical and mechanical engineers, underground miners,
processing plant technicians, as well as administration, finance and purchasing functions. It requires employees with
skills and experience with equipment and technology on a scale that is not readily available in the immediate region.
To meet the objective of having a workforce that is overwhelmingly Tanzanian, Kahama has already invested $6.3
million in 147,000 hours of job training for Tanzanians. It has also provided training in the local communities for
aspiring entrepreneurs who are creating new businesses such as mosquito net manufacturing, carpentry, pottery and
craftwork.

/...
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(Box 1.1, continued)

Aware that education is key to sustainable communities, Kahama has signed a million-dollar partnership with
CARE International to develop educational facilities in the communities around Bulyanhulu. Kahama's parent
company, Barrick Gold Corporation, maintains a scholarship programme to provide significant financial support to
children of al of its employees for post-secondary education. In recent years, Barrick and it subsidiaries have
awarded 4,000 of these scholarships at a cost of some $6.4 million. Kahama's management is presently evaluating the
most culturally and socially appropriate application of this programme to the children of the Bulyanhulu employees.

Sourcing, processing and linkages. All heavy machinery needed at the mine had to be imported since it was not
available within the country. There are now a number of distribution depotsin Mwanza (the closest town to the mine
site) for suppliers such as Caterpillar and Goodyear, to facilitate the importation of equipment from overseas.
Approximately 40 per cent of the gold produced at Bulyanhulu is recovered from the ore on site in the form of doré
bars. Each doré bar is composed of approximately 70 per cent of gold and 30 per cent of impurities, which cannot be
efficiently removed in the on-site processing facilities. Consequently, all of the doré bars produced at the mine are
shipped by air offshore to a specialized third party gold refiner where a pure gold product meeting strict international
standards of purity is produced. The remainder of the gold produced at the mine is contained in a copper-gold
concentrate. This copper-gold concentrate requires sophisticated and highly technical metallurgical treatment at
specialized smelting facilities to extract the copper and gold values. Because only a small nhumber of such smelters
exist throughout the world, Kahama has entered into long term smelting contracts with Japanese and K orean smelters
to perform this function for it. The copper-gold concentrate produced at Bulyanhulu is transported by road and rail to
the port of Tanga and then on to Japan and the Republic of Korea by ship for processing. Local linkages include
purchases of vegetables, timber and transportation services. For example, during construction Super Doll
Forwarding of Dar-es-Salaam, a local trucking company, was involved in the transportation of 3,000 truckloads of
material and equipment to the Kahama mine, including 1,000 tons of steel.

Social amenities and services. They include a $6.4 million housing programme, which will provide interest free
loans to employees in connection with the planned construction of up to 600 new houses. (Construction of the first
200 has dready started). It is the first private-sector housing loan programme in Tanzania and is expected to have
significant social benefits. The housing programme will also assist in providing funding for the construction of
houses for the teaching staff and their families associated with the CARE program described above. Kahama has also
opened one of the most up-to-date, well-equipped and staffed medical clinics in Tanzania — for the benefit of
employees, their families and the surrounding communities. Kahama is aso refurbishing the existing regional
dispensary in nearby Bugarama and has partnered with the African Medical & Research Foundation (AMREF) to
develop, fund, and staff public health educational programmes on aregional basis.

Environmental protection. Environmental protection is integral to all aspects of the Bulyanhulu operation. It is
based on a plan, employing international best practices, including zero discharge policy, aimed to minimize impact on
the air, water, flora and fauna around the mine during the mining and after, when the site will be reclaimed and
restored to its natural condition. Wastes are recycled at the mine and water is conserved. A unique paste tailing
process has been implemented that uses 50 per cent less water than traditional methods. 25 per cent of the tailings
produced is mixed with waste rock and directed underground to fill and seal mined areas. Under an Environmental
Management System, Kahama is providing environmental awareness training for employees. The mine has
established a nursery to propagate native trees for landscaping and re-vegetation purposes. It has also created a
wildlife refuge for monkeys, mongooses, Nile monitor lizards and small antel opes.

* * *

The mine has already helped to put Tanzania on the world mining map. As exploration continues, Bulyanhulu is
envisioned as a hub for expanding mining activities in the region, contributing to the development of one of the most
prospective gold regions in the world. The mine contributes about $13 million a year in royalties and taxes to the
Tanzanian economy. This amount will increase as production rises. Wages total another $15 million a year on
average.
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(Box 1.1, concluded)

Pioneer investors in mining recognize their responsibility to contribute to Tanzania' s development. For Barrick
Gold Corporation and its affiliate Kahama Mining Corporation, Bulyanhulu mine is a model of operating excellence
and corporate and environmental responsibility. Asthe Chairman of Sutton Resources, the owner of Kahama Mining
before its take-over by Barrick, has put it, Kahama had to earn the trust and confidence of Tanzanians by “investing
in infrastructure development, creating jobs, protecting the environment and paving the way for substantial foreign
exchange earnings’. On the other hand Kahama “also had to convince the Government that many more investors
would follow if they were assured that business could be undertaken with transparency and free of bribes, that
agreements would be honoured and that the rule of law would be meaningful in the event of disputes’ (Financial
Times, 24" May 2001).

Source: UNCTAD and Barrick Gold Corporation.

(b) Banking

Until liberdization and deregulation of the financid sector in the early 1990s, the banking system
in Tanzania conssted mainly of three sate-owned commercia banks. By 1998, 13 commercia banks
were established, 6 of them foreign, accounting for close to 30 per cent of the total assets of the
commercia banks'* State-owned banks were successfully privatized, with the largest bank - National
Bank of Commerce — restructured and sold to the South African Banking Group, ABSA, in 2000. This
sale and the entry of Barclays Bank in Tanzania after 30 years of absence, increased the role of foreign
banksin the financia sector.

The firg geps in the liberdisation of the financid system are widely congdered to have been
satisfactory, creating foundations for establishing a hedthy market-driven financid system, better suited
to the needs of private sector and business community, local and foreign. Both locd and foreign banks
have contributed to this success in areas of their expertise and specidization. If problems occur, they are
not confined to loca banks only. For example, the Bank of Tanzania, recently had to close one of the
foreign banks, the Greenland Bank, and had to find a buyer for an &ffiliate of the Trust Bank of Kenya.™

As the reform and rationdization of the banking system continues, however, foreign banks are
likely to increase their contributions to the economy. One could even argue that without foreign banks,
full transformation to a compstitive banking industry would not be possible. Loca banks, while
providing useful and competitive services in certain areas, Smply do not have the expertise to provide,
for example, full range of corporate banking services required by foreign investors or fully service
internationa transactions. As the experience of emerging markets indicates, foreign banks are typicaly
more efficient than loca banks.*® They hdp improve the availability of financia services by introducing
new sarvices, not avalable in the host country. They dso improve the qudity and pricing of exiding
sarvices, ether directly as providers of such services or indirectly through competitive pressures on
domestic banks, forcing the latter to introduce improvements. As an example of three foreign banks that
recently entered Tanzana shows, such improvements would not have been possible without a massve
transfer of technology through bringing in skilled banking expetriate personnel, on-the-job training and
sending loca gteff for training aoroad at specidized training inditutions (box 1.2). These contributions do

 Temu and Due, 2000, pp. 686-687.
S EIU, 2000, p. 24.
1° IMF, 2000, p. 165.
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not necessarily come automatically but are determined by government policy, including the establishment
of the compstitive environment on the one hand and strengthening existing ingtitutions, reinforcing the
regulatory system and putting in place an effective supervisory mechanism on the other hand.*

Box 1.2. Theforeign banks: arolein developing human resour ces

Foreign investors typicaly invest in training especialy in countries where the relevant kills are in
short supply, and, therefore, can have an important impact upon the level of skills and expertise in host
economies. This box illustrates how the foreign banks, which have entered Tanzania, build their human
capital resources for their own and the country’ s benefit.

Foreign banks present in Tanzania include Barclays Bank (United Kingdom), Citibank (United
States), Standard Chartered (United Kingdom), International Bank of Maaysia and the National Bank of
Commerce (NBC) (in which the Amalgamated Banks of South Africa (ABSA) took a majority stake after
privatization).

Citibank entered Tanzania through the establishment of a greenfield branch in Dar-es-Sadaam in
1995 and has since expanded to Mwanza, with plans to set up in Arusha later in 2001. Employment totals
100 people, with 75-80 professionds including 5 expatriates. The Citibank strategy is to build a pool of
professionals with regiona exposure by switching them around the 16 countries in which the group has a
presence in Africa. Training is undertaken at three levels: in-country, by visiting personnel or expatriates;
regiona training, undertaken either in Nairobi or in South Africa; and internationa training &t the corporate
Training Centre in Istanbul. Aside from these three levels of training, the company also operates an
internal mentoring and appraisal scheme. Citibank recruits from the University of Dar-es-Salaam (around
80 per cent) with the balance from the Ingtitute of Finance and Management (IFM).

ABSA had alarger and different challenge following entry through acquisition. The South African
company started with 1176 people after their majority purchase in 1999, a figure which is now down to
934. ABSA brought in 6 expatriates to introduce new priorities, systems and procedures, and this figure
increased to 11 subsequently. The company used an industrial psychologist to obtain a profile of al the
staff, and on this basis identified people they could use and in what capacity. Salaries were increased by
25 per cent in order to retail the best staff. In terms of new recruitment, ABSA has not attached
excessive vaue to academic qualifications, but rather has focused on capabilities and trainability. The
focus of training has been on two aspects. firdly, telephone etiquette (usng ABSA’s ‘Golden Voice
training programme) and secondly, the new integrated computer system.

The International Bank of Mdaysia commenced greenfield operations in Tanzania in February
1998. The small daff numbers 18, including one Malaysan. Almost al of the 8 professionals are
graduates. Two of their staff studied at the International Iamic University of Malaysiaand al the rest are
from the University of Dar-es-Salaam, except one employee in IT. Recruitment at graduate level was
followed by two to three months training in Maaysia. Training is also undertaken within the bank through
the Association of Bankers, which has yearly speciaist programmes on, for example, liability management
and credit. Growth has been dow but gradual and the bank may establish other branches around Dar-es-
Sdaam with the aim of handling small- and medium-sized (mostly business) customers.

Source: UNCTAD.

¥ Temu and Due, 2000, p. 691.
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(© Privatized enterprise sector

Of the 83 companies privatized until 30 June 1997 through the sde of shares or assats, 44 were
sold to domestic and 22 to foreign investors. The privatized firms have yielded benefits to the economy
in terms of improved efficiency and tax revenue, thus reverang the trend of draining government
resources. While most companies bought by domestic buyers were “lower vaue’ enterprises, those
purchased by TNCs were large and potentidly profitable companies, such as brewery and cigarette
companies. But, as one study put it, “most of these [latter] firms were running below capacity and plants
were in badly dilgpidated condition. Privatization did not only entall handing over firms for a set price,
but dso required large investments in rehabilitation, new equipment, meeting outstanding debts,
paticularly for utility services, and training of personnd. Only international capita could afford this’.*®
As Government has retained between 30 and 40 per cent of these companies, another benefit is
increased direct revenue.

Evidence from individud firms dso point to pogtive impact of foregn firms o privatized
companies, regardless of whether the privatization took the form of direct purchase of these companies
or norrequity arrangements between the Government and foreign investors.  For example, the
privetization and better management of Kilimanjaro International Airport, under concesson to Mott
MacDondd of the United Kingdom, has been a factor in its rapid growth and improved services.
Smilarly, the privatization of water agenciesin Arushaand Mashi are reported to have led to subgtantia
improvements in service provision and revenue collection.*® 1n the telecommunications sector, dongside
the privatization of TTCL through FDI, there has been aboom in the supply of cdlular services. So far
the costs of telephone cdls have not come down appreciably, but the completion rate of cdls has
improved subgtantidly and fixed line ingdlation delays have been largely diminated (see section 111.B.3
on this). The Tanzania Harbour Authority, operated under a performance contract, has initisted a $24
million modernization programme, and new machinery in the port of Dar-es-Salaam has reduced loading
and unloading times ggnificantly. In addition, the container termind has recently come under the
management, based on a 10-year lease agreement, of Tanzana Internationd Container Termind
Savices Inc. (TICTS), a foreign dfiliate of a Philippine company, which is to invest heavily in
information systems to speed-up procedures for loading/unloading, clearing and forwarding, and enable
customers to track ther shipments. In addition, a one-stop centre for ingpection, clearing and
forwarding is being built by the company.

As the privatization process continues, increased participation of FDI is quite likely, and this
should lead to increased FDI impact on privatized companies in terms of not only injection of capitd
and new investment but more importantly technology, skills and improved managemen.

'8 Temu and Due, 2000, p. 697.

9 “privatisation” of water services in Arusha consists of the water supply kiosks built by the urban water
supply department being rented out to ward development committees, which in turn rent them out to private
individuals to operate. This system of privatising water supply system has been largely effected in unplanned
settlements in Arusha. Source: UNCHS website, Chapter 6: Privatizing Municipal Servicesin East Africa: The
Experiences. Untitled document.

% PPSRC Annual Review 1999/2000: Annex 1, Table 3 - no entry under “Buyer” for THA Performance
Contract divestiture strategy; and PPSRC Privatisation in Tanzania: “Commercialisation of THA commenced in 1994
when the Government entered into a performance contract with THA,” (p.11).
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2. Technology transfer and diffusion

FDI has traditionaly been the mogst “packaged” form of knowledge transfer from externd
sources. It combines the provison of capital with technical know-how and the supply of technology.
The trandfer takes place either through equity involvement or joint ventures with loca enterprises,
licenang, turnkey projects, management contracts and subcontracting. In generd, the following
packages of technology trandfer can be identified: (a) technology-embodying products such as
meachinery, equipment and tools; (b) technica skills such as management and organizationd expertise,
marketing, quality control and other production related skills; and (c) process-related technologies such
as proprietary know-how, design and technical specifications and R&D capability. The latter are often
transferred under licensaing arrangements or to be used by foreign affiliates.

In Tanzania, the impact of FDI is, a present, confined to the transfer of technologies and skills
fdling under (a) and (b) above. Investigations conducted for this review show no evidence of transfer of
technology and technica know-how that are included under (c) above. Thisis to be expected as most
of the foreign investment entering the country has concentrated in resource-based industries where the
need for proprietary technology is limited. But, this does not mean thet the potentid for technology
diffuson and loca technologica learning will be restricted.

Bagcdly, there are four channd s through which technologies transferred by FDI can be diffused
in the host country. They include:

FDI egtablishing linkages with domestic enterprises — as suppliers (backward linkage) or users
(forward linkage).

illstrandfer through training, learning-by-doing, learning-by-interacting, and jolb-mohility.

Demondtration effects as loca firms copy or adapt new technologes, market channdls and
management techniques introduced by foreign investors. This can take place in activities that
involve processing or manufacturing and also services.

Strategic technology partnership between a foreign investor and a domestic partner in aress
such asR&D.

At present, the scde of technology diffuson from foreign affiliates in Tanzania to domestic
enterprises is limited, dthough, as shown below, there is evidence to suggest that FDI is contributing to
skill formation. However, the potentid exigts for effective diffuson of technology and know-how from
foreign &ffiliates to domestic enterprises.

Regarding technology transfer to Tanzania, thereis no doubt that the recent surge in FDI inflows
has increased the stock of technology, especidly technology-embodying products such as machinery
and equipment, available in the country. In some cases the technology transferred is new to the country,
such as the Automated Teller Machines (ATM) introduced by the Standard Chartered Bark, a
subsdiary of the United Kingdom banking group (box 1.3). Other internationd banks have followed
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auit. In other cases, the technologies transferred are diverse and large-scale and have the potentid to
generate backward linkages with locd supplier firms.

Box 1.3. Transfer of technology: Standard Chartered Bank

Standard Charter was the first international bank to open operations since the introduction of the financial sector
reforms in the early 1990s. The first branch was opened in Dar es Salaam in 1993, followed by five additional
branches: another two in Dar es Salaam and one each in Mwanza, Arusha and Maoshi. By the end of 2000, the bank
has built up a capital base of over $220 million and a clientele including major international corporations in the
country aswell aslocal public and private enterprises.

In the last four years, the bank has introduced a number of innovative products and services previously not
availablein the country at acost of over TZS 1 billion. Foremost among these isits Internet Servicesfor corporate
customers, the first such service in East Africa, which enables corporate customers in the region to access their
accounts or conduct business through the Electronic Banking Service facility. Its Reuters Money 2000 provide bank
customers with timely information on their foreign currency exposure. All 6 branches are fully computerized, satellite-
linked, and equipped with Automated Teller Machines (ATMs). Other international banks have since followed suit.

Standard Charter has 190 employees, 5 of whom are expatriates including the Head of Finance who is Kenyan.
The bank’s training programme is closely linked to its strategy of maintaining and improving competitiveness
through the use of cutting-edge technology and acquisition of marketing and management techniques. Three
methods of training are used: 1) in-house training through learning by doing; 2) workshops on specific topic such as
credit management, marketing and customer relations; and 3) training of technical staff in neighbouring countries,
especially Zimbabwe and South Africa. The bank also sponsors management and technical staff for specialized
training in the United Kingdom. Since 1998, the bank has spent over TZS 400 million in training.

Source: UNCTAD

One such case is the technologies imported by Kahama Mining Corporation (box 1.1). Nearly
80 per cent of the totd investment has been earmarked for acquisition of technologies and equipment
and for ingdlation purposes. At present, gpart from semi-skilled labour, very little of the technologica
and technicd sill needs of the company comes from locd sources. But, mining machinery and
equipment are complex products which require constant supply of parts and components, repair and
maintenance, qudity control and regular replacement of equipment. The potentid for locd engineering
firms to emerge and develop the capability to supply some, if not most, of the parts and components
currently imported from abroad is, therefore, great. Indeed, over time, the test of whether the presence
of foreign companies such as the Kahama Mining Corporation in Tanzania has impact on locd
technologicd learning is the degree to which such companies continue to rely on imports for the supply
of technology parts and components. The Kahama Mining Company has dready generated some
useful linkages in other areas such as transport, energy and congtruction.  Efforts must be made to
ensure that this success gory is followed in other areas as well especidly backward linkages with
domestic producers of capital goods.

A typicd policy gpproach traditionaly used to encourage backward linkages with loca supplier
firms has been to impose domestic-content requirements on FDI.  Although such a mandatory policy
measure has been effective in some countries, it is not a viable option for Tanzania for a least two
ressons.  Frdt, given the Government’s commitment to maintain a libera investment policy climate,
imposing a mandatory requirement will give the wrong sgnal to potentid investors asiit is likely to be
seen as an impaosition on the freedom of foreign investors to acquire supplies from the source of their
choice. Second, WTO ban on certain trade-rdated investment measures (TRIMS) makesiit difficult to
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apply locd-content requirement, athough as a least developed country, this does not gpply to Tanzania
a the moment.?* The chalengeis how to exploit the technological learning potential of supplier relations
without necessarily agpplying mandatory messures.  In this respect, the specia agreement that the
Government of Tanzania has arranged with individud mining companies - in the context of Fscd

Stability Agreement - may provide an answer. For ingtance, the agreement signed with Barrick Gold of
Canada, the owner of Kahama Mining Corporation, incorporates an understanding that the company
will contribute to local development through investment in related activities such as road congtruction,
power supply and training and by creating backward linkages to locd suppliers. TIC should consider
the posshilities of arranging smilar non-mandatory understanding with other mgor foreign investors,
covering broad areasincluding locd purchase of technology-embodying products.

In the manufacturing sector, the impact of FDI on technology transfer and technologica
improvements has been sgnificant in recently privatized enterprises.  Tanzania has introduced a
comprehensve privatization programme and the determination of the Government to implement its
programme has aitracted serious foreign investors that are willing to take long-term investment
perspective including the technologica upgrading of the newly acquired enterprises.  Some examples
include the Tanzania Cigarette Company, acquired by RJ Reynolds, the Tanzania Breweries, acquired
by South African Breweries, and the sugar processng companies, in paticular Mtibwa Sugar
Company, which is now a private joint-venture company (box 1.4). Prior to acquistions by foreign
investors, dl of these companies operated in a protected domestic market environment and they
suffered from problems related to over-employment, declining revenue, under-utilization of cagpacity and
weak technologicd and management capabilities.  Without exception, therefore, technicd and
manegerid skills as well as new or additiona technologies had to be introduced to make them fully
operationa, competitive and profitable.

Box I. 4. Transfer of technology: Mtibwa Sugar Company

Until recently, sugar production in Tanzania was controlled by three large state enterprises, one of which wasthe
Mtibwa Sugar Company. The three have been privatized, with Mtibwa being bought by alocal transport and trailers
manufacturing firm jointly with investors from Mauritius. For the local company, the decision to diversify into sugar
production posed both technical and skill challenges as it had no experience in food production, especially one that
involved an integrated production system including managing sugarcane plantations. Converting the newly
privatized plant into a viable and efficient commercial business required additional technologies and advanced
management and marketing skills. The involvement of aforeign partner was critical in resolving these constraints.

The technical capability and management skills needed to bring the company to full production and to make it
competitive were obtained from Mauritius, which is increasingly becoming an important source investment and
managerial skills in East and Southern Africa. The involvement of the foreign partner has proved to be effective in
the following areas: (&) Upgrading the technological capability of the newly privatized company by introducing new,
as well as, second-hand sugar processing machines and equipment and heavy agricultural machinery for sugarcane
production imported from Mauritius. Components for the manufacturing of boilerswere also imported from Mauritius
and assembled in Tanzania; (b) Improving efficiency and competitiveness through new management and marketing
techniques arranged through a management contract; and (c) training of local technical staff to develop local

capacity.

Source: UNCTAD

2! The current transition period expires at the end of 2002.
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An interesting festure of technology transfer to Tanzania through FDI is the growing importance
of South-South technology transfer in contrast to the traditional North-South flows. Since liberdization,
Tanzania has atracted new invesments from South Africa, Mauritius, Mdaysa, China (mainly in smal-
scae pharmaceutica indudtries) and Indiainvolving the trandfer of technology, technica know-how, and
managerid skills and new working style and culture from the home countries. Whether this new form of
foreign investment and the types of technologies and skills that it transfers will have a more postive
impact — for example compared to technologies imported from developed countries - in terms of locd
technologica learning and technologica adaptation through linkages and spillover effects is to be seen.
What is clear, however, is tha the FDI from other developing countries tends to be attracted to small-
(for example, the amdl-scale Chinese-owned pharmaceutical enterprises) to medium-scale (from South
Africa, Mauritius, India) activities and they are generdly labour-intengve and often rely more on loca
than expatriate personnel. The potentid for backward and forward linkages and the diffuson of
technologies and know-how that are more gppropriate for the needs of Tanzanian enterprises is,
therefore, higher. Indeed, in recognition of the importance of South- South technology cooperation, the
government is actively encouraging interactions between Tanzanian and other enterprises in developing
countries. For example, the Governments of India and Tanzania have recently sgned, as pat of a
technical cooperation agreement, eleven letters of intent for technology transfer, technica and
management expertise worth over $4 million. The letters of intent, which were signed by TIC on behaf
of the Government, were part of an integrated industria development programme aimed at encouraging
Indian invesment in the Tanzanian economy, particularly in agro-business, especidly food processing,
pharmaceuticas, engineering and other amdl- to medium-scade manufacturing activities.  The main
atraction of the programme is its contributions to the transfer of technology and know-how through
inter-firm partnerships between Indian and Tanzanian enterprises.

The liberal investment policy framework has dso encouraged the transfer of technologies and
production processes that are new b Tanzania One such a case is the greenfidd invesment by a
United Kingdom transnationa corporation, Cow Bl Internationa, which established in 1998, a milk
powder packing, marketing and digtribution company (box 1.5). The man technologies used are
packing machines that are designed to pack milk powder in small sachet of different Szes for mass
production. At present, al the company’s technical needs are provided from abroad. The parent
company, Cow Bl International, has subgidiaries in 14 African countrieswith aregiond officein South
Africa Technicd support, including training, for affiliates which are located in countries where locd
technologica capability is week is currently coordinated through the regiond office.  However, for
Tanzania, this company’s investment and the trandfer of specidized indudtrid technologies provide an
opportunity in the following aress.

Technologica learning through the supply of parts and components. The advantage for loca
firms is that mog of the cgpability required such as foundry work, machining and weding
capacity, both in terms of equipment and skills, is not specific to particular products.  For
example, technologicd learning and capacity acquired from manufacturing parts and
components for packing machines can be transferred to production of boilers for sugar industry
or equipment for cement or food manufacturing.

The introduction of specidized indugtrid technol ogies such as packing machines dso provide the
opportunity to learn new machine designs and for adaptation or even imitation through reverse

enginesring.
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Box |. 5. Transfer of technology: Wonder Foods (T) Ltd.

Wonder Foods Tanzania Ltd, a subsidiary of Cow Bell International (United Kingdom), was established in 1998 as
the first to pack, market and distribute milk powder in the country. It qualifies as a greenfield investment in that it
introduced a new product to the Tanzanian market with the production capacity located within the country. It isthe
fifteenth African affiliate for the parent company, headquartered isin South Africa. Wonder Foods (T) Ltd. has since
expanded into tea processing, blending, packaging and distribution. It supplies at least 20 tons of tea per month,
which is 15 per cent share of the domestic tea market. The company plans to add one item to its product line every
year.

The technologies used by the company to process its products include packaging machines and blending
equipment. The packaging machines are specially designed to pack small quantities of milk powder and/or teain tins
and paper sachets. The machines used are not automated nor are they complex. But all the machines as well as the
simple metal hoops used to blend tea areimported from abroad. Asthe company expandsits product line, itis
likely that additional machinery and/or equipment will be acquired to increase capacity. This will be an opportunity
for local engineering firms to supply equipment and even manufacture packing machines through reverse
engineering. The skills and technol ogies needed to manufacture the basic equipment used by the company, such as
metal hoops for blending, already exist in the country. For example, SuperDoll, trailers assembly company,
manufactures boilers and large metal hoops for food processing enterprises, including its sister company, Mtibwa
Sugar Ltd. Therefore, the hoops imported by Wonder Foods could have been manufactured within Tanzania and the
foreign exchange used for this purpose invested locally.

The company provides training, both in-house and by sending technical staff for advanced training abroad.
Since more than 70 per cent of the staff are in marketing and sales, most of the training undertaken by the firm isin
marketing. The company coordinates training with its sister companies in the region.

Source: UNCTAD

The impact of the recent surge in FDI to Tanzania has been more prominent in the transfer of
technicd skills. In the last four decades, Tanzania has made considerable progress in human resource
development having sarted a a very low initid leve a independence. However, since the mid-1980s,
there has been naticeable decline in education, especidly technica training, due largely to the gradud
reduction, initidly as pat of Sructurd adjusment programme, of public resources alocated for
education and the lack of dternative private sector investment in either technica training or education as
awhole. As aresult, the human capita base of Tanzaniais smal and, a present, dmost dl indices of
kill formation indicate that Tanzania is lagging relative to countries in the region such as Kenya and
Zimbabwe. Thelow output of skills, asindicated by formal enrolment, is exacerbated by the low qudity
of the technica <kills available, induding in manegement and marketing, which are essentid in current
increasingly skill driven and competitive nationd, regiond and international market conditions,

The Government recognizes the congtraints on economic growth and further investment created
by the weak and stagnant skill base. Asaresult, it has began to alocate more resources to basic socid
sectors, including education, as reflected in the guiddines for the preparation of the 6™ Rolling Plan and
Forward Budget for the period 1998/99 — 2000/01. Moreover, an action plan for decentrdizing
responsbility for the management of schools through block grant system has dso been findized.
However, what is missng in the current government thinking on education reforms, in particular
vocetiond traning, is the role of the private sector in this process. Domestic private enterprises invest
very littlein employee training and there is no specific policy to encourage private operators to introduce
Systematic training programmes.  For ingtance, there are no fisca incentives in the current technology
policy for enterprises that provide forma technicd training or develop in-house R& D capability, which
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is not even dlowable as a tax-deductible expense. Given the shortage of technical skills and high-level
of mobility among skilled workers, loca enterprises are reluctant to take the investment risk involved in
training saff.

In this respect, the experience of FDI has been somewhat different. All the foreign firms
interviewed for the purpose of this review are contributing to skill formation and the expansion of the
overd| ill base of the country.

One way isto import skilled personnd to cope with the immediate shortage of technica skillsin
the country. All of the mgor foregn investors now rely on expatriate personnd for technicad and
managerid functions. In some cases, such as the Kahama Mining Corporation, the mgority of the 200
skilled technical personnd are expatriates (box 1.1). The company envisages that in seven to eight
years, the number of expatriate saff will be reduced to between 20 to 30 which, should it happen as
planned, will suggest that locd technologicd learning and capacity building have taken place.  In
banking and food processng foreign companies, the imported skills tend to be dominant at the
management and adminidration leves.

Training within the firm is another channd through which FDI is contributing to skill formation in
Tanzania (boxes 1.3, 1.4 and 1.5). In some cases, well-established afiliate firms in the region are used
astraining grounds. For foreign investors, especidly medium- and smdl-scde foreign firms, one of the
attractiveness of a developing country like Tanzania as an investment location is the low cost of labour,
which helps to sustain competitiveness® If these firms have to continue to rely on expatriate technicians
and managers, the competitive advantage of Tanzania as an investment location is lost because, at
present, it costs from $200,000 to $250,000 a year to hire a manager from a developed country. Even
if skilled staff were brought from other relaively more advanced developing countries such as Maaysia,
the Philippines, South Africa, India, Turkey and others, the overal cost would till be much higher than
localy recruited skilled personndl. Therefore, a present, firm-leve training is a necessary drategy for
foreign firms in Tanzania which require, and will continue to require, highly skilled technicd and
managerid daff.

Many of the new foreign investors have aso introduced programmes where locdly recruited
geff is gponsored by the firms to obtain further training in forma learning inditutions within Tanzania or
abroad. For example, since 1998, the Standard Chartered Bank has spent $5 million in training its
locdly recruited gtaff (box 1.3) in Tanzania, in other countries in the region (Zimbabwe and South
Africa), and in the United Kingdom. The bank believes that in order to maintain its current competitive
position — in the face of intense competition from other internationd banks aready in the country such as
Citibank and Barclays -- invesment in upgrading the skills of its Tanzanian saff and traning them in
modern technica and management killsis critical. Another example is the Kahama Mining corporation
which has budgeted $6 million for training in Tanzania and abroad.

Some of the foreign firms train their gaff in the home country and often by parent company so
that the trainees, while acquiring new skills, aso gain better undersanding of the working methods and
culture of the company. For example, when the Internationd Bank of Maaysa was establishing its

% Although, as explained in Chapters |1 and |11, the cost of labour in Tanzaniais higher than other countries with the
same level of economic development.
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operdtions in Tanzania, it headhunted and recruited Tanzanians sudying in Maaysa who were then
given 3 to 4 months additiona training by the parent company before returning to Tanzania. Mauritian
and South African firms also conduct most of the advanced training of their staff in the home countries.
This suggests that FDI is diffusng not only technica skills but aso diverse management techniques and
working cultures.

In short, dthough it istoo early to assess the full impact of the recent FDI inflows to Tanzaniaon
technology development, preliminary indications suggest that it has contributed to the expangon of the
stock of technology and skills available in the country. A new and interesting trend emerging from the
recent FDI inflow to Tanzania is the transfer of technology by FDI from other developing countries.
Targeted investment promotion efforts may be necessary to continue to attract FDI from other
developing countries in the region and beyond.

3. Trade

The shift from an inward oriented to an open market system has rgpidly improved Tanzanias
internationd trade a globd and regiona levels. During the first haf of the 1990s, Tanzanias export were
risng a rates of 15 per cent per annum, dthough in more recent years, some setbacks were
experienced which together with continued import growth have exacerbated the baance of payments
situation. Nevertheless, exports of goods and services amount to 20 per cent of GDP, as do imports of
goods. The process of economic reformsis still ongoing, and a number of steps towards trade and tariff
liberdization and improvement of conditions for exporting are gill to be achieved. Not surprisngly,
increasing exposure to globa competition has become a mgor chalenge for some sectors, particularly
manufacturing enterprises, which had previoudy benefited from heavy protection. In this respect, the
involvement of FDI through te privatization programme has been an effective insrument in reviving
some of these enterprises and improving their competitiveness.

In the past little FDI was involved in the development of the foreign sector. FDI has recently
darted to make increasingly important contributions in that area. Various mgor FDI projects in gold
mining for exports have taken place and the indications are that they are likely to be followed by other
export-oriented investments for gold and other metals. FDI has dso taken place in projects for the
expanson and/or restructuring of plantation farming, such as sugar. FDI into mgor hotel projects have
aso the potential for boogting the tourism industry in the direction of high qudity services, thereby
widening the foreign exchange earning capacity of the country.

The development of the foreign trade sector will particularly benefit from FDI involvement in the
improvement of trangport, financial and other support services in the forms of management contracts for
arports, rationaizing ports and foreign acquistion of domestic banks. The latter have direct impact on
the transfer of technology and technica know-how and the provision of efficient and chesper services
for trade and investment financing.

Key to a future dynamic development of Tanzanias foreign trade sector will be the
diversfication and expanson of exports in goods and services and a consderable improvement of
infrastructure for export-oriented production and foreign trade. Initid operations of foreign gold mining
companies in Tanzania indicate (see, for example, box 1.1) that FDI will play a critical role in this
respect. In addition to capitd flows, it is dso contributing to the development of export-oriented
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technologica, management and internationa marketing capacities and the improvement and expanson
of locd physica infrastructure.

Enhancing further the impact of FDI on trade will require diversfication of the export base, both
horizontally and verticaly, and ensuring that the country takes alvantage of the various preferentid
market access offers. The new Cotonou Agreement with the European Union, for example, provides
an opportunity for atracting export-oriented FDI. The Agreement provides for an investment fund,
which offers support for the restructuring and promotion of joint venture arrangements with smdl and
medium scale European investors. Tanzania should encourage domestic enterprises to develop their
export capacity through linkages with potentiad European partners with the support of the investment
fund.

Until the adoption of the recent Everything but Arms (EBA) initiative for LDCs by the European
Union, the EU/ACP trade preferences offered mgor opportunities for diversfying exports into non-
traditional exports, food processng and manufacturing. However, existing preferentid opportunities
have hardly been seized for developing exports to the European Union markets for processed products.
Thereis aso a pronounced lack of response in the area of manufactures, where only one sngledothing
product of cotton has taken advantage of the preferentid market access provided by the European
Union.

EBA has brought consderable improvement in market access for Tanzania's exports. This
initiative enables immediate duty-quota-free access to the European Union market for al LDC products
but arms and ammunitions, while for a limited number of very sengtive products, namely banana, rice
and sugar, tariffs will be removed according to specific time schedules. For bananas, the duty will be
reduced by 20 per cent per annum over the 2002-2006 period, whereas for rice and sugar the process
of tariff liberdisation shdl take place between 2006 and 2009. During the interim period, in order to
provide effective market access, LDC rice and sugar will be alowed to enter the EC market duty-free
within the limits of a tariff quota which will be gradudly increased over time. In the case of sugar, such
quotas for al LDCs will grow from 74,185 tons (white-sugar equivaent) in 2001/2002 to 197,355 tons
in 2008/2009 (July to June marketing year). The 10.000 tons of sugar available to Tanzania under the
EU/ACP sugar Protocol are excluded from the above quota to maintain the benefits of such Protocol®.

The EBA goes far beyond the market access avalable to Tanzania exports through
Cotonouw/Lomé and previous EU GSP/LDCs preferences. Firdt, unlike the previous preferences, EBA
provides for more gability, as it is granted for an indefinite period of time. Second, EBA expands
products coverage and duty-quota free access, including the dimination of dl variable and specific
duties to other products like beef and other meet; dairy products; fruit and vegetables, processed fruit

23 At the time of writing, it is not yet clear how these tariff quotas are to be alocated among LDC beneficiaries (48 countries —
Myanmar is temporarily excluded from the EC GSP). EC Regulation 1260/2001 lays down a list of possible methods that could
be used to administer sugar quotas (article 26.2):

“First come first served”;

“simultaneous examination method”: based on distribution in proportion to the quantities requested when the

applications are lodged;

“traditional/new arrivals method” : a method whereby traditional trade patterns are taken into account.

25



Investment Policy Review of the United Republic of Tanzania

and vegetables, maize and other ceredls; starch; ails; processed sugar products; cocoa products; pasta;
and acoholic beverages. A further improvement of the EBA would be to improve rules of origin®.

Ovedl, the EBA provides better market access opportunities than the Cotonou Agreement in
the EU for Tanzania products, possibly fostering exports and attracting FDI, particularly in those sectors
whose competitors continue to face considerably high MFN tariffs when exporting in the EU.

The United States has aso removed most of its duties relevant for Sub-Saharan Africa
Countries under its new African Growth Opportunities Act (AGOA). While the current “norma” GSP
programme of the United States expired in September 2001 and contains severd limitations in terms of
product coverage, the AGOA amends the GSP by providing duty-free treatment for alonger period of
time and for a wider range of products. This includes, upon fulfilment of specific origin and customs
requirements, certain textile and appard articles that have been heretofore considered import-sendtive
and thus dautorily excluded from the programme and continue to attract consderable high MFN
duties. According to the United States Trade Representantive's calculations, the Act offers an average
17.5 per cent duty advantage on gppard importsin the United States market, thus providing beneficiary
African countries with a sgnificant competitive price advantage over many other mgor internationa
suppliers. A specid provison of AGOA encourages exports of gppard from Lesser Developed AGOA
beneficiaries with more favourable rules of origin requirements over an initid four years period.
Tanzania should undertake the necessary steps to benefit from this specid initiative within AGOAZ.

Further, the “AGOA-enhanced” GSP benefits will be in place for a period of 8 years and this
longer than usud period of time is expected to provide additional security to investors and traders in
designated African countries. This dement of security of the preferences is further strengthened by the
decison by the Office of the United States Trade Representative responsible for GSP matters not to
cary out the usua annuad reviews of product coverage for AGOA products. With capitd and
management and marketing skills generated from FDI, Tanzania could easily expand its exports of
cotton textiles to the United States.

The Tanzanian Government should encourage potentid foreign investors to join in actively
exploring possihilities for exploiting these duty-free and preferential market opportunities available in the
European Union and United States markets. To that end, it may be necessary to launch an investment
campaign which is focussed on a few priority sectors talored to each target market, investment
promotion missons to potentid markets in European Union or United States, or Tanzanian investment
round tables. This will help to identify potentid foreign investment partners, while drawing attention to
market access opportunities and Tanzanian comparative advantages. Tanzania should adso make use of
the various ingruments provided by the European Union under the Cotonou Agreement for fostering
FDI, joint ventures and industrid and marketing cooperation in al possble forms, including financia
arrangements.

24 Under the EBA/GSP, the cumulation provisions to comply with rules of origin requirements are more limited than under the
rules of origin contained in the EU/ACP. While under Cotonou Agreement full cumulation is alowed among al ACP countries, in
the case of the EU GSP scheme (and thus also for the EBA) diagonal cumulation is only allow to selected regional groupings. For
further reading see UNCTAD/DITC/TNCD/4 (2 May 2001)

25 At the time of writing Tanzania, although declared AGOA dligible, it has yet to be declared eligible for the apparel provision
and for the special provision for lesser developed countries asit has not yet established an efficient visa system.
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4, Overall impact

Although to date the benefits from FDI are strongest in industries where FDI is concentrated,
such as gold mining and banking, the impact goes beyond these industries and is beginning to have
implications for the entire economy. Increasing FDI flows are changing the structure of externd financid
flows into Tanzania (figure 1.7). While officid development assisance (ODA) remains the largest
component of resource flows, it has been in decline in both absolute and relative terms. During 1995
1998 Tanzania received annualy $617 million of ODA, compared to $876 millionin 1990-1994. Asa
percentage of GNP, ODA declined from 28 per cent in 1990 to 13 per cent in 1998 and in dollars per
capita from 46 to 31. At the same time, FDI inflows, net of profit remittances on FDI, increased from
$14 million to $116 million annualy, compensating for over haf of the decline in ODA. While in 1990
the share of FDI in resource flows to Tanzania was zero, in 1998 it increased to 15 per cent.

Figure 1.7. Total net resource flowsto Tanzania, by type, 1988-1998
(Millions of dollars)
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Increasing FDI inflows reversed dso the negative impact of the two most important FDI-related
financia flows on the balance of payments (BoP), which occurred in the firgt hdf of the 1990s (1990
1994) when profit remittances on FDI ($151 million) exceeded FDI inflows ($82 million) by afactor of
two (figure 1.8). In 1995-1998 inflows amounted to $630 million while profit remittances were $170
million. It is impossible to assess the full impact of FDI on BoP, because data on the transactions of
foreign afiliates and the indirect impact of FDI on domestic firms and consumers is not available. But
one can recognize the contribution of foreign affiliates in increasing gold exports as wel asinflow of hard
currency from tourism.

When discussing the implications of FDI for overal productivity, growth, employment, etc., one
should bear in mind that the share of indudtries with FDI in the economy is ill smal. Mining sector’s
sharein GDP, dthough growing rapidly, is dill very smal — over two per cent in 1999 (it is much smdler
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in total employment). The share of financid servicesin GDP is only 4 per cent and that of tourism 7 per
cent.

The ratio of FDI flows to capitd formation, dthough much higher than ever before in Tanzania
and higher than an average in LDCs, is around 14 per cent. If one assumes that al FDI is “GDP
investment” (which is not the case) and that every dollar contributes equaly to the GDP growth, out of
4.2 per cent of an annua GDP growth during 1996-1999, only 0.6 percentage point would be due to
FDI. In countries such as Mozambique and Uganda this contribution is much higher with the ratio of
FDI to capita formation, respectively 26 and 18 per cent (table 1.1).

Figurel.8. Tanzania: FDI inflowsvs. profit remittances, 1990 -1999
(Millions of dollars)

200
150 N

100 /

50
e

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

——FDI inflows —B— Profit remittances
on FDI

Source: UNCTAD

Tanzania remains a rurad economy with the share of agriculture in GDP nearly a 50 per cent,
which has hardly changed during the 1990s. FDI in this sector is very smdl. Perhaps as a result of the
upcoming privetization of large stae-owned farms this will begin to change. Another chance of
increasing the impact of FDI on the entire economy is in atracting FDI into large scale privatizations of
infrastructure services and into manufacturing. The latter sector accounts for only 8 per cent of GDP.
FDI role in it, in spite of the increasing number of approved foreign affiliates, appears to be limited a
present.

C. Assessment

Although Tanzanids efforts to increase the role of FDI in its development date nominaly back
to the mid-1980s, when Tanzania made a decision to begin the trangtion away from a centraly-planned
economy to a market-based economy, these efforts were for many years rather timid. It took time to
dismantle old inditutions and mechanisms and to create new ones. Only in the second hdf of the 1990s
market-oriented reforms reached criticdl mass. The economic Stuaion aso improved after duggish
growth and high inflation of the early 1990s and foundations for a sound FDI environment were
established. Once some of the necessary conditions to attract FDI were in place, foreign investors
responded and FDI inflows increased significantly to reach the level of nearly $200 million in 2000.
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During 1995-2000 Tanzania received atota of $1 billion of inflows, compared to $90 hillion during the
preceding Sx years. This is commendable, given that Tanzania remains one of the poorest countries of
the world and that it emerged from its socidist past not along time ago.

The accderation of inflows between 1992 and 1996 improved considerably Tanzanid's FDI
performance relative to other least developed countries which have also worked hard to receive more
FDI, but with few exceptions, have not been very successful in this regard. Tanzania has dso improved
its podtion vis a vis neighbouring countries.  Overdl, during 1995-2000, Tanzania received inflows
comparable to those of Uganda ($1.1 billion) and Mozambique ($0.8 hillion), found by World
Investment Report 1998 to be among 7 frontrunners in Africa as regards FDI performance. After
1996, however, on an annua basis, dthough growing in absolute terms, inflows into Tanzania did not
keep pace with the inflows into LDCs, sub-Saharan Africa or neighbouring countries (except for poorly
performing Kenya) and Tanzanialost some of its relaive position achieved in the mid-1990s.

Owing to increased FDI inflows, qualiteative impact of FDI on the economy has aso become
noticeable, especidly in the sectors where FDI is concentrated. In mining FDI has served as an engine
of growth and increased gold exports. In banking it has contributed to the modernization of the sector.
Foreign investors have restructured privatized enterprises, increasing their competitiveness. They have
typicaly contributed to the transfer of technology and skills. Although FDI impact is strongest in
industries where it is concentrated, it has implications for the entire economy. Noticegble overdl impacts
include: (&) a contribution of FDI to the externd inflow of resources (15 per cent in 1998); (b) achange
from a negative to a posgitive contribution of the baance between FDI inflows and profit remittances to
the balance of payments; (c) the contribution of foreign affiliates in increasing overdl exports and inflow
of hard currency from tourism; (d) an increased share of FDI in capitd formation and thus growth; and
(e) the divergfication of the economy away from agriculture towards mining and services.

These podtive impacts which hardly exiged until the mid-1990s or were negative (as the
baance between trandfer of profits and FDI inflows) go some way towards achieving Tanzania's
objectives. The objective of FDI is, anong others, “to increase the share of foreign direct investment in
total externa resource inflows..” and “to invest in export areas in which Tanzania has comparative
advantage.” However, the scale of these impacts is gill smal and a number of desred impacts are
hardly taking place at dl (such as linkages to locad economy or the encouragement of locd science and
technology capacities™).

Therefore, after the initia success with FDI, Tanzania's chalenge is now to push FDI to new
frontiers, achieving higher levels of FDI inflows than those received in the second hdf of the 1990s, and
increasing the scale and scope of Tanzanid s benefits from FDI.

% These objectives were stated in the 1996 National Investment Promotion Policy document.
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CHAPTERII. THE INVESTMENT FRAMEWORK

Tanzania has an open investment environment with adequate sandards of investor trestment and
protection. Thisis, however, a characterization of policy and current conditions and practices, rather than
the gtatutory regime. The investment code, introduced in 1990 and modernized in 1997, has not kept
pace with the rapid changes in the country. There is need to overhaul the regulatory regime and enact new
and modern legidation reflecting current conditions insde and outsde Tanzania.

A. Evolution of theinvestment framework

Investment in Tanzaniais a nationa and sub nationa concern. Zanzibar has separae legidation that
governs investment promotion. However the regime etablished in Zanzibar is subject to the Condtitution
and has many features in common with the provisons gpplicable in the Union. It must adso be
remembered that many important fisca incentives can only be granted in Zanzibar under, and in
accordance with, Union legidation (e.g. legidation rdating to Customs and Excise and Income Tax).

In Zanzibar, the basc legidation covering FDI is contained in the Investment Promotion Act of
1986 passed by the Zanzibar House of Representatives, which was enacted during a period when, like
manland Tanzania, the local economy was centraly planned. In 1992, the so-cdled Zanzibar
Declaration began the process of opening up and putting greater reliance on the private sector, both loca
and foreign. The Zanzibar Investment Promotion Agency (ZIPA) was edtablished the same year.
Subsequent legidation has established the Free Economic Zones and the Tourism Commisson, which
works closdly with ZIPA to attract FDI to develop the tourism sector. In 1999, the Government of
Zanzibar adopted a Zanzibar Vision 2020, which indudes a commitment to building invesment dimate
that will further encourage FDI. It is expected that the 1986 Act will shortly be revised.

On the mainland, the first market-oriented investment code was introduced in June 1990, applying
to al private investments, locad and foreign. It opened up some sectors of the economy to private
investors and paved the way to the establishment of the Investment Promotion Centre (IPC) to encourage
and manage both domedtic investment and FDI. The limitations of thisinitia approach became gpparent
to the Government and ODA donors quite soon, during the early 1990s, as the response of private
investors was very weak. Donors were especidly concerned that economic development would continue
to be too dependent on ODA and public investment, and thet foreign investors were obvioudy avoiding
Tanzania

The Government launched the New Investment Policy of Tanzania in 1996, which shortly resulted
in The Tanzania Investment Act 1997. The Act introduced five important changes to the investment
framework. It:

Egablished the Tanzania Investment Centre (TI1C), giving it dgnificantly expanded mandate
compared to that of its predecessor, IPC.

Identified investment priorities (box 11.1).

Introduced a new company registration process.

Determined investment incentives and investors' rights.
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Box I1.1. The evolution of investment priorities

The Government of Tanzania designates for the purposes of investment promotion and investment
incentives priorities in the form of lead and priority sectors, which are, in fact, a mixture of industries and
activities. These sectors, formally defined in the Customs Tariff Act 1976, and amended by the Financial
Laws (Miscellaneous Amendments) Act of 1997, provided the operationa interpretation of the 1997
Tanzania Investment Act concerning investment priorities. They included:

Lead sectors: mining; infrastructure (roads, bridges, airports, power, telecommunications, water and
essential support services); and export processing zones.

Priority sectors: agriculture including livestock; air aviation; commercid buildings, commercid,
development and microfinance banks; export-oriented projects; export processing zones, geographical
specid development areas; human resources development; economic infrastructure (including
construction of roads, bridges, railways, airports, ingtalation of eectricity, telecommunication, water
services and like services); manufacturing; natural resources including fisheries, rehabilitation and
expansion; tourism and tour operations; and radio and television broadcasting.

The designation of lead and priority sectors was criticized, among others, because they accounted
for aimost al of Tanzania's GDP and, as a result, there appeared to be very few “non-priority” sectors. In
the 2001/2002 budget speech, the minister responsible for planning and investment has clarified that the
current lead sectors are: agriculture and agro-industries, mining, tourism and economic infrastructure.
Investors in these sectors can be given additiona incentives (under section 20 of the 1997 Investment Act)
beyond general rights and incentives provided to the holders of the Certificate of Incentives.

Zanzibar has identified its own, much more limited set of investment priorities. They currently include
tourism, export processing, fishing and fish processing. However, with the exception of tourism which is
being actively promoted through the Tourism Commission, no operational sector strategies or investment
promotion programmes have been formulated by the Government of Zanzibar, athough the formation of
independent promotion agencies for the Export Processing Zone and Free Port will be followed by the
preparation of strategies and business plans for both of these initiatives.

Although applying equaly to dl investors, this Act (“the 1997 Act”) is the principd legd basis for
Tanzanid's present FDI framework. It includes a few specific references to foreign investors on some
FDI-gpecific issues. Other laws affecting investment such as the laws on employment, taxation, and land
acquisition as well as sector specific laws such as mining laws, together with the 1997 Act, condtitute the
FDI framework of the URT (box 11.2).

The focus of this chapter is on the FDI environment at the Union levd. Wherever there are
ggnificant differences between the mainland and Zanzibar, these are discussed in relation to specific
ISsues.
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Box I1.2. Investment framework in Tanzania: principal acts

Panning Commisson, Composite Development Goal for the Tanzania Development Vision
2025, February 2001

Government of Tanzania. Programme for Business Strengthening for Tanzania Creating: an
enabling environment for business: enhancing growth and reducing poverty. December
2000

Ministry of Finance & Economic Affairs, Zanzibar, Zanzibar Vision 2020, December 1999

The Tanzania Investment Act 1997

The Mining Act 1998

The Petroleum Act 1980

The Land Act 1999

The Hotels Act 1963

The Tourigt Industry Licensing Act 1969

The Zanzibar Investment Promotion Act 1986

B. Specific FDI measures
1 Entry and establishment

Foreign investors wishing to open and operate a commercid business venture in Tanzaniamust first
be licensed as a business to meet the requirements of the Business Licensing Act 1972, administered by
the Busness Regidraion and Licenang Agency (BRELA) of the Ministry of Industry and Trade. In
Zanzibar dl FDI gpplications and advice are handled directly by ZIPA saff which liaises with relevant
Union ministries where required. The licenang pocedure and documentation requirements are fairly
sraightforward and is not overly onerous (box 11.3).

On the completion of the regigtration process with TIC investors, both foreign and locd, receive
the Certificate of Incentives. However, after changes in fiscd legidation in recent years, the Certificatein
most cases gives investors access to rights rather than privileges. These include investment guarantees
contained in the 1997 Investment Act, access to land or the right to transfer funds abroad and employ up
to 5 expatriates.

For an investor to qudify for the Certificate, the 1997 Tanzania Investment Act establishes
minimum leves of investment capitd. The minimum leve for foreign investment projects, induding whally-
owned affiliates and joint ventures, is $300,000 and $100,000 for locd investors. The legidation is not
clear on incentives and procedures for FDI projects below the threshold levels. It appears that FDI
projects below this minimum level can il be registered with BRELA. They may be offered facilitation
and support and help by TIC, but will not receive incentives available to projects above $300,000 or
$100,000 as the case may be. Thisminimum level aso gppliesin Zanzibar.

It is a0 unclear to what extent the Invessment Centre isintended to have discretion in the issue of
the Certificate of Incentives to an investor who is otherwise qudified in terms of the minimum leve of
cgpitd investment. The language set out in subsection (2) of section 17 of the Invesment Act
mandatory — “shdl issue certificates in accordance with the provisons of this section” — and there is no
reference in the section to gpprova of an investment. On the other hand the information required of an
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applicant suggests that the Centre expects to exercise some

Box. 11.3. Application and authorisation procedures

The FDI entry and establishment process for Tanzania is defined in the 1997 Act. It sets out the
requirements and steps for new investors to apply for entry, approva and business registration, and thereby
obtain access to the fisca incentives available to investment projects meeting the FDI dligibility criteria
The procedure is relatively smple and clear. All applications are dedt with by TIC.

Three copies of the completed application and business plan for the investment project should be
submitted to TIC. Other required formdlities are (1) aforeign investor profile and (2) a non-refundable $750
registration fee.

Once this process is done, a representative of the Ministry of Industry and Commerce will assess
the business and issue a business certificate making the business eligible for investment incentives from TIC
and then hand over the application to a TIC case officer. In Zanzibar al FDI applications and advice are
handled directly by ZIPA staff which liases with relevant Union ministries where required.

Enterprises seeking to invest in the mining or petroleum sectors require to obtain registration and
approval within the separate legidation (Mining Act 1998 and the Petroleum Act 1980) administered by the
Ministry of Energy and Minerals. Businesses in tourism and hotels have also to secure licences, both
centraly and locally from the relevant ministries and local authorities.

Once FDI applications and the required associated documentation have been reviewed by the TIC
case officers and the in-house ministerial and agency representatives, TIC registers the project. Normally,
this process is a matter of days rather than weeks as was the case before. Copies of the project
documentation of approved applications are sent to the Ministry of Industry and Commerce, the Ministry of
Finance and to the Tanzania Revenue Authority. Copies are also sent to the relevant ministry with authority
over specific sectors such as agriculture, banking and financid services, telecommunications, tourism,
energy and minerals. In practice, very few registration gpplications are refused either in the mainland or
Zanzibar.

TIC maintains a database, which is the main means of monitoring FDI project approvals in
Tanzania. The database also contains the six-month progress reports required of al FDI projects. The
records aso include registration documents for technology transfer agreements and al certificates of
approval issued to companies and their expatriate staff.

judgement about the merits of the proposed investment. The current practice is however relaxed and very
few applications are refused. The Centre does not gpprove or monitor projects but helps register and
facilitates them. This is but one example of a discrepancy between the redlity and legidation, which should
be dedt with when anew act is prepared.

2. Investment restrictionsand requirements

The 1997 Invesment Act practicdly diminated the remaining FDI industry estrictions on the
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mainland limiting them to the manufacturing and marketing of hazardous chemicas, amaments and
explosves. In Zanzibar, industries reserved for locd investors, and thus closed to FDI, include: retail and
wholesale trading services, product brokerage; the operation of taxis, barber shops, hairdressing and
beauty parlours; butcher shops; and ice-cream manufacture.

There are no ownership redrictions or reguirements for a government equity holding in foreign
investment projects, with only one exception. In the petroleum sector under the model production sharing
agreement now used as a basis for negotiation with the oil companies in the event of a commercid
discovery by the contractor Tanzania Petroleum Development Corporation is entitled to exercise an
option to acquire, on a working interest basis, a participaing share in the contract rights held by the
investor. The amount of the participating share is determined by a diding scae based on the volume of
production and ranging from 5 per cent to 20 per cent.

The 1997 Tanzania Investment Act does not set performance requirements or any other
quantitative or quditative investment gods for investment projects ether in aformd or an indicative sense.
There is an expectaion tha the job creation, investment expenditure and business growth targets
provided by investors in the business feasihility plans atached to their business regitration gpplication will
be actively pursued.

The specific project information required from foreign investors in green-fidd, mergers and
acquidtions or joint venture Stuations, is detailed in section 17 of the 1997 Act. This must be supported
by evidence confirming that the investors have sufficient capital to complete the project.

One serious concern in relation to production targets in feasibility studies gpproved by TIC, namdy
that investors could find themsalves required to pay corporate tax and some fisca duties in advance of
their being operational, based upon these ex-ante forecasts has been rectified by the Financid Act of
2001. This was a burden in relation to TRA assessments, especialy where the subsequent performance
of acompany or investor did not match up to expectations and forecasts. While under-performance was
expected to result in a reimbursement of the advance tax by TRA, there were ddays, opportunities for
bureaucratic inefficiency and occasiondly corruption.

3. Treatment of FDI
(@) Standard of treatment

A policy priority in Tanzania is to trest foreign investors m a par with domegtic investors. The
Investment Act of 1997 seeks to achieve that result by making the provisons of the Act gpplicable to
foreign and locd investors without digtinction, with the important qudification that the benefits and
protection to be afforded by the Act to a foreign investor requires a minimum capitd investment of
$300,000 but is extended to aloca investor on a capitd investment of $100,000.

Locd investors are granted certain benefits on a par with foreign investors even in cases where it is
common to grant such benefits only to foreign investors. This includes a fiscd gability clause contained in
Section 19(2), which provides that benefits accorded to a holder of the Certificate under applicable fiscal
legidation will not “be amended or modified to the detriment of the investors enjoying those benefits’.
Other examples include repatriation of funds and employment of expatriates. Section 21 guarantees to all
Cetificate holders the right to make transfer payments in fredy nvertible currency. Such payments
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include trandfers to service loans in foreign currencies, transfers of dividends or profits and proceeds of
sde or liquidation. Under Section 24 of the Investment Act every Certificate holder is granted an initid
automatic immigrant quota of up to five persons during the start up period.
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(b) Repatriation of profits and capital

Under Section 21 of the Tanzanian Investment Act of 1997 FDI projects holding Certificates of
Investment are guaranteed unconditiond transferability of FDI payments abroad through any authorised
dedler bank in fredy convertible currency. This covers FDI remittances of net profits and dividends;
sarvice charges for foreign loans, roydties and technology transfer charges, the proceeds of FDI
liquidations or sde of capitd assets in Tanzania, and sday payments to expariae saff employed in
Tanzania by a registered foreign company. Tanzania is a present largely free of exchange control
redrictions and the foreign exchange payment framework is held by most FDI executives to have
operated ratively efficiently over the past five years, especidly with the privatization of previoudy Sate-
owned dedler banks. In this respect, Tanzania is approaching best practice within the region delivering a
foreign exchange regime that is strongly supportive of FDI. This is probably the most important single
factor contributing to the gtriking improvement in the invesment climate that has taken place in recent
years. However it should be kept in mind that in the mining and petroleum sectors where there are long-
term projects with licences and agreements extending over twenty or thirty years mgjor investors will seek
contractud undertakings from Government which could give protection in the event that amore rigorous
exchange control regime is reintroduced at some time in the future.

(c) Expatriate and immigrant labour

The basic legidation covering immigration to Tanzania is the Immigration Act of 1995 (which came
into force in 1998) as modified by the Financid Laws Act of 1997, which gives the management and
adminigtration of expatriate employment policy to the Tanzania Invesment Centre. A smilar devolved
dlocation of responghility for expatriate immigration exists within Zanzibar through ZIPA.

Under the 1997 Act, every incoming busness enterprise having a Certificate of Incentives is
entitled to an autométic initid immigrant quota of up to five non-Tanzanian persons during the start-up
period of a business, which is deemed to continue for five years. TIC administers the requests for
expatriate saff, and maintains records of expatriates granted entry under the Act. Investors may apply to
TIC for gpprovd to bring in additiond expatriate employees beyond the initid five, which TIC then
reviews with the on-gte representative of the Immigration Department in relaion to the availability of
qudified Tanzanian nationds, the complexity of the technology involved in the incoming business, and
earlier TIC agreements with the foreign investors concerned.

The present perception of private sector businesses and organisations is that thisimmigration policy
framework is working well: decisons are normdly reached with little dday; and the management
expatriates now ariving in Tanzania are flling an important gap in the country’s business base. Most
large foreign companies dso use ther expatriate saff in a mentoring role to develop and bring on
Tanzanian managers and skilled staff. Such expatriates will aso play alead role in achieving the changes
in Tanzanid's business culture that lie a the core of the BEST Programme. Further improvements are
planned in the administration of work permits, and a Work Permit Customer Charter is to be introduced
by the middle of 2002.

There are no limits or quotas gpplied to the number of expatriate managers and employees dlowed
to enter Tanzaniafor mining, natura gas or petroleum projects, asit is recognised that the technica skills
required are not yet avallable in Tanzania. All requests to TIC for expatriate staff for these sectors, over
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the basic five automaticaly dlowed, have to be fully judtified by the FDI company, and will have been
identified as apriority in the initid feagbility study and business plan required under the 1997 Act.

4, Protection of FDI

The Tanzanian Government is aware of the long-term adverse effects of government expropriation
or seizure of private sector corporate assets, and has specifically addressed thisissue in the 1997 Act.

However Section 22 of the Act, which seeks to ded with the matter, is, in its present form,
contradictory and confusing. Subsection (1) provides that no business enterprise shal be nationalised or
expropriated by the Government, and no person who owns, whether wholly or in part, the capital of any
business enterprise shdl be compelled by law to cede his interest in the capita to any other person. That
statement looks clear and unambiguous but is subjected to subsections (2) and (3) that say that the State
may not acquire a business enterprise to which the Act gpplies unless the acquistion is under due process
of law, and there is payment of fair, adequate and prompt compensation with the right of access to a
court or arbitration in the event of a dispute. What most investors will expect is an undertaking thet if their
assets are compulsorily acquired that will be done for a public purpose under due process of law,
adequate and prompt compensation will be paid, and disputes settled by reference to arbitration.

A revised verson of Section 22 would help to sustain a favourable investment climate. However it
IS important to appreciate that major investors, particularly those hoping to raise limited resource project
finance, may not be fully satisfied by a statutory provision of thiskind. Parliament in Tanzania cannot bind
Its successors. Undertakings by Government, however carefully drafted, if not contained in the
Condtitution may be subsequently appealed or amended. For that reason mgor investors will ook for
contractua commitments by Government with submission to internationd arbitration in the event of a
dispute.

C. General investment measures and conditions
1. Commercial legidation and therule of law

The present framework of commercia and contract legidation and the current judicid system are
regarded by foreign investors operating within Tanzania as a congtraint to the establishment and profitable
operation of new internationa business ventures in the country. Reforming the commercid legd system of
Tanzania isthus a high nationd priority within the investment framework.

The exigting laws governing commercia disputes and contract enforcement are outdated; many are
in conflict with each other; and there are gaps in rdation to modern business organisations, commercia
practices and modern business systems and technology. This leads to confusion for investors and
expensein legd and other fees. A more serious concern, identified as a priority for government action in
the 1996 and 1999 Investor Roadmap surveys (box 11.4), is the perceived lack of integrity in the
Tanzanian court and justice system, which has been the subject of a continuing series of not dways
successful attempts at reform. This affects adversely settlement of disputes.
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Box 11.4. Thelnvestor Roadmap

The Tanzania Investor Roadmap was first prepared in 1996. Tanzania was about ten years into market-oriented
reforms and undergoing economic and policy instability. Investment applications had dropped from 365 in 1991 to 123
in 1995 and nhquiries fell from a monthly average of 150 to 20. The Roadmap identified procedural and policy
investment problems that deterred new foreign and domestic investment and impeded the expansion of existing
enterprises. Based on Government’s evaluation of problem areas, the Roadmap offered recommendations which
became the basis for subsequent institutional, managerial and policy reforms. An assessment in 1999 showed that the
Tanzanian Government has achieved considerable progress but that many challenges have remained in key areas of
private firms' activities:

Employment

- Expatriate staff. Securing work permit was reduced from months to matter of weeks or less, but is still too long;
local workforce. Recent changesin labour practices allowing for one and two-year contracts have eased concerns
over what is considered excessively worker-protective labour laws. The cost and number of workers' benefits as
well asthe lack of skilled Tanzanian managers are still problems.

L ocating

- Obtaining land lease still take months or even years, partly because few plots are surveyed and current tenants
must be compensated and partly because several authorities are involved in the process: the local authorities,
district level officials, three divisions within the Ministry of Lands and the TIC. Non-Tanzanians are not allowed
to own land; developing land, from obtaining construction permits to actual construction, is still a very
cumbersome, uncertain and expensive undertaking; and establishing utilities connections is conmparatively more
time-consuming and expensive than in neighbouring countries.

Reporting

- Instead of approving and regulating investment, the post-1997 Investment Act TIC has taken on the role of
registering and facilitating it. It has cut time-lag for obtaining a Certificate of Incentives to weeks instead of
months and has strengthened coordination with other government agencies, but there is still room for further
improvement;
the number and rates of taxes, as well as mode of collection, are a continued concern to investors. They are also
serious deterrents for the formalization of the informal sector; and
there are still too many licenses and overlapping regulatory mandates, with too many official agencies that lack
the capacity to regulate, but extract licensing fees or taxes nonethel ess.

Operating

- Customs clearance now takes 4-7 days from at |east two weeks' time, but investors still consider the process
overly time-consuming and complicated;
certain improvement in import/export procedures, but still not at sufficient level; and
acquisition of foreign exchange and repatriation of profits no longer problem areas.

Other broader non-procedural issues identified by the 1999 Roadmap exercise that need to be resolved to make
Tanzania a top investment destination are the obsolete legal system, poor infrastructure, declining education and
increasing health problems.

Source: The Services Group, 1999.

2.

Settlement of disputes

The Investment Act of 1997 contains provisons (section 23) for the negotiation and settlement of

disputes between both Tanzanian and foreign enterprises, the TIC and centra government. Where the
preferred amicable settlement via negotiation between the parties is not achieved, the parties may then
seek agreement through the arbitration laws of Tanzania, through the Internationd Centre for the
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Settlement of Investment Disputes, or within appropriate bilaterd or multilaterd tregties. Zanzibar has
smilar provisons.

There are some ambiguities in the present legidation in ration to the settlement of disputes, but
more importantly, there gppears to be no defined statutory mechanism through which investors can ensure
that progress is made in addressing concerns and disputes of investors that are less serious than full
disputes. Should government or an agency not ddiver upon its promised support or intervention to
resolve a contractua dispute with Tanzanian parties (as has been the case with two investors known to
the review team) there is currently no easy way to bresk the impasse. This is especidly important in
relation to investor disputes and negotiations with TRA in spite of the tax gppeal mechanism established
by the TRA Act which investors are encouraged to use.

The courts are widdy regarded as dow, inefficient, capable of influence and (especidly at lower
levels) easlly corruptible.  As a result foreign affiliates are normally loath to take contract, debtor or
employment disputes to court, and seek resolution outside the legal system. These concerns aso gpply to
taking commercid disputes to the nationd court syssem and to using the non-court dispute resolution
mechanisms available within various acts. Companies can thus fed vulnerable when doing business in
Tanzania, and as corruption in the legal and court systems has not yet been prosecuted and punished, the
Image of Tanzania as an efficient, secure and profitable
location for foreign investment has been affected. This is the prime area of weakness within the FDI
operating framework.

Of equal concern is the difficulty in ensuring a fully transparent, efficient and timely resolution of
commercid disputes within the present court system, especidly in ration to enforcement of debt
collection from Tanzanian customers of foreign effiliates. The disoute provisons within the 1997
Investment Act require to be both strengthened and incorporated in the relevant commercia contract law
of Tanzania

The organisstion and authority of TIC is desgned specificdly to reduce foreign investor
uncertainties and disputes through the secondment of executive aff from the TRA, the Ministry of Lands
and Urban Settlements, the Minisiry of Labour, the Immigration Service, and the Companies Registration
section of the Ministry of Industry and Commerce into the TIC offices. They have smal, dedicated offices
in the TIC building to investigate and resolve investor problems. In practice their Ministries continue to
make the key decisons. Whilst this has begun to cregte a genuine one-stop-shop for investors, there are
remaining problems, especidly with the TRA’S interpretation of its sometimes conflicting roles in
investment promotion and nationa revenue priorities.

Each of the TIC's staff members has a portfolio of private investors, both Tanzanian and foreign,
for which they act as client representatives through sx monthly meetings with each client investor. Thisis
meant to identify and rapidly respond to any emerging disputes or regulatory problems as well as to
review the progress with investments, but a shortage of TIC transport and budget makes such support
difficut.

3.  Labour market legidation
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The employment and labour laws largely reflect the political priorities of the pre-1990 period.
They were designed to support the public sector in a centrdly-planned economy where issues such as
security of employment or minimum wage were of paramount concern. Thelr current impact on investors
isto make it relatively expensive for companies and employees to terminate or lay-off employees. This
has the consequence of making companies wary about creating jobs and taking on employees on
permanent contracts until employees have proved their suitability; and dso of ensuring that the red cost of
worker benefits is comparatively high to the companies, which tends to restrict basic wage levels.

The Government recognises that it does not yet have employment laws capable of fully supporting
amodern private sector economy, and that they will gppear onerous and complex to foreign companies
used to operating in more flexible employment regimes. The Minigtry of Labour, with the support of
Denmark, has begun to reform labour laws through smplification of the existing legidation and processes
(especidly in relation to employee dismissal); to review and adjust the role of the Industrial Court; and to
make the other changes to bring Tanzania in line with best practice standards in its competitor countries.
This gregter flexibility in employment is essentid in the context of exports from Tanzaniain cydica globd
€conomy.

4. Land issues

Ownership of dl land (urban and rurd) within Tanzania and Zanzibar is vested in the Government,
and is avallable only as leaseholds. Structures built on land can be wholly owned (dthough not the air
rights). The Government is currently pursung a mgor ratondisation and retatement of land law to
remove the present uncertainties that have evolved over the course of the past 50 years. The Land Act
and the Village Land Act 1999, which came into force in May 2001, both contain provisons to meke
land available to private sector investors on aleasehold basis with a secure title. A series of parald
adminigrative changes, which are seen as being especidly important in atracting FDI, have been
implemented recently.

Although normdly the digtribution of land is the responghility of the Minigtry of Land, under the
1999 Land Act, TIC has been empowered to provide land to investors as part of the one-stop-shop
sarvice. Hence the presence within TIC premises of a Principad Land Officer stationed at TIC by the
Minidry of Land.

Under the 1999 Land Act, dl didricts are required to prepare “land use plans’ which identify a
specific area of land to be used for investment purposes. The Ministry then demarcates such land and
announces its new satus through the Government Officid Gazette. Some of this land is subsequently
transferred to the responsibility of TIC for distribution to potentid investors.

Once an investor has made a decision to invest and has gpplied for land, TIC assgs in identifying
an appropriate gze of land in areas suitable for the investors needs. TIC then grants land rights to the
investor on aleasehold basis for a period ranging from 33 through 66 to 99 years.

This system of land provison does not goply in mining or the oil and natura gas sectors where
minerd rights are granted by the Minigtry of Mining and Energy.

While the recent changes in the adminidration of land dlocation are encouraging, it is evident from
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the responses of investors, especidly locd investors, that the system requires further improvements to
meet the demands of a growing market economy. For instance, delays in obtaining land leases by foreign
invetors and the lack of trangparency in the adminigtration of gpplications for business uses needs
improvement. Another indicator of the limitation of the present system is the reluctance by commercid

banks to use land as collaterd in giving loans to investors. The Government intends to amend the Act to
meet the requirements of the banks.

5. Taxation and investment incentives

Tax reform has been an important component of Tanzania s reform programme. In the 1980s and
the early 1990s the reform amed at smplifying the tax system and enhancing the tax revenue collection.
Despite the reforms, complicated tax structure sill remains (Levin, 2001). Vaue added tax (VAT) was
introduced in 1998 and replaced previous sales tax and part of stamp duty and entertainment taxes.

The generd corporate tax rate in Tanzania is 30 per cent, which compares with the rates in other
countriesin the region (table 11.1). It is less than in Ghana (35 per cent) but higher than in Zimbabwe (25
per cent). There is no withholding tax on interest, which compares favourably with such countries as
South Africa (20 per cent) and Ghana (5 per cent). Withholding tax on dividendsis 10 per cent, lessthan
that in South Africa (12.5 per cent) and Zimbabwe (20 per cent). VAT on capitd goods is zero,
comparable to the rate in the countries mentioned. On nontcapital goods and services, VAT is 20 per
cent. Depreciation alowances for capital assets are aso very liberd: 100 per cent of the vaue is dlowed
to be deducted. In The Africa Competitiveness Report 2000/2001, corporate and income taxes were
listed among assets of Tanzanid s busness dimate while employee payrall tax, tax evason and import
tariffs (including the average tariff rate) were among the ligbilities (World Economic Forum, 2000, p.
219).

Tablell.1. Comparison of fiscal regimesin selected countries

(Per cent)
[tem Tanzania Zimbabwe South Africa Ghana Peru
Royalty:
Gald 3 0 0 312 0
Diamonds 5 0 0 0
Withholding tax
on dividends” 10 20 12.5 35 None
Withholding tax
on loan interest None None 20 5 None
Withholding tax on
salaries and fees for
foreign consultants 3 20 None 5 None
VAT on mining
capita goods None None None None None
Depreciation
alowance 100 100 125 75 20

Source: Chamber of Mines, Tanzania
a All minerals.
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® Remitted aboard.
¢ Compounded.

There is dso a plethora of locd licences, permits, duties and levies throughout mainland Tanzania
and Zanzibar which are dgnificantly more numerous than in most countries and imposes additiond
transaction costs on investors (box 11.5). The multiplicity of taxes and non+transparent procedures can not
only act as a barrier to FDI but dso can aso prevent loca investors from entering forma business and
result in a ggnificant informa sector. It is important that the Government fulfils the commitment made in
the 2001/2002 budget to rationaize loca and central government taxes.

All incentives have a fiscal base, and are ddlivered through a reduction in, or excluson from, tax or
duty payments to investors in lead and priority sectors with investment above $300,000 in the case of
foreign investors and above $100,000 in the case of locd investors (table 11.2 and box 11.6). As regards
genera incentives, until 1997, there were differences between lead and priority sectors on the one hand
and other sectors on the other hand as regards corporation tax and between lead, priority and other
sectors as regards import duty on capita goods (which was, respectively, 0, 5 and 10 per cent). The
1997 Investment Act and subsequent annud fiscal acts fave harmonized fiscd incentives, diminaing
these differences as well as differences concerning value added tax on capital goods and carrying forward
of losses, eroding further the meaning of the Certificate of Incentives as a tool of giving privileges
investorsin priority aress. The Certificate continues to serve as atool of distinguishing investors according
to the desired threshold levels determined by the 1997 Investment Act. There has been steady progress
to making the award of investor benefits autometic.

Box 11.5. Local taxes and levies collected by Ilala Municipal Commission: financial year

1999/2000
Development levy Guest house levy
Guest house levy Market levy
City servicelevy Livestock keeping licence
Food licence application and fee Small licence
Hotel registration application and licence fee Daily levy
Registration fee of health care, dispensary, Sign and advertisement fee
pharmacy, professional and laboratories Bus stand fee
Business licences under by-laws Road crossing fee (dal adala)
Liquor import licence application Sitefencing levy
Loca liquor licence application Motor vehicle levy
Taxi cab and vehicle registration fee Qil levy
Scalelevy Building tax
Up country business licence Fishing licence

Profession licence
Local liquor businesslicence

Source: BEST Practice document, 2000, pp.28 and 29.

41




Chapter 11

Investment Policy Review of the United Republic of Tanzania

Tablell.2. Taxation

Tax L egislation Year Present level, per cent
A. CENTRAL GOVERNMENT
Corporation tax Income Tax Act 1973 30
Withholding tax on dividends Income Tax Act 1973 10
Withholding tax on interest Income Tax Act 1973 0
Payroll levy? Payroll Levy Act 4
Value added tax on raw materials

and traded products Value Added Tax Act 1997 20
VAT on capital goods VAT Act 1997 Deferred
VAT on mining, tourism services 0

and education VAT Act 1997
Import duty on capital goods and
raw Customs Tariff Act 1976 0
materials

Training levy® Training Levy Act 1972 2
Stamp duty Stamp Duty Act 1972 2-3
Capital gainstax Income Tax Act 1993 10
B. LocAaL GOVERNMENT
Development levy Loca Government Finance Act 1982 1.0 per cent of income
Property rate Loca Government Act 1982 0.15 per cent rateable value
City service levy Local Government Finance Act 1982 0.3 per cent of turnover
Other locd levies Loca Government Finance Act 1982 Various (box 11.5)

Source: BEST Programme Document, Appendix 3and TIC.

& Per cent of gross wage hill.

b Levied on gross payroll.

Box I1.6. Other investment incentives

VAT zerorating on manufactured exports, and VAT deferment for new capital equipment assets
purchased by VAT registered investors.

100 per cent investment alowances and deductions against Tanzanian corporate tax in the first year of
income. A five-year carry-over of al business losses following start-up against future business profits.
Automatic approva of the employment of up to 5 foreign nationas in any project granted a Certificate of
Incentives.

Accessto land.

Sources. National Legislation including the Tanzanian Investment Act 1997; the Income Tax Act 1973; the Customs
Tariff Act 1976; and the Sales Tax Act 1976.

Apart from generd incentives linked to the Certificate of Incentives (which gpply practicdly to
amogt dl investors), the 1997 Investment Act (section 20) empowers the Minister of Planning and
Privatizetion, in consultation with the Minister of Finance, to offer additiond invesment incentives or
benefits over and above those specified in the Act, on a case-by-case basis, should an investment project
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have a specid nationa economic development importance. TIC has a defined role in the determination of
the need for gpedific investment incentives through identifying and agreeing that a project has nationd
drategic importance. Only two FDI cases, both in sugar growing and processing, have so far received
such additiona incentives, but it is possble that targeted incentives may be progressvely introduced
especidly for agricultural and infrastructure projects which have been recently confirmed to be among the
lead sectors (box 11.1).

Specid investment incentives are a0 avalable to domestic and FDI projects in petroleum
exploration and development (box 11.7); and Zanzibar has introduced its own set of incentives for its Free
Economic Zone and Freeport areas (box 11.8) which are designed to be no less attractive than incentives
offered by idand countries in the region such as Mauritius. There are some mainland concerns about these
Zanzibar incentives, especidly where they have export criteria, which is interpreted as “exporting” from
Zanzibar to mainland Tanzania

Box I1. 7. Incentivesfor petroleum exploration and development

The genera investment incentives listed in table 11.1 and box 11.6 are supplemented by the following
sector specific allowances:

The award of eleven year exploration and development concessions based on 4 initiad exploration
years with a4 year extension; and a second 3 year extension to the point of production.
Relatively large exploration licence area concessions up to a maximum of 60 blocks each of 5x5
minutes; and with RSA certificates being granted for more than one licence.
Generous and negotiable work programmes covering oil recovery cost alowances and oil profit
splits with government.
No import duties on al equipment brought in for petroleum exploration.
No signature or production bonus payment.
Full allowance for unrecovered exploration costs incurred under earlier PSAs by the company in
all its contract areas once it has made a discovery in a subsequent PSA, i.e. no ring-fencing.

Sources: Tanzanialnvestment Centre; Petroleum (Exploration and Production) Act, 1980; Tanzanialnvestment Act,
1997.

Box 11.8. Investment incentivesin Zanzibar
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ZAFREZA administered 10 year corporate tax holiday
No withholding tax on dividends, interest and any other income accrued from business transactions
during the tax holiday period*
Free repatriation of dividends after taxation*
25 per cent investment alowance and 100 per cent ownership retention*
Waiving of rent on leased property during the construction period
Exemption from customs and import duties for:
Manufacturing equipment and capital goods during the construction period*
Raw materials for the manufacturing process utilised for trial purposes
Raw material inputs used in production of finished goods destined for export markets
Personal effects of expatriate personnel during the first six months of their business
commencement
Generous terms of government land lease for 49 years which can be extended to 98 years

* Union investment incentives.

Sources: Zanzibar Free Economic Zone Authority and Zanzibar Freeport Authority, March 2001.

* * *

The present sructure and leve of fiscal incentives to foreign investors in Tanzania as presented in the
1997 Investment Act and updated in annud financid legidation is dill undear. With the exception of
mining and petroleum, it gppears to be currently no differencein thelevd or type of investment incentives
avalable to digible investorsin the lead and priority sectors and investment prioritisation is thus promoted
by other means. When reviewing the present incentives framework and levels, there is no reason to
change incentives in mining, which have proved to be indrumentd in atracting sgnificant and beneficid
FDI into this sector.

6. Export processing zones

In mainland Tanzania there have been moves to establish export- processing zones (EPZSs) since the
early 1990s when the African Development Bank was requested to conduct a study on EPZs. The study
was completed in 1995 and recommended EPZs in Dar-es-Sdaam, Kigoma, Tanga and any other
auitable town. It estimated the cost of establishing a good EPZ, amilar to EPZs in Mdaysa and
Mauvritius, a $29 million. The Government found the cost to be much too high to guarantee returns and
decided to pursue dternaive ways. As a result of another study completed in 2000, the Nationa
Development Corporation (NDC) was appointed as a body, which will supervise the establishment of
EPZs (box 111.2). The current thinking is that the first zone will be created in the proximity of Dar-es-
Sdaam, close to the main roads and with easy access to power supply. The Government will not develop
the zone, but will make it available to private investors as an investment opportunity, providing land and
the appropriate, attractive legidation. The necessary infrastructure isto be developed by private investors.
The EPZ datusis to be given to individua factories with the potentia to export 80 per cent or more of
their production. The expectation is that the cabinet will approve the establishment of EPZs in the early
2002, paving the way for an EPZ legidation and operationdization during 2002.

In Zanzibar a Free Economic Zone and a separate Fregport have been established under legidation
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from the House of Representatives, and these have additiona investment incentives for companies
locating in these zones.

Zanzibar Free Economic Zones Authority (ZAFREZA) was edtablished as an autonomous
agency of the Government of Zanzibar. Free economic zones are currently being planned and funded at
Fumba and Micheweni to complement the first zone & Amaan Industrid Park outside Zanzibar town.
Preference is given to attracting manufacturing projects, which will be required to export a minimum of 80
per cent of their output from Zanzibar. The incentives to investors within the zone are summarised in box
11.8.

Zanzibar Freeport Authority (ZFA) was created in 1998 as a public sector agency responsible
for developing, managing and promoting a new bonded Fregport complex aongsde the harbour in
Zanzibar. This 39,000 square metre complex is designed to enable goods being transhipped or
warehoused in Zanzibar to have minima customs and adminigtrative requirements and interference.
Zanzibar, as a long-established entrepdt trading economy sees Free Economic Zones and Fregports as
enabling it to better compete againg Mauritius in atracting international manufacturing and trading
companies seeking access to Central, East African and Gulf States markets.

There are concernsin mainland Tanzania regarding the specid zonesin Zanzibar, when goods from
these zones, enjoying a rumber of benefits, are sold in mainland, putting businesses there a a competitive
disadvantage. Thisis an internad Union matter, which reguires atention.

7.  Technology in the new investment policy

The Tanzanian Investment Act of 1997 has provisons facilitating trandfer of technology into
Tanzania. Foreign investors that meet the minimum investment requirement can import machinery, capita
equipment, vehicles (especidly investments in mining and agriculture), indalation materid and, in the case
of mining, explosves, lubricants, and indudtrid items either free of import duty or at arate not exceeding 5
per cent. Section 26 (1) removes al redtrictions relaing to technology transfer agreements with foreign
suppliers of technology. It states that a person who has “established an enterprise may enter into such
transfer of technology agreement as he consders appropriate for his enterprise” Coupled with the
guarantee of freedom of trandfer in a fredy convertible currency of roydties, fees and charges in respect
of any technology transfer agreement and payment of emoluments and other benefits to foreign personnd
employed in Tanzania invesment projects, the 1997 Act goes a long way to bring technology to
Tanzania. Moreover, in order to make the process easier, the 1997 Act has removed the need for
separate application for transfer of technology agreement.

In contrast to the old and cumbersome work permit procedure, under the new investment regime,
holders of Certificates of Incentive are entitled to an initid automatic work permits for up to five persons
during the start up period. This has diminated the concerns that the foreign companies often have about
finding highly skilled managerid, supervisory and/or technicd daff to oversee the establishment and
operation stages of their invesment. This new provision dlows them to bring their own skilled personndl
and it gppears that most of the new foreign invesment in the country has taken advantage of this
regulaiion. In addition, if need for additional technical expertise can be demongrated, TIC, in
consultation with the Immigration Department can dlow for such additiond technica persons. There are
no limits to the number of foreign experts or managers who can be brought to Tanzaniain mining, naturd
gas and petroleum projects, asit is recognized that such expertise are not available in Tanzania at present.
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Thus, the 1997 Act has proactive measures in encouraging technology transfer to Tanzania

8.  Protection of intellectual property

Intellectua property rights (IPR) is an important issue for FDI, especidly in relation to the statutory
and practica protection of brands, logos, technology and products, the loss of which has been a cause
for concern in many capital exporting countries. Tanzania, through its Patent Act and the Trade Services
Marks Act (both enacted in 1987) has the basic statutory framework for protecting IPR and settling IPR
disputes. Government therefore does seek to ensure IPR protection for its investors, but as yet this has
not been an active issue in tha the indigenous SME sector has not yet evolved the manufacturing and
marketing capability to cause concern to internationa investors in Tanzaniaw The 1997 Tanzania
Investment Act requires that al technology transfer agreements by FDI and Tanzanian companies be
registered with TIC as ameans of monitoring technology and IPR flows.

Tanzania is a founder member of the World Trade Organisation (WTO); the African Regiond
Industrial Property Organisation (ARIPO); and the World Intellectual Property Organisation (WIPO). It
iIsadgnatory of the Paris and Berne Conventions, and the other key internationa protocols governing the
cregtion, ownership, use and sde of IPR. However, there is currently a lack of effective statutory and
adminigrative mechanisms to identify, pursue and punish infringements of IPR: this is currently being
addressed by the Government.

9.  Environmental protection

There is a growing nationd awareness of the environmental consequences of unplanned and
unregulated economic and commercia developments, especialy in sendtive coastd and rura aress of
Tanzania important to Tanzania's growing tourism economy. The current regulation for environmenta
protection is the Nationd Environment Act of 1983, administered by the Ministry of Parks and Natura
Resources. This legidation needs to be revised. It is now standard practice for mgjor FDI projectsin
Tanzania to undertake Environmenta Impact Assessment studies in advance of their congtruction, and
these are a pre-condition for congtruction and planning permits. MIGA guaranteed FDI projects must
undertake EIAs to demondtrate that they do not damage the environment and are sustainable, especialy
for mining, oil and naturd gas, and tourism projects in the wildlife parks and coastal aress.

The Tanzania Investment Centre and Zanzibar Investment Promotion Agency both seek to assess
FDI projects againg environmental benefit and impact criteria; and can require Environmental Impact
Assessments to be undertaken in support of investment gpplications where sgnificant capita projects are
involved. Such impact assessments will be extended to domestic SMES once the necessary resources
and killsare available.

10. Capital and financial markets

The Capitd Markets and Securities Act 1994 provides the legidative bass for establishing a
Capitd Markets and Securities Authority for Tanzania with the am of promoting and facilitating the
cregtion of an efficient, fair and transparent capita and securities market. The Act introduces a series of
regulatory requirements for stockbrokers and securities dealers, and regulates these areas for foreign
companies operating in these market areas within Tanzania Banks and other financial enterprises are
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separatdy regulated through the 1991 Banking and Financid Indtitutions Act. Commercid, development
and microfinance banking are three of the priority sectors for Tanzania to pursue in promoting investment;
and the privatisation of the state-owned banks since 1995 has been the principal meansfor attracting FDI
into these essentiad economic sectors.  There has, however, been little red progress in attracting and
developing microfinance banking via FDI.

11. Foreign exchangeregulations

The adminidration of foreign exchange contral is undertaken by the Bank of Tanzania through the
1995 Bank of Tanzania Act, which empowers the Bank to control al aspects of foreign exchange in
Tanzania and Zanzibar, including authorisng payments abroad. Since 1993 the Bank’s officid loca
currency rates have been harmonised with those offered by commercia banks, and a Single exchange rate
now appliesto dl foreign exchange transactions.

The single exchange rate applies to both government and private sector imports, and there are no
foreign exchange controls on trade athough the release of foreign exchange in excess of $5,000 requires
adeclaration form. Since July 1995 Tanzania has accepted the IMF obligations to refrain from imposing
restrictions on foreign exchange payments or trandfers of capita overseas, from engaging in discriminating
currency transactions; or multiple currency practices without IMF approval.

12. Sectoral investment regimes
(@ Gemstone and minerals mining

This sector was origindly dominated by the State Mining Corporation (established in 1973), which
inherited dl the existing mines throughout Tanzania SMC 4ill owns and operates a smdl number of ore
mining concessions, and the National Research and Development Corporation (NRDC) aso became
involved in operating iron ore concessons in the South and remain active within the sector. From 1990
the Government began to encourage FDI in mining gemstones, gold and other minerds, and this resulted
in the Minerd Policy of Tanzania being ntroduced in 1997, followed shortly by the 1998 Mining Act.
This provides (with the 1997 Tanzania Investment Act) the present statutory framework for FDI into the
mining sector.

The policy and operating framework is investor-friendly. In many ways it is ‘best of its kind' in
terms of providing a pogtive supporting environment. The taxation and investment alowances are
dtractive. The Minigry is rdaivdy efficient and supportive and dl necessary certificates are normdly
obtained within two weeks. The FDI framework is thus strongly postive. The industry, as well as the
Minidry, is hopeful that Tanzania will become a sgnificant internationd mining location in the future,
cregting employment and exports, thereby acting as a driving sector for change. The main aress for
improvement are the removad of restrictions on land ownership and infrastructure in the main mining aress.

(b) Petroleum and gas

The Petroleum (Exploration and Production) Act of September 1980, currently implemented within
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the framework of the 1997 Tanzania Investment Act, recognising the high costs and uncertain results of
exploration and development, seeks to provide an attractive operating environment for internationd oil
and gas companies.

As regards incentives, in addition to the standard fisca incentives, these include zero import duties
on any purchased equipment; and full alowance for un-recovered exploration costs incurred under earlier
production sharing agreements (PSAS). An attractive fegture is that international companiesin this sector
can opt to maintain their operaing accounts for their Tanzanian activities in dollars, and to pay their
Tanzanian taxes and charges in dollars at the prevailing exchange rate. This congtitutes a dollar basis for
investment, capita expenditure and purchases of the globd oil and gas industry. This policy appears to
be effective in encouraging FDI into the emerging Tanzanian hydrocarbon sector.

(¢ Tourism and hotels

Attracting FDI in tourism and the hotel sector is a Strategic priority for Tanzania, especidly in
relation to the mgjor game parks, wildlife reserves and coastal areas. The emergence of Arusha as a
ggnificant new internationd arport in Northern Tanzania is an indication of the sgnificant economic
potential of tourism for the economy. Tourism FDI is generdly governed by the 1997 Tanzania
Investment Act, and its development is the responsbility of the Minisiry of Naturd Resources, which has
the policy remit for the game parks, nature and coastal aress.

Investment in tourism enterprises in Tanzania are governed by the Hotels Act 1963 and the Tourist
Agency Licenang Act 1969, both drawn up in the context of much less internationaly competitive tourism
markets. Licensing redtrictions currently exist within this legidation and its implementing ordinances,
namely car hire and travel agency licences can only be issued to Tanzanian nationds, and travel agencies
must employ at least two Tanzanian nationds holding certificates in tourism.

13. International agreements

Tanzania is a Sgnatory to severd internationa agreements governing the protection of foreign
investment in Tanzania (table 11.3). It has aso signed bilatera investment treaties (BITS) with 7 countries
and bilatera tregties for the aoidance of double taxation with 9 countries (table 11.4). The present
internationd, regiond and bilatera treaty network is an indication of Tanzanid s intent to actively promote
and protect FDI. This can be further strengthened by sgning BITs and DTTs with the mgor home
countries such as the United States, France and Japan as well as new dynamic home countries from Asia,
such as Maaysia, Singapore or Thalland. The absence of aBIT with South Africa, amgor regional home
country, isaso griking.

Tablell.3. International agreements

Agreement Date Tanzanian
established accession
Convention on the Recognition and Enforcement of Foreign Arbitral Awards 1959 1964
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Convention on the Settlement of Investment Disputes Between States and

Nationals of other States 1966 1992
Paris Convention for the Protection of Industrial Property, latest amendments 194 1963
Convention Establishing the Multilateral Investment Guarantee Agency 1988 1992
Marrakesh Agreement Establishing the World Trade Organisation, Agreement on

Trade-Related Investment M easures. 1995 1995

Source: UNCTAD, 2001a.

Tanzania is an active member of the man internationa tregties governing the protection of
international  investment, including the World Bank's FDI inswrance organisgtion (the Multilaterd
Investment Guarantee Agency (MIGA)); and the Internationa Centre for the Settlement of Investment
Disputes (ICSID), which is dso affiliated to the World Bank. The TIC and ZIPA make clear to potentia
foreign investors and Tanzanian joint-venture partners that the Government recognises the importance of
providing a secure FDI framework through the provisons of the 1997 Tanzania Investment Act and the
pardld legidaion governing invesment in the mining and petroleum sectors.  In relation to FDI, these
sectors and their legidation are deemed to be governed by the relevant FDI enabling and protection
provisions (Sections 15-26) of the 1997 Act.

D. Roleof thelnvestment Centre

Among its efforts to attract FDI, Tanzania has established the TIC with the mission, formulated in
1997, to be "the primary agency of Government to coordinate, encourage, promote and facilitate
investment in Tanzania and to advise Government on investment policy and related matters'. As part of an
ongoing process of upgrading the TIC and strengthening its role, greater resources were alocated to the
TIC; the formation of an Investment Steering Committee was gpproved to ensure that other indtitutions
fully cooperate with the TIC in investmert promotion and facilitation; and recommendations have been
made to restructure and reposition the TIC as an autonomous body in order to dlow the flexibility to
recruit highly qudified professonds.

Tablell.4. Tanzania' s bilateral investment treaties (BITS)
and double-taxation treaties (DTTSs), as of January 2001

A.BITs Date of signature
Denmark 1999
Egypt 1997
Germany 1965
Korea, Republic of 1998
Netherlands 1970
Switzerland 1965
United Kingdom 1994

B.DTTs
Canada 1995
Denmark 1976
Finland 1976
India 1979
Itay 1973
Norway 1976
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South Africa 1959
Sweden 1976
Zambia 1968

Source: United Nations, 2001, p. 124.

As the guardian of the Invesment Act 1997 the Centre has acquired amongst the business
community in Tanzania an enviable reputation for good sense, courtesy, and a willingness to hdlp, inform
and advise prospective investors. That is said by some investors to contrast with more negative, and
sometimes rather dovenly attitudes that can be encountered in a direct gpproach to the minigtries involved
in a particular project. The Centre should build on this core competence and steer away from activities
that involve screening, gpprova or even regidration of investments if that requirement is to be provided
under the Companies Act. Towards that end, the Centre should play the role of guide to the applicable
Acts and Regulations that an investor may need to understand. At present many investors seem to rely on
anecdote, which can result in an exaggerated idea of the difficulties they are facing. However the Centre
should take care not to assume the function of legal adviser to prospective investors. To do so would be
seen as encroaching on a legitimate private sector activity, and could open the Centre to ligbilities at the
auit of disgppointed clients.

Under Section 16 of the Investment Act 1997 the Centre is given an active role in securing for
prospective investors licences and gpprovals that may be required for a particular investment. In the
Centre and amongst some investors considerable importance is attached to what is described as the
“fourteen day rule’. Clearly this activity as facilitator should be continued. However it would be prudent
to examine carefully how the fourteen-day rule has actudly worked in practice. It is not generdly
consgdered good adminidtrative practice to provide by law for the way in which one Government
department should deal with another.

From the perspective of implementing the investment promotion and facilitation functions, the TIC
Corporate Plan, covering the period July 2001 to June 2006, specifies the following:

creating and maintaining a pogtive climate for private sector investment;
dimulating investments by the private sector;

atracting foreign investment and

providing assstance to dl investors.

Investor facilitation and servicing includes: improving procedures for processing inquiries, improving
regponse time for inquiries and proactively responding to inquiries, developing investor tracking systems
and a computerized information database; facilitating and servicing existing investors and assging in
project implementation. The development of the Centre's after-care role is important. The existing stock
of FDI provides considerable demonstration effect for sibsequent and sequentia investment. Another
objectiveisto try to integrate foreign investors into the economy as development and dliance partners by
encouraging linkages with domestic enterprises. These include backward linkages with suppliers. as the
company examples in this report show, some investors import virtualy dl their requirements a time of
set-up, and efforts need to be made to encourage loca sourcing subsequently. But there are other
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partnership possihilities too, such asin the area of education and training, collaboration with universities
and research inditutions on development projects, and the provison of management and marketing
advice to locd enterprises. Some of these activities will be sector-specific, but the TIC has arole asthe
body that should have the closest and most direct relationship with foreign-owned enterprisesin Tanzania

E. Assessment and recommendations

The URT has made considerable progress towards establishing an open and increasingly consstent
and transparent legd framework for FDI. The establishment of TIC has been an important step in the
direction of a angle-door investment promotion agency with adirect Presidentid remit to co-ordinate and
deliver support from ministries and other agencies to foreign investors. A matching inditutiona capability
has been achieved in Zanzibar through ZIPA.

Present investment framework is thus characterized by the relative ease of entry and establishment
with few industries not open to FDI and no ownership restrictions or performance requirements. The
standards of trestment and protection of foreign investors have been raised to best practices of other
countries in the region. Generd investment and operationa conditions have adso improved because of the
improvements in investment-related laws and regulations and the increasingly professiona support of TIC
and the ministeria representatives within the Centre. The improving economic Stuation and such changes
in the investment environment as the emergence of private banks offering an increesng range of services
have dso helped in this respect. Rights of foreign investors are well secured through nationa legidation
and Tanzanid s participation in dl important internationd investment agreements.

The adoption of the Mining Act 1998 has been a milestone in the improvement of investment
frameworks in individual industries or sectors. The act, consdered by investors as “the best of its kind”,
was a single most important policy measure which, together with attractive sector-specific investment
incentives, has attracted to Tanzania mgor mining TNCs and contributed to significantly increased FDI
inflows into Tanzania. Some progress has dso been achieved in sreamlining the incentives system and
moving towards automatic awards of investors' rights. The Investment Act of 1997 was ingrumenta in
improving the investment framework, and climate, of Tanzania in the second haf of the 1990s. However
the continuing process of change has outpaced reform of the statue book and, as a result, the Act is
outliving its usefulness as an instrument to promote invesment in the 21% century.

If Tanzania wants to consolidate its initid success in atracting FDI and move to new frontiers, it
should continue to improve the invesment framework. Recommended improvements include the
falowing:

Laws and regulations from the time of the centradly planned economy should be replaced with laws
and regulations compatible with the requirements of the market economy and Tanzanias
competitiveness. This includes in particular employment and labour laws, the commercid and
contract law (including new companies act) and tourism and fishing industry regulations.

The commercid judtice system should be further improved. A recently established commercid court
is a gep in the right direction. While large foreign investors will tend to resort to internationd
arbitration, small investors, including loca business community, would benefit from a new arbitration
act. A legd and adminigtrative mechanism to identify, pursue and punish infringements of intellectud
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property rightsis aso required.

The existing law embodied in the 1997 Investment Act has become increasingly dysfunctiond. The
Act should be replaced by a new, modern act reflecting current conditions inside and outsde
Tanzania. Examples of areas where the Act has logt its relevance or should be updated include
functions of TIC, references to lega acts, which no longer exist or have been replaced by new acts
(e.g., the sales tax act replaced by the VAT act) or the Certificate of Incentives.

The Competition Act of 1994, which focuses on traditiona competition issues typica for developed
countries, should be reviewed and amended, if necessary, to reflect, among others, the implications
of the incressed presence of foreign companies in Tanzania A Competition Authority should be
established.

A plethora of loca licences, permits, duties and levies throughout mainland Tanzania and Zanzibar,
ggnificantly more numerous than in mogt countries and imposing additiond transaction costs on
investors should be reviewed and their number reduced. In this respect, Government’s commitment
in the 2001/2002 budget to rationaize both loca and centrd taxation is very timely.

Investment incentives offered to both foreign and loca investors should be reviewed and replaced by
a smple and transparent system. The possible impact of the excluson of FDI projects below
thresholds determined by the 1997 Invesment Act on the inflow of FDI into manufacturing,
agriculture and tourism should be examined. Should Tanzania decide to keep the thresholds, they
should be lowered to levels competitive with other African countries. Provisons in the Investment
Act concerning additional non-specified incentives for srategic or mgor investments may lead to
arbitrariness and discrimination among investors and should be reviewed. Thereis, however, no need
to review incentives in the mining sector, which have proven to be indrumenta in attracting FDI into
this sector.

The establishment of a first specid economic zone should be used as an opportunity to create “a
pocket of development” in addition to pockets dready emerging around the gold mines. The first
zone should fagt track Tanzania's push for industrid gowth. It is therefore very important that the
zone succeed. The existing and advanced concept of the EPZ near Dar-es- Sdlaam can be useful for
this but it could be improved in two respects. One is to broaden it to a Multi-facility Economic Zone
(MFEZ). And secondly, the Government could be more involved than currently intended to make
sure that the undertaking is successful.

The network of BITsand DTTs should be expanded, especialy to include actual and potential home
countries including dynamic developing countries from Ada and the African region. UNCTAD
programme facilitating BIT negotiations among partner countries could be a codt-effective way to do
0.

Efforts to turn both TIC and ZIPA into date-of-the art investment promotion agencies should
continue. Ther activities should initidly concentrate carrying the message that “Tanzania is open for
business’ and on focussed targeting into areas of immediate FDI potential. These should gradualy
expand to incdude al functions of a fully-fledged, one-stop investment agency. Needless to say,
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promotion strategies of TIC and ZIPA, though coordinated, should take into account differences in
comptitive advantages between the mainland and Zanzibar.

A comprehensive investment guide should be prepared identifying investment opportunities in the
URT and familiarizing foreign investors with FDI conditions, induding entry and establishment
procedures, the incentives available, the charges to be met, and practicd information on the palicy,
legd and operating environment for investors. Recent TIC initiative in this respect is very timely and
should be brought to successful conclusion, producing a guide of professona quality.*

! This could be done within a project on “Investment guides and capacity-building for least developed countries”,
a collaborative venture between UNCTAD and the International Chamber of Commerce, which has already resulted in 5
guides prepared for LDCs.
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CHAPTER I11. ENHANCING THE ROLE OF FDI IN DEVELOPMENT

Tanzania can be an attractive FDI locetion in Eagern and Southern Africa. This has been
confirmed in mining — thanks to ample resources and an inviting invesment regime — and it may gpply to
other sectors with as yet unexploited potentid. But pushing FDI to new frontiers will require determined
actions on a wide front: privatisation, infrastructure, human resources and, not least, a dynamic private
enterprise sector and ingtitutions supportive to the needs of an open, market economy.

A. Tanzania’ sFDI potential
1. Tanzania'scomparative international position
Tanzanid's investment potentia is related both to its own attractiveness and to its comparative
position, particularly with regard © its East African neighbours. While Tanzania has somewhat different
features from Kenya and Uganda -- alarger population and labour force but lower per capita GDP and

lesser degree of indudtridization -- the three countries are more or less equally attractive (table 111.1).

Tablelll.1l. East African comparisons: selected indicators, 1999

Tanzania Kenya Uganda

Population (millions) 330 28.7 216
Labour force (millions) 16.8 114 10.6
GDP (dallars) 7,747 10,649 6,400
GDP per head (dollars) 235 371 298
Real GDP growth forecasts (per cent):

2000 52 04 55

2001 54 26 6.4

2002 59 40 6.6
Structure of economy (per cent):

Agriculture/GDP 456 26.0 44

Industry/GDP 149 161 17.8

Servicess GDP 395 57.8 378
Trade:

Exports of goods and services/ GDP (per cent)) 183 250 113

Imports of goods and services/GDP (per cent) 250 29.6 229

Sources: Economist Intelligence Unit and World Bank.

Surveys of business opinion ranks Tanzania top among African countries in terms of optimism
concerning the reforms and improvements (table 111.2), thus sgnaling a strong vote of confidence in the
liberaization and market reform process in the country. However, surveys on competitiveness and FDI
attractiveness rank Tanzania and its neighbours below average in Africa (seetables 111.2 and 111.3), and at
the bottom among SADC countries (BusinessMap SA, 2000). A disaggregation of competitiveness factors
(table 111.4) shows that the East African countries score poorly on finance, on most infrastructure and
openness variables, and on certain government factors (principaly payroll taxes, tax evason and irregular
payments). Tanzania scores particularly poorly on its import tariff levels, payroll taxes, internet usage, and
secondary school enrolments and university education. However, the East African countries dl rank highin
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respect of corporate tax rates. The few areas where Tanzania scores highly are: an exchange rate policy
that is supportive of exports, low levels of government expenditure and various inditutiona factors such as
an enforced court system, low levels of organized crime and civil service gability. It dso scores well

reldive to its neighbours on port facilities and rallway network. Thus, for Tanzania to move up the
competitiveness ranking, sgnificant improvements are required in education, aspects of the physica
infrastructure, and various trade and financia issues such as tariffs, taxes and irregular payments.

Tablelll.2. East African comparisons. national competitiveness, 2000
(Overall rankings)

Tanzania Kenya Uganda

Africa Competitiveness Index (2000) 14 17 2
Improvement Index (1996-1999)% 1 15 5
Optimism Index (1999-2001)° 2 14 11

Source: World Economic Forum, 2000.

Note: Ranking of 24 African countries, where 1 is best.

@ Measures perceived changes over the previous three years; ® Rates the level of optimism
over reforms and improvements.

Tablelll.3. African countriesranked accordingto FDI attractivenessand
business environment improvement

Tanzania Kenya Uganda
Attractiveness for FDI (2000-2003) 15 10 19
Business environment i mprovement(2000-2003)° 8 11 13
Source: UNCTAD, 2000.
Ranking of 20 countries, where 1 isbest; ”Ranking of 23 countries, where 1 is best.

2. FDI potential at the country level

Country experience suggests that FDI potentid is related closdy to a number of key factors
including: market size and growth; labour cogts and kills; infrastructure; the costs of doing business, and
natural resources. Tanzania s market potentid is long-term: its population isthe largest in East Africabut its
purchasing power is low. However, growth forecasts are positive and, if sustained, Tanzania could begin to
attract market-seeking FDI. Moreover, when viewed within the context of the EAC and of the SADC,
market Sze can become a mgor atraction for potentid investors. As yet regiond integration has not
progressed to the stage where it provides these market attractions.

With respect to labour force and skill availability, Tanzaniais not particularly atractive. During 1960-
1994, the contribution of education to growth was below the African and other regiona averages, the same
is true for the contribution of physica capita to growth. Surveys show worker productivity to be low in
Tanzania. Smilarly, labour cogts are consdered to be very high by investors, in part due to sgnificant fringe
benefits and levies charged.
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Tablelll.4. East African comparisons. competitivenessfactors
(Various units and ranking)

Competitivenessfactors Tanzania Kenya Uganda
(Rank in parentheses?)

Openness:
Opennessto trade (24 (21) (11)
Average tariff rate (per cent, 1998) 23.7(21) 11.0(3) 30.0(23)
Exchange rate policy (14) (29) a7

Government:
Government expenditure (per cent of GDP) 8.8(2 16.1(17) 9.6 (6)
Corporate tax (per cent rate) 30.0(4) 32.5(6) 30.0(5)
Income tax (per cent rate) 18.8(7) 225(15) 150(5)
Employee payroll tax (per cent rate) 10.0(20) 5.0 (15) 5.0 (16)
Tax evasion (18) (22) (14)
Irregular payments (21) (18) (19
Time for permits (per cent of senior management 14.4(15) 105(9) 14.8(18)

time)

Finance:

Gross domestic investment (per cent of GDP, 16.0(17) 145 (20) 15.1(19)
1998) 6.0 (18) 6.7 (16) 5.7 (19)

Gross domestic savings (per cent of GDP, 1998) (20) (15) (21)
Confidencein system

Infrastructure:
Paved roads (per cent of total) 4.2 (22) 139(17) n.a (24)
Railways (rail lines per 000 popn) 0.11(9) 0.09(11) 0.06 (16)
Telephones (mainlines per capita) 0.003 (17) 0.008 (12) 0.002 (21)
Telephone price (12 (8) (24)
Internet users (Est. mid-1999) 7,500 (19) 45,000 (5) 36,000 (7)
Electric power supply (13) (22) (16)
Air transport (cost/quality) (14/15) (8/9) (10/13)
Port facilities (cost/quality) (10/12) (18/21) (24/23)
Customstime (daysto clear) 186(17) 19.9(18) 24.9 (21)

Labour:
Primary enrolment (per cent) 474 (18) 65.0 (13) n.a (24)
University education (14) (5) (6)

Institutions:
Enforced court system (8) (22) (21)
Certainty of rulesand laws (18) (20) (22)
Organised crime (8) (21) (19
Civil service stability (4 (22) (15)

Source: World Economic Forum, 2000.

% Ranking of 24 African countries in parentheses, where 1 is best. Where only rankings are shown, the rank is based
on perceptions of interviewed firms.

A number of competitiveness and business climate surveys point to Tanzanid' s infrastructure as a
serious deterrent to FDI. Poor infragtructure has a sgnificant influence on the costs of doing business —
both directly through the availability, quaity and cost of services, and indirectly through, for example, port
delays and impassable roads during the rainy season. Tanzania has the advantage of not being landlocked
but the disadvantage from an infrastructura perspective of the largest land area. A further difficulty is that
the population of Tanzania is concentrated on the periphery of the country. In respect of utility costs,
eectricity charges are two times higher in Tanzania than in Kenya and Uganda.  Telephone calls to the
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United States cost $13.30 per three minutes, compared to $11.17 from Kenya and $6.80 from Uganda.
Telephone density is estimated at 0.32 per 100

Box I11.1. Investor perceptions of Tanzania versus Kenya

Many foreign companies in Tanzania also have ffiliates in Kenya and are thus able to compare the
two neighbours. Some of their perceptions are as follows:

Business. Kenya's private sector is definitely more developed and more dynamic, its informa sector
smaler. Comptition is adso stronger in Kenya, whereas in Tanzania the Government still plays a more
dgnificant role.  Asset/land ownership is a clear-cut issue in Kenya. In Tanzania, corruption is more
widespread but is mostly "petty”; in Kenya, the amounts are relatively more significant and thelr
conseguences more serious. Smuggling is less of a problem in Kenya because the routes are fewer.

Human resources. The quality of labour is better in Kenya, reflecting its higher level of education
and broader exposure to outside influences. Many job-seeking Kenyans migrate to Tanzania, bringing with
them skills and work experiences that Tanzanians have yet to develop, especidly a the management level.
The quality of education is generally poorer in Tanzania, and there is widespread concern that the use of
Kiswahili as the medium of instruction may become a serious handicap for young Tanzanians access to
outside communication and learning, including the Internet. On the other hand, Tanzanians are considered
more committed and less confrontationa in nature. Lacking the tribalism of Kenya, Tanzanians are more
cohesive and teamwork is better in the workplace.

Costs. Sdaries in Tanzania are estimated to be 25-30 per cent higher due to higher costs of housing,
utilities, taxation, and overdl transaction costs. VAT in Kenya is 17 per cent and 15 per cent in Uganda,
whereas it is 20 per cent in Tanzania; tax administration is regarded as better in Kenya and Uganda.

Infrastructure. Infrastructure in Kenyais generally better.

Despite the difficulties, internationa businesses suggest that "sentiment is swinging south”, with
optimism rising more for Tanzania than for Kenya

Source: UNCTAD.

inhabitants compared with 0.92 in Kenya Further, internet usage is hampered by the limited bandwidth of
the telecommunications network. Water supply is erratic and unsafe for drinking. Electricity supply is aso
frequently interrupted. Infrastructure has been made the mgor component of the large- scde privatisation
programme that the country is pursuing.

Additiond problems in the country in respect of FDI potentiad concern high transaction costs
resulting from fisca requirements, planning processes, business registration, import/export procedures, legal
systems as well as bureaucracy and petty corruption. Problems have been highlighted in the Tanzania
Investor Roadmap (The Services Group, 1999) and are currently the focus of proposed policy reformin
Tanzania

3. Potential at the sector and industry levels
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There is no definitive prioritization of sectors for development in Tanzania However, the minerds
and natural resources, agriculture and agribusiness and tourism sectors are recognized as being of mgor
sgnificance.

(@ Mining and natural resources

Tanzania has subgtantid deposdits of precious metas, indudtrial minerds and fuels.  Around 40 per
cent of Tanzanid's FDI is currently in mining; and there are sgnificant further opportunities. Gold is the
current focus of mining activity, with the exploration of non-ferrous metas being greater than anywhere ese
in Africa. The number of licences for prospecting and reconnaissance has risen dramaticaly from about 29
between 1985 and 1991 to over 450 in the late 1990s (The Services Group, 1999).

FDI potentid in mining is substantid, given the large reserves of a variety of minerds, the attractive
incentives, and the cooperative approach of significant players like Kahama Gold. 1ssues such as illegd
mining and environmental pollution are primarily conddered "nuisance factors' by nternationd investors,
but may have an adverse effect on the "business climate’ for FDI. Moreover, their implications for the
Tanzanian economy are very dgnificant: illegd mining is associated with widespread smuggling of gold and
other precious metds and stones, and has been estimated to tota around $100 million. The other note of
caution relates to declining commodity prices. for example, the world gold price has shrunk from its record
$850 per ounce in early 1980 to around $260-270 at present. In such circumstances, the lack of basic
infrastructure may become abarrier if mining interest shifts from gold to other mineras.

The importance of mining is not amply related to its FDI potentid per se but dso to its economic
contribution to the economy. The Government has taken measures to promote technology transfer and
diffuson as well as linkage formation to ensure that mining does not become an enclave. Thus far,
cgpabilities have been developed in terms of smdl-scde engineering maintenance and repair expertise,
which can be usad in loca agriculture and agro-industry. Similarly, investment in roads and power benefit
agriculture.  There is an employment locdization programme linked to an education subvention from the
Government and aimed at evauating progress againg targets. It is il too early to assess the impacts of this
programme, but contributions of the mining sector are discussed in box I.1.

There are FDI opportunitiesin energy and water, specificaly in the development of naturd gas, codl,
and possbly ail, as wdl as hydrodectricity, water and sawerage services. The Ministry of Energy and
Minerds has licensed the exploitation of coa and iron ore deposts to the state-owned NDC (see box
111.2), which is heavily involved in exploiting the cod reserves in the south of the country. The natural gas
resources in Tanzania s coastal waters are under development (see box 111.3) while oil prospecting has
been proceeding for many years. Nine foreign companies have expressed interest in investing in new

power plants.

Fisca terms for the mining sector are more beneficid than the generd incentives, and can further be
gabilized through a Fiscd Stability Agreement between individua companies and Government. In addition
to the O per cent import duty provided by the Finance Act 2001, mining companies are exempted from
VAT on imported equipment. Licensang fees are the same for dl types of minerds, irrespective of vdue. In
order to simulate explaitation, the Minidry is studying the option of reducing the feesfor high volume, low
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vadue minegrds. This is consdered an important area of future development, in part because indudtrid
minerds, in particular, integrate better into the economy.

Box I11.2. National Development Corporation : FDI through strategic alliances

Given the size and complexity of its projects and given the importance of strategic aliances with
foreign investors, the parastatal Nationa Development Corporation (NDC) plays an important role in FDI
promotion and economic development. It thus congtitutes the third mechanism for FDI attraction in Tanzania
adongside TIC promotion of foreign investment and the privatization programme.

NDC was established to promote industry and to manage existing date-owned companies. In 1992,
government decided to privatize companies under NDC control and to reinforce NDC's role as a catayst for
promoting development-oriented projects. Its mission is to identify areas of development to be undertaken in
collaboration with the private sector (with its maximum permitted equity stake of 25 per cent being divested
subsequently); and to undertake a series of special development initiatives. Some of NDC's magjor projects
arel

Power projects. NDC's first and largest projects in its new role are within the power sector in
southern Tanzania. Based on the findings of studies on local coad deposits and on a feasibility study, the
project was promoted worldwide. A BOO agreement has now been reached with an internationa consortium
to develop this project by 2005. The dliance includes Siemens (Germany), Anglo-Coa (South Africa),
Synergy (United Kingdom), Duke Energy (United States) and LTA Construction (South Africa). The $660
million project’s subsidiary components are: coa mine $110 million; power stations $400 million; transmission
$110 million; and a village development $40 million. NDC will take a maximum steke of 15 per cent. Project
implementation is as follows; financial closng a December 2001; construction completion by December
2004; and power production by December 2005. The cost of power to the consumer will not exceed US 7
cents per kilowatt hour. Consumers currently pay US 13-23 cents per kilowatt hour el sewhere in Tanzania.

Liganga Iron OrefTitanium/lImenite Project. Consdered the backbone of industridization in
Tanzania, this project would exploit the 1.2 billion tons of iron ore deposits near Mchuchuma. It is linked to the
Mtwara Development Corridor programme, which is jointly developed by Maawi, Zambia, Mozambique and
Tanzania. Alliance with foreign investors is pursued.

Export processing zones (EPZs). EPZs are amed at job generation by overcoming some of the
infrastructure problems, particularly in regard to power costs and hgh levels of duties in the country. The
proposed EPZ is to be a classic model of an export-oriented, tax-free zone, with activities focussed on
agribusiness, textiles and electronics. Access to the European Union and to the United States markets has
been assured under EBA and AGOA, respectively. NDC will have the role in planning and marketing of the
EPZ, with the first one to be located in Dar-es-Salaam and subsequent ones in border areas

Industrial parks. Three sites have been identified for Industrial Parks, which is amed at stimulating
SME development and linkages. The objective is to improve the situation of industries which will not benefit
from Export Processing Zone activity. No new legidation is required.
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NDC, with 32 staff, is currently funded by the Tanzanian Government but is facing mgor resource
congtraints. To carry out its strategic role, it needs funds from other sources. If it isto succeed, it requires a
strong and capable team of personnel, experienced in initiating and managng internationa strategic aliances.

Box [11.3 CDC Group PLC: theevolving role of along-established United Kingdom investor

While FDI stock in Tanzaniais relatively smal, a number of foreign investors have along presence in
the country. The nature of their investment has evolved, but they continue to play a role in the country’s
development.

A case in paint is the CDC Group PLC, which commenced operations in 1948 as the Colonia
Development Corporation and which primary function isto provide loans to public and private entities as well
asto large projects. Operated through DFID, it is being dated for privatisation. Its new role isto act as an
equity and value-added partner to commercialy viable business ventures in emerging markets. CDC will thus
operate principaly as aforeign venture capital investor with links to United Kingdom devel opment assistance.
The United Kingdom Government would provide investment credits to facilitate CDC equity participation in
Tanzania's privatization programme.

The CDC in Tanzania is one of the larger and more active of the 12 CDC offices in the African
continent. It has atota of 42 investments in Tanzania, with stock vaued at $90-100 million and accounting for
a large part of total United Kingdom investment in Tanzania. It is one of the largest non-mining investorsin
the country, with large holdings in agriculture. Four of these holdings, namely Kilombero Valey Tesk
Company; Tanganyika Wattle Company; East Usumbara Tea Company; and Tanzania Tea Packers, are due
for divestiture. They are. One previous magority-owned subsidiary — Mbeya Cement — acquired under
privatization programme, was recently sold to Lafarge Blue Circle as part of a package which included
CDC's cement interests in Zimbabwe and Malawi. Current CDC equity investments include stakes in
minerals, food and agribusiness, transport and tourism, as well as finance and real estate.

Tanzania has large offshore natural gas and oilfield reserves that are being developed; CDC isinvolved
in a project to build a pipeline to Dar-es-Salaam. The total project cost is $400 million, of which CDC has a
$20 million stake. CDC aso invests through private investment venture capital funds, one of which is the
Tanzania Venture Capital Fund. The Fund, of which CDC is one of seven partner-investors, was established
in 1993 with a capitd of $7.7 million. By its closure in 1998 its capital has been fully invested in 20 indigenous
businesses, of which 14 were start-ups in tourism, trucking, horticulture etc. Its successor, the Fedha Fund,
was launched in 1998 with a $13 million capital; about haf of which has now been invested. Lack of
experience of the local private sector is often cited as the principa hindrance to success.

Future interests of the Fund include telecommunications, ICT, financia services, FMCGs, power,
minerals and oil and gas, and hedthcare. South African supermarkets are in line to make substantial
investment in the FMCGs. The Fund is dso interested in the expansion of Kenyan companiesinto Tanzania,
and can thereby have a significant role in regional integration.

Therefore, even though its activities and focus have changed significantly, CDC 4till plays an important
role in promoting new areas of investment and in stimulating the development of Tanzania' s fledgling private
sector.
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(b) Agriculture and agribusiness

This sector was adversdly affected by the socidist dtrategies of the 1970s, which cdled for the
diverson of resources from agriculturein favor of the industrid sector, the nationdization of estates, the use
of state marketing monopolies, and the over-vauation of currency. These policies resulted in production
costs of export commodities being far above the prices paid to the producers. Of the mgjor commodities,
cotton, which is mainly a smdlholder crop, suffers from low productivity, with yields between athird and a
haf of the globa average. Coffee, which is grown by haf a million smdlholders as wdl as some edtates,
was less affected by economic policies, but output has suffered subsequently because of low world market
prices, poor wegther conditions, and low usage of inputs. The tea industry, by contrast, recovered during
the 1990s, as some estates were re-purchased and revitaized by previous foreign investors. Sisal edtates,
nationalized in the previous era and faced with stiff competition from synthetics, are now largdly privatised
and seem to be improving. Cashew production is increasing. In spite of a mgor processng fadlity
established in the 1970s with World Bank support, most output is exported raw to India.

The Tanzanian economy remains bascdly agrarian and informa. About haf of GDP is derived from
agriculture, with subsistence production representing @& much as a third of GDP. There are 88 million
hectares of land suitable for agriculture, of which about 70 per cent could be used for livestock production.
However, only 7 million hectares are actudly under cultivation, with about 100,000 hectares under
irrigation. Tanzania aso has the largest population of animasin Africa after Ethiopia and Sudan.

Despite these challenges, FDI is trickling into the sector, often linked to privatization. The African
Pantation Company, for example, has invested $6-10 million in tea and coffee edtates including the
privatized Mufindi Tea Company. Other privatizations include tea and Ssdl edtaes, aswdl as enterprisesin
tobacco and oil seeds, daries and rice mills. Within the sugar sector, Kilombero Sugar Company, the
former state monopoly, was sold to Illovo Sugar (South Africa) and ED and F Man (United Kingdom),
while Mtibwa Sugar was sold to Mauritian investors.

Kenya and Uganda have shown that significant opportunities exist in fresh fruits, vegetables and
flowers. Tanzaniaitself has a growing markets for mushrooms in the Middle East, Kenya, the Netherlands
and Indig; and for flowers from the Kilimanjaro area to Germany and the Netherlands. Diversfication into
these new agro-based commodities has been rdatively dow in Tanzania, and could be further hampered by
the lack of infrastructura support, especialy the lack of chilled storage facilities and poor road network.

There is ggnificant FDI potentid in both agriculture and agribusiness; but fulfilling this potentia will
require mgor policy effort. In many cases, sector-pecific action-oriented policies are required. Without
this, FDI prospects are poor. In hides and leather and in other sectors like oilseeds, for example, there are
qudity problems that act as a barrier to the development of agribusiness. UNIDO's Integrated Industrid
Development Programme, which commenced in April 1999, has focused on a number of critical problems
including shortages/non-availability of raw materids, low cgpacity utilization, low productivity, poor quaity
and standards, e.g. of semi- and finished leather, and poor environmental management. The problems are
wide-ranging and have hampered privatisation. The agribusness sector thus includes many privatized
companies thet will be closed because of non-viahility (see section 111.B.2). There is the case, for example,
of aprivatised tannery having replaced leather exports by the export of raw hides.
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There are many other policy chdlenges in agribusness, including tariff ditortions, land ownership,
smuggling, marketing falures, and the lack of access to financid indtitutions. Reform has been dow in this
sector: thus, food marketing is far from liberalized, and the State marketing boards ill play an essentia
role. Furthermore, taxes a the locd leve reduce the profitability and the competitiveness of farmers, while
cross-border trading bans prevent farmers from reaching their nearest markets. These issues are important
in building the market economy and in attracting FDI.

(c) Tourism

Along with mining, tourism is the fastest growing sector in the economy. It generates an estimated
annud earnings of $733 million and contributes about 16 per cent to GDP and. In northern Tanzania,
tourism is a ggnificant source of non-farm employment in rurd areas, with considerable multiplier benefitsin
terms of supply of food, tourist artifacts, transport and condruction. In Zanzibar, tourism accounts for
around 80 per cent of dl services earnings. With its 12 Nationd Parks, wildlife reserves, coastline and
beaches, idand resorts and archeologica dtes, Tanzania has very subgtantid tourist attractions and
consequently, FDI potentid.

There are, however, numerous congtraints to the development of the industry. Most obviously, the
inadequate infrastructure is a barrier, especidly in terms of roads, telecommunications, water supply, and
hotel accommodation, as well as service infragructure (FIAS, 1999). Resolution of these congraints will
generate mgor growth opportunities, including opportunities for FDI in hotdls, financid facilities, and other
tourig-related services. Improvements are occurring, such as the leasing of the Kilimanjaro Internationa
Airport, which dlows for internationd flights to fly directly in and out of the northern tourist circuit. An
added benefit from tourism development is that it could indirectly improve the investment climate, and is a
form of image building. Busness executives can form pogtive invesment attitudes from vidts to a country
for tourism.

Tourism is the key sector in Zanzibar and the potentia for expanson and for FDI is Sgnificant.
Zanzibar could further exploit a combination of beach and culturd atractions to the profitable luxury end of
the tourism market. Awareness of Zanzibar internationdly is quite high, as reflected in the strgpline of the
TIC promotiond video —"The land of Kilimanjaro and Zanzibar." Amongst other chalenges, however, has
been the politica unrest in Zanzibar & the end of 2000. While its effect has been geographically contained
and relaivey short-term, measures should be taken to ensure that it does not resurface. Security, dong
with naturd attractions, is an important requirement for successful tourism.

There is a need to review the nationd tourism srategy. The 10-year Tourism Master Plan, launched
in 1996, has the broad am of promoting low volume, high yidd tourism. This concept was amed a
presarving the game parks.  To the need of maximizing the economic benefits and opportunities derived
from tourism, there has been propositions that the nationa parks be cataysts for tourism, with the coast
being used for larger volume but well-planned tourism. Hotel development planning is criticd in this regard
to safeguard the beaches and surrounding environment on which tourism depends. On the other hand, there
are indications that Zanzibar is facing some of the negative effects of tourism, namely increased cost of
living, drugs and bregkdown in family relationships. Within the tourism drategy, the role of Dar-es-Sdaam
as atourigt as well as a business center needs to be reviewed. There is dso a marketing issue in tourism
sance Tanzania (dthough not Zanzibar) is ill a little-known destination with a negative image from the past.
Effective marketing of the tourism *product’ is required, and mainland Tanzania and Zanzibar should pursue
an integrated approach to tourism attraction and development.
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(d) Manufacturing

The manufacturing sector accounts for under 8 per cent of GDP in Tanzania, compared with nearly
10 per cent and 11 per cent in Uganda and Kenya, respectively. The sector is not only smal, but has
performed poorly since liberdization, with an annud growth of less than two per cent. The existing
indugtrid  sructure is largely a legacy of the Basic Industry Strategy of the 1970s, which was built on
nationalization and import subgtitution. A number of capitd intensve enterprises, including those producing
cement, pulp and paper, fertilisers, stedl, vehicles and some basic consumer goods, have been privatized.
Except for those with a strong locd market, such as breweries and cigarettes, these factories generaly
operate at low levels of capacity utilization because of market congtraints and non-competitiveness.

With import liberdization, Tanzanids textile sector was severely hit by chegp and second-hand
clothing imports. Of the 30 state-owned mills, only 5 survived and are operating under private ownership.
Since the sector is highly competitive globdly, its reviva will require complete rebuilding.

FDI potentid is thus limited at present, athough the growing domestic market is beginning to attract
more consumer-oriented manufacturing enterprises. To exploit the potentid of market-oriented
manufacturing FDI, TIC might tag FDI projects of magor TNCs as flagships for manufacturing investment in
itstargeting activities. Unlike the EPZ initiative which is amed at export-oriented manufacturing, target FDI
projects in this case would more likely to be market-seeking projects initidly, evolving into export
production over time. In the longer term, Tanzania needs a manufacturing base to promote baanced
economic development and to compete with imported goods, including those from the subregion. This
requires rebuilding existing industrid capacities and establishing new capacities through domestic and
foreign investment in areas of competitive advantage, as proposed in the Sustainable Industria
Deveopment Policy 2020.

(e) Other sectors

Liberdization and privatization has opened many other sectors to FDI, including smdl-szed
Investments and investors from developing countries. These include congtruction, where the acceleration of
economic growth has created a demand for accommodation and office space as well as retall and other
srvice In tdecommunications, the Tanzania Communications Commisson has licenced
telecommunication service operators, cdlular phone, and radio paging services and data communications
companies. Thereis potentid in pharmaceuticas, hospitals and hospital services. There are dso posshilities
for expanson in education. At present, students have to go neighbouring countries to acquire higher-leve
education and to attain English language fluency.

4. Potential at thefirm level

The privatization programme has been an effective vehicle for atracting FDI. Implemented through
the Presdentid Parastatd Sector Reform Commisson (PSRC), the programme has concluded 333
privatizations (table 111.5). Of these, 130 were with Tanzanian firms, many of these being SMEs; 25to 27
were privatized as 100 per cent ventures to foreign enterprises, with the remainder being joint ventures with

62



Chapter 111 Enhancing the Role of FDI in Development

TNCs. The latter category include the sde of 50 per cent of the shares in Tanzania Breweries to South
African Breweries, the sde of a51 per cent stake in Tanzania Cigarette Company to RJ Reynolds; the sde
of 55 percent of the shares of the Nationad Bank of Commerce to Amagamated Banks of South Africa;
the sdle of 75 per cent of shares of Kilombero Sugar to Illovo of South Africaand IDF MAN of United
Kingdom; and the divedtiture of Williamson Diamonds to De Beers. There is FDI potentid from the
forthcoming privatization of utilities and trangportation enterprises.

Tablell1.5. Number of privatized enterprises, by year®

1992 1993/94 1994/95 1995/96 1996/97 1997/98 1998/99 1999/00 Total®
11 59 45 43 40 61 36 38 333
Source: Presidential Parastatal Sector Reform Commission, 2000.
2 Y ear to June 30™; ® Includes 24 non-core asset sales.

Privatization has also encouraged market-seeking investment in a range of advisory and support
sarvices as wdl as in congruction; and indirectly, has reassured future potentia investors on Tanzanids
commitment to liberdization and reform.

When Tanzania commenced its liberdization and market reform programme, the stock of privately
owned firms in the country was dominated by Tanzanian Asans who during the socidist era, operated
mainly in trading activities. With their entrepreneuria background and experience, they were well placed to
take advantage of the opportunities associated with market opening. The Asan community is significant in
respect of FDI potentia, because of close ethnic ties with the Indian sub-continent and with other Asan
communities elsewhere in East Africa as well as countries like Mauritius and the United Kingdom. Asian
enterprises based in these locations may be encouraged to invest on the back of Tanzania s sability and the
liberdization process.

5. Overall assessment

Tanzania's maor drengths and wesknesses in attracting FDI are summarized in Table 111.6.
Tanzaniais particularly well placed in respect of potentia for resource-seeking FDI because of its minerals,
oil and gas reserves. By comparison, the preconditions are not yet fully in place to permit Tanzania to
capitdize upon its condderable agricultural resources and tourism attractions. The limited market sze
means that only rdativdy smal-scale market-seeking (manufacturing) FDI can be anticipated in the near
future; dthough there are encouraging sSigns in respect of services as companies follow their customers
(often entering through privetization). The recent re-establishment of the EAC could produce mgor
market-related benefits, but, as with SADC, this is a longer-term prospect. In the short-term, Tanzania
could face problems in adjusting to competition from Kenya The sgnificant FDI potentid is linked to the
privatization of utilities and trangportation enterprises. The efficdency with which the privatization
programme has been implemented is likely to have a mgor postive effect on investors perceptions of
Tanzania

The mgor chalenges concern the codts of doing business in Tanzania, in part linked to infrastructura
problems. Education levels are aso rdatively low, which leads to low productivity. To date linkages
between FDI and the rest of the economy are very wesk. While mining activities are not traditionaly
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asociated with strong linkages, this sector may be used to pilot a programme to build partnerships and
aliances between TNCs, the Government and other stakeholders in Tanzania. Trade policy issues produce
digortions in some sectors (e.g. encouraging smuggling etc.), as does tax policy. The bariers to FDI

derived from the high cogts of doing business in Tanzania need to be tackled as a priority, especidly in view

of unfavourable comparisons with Kenya

Tablelll.6. FDI potential in Tanzania: strengthsand weaknesses

Strengths Weaknesses
Country level
¢ Stable palitical environment ¢ L ow purchasing power and large informal sector
*

¢ Significant growth potential
¢ Market reform and liberalization process
*

Infrastructural weaknesses: transport, utilities
(availability, cost and service quality)

Foreign exchange liberalization, exchange rates and ¢ Education (primary, secondary, tertiary)
foreign exchange allocations ¢ Regulations: taxation, land and labour laws, business
+ Competitive corporate tax rates licensing and registration, import/export procedures;
bureaucracy and petty corruption
* Suspicions of FDI and foreigners
Sector and industry levels
¢ Manufacturing: privatized manufacturing enterprises | ¢ Manufacturing: small size, low capacity utilization,
* Mining: extensive and accessible deposits of arange unfavourable industrial structure
*

of minerals, including gold; attractive incentives,
strong FDI inflows

¢ Agriculture: abundant agricultural resources;
privatization of former nationalized estates; early
diversification efforts promising

¢ Tourism: rapid growth and potential for varied
tourism products

* Other sectors:. energy resources, especially natural
gasand coal

Mining: illegal mining; environmental pollution; poor
infrastructure to develop potential in south of
country; falling gold price; exports and currency
appreciation

Agriculture: weather; problems stemming from
socialist strategies of the past: output, quality, little
processing; tariff problems and smuggling; marketing
systems; land ownership

Tourism: infrastructure (roads and telecoms; service
insfrastructure; hotel accommodation; water supply);
unrest in Zanzibar; marketing

Firm level

* Effective, wide-ranging privatization

¢ Commitment of long-established TNCs
¢ Entry of second-tier investors

¢ Interest of South African investors

* & ¢ o

"Difficult" privatizations remaining, including utilities
Suspicions of Asian and South African investors
Large informal sector

Low level of linkages between TNCs and the
economy; backward linkages with suppliers are very
weak

1.

B. Policiesand actionsto realize potential

Building a mar ket economy
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Sustained progress in the liberdization and market reform programme is important for establishing
Tanzanid s credentiads as an attractive FDI destination. Consderable progress has been made in a short
period of time and investor response has been enthusiastic (see tables 111.2 and 111.3). There are urgent
cdls from the emerging private sector, including foreign investors, for the reform process to be sustained
and reinforced.

The requirements for successful reform are wide-ranging including regulatory, to support an enabling
environment and inditutiona, to drive the reform process. Two recent initiatives are the Business
Environment Strengthening for Tanzania (BEST) Programme (box 111.4) and the Tanzanian Nationd
Business Council (TNBC) (box I11.5). It is necessary to ensure that the TNBC, successfully launched,
mests regularly with active follow-up. Smilarly, implementation of the BEST Programme should proceed
without delay.

Box I11.4. The BEST Programme

A Programme for Business Environment Strengthening for Tanzania (BEST Programme) contains a
series of proposed actions for improving the business environment in 5 years:

+ Achieving Better Regulation. This will entail the establishment of a Better Regulation Unit within the
Planning Commission to drive fisca reform at both central and loca levels; land planning, alocation and
ste development; labour laws, business licensing and registration; import/export procedures;, and sector-
specific regulations in agriculture etc. The introduction of regulatory impact assessments and a
Deregulation Act are aso included in this component.

+ Improving Commercid Dispute Resolution. This will include enhancing the accessibility of the Commercial
Court; simplifying court procedures, and adopting anti-corruption measures.

+ Strengthening the TIC. This will be undertaken as part of the implementation of the Corporate Plan 2000-
2005.

¢ Changing the culture of Government through private sector orientation training across Government.

+ Empowering Private Sector Advocacy. Support will be channelled through an Advocacy Fund to the
Private Sector Foundation, which was established in 1997 as an umbrella organization of private sector
interest groups including the Tanzania Chamber of Commerce, Industry and Agriculture, the
Confederation of Tanzanian Industries and the Tanzania Bankers Association.

Joint donor effort in the BEST programme should enhance its effectiveness and its chances for
implementation.

Another important congtituent of the private sector reform and development programme, whichis of
sgnificance for FDI attraction, reaes to the informal sector in Tanzania. Estimates suggest that the informal
sector represent 40-50 per cent of the economy. Liberdization alows loca entrepreneurs to flourish; and
indeed, the contraction of employment in government and the former paragtatds, as well as declining red
wages has forced many into salf-employment and informa smdll-scae activities. Encouraging small business
growth is an essentid pat of the government’s pro-poor drategy and its objective of stimulating
entrepreneurship.

Unemployment and dual economy issues, however, could become mgjor barriers to private sector
development and FDI-led development. Mgor distortions are crested when new business development is
largely informa. Therefore, efforts should be made to encourage "formdity” and the formalization of the
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informal sector. Thiswill require tax reductions and measures to facilitate business establishment, as well as
training fadlities and micro-credit access.

Tanzania has for many years been a favored country for donor agencies, with ODA sometimes
accounting for as much as a quarter or more of GNP. ODA has been critical in financing development
expenditure and in funding debt obligations and baance of payments support. Although this assstance has
been declining, Tanzania s progress in building a market economy may strengthen donor support. Thereis
no doubt that ODA has played a consgderable part in asssting liberdization and reform processes aswdl
as in supporting infrastructure and other development programmes. In these ways ODA has helped creste
an environment that is conducive for FDI. It has dso played a direct role through, for example equity
participation in privatization.

Box I11.5. The Tanzanian National Business Council (TNBC)

The TNBC held itsinaugural meeting on 9 April 2001. Chaired by the President, it is aimed at providing
the private sector, including foreign investors, with access to the President in order to discuss barriers to
efficient business operations. Membership comprises haf-and-haf of government representatives and of
private sector leaders and non-governmental organizations. Private sector organizations include the
Confederation of Tanzania Industries, the Tanzanian Chamber of Commerce, Industry and Agriculture. The
importance of regular meetings and follow-up on issues raised has been recognized.

The TNBC lobbies for private sector concerns to be kept visible and at the forefront of the government
agenda, ensuring continuing support for market reform and private sector development at the highest levels of
government. Follow-up action on the issues discussed at TNBC meetings is critical; and hence its link with,
for example, the NISC (box 111.7) is crucial.

Experience show that such councils, especialy if chaired by presidents or prime ministers, could play a
pivotal role in emerging market economies like Tanzania where support for private sector-led development is
dill haf-hearted, and where the vestiges of alengthy centra planning remain.

2. Privatization programme

Tanzanid s privatization programme is a key component of the Government’s programme to build a
market economy based on private ownership. About 61 per cent of the 333 privatizations implemented to
date have involved foreign enterprises, mostly in joint ventures. For larger companies, such as the magor
utilities, the brewery and cigarette companies and the Nationd Bank of Commerce, there is a Government
policy to retain a 30 per cent stake in privatized enterprises. This stake is to be returned to the market
after three years, thus offering further opportunities for TNCs.

With 60 enterprises remaining to be privatized, the mgor chalenges now facing the PSRC are the

privatization of utilities and trangportation enterprises and of non-viable enterprises. A good number of the
remaining invetments in the latter category are likely to be liquidated.
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The utilities are key to Tanzanid s competitiveness for the future progress. Characterized by high
cost supplies and poor services, this sector is a mgor problem area for the country. The State of the
different utilitiesis asfollows.

Power (FDI): The power sector, dominated by state-owned TANESCO (Tanzania Electric Supply
Company), is characterized by high retal tariffs, poor service and coverage, and frequent supply
interruptions. Privatization is ill at its preliminary stage as the PSRC attempts to restructure the sector.
This has involved unbundling tranamisson and generation in order to dlow new entrants into the latter;
trangmisson will remain as a monopoly. Bid submisson and evauaion is scheduled for the firgt haf of
2004, with handover by the end of that year.

Water (leesng arangement): The privatization of the Dar-es- Sdaam Water and Sewerage Authority
(DAWASA) isto be used as amode for other water utilities. The Strategy is to enter into a ten-year lease
with an internationa private operator to handle management and operations, leaving the assets in public
hands. The tender process is to be open to al international water operators with the proposed date for
handover being January 2002.

Harbours (leasing contract): The contract for leasing the container termind for a period of 10 years
has been sgned with two firms one from the Philippines and the other a Tanzanian company. The
remaining assets and sarvices of the Tanzania Harbours Authority (THA) are il to be privatized.

Railways. The PSRC commissoned sudies of the rallway sector and state-owned Tanzania
Railways Corporation in 1999 and 2000. A verticdly integrated concesson arangement is being
congdered for this sector. Issues of layoffs have to be resolved in a sector considered over-manned with
10,000 employees. The timdineis June 2002 for completion of the divestiture project.

Airlines: The Air Tanzania Corporation (ATC) privatization has highlighted one of the challenges of
the PSRC, namdy the baance between speed and transparency. Initidly, the privatization of ATC was
planned for 2002, but the financid Stuation of the arline has been so precarious that the Government has
had to inject funds. As a consequence, dternative possibilities for privatization are being explored.

Beddes being an important tool for attracting FDI directly, indirectly these privatizations can have a
ggnificant demondration effect for potentid investors. There is evidence of numerous foreign consulting
firms entering the Tanzanian market on the back of privatization, as well as other services companies, in
hotels (eg. Royd Pdms) and banking (eg. Citibank). The PSRC explicitly and actively encourages
investors to set up partnerships with locd firms to stimulate capacity building, and make provisons for the
eventua replacement of expatriates with smilarly-skilled Tanzanians.

Although the PSRC would have preferred to rdinquish its responghility with companies after
privatization, it is perhaps inevitable that issues have arisen where investors have sought posit- privetizetion
support from the Commission. Examples have ranged from replacement of obsolete machinery to acdam
for VAT exemption.

The mogt critical impacts of FDI in the privatization programme are lowered costs and prices, and
improved qudity, range and coverage of infrastructure services. Experience in other countries has shown
that these benefits may not occur spontaneoudy, especidly in monopolistic sectors.  Key requirements to
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ensure that the benefits of privatization are achieved are: firdly, an attractive business climate; secondly,
effective competition policy; and, thirdly, a trangparent and independent regulatory regime. The last two
conditions are important because customers seek protection from anti-competitive practices and market
power abuse, especidly in indudtries like telecoms where there is only one monopoly operator. Tanzanids
Fair Trade Practices Act (Act No. 4 of 1994) could provide such protection, but needs support is needed
for its implementation. World Bank support may dso be forthcoming to strengthen the Tanzanian
competition authorities. Competition policy has an important role in ensuring, for example, fair prices of
goods and services.

The Tanzanian Government is dso to edablish two multi-sectord regulatory agencies. one for
utilities, including eectricity, water, gas didribution, and teecommunications, and the other for
trangportation, including aviation, arports, ports, maritime services, railway and road public transport.
These agencies would monitor progress and implementation of the commitments declared by the privatized
enterprises in their business plans. In addition, a clear and independent regulatory regime is important to
encourage mgor capita expanson and to broaden the existing low levels of accesshility in services. The
regulatory bodies should have a complementary role to the competition authorities in monitoring the price
levels of privatized services, including benchmarking price levels in Tanzania with those in neighbouring
countries. As in other countries, the regulatory authorities may condder linking price leves to profitability,
future investment commitments and investment incentives.

Recommendations

The participation of FDI in the privatization programme has an important role in supporting continued
liberdization, strengthening the business environment and promoting Tanzania to progpective investors. At
the same time, privatized enterprises have respongbhilities in terms of honoring the commitments made at
time of privatization. There ae dso legitimate expectations of improved services and lower prices.
Achieving these benefits requires an effective competition policy and an appropriate regulatory regime.

The privatization of the utilities needs to proceed as rapidly as possible in order to reduce costs and
improve services to businesses and consumers.

Privatization has had a podtive impact in terms of improved communication and dialogue between
the private sector and Government. The Private Sector Foundation, an association of private investors, has
been sat up to fogter and facilitate public- private sector didlogue. The PSRC has an advocacy role to play,
particularly in maintaining good investor reations and providing a supportive environment.

3. Infrastructure development

Theissue of infragtructure improvement is closely related to privatization, both of which are important
to attract FDI. Given government expenditure congtraints, privatization should provide an effective route to
improved infrastructure. Steps are now in place to restructure companies and sectors and in the process to
overcome wesknesses in some aspects of the infrastructure through the privatization programme.
Timescales are Hill problematic among the utilities.  The problems of atracting FDI into infrastiructure
projects have been recognized by the World Bank and other bilaterd donors. While not unique to
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infrastructure projects, the International Finance Corporation has taken an equity stake in some
privatizations to encourage the participation of foreign investors.

Infrastructura inadequacies have been shown by a UNIDO study to pose two sets of problems.
Firgt, infrastructural wesknesses have led to substantialy increased production costs through high power
costs and intermittent supply; high telephone charges and consequent limited Internet access; and high
trangport costs semming from poor road conditions and delays when roads are impassable. Second, poor
infrastructure leads investors to set up shop in urban areas and thus excludes rurd locations from potentid
FDI benefits. Thisisamgor issuein a predominantly rurd country like Tanzania.

Apat from infradructurd improvement through privatization, the mgor chalenge for Tanzania
concerns road development. There is no overdl legidative framework for road development: while there
are various legidation in the area, some going back to the 1920s, these have not been updated nor
integrated into current law. There is an ongoing ten-year Integrated Roads Programme which is amed at
upgrading 70 per cent of the main roads and building 3,000 kilometres of new roads, but there are il
weaknesses in the basic srategy for prioritizing routes and in  coordinating the road-building programme
with that of the mining companies, for example. Little consideration has been given as yet to the funding of
the road-building programme, and the role of foreign investment and types of contracts (BOT, BOO,
leases and/or concessions) that might be implemented. Large investments by donors over the past 30 years
have left few improvements because of lack of maintenance; however, in mid-1998, the European Union
announced an aid package of around $1 hillion for the upgrading and maintenance of Tanzanian, Kenyan
and Ugandan roads.

Given the poor road system and the Sze of the country, air trangport has a potentialy important role
in improving trangportation and communications. Tanzania has three internationd arports — Dar es Sdlaam,
Kilimanjaro and Zanzibar — as well as 21 main aerodromes, which services 14 foreign arlines aswell as 20
locd aviation companies. The improvements in Kilimanjaro Internationa Airport following the concession
agreement with Mott Macdonad (United Kingdom) might act as a modd for other arports. But other
forms of private including foreign participation need to be consdered in order to upgrade the airport
infrastructure, which is criticd for other areas of development including touriam.

Recommendations

Infrastructure development, especidly road-building, offers opportunities for foreign invesment. The
preconditions for this to take place include the establishment of the gppropriate legidative framework; the
formulation of a road development strategy and the direction of donor funding to priority development
areas. Roads and ralways, for ingtance, are currently administered by two different ministries. There is a
strong case for merging the two to ensure an integrated transport strategy. Airports are dso in urgent need
of invesment, and the experience ganed with Kilimanjaro International Airport should be used as a
partnership modd to attract foreign investors.

The promotion of partnerships between foreign and other private sector investors (eg. mining

companies) in the planning of road and other infrastructure developments, particularly in rurd aress, is
recommended.
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4, Human resour ces

Tanzania has alarge human resource pool. Substantia investment in education and training and other
reforms are required to convert thisinto an asset for FDI attraction and for overal economic development.
Problems range from low literacy rates; inadequate level of investment in education; to week vocationd and
technicd il training facilities, and a generd lack of mativation of the workforce. Allied with extengve
labour regulations and rdlatively high labour cogs (largely due to a range of levies on wage hills), the end
result is low productivity and high unit costs. Skill shortages are more gpparent in the technica and
manageria aress.

In mid-1990s, the Open Universty of Tanzaniawas st up and private universities licensed in order
to upgrade and expand higher education. Response in terms of enrolments for degree programmes in
public and private universitiesis highlighted in table [11.7. However, there sill appears to be no coordinated
drategy, both in terms of policy planning and curricularevison.

Tablelll.7. Student enrolmentsfor degree programmesin public and private universities

1995/96 1997/98 1999/00

Undergraduate

University of Dar-es-Salaam 3544 4131 4765
Open university® 3064 4809 5160
Other public universities 1696 1811 2737
Private universities® - 105 926
Postgraduate

University of Dar-es-Salaam 357 198 208
Other public universities 117 203 269
Private universities” - 151

Source:  Ministry of Science, Technology and Higher Education, 2000.
& Includes Foundation Course entrants;
®  Excludes diplomaand certificate courses. Postgraduate includes medicine.

Human resource issues are critical for FDI. Investor perceptions (see box I11.1) indicate the
importance of labor issues, with Tanzanian workforce being considered to be lesser educated but more
trainable than the Kenyan counterparts.

Vision 2025 sets out a series of policies and strategies to create awel-educated, highly-trained and
technicaly skilled population. These include increasing resources for education and training. The
introduction of loans at higher education level and of cost sharing between Government and students, are
on the agenda of the Ministry. Theseinitiatives should be pursued vigoroudy.

The private sector itself has an important role to play in improving the efficiency and effectiveness of
the workforce. Partnerships between the government and the private sector must be developed to improve
and expand technical and business education. In addition to widening university access, more technica and
management inditutes are required to develop a cadre of well-trained engineers, scientists, and public and
private sector managers. The private sector can make education more relevant to the job market, and can
actively participate in curriculum development, especidly in areas such as entrepreneurship. Other ways in
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which the private sector can support educationd and training provision is by employing and offering
sponsorship to graduates, and providing apprenticeships and assistance with projects.  These private
sector initiatives need to be supported by appropriate policies, including fisca incentives.

Furthermore, foreign investors specificaly can make an important contribution through their training
policies. Examples within the foreign banking sector are highlighted in box 1.2. Foreign companies operating
in the same or related sector may pool their resources to run common training courses in conjunction with
locd indtitutions. The Government can act as broker to coordinate training programmes, and to encourage
education and training indtitutes to offer particular programmes.

Recommendations

Human resource problems will kecome an increasingly crucid issue as the pace of FDI inflows
expands. There is need to edtablish a policy framework and identify priorities. This includes determining
skill needs and developing funding systems for training, in partnership with the private sector.

Investors including foreign investors need to be integrated into the decision-making processes for
human resource development, so that their needs can be reflected in policy making. Thisisan ided area to
nurture partnerships and aliances between the public and private sectors.

5. Regional integration, trade policy and FDI

Tanzania is a member of both the East African Community (EAC) and the Southern African
Development Community (SADC). It is dso party to the Lomé Convention and the Africa Growth and
Opportunities Act (AGOA), which provides access to European Union and United States markets,
respectively. Regiona trade currently represents about 20 per cent of Tanzanian trade.

East African Community. The EAC was origindly established in 1967 but was disbanded in 1977
due to divergent palitical and economic philosophies anong member states. A revised Treaty was Signed
on 30th November 1999, with focus on the harmonization of policies and on the cregtion of a common
market. It is envisaged that the Community will broaden its membership to include Rwanda and Burundi.
In the areas of policy harmonization, the measures being consdered include: free movement of people
within the community; common travel documents; joint secretariat for the raillways, synchronization of fisca
and monetary palicies; the coordination of infrastructure; and the promotion of trade and investment & the
regiond levd.

Given the importance of market sze and growth as FDI determinants, an EAC with a population of
89 million could offer foreign investors mgor opportunities. Domestic markets within Tanzania, Kenya and
Uganda separatdly lack critica mass.

However, redlisng the opportunities of a sngle East African market will not be easy for dl member
states. There are concerns in both Tanzania and Uganda that they would not be able to compete with
Kenyas manufactured goods. Subsequently, agreement has been reached that the proposed zero tariff
regime will be phased in within seven years, depending on the country’s level of indudtridization and
competitiveness. Furthermore, Tanzania and Uganda will be permitted to apply a surcharge of 10 per cent
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for certain products for a specific period of time. Tariffs are sendtive in another way, since they represent
an important source of government revenuesin Tanzania.

The focus on manufacturing is to some extent mideading. While Kenya has the most advanced
manufacturing sector, Tanzania has alarge naturd resource base which remain to be exploited. Conversdly
much of the land area of Kenya is arid or semi-arid. However, these opportunities for Tanzania are long-
term, whereas the threats from Kenyan manufacturing imports are more immediate.

The business community has been given a lead role within the indtitutions of the EAC. The East
Africa Busness Council (EABC), comprising of the main private sector organizations in the three countries,
will act as a voice in support of busness-friendly policies. It will also be a vauable forum to review issues
of competitiveness, trade and investment. It must not be a vehicle, however, to support long-term
protectionism on behdf of its member companies. Other measures taken has been mainly in the finance
fied, notably measures to avoid double taxation and prevent tax evason; currency convertibility; and the
Setting up of ajoint monetary affairs committee by the central banks. The potentia impact of the EAC on
FDI isdifficult to forecast at thisstage. It is clear, neverthdess, that there will be little impact on FDI unless
(& the larger market without barriers is created and (b) investors are confident that the EAC does not
collapse asit did earlier and that internd trade barriers are not re-imposed.

Southern African Development Community. Sgned in August 1992, the SADC Treaty
currently covers Angola, Botswana, the Democratic Republic of Congo, Lesotho, Mdawi, Mauritius,
Mozambique, Namibia, the Seychelles, South Africa, Swaziland, the United Republic of Tanzania, Zambia
and Zimbabwe. Its gods are basicdly the same as the defunct Southern African Development Co-
ordination Conference (SADCC) which it replaced; namely, to promote regiond trade and integration, to
boost the region’'s generd economic independence, and to mohilize support for nationa and regond
projects. Regiond integration within SADC is to be attained through sectord protocols, of which 8 have
been sgned including minerals development, energy, education and training, trade and tourism. The SADC
Trade Protocol, which came into effect n September 2000, ams to remove tariff and non-tariff trade
barriers in the region within eight years. However, to date only South Africa has made concrete
commitments.

The SADC is an important initiative which could prove attractive to foreign investors. Unlike the
EAC, the SADC protocol recognizes different levels of development, with Tanzania being classfied as a
lesser developed country. This dlows, inter alia, greater access to more developed markets in the
community such as South Africaand Mauritius

Geographicaly, Tanzania could be a gateway to the land-locked Central African countries in the
SADC region, but problems with the TAZARA railway link have led to the increased use of South Africa
as the route to and from the sea for these countries. Improvementsin the rail link and in the port of Dar es
Sdaam are thus essentid if Tanzaniais to rebuild its gateway postion. Roads in the south of the country
linking Tanzaniawith its SADC neighbours are also poor and a deterrent to trans-border trade.

Aswith the EAC, therefore, it is unlikely that FDI response will be immediate. As noted esewherein

this report, South African investors are entering Tanzania in increasing numbers, but their objective is to
sarvetheinternad market in Tanzania.
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Trade policy. Trade policy is critical for FDI both in respect of facilitating necessary imports for
production processes and in encouraging export-oriented FDI. Tanzania has a relaively open economy,
with foreign exchange dlocation, import licenang and the exchange rate having al been liberdized. The
average taiff rate has fdlen condderadly, but as table 111.4 shows, is dill generdly higher than those in
Kenya. Tanzania ranks poorly in terms of openness to trade. Illegal imports remain a problem, with
dlegaions that Zanzibar is a primary route for channdling such imports to mainland Tanzania; border
controls need to be tightened but coordinating action is adso required a the high politica level. On the
positive side, the cumbersome and time-consuming import/export processes are being tackled as part of
the BEST programme.

The economic liberdization has not led to a export growth that is commensurate to increased
imports, and as a result trade balance has widened. Thisis because the country is till heavily dependent on
exports of agriculturd commodities and on imports of finished goods. Promoting exports, particularly
manufactured products, is important to exploit the potentid of the EAC and to ensure its success, which in
turn will increase FDI potentid. There is great potentia for diversfying and expanding Tanzanias export
base. For the European and Asan markets, it could export fresh vegetables, cut flowers, canned fish,
wood products, leather goods and minerals. For Eastern and Southern African markets, Tanzania could
expand into fishery products, certain food and cash crops, livestock and energy, as well as cement and
meta products. But the fulfilment of these potentias is dependant on the implementation of a number of
concrete measures, including an appropriate land policy, the legd provisons for cregting partnership
between locd and foreign firms, the establishment of industrial parks and export processing zones,
conducive fiscal incentives and investment in infrastucture.

Numerous export or trade development drategies have been formulated, but implementation has
been lacking. For example, an export promotion strategy developed with World Bank support in 1996 has
not been implemented as designed. A subsequent Tanzanian Government initiative to develop an integrated
framework for trade development has been negatively characterized as a shopping list for donor support.
Improvements in the trade environment are critica for investment attraction. Smilarly if foreign investors are
to be encouraged to export, a supportive trade policy and efficient low-cost infrastructure services are
essential.

Actions are clearly required to assgt the trandformation of industry from a domedtic to an
internationa focus. This isamultifaceted chalenge for both domestic enterprises and foreign investors. One
drategy being pursued is the establishment of export processing zones.

Export processing zones (EPZs) and industrial parks. Among the development initiatives thet
the NDC is exploring on behdf of the Government of Tanzania is the development of industrid parks and
EPZs, on which there has been concerns.  Competition among countries to attract FDI to EPZs has
become very fierce and Tanzania's competitiveness may be in doubt given present cost levels. The notion
that foreign companies will invest in EPZ infragtructure is rather doubtful, even while EPZ infrastructure and
facilities represents one of the most important FDI determinants, along with low cost [abour, tax holidays
and politicad and economic stability. Moreover, EPZ operations are noted to be rather footloose,
relocating as wages and other costs change.

Zanzibar has been experimenting with EPZs since 1992, dbeit with little success. As chapter
showed, free zone incentives include generous tax holidays and import tax exemptions. However, instead
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of attracting FDI, the latter, which may be 50 per cent lower than in mainland Tanzania, have encouraged
large scde smuggling and tax evasion.

Privady-operated EPZs or indudtrid parks, modeled after the Asan experience, has been
suggested.  Asian investors would provide the skilled labour, park management, as well astrade links. This
could be an effective way of getting around the resource and manageria constraints of NDC.

Recommendations

FDI prospects into Tanzania and the successful progress of the EAC are closdy related. There are
dready sgns of TNCs with operations in Kenya expanding into Tanzania. For both existing and new
investors an open regiona market is critical for atracting FDI inflows. The larger market sze will dso
ensure greater commitment by investors and lead to a greater level of strategic as opposed to short term
and opportunigtic investment.

It isimportant that member countries recognize their respective objectives and problems in cregting a
unified market, and learn the lessons from the 1977 demise of the EAC. Although there are many potentia
pitfals ahead, Tanzania should be wholly committed to the notion of a unified East African market and
condructive in ensuring its successful implementation. Even if progressis dow in introducing a free market
across Eagt Africa, TNCs will be reassured by podtive dgnds from policy makers and harmony in
negotiations.

In order to net gains from the EAC, Tanzania requires a sustained effort to improve its cost
competitiveness. It should therefore focus on areas of actud or potential competitive advantage, as
detailed e sewherein this report.

Tanzania needs to recognize the problems faced by foreign and indigenous manufacturers in
competing with Kenya. While moves to the dimination of tariffs and non-tariff barriers need to be made
cautioudy to avoid a surge of imports, it isimportant to resst demands for continuing protection.

In respect of SADC, foreign investors are unlikely to see sgnificant opportunities for intra-regiond
FDI in the short to medium term. Aside from active participation in and promotion of SADC initiatives,
Tanzania must improve its transport (road, rail, port) infrastructure in the south of the country if it is to
achieve its potentid as a gateway into the region.

In order to explait the larger EAC market and other opportunities opened through the various
market access initiatives, greater attention needs to be paid to the development export capacity, including
assdting indigenous indudtry to attain export-quaity production level and atracting export-oriented FDI.
To facilitate this, export and import procedures need to be improved and streamlined. Implementing the
recommendations of the BEST programme isimportant in this respect.

6.  Poalicy coherence, consistency and coordination

Although Vison 2025 proposes an important role for FDI in Tanzania's development, a mgor
barrier to its implementation stems from the fact that there does not appear to be complete "buy-in" & the
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levd of different Minigries and Depatments. This leads to different and sometimes conflicting
interpretations about the role FDI in the economy and the policies to be pursued.  Furthermore, due to
Tanzanids socidist pad, the civil service has been dow in fully committing itself to the private sector reform
process, with little understanding and appreciation of the needs of the private sector. Large-scale
retrenchment in government employment, moreover, has led to concerns over job preservation and
resistance to changes.

In respect of FDI, the outcome of these problemsis "turf wars' among the various partiesinvolved in
attracting foreign investment. The problems are associated with a continuing regulatory culture, conflicting
policies and regulations, aswel as incondgtency in implementation.

The mgor public sector inditutions involved with FDI are listed in box 111.6. Ther involvement with
FDI relates principaly to investment facilitation and investor services activities, dthough some (for example,
the PSRC and the Ministry of Energy and Minerals) are dso involved with FDI attraction. The PSRC /
TIC relationship appears reatively problem-free, the former is routindy informing TIC when privatization
tenders are advertised. Once privatization is gpproved by PSRC, the TIC takes the lead in respect of
incentives, work permits, etc. Both TIC and PSRC also undertake joint missions abroad.

Coordination between TIC and the Minigtry of Energy and Mines relationship, especidly in terms of
investment attraction, could be strengthened. The Minigtry actively promotes minerd development through
the organization of loca invesment promotion conferences and participation in internationd investment
promoation events around the world. More than specific country targeting, the focus is on the "juniors' who
are consdered more flexible than bigger mining TNCs. It is important that the TIC has a role in these
marketing activities. More generdly, there is scope across the board for coordinating policies on
locdization of employment and the promotion of linkages.

The main problem areas concern investment facilitation and investor services, on which TIC works
chiefly with 4 key Minigtries: namely, the Customs and Excise Department of (TRA); the Ministry of Lands,
the Department of Immigration of the Ministry of Home Affairs, and the Minigry of Industries and Trade
(MIT). As chepter Il shows, the secondment of daff from a number of Minidries to the TIC has
sgnificantly improved the service to investors. In other areas, however, there is ill much room for
progress.

Relations between the TIC and the TRA had been particularly problematic, especidly with regards
to the definition of capita goods. Other issues concerned investment incentives, the carrying forward of
losses, capitd and other dlowances, and the assessment and collection of duties on imports and exports.
Most of these differences have since been resolved a a high-leve meeting chared by the Minister of
Finance in January 2000 and the subsequent establishment of a 6-member working committee comprisng
of TRA deputy commissoners and TIC managers.  This committee was charged with resolving investor-
related problems. The problematic interpretation of capitd goods is handled by another committee
composed of Commissions, chaired by the Deputy Permanent Secretary of Treasury. The TIC is
Secretary to thiscommittee. Thusfar, the arrangements seem to be working well.

There may dso be difficulties over labour issues, especidly the dlocation of work permits for
expatriates, which needs to be balanced againgt the undoubted need to promote loca employment and
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traning. Both the PSRC and the Ministry of Energy and Minerds explicitly and actively promote local

employment and training.

Box I11.6. Major public sector institutionsinvolved in FDI

I nstitution

Rolein FDI

Tanzania Investment Centre (TI1C)

Co-ordinates, encourages, promotes and facilitates FDI;
and provides advice on investment-related issues.

Presidential Parastatal Sector Reform
Commission (PSRC)

Promotes privatizations of state —owned enterprises to
domestic and foreign investors, mandate ends in 2003.

Panning Commission

Oversees planning issues that affect Government policy
and co-ordinates work with other Ministries; TIC and
PSRC report to Planning Commission.

Ministry of Industries and Commerce

Wide-ranging mandate including SMES, externa trade,
intellectua property rights, sectoral developments and

competition policy

Ministry of Energy and Mineras

Oversees energy and mineral development, including FDI
promation in mining;

National Development Corporation (NDC)

Oversees heavy indugtries, including power projects EPZ
and industrial park development

Tanzanian Revenue Authority (TRA)

Collects centra governmental revenue and enforces tax
laws

Ministry of Lands and Urban Settlement

Panning regulations, land alocation and site development;
Land Act 1999 to be implemented.

Ministry of Labour

Labour laws, conditions of employment, work permits.

Ministry of Home Affairs

Immigration issues (Department of Immigration).

Business Registration and Licensing
Agency (BRELA)

Business licensing and business registration.

Planning Commission/Office of the
President

Recommended in BEST Programme to be charged with
proposed Better Regulation Unit.

Court system

Commercia dispute resolution: includes Court of Apped,
High Court (including Commerciad Court set up in 1999),
Didtrict Court, Residual Magistrates Court, etc.
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Many of these issues are identified in the BEST programme, with a timescde in place for ther
resolution. The establishment of both the TNBC and the NISC (see box 111.7) should contribute
subgantidly in resolving these problems. Similar indiitutional arrangements and mechanisms have been
successfully used in other countries to fecilitate FDI.

Recommendation

The efficient and effective functioning of the NISC as a crucid mechanism to ensure policy and
ingtitutional consistency and coordination should be assured.

Box I11.7. National Investment Steering Committee (NI SC)

Because there are severd ingtitutions dealing with FDI in Tanzania there is considerable scope for
conflict in terms of policies, treatment and information. At the recommendation of a comprehensive UNIDO
study, endorsed a a nationad workshop on investment regulations, the National Investment Steering
Committee was set up by the President in September 2000 to ensure co-ordination and consistency among the
different Government ministries and ingtitutions. Chaired by the Prime Minister, membership includes the
Ministers of Finance, Planning, Agriculture, Industry and Trade, and Lands and Settlement Development, as
well as the Attorney Genera, the Governor of the Centra Bank and the Executive Director of TIC. The
Committee is responsible for identifying and resolving legd, regulatory and administrative barriers to
investment; for addressing lega and administrative issues involving two or more ministry/government
agencies; and for building the confidence of investors.

Linked to the BEST Programme (box 111.4) and the TNBC (box 111.5), the NISC was launched in
mid-2001 as the magjor mechanism for resolving immediate problems and for removing blockages; and equally
important, for ensuring that the systems are put in place to address and eliminate underlying difficulties. This
will require the establishment of a transparent and effective legal and regulatory framework on investment.

As at end 2001, the NISC has held three meetings and has dealt two issues of cross-sectoral interest,
namely the Dar-es-Salaam Waterfront Project and the congtruction of Central Corridor Road under BoT
arrangement.
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CHAPTER IV. ENHANCING THE TECHNOLOGICAL IMPACT OF FDI

Tanzania is one of the few African countries to have given consistent priority to science
and technology in its national development strategy. Since the establishment of the Tanzania
National Scientific Research Council (TNSRC) in 1969, policy guidelines for the promotion of
science and technology have been formulated and implemented at the highest level of
Government machinery.! Despite concerted efforts, however, to date the level of loca
technological capability has remained low. Technology policy needs reform to match reformsin
investment and trade and to enhance the technological impact on FDI.

The recent FDI inflow to Tanzania, aong with the surge in domestic investment induced
by the shift to a market economy, have opened up opportunities for technology transfer,
diffusion and learning through linkages and spillover effects. Some transfer of technology and
skills are taking place (as shown in Chapter 1). The chalenge is to enhance these positive
impacts by strengthening the ability of domestic enterprises to acquire, master, adapt and
assimilate technology. Building a dynamic domestic enterprise sector is an essential condition
for increasing the contribution of FDI.

A. Tanzania'stechnology policy framework

The Government’s vision of the role of science and technology in national development
strategy was first elaborated in its National Science and Technology Policy (NSTP) of 1986.2 It
reflected the policy orientation pursued at the time, which overall objective was to reduce
dependency on foreign technology suppliers by regulating technology flows and promoting
domestic technological capability.

The 1996 revision to align the NSTP with the shift from a planned to a market-oriented
economy actually introduced very little change. Asaresult, the current NSTP still reflects many
of the pre-liberalization objectives, vision and priority areas. The structure and functions of
science and technology support institutions have also remained unchanged. The only difference
is that detailed and ambitious sub-sectoral activities - especially in the manufacturing sector,
which were included in the 1985 policy document - are no longer retained as priority areas.
Therefore, technology policy reform has lagged behind other policy reforms, especially those of
investment-related policies. Officials in Tanzania recognize this inconsistency in the sequencing
of policy reforms. According to a TIC senior official, for example, “the issue of technology
policy and how it fits into the new investment environment has not yet been serioudy
addressed” .3

The main objectives and features of the existing policy framework are:

! For example, a present, the highest policy-making body on science and technology-related issues is the Ministry
of Science, Technology and Higher Education (MSTHE), which also has the mandate to formulate and implement
policies on higher education. In addition to providing the overall policy guidance on science and technology,
MSTHE is also responsible for the coordination of a number of public sector support institutions, including the
Tanzania Commission for Science and Technology (COSTECH).

2 |n 1986, the Tanzania @mmission for Science and Technology (COSTECH) was also established replacing
TNSRC, and with a wider and clearer mandate to promote science and technology in the country. Under the
direction of MSTHE, it advises the Government on priorities in scientific research; the allocation and utilization of
research funds; policies on R&D and transfer of technology; and the training and recruitment of research personnel.
% Interview with the Head of Investment Promotion/TIC, March, 12, 2001
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Building domestic research and innovation capacity through state funding of public
sector R&D institutions. Up to 1 per cent of GDP was earmarked for expenditure on
R&D, athough in reality, annual total expenditure on R&D never exceeded half of the
targeted figure. Moreover, R&D is conducted amost entirely in the public sector, either
in specialized centres, state enterprises and ministries. Independent studies of the
country’s R&D capacity show that it is de-linked from the private/productive sector and
contributes little or nothing to technological adaptation and upgrading at the firm level
(see for example, Mlawa, H.M, 1999). In effect, therefore, the present policy was
primarily designed to promote science-based, public-sector controlled R&D capability.
Little attention has been paid to the technological needs and activities of enterprises.

Centrally determined R&D priority areas. At present the Tanzania Commission for
Science and Technology (COSTECH) identifies the priority research areas and deciding
on allocation of state funding under the overall policy guidance of the Ministry of
Science, Technology and Higher Education (MSTHE). A quick glance at the long list of
research priority areas indicates that the choices of sectors and specific areas of research
are not based on thorough analyses of the technology needs or problems of production
enterprises, nor on a coordinated priority-identification exercise, for example with the
priority sectors identified for investment promotion. The selection of priority technology
areas of research is, therefore, supply determined rather than demand driven.

Monitoring and regulation of technology flows with a view to encouraging the transfer of
"appropriate” technologies. To implement this policy objective, the Government
established the Centre for the Development and Transfer of Technology (CDTT), for
which primary responsibility was “establishing rules and regulations for rationalizing the
acquisition, evaluation, choice, coordination and development of technology; as well as
conceiving policy measures that will facilitate an enabling environment for technology
autonomy and sustainable development.” In principle, therefore, the existing policy still
upholds a “regulatory” approach with a view to monitoring the types of technology
imported. MSTHE also believes that some of the existing technology regulatory
mechanisms must be retained and strengthened as there is “a danger that import
liberalization may encourage the flow of inappropriate technologies’ into the country.*
However, the new investment code provides for unrestricted technology flows, thereby
overriding the mandates and functions of CDTT. Investors that qualify for benefits can
now import machinery and capital equipment free of import duty. In effect, therefore, at
present, there is both confusion and a mismatch between investment and technology
policies — giving potential investors conflicting signals about government intentions and
policies. This ambivalence must be addressed urgently in order to ensure policy
consistency and avoid presenting contradictory messages to potential investors.

Local capacity in technology infrastructure. Over the past three decades, Tanzania has
established a number of specialized technology-related institutions which provide
support, mainly to state enterprises, in such diverse areas as technology selection,
adaptation, innovation, and assimilation as well as productivity improvement, standard-
setting, repair and maintenance and training (box 1V.1). Some of the ingtitutions were
established through an Act of Parliament, but most are attached to ministries or state
enterprises. Nearly al are State-owned; many established and subsidized with donor
support. Studies examining the impact of these institutions show that they have little

4 Interview with high-level officials at the MSTHE, 19 March 2001.
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contact with the private sector (see for example Lall, 1999 and Wangwe, 2000). With
liberalization and the privatization of state enterprises, the position and viability of some
of these institutions have become unclear. It would seem, moreover, that those heavily
dependent on donor support — the mgority — were more affected as funding was cut or
switched to other uses. Recent government efforts to encourage these institutions to sell
their products and services to the emerging private sector have been unsuccessful. Thisis
partly because of lack of confidence in the quality of goods and services provided by
local support ingtitutions, especially now that better technologies and services can be
easly imported, and partly because the institutions themselves have little experience in
marketing their services in an open and competitive market environment. However, this
should not be interpreted to mean that the existing technology support institutions are
irrelevant or have no role in the new liberal market environment. To the contrary, the
core competencies and capability accumulated are relevant for the needs of Tanzanian
enterprises. The problem seems to lie in two areas; first, lack of awareness of private-
sector needs and of changing market conditions; and secondly, lack of resources, poor
management and motivation, and uncertainty associated with the reduction in the state
sector. Therefore, the immediate challenge facing the Government is how to build on
existing technology infrastructure capacity to create a market-oriented and private-sector
focused technology support system.

Box IV.1. Technology support institutions

A sample of the types of technology support institutions in Tanzania is presented below.
The list is not exhaustive but indicates the diverse areas in which support institutions are present.

Tanzania Industrial Research and Development Organization (TIRDO)
Tanzania Bureau of Standards (TBS)

Centre for the Development and Transfer of Technology (CDTT)
Tanzania Industrial Studies and Consulting Organization (TISCO)
Ingtitute for Production Innovation (IPI)

Nationa Construction Council (NCC)

Building Research Unit (BRU)

National Radiation Commission (NRC)

Small Industries Development Organization (SIDO)

In short, the present technology policy and the structure of the technology support system
still reflect the economic philosophy and objectives pursued prior to liberalization. The policies
pursued in the past paid little attention to the technological needs and problems of the enterprise
sector, particularly private-sector enterprises. They falled to encourage linkages between local
R&D capacity and the productive sectors. Instead of promoting local technological learning, as
initially envisaged, regulating technology transfer from abroad may have restrained
technol ogical development as demonstrated by the country’s continuing dependence on imported
technology and skills.

B. The direction of policy reformsrequired
In line with Tanzania's Development Vision 2025 and investment policy reforms, it is

imperative that the Government further reform the National Science and Technology Policy with
aview to making it compatible with the current strategy of private sector-led devel opment.
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Further reforms in the NSTP should aim to refocus the direction of policy objectivesinto
the following areas:

Technology activities at the enterprise level. Technological learning and technology
upgrading in a host country takes place only when domestic enterprises acquire the
capacity to understand, use, improve and assimilate technologies that are transferred
either as part of FDI and/or through direct imports. This, in effect, means designing
technology policy that encourages and supports the efforts of local enterprises to upgrade
their skill and technology capability. The specific policy measures may, for example,
include direct fiscal incentives for enterprises acquiring more advanced technology
and/or introducing a technical training programme; easing credit access for enterprises
manufacturing and exporting higher-valued products or establishing backward linkages
with foreign affiliates; providing information on technology; establishing specialized
institutions to facilitate support in areas such quality control, standards, marketing, inter-
firm partnership, and other aspects essertial for improving productivity and technological
capability. It would also mean reviewing the current Government policy on R&D with
the view to ensuring that such a support is performance related and subject to effective
linkages with the productive sector.

Selection of priority technology areas for R&D must be based on enterprise needs and
market demand structure. In other words, demand driven prioritization of technology
development policies and allocation of public resources. The current technology policy
in Tanzania lumps scientific research and technology development together and pays
little attention to technology upgrading at the enterprise level. This approach needs
rethinking. Policy makers should bear in mind that the immediate economic priority in
Tanzania lies mainly in technology upgrading by productive enterprises, rather than basic
scientific research isolated from the productive sectors, and that most the technological
activities necessary for improving productivity and attaining competitiveness takes place
a the enterprise level. The current pattern of FDI inflows, especially its sectoral
distribution, can be a useful indicator of the priority areas for technology and skills
development. In addition, regular consultations with the enterprise sector can provide a
more relevant information on the technology needs of the productive sector in the country
and can help identify the specific technology-related constraints and the areas in which
state support through R& D should focus.

In a market-based economy, compatibility and complementarity between technology and
investment policies are essential requirements for enhancing the impact of investment on
economic growth and competitiveness. This means that the existing regulatory measures
implicit in Tanzanids NSTP must be revised. Institutional mandates, such as that of
CDTT, aso need to be reoriented from regulatory to supportive functions. Focus should
be on technology upgrading in domestic enterprises, including linkage promotion
programmes aimed at increasing and deepening interactions between foreign affiliates
and domestic enterprises. Such programmes, common in many developing countries,
promote technology diffusion by increasing information flows in the enterprise sector ard
aso through matchmaking. The latter involves identifying domestic enterprises that have
the actual or potential capacity to forge backward linkages with foreign affiliates on the
one hand, and collaborating closely with potential or actual foreign investors on the other
to encourage their interest in setting up partnership with domestic enterprises. As noted
above, in Tanzania, the “Fisca Stability Agreement” that the Tanzanian Government has
signed with a number of foreign investors in the mining sector could serve as a model.
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Building market-oriented and coordinated technology support infrastructure. This task
would require streamlining and restructuring the existing technology support
infrastructure. In some cases, there may be a need for closing down ineffective
technology ingtitutions. In other cases, what is needed is simply a through overhaul of
institutions and a clear definition of their objectives. In afew cases, for example, support
institutions operate more like manufacturing units than providers of technology support
services. A case in point is the Institute of Production Innovation (IPI) which was
established in 1981, initially as a department and subsequently as an autonomous
ingtitution within the University of Dar-es-Salaam, to develop product prototypes and
transfer technology to industry and also provide constancy service to domestic firms.
Despite the attractiveness of the concept of University and industry links and the focus on
innovation, the interaction between enterprises and the Institute has been limited with the
exception of a few well-publicized cases. Moreover, the Institute began to produce
simple machines (sugar milling, oil processing, grain milling, solar heating) for sale on
the market which, in essence, means it has become a manufacturing unit rather than a
technology development centre as initially envisaged. Not surprisingly, now loca firms
regard the Institute as a competitor rather than a technology support institution. Similar
trends are also observed in other support institutions creating poor image of public sector
support institutions among local firms.

C. Conclusions and recommendations
1 Technology development and policy framework

The 1996 NSTP should be brought into line with the policy changes in other economic
areas, particularly investment policy. The broad direction of changes required is outlined in
Section C above. The need to give a prominent role to private sector development and enterprise
technological activities is the most important of the adjustments required in the technology
policy framework. In addition, particularly in less developed markets, clearly defined and
targeted policy measures tend to be more effective than generic policies. Therefore, where
possible, the new technology policy framework should clearly identify policy instruments, the
target audience, the desired outcome and the means of policy delivery.

Ultimately, the impact of technologies transferred by foreign affiliates is measured by the
extent to which local technological learning takes place through the diffusion of technologies and
skills to domestic enterprises. Although the market mechanism is often the most effective
instrument for technology diffusion, in less developed economies like Tanzania - where the
market is still at an earlier stage of development - there is a need for establishing a
“subcontracting exchange” programme aimed at promoting linkages between foreign affiliates
and domestic enterprises. Such a programme — to be managed jointly by TIC and COSTECH -
would serve as a bridge between foreign affiliates in the country and domestic enterprises by
providing information on prospective domestic suppliers and maintaining a register based on a
technical evaluation of the capabilities of potential supplier firms.

In terms of technology transfer, the main focus of technology policy should shift from
regulating technology flows to information provison to enterprises, particularly SMEs, on
sources, costs and appropriateness of foreign technologies. In this respect, it is recommended
that Tanzania should set up, with the assistance of and in close consultation with relevant
international development agencies such as UNIDO, a “one-stop technology information unit”.
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The primary objective of the unit would be to provide, upon request, information and specific
advisory services on the sources, quality and appropriateness of technologies and equipment
acquired by domestic enterprises. In the absence of private sector entities to provide such
services, it is recommended that the Government, if possible in partnership with a private sector
investor, should establish the unit. Access to information and advisory services provided by the
unit should be on fee paying bases. However, a the initial stage, he Government should
consider the option of providing free information and advisory services to small- scale productive
enterprises.

The new technology policy should identify specific incentives for R&D by private
enterprises. In terms of fiscal incentives, the possibility of granting tax deductibility to the
amount of the enterprises’ expenditure (100 per cent) and even more than the total expenditure in
cases where new products are generated and commercialized should be seriously considered. To
assist in this process, the possbility of establishing a “Technology Fund’ to co-finance
enterprise R&D (for example, on a 50-50 basis) should be considered. The Technology Fund
should provide resources as a conditional loan, to be repaid by successful ventures.®

The technical skills base of Tanzania is small and it needs to improve if the country is to
continue to attract additional FDI and build competitive enterprises. As a matter of priority, the
Government must launch a “skill strategy” aimed at creating competitive skills and easing the
shortage of skills in areas that are potentially attractive to FDI. The stimulation of enterprise-
level learning and training is a key area of policy intervention that needs to be undertaken as part
of the new “skill strategy”. This requires both concrete incentives that encourage enterprises to
undertake in-house training and the launching of concrete campaigns to inform domestic
enterprises, especially small- and medium-sized enterprises, of the benefits of, and the reed for,
employee training to be able to upgrade technology and cope with the intense import
competition.

Enterprise focused technology policy requires an integrated and systemic approach to
policy formulation and implementation. It also requires a network of support institutions,
whether at the national or regional levels, that provide technical services and influence the
technological behaviour of enterprises. An example of the type of “National Technology and
Innovation System” that Tanzania may need to build is presented in figure IV.I. It shows some
the key policiesactorg/ingtitutions that influence the process of technology upgrading and
innovation by enterprises. The most important aspect of the system is the interactions among the
various elements in the system and between them and the enterprise sector. Even if single
elements of such a system are strong, the system as a whole may be weak either because the
failure of policies to stimulate interaction or lack of coordination between the various parts in
supporting enterprises. Only by applying such a systemic perspective and formulating policies
that stimulate interaction in the system and encourage the active participation of the private
sector can technologically weak economies like Tanzania be able to develop a dynamic
enterprise sector and maximize the impact of FDI.

2. Technology infrastructure

Enterprises do not innovate or upgrade technology in isolation but in response to and
interaction with technology suppliers, customers, other enterprises, but above all, specialized

®> While this raises the risk of losses if a large proportion of the projects fail, experience in other countries suggest
that the risk is quite small. In addition to stimulating R&D activities by enterprises and the benefits that they would
drive from it, enterprises would not deliberately take the risk if they are required to put up haf of the capital
required to initiate the project. Such aFund could be initiated with the assistance of donors.
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Figure IV.1. National System of Innovation of Tanzania

Government
Policies/Ministries

COSTECH TIC

Business

Technology
o) o
associations*®

Service Providers®

Domestic
Enterprises

v

Foreign affiliates

Learning institutions”

4 —> Existing link 4> Weak or non-existent link

# National Centre for Development and Transfer of Technology (NCDTT), Centre for Agricultural and
Rural Technology, Tanzania Bureau of Standards (TBS), Tanzania Engineering Manufacture and
Design Organisation, Tanzania Industrial Research and Development Organisation (TIRDO),
Tanzania Industrial Studies and Consulting Organisation (TISCO), etc. ;

b University of Dar es Salaam, Sokoine University of Agriculture, Institute of Technology, etc. ;

¢ Tanzanian National Business Council (TNBC), Tanzania Chamber of Commerce, Industry and
Agriculture (TCCIA), Confederation of Tanzanian Industries (CTI), and Tanzanian Private Sector
Foundation (TPSF).
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technology ingtitutions that provide services in diverse areas such as quality ontrol, testing,
standards, technical training, finance, information, benchmarking and so on. In Tanzania, this
infrastructure - consisting of a number of public sector institutions - has been generally
ineffective in generating linkages with the private sector and in promoting technological
capability. There have been some attempts to reform and improve the main institutions in recent
years but in the absence of active Government support the results so far have been less effective.

In addition to revising its science and technology policy, Tanzania needs to strengthen its
technology infrastructure by improving — on selective basis - the performance of existing
institutions and building new capacities where essential services are missing. In the absence of
credible private sector entities capable of providing technology-related services, public sector
institutions will need to continue to carry out such services. To that end, it is recommended that
the Government undertakes a major restructuring and overhauling of the existing technology-
related ingtitutions with a view to identifying those that provide essentia services and need
strengthening and those which are ineffective and should cease to operate. At the same time, the
scope for private sector involvement in the provision of technology extension services and the
means for promoting it should be explored.

The Tanzania Commission for Science and Technology (COSTECH), for example, is one
of the ingtitutions that should be strengthened since it can be a vital agent of technological
change and linkages between FDI and domestic enterprises. It was established in 1985 to
manage science and technology policy and coordinate R&D activities in the country.
Unfortunately, it has not been able to fulfill this role due to resource constraints, lack of adequate
skilled personnel and the difficulties in mainstreaming science and technology policies across
sectoral ministries. It is essential that its capability is enhanced and its ability to implement
technology policy greatly strengthened. This can be achieved by:

raising the skills and resources available to COSTECH. One of the consequences of
resource problems, for example, is that the salary levels of COSTECH staff is low,
especially compared to the pay structure in the private sector, and this is affecting staff
motivation and the ability of the agency to attract and retain skilled technical and
management personnel.® If it is to serve as an effective agent of technological change,
then its resource problems must be dealt with urgently.

improving COSTECH'’s information processing and analysis capacity. As an
organization responsible for advising the Government on scientific research and
technology priorities, access to reliable and "best practice technology-related
information is critical for performing its functions efficiently. At present, the information
and analysis capacity available to it is inadequate and needs to be strengthened. The
establishment of an information unit proposed above could help remedy this problem;

generating greater awareness about the need for technology upgrading and the critical
role of technology policy for long-term growth and competitiveness within the private
sector and among all levels of government. This will facilitate COSTECH'’s task in
mainstreaming technology issue across all key agencies dealing with — industry, finance,
agriculture, health, education, mining, infrastructure and enterprise development.

Another important support institution, which requires specia attention, is the Tanzania
Bureau of Standards (TBS). The capacity to produce higher quality products, especialy at
internationally recognized standards, improves competitiveness and assists in attracting FDI.

® Thisisacommon problem faced by all public sector technology institutions and needs serious consideration.
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Despite the operations of TBS - which currently focuses on metrology, standards, testing and
quality functions - quality consciousness among Tanzanian enterprises is at present very low.
Indeed, by mid 2000, only two enterprises (a soft drinks firm and battery manufacturer) have
been awarded I1SO 9000 certification. Most firms, especially SMES, are not aware that such
certification exists. It is recommended that TBS should be reorganized with a view to
strengthening its standards setting and awareness generating roles and upgrading its accreditation
capacity to international standards while reducing its testing facilities and functions. At the same
time, the Government should seriously consider encouraging the private sector to develop testing
capacity. At present, about 70 per cent of TBS's budget comes from the provision of testing
services, suggesting that the market exists for an early entry of the private sector in this field of
technology service.

For services relating to technology selection, the development of appropriate
technologies, efficient use of energy, advisory service in the application of clean technologies
and the provision of repair services for instruments, the most important support institution in the
country is the Tanzania Industrial Research and Development Organization (TIRDO). Although
it has existed since 1979, the consensus view is that its overall impact on technology
development has been limited. Indeed, in recent years, the organization has been paying less
attention to core activity — which is to assist enterprises in upgrading and generating technology
— and has been instead concentrating on equipment maintenance and repair services in order to
generate income. About 58 per cent of the organization’s revenue is now generated from selling
maintenance services in the market. While this is commendable, it should be noted that there are
anumber of private sector enterprises that provide these services and the need for a public sector
ingtitution such as TIRDO to provide repair services is not clear. However, in the absence of
private sector entities to assist enterprises, particularly SMEs, to upgrade technology and select
efficient technologies, there is a need for a supporting institution like TIRDO. In restructuring
TIRDO, therefore, the first task should be to ensure that it maintains and strengthens its core
activities and generates demands for its services through pro-active marketing strategy. At the
initial stages of the restructuring process, Government support in terms of time-bound financial
assistance will be necessary. Additional measure to be taken will include improvement in
management and technical capability, developing competence after-sale services and
strengthening linkages with private enterprises.  The idea here is not sSimply to pump in
additional funds or grant without clear objectives or strategy, but to suggest well planned and
time-bound restructuring exercise to ensure improvement in performance and relevance to the
needs of enterprises.

In order to enhance the technological impact of FDI in Tanzania, it is necessary to build
the capacity of SMES, which consist the majority of private sector enterprises, to interact with
foreign affiliates and acquire, operate, adapt and upgrade technology. In Tanzania, the Small
Industries Development Organization (SIDO) is responsible for providing institutional support in
diverse areas including marketing, skills formation, credit delivery and transfer of technology.
SIDO has established up to 14 industrial estates as well as three training-cum-production centres.
As with TIRDO, there is a need for restructuring this institution to make it more focused and
more relevant to the needs of enterprises. This again needs a dtrategic plan that looks at its
approach, staff motivation and skills and overall capability.  The logic for SIDO to operate
industrial estates — which could easily and perhaps more efficiently be owned and managed by
private entrepreneurs — is not clear. The Government should encourage, through attractive
incentives, private investors to take over and manage the industrial estates. SIDO’s activities
should focus on reaching SMEs with programmes of technology, training and marketing
assistance and the promotion of subcontracting, especially with foreign affiliates.
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Production-related innovation is carried out by the Institute of Production Innovation
(IPI), as mentioned above. The recommendation for restructuring also applies to IPl which has,
over the years, drifted away from its initial objectives — that is to develop product prototypes,
transfer technology to industry and generally provide technical advises to enterprises. These are
essential services badly needed by private sector enterprises. 1Pl recognizes the need to adjust to
the new market system and has, in fact, tried to respond by manufacturing ssmple machines for
sale on the market. However, this makes it a competitor to private enterprises rather than a
technology transfer agency. It is recommended that |Pl should focus on its original objectives
and should develop an outreach campaign aimed at winning the trust and confidence of private
sector enterprises and understanding better their needs and technology-related problems. Until
the ingtitute is able to establish credibility among private sector enterprises, Government
financial assistance will be necessary, especially for upgrading equipment, devel oping marketing
capability and attracting skilled personnel.

For the immediate future, the best option open for Tanzania in dealing with technology
infrastructure is to restructure and rationalize existing ingtitutions by strengthening those that
provide essentia services not available in the private sector and phasing out duplicative and less
essential services. The ingtitutions mentioned above are only a few of numerous technology-
related support institutions scattered across ministries and attached to major public sector
enterprises.  But, the recommendations elaborated above should serve as a basis for other
Institutions as well.
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CHAPTER V. CONCLUSIONSAND RECOMMENDATIONS

Tanzania has emerged from a lengthy period during which state ownership and control dominated
most aspects of economy and society. After a hesitant start, the reform process quickened in the late 1990s,
characterized, among others, by improvements in the invesment framework, successful privetisation and an
upturn in economic growth and other macroeconomic indicators. The new investment climate is atractive to
foreign investors as evidenced by increased FDI inflows. But these inflows have not yet reached the levels
satisfying Tanzanid s needs and expectations and, most importantly, potential.

Tanzanid s long term FDI god should be to develop from its present “trickle-in” phase to achieve a
position as an attractive FDI location in Eastern and Southern Africa. There is need to sustain current inflows
and attract new FDI, which will be a particular chdlenge a atime of globa dowdown. At the same time,
with sustained flows of FDI, the economic contribution $ould be planned to expand and widen, from its
limited capitd investment and employment effects as at present, to include a substantid export contribution
and a ggnificant leve of technology transfer into the indigenous sector through the creetion of locd linkages
and other mechanisms.

Thus, the strategy for FDI and the expected benefits from FDI must distinguish issues of investment
attraction and economic contribution. In the short term, levels of FDI inflows can be increased by further
improvement in the investment framework and by imparting a sdect number of draegic thrugs. In the
medium and long term, a range of economic contributions will be enhanced as broader policy initiatives are
put in place and the market economy develops.

Objective 1. Strengthening the investment framewor k

Over the past decade Tanzania has, with some rapidity, been moving from the condraints of a
centrally planned economy to a more open, market-based, regime for investors both local and foreign. The
continuing process of change has outpaced reform of the statute book. There is need to enact new
legidation

Laws and regulations from the time of the centraly planned economy should be replaced with laws and
regulations compatible with the requirements of the market economy and Tanzania s competitiveness.
Thisincludes in particular employment and labour laws, the commercid and contract law (including new
companies act) and tourism and fishing industry regulations, as well as anew arbitration act.

The Competition Act of 1994 should be reviewed and amended, if necessary, to reflect, among others,
the implications of the increased presence of foreign companies in Tanzania. A Competition Authority
should be established.

The exiging law embodied in the 1997 Investmernt Act has become increasingly dysfunctiond. The Act
should be replaced by a new, modern act reflecting current conditions inside and outsde Tanzania
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The network of BITs and DTTs should be expanded, especidly to include actual and potentid home
countries including dynamic developing countries from Asaand the African region.

Objective 2: Reducing cost of doing business

To simulate both foreign and domestic invesment, policy emphasis must continue on reducing the high
costs of doing busness. The andyss and recommendations of the BEST Programme provide a clear
pathway for achieving these ams pointing clearly to the need of cregting an enabling environment for
investment. While the implementation of dl the components of the programme is essentid, priority from an
FDI perspective should be given to the following:

Regulatory improvements in the areas of centrd and locd taxation, land planning, dlocation and dte
development, labour laws, business licensng and regidration, import/export procedures, as well as
sector-gpecific regulaions. The establishment of a Better Regulation Unit within the Civil Service
Department isimportant to ensure implementation.

Improving commercia digpute resolution. This will include enhancing the accessbility of the Commercid
Court; smplifying court procedures, and designing an anti- corruption strategy for the Courts.

In addition, the recently launched Nationd Business Council has an important role to play in the effortsto
remove barriers to efficient business operations. It should meet regularly with identified problems being
followed up vigoroudy. The early launching of the Nationd Investment Steering Committee is o
recommended as a crucid mechanism to ensure policy and ingtitutional coherence and congstency.

Objective 3: Ensuring continued success of privatization

The Tanzanian privatization programme has been successful to date. It has been amgor source of FDI;
it is helping to build the market economy and investor confidence; and it has encouraged sequentid FDI in,
for example, services. Critica issues are;

The privatization of the utilities needs to proceed as rapidly as possible in order to reduce costs and
Improve services to businesses and consumers. The timescaes currently in place need to be adhered to.

The Nationa Development Corporation (NDC) has an important role in developing power and
asociated infrastructure, but it needs resources and capabilities. The secondment of private sector
executives to NDC should be investigated. Links with the TIC should be enhanced.

Privatization policies need to be matched by policies to ded with redundancies/retrenchments associated
with rationdization or the closure of non-viable enterprises. Such policies could include encouragement
of amdl busness gart-ups to create jobs and a fund to temporarily support and retrain displaced
workers.
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The countries in the Far Eadt, over the last two decades, have undertaken successful privatisation of
public utilities (roads, dectricity, water, sawerage, ports etc). The Asa Africa Investment Technology
Promotion Centre (AAITPC) could help build a bridge between Asainvestors and Tanzania

Objective4: Implementing effective infrastr uctur e development

Infrastructure offers opportunities for foreign investment and other forms of foreign involvement,
including roads, arports and ports:

In arports, the experience gained with Kilimanjaro Internationa Airport should be used to develop a
partnership modd that is atractive to foreign investors and bereficid for the country.

Dar Es Sdam Port's full potential as a mgjor shipping and cargo centre should be explored. Among the
possihbilities are for DAR Port to become a centre of excellence for port services, by ether joint venture
or hiring the gppropriate expertise and full government commitment. In addition, the DFZA authority, or
the DAR Port Authority (DPA) itsef, could create a "Trade Corridor of Excellence" between Tanzania
and neighboring land locked nations that utilise DAR Port as one of thelr import or export channels. This
could be initiated through "inland ports" within these countries, ether fully owned by the DFZA or DPA
or in joint venture with domestic agencies. If this is done efficiently and helps to accelerate movement of
goods and reduces costs, DAR Port could emerge as amajor hub for trade in the Region.

Instead of pursuing the path of creating separate industria parks and export processing zones (EPZS) in
manland Tanzania, condderation should be given to a "Multi Facility Economic Zone' to cater for
domestic production, partia export and fully export oriented industries. The MFEZ concept (see box
V.1) is to provide the best possible busness environment within a limited geographic area, including
infrastructure, aregulatory regime as envisaged in the BEST Programme and efficient administration. The
cost can be shared with the private sector, particularly if the project is offered a specid package of
incentives, including a 10-year tax holiday.

In the medium and long term,  the initid MFEZ proves successful, a number of MFEZs should be
encouraged at different strategic, geographic locations to create multiple "Engines of Growth". MFEZ
datus / facilities can aso be extended to other areas of large-scale economic activity that could include
the cregtion of townships, eg. large mining aress.

Objective5: Stimulating human resour ce development and linkages

Human resource development, and policies to encourage the trandfer and diffusion of technology, and
linkages and partnerships with foreign investors are essentid. Lack of vocationa and technical skills places
Tanzania in an uncompetitive postion compared to neighbours. The private sector can be encouraged to
play apro-active through training. Actions required include:

Expanding the provision of higher education and technicd training, and revisng the curricula to meet the
needs of the market economy.
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Box V.1. The Multi-Facility Economic Zone Concept

Creation of a conducive investment environment -- physical, legal, administrative -- al over the country will
take years of effort. These efforts should not be put off. But, in the short-term, it may aso be desirable to
selectively create "Engines of Growth" areas within Tanzania i.e. limited areas of dynamic economic activity,
that can be "fast tracked" for take off, and which will create positive multiplier effects and a positive image for
Tanzania as an economy that can sustain modern economic activity.

The concept in summary is as follows: Identify a substantial area — e.g. 1000 hectares. In this area create a
MFEZ Authority and suspend all outdated national laws, rules and regulations. Creste best practice rules/laws
for investors in this area at dl levels — from project approval to production. Create world-dass infrastructure —
electricity, water, roads, etc in this area. Cater for housing for executives, workers, hotel, a small Township and
recreation aress (if these not available nearby). Promote this MFEZ as a hasde free, efficient investment
location. Train local government officials on best practices from other |PAs around the world.

The MFEZ should cater for both export oriented and domestic oriented industries and thus save valuable
land lying idle if the country is unable to attract 80 per cent export oriented industries. Every investor located
within the MFEZ should be given a specia "Certificate of Privileges' that will assure a series of guaranteed
privileges and incentives.

Multiple MFEZs can be created in different parts of the country and can also be privately operated. The
initidd MFEZ should ideally be a Government effort or a joint effort with the private sector. If private sector is
involved, the project should be offered a specia package of incentives, including a 10-year tax holiday.

Integrating human resource development into programmes for the support of priority sectors (including
those with FDI potentid, particularly mining, tourism and even banking). This means determining the skill
needs of priority sectors, and developing funding systems for training, in partnership with the private
sector.

Deveoping sectord programmes in, for example, energy and minerds, agribusiness and tourism not only
to improve ther attractiveness to foreign investors but aso to encourage linkages with loca enterprises
including technological linkages. These sectors are of fundamenta importance for FDI attraction, but the
conditions are not in place to fully exploit their potentid. Tourism is the easiest to develop in the short
term, and should be the initid empheds

Encouraging existing companies to undertake greater "in housg' training for their own saff and possbly
offer training opportunities for those outsde of their direct saff requirements. The experience of other
countries suggests that tax deductions of training expenses can be an effective incentive.

Objective 6: Building a dynamic enter prise sector

In the medium- to long-term, the most effective way that Tanzania can maximize its gains from FDI,
epecidly in technologica development, is by improving the capacity of its domestic enterprises to learn,
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adapt and assmilate technology. Indeed, the existence of dynamic domestic enterprise by itself can be an
important investment promotion tool as internationd investors are increasingly seeking investment locations
with high-level skills base and partnership-ready enterprises.

The sKkills and technologica capabilities and investment capacity of domestic enterprises are key
determinants of ther ability to qudify as suppliers to foreign dfiliates operating in incressingly compstitive
market environment. More and more foreign affiliates demand that their suppliers comply with qudity
gsandards such as 1SO 9000. Tanzania needs to adjust its technology policy framework and make its
relatively extendve technology infrastructure responsve to the technology and qudity-related problems
currently facing most domestic enterprises, particularly SMEs. Actionsinclude:

Modernizing the present National Science and Technology Policy to bring it in line with policy changesin
other economic aress, particularly investment policy.

Undertaking a mgor restructuring and overhaul of the exigting technology infrastructure with the view to
identifying those technology-related ingtitutions that provide essential services and need strengthening and
those that are ineffective and should cease to operate. At the same time, private sector involvement in
technology-related support services should be actively encouraged.

Objective 7: Enlarging marketsthrough regional integration

Tanzania should continue efforts to build a stronger Eagt African Community (EAC) and Southern African
Development Community (SADC). A larger market 9ze ensures stronger commitment by investors and
leads to a greater leve of strategic investment. The following issues are important:

In order to net gains from the EAC, Tanzania requires a sudtained effort to improve its cost
competitiveness, and to focus on aress of actua or potentia competitive advantage. Greater attention
needs to be paid to encouraging export orientation in indigenous industry and attracting export-oriented
FDI to explait the larger EAC market. To facilitate this, export and import procedures must be improved
and dreamlined. Implementing the recommendations of the BEST programme are important in this

respect.

In the short term, Tanzania needs to recogni ze the problems faced by foreign and indigenous producersin
manufacturing in competing with Kenya Moves to diminate tariffs and non-tariff barriers need to be
made cautioudy to avoid a surge of imports, but it is important to resst demands for continuing
protection.

In respect of SADC, foreign investors are unlikely to see significant opportunities for intra-regiond FDI in
the short to medium term but if Tanzaniaimprovesits trangport (road, rail, port) infrastructure in the south
of the country, it could achieve its potentia as a gateway into the region in the longer term.

Tanzania should take the initiative in encouraging regiond FDI promotion events, particularly for East
Africa

Tanzania should take full advantage of the "window of opportunity” that WTO offers for tariff protection,
to encourage import subgtitution industries, but with the full understanding that these are dtrictly short-term
"booster” measures to help incipient manufacturers.
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Objective 8. Imparting a new strategic thrust to investment promotion

At atime of globad dowdown, Tanzania cannot reasonably expect waves of FDI into its economy,
which is yet to show its reslience and ability to attract and sustain FDI. Investment promotion will require
drategic thrugts in sdlect areas driven as a "Sugtained Programme of Action” and aimed at yielding postive
results on the ground, in 2 to 5 years.

Earlier discussons have highlighted three srategic thrust prospects: Multi Fecility Economic Zone
(MFEZ), Dar Port and privatization. Education is a possibility. Three additiond aress are:

Agriculture. The irony of a country with abundant land and yet land not easly available for large-scale
agricultural investments appears a maor bottleneck. Tanzania's abundant land should be trandated into
investment opportunities, sarting with 5 large areas of land that can offer potentid for large-scae
commercid farms / plantations. It can be envisaged that such invesments will help develop smallholder
farms and facilitate quaity control, production support, marketing and distribution.

Manufacturing. Given the country’s present development stage, the domestic market is limited but could
atract investors who are "pioneers’ who identify opportunities and because of their smdler sze or
experience in other emerging markets can gain "firsg-mover" advantages by moving quickly to enter and
consolidate their podtion in the Tanzanian market (see box V.3 for examples). Such "second-tier”
investors should be targets for the Tanzania Investment Centre. However, there are also mgor TNCs,
especidly in the consumer goods sector, which higtoricaly have been pioneers in emerging markets.
Targeted invesment promotion a the firm levd may be a precursor for wider investments in
manufacturing as other big foreign playersin, for example, food and pharmaceuticas, may follow.

Exiging investors. Already established foreign and domestic enterprises should be extended every
encouragement and support to reinvest in the domestic economy. Box 111.3 presented the case of an
investor in Tanzania from colonid times, and now transformed into a venture capita company with 42
investments throughout the country. Its importance for FDI potentid lies in the long-term commitment to
partnership investments in Tanzania, and in encouraging foreign and indigenous companies in Kenya to
expand into Tanzania. Although smal in number, there may be other smilar types of companies which
offer opportunities and with which the TIC should develop aliance relationships.

This report has not assessed Tanzanid's investment prospects in the above areas. For that, the
Government should establish separate National Task Forces gppointed with experienced members drawn
from the private and public sectors, to work out the feasibility and detailed implementation steps necessary
for promoting each area as a dtrategic thrust. TIC and ZIPA are well positioned to lead the effort and the
Nationd Investment Steering Committee is the right body to sanction and receiveit.
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