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Abstract

Attitudes towards foreign direct investment (FDI) have changed considerably over the last two decades in the context of the widespread adoption of the Washington consensus approach to economic liberalization. FDI plays an increasingly important role in national development strategies, most notably in the least developed countries (LDCs). This paper examines the role of FDI in the process of economic reform and liberalization in Tanzania. We distinguish between different periods in the political economy of FDI in the country and highlight the role of increased FDI activity in the context of evolving host country location factors. It is argued that economic policy liberalization and improved investment climate liberalization has not yet been matched by an upgrading of the host country FDI receptor conditions. This is tantamount to the limitations and opportunities of the role of FDI in economic development.

1. Introduction

Attitudes towards foreign direct investment (FDI) in least developed counties (LDCs) have changed considerably over the last two decades, in the context of widespread adoption of economic liberalization doctrine, whether taken up voluntarily or through World Bank-sanctioned structural adjustment programmes. These changing attitudes refer to the so called ‘New Economic Model’ (Reinhardt and Peres 2000), characterized by the adoption of outward looking economic policies, particularly in the emphasis of promoting economic growth through FDI and efforts for greater participation in international trade
. Within this framework FDI is seen as having a central, important role to play in national development strategies and is viewed as the engine with which to exploit and sustain the competitiveness of their indigenous resources and capabilities (UNCTAD 1999)
.  The present policy stance vis-à-vis FDI represents in many ways a dramatic turnaround, particularly so in the case of those LDCs which until the 1980s practised the outright barring of FDI activity in domestic markets (Caves, 1982). The dramatic turnaround in attitudes of LDCs towards FDI also emanates from the recognition of the accelerating pace of technical change and the emergence of integrated production networks of MNEs (Lall 2000a). FDI can play an important role in national development strategies, particularly with regards the potential contribution to host country industrial and technological development. Indeed, it is becoming increasingly clear that the less developed a country is, the greater are usually the expectations placed on FDI to alleviate resource and skill constraints (Noorbakhsh et al, 2001) through the application of ownership-specific advantages in the form of financial, human resources, technology and knowledge (Dunning, 1993). In this respect, LDCs explicitly seek to encourage MNE activity as a source of much-needed capital and technology and hope that inward FDI flows fill the savings, investment, and production gaps in these underdeveloped economic contexts. However, whereas, some ‘gaps’ can be filled immediately (investment, production, employment, tax revenue), other ‘gaps’ inextricably linked to industrial upgrading such as skills, capability and technology development take time to emerge or possibly never take place. Furthermore, benefits of inward FDI are more likely to emerge from that kind of FDI which is likely to generate positive spillovers (Lall, 1993, Narula and Dunning, 2000). This ‘right’ kind of FDI tends to shy away from LDCs. All these factors place some uncertainty about the extent of realising this potential contribution of FDI in the host country industrial development.

On the political economic front, it is important to place this current policy ‘fervour’ towards FDI, in the context of what is actually happening with regards to the development and upgrading of the host country competitiveness and industrial development in general. Although there is a tendency to categorise economies within a dichotomy of either inward-looking, import/substituting policy orientation (IL-IS) or outward-looking, export-oriented policy stance (OL-EO) (Ozawa 1992, Narula 1996) this may be an oversimplification of reality, since in reality there tends to be a hybrid policy orientation. To explain, even though LDCs may be adopting outward-looking economic policies, to a great extent industrial policies and productive capacities are still mired in development models implicitly based on inward-looking, import substitutions policy stances. Moving closer to the key focus of this paper, i.e. FDI, whereas LDCs have registered some success in attracting much needed FDI flows to their economies (as a result highlighting the benefits and success in the adoption of outward looking economic strategies), it is increasingly becoming evident that FDI receptor conditions may not be tenable for the undertaking of internationally competitive economic activity and greater participation in global markets. The extent of these underdeveloped domestic capacities is to a certain extent reflected in the generic location that LDCs possess, particularly with regards to the low quality of human capital and the weak absorptive capacity and capabilities of the domestic firms. Therefore, a  possible, apparent mismatch between policy stance and host country capability for international competitiveness seems to undermine the potential to leverage FDI for industrial upgrading purposes and this may be argued as representing the limitations of FDI as a sine qua non for industrial development. 

Notwithstanding the role of MNEs is seen as a means to actualise the process of technology transfer and FDI does represent the most efficient option to promote a process of industrial development (Narula and Dunning 2000), there are obvious limitations of FDI as a driver to technology and industrial development. FDI does not automatically lead to positive externalities in the host economy. For example, when MNEs seek to transfer knowledge, they prefer to use technologies that are suited (first and foremost) to their particular needs, and the purposes for which they have made the investment. MNEs tailor their investment decisions to the existing market needs, and the relative quality of location advantages (especially skills and capabilities that the domestic economy has a comparative advantage in (Lall 2002a). Hence, the extent of FDI being a driver of industrial upgrading depends on the quality of location advantages and how these advantages are developed over time.

This paper examines the role of FDI in the context of the economic reform process in Tanzania. Tanzania represents a typical case of a developing country that has been undergoing an extensive economic liberalization process during the past two decades. The role of FDI in Tanzania’s economy can be traced back to the country’s independence period but it has changed over the past four decades in tune with the country’s political and economic development process. The paper is structured as follows. After this introduction, we present a brief background on the country and examine the political economy of FDI from 1961 to 2003. In Section 3, we analyse Tanzania’s FDI performance in recent years and in Section 4, we highlight some important aspects of the country’s receptor conditions that impact on the role of FDI. Section 5 presents some conclusions.

2. Background of Tanzania

Tanzania is located in eastern Africa between longitudes 29° and 41° East.  The country consists of the mainland and the Zanzibar islands
 and has frontiers with Kenya and Uganda in the North, with Rwanda, Burundi and Democratic Republic of Congo in the West, with Zambia and Malawi in the South West and with Mozambique in the South. In the East, the country borders the Indian Ocean. Tanzania’s mainland covers 883,600 sq. km, and Zanzibar 2,500 sq. km, for a total area of 886,100 sq. km. The combined area is approximately the combined size of France and Germany. The topography of the country is varied. Tanzania has mountain areas, including Africa’s highest mountain, the Kilimanjaro (5,895 metres above sea level) and also plains, forests and water. The varying geography together with the rich fauna offers Tanzania many tourist attractions. The country has several natural parks, the largest being the Serengeti in the North and Ruaha in the middle of the country. In addition to the natural parks there are several game reserves, of which the Selous is the largest with an area of 50,000 sq. km. Apart from the Indian Ocean, the water includes the large Lake Victoria in the North, Tanganyika in the West and Nyasa in the South. Tanzania is sparsely populated and distances between urban areas are extensive with important implications for transportation needs. Tanzania has plenty of natural resources, including mineral resources (gold, diamonds, gemstones), water and  coal resources for the production of energy. 

History

The African population of Tanganyika had trading contacts with the Arabs at least since the 1st century AD. The Portuguese arrived on the coastal area in the late 15th century, but made little effort to penetrate the interior. The French also showed interest in slave trade in Tanganyika in the 1770s. The Arabs, became more active in the slave trade at this time and began to penetrate further to the interior of the country. In addition, to slaves, ivory was an important article for trade. Slaves were usually shipped to Zanzibar from where they were transported further. The Arabs from Oman established a colonial state on Zanzibar in the 19th century. Their influence on the country was important in that for example one-third of the words of the official language Swahili is said to derive from Arabic. The Germans became active in East Africa in the 1880s by making contacts with local tribe chiefs. In 1886, Germany and Great Britain divided East Africa with Great Britain receiving the northern parts, i.e. Kenya and Germany got the southern parts, i.e. Tanganyika. The colonial powers used East Africa mainly for the production of agricultural production and for the utilisation of mineral resources. The Germans improved transport connections but their World War I put an end to German rule in East Africa. After the war, the British established their Tanganyika Territory and focused on developing the transport infrastructure by improving the road network, investing in agriculture production and developing education and health care. In 1947, the British place Tanganyika under UN trusteeship. Whereas the economy of the country developed under the British rule, the development was largely unequal. Demand for independence started to rise and the channel for these demands was the Tanganyika African National Union (TANU) party which was founded in 1954. Tanganyika became independent peacefully with the consent of the British on December 9, 1961 under the leadership of the TANU party.
 Julius Nyerere was the first prime minister. The United Republic of Tanzania was formed out of the union of the sovereign states, Tanganyika and Zanzibar in April 1964. The Government of the United Republic of Tanzania is a unitary republic consisting of the Union Government and the Zanzibar Revolutionary Government. After the independence until his death in 1998, Nyerere was the key political figure of the country and was president between 1962 and 1985. After retiring from presidency he continued as the chairman of the ruling party until 1990.

Population

The total population of Tanzania is estimated to have been 34.2 million in 2003.) Of this the mainland contributed 31.9 million and Zanzibar 0.9 million. The estimated annual population growth rate was 1.8 per cent in 2003. Population density is estimated at 39 persons per sq. km. Poverty is a major issue in Tanzania. According to the UN Human Development Index (UNDP 2004), Tanzania ranks 162 out of 177 countries. In 2003, more than 48.0 per cent of the population suffered from ‘basic needs poverty’. The situation is worse in rural areas where more than 60 per cent of inhabitants suffer from poverty. Food poverty is estimated at 27 per cent in Mainland Tanzania. Life expectancy at birth is 43.5 years (2002) which has been deteriorating by 5 years from the levels in the 1990s. According to the Human Development Report 2004, 8.8 per cent of the Tanzanian population between the ages of 15 and 49 were infected by HIV/AIDS in 2003. In mainland Tanzania, 99.0 per cent are native Africans (of whom 95 per cent are Bantu consisting of more than 130 ethnic groups), with the remaining 1.0 per cent consisting of Asians, Europeans and Arabs. As far as religion is concerned, Christians account for 45.0 per cent of the population, Moslems 35.0 per cent and indigenous beliefs 20.0 per cent. Kiswahili or Swahili and English are the official languages.

Macro-economic performance in recent years

It is important to highlight some important characteristics of the Tanzanian economy and provide an overview of recent macroeconomic performance. Economic growth is an essential condition for poverty reduction in Tanzania. In the early 1990s economic performance was extremely weak, with growth in GDP often less than the growth in population. Growth appears to have increased steadily since the mid-1990s and by 2003 it came near the six per cent target defined in the Poverty Reduction Strategy Programme (URT 2003). In general, on average real Gross Domestic Product (GDP) has grown by 3.8 per cent per annum, over the 1989-2003 period, whereas the population has 
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grown by some 2.8 per cent. As highlighted in Table 3.1 and Figure 3.1, Tanzania’s economy may not have been growing enough to improve GDP per capita growth. Although in real terms, GDP per capita has slightly improved from US$ 43.7 in 1989 to reach US$ 296.8 in 2003, it is still far to low for development purposes. Tanzania’s main economic concern is how far real GDP growth registered in recent years can be maintained and translated into poverty reduction.
 Poverty in Tanzania is characterized by low income and expenditure, high mortality and morbidity, poor nutritional status, low educational attainment, vulnerability to external shocks, and exclusion from economic, social and political processes. Poverty is particularly widespread in the rural areas, but is not insignificant in urban areas. There are also important regional differences in the levels and specific dimensions of poverty. Those most at risk are young children and youths, the very old, women, those in large households and those involved in subsistence agriculture, livestock production and small-scale fishing. Tanzania's targets for poverty reduction are set out in a number of important documents,  including: the Tanzanian Assistance Strategy (TAS), a broad strategic framework for all development assistance to the country; the National Poverty Eradication Strategy (NPES), which sets out a broad range of poverty targets; and the Poverty Reduction Strategy Paper (PRSP), which links targets with resource allocation and monitoring processes. Within these strategies, Tanzania has embraced the key international development goals and in some cases Tanzania has set national targets that are even more ambitious than their global counterparts. 

The Tanzanian economy is heavily dependent on agriculture which accounts for 46.8 per cent of GDP (2003). Over the period 1989-2003, the growth rate of the agriculture sector was, on average, 3.7 per cent. The manufacturing sector constitutes around 8.6 per cent of GDP and over the 1989-2003 period, grew at an average rate of 3.8

	Table 3.1   Tanzania: Selected Economic Indicators

	                               
	Units
	1989
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003

	Population 
	millions
	23.2
	28.3
	29.1
	30.0
	30.9
	31.9
	32.9
	33.6
	34.2

	Real GDP growth 
	percentage
	2.8
	4.2
	3.2
	4
	4.8
	4.9
	5.7
	6.2
	5.6

	Gross Domestic Product
	Mill. TZS
	     582,166.0 
	 3,452,558.0 
	 4,281,600.0 
	 5,124,925.0 
	 5,977,699.0 
	 6,706,381.0 
	 7,624,616.0 
	 8,699,887.0 
	 9,811,553.0 

	at current prices
	Mill. USD
	        1,012.8 
	       5,952.7 
	       6,994.9 
	       7,710.1 
	       8,024.8 
	       8,378.8 
	       8,699.9 
	       9,000.5 
	      10,150.6 

	Gross Domestic Product, 
	Mill. TZS
	  1,147,745.0 
	 1,401,711.0 
	 1,448,090.0 
	 1,505,827.0 
	 1,577,291.0 
	 1,654,319.0 
	 1,749,358.0 
	 1,857,175.0 
	 1,962,040.0 

	at constant 1992 prices 
	Mill. USD
	        1,996.8 
	       2,416.7 
	       2,365.8 
	       2,265.4 
	       2,117.5 
	       2,066.9 
	       1,996.1 
	       1,921.3 
	       2,029.8 

	Gross Domestic Product per capita
	TZS
	      25,093.4 
	    121,998.5 
	    147,134.0 
	    170,830.8 
	    193,453.0 
	    210,231.4 
	    231,751.2 
	    258,925.2 
	    286,888.0 

	at current prices
	USD
	            43.7 
	          210.3 
	          240.4 
	          257.0 
	          259.7 
	          262.7 
	          264.4 
	          267.9 
	          296.8 

	Gross Domestic Product per capita 
	TZS
	      49,471.8 
	      49,530.4 
	      49,762.5 
	      50,194.2 
	      51,045.0 
	      51,859.5 
	      53,172.0 
	      55,273.1 
	      57,370.0 

	at constant 1992 prices 
	USD
	86.1
	85.4
	81.3
	75.5
	68.5
	64.8
	60.7
	57.2
	59.4

	Inflation, consumer prices 
	annual rate
	30.3
	21.0
	16.1
	12.8
	7.9
	5.9
	5.2
	4.5
	4.4

	Balance of merchandise trade
	Mill. USD
	-834.8
	-448.8
	-395.4
	-793.6
	-872.1
	-704.3
	-783.9
	-608.8
	-830.0

	Current Account balance 
	Mill. USD
	-401.8
	-265.1
	-403.4
	-905.4
	-829.5
	-498.6
	-480.0
	-251.1
	-337.2

	Investment/GDP ratio 
	percentage
	 ... 
	16.5
	14.7
	16
	15.4
	17.6
	17
	18.9
	18.5

	Foreign Reserves
	months of imports
	 ... 
	2.4
	3.8
	3
	4.1
	5.6
	6.3
	8.3
	8.9

	Money supply 
	Mill. TZS
	       116,295 
	       744,177 
	       879,962 
	       947,393 
	    1,034,900 
	    1,259,000 
	    1,473,000 
	    1,798,000 
	    2,206,000 

	 
	 
	 
	1995/96
	1996/97
	1997/98
	1998/99
	1999/00
	2000/01
	2001/02
	2002/03

	Public Finance
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Recurrent Revenue
	Mill. TZS
	 ... 
	    448,372.9 
	    572,029.7 
	    619,083.1 
	    689,325.3 
	    777,644.7 
	    929,624.0 
	 1,042,955.1 
	 1,217,517.0 

	Recurrent Expenditure
	Mill. TZS
	 ... 
	    415,139.8 
	    486,493.7 
	    543,750.6 
	    680,182.7 
	    808,865.4 
	 1,018,782.1 
	 1,466,136.9 
	 1,409,628.3 

	Development Expenditure
	Mill. TZS
	 ... 
	       5,382.3 
	      28,895.6 
	    215,107.2 
	    136,523.9 
	    359,913.4 
	    286,253.2 
	    344,610.9 
	    473,188.6 

	Financing
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Domestic Resources (net)
	Mill. TZS
	 ... 
	      56,169.0 
	-     41,926.6 
	       3,669.2 
	-      5,740.0 
	       7,854.4 
	-      2,494.4 
	-     22,606.6 
	-     36,513.9 

	Foreign Loans (net)
	Mill. TZS
	 ... 
	-     34,899.5 
	-     49,065.3 
	      64,468.1 
	-     18,683.7 
	    105,417.3 
	      90,354.2 
	    121,842.5 
	    172,723.9 

	Total External Debt Stock
	Mill. USD
	 ... 
	       8,003.8 
	       7,754.1 
	       7,578.5 
	       7,384.7 
	       7,669.7 
	       7,624.8 
	       7,464.0 
	       7,384.7 

	Disbursed Debt
	Mill. USD
	 ... 
	       6,917.5 
	       6,623.3 
	       6,600.3 
	       6,435.9 
	       6,580.3 
	       6,538.3 
	       6,559.7 
	       6,413.4 

	Interest
	Mill. USD
	 ... 
	       1,086.3 
	       1,130.8 
	          978.2 
	          948.8 
	       1,089.4 
	       1,086.5 
	          904.3 
	          971.3 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Source: BoT, BoS (Economic Survey, National Accounts)
	 
	 
	 
	 
	 
	 
	 
	 


per cent. An important growth sector is mining. Mining, which contributes to around 3.0 per cent of GDP, registered growth rates averaging 13.8 per cent over the period under review. Growth in agriculture is essential if rural incomes are to increase. However, structural change in the economy requires that the other sectors grow faster still. Although the mining and manufacturing sectors have registered important real growth rates in recent years, growth was forthcoming from a low base and both sectors still have relatively small shares of overall GDP. 


Investment is important to bolster economic growth and development. A look at the investment to GDP ratio highlights that this indicator has been registering an upward trend since the late 1990s, increasing from 14.7 per cent in 1997 to reach 18.5 per cent in 2003. Nonetheless, this rate is somewhat lower than that registered in the early 1990s which saw a boom of investment in the economy to the tune of 27.0 per cent of GDP and it goes without saying that it is far from the level of investment required to spearhead the development process.


Tanzania is estimated to have an economically active population of 15.5 million and some 650,000 individuals are added to the labour force annually (ILFS 2001). Agriculture remains by far the most important economic activity in the country and employs around 81.0 per cent. However, during the 1990s the importance of agriculture employment slowly started to decline reflecting a process of economic diversification from agriculture to new economic sectors and more urbanization. The unemployment rate  differs as measured by a national and international definition. 
  On the basis of the international definition, overall unemployment in Tanzania increased from 3.5 per cent in the early 1990s to reach 5.0 per cent in 2001, whereas on the basis of the national definition, unemployment stood at 13.0 per cent in 2001. The unemployment situation reflects the need for productive economic activity that generates employment opportunities in relation to an evolving labour market. 

Inflation has been decreasing substantially during recent years mainly due to prudent fiscal and monetary policy measures. The inflation rate declined from an average of 30.0 percent in the early 1990s to 4.4 percent in 2003.
 This is by far one of the principal highlights of Tanzania’s economic performance in the last decade. During the same period, Tanzania’s central government deficit was estimated at around 4.8 per cent of GDP. Government recurrent revenue increased from approximately US$ 773 million in the mid 1990s to reach US$ 1,257 million in 2003 but is still low at around 12 per cent of GDP. In the context of ambitious targets and comprehensive strategies for poverty reduction, development expenditure (i.e. on health, education and other social welfare sectors) increased noticeably from US$ 7.3 million in the late 1990s to US$ 489 million in 2003. In 2003, foreign grant financing amounted to 2.6 per cent of GDP, thereby reducing the government deficit to an average of 2.2 per cent of GDP. It is estimated that some 30.0 per cent of Tanzania’s annual budget is externally financed. Tanzania has an external debt stock of around the US$7.5 billion which constitutes approximately 85.0 per cent of the GDP. It goes without saying that external debt constitutes a hefty burden for the central government which has to direct around 20.0 per cent of total expenditure to debt servicing each year. It is noteworthy that the recent strong and stable economic performance has enabled Tanzania to reach the Highly Indebted Poor Countries (HIPC) Completion Point in November 2001 and as a result qualified for external debt relief of US$ 3.0 billion over the next 20 years.
 Another positive point is reflected in foreign exchange reserves which increased from 2.4 months of imports in the late 1990s to cover 9 months in 2003. 
The relation of exports of goods and services to GDP has recently been around 15.0 per cent and the relative share of exports to GDP is internationally low. During recent years, the share of exports has greatly fluctuated partly due to developments in export volumes as well as movements in international prices for traditional exports. Whereas agricultural products constitute more than half of the country’s merchandise exports, there has been a growing contribution of mineral exports (especially gold) since the late 1990s. In 2003, the share of manufactured goods has significantly lower and less than half of the level it was in the early 1990s. Trade indicators suggest that Tanzania’s most important export markets are the United Kingdom (22.0 per cent of total exports), India (15.0 per cent), Germany (10.0 per cent), the Netherlands (10.0 per cent), Japan (5.0 per cent) and Kenya (4.8 per cent). The share of South Africa, at approximately 2.5 per cent (2000) is increasing. Imports in the Tanzanian economy consist mainly of consumer goods, constituting around 38.0 per cent in 2003, with rest accounted for by machinery (19.0 per cent), transport equipment (15.0 per cent) and industrial materials (11.0 per cent). Merchandise imports are approximately twice as large as exports with the prevailing current account being in deficit. South Africa is by far the most important import source for Tanzania.
 

As highlighted in Table 3.1, Tanzania has registered a dramatic macro-economic turnaround since the late 1990s, primarily in relation to real GDP growth rates, inflation targets, public finance position and foreign reserves situation.  Although the country is still mired in entrenched poverty, the dramatic turnaround in economic performance is a remarkable result for a least developed country. 

3. Political Economy of FDI (1961 – 2003)

The positive economic performance discussed above is closely linked with the political economic developments taking place in Tanzania since its independence in 1961. Since the main focus in this thesis rests on the role of FDI in the industrial upgrading process, we will emphasise the implications of the evolving political economic developments on the institutional and economic context to foreign investment in the economy. Tanzania’s FDI policy, the degree of FDI entry regulation and the corresponding institutional and corporate attitudes towards foreign investment have evolved dramatically over the past four decades.
 Three distinct periods in the evolution of the political economy of FDI are discernible over the period 1961 to 2003. We discuss each period in turn.

First period: 1961-1967 

On the eve of independence, as a result of an unfavourable policy environment and the continued focus on agricultural commodity processing, Tanzania did not experience extensive industrial development. At independence, the country inherited from the British colonial government a rudimentary economy. The industrial base at that time was almost non-existent with the principal activities being agro-food manufacturing and ginneries to process cotton and sisal for export. In the political context, a newly established nation state and low levels of fiscal and managerial capabilities in the public sector from the beginning exacerbated the development prospects. At that juncture in its development, Tanzania lacked an industrial heritage and a tradition of indigenous entrepreneurial class. Low population density and a small size of the domestic market for industrial goods further characterised the weak initial conditions for industrial development. In the early 1960s, Tanzania is still overwhelmingly a producer of primary commodities (Chenery 1979) and the manufacturing sector contributes to a mere 3.6 per cent of GDP at factor cost (Rweyemamu 1973). Unfavourable conditions to industrial development reflect a large share of agriculture in employment and GDP, low productivity, poor infrastructure, low levels of general education and lack of technical skills and human capital in the workforce (Laperre 1998, Szirmai 1997a, Collier and Gunning 1999).
 Immediately after independence in 1961 till 1967, Tanzania embarked upon an intensive rural agriculture development process and developed extensive co-operative marketing systems to boost development across the country. More importantly, in addition the country adopted a liberal attitude towards foreign investment and the industrial strategy was based on attracting foreign investment to spearhead the development process. The objectives of industrialisation were envisaged to be met through foreign capital and the superior knowledge and technology embedded in foreign enterprise. Concurrently, this industrialization approach also had the objective the upgrading of domestic firms, by specific selective restrictions on FDI and the use of technology imports, focused on import-substitution, rather than promoting exports. Foreign investment was to be attracted on the basis of location advantages emerging from specific inward-looking policy instruments, generic factors of natural resources, some advantage in unskilled, cheap labour and the favourable policy regime governing foreign investment projects. Foreign investment was encouraged to engage in first stage import substitution industrialization through the granting of tariff protection. Indeed foreign firms could obtain tariff protection by bargaining with government resulting in effective protection rates amounting to 500 per cent or more Rweyemamu (1973). Other policy instruments used to attract FDI were guarantees against nationalisation (Foreign Investment Act of 1963), land provision for the creation of industrial estates and guarantees for the repatriation of capital (Wangwe and Bagachwa 1990). Monopoly power was also provided and this was regarded as a driver for private investment. This latter factor is regarded as one of the primary condition without which MNEs were reluctant to invest (Coulson 1982b).
 Many new firms established after 1961 where owned by MNEs or their affiliates from neighbouring countries and some 32.0 per cent of all industrial firms were exclusively owned by Tanzanians (Szirmai et al, 1999, Perkins 1983). The predominance of private foreign owned firms at that time can also be explained by the prevailing investment and policy climate as well as potential for domestic market security in Tanzania and regional markets negotiations with the East African Community (EAC).

Second period: 1967-1984

The post independence industrialisation strategy was not regarded as satisfactory. Foreign investments were less than expected, the costs of marketing cooperatives and development villages got out of control and corruption started to become an extensive problem in the economy. Negative price developments of key export products was an additional factor of dissatisfaction. Socially, the unequal income distribution widened and this ran against the policy objectives of the ruling TANU party.  In 1967, a move towards a more moderate degree of control was undertaken along with an abrupt shift from reliance on the foreign private sector to reliance on the public sector as the motor of the economy. A new course for the policy was given on the 5th of February 1967, by the Arusha Declaration. The main themes of this declaration were socialism and self-determination – Julius Nyerere, as its main proponent, defined his African socialism as ‘ujamaa’ or family-hood – with the objective to transfer the main means of production from the private sector to peasants through their government and cooperatives systems. More importantly, the policy transformed into an important state-ownership process of private industrial firms and the nationalization of the large foreign owned industrial enterprises. On the political front, the TANU party and the Afro Shirazi party of Zanzibar merged in 1977 to form the new political party Chama Cha Mapinduzi (CCM) and Tanzania became a one party political system with extensive inward-looking economic policies. De facto, the signing of the Arusha Declaration in 1967 put an end to the low level of direct regulatory control and reliance on private foreign investment.  The shift in FDI policy starts with the propagation of self reliant industrial production. From 1973 onwards a high degree of direct regulatory control is imposed on the manufacturing sector. The emerging public sector is developed within the National Development Corporation (NDC), which expands rapidly to keep pace with the nationalisation programme. After 1967, foreign investors could only participate in joint ventures in which the Tanzanian government was the major partner (Barker et al 1986). By the late 1970s, Tanzania had constructed a very comprehensive parastatal sector and from around 40 entities in 1966, the parastatal sector grew to include more than 450 entities by the mid-1980s (Bagachwa, Mbelle and Van Arkadie 1992). In addition to the nationalization of foreign and local firms and the strict licensing procedures, other forms of direct regulatory control were introduced. A system was set up to channel imports and exports through state trading corporation. Effective control of the exchange rate was implemented and this measure, in addition to continued protection through tariff barriers, import quotas and import licensing, was intended as an incentive to further the import substitution process. Compared to the period 1961-1967, the objectives of import substitution did not change. However, the mechanisms with which the IS policy was being undertaken changed dramatically as a result of the increased direct regulatory control, the change in the relative roles attributed to the private and the public sector and the ensuing decreased reliance on private foreign investment to fuel industrial development. This institutional context deterred FDI flows to Tanzania and in the period 1973-1984, specific measures were undertaken to substitute inflows of direct private foreign investment with foreign aid. There was a further intensifying of direct regulatory control through import licensing systems (considered on a firm by firm basis), an official price control systems (Price Control Act of 1973) and the administrative allocation of foreign exchange (Finance Act of 1973). These measures allowed for the full control of (legally) imported goods (Musonda 1992).
 This regulatory regime resulted in increased control of the manufacturing sector providing protection to the locally based industries. Overall, during this second period, running from 1967 until the mid 1980s and was characterised by a reduced role of FDI in economic development where policy attitudes were at first indifferent and in later years, hostile to foreign investment. During this period, the GOT embarked on an inward-looking strategy of industrialisation and active direct economic intervention had an indelible impact on the climate for foreign investment. In addition, during this time, no substantial efforts where forthcoming to develop location advantages in order to secure more and consolidate existing FDI activity. 

During this period, the economic challenges which prompted a greater role of the state in the economy were not only limited to lack of FDI. Economic difficulties during the period largely reflected the negative implications of the rise in international oil prices (which started in 1973), the adverse weather conditions that affected crop output in the late 1970s, the collapse of East African Community in 1977, the falling primary commodity prices in the world market and the war against Uganda’s Iddi Amin in the late 1970s. These negative shocks culminated in a socio–economic crisis which reached its climax in the early 1980s with a severe shortage of foreign exchange in the economy.  It was only towards the early 1980s, that the first modest attempts towards more outward looking, export oriented policies are made. Export rebate schemes are introduced serving as an export subsidy for producers of manufactured and horticultural commodities. In 1984, Tanzania took the unprecedented move towards economic liberalisation and initiated a series of policy changes with the aim to shift economic policy towards market based economic management.  The first shift in trade strategy is observable from import substitution towards export promotion. During this time, the GOT started to decontrol the manufacturing sector, shifting policies towards a higher participation of private investment in economic activity. During this period, foreign exchange allocation was partially liberalized with the decision to abandon the policy of nominal exchange rate rigidity, whereas price controls were reduced. Indeed, developments in the exchange rate and price decontrol were among the reasons why production for the domestic market becomes further unattractive. Further incentives for export production were provided by decrease in the effective rate of protection and through the introduction of several export promotion schemes. 

Third period: 1985 to 2003

Towards the mid 1980s, it was becoming increasingly evident that the development aims of the 1967 Arusha policy were far from being met. The Tanzanian economy suffered from gross inefficiency and the public sector grew at the costs of the primary and industrial sectors. On the political front, democracy was seen as generally lacking and the collapse of the Soviet Union in the early 1990s decreased further the attractiveness of the inward-looking economic policies in Tanzania. In 1986, the country undertook a major review of the country’s development strategy and started the building of a liberalized economy based on the market mechanism and a stronger role of the private sector.
  The reversal of the economy’s fortunes was entrusted in a National Economic Survival Programme (NESP) and the Structural Adjustment Programme (SAP).
  The ERP for the period 1986-89 included a broad range of policies aimed at liberalizing internal and external trade, unifying the exchange rate, reviving exports, stimulating domestic savings, and restoring fiscal sustainability. However, given the ensuing economic context, the thrust of the ERP was more crisis management than a definitive move to a market-oriented economy (Mans, 1994). In 1989, reforms entered a second phase under the Economic and Social Action Programme (ESAP). The ESAP continued earlier efforts at trade, exchange rate liberalisation and macroeconomic stabilization, but was widened to include reforms in the banking system, agricultural marketing, the parastatal sector, government administration, and the civil service, together with a targeting of the social sectors which had deteriorated substantially during the crisis period.
 The change in government’s economic management and development strategy facilitated the country’s negotiations with the Bretton Woods institutions and Economic Recovery Programmes (ERP) were established and implemented up to 1992. 

The process of economic liberalisation went hand in hand with political democritization. The one-party system ceased formally on July 1st 1992. This was realised by changing the constitution and law regulating the formation and operation of political parties. Twelve new parties in addition to the ruling party CCM, were registered. Elections were held in 1995 and in early 2000 and the CCM party won a clear majority in each of them.
 On the economic front, the external sector was being gradually liberalized. Early measures relaxing foreign exchange controls were consolidated into the Foreign Exchange Act of 1992, which eased controls on foreign trade and a market-determined exchange rate was introduced in 1993. In 1993, import and export licences were abolished and in 1996 the liberalization of all current account transactions was implemented, together with the partial liberalization of inward financial transactions by allowing long-term investments in the domestic economy. In 1997, measures were undertaken to introduce tax reforms aimed at streamlining the tax structure, broadening the tax base, and establishing a sound institutional framework. To this end, the Tanzania Revenue Authority (TRA) was established and amongst other measures value added tax (VAT) introduced. Financial sector reforms were undertaken through the privatisation of state owned banks and through policy measures allowing foreign banks to operate alongside domestic banks. For nearly 25 years and until 1991, private banks had been illegal in Tanzania. In 1991, the Banking and Financial Institution Act was enacted aimed to liberalise the financial sector and increasing efficiency in the provision of banking services. Since then some 20 banks were licensed to operate in Tanzania many of which are the principal international banks having a presence in Africa. The government sold a majority stake in the National Commercial Bank to a South Africa banking group in 2000 and has privatized the Cooperative and Rural Development Bank. Tanzania is privatizing its remaining state-owned financial institutions, the National Micro Finance Bank Limited and National Insurance Corporation. In Tanzania, there are also 11 non-bank financial institutions providing financial services. In addition, the Capital Market and Securities Authority (CMSA) and the Dar es Salaam Stock Exchange (DSE) were established.
 In the latter, participation of non-residents in domestic capital market was allowed. During the early 1990s, a number of public sector reforms were initiated through the restructuring of public service, pay reform, instating a sound information system and capacity building. 
 The implementation of these measures necessitated undertaking specific actions that went a long way into creating conducive environment for private investment (Moshy and Assey 2004). 


The early 1990s saw an explicit move to place FDI as a determinant ‘cog’ in the wheel of the country’s economic development. The government attempted to encourage foreign and local private investment through a series of measures to bolster its location advantages, notably the possession of mineral resources and local and regional market potential. The formal resolve to open up productive and commercial sectors of the economy to private investors came through the adoption of the National Investment Promotion Policy in 1990 and the enactment of the investment code known as the National Investment (Promotion and Protection) Act of 1990 (NIPPA). Both policy and code resulted into the formation of the Investment Promotion Centre (IPC), an institution responsible for the promotion, approval, monitoring and facilitation of private investment (both local and foreign) in Tanzania. By the mid-1990s there were signs that the investment policy and the code was not favourably placed to meet international investor requirements, primarily due to conflicts between the investment code and other legislation governing investment.
 These constraints necessitated the commissioning of three principal studies on investor perception; the Investors’ Road Map Study undertaken by Coopers and Lybrand (1997), the Investment Policy Review (UNCTAD) and Investment Code review. The three initiatives resulted into the adoption of the new National Investment Promotion Policy in 1996 followed by Tanzania Investment Act, 1997 that effectively repealed the NIPPA of 1990. The Investment Act included, inter alia, measures to provide tax holidays, customs duty exemptions, foreign exchange retention possibilities, constant safeguards against expropriations and guarantees against nationalization. Key features of the new investment framework, (still currently relevant) included the establishment of the Tanzania Investment Centre (TIC) superseding the IPC) with expanded mandate as a one stop institution to promote and facilitate all investments and to advise the Government on investment matters, set-out concrete measures to reduce bureaucracy and establishing investment incentives and protect investor’s rights.
 To date, TIC is the key agent of the government co-coordination and investment promotion and facilitation in Tanzania and advises government on investment policy and related matters. In addition to the regulatory measures to attract investors contained in TIC Act 1997, a number of sectoral policies and regulations were also dramatically reviewed in favour of private investment in Tanzania. These initiatives primarily included the mining policy in 1996 and the tourism and agricultural policy in 1997.  Each of these policies set government’s vision for sectoral and economic development and more importantly envisaged the emerging conducive economic and policy environment for the attraction of FDI in respective sectors. For instance, regulatory control over the mining sector was relaxed with a new Act in 1998 which aimed to remove a number of barriers that previously limited foreign control of mineral exploitation enterprises. Along with sectoral policies, Government set out to reform the parastatal sector by establishing the Parastatal Sector Reform Commission (PSRC) to oversee the divestiture of state-owned enterprises and implement a wide ranging privatization programme. This programme was initiated in the early 1990s and by the end of 1999, more than 200 public entities had been divested principally to foreign investors.


Other measures to attract investments included efforts to improve the business environment. I TC "2.4 Other Measures to Attract Investments" \f C \l "2" n 1999, commercial courts were established to speed up hearing of commercial disputes with the aim to promote investor’s confidence in the local business sector. During the same period, Tanzania signed a number of bilateral and multilateral international treaties with the Multilateral Investment Guarantee Agency (MIGA), the International Centre for the Settlement of Investment Disputes (ICSID), and the Convention for the Protection of Industrial Property and Convention on Recognition and Enforcement of Foreign Arbitration Award These arrangements guarantee the security of FDI against losses arising from armed conflict or international disorder, and protection against nationalisation. Further, they ensure transfer of profit, dividends and capital. In 2002, the GOT established Export Processing Zones (EPZ) aimed at attracting investments in agribusiness, textiles and electronics.
  


By 2003, FDI attraction was earmarked in two main categories; the so-called lead and priority sectors. This strategic framework still applies to date. Lead sectors include mining, infrastructure (such as road construction, bridges, airports, generation of electricity, energy, telecommunications, water services,) and investment in export processing zones (mainly textile industry). Priority sectors include agriculture, export processing, financial and business services, human resource development, industrial manufacturing, natural resources and tourism.
 In 2003, Tanzania had in place specific investment promotion policies which may be regarded as less ideal in practice compared to the principles. The investment policy concerns domestic as well as foreign investments and the main aim is to create supportive conditions for investment and enlists a number of objectives, notably the maximum utilisation of domestic capacity, the promotion of exports of goods and services to enhance the development of a dynamic and competitive export sector, the encouragement of inflows of external resources to complement national development efforts, the encouragement and facilitation of the adoption of new technologies in activities that lead to the upgrading of productivity, quality and increased international competitiveness, the enhancement of a transparent legal framework that facilitates the promotion and protection of investments and the re-definition of the role of the private sector and creating a balance between administrative controls and market forces as a means for allocating resources ((URT 2001b).

4. Tanzania’s location factors



The political economy developments witnessed in the Tanzania over the past decades and the emerging liberalisation of the investment climate have come to constitute the principal location factor made available to prospective foreign direct investors. Earlier it has been argued that the great strides in the transition to a market economy, the achievement of macroeconomic and political stability as well as a number of measures in the investment institutional framework, have heightened the role and potential for the attraction of FDI activity in the country. Despite these political economic reforms, Tanzania is still an economy in an early stage of development process. If one delves deeply in the status quo of some of the main location factors that in principal make FDI tenable in any host country; i.e. domestic market conditions, human capital, physical infrastructure and the business environment, it is evident that Tanzania still faces a number of challenges in these areas. Below we discuss each aspect of such location factors.

 Market


Whereas Tanzania’s population of 34 million represents a potentially large local market, the purchasing power is still at relatively low levels. In 2003, purchasing power was estimated at around US$610 placing Tanzania in the 206th position out of 208 countries (World Bank 2004). Tanzania’s Gross National Income (GNI) per capita stood at US$ 290 and ranked 187th out of 206 countries. Low domestic demand is underpinned by the a large subsistence sector (especially in rural areas) and poor physical infrastructure such as lack of transportation and telecom networks that tend to place additional market constraints in the country. Anecdotal evidence suggest that prevailing market conditions are characterised by a fierce market forces competing for minute shares of household disposable income. Given the current limitations, the domestic market is increasingly viewed by foreign investors in the context of regional markets. The recent re-establishment of the East African Community (EAC) and Tanzania’s membership in this community is envisaged to be an important development linking potential market-seeking objectives of FDI in Tanzania.
 Further regional market potential is also expected to be realised through Tanzania’s membership in the Southern African Development Community (SADC) which has an estimated market of 116.1 million people.
  It remains to be seen whether Tanzania can maintain economic stability and at the same time improve the general demand situation in the country. Assuming current economic performance is sustained or improved this is expected to have a positive impact on households’ purchasing power. Only then can Tanzania aspire to attract specialized market-seeking FDI (CTI, 2000).

Human resources

One of the main location assets for foreign investment in any host country is human resources and capital and resources. In this respect, education, skill development and specific training constitutes principal ways through which human resources are continuously developed into relevant and competitive location assets central to a country’s industrial development process. When these stylized facts are empirically examined in Tanzania, it emerges that the human resource situation is far from ideal and conditions are exacerbated in the context of a potentially large human resource pool.  After independence and in the wake of the Arusha Declaration, Tanzania started a process of human resource development based on the promotion of education for all segments of the population. Unfortunately after the economic crisis in the 1980s, the country started to experience a noticeable decline in human capital as a result of the gradual but consistent reduction of public resources allocated for education expenditure and a general lack of technical training. The problems in human resources still prevail. Estimates suggest that only 67.0 percent of the labour force is functionally literate, 32.1 percent never had any formal education, 21.4 percent went to primary school but did not finish, 43.1 percent have finished primary education, while only 3.2 percent went to secondary school and above (World Bank/URT 2001).  Skill shortages are more apparent in the technical and managerial fields which are so central to the challenges of a market oriented economy (ESRF, 2002; UNCTAD, 2001; World Bank, 2001; Wangwe, 1995).  Inadequate human capital in Tanzania has led to significant human capital outsourcing from neighbouring as well as Asian countries.
 At the same time, private industry tends to invests very little in employee training and at the policy making level there is no specific policy to encourage private operators to introduce systematic training programmes. In the context of the shortage of technical skills and the high level of mobility among the few skilled workers, local enterprises are reluctant to take the investment risk involved in human resource training.

More specifically to the core of the human capital situation, two main issues seem to impinge on the skill and development of human capital in Tanzania; weakness in the education system and productivity problems.  The first issue relates to the weakness in terms of the structure, access, relevancy and adequacy of the education system. The education system in Tanzania is a hierarchical pyramid with a broad base at lower primary levels and a very steep as very few reach the tertiary level.  This is reflected in the enrolment rates of 78.3, 5.0 and 0.27 for primary, secondary and higher education respectively (Various references; ILFS 2001, ESRF 2000). Central aspects of accessibility (namely, the availability and affordability of education) need to be improved especially at the post primary level where it has not been able to keep pace with neither the expansion of the population nor the demands of the modernising economy.  High cost of education relative to income levels has also been a major deterring factor in increasing enrolment.  At the same time, anecdotal evidence suggests that the few graduates emerging from local universities face difficulties to enter the local labour market, partly reflecting the inadequate relevancy of tertiary curriculum to demands of the emerging market economy.  The prevailing difficulty for educated people securing employment linked to their training and the emerging public sector downsizing, suggests the need for Tanzania to review its education and training system according to the emerging labour market developments. 

The human capital situation in Tanzania is further exacerbated by worker dexterity and productivity. Though labour is considered to be cheap in terms of unit costs, it becomes expensive when aspects such as productivity and on-the-job aptitude is taken into consideration.  This makes the end cost of labour in Tanzania higher than in other countries with the same level of economic development. Empirical evidence suggests that in some cases worker dexterity and productivity is low and this indelible implications on the nature and extent of on-the-job training undertaken within firms and the continuing reliance on expatriate skilled personnel. Bringing skilled staff from abroad adds further costs to private enterprise. Hence, firm-level training is a necessary strategy for foreign firms in Tanzania which require, and will continue to require, highly skilled technical and managerial staff. On a more positive note, the major enterprises in Tanzania have local employee development programmes as relying forever on expatriate technicians and managers represents an excessive transaction cost to bear.   Another looming setback to efforts aimed at creating a skilled human resource pool in Tanzania is represented by the AIDS/HIV pandemic. The rate of HIV/AIDS is fast moving from being a purely health problem to an economical and social concern.  Not only has it eroded the expected longevity of productive live from the peak of 52 years in 1988 to the 48 years in 2000, but it is also depleting disproportionately the productive and skilled segment of the population.  Private enterprise in Tanzania increasingly has to account for such depletions and account for such economic cost. It is estimated that close to 15 percent of persons age 15-49 are already infected with HIV and it is the leading cause of mortality among adults aged 15-59 years (Kida, 2000).  

Physical infrastructure and business environment


A supportive physical infrastructure and a favourable business environment represent important pre-requisites for FDI-led industrialization. Expensive, sporadic and unreliable transport and communications constitute a serious impediment to industrial growth. High transport costs, poor infrastructure and constant power and water interruptions raise the costs of doing business and compound the problem of lack of information. A number of competitiveness and business climate surveys point to Tanzania’s physical infrastructure as a serious constraint to realise FDI potential. Constraints identified in the literature reflect a poor road network, inefficient and inadequate communication network facilities, inadequate, unreliable and costly power and water supplies and lack of waste disposal facilities (CTI 2001, ESRF 2002, Semboja and Kweka, 1997, Xavier 1997 and EAC, 2000). The poor physical infrastructure is a clear reflection of a country at an early stage of economic development and increases the costs of doing business, both directly through the availability, quality 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 of the largest land area in East Africa and with the population concentrated on the periphery of the country.
 The infrastructure network needs to be upgraded to facilitate improved accessibility to productive locations.  The transport network in Tanzania is geared towards serving an economy dependent on the outside world for output markets and imported inputs.  This has left major gaps in creating a relatively more cohesive network to the development of a domestic market of the vast country economic activities of which are distributed partly following the location of natural endowments (World Bank & URT, 2001).  

The cost of electricity is generally presented as the main barrier to potential foreign investors to Tanzania due to its unreliability and cost.  Only 13 per cent of Tanzania’s mainland has electricity and it is estimated that electricity costs exceeds that of most countries in Sub-Saharan Africa by as much as 30.0 to 50.0 percent.
 Other utility services such as water and telecommunications are highly erratic in provision and cost double those in Tanzania’s East African neighbours Kenya and Uganda (Musonda, 2001). Costs are directly linked to underdeveloped physical infrastructure. For example, telephone density is estimated at 0.32 per 100 inhabitants compared with 0.92 in Kenya. Inadequate infrastructure constrains the development and diffusion of information and communications technology (ICT). Tanzania is currently implementing a large-scale utility sector privatization programme and it is hoped that the constraints in the physical infrastructure network are addressed for the benefit of the economy. It is ironic that whereas in principle a host country it is expected a priori to have the infrastructure with which to ‘receive’ and attract FDI, in reality countries like Tanzania seek and give FDI a central role in the development of such infrastructure. 

High transaction costs of operating in Tanzania are not only a resultant effect of inadequate physical infrastructure
 but also as a result of inefficiencies in the business environment in which FDI has to operate. Tanzania still has legislation and regulations in a number of areas of the business environment (as in labour laws, the commercial justice system, local licences, permits, duties and levies) which are the ‘leftovers’ of the 1980s centrally planned economy.  Despite more than a decade of structural adjustment efforts, the inability of the existing legal, regulatory, and judicial institutions to reduce the transaction costs and, in many instances, their tendency to raise such costs, may explain the poor industrial performance in Tanzania (ESRF-CTI, 2000 and Wangwe et al, 1998). Inadequate business environment translates in extensive fiscal requirements on corporate entities, cumbersome planning processes, business registration, import/export procedures, bureaucratic administration systems as well as petty corruption (GOT/BEST 2003). The emerging business environment in the context of the new market economy with many actors, calls for a greater capacity on the part of public institutions to regulate various actors. Unfortunately, this capacity is only in its infancy. It is argued by foreign investors that legislation in force in the areas of incorporation, contracting and contract enforcement, banking, insurance, employment, property rights, dispute resolution, may have been more of an impediment than a facilitator of market exchanges. For example, the framework of commercial and contract legislation and the judicial system is regarded by foreign investors as a constraint to the establishment and profitable operation of new international business ventures in the country. The business environment is hampered with an underdeveloped business culture based on inexistent commercial codes which leave contracts between business parties unguarded. Ownership of land in Tanzania is vested in the government and only availed on leasehold. This has been so far a major constraint to the development of commercial agriculture in Tanzania and constraining the use of land as collateral. Efforts to address these business environment inadequacies have been made with regards to the implementation of specific regulations and Acts of Parliament such as in the case of land reform and commercial legislation.
 But of course more needs to be done to do away with antiquated and burdensome systems of regulations on trade, commerce, employment, and resource utilization. It can be argued that the transformation process of the centrally planned economy to a market-based economy is still in its initial stages and it is to be expected that the business environment may not be regarded as ideal to foreign investment.  On the positive side, Government is cognisant of the measures needed to ameliorate the business environment and this is reflected in the evolving institutional framework.

5.  Tanzania’s FDI Performance

Having reviewed Tanzania’s political economic developments and its location conditions, it is now the turn to specifically examine the country’s FDI performance during recent years. To this end, it is noteworthy to analyse the trends of FDI flows and stocks directed to Tanzania over the past decades as well as highlight key aspects driving this FDI performance.

Figure 3.2 illustrates a long term review of Tanzania’s FDI performance over the period 1970 to 2003. It is immediately evident that Tanzania’s FDI performance has followed closely the developments in the political economy, reflecting the implications of a centrally planned economy based on nationalization towards more recent measures to improve the investment and widespread economic liberalisation. From the early 1970s up till mid 1990s, Tanzania did not manage to make a significant breakthrough in attracting FDI to its economy. Suffice to say that in the twenty five years between 1970 and 1994, Tanzania attracted only around US$ 175.0 million in FDI flows. It was only thereafter, in 1995 that Tanzania started to gradually but consistently increase its FDI stock. As highlighted in Figure 3.2, 1995 represents an important turnaround year for investment attraction in the country and we have discussed earlier how the mid 1990s have been characterised by a strong momentum in the economic reform process. In just three years, over the period 1995-1998, FDI flows were 3.6 times as much the magnitude registered in the preceding 24 years. Indeed, after the establishment of IPC in 1990, the extent of FDI activity increased sharply but stagnated after 1995 in response to administrative weaknesses in the new investment framework. The implications of the Mining Policy in 1996, the invigorated investment policy and Act of 1997 and other promotional efforts by Government, are noticeable through the sharp increase of FDI transactions from 1998 up to 2003. At the same time the political shocks of an infant democracy related to the October 2000 general elections may have affected the FDI inflows during that period. Overall, it can be argued that in the late 1990s a certain momentum in FDI flows has been registered as a result of a relatively successful investment policies enacted in the period. Foreign investors started to be convinced of Tanzania’s resolve towards liberalisation and the country’s potential as host to FDI activity. Over the 1995-2003 period, Tanzania is estimated to have received around US$ 2.2 billion in FDI inflows compared to just US$123 million registered over the preceding fifteen years. 
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	Table 3.2   Tanzania - FDI Indicators 1980-2003

	 
	1980
	1993
	2003

	 
	 
	 
	 

	FDI inward flows (millions of US$)
	5.0
	20.0
	248.0

	FDI inward stock (millions of US$)
	47.2
	124.7
	2583.0

	 
	 
	 
	 

	FDI inward flows as a percentage of GFCF
	 
	 
	 

	compared to the percentage of
	0.4
	1.9
	15.6

	Sub Saharan Africa
	0.3
	2.1
	15.8

	Least developed countries (LDCs)
	3.6
	1.1
	20.5

	 
	 
	 
	 

	FDI inward stock as a percentage of GDP
	 
	 
	 

	compared to the percentage of
	0.9
	2.2
	26.8

	Sub Saharan Africa
	10.9
	11.9
	27.7

	Least developed countries (LDCs)
	3.1
	4.9
	24.5

	 
	 
	 
	 

	Source: UNCTAD 
	 
	 
	 


On the basis of data from UNCTAD, Table 3.2 highlights some relevant indicators highlighting Tanzania’s FDI performance in comparative terms with the performance of Sub-Saharan African countries and the least developed country groups. FDI flows in the country increased from US$ 5 million in 1980 to US$ 248.0 million in 2003. On aggregate, FDI stock registered a dramatic increase from US$ 47.2 million in 1980 to US$ 2.6 billion in 2003. The importance of FDI flows in the Tanzanian economy stems from the fact that FDI grew much faster than the economy in the second half of the 1990s. The share of FDI stock as a percentage of GDP reflects the importance of FDI activity in the country’s productive process and shows the potential impact of FDI stock. This indicator has increased from a mere 0.9 per cent in 1980 to 26.8 per cent in 2003 and this increasing share is in line with developments taking place in SSA and in other LDCs. The share of FDI inflows in total investment also showed notable performance, increasing from a mere 0.4 per cent in the early 1980s to around 16.0 per cent in 2003.  This indicator highlights the importance of foreign investment in total investment for the Tanzanian economy.

Figure 3.2 illustrates the share of Tanzania in FDI inflows into Sub Saharan Africa and LDCs. Tanzania’s share in total FDI flows to Sub Saharan Africa increased steadily over the past two decades, from an average of 0.4 per cent in 1980-90 period to reach 2.7 per cent in 2003. FDI inflows into Tanzania as a share in total flows to LDCs increased from 1.5 per cent in 1980-1990 to 3.4 per cent in 2003. These shares reflect the Tanzania’s positive comparative FDI performance in recent years. Tanzania is gradually assuming a front-runner position in attracting foreign investment in SSA (UNIDO 2003).
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The recorded performance of FDI favourably compares to other countries in the region. Flows of foreign private capital in Tanzania are high to match or at times surpass the scale of FDI stocks and flows of most other African countries.
 Tanzania’s FDI performance may actually have been better than that recorded by the international agencies. Here it is important to make a brief parenthesis and examine the most recent national source of comprehensive FDI data in Tanzania. This data pertains to joint studies undertaken by the Bank of Tanzania (BOT), the National Bureau of Statistics (BoS) and the Tanzania Investment Centre (TIC) in 2001 and 2003 in the ambit of a country wide survey on private capital flows in the Tanzanian economy.
 The 2001 survey was primarily aimed at re-assessing FDI macro figures (even those emerging from UNCTAD) and clarify data on sectoral distribution of FDI and origin of investment. The main conclusion of the 2001 report is that previous data on foreign private capital flows severely underestimated the amount of FDI flows in Tanzania. It is calculated that in 1999, the flow of FDI into Tanzania was US$ 516.8 million, compared to the UNCTAD estimate at US$ 193.0 million.  In 1998 and 1999, the stock of FDI was valued at US$ 1,637.7 million and US$ 2,154.4 million, respectively, some US$834.7 million and US$ 1,167.4 million more than the official UNCTAD  estimates. 
  National data sources seem to confirm that in the recent past, FDI has been growing both in absolute terms and as a share of GDP, but differ in terms of the magnitude of FDI flows and stocks. 

It is estimated that overall FDI accounts for over 85.0 percent of total stock of foreign private capital and over 75.0 percent of foreign private capital flows in the economy. On the basis of international standards, Tanzania categorizes FDI in terms of direct equity investments, reinvested earnings and intra-company loans (both long and short term). The 2001 survey highlights the relative dominance of direct equity investment in the financing of FDI in the country. On average, new direct equity investment represented 40 percent of the total FDI financing for the period 1999-2004. Reinvested earnings are still significantly low, whereas intra-company loans (long and short term), constitute a very significant financing source accounting for about 60 percent of FDI financing.
 Foreign direct investors in Tanzania seem to rely more on intra-company loans as a source of financing and implying that private sector external debt is becoming significant with increased foreign investments in the economy. It is argued that the monitoring of private sector external debt in Tanzania should therefore be a matter of policy watch (BOT, 2001). In addition, it has been shown that short-term intra-company loans are dominated by suppliers’ credits, reflecting that Tanzania is becoming greatly susceptible to transfer pricing behaviour. Transfer pricing may also be the cause of insignificant re-invested earnings of only 0.3 per cent.
 

Although Tanzania has registered a positive FDI performance in recent years and shows great potential to attract further FDI activity, it is clear that it still has a long way to go to reach a more adequate share of FDI more in tune with its development requirements and challenges. As highlighted with the share of FDI in GDP and total investment as well as the structure of FDI in recent years, indicators do suggest that there is greater potential to increase FDI activity in the economy as well as maximizing the FDI impact in the economy. Nevertheless, the share of FDI in total investment is still low vis-à-vis the capital requirements of industrial restructuring. In 2003, Tanzania’s per capita FDI stock was just US 76. To realise the potential of registering further positive FDI performance, it is important to examine closely the prevailing scenario of FDI sources and drivers in the Tanzanian economy.

Sources and drivers of FDI in Tanzania

Foreign investment in Tanzania originates from a wide range of countries. In 2001, some 54.0 per cent of total FDI stock originated from OECD countries, notably the United Kingdom, Canada and Australia. Other important shares originated from Southern Africa (28.8 per cent) and from East Africa. The major source of FDI in Tanzania comes from South Africa, which accounted for USD 912.2 million or 24.2 percent of total FDI stock in 2001. South Africa is also ahead of the United Kingdom, which accounted for USD 559.9 million (14.8 percent) as well as Canada which accounted for USD 430.6 million or 11.4 percent. Other African economies such as neighbour Kenya and Ghana contributed to 7.3 percent and 4.6 percent, respectively. British investors have been active in various sectors, notably manufacturing, financial services and tourism. South African investment has been prevalent in the mining, in tourism, in the telecommunication sector, in the food and beverages manufacturing industries and in retail trade. On the other hand,  foreign investment originating from Canada, Australia and Ghana has been concentrating in thee mining industry. It is noteworthy that in addition to foreign investment originating from politically and economically closely linked countries, such as the United Kingdom, Tanzania has been successful in securing a large share of intra Sub-Saharan African investment. 

	Table 3.3   Sectoral Distribution of FDI Stocks 

	 
	1999
	2000
	2001

	
	Total
	share
	Total
	share
	Total
	share

	Sector and sub-sector
	Mill. USD
	%
	Mill. USD
	%
	Mill. USD
	%

	 
	 
	 
	 
	 
	 
	 

	Agriculture, Hunting, Forestry and Fishing
	154.1
	6.4
	272.6
	9.0
	252.4
	6.7

	Mining and Quarrying
	817.8
	33.8
	814.2
	26.8
	1,056.90
	28.0

	Manufacturing
	501.6
	20.7
	1,031.80
	34.0
	1,264.60
	33.5

	Other Manufacturing
	151.1
	6.2
	449.7
	14.8
	574
	15.2

	Food and beverages
	168.7
	7
	298.8
	9.8
	413.1
	10.9

	Chemicals and petroleum
	31.8
	1.3
	154.4
	5.1
	162.7
	4.3

	Agro-industry
	133.5
	5.5
	125.6
	4.1
	111
	2.9

	Machinery, motors and equipment
	16.5
	0.7
	3.4
	0.1
	3.8
	0.1

	Utilities
	37.1
	1.5
	36.7
	1.2
	127.4
	3.4

	Construction
	136.9
	5.7
	79.2
	2.6
	100.5
	2.7

	Wholesale & retail trade, 
	 
	 
	 
	 
	 
	 

	catering & accommodation services
	518.1
	21.4
	378
	12.4
	400.3
	10.6

	Transport, storage & Communication
	50.2
	2.1
	145.4
	4.8
	284.8
	7.5

	Financing, Insurance, real estate, 
	 
	 
	 
	 
	 
	 

	and business services
	197.4
	8.2
	219
	7.2
	225.2
	6.0

	Community, social and personal services
	5.6
	0.2
	61.4
	2.0
	63.6
	1.7

	Total
	2,418.70
	100.0
	3,038.30
	100
	3,776.60
	100.0

	 
	 
	 
	 
	 
	 
	 

	Source: NBS, BOT, TIC 2004
	 
	 
	 
	 
	 
	 


Data from national sources, namely BOT, BOS and the TIC highlights the predominant drivers of FDI activity in Tanzania.  
 Mining and manufacturing are the 

two principal economic sectors driving foreign investment. According to official estimates, together the two sectors account for more than 60 per cent of total FDI stock. A disaggregated sectoral overview of FDI flows in the 1999-2001 period is shown in Table 3.3. As highlighted in the table, in 1999, 2000 and 2001, the two sectors accounted for 54.5, 60.8 and 61.5 per cent, respectively of total FDI stock. Based on the most recent sectoral data, FDI stock in the mining and manufacturing sectors grew by 29.8 and 22.6 per cent between 2001 and 2002. To put these growth rates into perspective, aggregate FDI stock increased by 24.3 per cent between 2001 and 2000. A closer analysis of FDI activity in both sectors follows. 

Distribution of foreign direct investments across regions in Tanzania shows a bias in favour of the regions of Dar es Salaam and Mwanza with both accounting for a combined share of approximately 60.0 percent of FDI stock. Dar es Salaam has attracted substantial investment since it is the mainland’s principal commercial centre with unparalleled social and economic infrastructure for a wide range of business activities. Mwanza on the other hand is the main commercial centre in the Lake zone and is endowed with abundant natural resources, with great potential for fishing, and good weather that support agricultural activities and is also rich in minerals especially gold. 

Mining 

FDI in the mining sector is driven by the resource-seeking objectives linked to the diverse mineral resources available in Tanzania.  The country is widely recognized in the international mining industry for its highly prospective geological resources and is reputed to possess under exploited geological formations with high potential for economic commercialization extending over 800,000 square km.
 Tanzania is rich in precious minerals (gold, diamonds, tanzanite), industrial minerals (iron, tin, copper, phosphate, limestone, and gypsum) and fuels (coal and natural gas).
 With the exception of gold, these natural resources are still largely unexploited. In the pre-liberalization period, the country has sought to exploit its potential in mineral resources through state participation in the ownership of the mineral industry. Despite, the overall mineral development framework was in the hands of the State Owned Mining Corporation (STAMICO), Tanzania was generally unable to generate internally the requisite financial and technological resources to develop its mining activities. The failure of the state-running mining companies was underpinned by the lack of capital, technology management skills. In this period, three principal elements of the investment climate seemed to deter FDI flows in the sector; the stringent contractual relationship with the state, the sectoral taxation policy and the political risk associated with the required investment. Liberalisation in 1997 brought about new policy incentives for the mining sector. Government started to promote more forcefully the sector to potential foreign investors by undertaking basic geological mapping, providing an enabling business environment and establishing an internationally competitive sectoral investment framework. Important reforms included tax break incentive to new investors, the lift on the ban on mining of gemstones, the abolition of export levies and stamp duties on foreign sale. The investment framework has matured into one of the most competitive and ‘best of its kind’ in Sub-Saharan Africa. Presently, Tanzania offers a number of competitive advantages in the mining sector, notably considerable exploratory areas with sizeable reserves of unclaimed mineral deposits, accessible geological and mineral resource date base, significant investment approval procedures with favourable regulatory framework and competitive package of fiscal incentives for mining investments. 
 

	Table 3.4   Selected mineral production

	 
	 
	1990
	1997
	2003

	Mineral type
	Unit
	 
	 
	 

	 
	 
	 
	 
	 

	Diamonds
	Carats
	     84,598 
	   123,090 
	     236,582 

	Gold
	Kgs
	       1,643 
	          323 
	       45,299 

	Gemstones
	Kgs
	     38,700 
	   509,489 
	 - 

	Silver ore
	Ton
	  -    
	  -    
	         7,986 

	Copper
	Ton
	  -    
	  -    
	  7,283,021 

	 
	 
	 
	 
	 

	Source:  Ministry of Natural Resources and Minerals


The impact of FDI in the mining sector is visible from a number of aspects. As highlighted in Table 3.4, mineral production has registered a dramatic increase since the late 1990s especially in the case of gold production. FDI has driven sectoral contribution to aggregate economic activity in the country and mining is currently the fastest growing sector of the economy since the mid-1990s. Mining industry contribution to GDP averaged 2.1 per cent over the 1996-2002 period, compared to just 0.8 per cent in the preceding 1985-1990 period. In 2002, the mining sector’s contribution to total GDP was around 2.7 per cent and this reflected a growth rate of 27.0 per cent over the preceding year. Despite its still limited contribution to the total GDP, mining contributes a significant share of export earnings. The value of mineral exports increased from US$ cent from around US$11.0 million in 1997 to reach US$383.8 million in 2002. Export of minerals made up 42.5 per cent of total exports in 2002, compared to 15.0 per cent in 1993. Mineral exports, namely gold but also diamonds and tanzanite are now Tanzania’s leading export commodities. The contribution of gold in the total mineral exports amounted to almost 75 per cent and amounted to 341.1 million US$ in 2002. As a result of current investment activities, it is projected that the mining sector will increase Tanzania’s foreign exchange earnings by 50.0 percent in the medium term (TCM 2001).
 Over recent years, Government policy encouraged the facilitation of establishment of industries that provide direct services to the mineral sector, create and maintain viable infrastructure and providing a service to formal marketing systems. It is estimated that from 1995 onwards, more than US$ 1.5 billion have been invested in exploration and mine development (TCM 2002). FDI has lead to an extensive ‘crowding in’ effect of mining supporting industries, notably in machinery and equipment industrial activities and financial services. The contribution of the mining FDI is reputed to go beyond the injection of capital and the undertaking of large investment projects and includes increased employment opportunities in the mining areas and contributions to the local economy in terms of basic infrastructure and social investment. Government benefits as a result of revenue income by way of royalties and taxes and large-scale mining is now considered the major revenue base for the state. Industry sources suggest that a large scale mining operation is estimated to pay over ten per cent of its proceeds as taxes to the state coffers.
 

Tanzania’s objective is to increase the contribution of the mining sector to 10.0 per cent of GDP by the year 2025 (GOT 1997). The mining sector is envisaged to contribute significantly towards industrial development, employment creation, social and economic infrastructure development (particularly for rural areas), income generation, foreign exchange earnings and government revenue. So far mining operations have been weak in creating linkages with the rest of the economy because minerals have been extracted and exported largely in raw form. This relates to the logistics of MNEs and to issues of economies of scale. There is recognition of the need to foster inter-dependencies between mining and other sectors and promote forward linkages through development of value added activities, the government can encourage the human resource development but unfortunately its role is limited (GOT, 1997).
 Sectoral policy aims to continue with the current momentum of exploration and production of mineral resources as well as promoting more value-added activities in mineral production, such as in gold purification, gem cutting, jewellery and crafts and mining services.  The policy envisages that the mining industry progresses from primary, extractive production activities to secondary production processes so as to add value within the country, increase more quality employment opportunities and foreign exchange earnings. Industry sources highlight the great potential for processing in gold and diamonds as well in small-scale processing of gemstones. 

Manufacturing

As highlighted earlier, from the 1980s up till the early 1990s, the manufacturing sector has been largely dominated by non-competitive and grossly mismanaged parastatal ventures which resulted from the proliferation of inward-looking economic policies in which import substitution played a key role. The early 1990s witnessed the implementation of an extensive privatization programme which had the objective to improve industrial operational efficiency and enhance the economic contribution of the manufacturing sector (Due & Temu, 1998, World Bank 1996, Moshi 1996, Grey,1996, Due l993, Bagachwa 1992). Privatization has de facto reduced the burden of parastatal enterprises on the state by expanding the role of the private sector in the domestic economy. More importantly, the parastatal industrial assets put up for privatisation have attracted the interest of a number of important foreign direct investors and it can be safely said that FDI activity in Tanzania’s manufacturing industry has been principally driven by the privatisation programme since it was more foreign rather than local investment that could afford the implementation of the capital, knowledge intensive, expensive and extensive industrial restructuring (Temu and Due, 2000). The post privatisation experience is characterised by a number of positive aspects; namely, the number of firms being divested, the restructuring process with intensive capital investment and knowledge generation, and improved productive capacity, operational efficiency, and regained competitiveness of acquired firms (Gibbon 2001). 
 On the other hand, the negative aspects of FDI hinge primarily on the extent of downsizing, the surge in unemployment (Mwandenga 1999). Overall, it is argued that the net effect of the concentration of FDI in the manufacturing sector yielded more benefits than costs to the economy. In addition to FDI through acquisitions, as the economy started to grow and the investment climate for foreign investment was gradually improving, Tanzania attracted a number of green-field investment projects in manufacturing activity. In general, FDI activity in the manufacturing industry is based on two inter-linked motivations; the motivation to acquire former parastatal industrial asset and the objective to secure shares of the growing local market and in some cases prepare the ground for regional market penetration. FDI into manufacturing has also been closely linked to the country’s comparative advantage in agro-based industrial activities.

Table 3.5 highlights some recent trends in the performance of the manufacturing industry. As yet, the concentration of FDI in manufacturing has lead to an upgrading of industrial activity but not increased the contribution of the sector in aggregate GDP. As illustrated in Table 3.5, since the mid 1980s, the share of manufacturing sector in GDP has edged down from 9.0 per cent to 8.0 per cent (in 2003 it was 8.7 per cent). This share compares unfavourably to shares of manufacturing industry in the LDCs group (on average 17.0 per cent) and in the more industrialised OECD countries (25.0 per cent) (UNIDO 2004). The contribution of manufacturing industry to GDP partly reflects the country’s comparative advantage confined to a large extent to natural resources and primary economic activities. However, despite the low share in aggregate economic activity, estimates suggest that the manufacturing sector employs approximately 150,000 persons (some 1.5 per cent of the total labour force) and the differences between the share 

	Table 3.5   Performance indicators for Manufacturing Industry

	in percentage terms

	 
	Contribution
	Sectoral
	Contribution

	Year
	to GDP
	Growth
	to exports

	 
	(at 1992 prices)
	 

	 
	 
	 
	 

	1986
	9.1
	0.1
	10.7

	1987
	9.2
	4.1
	17.8

	1988
	9.1
	3.1
	18.9

	1989
	9.3
	5.2
	21.2

	1990
	9.2
	4.1
	23.8

	1991
	9.1
	1.9
	19.4

	1992
	8.6
	-4.0
	16.0

	1993
	8.6
	-0.6
	11.8

	1994
	8.4
	-0.2
	14.8

	1995
	8.2
	1.6
	16.0

	1996
	8.3
	4.8
	14.5

	1997
	8.1
	5.7
	17.0

	1998
	8.4
	8.0
	19.0

	1999
	8.3
	3.6
	12.0

	2000
	8.3
	4.8
	6.5

	2001
	8.3
	5.0
	7.2

	2002
	8.4
	8.0
	7.3

	 2003
	 8.7
	 3.2
	 7.2

	
	
	
	

	Source:  President's Office - Planning and Privatization


in aggregate GDP and the employment share shows that productivity in manufacturing activities is not that inferior to that in other economic sectors. Table 3.5 highlights that since the late 1990s, sectoral growth has been much more intense than in the preceding years. On average manufacturing growth has averaged 5.5 per cent in the 1997-2003 period compared to 1.3 per cent in 1991-1997. This improvement may be partly attributed to the impact of foreign investment in the sector. On the other hand, manufacturing contribution to exports has decreased in the post-liberalisation period, partly reflecting the strategic objectives of foreign firms to capture shares of the local market and not engage in export-oriented manufacturing. This may be argued to have lead to a ‘new wave’ undeclared import substitution policy, that transformed imported consumer goods into locally manufactured goods.

	Table 3.6   Estimates of output shares in manufacturing 

	in percentage terms

	 
	 

	 
	1996-2002

	Food, beverages and tobacco
	47.3

	Textiles, wearing apparel, leather and footwear
	1.0

	Wood products including furniture
	1.0

	Paper, printing and publishing
	16.5

	Chemicals, petroleum, rubber and plastic products
	15.1

	Non-metallic mineral products
	11.6

	Basic metals
	1.4

	Metal products, incl. machinery and equipment
	6.0

	Miscellaneous manufacturing
	0.1

	 
	 

	Source: UNIDO, Bureau of Statistics
	 


The FDI-led impact is more evident if we shift our focus to a more disaggregated level of manufacturing activities. As highlighted in Table 3.6, agro-food manufacturing -  composed of the food, beverage and tobacco manufacturing - is the most important industrial sector in Tanzania’s manufacturing industry. On average, the food, beverages and tobacco account for almost 50.0 per cent of gross output. This is line with Tanzania’s comparative advantage in primary based economic activities and the importance of consumer goods production in the industrial base. In the late 1990s, other important manufacturing contribution through investment and diversification of the industrial base has emerged from the paper and printing, chemicals, plastics and non-metallic manufacturing. FDI in these sectors has underpinned the restructuring of intermediate industrial production in Tanzania and this is expected to have a number of implications for vertical linkages with other manufacturing and non-manufacturing sectors.   Overall, the agro-based sectors and the intermediate industrial sectors have a common denominator in their composition of foreign firms that have either acquired former parastatals or have undertaken green-field investment in recent years. For example, foreign enterprises in the beer, soft drinks, cigarette and cement manufacturing activities have become ‘household’ names utilized by policy makers to highlight the positive impact of economic liberalisation and foreign investment in Tanzania. There is no doubt that FDI in manufacturing has largely been driven by the economic liberalisation process and the improving economic conditions in the country. However, almost a decade down the line it remains to be seen whether the concentration of FDI activity in these manufacturing sectors has lead to industrial upgrading and knowledge generation in the economy. Similarly, it is important to examine from close the nature, extent and   underpinnings of the FDI-led industrial upgrading process, especially in those enterprises acquired by foreign firms. 

6.  Conclusions

Akin to other developing countries, Tanzania has since 1985 been steadily reversing most of its centrally planned policies put in place in the early post independence period and moving towards a market determined economy and giving unprecedented emphasis to the role of private investment. The economic recovery programme initiated in the mid 1980s, has generated notable changes in wide-spread sectors of the economy. On the political front, Tanzania has continued to be politically stable, even after two multiparty elections done in 1995 and 2000. The political resolve has invigorated efforts towards economic liberalisation and has maintained a stable macroeconomic environment for several years, with steady GDP growth, falling interest rates, a stable exchange rate and reduced government deficits. After 25 years of centralized state dominance, the government shifted from being the main engine of growth and provider of services, to being a facilitator of growth, a standard setter, and a provider of essential public services. While this re-orientation has been vital, both the speed and magnitude of change, in conditions of resource scarcity, have created considerable challenges for achieving coordinated implementation of new policies and reform programmes throughout Tanzania. FDI has played a role in the Tanzania’s economic development policy since the early post independence years. This role has varied over the years in line with the political economic developments of Tanzania over the 1961 to 2003 period. The role of FDI in the current economic scenario is made more pronounced given the conditions of underdevelopment in Tanzania. Despite the country’s FDI performance has been noteworthy during the past two decades, it has been highlighted that Tanzania still faces a number of challenges in improving the specific location factors offered to foreign investment, notably weak human resources, local market demand conditions and the physical infrastructure. The discussion of the sectoral drivers of FDI has highlighted the potential impact in the economy. However the implications of FDI in specific sectors and in the economy in general, needs to reflect that the share of industries with FDI in the economy is still small. More efforts need to be undertaken to promote the country as an ideal base for FDI as well as measures to consolidate current foreign investment activity. The main development challenge which all efforts in Tanzania – including FDI - eventually aim to address, is widespread and persistent poverty. It is a major challenge for Tanzania to halve the proportion of people living in extreme poverty by 2015. Whereas Tanzania has some potential for improved economic growth, the challenge will be to make this growth follow a pro-poor pattern. 
























































































� This economic model draws some of its inspiration from the belief that the success of the Asian NICs can be applied to LDCs. For an overview of the NICs development success see World Bank (1994).


� Substantial efforts are being undertaken to improve investment climates, through FDI-friendly legislation and the setting up of investment promotion agencies (WAIPA, 2001).


� The country focus of this paper is mainland Tanzania and therefore it does not include a study of FDI in the islands of the United Republic of Tanzania. Tanzania’s mainland covers 883,600 sq. km, and Zanzibar 2,500 sq. km, for a total area of 886,100 sq. km. The combined area is approximately the combined size of France and Germany.


� Zanzibar received its independence on the 10th of December 1963. The People’s Republic of Zanzibar was established on the 12th January 1964.


� The president of Tanzania is the chief of state and head of government, He appoints cabinet ministers, including the prime minister. Zanzibar has its own president who is head of government for matters inbteral to Zanzibar.


� Here two issues are crucial. First, whether recent growth rates represent a shift onto a permanently higher economic growth trajectory or reflect short-term cyclical economic movements and secondly, how gains from economic growth will be distributed among households.


� The UN global conferences of the 1990s drew up a number of key development goals and targets, of which the core list became known as the International Development Goals (IDGs) or Targets (IDTs). At the Millennium Summit of September 2000, all governments agreed to the Millennium Declaration, which included a set of targets for development and poverty eradication, mainly inspired by the IDTs. The goals and targets used in this progress report are substantially based on the Millennium Declaration. Because of the availability of data during the 1990s, and because many countries have used the year 1990 as a base-line in their progress tracking, the time-frame for the targets in this report is mainly the 25-year span from 1990 to 2015. These goals concern poverty reduction, halting and reversing the spread of HIV/AIDS, increasing access to safe drinking water, universal primary education, gender equity, reduce maternal and children mortality ratios and promoting environmental sustainability.





� The measurement of unemployment in Tanzania is not straightforward. One issue is that lack of economic activities in rural areas do not readily show as unemployment. Rather, individuals will remain in subsistence and low-return agricultural activities. For this reason, unemployment appears as a largely urban phenomenon. In the international definition, unemployment covers all persons who are not engaged in any economic activity but are available for such activities (whether actively seeking employment or not). The national definition incorporates also subsistence employment.


� The decline in inflation is attributed mainly to deliberate implementation of fiscal and monetary policies aimed at controlling government expenditure as well as reducing the increase in money supply in the country coupled with improvement in food supply and its availability. A tight monetary stance was effected mainly through the containment of monetary expansion with the BOT limiting expansion of extended broad money (M3) within a narrow band. However fiscal stability over a short period of time has been achieved at the expense of compressing public expenditure. This has occurred at a time when public services were deteriorating, key welfare indicators were declining, priority sectors under-funded and capital stock needing replenishment. 


� This relief will reduce the debt service burden on the Government’s budget in the future. Debts that have been cancelled include multilateral debts and Paris Club debts. To a large extent, the debt service burden has been reduced.


� Tanzania is member of the World Trade Organization (WTO). As an LDC, Tanzania benefits from special and differential treatment afforded to developing countries in the form of exceptions or delayed implementation of provisions. However, over time the protected industrial sector has suffered from trade liberalisation measures. In principle, Tanzania enjoys preferential trade treatment by the industrialized countries, notably through the Generalized System of Preferences (GSP) arrangements. In reality, the general reduction of tariffs have reduced the margins of benefits to LDCs and aspects of rules of origin and other administrative requirements complicate and undermine the immediate benefits to countries like Tanzania. Trade opportunities for Tanzania emanate from the regional economic alliance of the Southern Africa Development Community (SADC) and the East African Community (EAC). Until 2007, Tanzania is eligible for trade benefits of the US Africa Growth and Opportunity Act (AGOA) and seeks to boost the potential of textile and apparel manufacturing by providing readily available market opportunities in the US. In addition, Tanzania enjoys quota free export to the European Union for Everything else but Arms (EBA) deal.


� For a discussion on the relationship between the evolution of pro-FDI policy, FDI performance and distribution in Tanzania, see for example, Moshy and Assey 2004.


� Anecdotal evidence suggests that at the time only two engineers were available in mainland Tanzania. 


� See for example Ndulu and Semboja 1994, for other policy instruments used to regulate and incentivate FDI during the period.


� The result was that until 1985, almost all consumer goods, including a significant number of agricultural intermediate inputs and various construction materials such as steel and cement, are price controlled.


� In 1985 President Nyerere admitted his economic policy failure and stepped down from the presidency. Subsequently, the new government led by President Ali Hassan Mwinyi committed to opening up private sector opportunities and implementing a range of economic reforms


� The NESP was a one year programme, then replaced by the three year SAP in 1982/83 which could not be implemented fully because of the extended negotiations between the Government and the Bretton Woods institutions.


� The wave of reforms has been both intensive and extensive covering all aspects of the economy. These  included financial sector reforms, privatisation of parastatal sector, civil service reforms, good governance initiatives, tax system reform, adoption of multiparty political system and institutional reforms.


� In the parliamentary elections in November 2000, the CCM Party won 244 seats out of 274 seats. The president and the vice president are elected on the same ballot by popular vote for five year terms. In the presidential elections of 2000, the incumbent president Benjamin William Mkapa was elected President of United Republic of Tanzania by 71.7 per cent of votes. Mkapa has been President of Tanzania since 1995.


� In 2003, foreign firms actively participate in this Stock Exchange.


� URT (2001), Public Service Reform Programme 2000-2011.


� Though dramatically improved, the investment climate was still constrained by goal-shifting syndrome, leading to unpredictable incentives and the IPC increasingly being perceived as another bureaucracy (Madete 2000). Several weaknesses in policy and legislations that necessitated review of National Investment Promotion Policy during mid-1990s. These weaknesses were inter alia: reduced credibility of both the IPC code and policy as a result of frequent changes that were being made to its provisions, existence of contradictions and disputes between the investment code and other legislations/laws or other government executing agencies and administrative weaknesses that limited effective promotion and facilitation of private investors.


� The TIC through the minister responsible for investment can request for officers from key ministries, agencies or departments dealing with registration/approval processes to be stationed at TIC office. According to TIC Act 1997, set a maximum period of 14 working days within which relevant government agencies were to have processed applications sent to them by TIC and that “where the centre does not receive a written objection from the relevant authority within the specified time, the necessary license or approval shall be deemed to have been granted” .As a guarantee to investors, TIC Act of 1997 states categorically that business enterprises shall be guaranteed unconditional transferability of dividends, loan servicing, remittance of proceeds in the event of liquidation and a guarantee against nationalization. 


� The National Development Corporation (NDC) was mandated to mobilize and channel investment resources into the industrial sector with the aim of increasing activities that will add value to Tanzania’s resource base for domestic and export markets. As such NDC oversees the implementation of two distinct although complementary programmes: the Export Processing Zones (EPZ) and Spatial Development Initiatives (SDI). 


� In both lead and priority categories, the corporation tax stands at 30.0 per cent, except in export processing zones (zero tax). The sales tax on capital is zero in both cases. The main difference lies in the custom duty on capital goods; for lead sectors it is zero and for priority sectors is 5.0 per cent. This difference highlights the importance attached to the development of FDI in the mining sector. Corporate income tax stands at 30.0 per cent for the domestic and foreign firms. Capital gains tax has been abolished and the highest marginal income tax rate is 35.0 per cent.


� In November 1999, Tanzania, Kenya and Uganda signed the East African Community (EAC) Treaty as its founding members. Achievements to date include full convertibility of the currencies of member countries and creation of common internal passports while mechanisms for free movement of people and capital are on the growing board.


� SADC is made up of Angola, Botswana, Democratic Republic of Congo, Lesotho, Malawi, Mauritius, Mozambique, Namibia, South Africa, Seychelles, Swaziland, Tanzania, Zambia and Zimbabwe.


� Cognisant of this requirement, new policy frameworks are being implemented to bring to the fore collaboration between different public sector organisations and promote a cohesive science and technology policy.


� Poor infrastructure leads investors to set up shop in urban areas and thus excludes rural locations from potential FDI benefits.


� Household consumption, which accounts for about 60.0 percent of total consumption of electricity in the country is subsidized by industrial consumption. It is argued that in order for the national electricity utility, TANESCO, to break-even, tariffs especially for industries are maintained high. Improve efficiency and revised tariff rates are expected as a result of the ongoing utility privatization process. 





� In this context, the conventional example is that of the electricity generator that has to be purchased by foreign enterprises to offset the impact of electricity blackouts.


� Land reforms on the basis of The Land Act, 1999, and other amendments which came into effect more recently, allow Tanzanian citizens to transfer a partial interest in land to a foreigner. Previously the law prohibited disposition or transfer of bare rights of occupancy and the amendment is expected to encourage joint ventures between local and foreign investors. A commercial court was established in September 1999 in order to provide a place for speedy, efficient and commercially aware litigation of commercial disputes.


� For a further comparative discussion, see for example Martin and Rose-Innes (2004), Canadian Development Report, 2004.


�  For a more comprehensive review, see for example Tanzania Investment Report: Report on the Study of Private Capital Flows in Tanzania, December 2001 and the Census of Foreign Production, 2005 .


� The Bank of Tanzania used to estimate FDI data from TIC approval records and privatization data from PSRC up to 1998. Since 1999, FDI data is estimated from periodic surveys of FDI companies (done in 2000 and in 2002/03). A survey to capture actual data for 2002 and 2003 is planned to be completed by March 2005. Estimates presented here for 2002 and 2003 will therefore be reviewed to reflect reality as actual data becomes available from the Bank of Tanzania.


� It is important to note that short and long term loans account for almost the same weight in the intra-company loans financing source. It is also important to note that, the report by NBS, BOT and TIC referred to earlier show that short-term intra company loans are largely made-up of suppliers’ credits from related companies (over 75 percent of short term loans).


� Noting that re-invested earnings are being officially recorded for the first time, the challenge may be to focus on fully capturing these flows in future surveys in Tanzania 


The increase of FDI to the manufacturing sector is generally associated with its short-term profitability. However, results from the surveys show that manufacturing and agriculture are two loss-making sectors in Tanzania (NBS, BOT and TIC 2004). It may therefore be concluded that there could be some flawed reporting of the profitability of manufacturing sector. This may be another point of concern to be taken up during future surveys.


� For example, although representing an important source of firm level data, TIC data significantly underestimates investments in the mining sector since the approval, licensing issuing of incentives and monitoring of the extraction activities are under the direct supervision of the Ministry of Energy and minerals


� Deposits of minerals in the mines that are currently being operated by several private foreign companies have been estimated to last between 15- 20 years. Technological advances in the sector relating to the various stages of the mining development have greatly extended the resource base by enhancing the viability of low-grade deposits that were considered non-economical in the past and by enabling the discovery of deep seated and new deposits.


� More recently, Tanzania has discovered natural gas reserves at the Songo Songo gas fields off the Southern Tanzanian coast and in the Mnazi Bay area and estimated at 2 trillion cubic feet. The government has been working closely with foreign investors and the World Bank to develop this project with a view to substitute expensive imported petroleum fuels. It is projected that this gas-to-electricity project will have a ready market of 17 potential industrial users of natural gas in the Dar es Salaam area and therefore represents great potential economic benefits.


� Investors pay the government a sum equivalent to the value of 3.0 per cent of the net output in the case of gold mines and 5.0 per cent in the case of diamonds. Additionally, normal taxes are paid.


� In gold mining alone a foreign affiliate, 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. Other MNEs, such as Barrick Gold are estimated to have surpassed total production of nine tons of gold in 2002. 


� These include five per cent import duty on its supplies and three per cent royalty on the gold produced, as well as withholding tax on dividends, payroll taxes and roads toll on fuel. Industry sources highlight that the 3 per cent per cent royalty which is charged on the mining companies is favourably comparable with the rates existing in other countries such as South Africa, Ghana and the Democratic Republic of Congo (DRC). 


� For further information, see for example, The Mineral Policy of Tanzania, United Republic of Tanzania, Ministry of Energy and Minerals, October 1997.


� From 1993 up till 2001, approximately 295 out of 395 enterprises have been privatised. (PSRC 2002). FDI through acquisition is the focus of case studies presented in Chapter 5 of this thesis.
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