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PREFACE

During the past few decades the world has witnessed increased flows of private capital
particularly to emerging markets and developing countries. The least developed countries,
including Tanzania, have also benefited from private capital flows. These flows have
increasingly augmented domestic savings, and a substantial part of the capital flows have
been in the form of private foreign direct investment, which besides providing finance,
brings with it managerial skills, technology, marketing expertise and market links, all of
which are in short supply in these countries. While it is generally evident that the flow of
private capital into Tanzania has been growing, not much has been done to ascertain about
the nature, magnitude, composition, and sustainability of these flows.

Monitoringprivate capital flows in Tanzania has therefeome an increasingly urgent task.

With open and liberal payments and exchange regime, Tanzania has found it increasingly
difficult to monitor private investment because most of the monitoring instruments,
(including documentation) of the earlier control regime have been abandoned completely.
Monitoring private capital flows in a liberalised environment therefore calls for a new
arrangement involving enhanced cooperation between the private sector (investors in
particular) and public sector.

In consideration of this need to monitor capital flows, the Bank of Tanzania in close
collaboration with the Tanzania Investment Centre and the National Bureau of Statistics
embarked on a survey study of Private Capital Flows in Tanzania that has lead to this
report, which should be viewed as an essential step toward establishing a reliable monitoring
system.

This study, the first of its kind in Tanzania, is intended to provide information on the current
state of foreign private investment (by type, country of origin, sectoral and regional

distribution) as well as bring out investor perceptions of the economy and business
environment (ranging from the macroeconomic situation, to infrastructure, financial,

governance and labour factors).

This study is expected to be followed by similar periodic surveys that will update the
information contained in this report. The information is also expected to provide a basis
for developing policies on investment promotion and planning on future investment
strategies.

It is hoped that local and foreign investors, policy markers, donors, international institutions,
academicians and other stakeholders will find the report a useful source of information.

eagt

Daudi T. S. Ballali
Governor
BANK OF TANZANIA

December 2001
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EXECUTIVE SUMMARY

Rationale

During the past few decades the world witnessed the entrenchment of globalisation. Capital
is flowing relatively freely in search of higher returns to emerging capital markets of
developing countries. Developing countries benefit from private capital because these
flows augment the limited domestic savings and bring with it finance, managerial skills,
technology, marketing expertise and market links. However, new opportunities also bring
risks that should be managed properly, especially in the case of volatile short-term capital
inflows.

Developing countries have increasingly put in place the environment necessary for attracting
foreign private capital flows, such as liberalizing their economies, adopting appropriate
macroeconomic policy frameworks by improving infrastructure and public service delivery,
and addressing governance issues. The Government of Tanzania, aware of development
opportunities associated with private capital inflows, has since the mid 1980s made concerted
efforts to attract foreign investment. These efforts include economic liberalization toward
a market oriented economy, restoration of macroeconomic stability and implementation of
various institutional reforms, accompanied by the formulation of a number of sector specific
policies, especially in mining and tourism. These reforms have demonstrated the
Governments commitment in promoting a conducive environment for attracting foreign
investment.

While it is generally evident that the flow of private capital to Tanzania has been growing,
very little can be ascertained about the nature, magnitude, composition and sustainability
of the flows. Although foreign exchange regulations require the companies and individuals
through their bankers to report to the Bank of Tanzania (BOT) capital inflows for statistical
purposes, limited information had been submitted which would be useful for balance of
payments purposes as well as for economic policy making, besides being useful in promoting
and facilitating investment.

Given the importance of this information in economic and financial analysis, and decision-
making by private investors, government bodies and donors, the Government of Tanzania
commissioned this study in collaboration with Development Finance International (DFI)
of London, and supported by the Government of Sweden, Switzerland and the United
Kingdom.

Objective and method

The exercise involved conducting an extensive country wide survey of companies partially
or fully foreign owned. The objectives were to:

» Establish an institutional framework to regularly and comprehensively collect data
on all types of private capital flows for balance of payments, investment promotion
and macroeconomic policy formulation.

» Strengthen public-private sector dialogue by regularly obtaining perceptions on
investment policy and factors affecting the investment climate, and reporting results
of the analysis back to stakeholders for their information and decision making.

» Design and establish the private capital flows database for data processing and
analysis.



Findings on Investment Data

Foreign Private investment into Tanzania is much greater than previouslyrested...

Policy reforms carried out during the 1990s have contributed to attracting additional private
capital into Tanzania as reflected in data gathered in this exercise for 1998 and 1999. Survey
results show that total foreign private investment stock rose by more than one third to USD
2.6 bn between 1998 and 1999. This amount is much higher than previous estimates had
shown.

Most investment is from affiliated companies....

Most of this investment is in the form of Foreign Direct Investment (FDI), which increased
from USD 1.6 billion in 1998 to USD 2.2 billion in 1999. This amount is significantly
higher than previous national and international estimates. The flow of FDI particularly
during the past decade has contributed substantially to the growth of Gross Domestic Product
(GDP). This trend is in line with the Tanzania Investment Centre (TIC) records which
show that approved investment increased sixteen-fold from USD 47 million in 1990 to
USD 768 million by 2000. The financing structure of foreign companies indicates that in
1999 FDI related flows accounted for 82 percent of total, and the flow from non-FDI sources
(including minor equity shareholdings and debt from non-affiliated sources) accounted for
the remainder.

The bulk of FDI and overall investment is via equity and long-term debt ....

The bulk of FDI stock in 1999 is made up of equity (67 percent) and long-term loans (26
percent). This composition suggests that FDI could be a stable source of finance for the
economy.

The share of equity finance to the total FDI stock decreased from 73 percent to 68 percent
between 1998 and 1999, with debt finance increasing accordingly. However, this pattern
varies by sector of economic activity. In the mining sector, for example, the foreign debt to
foreign equity ratio was as high as 80:20 in 1999, reflecting greater exposure to foreign
creditors. It also varies by source country with, for example, Canadian investors providing
mainly equity and Italian investors providing mainly long-term debt. This study has
identified private sector external debt as a priority area for monitoring.

Investors borrow much more from their affiliates abroad.

The stock of borrowing from all sources almost doubled from USD 0.7 billion by end 1998
to USD 1.1 billion by end 1999 with most of it contracted directly from affiliated companies
abroad on a long term basis. This source and maturity could be generally preferred, as it is
cheaper and less risky compared with finance from unaffiliated sources, which are of a
shorter duration. However, company decision on project implementation may make debt
from affiliates risky. Itis, for example, relatively easier for a parent company to withdraw

a commitment to its subsidiary because terms and conditions in the loan agreement are
more flexible. This figure suggests that this should be a key area for further monitoring
and research.

FDI is coming from a diversity of traditional and non-traditional source countries......

The source of FDI flows into Tanzania has for historical reasons been dominated by the
United Kingdom (UK). However, the recent surge in investment in the mining sector
brought in new investors from Ghana, Australia, Canada and the United States of America
(USA).



These four countries accounted for about 60 percent of the FDI stock by end of 1999, and
the top ten countries for about 80 percent. The biggest advantage of this diversity is that in
the event of adverse changes in economic fundamentals in any of these countries, and
combined with the volatile nature of such changes to the mining sector in particular, the
adverse effects on Tanzania would be moderate. The finding showed that some investors
list their companies on markets other than those of the country in which they reside, thus
for investment promotion purposes, there is a difference between the country in which the
decision to invest is taken (a policy issue), and the country from which the actual investment
is recorded (a technical issue).

...and mostly into mining, manufacturing, and tourism but relatively little into
agriculture...
Consistent with the country’s privatisation, investment and liberalization policies, the stock
of FDI is skewed in favour of mining (about 40 percent at end 1999), manufacturing (22
percent), and tourism (13 percent). The bias to mining and manufacturing increased during
1999 and accounted for about 80 percent of total FDI flows. In relative terms, agriculture
accounted for a low share of the total FDI stock (7 percent) in spite of its important role in
the economy, contributing to over 50 percent of GDP and foreign exchange earnings, as
well as being the largest employer. This is largely because the Government has not provided
a conducive environment and complementary public investment to attract domestic and
foreign investments in agriculture.

....and concentrated in particular regions.

By end 1999, over 75 percent of FDI stock was found to be concentrated in Dar es Salaam,
Mwanza, Shinyanga and Arusha regions. Dar es Salaam accounted for 36 percent, due to
the fact that most of the major privatised manufacturing companies are located there. Most
of the mining activities are concentrated in Shinyanga, Mwanza and Mara, while the major
fish processing companies are located around Lake Victoria in Mwanza and Mara. A
substantial amount of foreign investments is also found in Morogoro, Iringa, Tanga, Tabora,
and Kilimanjaro, with very little located elsewhere. The regional pattern of FDI indicates
that lower foreign investment goes to regions with less developed economic infrastructure
and social amenities. The above scenario suggests that location of FDI within Tanzania
could be influenced by availability of raw materials, provision and reliability of utilities,
transport and communication, access to markets, and, to the extent that region and sector of
economic activity can be closely related, sector-specific incentives, and economic viability.
All these imply that there may be a need to address constraints through specific policy
formulation.

Local banks report low or no external borrowing and lending.

Short-term lending by resident banks to non-residents was found to be insignificant. Long-
term lending abroad is restricted and is subject to approval by the Bank of Tanzania. However
it is unlikely that local banks would start involving themselves with long term lending
abroad if restrictions on capital account transactions were further relaxed. In addition, the
high interest rates and other structural problems (e.g. lack of bankable projects, restrictions
in the land law and weakness in the judiciary, poor creditworthiness of clientele, lack of
risk guarantee mechanism, and absence of credit information agencies) discourage domestic
lending by local banks. Borrowing from non-resident sources was negligible, and most
banks indicated that they do not expect to increase liabilities for their own purposes or for
lending, despite having no restrictions on this item, and that relatively higher domestic
lending rates tend to encourage foreign borrowing.



Just over half the responding banks felt competition in their sector was either high or very
high while just under half felt there was “medium” level of competition, with vast potential
opportunities still to be explored. The nature of competition is mainly urban based and
limited to two categories of clients i.e. few big banks dealing with corporate clients, and
small and medium sized banks dealing with retail customers. This is related to structural
impediments adversely affecting financial intermediation and it is an issue for further
discussion between banks and the Government.

Findings on Investor Perceptions

Most investors plan to increase their investment due to social, economic and political
stability.

Economic reforms undertaken since the mid 1980s have been commended, and have
increased confidence. The role of monetary policy and fiscal policy in reducing inflation
from above 30 percent in the mid-1990s to about 6 percent in 2000 was under-scored. A
major finding of the study was that 71 per cent of respondents plan to expand their investment
in the medium-term due to stable social, economic, and political conditions. Many
acknowledged that these are the main factors that influenced their initial decision to invest
in Tanzania. Those in tourism, transport, finance, mining and manufacturing were pleased
with investment policy by sector. Investors in the agricultural sector however are
discontented by the unfavourable investment environment and felt that peculiar features of
the sector are not addressed in the overall investment policy, suggesting the need to formulate
agriculture specific investment policies.

Economic liberalization has yielded positive result...

Liberalization policies implemented during the 1990s were confirmed to have yielded
positive results. Investors in the mining and banking sectors expressed strong positive
opinion and recommended further reforms including full financial account liberalization.
However, investors in the manufacturing sector had mixed feelings, pointing out the negative
experiences of trade liberalization, the major concern being the importation of cheap and
substandard products that have undermined domestic production.

...but respondents feel this could be assisted by further institutional and other reforms...
Institutional reforms such as the establishment of TIC, Parastatal Sector Reform Commission
(RSRC) and Tanzania Revenue Authority (TRA) have contributed to improvement of the
general macroeconomic environment in Tanzania, but these reforms were perceived by the
private sector not to have gone far enough in addressing the problems faced by investors.
For instance, at the time of conducting the survey, there was no harmonization of tax
incentives and measures between different Government departments (e.g. between TIC
and TRA). In addition, land, labour, and legal reforms have lagged behind the other reforms,
thereby undermining the impact of the already implemented reforms. Therefore, there is a
need for further review of institutional and other reforms.

...the need for enhanced access to credit...

While respondents were generally satisfied with banking services, they indicated that higher
bank lending rates and limited availability of credit undermines the level of their activities.
Lending rates of above 20 percent have no relation with the low inflation rate of 6 percent
and deposit rates of 3 to 5 percent during 2000, implying imperfections in the market.
High lending rates have led to market segmentation whereby only large corporate investors
can access the credit at lower cost. Banks on their part insist that high interest rates result
from high-risk borrowers, high operational cost and the weaknesses in land law and the



judiciary system, which make the process of registering mortgage and loan recovery
cumbersome. Government needs to address the above factors in its efforts towards the
financial sector reforms.

...and further efforts in addressing bureaucracy and corruption

Bureaucracy in some government departments has been observed as a problem, despite
slight improvements in recent years. Incentives offered by TIC play a significant role in
attracting FDI, and the establishment of TIC as a one-stop centre is simplifying the process
of project registration and start-up. However, investors are still obliged to approach other
government departments in the process of setting up their projects. Respondents commended
the establishment of TRA noting the improved tax administration. However, they complained

of the high VAT rate of 20 percent and of the slow speed of decision-making at TRA with
introduction of VAT. Moreover, investors are concerned that corruption in the VAT and
Customs departments, in the Judiciary and the Police has not been checked sufficiently.
This suggests the need for more concentrated efforts to fight corruption in these areas.

Infrastructure and public services were poorly rated, but with some notable
improvements...

Respondents were concerned with the high cost and poor reliability of utilities, electricity
and water rates considered to be the highest in the region. This calls for Government action
to address the matter. Conversely, investors commended the positive effects arising from
improvements in the quality of telecommunications.

...and availability of skilled staff needs to be improved.

Labour factors, were on average not rated favourably. In their view, labour legislation
overprotects employees, there is insufficient availability of highly educated and skilled
labour, and HIV/AIDS is increasingly having a negative effect on productivity. These
perceptions suggest the need to expand opportunities and incentives for training technical
and managerial staff.



CHAPTER ONE

INTRODUCTION

During the past few decades the world
witnessed the entrenchment of
globalisation that significantly eroded
barriers to cross-boarder movements a
process that has enabled economic agents
to freely choose where to save and in-
vest based on global considerations.
Through globalisation, both developing
and developed countries are forced to
adapt to the fast changing global envi-
ronment.

Globalization has among others,
facilitated private capital to flow across
countries with little restrictions. Capital

is thus flowing relatively freely in search

of higher returns even into the emerging
capital markets of developing countries.
Developing countries on their part benefit
from private capital flows because they
augment limited domestic savings and
bring with them finance, managerial

skills, technology, marketing expertise
and market links all of which are most
needed in developing countries.

These benefits have thus influenced
developing countries to increasingly put
in place the environment necessary for
attracting foreign private capital flows.
Among other effortscountries have
liberalized their economies, adopted
appropriate macro-economic policy
frameworks, improved infrastructure and
public service delivery, put in place the
right financial intermediaries and
addressed governance issues. The
government of Tanzania cognizant of this
fact and also aware of development
opportunities associated with private
capital inflows has since the mid 1980s
made efforts to attract foreign investment.

Efforts in this regard include economic
liberalization and institutional reforms,

including the formulation of a new

investment policy and investment code
in 1990, and its revision in 1997. The
formulation or revision of a number of

sector-specific policies, including mining

and tourism policies, further shows the
commitment of the Government in

creating a conducive environment to
attract foreign capital.

There is consensus in the literature that
net private capital flows to developing
countries have been constantly increasing
with time, especially in the 1990s. One
source suggests that private capital flows
have tripled to USD150 billion a year
during 1995 to 1997, from about USD
50 billion a year during 1987 to 1989

In Tanzania, recent official statistics
indicate that net Foreign Direct
Investment (FDI) increased from USD 12
million in 1992 to about USD 183.0
million in 1999, representing more than
15 times increase in 7 yearalso, other
studies point to the fact that the role of
FDI as a source of development finance
in Tanzania has been increasing.

While it is generally evident that the flow
of private capital to developing countries
has been growing, very little can be
ascertained about the nature, magnitude,
composition and sustainability of the
flows. The importance of getting this
information for economic and financial
analysis and decision making by private
investors, government bodies and donor
communities cannot be overemphasized.
More specifically, monitoring of private
capital flows is important because:

tBarry Eichengreen et al (1999), Liberalizing Capital Movements: Some Analytical Issues; IMF Economic Issue No 17,

February

2 FDI data in Tanzania has thus far been estimated from TIC approval records and privatisation data from PSRC. See details

in Chapter 2.
3For example Kimei and others 1998, Noni and others 1999



» Theinformation gathered canged
for the compilation of balance of
payments statistics,investment
promotionand macro-economic policy
formulation.

* Accurate data leads to good econo-
mic and financial analysis and appro-
priate policy decisions.

» Several developing countribave
declared the intention to move
gradually into full financial account
liberalization,hence the need for a
monitoring framework.

* International organisations (e.g. the
International Monetary Fund (IMF)
and the World Bank) and donors
require thikind of information for
analysis of its impact on global
economic stability, to assess the need
for donor flows and their role in
promoting developingconomies.

* International investors represented
mainly by MultinationalCorpo-
rations (MNC), internationdinancial
institutions and credit ratiragencies
require accurate antimely infor-
mation for financiabhssessment of
return on investmengnd to assess
credibility of the recipient countries.

* Monitoring capital flows assist
governments to strengthdimlogue
with the private sector. This will also
help in obtaining perceptions on
investment policy and factors affecting
the investment climate in the country.

»  Continuous collection of information
on foreign private capital flows
builds a reliable database faauntry.

It cantherefore establish a reliable
frameworkfor collecting, processing
and analysing private capital flows
data on an ongag basis.

4 Details in Noni and Others 1999.
5 Formerly known as EFA.

Notwithstanding these underlying
principles for monitoring private capital
flows, investment flows into Tanzania
had not been accorded the attention they
deserve until recently. There is thus lack
of reliable and timely data on private
capital flows (in particular FDI),
rendering implementation and evaluation
of macroeconomic policy actions related
to capital flows less effective.

Recognizing the importance of
monitoring of private capital flows; the
Government of Tanzania put in place a
number of measures to monitor the flows.
For instance, between November 1998
and June 1999, a pilot survey on
companies that are partially or fully
foreign owned covering regional (East
and Southern Africa) and international
investors, and bank flows was carried out
by the Bank of Tanzania (BOT) and
Tanzania Investment Centre (TIC) in
collaboration with External Finance for
Africa (EFA), an organisation based in
London. A final report for this pilot
survey was submitted to relevant
authorities in December 1999

The current study was initiated by BOT,
TIC and National Bureau of Statistics
(NBS) in collaboration with
Development Finance International
(DFI)>with the objective of assessing the
nature of foreign private capital flows into
and out of Tanzania. Specific objectives
were to:

» establish an institutional framework
to regularly and comprehensively
collect data on all types of private
capital flows for balance of payme-
nts, investment promotion and macro-
economic policy formulation;

» strengthen public-private sector
dialogue by regularly obtaining
perceptions on investment policy and
factors affecting the investment
climate in Tanzania; and



design private capital flows database
for data processing and analysis.

To achieve the stated objectives, the
following implementation activities were
planned:

Conducting a sensitisation and
training workshop;

Conducting census of all companies,
which are partially or fully foreign
owned;

Designing computer software for

data input and processing;

»  Compiling, processing and analysing
data;

» Report writing; and

* Presenting a final report during
dissemination/closing workshop.

The Governments of Sweden,
Switzerland, and UK, and the Bank of
Tanzania funded the project activities.



CHAPTER TWO

RECENT TRENDS IN POLICY REFORMS AND FOREIGN INVESTMENT
IN MAINLAND TANZANIA

This Chapter summarises recent trends
in foreign private capital flows in
Tanzania. It examines policies and
incentives adopted by the Government of
Tanzania to attract foreign private capital
since the early 1990s focusing on
liberalization and structural policies
introduced in order to promote private
sector activities. The chapter also reviews
data problems encountered following
liberalization and removal of exchange
controls data tracking mechanism, and
examines the efforts taken to estimate
data for official reporting during the
period 1992 to 2000.

In order to gauge the responsiveness of
foreign private investors to government
policies and incentives given, the
magnitude, composition and trends of
private capital flows based on TIC
certificates of incentives for the period
covering 1990 to 2000 have also been
examined. TIC holds enormous data that
can be extracted from investment
approval records i.e. Application Forms
that are filled-in and submitted to TIC by
potential investors. Such data if captured
comprehensively, would form a useful
benchmark for comparison with actual
data that is collected through censuses.
The data on investment approvals
presented in this chapter relates to
investments that are partially or fully
owned by non-residents.

2.1 Major Policy Reforms

After almost two decades of central plan-
ning that was characterized by excessive
government interventions in the eco-
nomic activitie8, the Government from

1985 changed the direction of its poli-
cies towards market based economic
management. Key to these changes were:

» Trade and exchange liberalization
o Abolition of exchange controls
on current account transactions
0 Abolition of import and export
licenses
o Partial liberalization of the
financial account

» Parastatal sector reforms
o Privatisation of state owned
companies
o Institutional reforms

* Investment promotion reforms
0 Guarantees against nationdiza
0 Provision of tax holiday incérnes
o Establishment of IPC (trans
formed later into TIC)
o TIC transformed into one stop
centre

* Tax reforms (streamlining and
broadening of the tax base)
o Establishment of TRA
0 Introduction of Value Added Tax
(VAT)

» Financial sector reforms

0 Privatisation of state owned banks

o Allowing foreign banks to operate
alongside local banks

o Establishment of the Capital
Market and Securities Authority
(CMSA) and the Dar es Salaam
Stock Exchange (DSE).

* Civil service reforms
0 Restructuring the Public Service
o Performance Improvement

8 Promulgation of the Arusha Declaration of 1967 and the nationalization policy that folowed discouraged active participation

of the private sector in the economicy.

7URT (2001), Public Service Reform Programme 2000-2011.



o Pay Reform
0 Records and Information System
o Capacity Building

2.2 Evolution of Investment Related
Policies

Noticeable flows of private capital into
Tanzania gained momentum only after
the mid-1990’s when liberalisation and
structural reforms were intensified,
especially after the review of the
investment legislation incentives and
other investment promotional and
facilitation efforts. The Government
adopted a National Investment Promotion
Policy in February 1990 and enacted an
investment code known as the National
Investment (Promotion and Protection)
Act No. 10 of 1990 (NIPPA).
Accordingly, the Government established
the Investment Promotion Centre (IPC)
as an institution responsible for
promotion, approval, monitoring and
facilitation of foreign private capital
flows into the country. These
developments encouraged investment
from both local and foreign investors.

However, by the mid-1990s there were
signs that the investment policy and code
did not auger well with investor require-
ments especially because of conflicts be-
tween the investment code and other laws
governing investments. There was also a
perception of an unpredictable invest-
ment climate due to goal-shifting syn-
drome, leading to unpredictable incen-
tives and the IPC increasingly being per-
ceived as another bureaucracy. This ne-
cessitated the initiatives to conduct three
studies i.e. the Investors’ Road Map
Study, Investment Policy Review and
Investment Code review. The three ini-
tiatives resulted into the adoption of the
new National Investment Promotion

8 Madete (2000), identified several weaknesses in policy
and Legislations that necessitated review of National In-
vestment Promotion Policy during mid-1990s. These
weaknesses are, inter alia; reduced credibility of both the
IPC code and policy as a result of frequent changes that
were being made provisions, existence of contradictions
and disputes between IPC code and other legislations/laws
or other government executing agencies, and administra-
tive weaknesses that limited effective attraction of foreign
investors.

Policy of 1996, replacing that of 1990
followed by the Tanzania Investment Act
No. 26 of 1997 which effectively repealed
NIPPA, 1990. The IPC was thus trans-
formed into Tanzania Investment Centre
(TIC), charged with two main futions
namely, to promote investments (both for-
eign and local) and to facilitate all inves-
tors whether registered by the Centre or not.

Considerable improvements were made on
the new Investment Code. For example, in-
vestment approvals are now based on a
minimum sum equivalent of USD 300,000
for foreign investors and USD 100,000 for
local investors. To minimize bureaucracy,
the Investment Code also set a maximum
period of 14 working days within which
relevant government agencies were sup-
posed 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 licence or approval shall
be deemed to have been granteds a
guarantee to investors, TIC Act of 1997
states categorically that business enterprises
shall be guaranteed unconditional transfer-
ability of dividends, loan servicing, remit-
tance of proceeds in the event of liquida-
tion'® and a guarantee against nationalisa-
tion.

In addition to the incentives and regulatory
measures to attract investors contained in
TIC Act 1997, a number of sectoral poli-
cies were also reviewed in favour of pri-
vate investment in Tanzania, for example,
the mining policy in 1997 and tourism
policy in 1997. Each of these policies
clearly describes the importance and com-
mitment by the Government to ensuring
that a conducive environment for attract-
ing investments in the country is in pl&ce

8 This is in line with TIC Act, (1997) section 16(4) and (5)

- pp444.

10 Liberalisation of FDI is declared in 1998 Foreign Ex-
change Regulations BoT, as well as Foreign Exchange
Circular no. 6000/DEM/EX.RE/58 of September 1998.

11 Details in Tourism Policy (1997); Mining Policy (1996).



Furthermore, the Government reformed the
tax system by rationalizing the tax struc-
ture and establishing Tanzania Revenue
Authority (TRA) as an independent in-
stitution to administer the tax system.
Under the adopted privatisation pro-
gramme, more than half of the 400 pub-
lic entities that existed prior to 1993, had
been divested by the end of 1999. It is
estimated that about one third of Tanza-
nia FDI in 1992 — 1993 came through pri-
vatisation?.

The Government also enacted the Bank-
ing and Financial Institutions Act, 1991,
which liberalised the financial sector in
order to increase efficiency in the provi-
sion of banking services and to facilitate
activities of investors. Following liber-
alisation, the number of commercial
banks increased from two state-owned
banks in 1993 to 19 banks (17 private)
and 12 non-bank financial institutions as
of end 2000. The financial sector was lib-
eralised.

Rapid transformation towards removal of
exchange controls on the current account
and relaxation of capital controls were ex-
perienced after the mid -1990s. For ex-
ample in 1996 all current account trans-
actions were fully liberalized. However,
with respect to the capital account, Tan-
zania is moving cautiously towards full
liberalization, avoiding speculative short-
term capital flows. Currently, investments
abroad by residents are still restricted as
is the case with participation of non-resi-
dents in domestic money and capital
market. As a step towards full capital ac-
count liberalization, inflows of long-term
capital e.g. loans and foreign direct in-
vestments and their associated income
related outflows are unrestrictéd

Other measures to attract foreign inves-
tors include the establishment of commer-

2Bhinda et. All 1999.

cial courts in 1999 to speed up the set-
tling of commercial disputes thus build-
ing investor’s confidence. Besides, Tan-
zania has signed a number of bilateral and
multilateral international treaties includ-
ing Multilateral Investment Guarantee
Agency (MIGA), the International Cen-
tre for the Settlement of Investment Dis-
putes (ICSID), and the Convention for the
Protection of Industrial Property and
Convention on Recognition and Enforce-
ment of Foreign Arbitration Award. These
arrangements guarantee the security of
FDI against losses arising from armed con-
flict or international disorder, protection
against nationalisation, and ensure transfer
of profit, dividends and capital.

As part of its efforts to advertise its invest-
ment opportunities, Tanzania has partici-
pated in many international fora and hosted
the first investment forum in Dar es Salaam
in 1996, followed by several other more

specific investment fora such as Mining

(1997), Commonwealth (2000), Sweden
(2000). These fora have provided foreign
investors with the opportunity to explore

investment potentials in the country and to
meet with their potential domestic coun-

terparts.

2.3 Impact of the Reforms on Business
Environment

All these measures were taken along side
macro-economic stabilisation policies (fis-
cal and monetary policies) geared towards
lowering inflation to single digit levels.
Government commitment to consistently
pursue these macroeconomic stabilization
and structural policies and the frequent nec-
essary reviews made to some policies where
necessary, acted as an important catalyst
towards building confidence of private in-
vestors.

3 Foreign Exchange Regulations, 1998 and Foreign Exchange Circu-

lar no. 6000/DEM/EX.REG/58 OF 2&eptember, 1998.



2.3.1 Inflation, Interest Rate and Ex-
change rate.

The foreign Exchange Act of 1992 (further
amended in 1998) liberalised exchange and
interest rates and are now determined by
market forces. Short-term lending rates de-
clined substantially from an average of 33.4
percentin 1995 to 21.9 percent in 1999 but
still remain high at more than 20 percent
during the year 2000 despite a decline in
inflation to single digit level@~igure 2.1).

Deposit rates on the other hand were be-
low 5 percent in 2000 implying high inter-
est margins.

The nominal exchange rate depreciated from
TZS 195.1 per dollar in the year 1990to TZS
800.5 per dollar in year 20@Bigure 2.2),
implying low and falling purchansing power
of the shilling Such trends imply that further
reforms in the financial sector are required
to widen and deepen the services.

Figure 2.1: Trend Inflation, Short-term and Long-term Interest Rates

Figure 2.2: Average Exchange Rate Movements 1990-2000

2.3.2: Utility Serivices

So far the government under its privatisa-
tion programme, has effectively privatised
most of its commercial and industrial en-
terprises but not the main public utilities
enterprises e.g. in water and power sec-
tors, that have a significant bearing on the

cost of doing business. Generally, utility

services are poor and erratic. In addition
Tanzania charges higher electricity and
water tariff rates than both Kenya and

Uganda. However, on average Tanzania
charges lower oil pump prices than

Uganda while Kenya is charging the low-

est among the East African countries.



Table 2.1 Comparative Cost of doing business in EA region

* Oil Pump prices

When compared to its trading partnersin
SADC region, Tanzania charges (9 — 12
USc/kWh) higher electricity tariffs than

many of its partners whose tariffs range
between 3 — 5 USc/kWrigure 2.3).

Figure 2.3 Electricity Tariffs in Southern and East Africa - April 2001 (Industrial Con-

sumption)

Sourcewww.sad-elec.com

On household power consumption [Fig-
ure 2.4], Tanzania tariffs range between
3 and 7 USc/kWh, which is relatively low
within the SADC region. The lower tar-
iff of household power consumption (that
account for about 60 percent of total con-
sumption of electricity in the country) is
a result of subsidisation by industrial con-
sumers.

2.3.3 Tax regime

The government has had substantial im-
provements in simplifying, rationalising
and broadening the tax base, but it has a
higher VAT rate than Kenya, Uganda and
many of its other trading parteners,

Therefore, Tanzania’ manufactured prod-
ucts are generally less competitive be-
cause of the high VAT rate, electricity and
water costs.

2.4 The Effect of Policy Reforms on
Compilation of Private Capital Flows
Statistics

Monitoring of private capital flows in
Tanzania experienced serious problems
after liberalization of the external sector,
especially in 1993, after removal of ex-
change controls together with their asso-
ciated reporting requirements. This de-
cision created an information gap relat-
ing to Balance of Payments (BOP) sta-
tistics in general as it removed the insti-
tutional arrangement to regularly collect,



compile and analyse the information.

Cognizant of these problems, the Bank
of Tanzania estimated some components
of private capital flows from information
provided by commercial banks, TIC (ap-
proval records) and Parastatal Sector
Reform Commission (PSRC). The infor-
mation collected, though valuable was
limited in use, due to methodological
flaws associated with its sources. They
could only give an indication of the trends
and not the actual magnitude and com-
position of private capital flowing into
the country. A number of factors ac-
counted for this including having a sig-

nificant time lag between approval and
actual investments and in some cases, the
approved investments never taking off,
actual investments turning out to be less
than approved investments, and some in-
formation necessary for compilation of
balance of payments like borrowing from
intra-company accounts, reinvested earn-
ings and their related investment income,
outward payments and withdrawal of in-
vestments, not obtained from these
records. In addition, approval records
from TIC relate only to investments
above USD 300,000 and are limited to
inflow data.

Figure 2.4: Electricity Tariffs in Southern and East Africa — April 2001 (Domestic con-

sumption)

Sourcewww.sad-elec.com

2.5 Magnitude of Approved Foreign
Private Investment 1990 - 2000

Official estimates of FDI flows for the
period 1992 to 2000 are as shown in

Table 2.2. No FDI outflows were esti-
mateddue to existing restrictions on
capitalinflows.

Table 2.2: Official Estimated FDI Flows in Tanzania 1992-2000

Million of USD

Source: Bank of Tanzania



Data recently compiled from TIC ap-
proval records reveal a growth pattern
that corresponds with the investment
policy evolution and promotional efforts
that the Government undertook since the
early 1990s. Fronfrigure 2.5it is evi-
dent that investors are sensitive to domes-
tic policy and incentive packages. After
the establishment of IPC in 1990, the
value of approved investments rose
sharply from a total of less than USD 50.0
million in 1990 to about USD 369.5 mil-

lion and 226.1 million recorded in 1991
and 1993 respectively, but fell to USD
166.3 million in 1995 as a result of ad-
ministrative weaknesses in the IPC. Simi-
larly, the positive effects of the Mining
Policy (1997), Tanzania Investment Cen-
tre Act (1997) and other promotional poli-
cies including investors forum of 1996
are noticeable through the increase of
value of approved investment during
1996, 1998 as well as 2000 when it
peaked at USD 698.3 million.

Figure 2.5:TIC Approved Foreign Investments, 1990 — 2000

Examined differently, the positive re-
sponse of foreign investments to policy
incentives can also be seerfrigure 2.6.
The chart illustrates that better policy and

improved administration during the late
1990s resulted in faster growth of the
stock of investment than was the case dur-
ing the early 1990s.

Figure 2.6:Stocks of TIC Approved Foreign Investment 1990 — 2000




11

CHAPTER THREE

QUANTITATIVE RESULTS

The analysis of quantitative data obtained
from the census is based on a number of
assumptions and basic methodological
standards for compilation of private capi-
tal flows data that are outlined in Appen-
dix I.

As much as possible, compilation was
based on standards outlined in the IMF
Balance of Payments Manual Version 5
(BPM5) which recommends that private
capital flows statistics be compiled as part
of balance of payments (BOP) and inter-
national investment position (IIP) which
require grouping of private capital data
into direct investment, portfolio invest-
ment and other investments. On this ba-
sis, two types of questionnaires were de-
signed namely foreign assets and liabili-
ties (FAL) for FDI and portfolio equity in-
vestment (PI), and banks survey for other
investments.

According to international data classifica-
tion standards, FDI stocks and transactions
are composed of three sub-classifications:
() equity capital (ii) reinvested earnings
and (iii) other capital (non-equity intra-
company transactions). The direct invest-
ment income component is obtained from
income on equity (dividends and profit
payments) and income on debt (non-eg-

uity interest payments). In the absence of
foreign participation in organised finan-
cial markets (e.g. Stock exchange), port-
folio investment is limited to portfolio
equity investment. Other investments in-
clude short and long-term debt from un-
related companies to FDI and Non-FDI
companies.

To satisfy these international standards and
other analytical considerations, companies
with foreign ownership were asked to pro-
vide disaggregated information such that
it could be classified by source country,
by economic sectors and by geographical
region in which the investment is located
in Tanzania. Distinction was made be-
tween stocks and flows as well as income
related flows. Due to inconsistencies in the
data reported by investdfsthe study
adopted both the change in stock approach
and transaction approach in calculating
annual flows of FDI.

3.1 Response Rate

A total of 875 questionnaire returns were

received, being 55.3 percent of all ques-
tionnaires distributed. The response rate
was calculated based on all questionnaires
completed and returned, but excluded all

those representing local companies and
companies that could not be located.

Table 3.1a: Distribution of Questionnare and Responses in Absolute numbers

Total Companies Local Not
with foreign ~ Companies  Located
ownership
Questionnaires distributed 1583 496 370 717
O/w Returned 875 404 370 101
Not returned 708 92 0 616

14 Detail explanations on data limitations are covered under Analytical Methods sub-section of Appendix 1.



Out of the 875 questionnaires received, 404
represented companies with foreign owner-
ship, 370 were for local companies while
101 questionnaire, were for companies that
could not be located because some compa-
nies:

* have changed address;

* have ceased to exist; or
* have changed business names and
possibly line of business.

Overallresponse rate based on
companies with foreign ownership
surveyed was 81.5 percent (Table
3.1b).

Table 3.1b: Response Rate of FDI Companies

3.1.1 Response rate by region

Table 3.2 shows geographical spread of
companies with foreign ownership in the
country which are concentrated mainly
in Dar es Salaam, Arusha Tanga,
Mwanza, and Kilimanjaro . Dar es

Salaam with 269 investment covered had

a response rate of 90.7 percent, whereas

Arusha with 80 companies had a response

rate of 83.3 percent, Tanga had 24

percent, Mwanza 84.0 percent, and
- . 15

Kilimanjaro 93.8 percent

Table 3.2: Response Rate by Region

15 These percentages are computed from Table 3.2



3.1.2 Sectoral distribution of responded
companies

Out of the 404 foreign investors that
responded, 30.9 percent were from the
manufacturing sector, 17.1 percent from
wholesale, retail trade, catering and
accommodation services 11.1 percent
from Agriculture, Hunting & Forestry and

Fishing, 10.4 percent from Finance,
Insurance, Real Estate & Business
Services while Transport, Storage &

Communication accounted for 10.2
percenfTable 3.3).

3.1.3 Quality of response

Out of 404 questionnaires received, 397
(about 98.2percent) were completed
satisfactorily and in order to expedite the
process and control the quality of
responses, continuous follow- ups were
made for further verification.

Table 3.3:Sectoral Distribution of Responded Companies.

Despite the high response rate and the
high quality of responses, respondents
faced a number of problems, for example;

* Some investors (particularly small
ones) found the questionnaire compl-
icated because they lack competent
staff toanswer the questions
correctly.

» Lack of culture to provide statistical
information to public authorities.

» Fearthat the information may beed
for tax purposes despite assurance

that the information would be trea-
ted instrict confidentiality.

3.2 Magnitudes and Composition of
Foreign Private Capital Flows

3.2.1 Stock of foreign private capital,
1998 and 1999

Data collected from the study reveals that
the stock of foreign private capital in
companies with foreign ownership has
been increasing over the recent past
(Table 3.4).



Table 3.4:Stock of FDI and Non-FDI 1995-1999

Millions of USD

* Most of the companies did not report historical information for the period before 1998

Study results show that total FDI stock
rose by 31.6 percent to USD 2,154.4
million as at end 1999, from USD 1,637.7
million as at end 1998. Similarly, the
stock of non-FDI liabilities increased by
55.8 percent to USD 460.9 million, from
USD 295.9 million. The total stock of
liabilities (FDI and non-FDI) reached
USD 2,615.3 million as at end 1999
compared with USD 1,933.6 million at
end 1998, representing an increase of
35.3 percent.

In 1998, the stock of FDI related
liabilities accounted for 84.7 percent of
the total stock of FDI and Non-FDI
related liabilities, whereas Non-FDI
related liabilities accounted for only 15.3
percent.The data reveals that a big
proportion of foreign private capital in
Tanzania originates from FDI related

sources. This type of financing minimises
the risk faced by companies with foreign
ownership from creditor threats in the
event that their investments perform
poorly. In 1999 FDI related stock
accounted for 82.4 percent while Non-
FDI related liabilities accounted for 17.6
percent(Figure 3.1)

Further examination of the magnitude and
composition of FDI stock reveals that at

the end of 1998, direct equity dominated
the financing pattern, accounting for 73.0
percent while non-equity components of
FDI accounted for the remaining 27.0

percent. In 1999, the stock of direct equity
also dominated the financing pattern

accounting for a reduced share of 67.7
percent, while non-equity components of
FDI accounted for an increased share of
32.3 percenfFigure 3.2).



Figure 3.1: Comparison of FDI and Non-FDI Stock of Liabilities for 1998 and 1999

The financing structure of companies with
foreign ownership in Tanzania shows a bias
towards equity financing, with a debt/equity
ratio of 32:68 in 1999. However, if non-
FDI liabilities (short and long-term
borrowing from unrelated companies) are
included, the debt/equity ratio increases
slightly to 44:56 but still reflects strong
commitment of foreign investors to their
investments in Tanzania.

Regarding debt financing, long-term
shareholders and intra-company loans are
more commonly used than short-term intra-

company loans. The stock of long-term
shareholders and intra-company loans
accounted for about 26.5 percent of total
stock of FDI by end of 1999, whereas short-
term loans by shareholders and related
companies accounted for 5.8 percent. The
heavy reliance on equity financing by
investors is attributed to its non-debt
creating nature, whereas the large stock of
long term debt financing, relative to short-
term debt is a reflection of the fact that most
of the projects are still at investment stages
or at initial years of their operations.

Figure 3.2: Composition of FDI Stock for 1998 and 1999

N
-



3.2.2 Flows of foreign private capital in
1999

The flow of foreign private capital into
FDI companies has been increasing in the
past years consistent with trends in the
stock of foreign liabilities as indicated in

Table 3.5. The Total flow of FDI for the
404 surveyed companies during 1999 was
USD 516.8 million while non-FDI flows
amounted to USD 165.0 million, result-
ing into a total flow of USD 681.8 mil-
lion which is 7.9 percent of GDP.

Table 3.5:Flows of FDI and non - FDI 1999

Millions of USD

Thus, FDI related flows accounted for
76.0 percent of total new foreign liabili-
ties for 1999 while the non-FDI liabili-
ties (mainly new loans from unrelated
companies) accounted for 24.0 percent
(Figure 3.3).

Similarly, the composition of FDI flows
into Tanzania during 1999 shows a bias
towards equity financing. Out of the to-
tal flow of FDI amounting to USD 516.8
million, equity capital amounted to USD

267.9 million (or 51.8percent) whereas
debt financing amounted to USD 248.9
million (48.2 percent). This structure of
financing implies a debt/equity ratio of
48:52. However, if non-FDI liabilities
(short and long-term borrowing from un-
related companies) are included, the debt/
equity ratio worsens slightly to 61:39 in-
dicating that foreign investments had a
higher exposure to debt financing in 1999
(Figure 3.4).



Figure 3.3: Comparison of FDI and Figure 3.4: Comparison of FDI Flows
Non-FDI Flows for 1999 for 1999

3.3 Foreign Direct Investment by gives a listing of ten leading countries
Country of Origin with investments in Tanzania as at end
1999. It may be noted that Ghana tops
the list with a stock of USD 398.8 mil-
lion followed by the UK with the stock
of USD 337.4 million. With the excep-

3.3.1 Stock of FDI by country of origin
for 1998 and 1999

Data on FDI stock by country of origin tion of the UK, most of the leading coun-
shows unexpected results for 1998 and  tries namely Ghana, Australia and Canada
1999 with, new comers overtaking tradi- are heavily involved in the mining sec-
tional countries like the UK. Table 3.6 tor.

Table 3.6 :Stock of FDI by Country of Origin, 1998 to 1999
Millions of USD

54.4




Figure 3.5: The Stock of FDI by Country of Origin

Hence out of the total stock, Ghana ac-
counts for 18.5 percent, UK 15.7 percent,
Australia 11.0 percent, Canada 8.0 per-
cent, USA 6.0 percent and Netherlands
5.1 percent. Within the region (Eastern
and Southern Africa), only Mauritius and
Kenya feature among the top ten. On the
other hand, South Africa, which has
stepped-up its investment in the country
does not appear in the top ten list as at
the end of 1999Figure 3.5).

One very important finding from the
study result is that there is no geographi-
cal concentration of sources of FDI flows
in Tanzania. This diversification is ben-
eficial to the country since it minimises
external shocks that may arise as a result
of economic disturbances in any single
country.

3.3.2 The flow of FDI by country of
origin for 1999

The FDI flows into Tanzania for the year
1999 shows a different ranking of top ten
countries when compared to that of FDI
stock. While Ghana still leads with a to-
tal flow of USD 134.2 million in 1999,
new countries have emerged into the top
10 list including South Africa, Panama,
Mauritius, France and Rusgigable 3.7).

Table 3.7 :Flow of FDI by Country of
Origin, 1999

Ghana accounted for 26.0 percent of the
total FDI flows into Tanzania in 1999,
followed by Australia with 25.3 percent,
Canada 14.8 percent. Countries from the
Eastern and Southern African region
namely Kenya, South Africa and Mauri-
tius account for 5.7 percent, 3.9 percent
and 3.7 percent respectively.



Table 3.8 :Flow of FDI
Country of Origin, 1999

Equity by

In terms of FDI flow by equity capital,
Ghana does not feature in the list of top
ten countries implying that FDI from
Ghana for 1999 was largely financed
through deb{(Table 3.8) Australia and
Canada, which have heavy investmentin
the mining sector, had a combined share
of more than 60 percent of total equity
investments in Tanzania during 1999.

3.4 Sectoral and Regional Distribution
of FDI

3.4.1 Sectoral Distribution.

Analysis by sectoral distribution reveals
that Mining & Quarrying, and Manufac-
turing sectors accounted for the largest
share of the FDI stocks as at end 1998
and 1999 (Table 3.9).

Table 3.9: Stock of FDI by Sector, 1998 and 1999

Millions of USD

In 1998, Mining and Quarrying ac-
counted for 30.8 percent of the total FDI
stocks, followed by Manufacturing with
24.8 percent. At the end of 1999, the share
of Mining and Quarrying had gone up to
39.4 percent while Manufacturing re-
mained second with a slightly reduced

share of 22.1 percent. The third largest
sector is Wholesale, Retail trade, Cater-
ing and Accommodation Services, which
accounted for about 15.4 percentand 13.1
percent as at end 1998 and 1999, respec-
tively.



The rest of the sectors absorbed less than
10 percent each, with investments in the
Agriculture sector accounting for about

7 percent in both years. Finance, Insur-
ance, Real estate and Business Services
whose stock of FDI accounted for about
7 percent, at end 1999 is a new sector
with great potential to attract more invest-
ments following liberalization of the fi-
nancial sector and the trade and exchange
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regime. Sectoral distribution of FDI flows
is similar to that of FDI stock with high
concentration in Mining and Quarrying,
and Manufacturing sectors. The two sec-
tors accounted for a combined share of
more than 80.0 percent of the total flows
of FDI during 1999, with Mining and
Quarrying commanding the largest share
of 66.8 percenfTable 3.10).

Table 3.10: Flows of FDI by Sector, 1999

Millions of USD
Sector Amount Percentage
Mining & Quarrying 345.3 66.8
Manufacturing 69.0 13.4
Wholesale, Retail Trade, Catering & Accommodation
Services 29.7 5.7
Agriculture, Hunting & Foresty 31.9 6.2
Finance Insurance, Real Estate & Business Services 13.8 2.7
Contruction 14.0 2.7
Transport, Storage & Communication 10.5 2.0
Others 2.1 0.4
Community, Social & Personal Services 0.4 0.1
Electricity, Gas, Water 0.0 0.0
TOTAL 516.7 100.0

Agriculture, Hunting and Forestry, the
largest sector in the economy attracted
only 6.2 percent of FDI flows during
1999, slightly ahead of Wholesale, Re-
tail Trade,Catering & Accommodation
Services Sector (tourism related activi-
ties) that accounted for 5.7 percent.

The sectoral pattern of FDI flows indi-
cates a policy and promotional bias in
favour of Mining and quarrying, and
manufacturing sectors. The results do
indicate that there has not been substan-
tial investment in the agriculture sector
partly because of the risks associated with
investments in the sector, and also due to
lack of policy incentives to attract more
investment in the sector.

3.4.2 Regional distribution

Distribution of foreign direct investments

across regions in Tanzania shows a bias
in favour of Dar es Salaam and Mwanza.

The two regions account for a combined

share of nearly 60.0 percent of the stock
of FDI in Tanzania at the end of 1998 and

1999(Table 3.11).

Dar es Salaam has attracted substantial
investment mainly because of being the
main commercial centre and having
unparalleled social and economic
infrastructure conducive 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, namely, Lake
Victoria with great potential for fishing,
and good weather that support
agricultural activities and is also rich in

minerals especially gold.



Table 3.11: Stock of FDI by Region by end 1998 and 1999

Millions of USD

Figure 3.6: Stock of FDI by Region for 1998 and 1999

Other regions, which have attracted sub-
stantial amounts of FDI, are Shinyanga,
which accounted for 9.1 percent of total
stock in 1999, followed by Arusha with
8.0 percent and Mara with 6.8 percent
(Figure 3.6).

Mining activities in the lake region have

been responsible for attracting invest-
ments in the regions of Shinyanga and
Mara while Arusha, being the main com-

mercial centre in the northern zone, has
attracted substantial amounts of FDI due
to its potentials in Manufacturing, Min-
ing and Tourism. Arusha is also the head-
quarters of the East African Community
(EAC) and its easy accessibility by air,
rail and road networks has become one
of the main destinations of foreign invest-
ments in Tanzania.

The study results indicate that Mwanza



was leading with a share of about 34 per-
cent in the distribution of FDI flows by
region in 1999, followed by Dar es Sa-
laam with 22.8 percent, Shinyanga with
16.5 percent and Mara with 15.6 percent.
There is very little flow of FDI in the rest
of the regions.Table 3.12).

Table 3.12 :Flow of FDI by Regio1999

3.5 Income Related FDI Flows

Income related flows include dividends
paid to foreign shareholders, and interest
on foreign borrowings by FDI compa-
nies.

3.5.1 Dividends

Table 3.13provides data on dividends pay-
ments by sector for 1999. In 1999 a total of
USD 42.4 million was paid to foreign in-
vestors. 62.7 percent of the dividends paid
in 1999 originated from the manufacturing
sector, followed by Finance, Insurance,
Real Estate, and Business services sector
with 26.1 percent, whereas tourism related
services accounted for 9.1 percefable
3.13).

The table reveals that very little dividends
were paid out with respect to Agriculture
and Transport sectors, which signifies the
low level of foreign investments in these
sectors. The mining sector, which featured
prominently on both stocks and flows in
1999, did not register any dividends
payments during 1999, indicating that most
of the mining projects were new and some
not fully operational.

3.5.2 Interest

Total interest income payments during 1999
amounted to USD 28.0 million out of which
61.8 percent was paid for long-term loans
and the remaining 38.2 percent for short-
term loans. This implies that FDI external
debt is largely dominated by long-term
borrowing, and mostly from related
companies. Similarly much of the short-
term borrowing originated from related
companiesTable 3.14).

Table 3.13: Dividends paid by Sector1999




Table 3.14:Interest Paid by Debt Type for 1999

Millions of USD

During 1999, sectoral distribution of in-
terest payments indicates that Manufac-
turing and Mining sectors account for
33.2 percent and 31.8 percent of total
payments respectively followed by tour-
ism related services that accounted for
12.1 percent.

Interest payments on long-term loans was
dominated by Mining sector that ac-

counted for 41.9 percent, followed by
Manufacturing sector with 17.9 percent.
(Table 3.15).

This is consistent with the earlier find-
ing that the mining sector was mainly fi-
nanced by long-term loans, hence the
high interest payments.

Table 3.15: Interest Paid by Sector and Debt Type for 1999

Millions of USD

Interest payments on short-term debt was
dominated by manufacturing sector ac-
counting for 57.9 percent, followed by

mining sector that accounted for 15.9
percent. The pattern indicates that there

is a substantial amount of short-term bor-
rowing particularly suppliers credit to

facilitate operations in the manufactur-
ing and mining sectors for the period
under study.



CHAPTER FOUR

BANK’S SURVEY

In principle, private capital flows
comprise of FDI, Portfolio Investment
(PI) and other investments. In the absence
of non-residents participation in the Dar
es Salaam Stock Exchange (DSE),
portfolio investment flows through the
stock market could not be surveyed.
However, efforts were made to survey
other investment flows by the private
sector/locally owned companies and
other entities through the banking system.
The banks survey was conducted in
recognition of the important role banks
perform in mobilising and allocating
financial resources. In total, 16 banks
were surveyed for quantitative and
gualitative information with respect to
banks themselves as well as their clients.

The following is a summary of the result
on both quantitative and qualitative
aspects.

4.1 Bank Lending Abroad

Private capital flows — inflows and
outflows through banks appeared to be
very limited. Bank lending abroad was
limited to bank placements recording a
stock position amounting to USD 49.0
million by end 1999, being a decline from
USD 66.3 million by end 1998. Only five
banks out of 16 reported bank placements
amounting to USD 0.25 million during
1999, up from USD 0.12 during the
previous year. There were no trade credits
or any type of long-term lending abroad
by local banks.

4.1.1 Reasons for Limited Lending
Abroad

» The existence of profitable opport-
unities in the local market.

» Absence of risk guarantegechani-
sm. Four banks out of 16 indicated

the absence of having credit risk guarantee
mechanism in the country and absence
of credit rating agency as some of the
main impediments to expanded lending
within and outside Tanzania.

* Most banks in Tanzania are foreign
owned with their main business
focus to the local market rather
than external market.

» Existence of restrictions on exter-
nal lending by local entities (i.e.
capital account is partially libera-
lised with foreign investments
being subjected to BOT approvals).

4.1.2 Motivations for lending abroad

Despite difficulties experienced on
lending abroad, four banks out of 16
pointed out that their continued lending
was mostly influenced by the following
factors:

» Character of the borrower (most
lending directed to banks abroad).

» Level of profitability.

» Credit risk insurance mechanism
available abroad (largely ensured
if it is bank to bank lending).

» Speedy recovery process and
existence of legal jurisdiction in
case of default.

In spite of the existence of external
motivations for lending abroad by local
banks, the volume of lending abroad still
remain low as explained in sub-section
4.1.1.

In general, and as observed above, many
banks indicated that they do not lend
abroad and have no immediate plans for
doing so(Table 4.1).



Table 4.1: Direction of bank lending out-
side Tanzania

Short Long

term term
Start/expand 3 2
Maintain 1 0
End 2 0
No opinion 10 14
Total 16 16

Out of 16 banks surveyed, only 3
indicated the intention to start/expand
short-term lending abroad in order to
meet external obligations of the
correspondent banks as well as improve
leverage among related banks abroad. On
the other hand, 2 banks indicated the
intention to stop short-term lending
abroad due to limitations in internal
jurisdiction. One bank cited the existence
of local profitable opportunities as one
reason that might slow down their motive
to lend abroad.

4.2 Bank Borrowing from Abroad

Contrary to expectation, it was only one
bank out of 16 that reported to have bor-
rowed externally (for long-term) on its
own and clients’ financial needdy end
1999, the stock of foreign borrowing
amounted to about USD 3.0 million,
which was a decline of 12.3 percent from
USD 3.8 million at end 1998. None of
the banks reported any short-term bor-
rowing from abroad.
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The bank that reported having foreign
borrowing had a net outflow amounting
to USD 1.1 million during 1998 com-
pared with a net outflow of USD 0.2 mil-
lion during 1999. The higher net outflow
in 1998 was mainly due to the absence
of borrowing (loan disbursement) during
the year. Similarly, principal repayments
and interest charges were higher in 1998
compared to 1999.

4.2.1 Factors Influencing Borrowing
from Abroad

When asked on factors influencing their
behaviour on borrowing from abroad,

two banks indicated that they do not
conduct any such transactions. Two other
banks cited the following internal and

external factors as their main

considerations on foreign borrowing:

External factors:
» Availability of competitive
instruments abroad;

» Cost of borrowing;

* Feasible terms.
Internal factors:

* Exchange risk;

* Limited opportunities for onward
domestic lending.

Based on these observations, most of the
banks (14 out of 16) did not attach any
importance on external borrowing for
onward lending domestical(ffable 4.2).

Table 4.2: Borrowing Abroad for Domestic Lending

Borrowing for Very
Lending Significant
Foreign currencies 1

Local currencies -

Significant

Not
Significant

1 14
1 14




The future outlook of foreign borrowing

by Tanzanian banks is still uncertain
given the factors described under 4.2..
However, the bank, which reported to
have borrowed from abroad is planning

to expand borrowing in the future. One
other bank reported to be planning to start
short and long-term borrowing from
abroad while two banks were thinking of
starting long-term borrowin@able 4.3).

Table 4.3:Direction of Bank Borrowing from Abroad

The rest of the banks were largely
uncertain on their future plans. When
asked on how their borrowing for
domestic lending have changed over

time, almost all the banks did not show
any immediate change in their borrowing
behaviour(Table 4.4).

Table 4.4:Change in Foreign Borrowing for Domestic Lending

4.3 Other Observations

4.3.1 The Impact of Regional Integra-
tion

Arrangements (EAC, SADC) on
Banks’ Business

Almost all banks gave favourable opinion
about the impact of revival of EAC and
the increased spirit of co-operation under
SADC. Many banks consider increased
free movement of capital, labour and
entrepreneurship within the region under
the auspices of EAC and SADC to be the
driving force towards increased scope of

economic activities and ultimately
leading to widening and deepening of
banking business. Business opportunities,
trade flow, investments and corporate
finance are expected to increase leading
to an advancement of modern banking
practices through sharing of experience
in important areas like credit risk
management and fraud control.

4.3.2 Level of Competition in Bank
Business.

All banks admitted that competition in
the banking business exist@@ble 4.5)



Four banks considered the competition
to be very high due to the fact that the
number of banks and non-bank financial
institutions together with bureaux de
change is quite high in relation to the size
of the economy. Big foreign investors
especially from Europe and South Africa
channel their business to the well-
established foreign banks. However, six

banks pointed out that the level of
competition is only medium because
there are vast potential opportunities,
which are yet to be fully utilised. The
nature of competition is limited to two
categories of clients i.e. a few big banks
dealing with few corporate customers and
small and medium size banks dealing
with retail customers.

Table 4.5:Level of Competition in Banking Business

Very

high High
Level of
competition 4 4

Very
Medium low low
6 0 0

4.3.3: Problems in Making Repayment
Abroad

Since most banks indicated low volume of
borrowing from abroad (for both themselves
and their clients) they currently do not face
any problems related to making repayments
abroad. However, the bank that reported bor-
rowing from abroad (and potential borrow-
ers in future) considers exchange rates vola-
tility the greatest risk facinthe nature of
future borrowing.

4.3.4 Investors’ Willingness to Report
Information to Authorities

Reporting of various types of informa-
tion by investors to relevant authorities
is important for statistical and policy
making purposes. All investors including
banks were asked to provide views on
methods that could be used by the au-
thorities to improve the level and quality
of reporting. Almost all banks pointed out
that they already comply by submitting
statutory monthly, quarterly, and annual
returns to the Bank of Tanzania and most
are willing to further comply if there is

additional information requirement by the
BOT. However, the banks made the fol-
lowing suggestions as regards to submis-
sion of information to other institutions.

* Assurance that the information re
guested would be treated with strict
confidentiality and that it would be
used by only the requesting
institutions and for the intended
purposesonly.

» Creation of a transparent regulatory
framework that allows institutions
to participate in appropriate policy
formulation and review of issues
affecting them.

» Getting feedback on the report
presented to the government and
see whether they are of any
relevance in the improvement of
their banking business.

* Harmonising the reporting system
and reducing the number of
reports.



CHAPTER FIVE

INVESTORS’ PERCEPTIONS

This chapter analyses the determinants of the
flow of foreign private capital into mainland
Tanzania based on investors’ perceptions on
how various economic and political factors
have affected their investment decisions and
operations in Tanzania.

Overall, foreign private capital flows are
influenced by both ‘pull’ and ‘push’ factors.
In Tanzania pull factors include
macroeconomic stability, governance,
existence of large savings-investment gap,
improvements in the state of infrastructure,
improvements in the provision of financial
services, labour stability and other social-
economic factors such as labour productivity,
legal framework and other sectoral policy
reforms. Push factors include, globalisation,
recession/boom conditions, the need for
diversification of investment portfolio, return
on investment, and historical relationship
between countriés

In this study, foreign investors were required
to identify the extent to which factors
including macroeconomic policies,
infrastructure and public services, financial
services, governance, and labour have
affected investment in their business. They
were also requested to give their opinion on
other factors namely corruption, internal
security, and regional and international
political concerns. Investors were required
to rank the impact of each of these factors
on investment decisions and their day to day
operations. Ranking levels ranged from 1 for
“very positive effect” to 7 for “very negative
effect”. Rank 4 was given for “No effect”.

In order to value the dynamic aspects of these
factors, investors were required to compare
the situation at the time they started business
and the current period i.e. year 2000.
Nevertheless, caution has to be taken on the
interpretations and conclusions arrived at

16 Kimei C. et al (1997)

during the “start-up period” since start-up
dates differ, some going as far back as the
1950's and 1960's. However, most of the
companies that responded to the
guestionnaires were registered in Tanzania
during 1990s.

Apart from the specific factors, investors
were also requested to respond to open-
ended questions, which solicited views on a
range of issues including sources of
information that guided investors to invest
in Tanzania, factors that attracted the
investors, the likely direction of their future
investment, and investors’ general feeling on
the Government efforts to promote
investments in Tanzania. As a means of
promoting dialogue between the private and
the public sectors, investors were also asked
to suggest measures that the Government
could take to encourage investors to
volunteer information to the Government
regarding their operations.

In addition to written responses qualitative
information was also obtained through oral
interviews that were conducted by
enumerators.

Generally, perception questionnaires were
well received and completed by the
investors. Overall results indicate that as at
end of 2000, on average, about 70 percent
and 58 percent of investors had a favourable
opinion on macroeconomic factors and
governance factors respectighigure 5.1).

The factors that did not feature well
in investors’ perceptions were
infrastructure and public services,
financial, labour and diverse factors.

Only significant results (positive or

negative perceptions) on sub-factors
are presented in the following sections.
In order for the analysis of perception



Figure 5.1: Overall Investors Perception on Main Factors Affecting Investment Climate

(in percentage)

scores to be meaningful, a rank of 4
that represented “no effect” was taken
to mean either negative or positive but
with no significant effect perceived.
Thus rank 4 score was added to the
dominant perception. For example, if
the general perception was negative
(as may be depicted by the graph), then
the percentage of rank 4 was
incorporated in the total negative score
and vice versa. The perception results
on all considered sub factors are
presented in Appendix 3.

5.1 Macroeconomic Factors

In order to understand the opinion of
investors on macroeconomic policy
measures pursued by the Government,
investors were required to rank the
various macro-economic factors that
affect their operations. These factors
are: fiscal policy, monetary policy,
government stability, government
spending, regulatory framework, state
intervention in private business,
business environment, environmental
policy, foreign policy and financial
sector stability.

Figure 5.2:Investors’ General Perception on Macroeconomic Factors




Box 5.1: Notice to Importers of Substandard Items into Tanzania

The perception of investors on the
macroeconomic factors has generally
been positive, implying that investors
have confidence in government economic
reforms, which have been undertaken
since the mid 1980s. 72 percent of the
investors found macroeconomic factors
to have been positive at the start-up of
business and 70 percent still found it
positive in the year 2000 (Figure 5.2).

Despite the good impression the investors

have on macroeconomic policies, there
was no consensus on the extent to which
the Government should liberalise
While most investors in the banking and
the mining sectors, prefer further
liberalisation as well as full liberalisation
of the capital account, most investors in
the manufacturing sector would prefer
limited liberalization with some level of
protection. These views are based on the
premise that too much external trade

" This observation was also noted in the report on the pilot survey of foreign investments by Noni et al, 1999.



liberalization can turn Tanzania into a
dumping place for sub-standard and
cheap imports. Indeed this contention is
supported by Tanzania Bureau of
Standards (TBS) concern that was
published in the Sunday Observer off22
November 1998, which warned the
public and importers against inferior
imported items such as batteries, match
boxes, tyres, radios,” khanga” e(Box
5.1).

5.1.1 Monetary Policy

Results show that at start-up 77 percent of
the investors found monetary policy to be
conducive to the investment decisions
(Figure 5.3) Monetary policy is generally
commended for containing inflation to
single digit. For more than two years
inflation remained at single digit from as
high as 33.1 percent in 1994, down to 21.2
percent in 1996, 12.8 percent in 1998, 7.7
percent in 1999 and to 5.9 percent by end
December 2000.

5.1.2 Fiscal policy

The study results shows that 68 percent
of investors found fiscal policy to be

conducive for investment at the time of
start-up and only 56 percent found fiscal
policy to be conducive by the year 2000
implying that fiscal policy has been
undermining their operatiofigure 5.4).
They cited in particular VAT at the rate
of 20 percent to be too high. The negative
perception may have been influenced by
the following: -

Establishment of TRA in 1996,
which strengthened tax
administration;

Introduction of VAT at a rate 20
percent which broaden the tax
base;

Coming to an end of IPC related
tax holidays.

However, the tax reforms implemented

during the mid 1990s have been generally
pro-business except that the lag in policy
effectiveness might have contributed to

the weakening of the favourable opinion

expressed at the start up time .

Figure 5.3:Investors’ Rating of Monetary Policy in Tanzania
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Figure 5.4:Investors’ Rating of Fiscal Policy

5.1.3 Government Stability

Government stability was singled out as
the most important factor that attracted
foreign investors to Tanzania with 96
percent of investors indicating

favourable opinion astart of their

operations, compared with 98 percent
in the year 2000. Furthermore, most
investors commended the government
for not intervening in the day-to-day
operations of private businesses
(Figure 5.5).

Figure 5.5:Investors’ Rating of Government Stability




5.1.4 Other Macroeconomic Factors

Institutional reforms such as the
establishment of TIC, PSRC and TRA
have been praised for having supported
the macroeconomic reforms. However
investors perceived lack of co-ordination
among institutional reforms thus causing
bureaucracy, and confusion, partly
because of conflicting laws especially
between TIC and TRA. There is therefore
a need to harmonise the laws and
regulations in order for them to be more
effective in promoting a conducive
investment environment.

In addition, the investors found the
general legal framework inadequate in
supporting the economic reforms,
expressing concern that legal reforms
have lagged behind economic reforms.
There is need, therefore for the

Government to speed up the review of
the legal frameworké

5.2 Infrastructure and Public Services

The infrastructure and public services
factors include inland transport, ports,
electricity and water supply, postal
services, telecommunications, customs
services, immigration facilities,
municipal services (garbage, sewerage),
banking services and credit rating. About
58 percent of the investors found
infrastructure and public services to be
in poor state at start up and the same was
reported for the preserfFigure 5.6).
However, investors acknowledged
remarkable improvement in the
telecommunication sector but expressed
concern on the state of the electricity and
water supply services and rural roads.

Figure 5.6:Investors’ General Perception on Infrastructure and Services Factors
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5.2.1 Utilities (Figure 5.7(a) One investor pointed out

Major concerns with regard to utilities

centred on unreliable supply and high
costs of electricity and water. About 76
percent of the investors found electricity
services to be poor at the start-up
compared with 68 percent by year 2000

that unreliable supply of electricity; water
and sewerage services cost his company
7.5 percent over and above normal costs
in 1999. The high operational cost
undermines the competitiveness of
Tanzania’s products in the market.

18 A review of outdated laws in Tanzania has been well documented, most recent is a report of a study by ESRF for Confeeration
of Tanzania Industries (CTI) on “Review of Legal, Regulatory and Judicial Framework Regarding MAnufacturing and Business
Sector in Tanzania”December, 2000.



Figure 5.7(a):Investors’ Rating of the Electricity Supply in Tanzania

Electricity and water tariff are considered
too high in Tanzania relative to its
neighbours. While 87 percent of investors
found electricity tariff to have a negative

impact on their investment at the start-
up, the number increased to 89 percent
at the year 200[Figure 5.7(b)].

Figure 5.7(b):Investors’ Rating of Electricity Tariff in Tanzania

Household consumption, which account
for about 60 percent of total consumption
of electricity in the country is subsidized

by industrial consumption hence the high

industrial tariffs. TANESCO is
beleaguered with high losses (technical
and non-technical), which for example

amounted to about 50 percent of expected
revenue for the year 2000. In order for
TANESCO to break-even, tariffs
especially for industries are maintained
high. There is need therefore to improve
efficiency in the utility company and



review and adjust the tariffs across the
industrial and household categories with
a view to improving the investment and
business environment.

5.2.2 Banking services
Financial services are considered

fundamental for operations of investors.
77 percent of the investors had favourable

opinion on the state of banking services
by year 2000, which is an improvement
from 67 percent at the start-(pigure
5.8).The financial reforms have enabled
Tanzania to attract investors of
international reputation in the banking
and insurance business. However,
investors expressed concern on the lack
of long-term financing facilities.

Figure 5.8:Investors’ Rating of Banking Services in Tanzania
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5.2.3 Other Infrastructure Services

Generally the state of infrastructure was
found to be poor but improving, calling
for an urgent need to improve rural roads,
water, electricity supply and municipal
services.

5.3. Financial Factors

The following sub-factors were

considered under the financial category:
inflation, availability of business credit,

interest rate, depreciation of domestic
currency, national payment system and
exchange control. At the start-up, 76
percent of investors considered financial
factors to have a negative effect in their
investment decisions. However, by year
2000 only about 69 percent of investors

B Now = Year 2000

still had a negative perception implying
that there has been some improvement
in the delivery of financial services
(Figure 5.9).

Investors singled out high bank lending
rate and non-availability of credit as the
most disturbing factors. Short-term
lending rates declined substantially from
an average of 33.4 percent in 199%uto
average21.9 percent in 1998ut still
remain high at more than 20 percent
during the year 2000 despite a decline in
inflation to single digit levels. Regarding
interest rates, investors find the high
interest rates restricting investments in
the country(Figure 5.10). Banks maintain
that high lending rates are a result of high
credit risk.



Figure 5.9:Investors’ General Perception on Financial Factors

5.3.1 Domestic Currency

Depreciation of the domestic currency
was considered destabilizing by many
investors(Figure 5.11) 87 percent of
investors perceived negatively the
development in the shilling exchange rate
at start-up. The negative perception has
remained high, improving slightly to 82
percent by year 2000. Some investors
were concerned that the value of the
shilling was overvalued, hence
undermined the level of competitiveness
of Tanzania products in the world market.

5.4 Governance Factors

Governance factors examined include,
regional trade integration, trade policy,

investment incentives, bureaucracy, tax
collection efficiency, effectiveness of the
legal system, land law and administration,
and speed of decision-makingigure
5.12 shows that 58 percent of investors
had favourable opinion of governance
factors and the same percentage of
investors held this opinion at year 2000.
However, specific factors reveal mixed
perceptions with favourable opinion
given to investment incentives and speed
of decision-making by TIC and BOT. On
the other hand, unfavourable opinion was
expressed on bureaucracy, tax collection
efficiency, effectiveness of the legal
system and delays in decision making by
TRA.

Figure 5.10:Investors’ Rating of Interest Rate in Tanzania




Figure 5.11:Investors’ Rating of Exchange Rate in Tanzania

Figure 5.12: Investors’ General Perception on Governance Factors

Investment Incentives

54.1

78 percent of investors at start-up and 80
percent of investors by year 2000 rated
the investment incentive package
favourably. This follows the review of
Investment Promotion Policy that
resulted in the establishment of TIC as a
one-stop centre. Investment registration
procedures at the TIC have since been
simplified and became less bureaucratic.
TIC is thus praised for offering
reasonable incentives to investors and
moving steadily towards a truly one-stop
centre(Figure 5.13).

5.4.2 Bureaucracy

About 90 percent of investors ranked
bureaucracy negatively at the start up, a
perception that is still maintained by
investors despite a slight improvement to
87 percent by the year 2000. Generally
investors find Tanzania to be very
bureaucratic, with some government
departments lacking consistency and
coherence in their operations, factors that
discourage investment. Despite the
establishment of TIC as a one-stop centre
in 1997, investors are still obliged to
contact other institutions and government



agencies in the course of setting up
business. It is observed that some
government departments have not been

friendly to investors, although there has
been a slight improvement in recent
years.(Figure 5.14).

Figure 5.13:Investors’ Rating of Investment Incentives in Tanzania

Figure 5.14:Investors’ Rating of Bureaucracy in Tanzania

5.4.3 Tax Collection Efficiency

About 77 percent of investors had a
negative perception on tax collection
efficiency compared with 74 percent in
2000, indicating a slight improvement
(Figure 5.15) Investors acknowledged

that the establishment of TRA had
improved tax administration but

complain of the slow pace in decision-

making after the introduction of VAT.
However, investors emphasized not to be
misunderstood that they do not like
taxation, instead they disliked the manner
in which tax authorities were treating
taxpayers, a situation which created room
for corruption. Investors expressed the
need to improve efficiency especially in
the administration of the Customs and
VAT Departments.



Figure 5.15:Investors’ Rating of Tax Collection Efficiency in Tanzania

5.4.4 Land Law and Administration

Many investors rated land laws and
administration negatively. About 43

percent of the investors at start-up
indicated that land law and administration
had no impact on their operations. The

same proportion of investors maintained
the same opinion by year 20(Bigure
5.16) This is consistent with the fact that
many of the investors are not in the
agricultural sector which is most
impacted by land laws.

Figure 5.16:Investors’ Rating of Land Law Administration in Tanzania

5.5 Labour Factors

Labour factors that were examined
include labour legislation, employment
of expatriates, labour stability, minimum
wage, availability of highly educated and
skilled employees, and HIV/AIDS. In

general, labour factors were perceived by
the investors to have had a negative effect
on investment both at start-up and in year
2000. 73 percent of investors had a
negative opinion at start-up and 72
percent by the year 20@Bigure 5.17).



Figure 5.17:Investors’ General Perception on Labour Factors

Many investors indicated that the
minimum wage legislation had no effect
on their business. However, they
observed weaknesses with regard to
labour legislation that overprotect
employees making it difficult for
employers to fire unsuitable ones.
Limited availability of highly educated
and skilled labour was also observed
especially in specialised fields such as
human resource management, tourism,

insurance and finance.
5.5.1 Labour Stability

About 77 percent of the investors found
labour to be reasonably stable and the
rating improved slightly to 79 percent in
year 2000 (Figure 5.18)Strict laws
govern Trade Unions in Tanzania.
Lockouts are not unusual but not frequent
enough to be a concern to investors.

Figure 5.18:Investors’ Rating of Labour Stability in Tanzania




5.5.2 HIV/AIDS

The effect of HIV/AIDS on investment
is increasingly becoming a problem.
While about 70 percent of investors were
neutral about the impact of HIV/AIDS at

start-up, only 55 percent of the investors
felt the same in year 2000. On the other
hand, investors who have been negatively
affected by HIV/AIDS increased from 28
percent at start up to 42 percent by 2000.
(Figure 5.19).

Figure 5.19:Investors’ Rating of HIV/AIDS in Tanzania
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5.6 Diverse Factors

Diverse factors, which were examined,
include corruption, internal security,

domestic political scenario, regional

political scenario, domestic economic
situation, global economic situation,

market expansion, Zanzibar route and
smuggling. Investors singled out

corruption, and smuggling as the most
disturbing factors while domestic

political scenario, and market expansion
were the most encouraging factors.

5.6.1 Corruption

While investors praised Government
efforts in fighting corruption, they

pointed a finger at corruption in the

Judiciary, Police and Customs and
recommended that corruption should be
addressed more seriously and culprits
penalised accordingly. Out of the 404
investors surveyed, 94 percent found

B Now= Yea 2000

corruption to be a problem at start up. The
number has declined to 91 percent by
2000 implying a slight improvement
(Figure 5.20).

5.6.2 Smuggling

Some investors particularly those in the
manufacturing sector expressed concern
over the high level of smuggling in the
country. They complained that some
consumer goods smuggled into the
country resulted into unfair competition
in the market.

5.6.3 Domestic Political Scenario and
Internal Security

Investors consider Tanzania as a stable
country politically, an important factor in
attracting investment in the country. 87
percent of investors at start up and 85
percent in the year 2000 consider the
country’s political stability to have made



Tanzania a safe destination for in 1961, Tanzania has not experienced
investments(Figure 5.21) Other any serious political turmoil unlike some
studie$® on capital flows conducted in of its neighbours. Many investors have
Tanzania arrived at a similar conclusion. rated favourably the state of internal

For many years since its independence  security.

Figure 5.20:Investors’ Rating of Corruption in Tanzania

Figure 5.21:Investors’ Rating of Domestic Political Scenario in Tanzania

5.7 General Perception on Investment investment decisions, future trends of the

Climate investments and general opinion on
Government policies and management of

Investors were asked open-ended the economy.

qguestions on factors influencing their

19 For example Dr. Godwin Mjema, Dr. Charles Kimei, Dr. Ben tarimo and Anna Msutze on Capital flows to Tanzania presented
to the EFA Workshop on Private Capital Flows to Sub-Saharan Africa, held at Cape Town 14-15 July 1997.



5.7.1 Generally how do you find the
investment policy and climate in
promoting private capital flows in
Tanzania?

Investors were required to provide
opinions on whether the investment
policy is favourable with regard to their
respective sectors. Answers to this
guestion are presented for each sector.

Table 5.1, shows that 72 percent of

investors across sectors found the
investment policies and climate to be
favourable. Agriculture and construction

had the least favourable investment
climate while the only investor in the

electricity/water/gas sector found the
investment climate to be favourable. For
other sectors, the majority of investors
found the investment climate favourable,
ranging between 72 percent to 82.

Table 5.1: General Rating of Investment Policies by Sector

5.7.2 What is the likely direction of your
investment in Tanzania in the medium-
term?

Table 5.2shows that about 71 percent of
investors surveyed plan to expand their
businesses in Tanzania in the medium term
mainly because of the socio-political
stability. Other factors include stable
macroeconomic conditions, improved
infrastructure, improved market conditions
and market expansion, and good
governance (efforts towards fighting
corruption and labour stability).

Table 5.2: likely Direction of Investment
in the Medium-Term

20 By the time of the survey there was only 1 private electricity company that has been registered. It responded pdsdtively to t

investment climate hence the 100 percent

21 The percentage given in the table refer to the proportion of investors in each specific sector who found the investment climat

favourable and by reference implying how attractive the seector is to investment.



Only 10 percent of investors surveyed
indicated the intention to reduce their
investments in the medium-term while 19
percent expect to maintain their current
levels of investment. The reasons given
for the decision to reduce future
investment levels in agriculture relate to
unfavourable weather, high electricity
tariffs and unstable world prices. In the
mining sector, the reasons advanced for
reduction were high costs of operations
and limited access to credit. In the
manufacturing sector, problems relate to
high electricity costs, tax evasion and
inadequate protection of domestic
industries and dumping.

5.7.3 Specify the most important factors
that influenced your initial decision to
invest in Tanzania

More than 60 percent of investors
mentioned political stability as the
number one factor influencing the
decision to invest in the country. Other
influencing factors include domestic
economic situation, natural endowments

and the country’s strategic location as a
gateway to Eastern, Central and Southern
Africa.

5.7.4 Identify or tick below the most
reliable source of information for your
initial investment decisions

Different investors used different sources
of information, which influenced their
initial decision to invest in Tanzania. The
most preferred sources were business
associates with 29 percent; Government
sources such as TIC with 16 percent and
word of mouth and local media with 13
percent and 10 percent respectively. Few
investors used donors and international
agencies as sources of investment
information. One implication of these
findings is that there is a need for the
Government to enhance its promotional
efforts by targeting specific groups of
investors using high level executives
(including the president) in the promotion
strategy as was done in the case of the
mining sector.

Table 5.3:Most Reliable Source of Information for Initial Investment Decisions




5.8 Improving Dialogue between
Government and the Private Sector

One of the objectives of conducting

private capital flows census is to enhance
dialogue between private and public

sectors for their mutual benefit.

5.8.1 What measures can the
Government undertake to improve
investors’ willingness to report to the
Government on their operations?

The responses received focused on the
survey methodology, confidentiality,
education of investors and feedback of

survey results. On methodology, most
investors found the questionnaire rather long
and some questions were to their opinion
sensitive. Physical visits were preferred
rather than having questionnaires sent
through the post. They also preferred short
and simple questionnaires. Investors also
indicated that they would be more willing to
report if the Government was perceived to
be solving their problems in time and if they
were given feedback on the actions taken.
Feedback could be given through regular
dialogue with the private sector or through
seminars and workshops and supplemented
by public notices andadio/television
advertisements.



CHAPTER SIX

MAIN FINDINGS AND POLICY IMPLICATIONS

This Chapter focuses on the main
findings and policy implications based on
guantitative and qualitative results.

6.1 Quantitative Results

6.1.1 Policy Measures and their Impact
on Private Capital Flows

The level of stock and flows of foreign
private capital, FDI in particular, into
Tanzania has been increasing during the
1990s. Although historical information
on the stock and flows of FDI for the
period prior to 1998 has been scanty.
Results from the study suggest that policy
reforms carried out during the 1990s have
attracted additional private capital into
Tanzania as shown by the increase in
investments approved in TIC from USD
47.3 million in 1990 to USD 767.8
million by year 2000. Furthermore, the
increase in the stock of FDI from USD
1,637.7 million in 1998 to USD 2,154.4
million in 1999 shows a positive response
to actions taken in the past few years.
These investments have further expanded
production capacity, increased the scope
of forward and backward linkages and
enhanced the demand and supply of
goods and services in the economy. Thus
investment policies put in place during
the 1990s have yielded positive results
and should be maintained and improved
further in order to make Tanzania a major
investment destination.

6.1.2 Financing Pattern

The financing pattern indicates that
companies with foreign ownership rely
more on shareholders’ and inter-company
borrowing compared to other types of
borrowing. For example in 1999, FDI
related flows accounted for 82.4 percent

and financing from non-FDI accounted
for 17.6 percent. Shareholders and inter-
company borrowing are more preferred
presumably because they are less costly.
As regards FDI related stocks, equity
financing accounted for 73.0 percent and
67.7 percent during 1998 and 1999
respectively, while debt financing
accounted for 27.0 percent and 32.3
percent respectively. In other words, debt/
equity ratio on stocks increased from
27:731in 1998 t0 32:68in 1999. However,
for the mining sector debt/equity ratio
was as high as 75:25 in 1998 and 80:20
in 1999, indicating a more exposure to
foreign creditors.

6.1.3 FDI Foreign Debts and Impact on
Policy Formulation

Most of the borrowing was contracted
directly between companies with foreign
ownership and creditors. Although
foreign exchange regulations require the
companies through their bankers to report
these transactions to BOT for statistical
purposes, little information has been
submitted for incorporation in the
country’s balance of payments and in
Tanzania’s International Investment
Position (IIP), and hence it is not taken
into account in the course of
macroeconomic policy formulation. This
matter raises some concern given the
magnitude of liabilities that FDI
companies have contracted. The study
indicates that the stock of inter-company
and other types of borrowing increased
from USD 742.9 million in 1998 to USD
1,156.7 million by end 1999. The failure
to capture these transactions, reduces the
guality and reliability of external debt
data and impairs macroeconomic policy
formulation. In addition, the fact that
some companies with foreign ownership



maintain offshore accounts, from which,
their debt servicing is made directly
without exerting pressure on the inter-
bank foreign exchange market (IFEM)
complicates the matter even further.
Therefore, there is need for the
Government to set up a mechanism for
capturing these outflows.

6.1.4 FDI Flows by Country of Origin

The source of FDI flows into Tanzania
has for historical reasons been dominated
by the UK, but the recent surge in
investment in the mining sector has
brought in new investors from Ghana,
Australia, Canada and the USA, which
together with UK accounted for 59.2
percent of the FDI stock by end 1999.
About 77.7 percent of FDI stock was
from the ten top countries. The diversity
of FDI flows by country of origin has
advantages and disadvantages. The most
important advantage is that in the event
of adverse changes in economic
fundamentals in any of the source
countries, the effects on Tanzania are not
likely to be very substantial. However
when it comes to formulating policies it
becomes difficult to design a policy that
target investors from a particular country
or a block of countries such as EU or
SADC or EAC.

6.1.5 Flows of FDI by Sectoral
Distribution

Flows of FDI in Tanzania are
concentrated in the mining and
manufacturing sectors which together
accounted for 61.5 percent of total stock
by end 1999. Substantial FDI flows have
also been recorded in the wholesale and
retail trade and catering, and
accommodation services (tourism related
activities), and agriculture, hunting and
forestry. The sectors that have attracted

22 Privatization of utilities companies is presently underway

least investments are utilities supply
(water, gas and electricity), and
community, social and personal services.
This finding is consistent with the
country’s privatizatioff, investment and
liberalization policies, which have
focused more on mining, manufacturing,
and tourism. The stock of FDI in
agriculture stood at USD 151.4 million,
or 7.0 percent of the total by the end of
1999. Agriculture, which accounts for
more than 50 percent of GDP, and more
than 50 percent of foreign exchange
earnings, and employing 70 to 80 percent
of the labour force lags behind other
sectors in attracting investments. This
situation reflects the little efforts made
to provide the necessary incentives to
attract investors and the limited
complementary rural investments that the
government is making in the agricultural
sector. Current government efforts in
fighting poverty could be enhanced if
substantial flows of FDI are attracted in
the agricultural sector. The low level of
FDI in utilities is a reflection of the slow
privatization process of water
(DAWASA) and electricity (TANESCO)
companies. On the other hand,
liberalization measure in the financial,
and transport, storage and
communication sectors have led to a
surge in FDI flows in recent years.

6.1.6 Flows of FDI by Regional
Distribution

The location of FDI flows in Tanzania is
influenced by factors such as availability
of raw materials, level and reliability of
utilities (water and electricity), transport
and communication services and access
to markets. The study findings indicate
that most of companies with foreign
ownership are concentrated in Dar es
Salaam, Mwanza, Shinyanga and Arusha
regions. By end 1999, the four regions



together accounted for 76.1 percent of
total stock of FDI, with Dar es Salaam
accounting for 35.6 percent, which shows
that most of the major privatized
manufacturing companies are located in
Dar es Salaam. On other hand most of
the mining activities are concentrated in
Shinyanga, Mwanza and Mara regions,
while all fish processing companies are
located around Lake Victoria in Mwanza
and Mara regions. A substantial number
of companies with foreign ownership are
also located in Arusha, Morogoro, Iringa,
Tanga, Tabora, Kilimanjaro, and Mbeya,
but very few investments are located in
Dodoma, Pwani, Mtwara Lindi, Ruvuma,
Rukwa, Singida, Kigoma and Kagera.
The pattern of the geographical
distribution of FDI flows indicates that
regions with few national resources and
less developed economic infrastructure
and social amenities also tend to have less
flows of FDI. In order to address the
problem of uneven development, the
government has to improve basic
infrastructure of regions that have
resources for attracting FDI. There is also
need to enhance mechanisms for
promoting private investments at all
levels of government (central, regional
and local levels) particularly, at the
regional level.

6.1.7 Income Related Flows

Dividend payments during 1999
amounted to USD 42.4 million, up from
USD 32.4 million in 1997. Interest
payment on loans amounted to USD 27.6
million during 1999, of which 60.5
percent was for long-term loans and the
remaining 39.5 percent was for short-
term loans. This implies that FDI related
external debt is dominated by long-term
borrowing. Availability of this
information on a continuous basis would
improve the coverage in the balance of
payments and International Investment

Position (IIP) of Tanzania.

6.1.8 Other Investment Flows (Banks
Survey)

Bank Lending Abroad

The study results revealed that bank
lending abroad is dominated by short -
term bank placement. Long term lending
abroad was not recorded due to existing
restrictions on capital account
transactions. It is unlikely that banks in
Tanzania will lend abroad even if capital
account restrictions are relaxed because
most of the banks are foreign owned with
their business focused mainly on the local
market. However, high interest rates and
other structural problerfisdiscourage
domestic borrowing and hence banks
resources tend to be invested in
government papers, which are less risky.
The majority of the banks surveyed did
not indicate any immediate intention to
expand their level of lending abroad but
intended to increase their short- term
bank placement.

Bank Borrowing from Abroad

Only one bank reported information on
its borrowing abroad making it difficult
to make any remarks of policy
significance. However, based on the
gualitative survey, most banks clearly
stated that they do not expect to increase
their borrowing from abroad despite the
fact that there are no restrictions on banks
that limit their scope of foreign
borrowing.

6.2 Qualitative (Perception) Results

6.2.1 General Macroeconomic and
Political Environment

Many investors acknowledge that
macroeconomic environment and

2 Included are lack of bankable projects, weaknesses in land laws and judiciary, poor creditworthiness of the
clientele, lack of risk guarantee mechanism, and absence of credit rating agencies.



political stability are the main factors
influencing their decision to invest in
Tanzania. The economic reforms
undertaken by the government since the
mid 1980s have been commended and
have increased investors’ confidence. The
role of monetary policy and fiscal policy
in reducing inflation from above 30
percent in the mid 1990s to about 6
percent by mid 2000 was under-scored.
However, political stability was singled
out as the most important factor.

6.2.2 Institutional and Other Reforms

Despite the fact that institutional reforms
that led to the establishment of TIC,
PSRC and TRA have contributed towards
improvement of the general
macroeconomic environment in
Tanzania, there are feelings that these
reforms have not gone far enough in
addressing the problems faced by
investors. For instance, there is need to
harmonize tax measures between
different government departments, for
example between TIC and TRA. Land,
labor, and legal reforms have also lagged
behind the other reforms, thereby
undermining the impact of the
implemented reforms to the economy.
Investors noted that the establishment of
the commercial court is a commendable
initiative but more needs to be done to
improve the regulatory legal framework.

6.2.3 Liberalization Policy

Liberalization policies implemented
during the 1990s were perceived to have
yielded positive results with investors in
the mining and banking sectors
expressing strong positive opinion on
liberalization policies covering their
respective sectors and recommending
further reforms including full capital
account liberalization. However,
investors in the manufacturing sector
pointed out some negative experiences of
trade liberalization particularly the

importation into Tanzania of cheap and
substandard products which amounts to
dumping, a situation which is perceived to
have undermined production of domestic
products. The Government should, as a
matter of urgency, enact an anti-dumping
legislation and effectively implement it.

6.2.4 Quality of Economic Infrastructure

Surveyed companies with foreign
ownership were generally satisfied with the
quality of telecommunication and banking
services in the country; but were much
concerned with high cost and unreliability
of electricity and water supply services.
Tanzania’s electricity tariff rates (industrial)
are considered the highest among its trading
partners in the EAC and SADC regions.
The Government should therefore speed up
privatization of electricity and water supply
companies as well as implement the Songo
Songo gas to electricity project in order to
improve reliability and efficiency and
reduce the cost of electricity in the country.
In addition efforts should be increased to
improve road infrastructure including rural
roads..

6.2.5 Financial Factors

Investors indicated that higher bank lending
rates and limited availability of credit
undermines the level of their activities.
Lending rates of above 20 percent have no
relation with inflation of about 6 percent in
year 2000, implying that there are
imperfections in the market. High lending
rates have led to market segmentation
whereby only big investors can access the
credit at low cost, and adverse selection
whereby high-risk investors are the ones
that access credit. Government needs to
address the factors behind this
phenomenon. Banks on their part insist that
high interest rates are caused by high risk
borrowers, high operational cost and the
weaknesses in the land law and judiciary
system which make the whole process of
registering mortgages and loan recovery



cumbersome.
6.2.6 Governance Factors

Bureaucracy in some government
departments has been observed as one of
the problems investors face despite some
improvement in recent years. Investments
incentives offered by TIC play a
significant role in attracting FDI and the
establishment of TIC as a one-stop center
has simplified the process of investment
registration and made it less bureaucratic.
However, investors are still obliged to
approach other government departments
in the process of licensing their
businesses. There is a need to continue
strengthening TIC and making it an
effective one-stop center for investors.
TIC should also establish regional/zonal
centers to address problems experienced
by investors in the regions. Investors also
commended the establishment of TRA,
noting that it has improved tax
administration but perceived the VAT rate
of 20 percent as too high and the speed
of decision-making at TRA to be too slow.

It is also perceived that corruption in VAT
and Customs departments has not been
adequately checked and that TRA should
speed up decision- making and address
corruption in its departments.

6.2.7 Labour Factors

Labour factors, were on average not rated
favourably by many investors because
labour legislation over- protects
employees, there is limited availability
of highly educated and skilled labour, and
HIV/AIDS is increasingly having a
negative effect on labour productivity.

Government should consider reviewing
the labour legislation to take into account
the concerns of employers. Opportunities
for training technical and managerial staff
should be expanded and the private sector
should be encouraged (e.g. through
appropriate incentives) to establish

training institutions to complement
government efforts. Furthermore,
Government in collaboration with the
private sector and other stakeholders
should step up its HIV/AIDS campaign.
The establishment of TACAIDS is an
important initiative in this direction.

6.2.8 Other Factors

Corruption was singled out as one of the
most frustrating problems affecting
investors. While commending the
government recent efforts in fighting the
malaise, investors are still concerned over
the level of corruption in the Judiciary,
Police, and Customs departments. There
is need therefore, to increase efforts to
fight corruption involving the
collaboration of other key players.

6.2.9 General Perception On Investment
Policy

About 72 percent of investors covered in
the study generally expressed a favorable
opinion on the quality of the investment
policy in Tanzania despite some variation
across sectors. While investors in the
tourism, transport, finance, mining and
manufacturing sectors seem to be
comfortable with policies in place,
investors in the agriculture, and
construction sectors are discontented by
the investment environment. These
investors observed that current
investment policies have not addressed
some peculiar features in agriculture and
construction. Government should
therefore review the investment policy
taking into account the observations
pointed out by the investors in the specific
sectors.

6.3 Uses of the Information Collected

6.3.1 Continuous collection of inform-
ation on foreign private capital
flows builds a reliable database
for a country. It is therefore



6.3.2

6.3.3

important to establish a reliable

framework for collecting, proce-

ssing and analyzing private capi-
tal flows data on an ongoing

basis for use by both the public

and the private sectors.

The information gathered will be
used for the compilation of
balance of payments statistics
and IIP,investment promotion
and macroeconomic policy
formulation.

International organisations (e.g.
IMF and World Bank) and Dono-
rs require this kind of information
for compilation and analysis of
its impact on global economic
stability, to assess the need for
donor flows and their role in

6.3.4

6.3.5

promoting development in deve-
loping economies.

International investors represe-
nted mainly by Multinational
Corporation6MNC), internati-
onal financialinstitutions and
credit rating agencies require
accurate and timely informati-
on for financial assessment of
return on investments and for
assessing credibility of the recipi-
ent countries.

Monitoring cpital flows asist
governments to strengthen dialo-
gue with the private sector by
regulaly obtaining peceptions
on investment policy and factors
affecting investment climate in
the country.



CHAPTER SEVEN

ASSESSMENT OF THE RESULTS AND THE WAY FORWARD

This  chapter examines the
implementation of the Private Capital
Flows Project and assesses the extent to
which the objectives have been met, and
identifies implementation gaps
(methodological and analytical) and
proposes a strategy for the way forward.

7.1 Assessment of the Results in Relation
to the Objectives

7.1.1 Objective One: ‘to establish
an institutional framework to regu-
larly and comprehensively collect
data on altypes of private capital
flows forbalance of payments,
investment promotion,and macroe-
conomicpolicy formulation’.

The following have been achieved:

* Institutional framework invol-
ving BOT, TIC, and NBS for
monitoring private capital
flows data; inparticular FDI
has beemstablished.

 Built technical capacity across
the three institutions for orga-
nizing and conducting the
survey orprivate capital flows;

* Information gatheringnistru-
ment on investors’ perceptions
has beerstablished and through
it, information on investors’
perception on investment
climate was collected.

7.1.2 Objective Two: ‘to strengthen
public sector dialogue with private
sector by regularly obtaining
perceptions oimvestment policy
and factors affectinthe investment
climate in Tanzania’.

The following were achieved:

Sensitization Workshop condu-
cted in May 2000, has promoted
dialogue between the public and
private sectors on issues of
investment policy and enhanced
the awareness of the private
sector on information reporti-

ng.

Instruments for information
gathering on investors’ percep-
tions have been established
and information on investors’
perception on investment
climate was collected.

The census and theethodology
employed deepened and wide-
ned the scope of personal
contact, thereby improving
working relationship between
the public sector officials and
investors.

The Dissemination Workshop
held in December 2001 has
enhanced the dialogue pyovi-
ding feedback of the survey
results tdhe investors/private
sector andorovided a platform
for discussion of policy issues
arising thereof.

7.1.3 Objective Three: ‘to design private
capital flows data base for data

processing and analysis’.

The project achieved the following:
* A computer programme for

monitoring private capital flows
was designed and developed
using local expertise.



» Developed technical capacity
across the participating institu-
tions to operate, maintain, and
update the database on private
capital flows.

» Established a database capable
of storing and facilitating the
processing and analysis of data
on private capital flows.

» Established more realistic
baseline data on FDI and PI
stocks for 1998 to 1999 and
flows for 1999.

 Established more realisttcome
related flows (dividend payme-
nts and interest payments on
external debt of companies with
foreign ownership) for 1999.

7.2 Gaps to be filled

Despite the achievements outlined above,
there were several gaps identified:

» Survey of Pl through the stock
exchange was not conducted
because the capital account is
not fully liberalized.

* Information on outward private
capital flows was not surveyed
because that part of the capital
account is not liberalized.

* Most investors failed to
provideinformation on market
values as indicated in the
guestionnaire and hence most
information reported on stocks
and flows reflect book values.

* Many investors did not provide
separate information for retai-
ned earnings and instead it was
included inthe reported stock/
flow of equity.

7.3

Information on principatepay-
ment of external loans was not
captured by the survey.

Many investors did not provide
historical information oimvest-
ment levels that would help
in building up investment data
series.

Private capital flows bioca-
Ily owned companies were not
well covered by the census.
The current census focused on
companies with foreign
ownership.

Survey on other privateapi-
tal flows through banks did not
provide adequate information
due to poor response by the
banks. Evemvhereresponse rate
was good, thenformation pro-
vided lacked many details
such as sectoral/geographical
distribution for borrowing and
lending abroad.

Lessons Learnt

The following are the lessons learnt
during implementation of theroject.

Institutional coordination has
enabledsharing of technical
expertise and resources.

Strong commitment by top
management of the institutions
and theproject team has been
instrunental in thesuccessful
implementation of the project.

Creding awareness through
sengtization workshop and
media publicity has enhanced
cooperation of the private
sector.



Physical visits and diretttervi-
iews inconducting the survey
have enhanced cooperation
with the private sector and
improved quality of reporting
and compliance.

Participation of international
resource persons from DFI has
brought in international experi-
ence and expertise at tiesign
and implementation stages of
the project and this helped to
build local capacity in several
aspects of this work.

7.4 The Way Forward

The following strategies are
recommended as a way forward:

Reviewing and updating the
current investors’ register to
include both local and foreign
investors.

Reviewing the current data
collection instrument (FDI) to
encompass both foreign direct
investment and other private
capital flows through banks,
and to include all the necessary
information and details to fill
gaps identified in section 7.2.

Undertaking a company survey,
targeting both locally and fore-

ign owned private companies to
collect data/information on all

private capital flows (for years

2000 and 2001).

Establishing a new data colle-
ction instrument for Portfolio

Investment in preparation for
full capital account liberaliza-
ation.

Strengthening institutional
participation and coordination
for future monitoring of private
capital flows.

Enhancing partnership between
the private and the pubticrough
a continuous process of dialo-
gue and information sharing.

Provision of adequate funding
for future surveys by all concer-
ned institutions.. Donor funding
should only supplemesthort-
falls in local resources.

Integrating the developed moni-
toring system for private
capital flows in the national
monitoring frameworks so that
the sysem is streamlined and
becomes part and parcel of the
data compilations of TIC and
NBS.

Inclusion of Zanzibar in future
surveys.

Deciding on institutions respo-
nsible for future collection and
compilation of private capital
flows data.

Deciding on how private capital
flows data should be collected
in a more sustainable manner.

Deciding on the criterion to be
used in determining the sample
forthe future sample
surveys.
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CONCEPTS AND DEFINITIONS

It is important to be familiar with the fol-
lowing terminology and the relationship
between the terms before reading the full
report.

Balance of Payments (BORS an ac-
counting statement designed to provide,
for a specific period of time, a system-
atic record of an economy’s transactions
with the rest of the world. BOP refers to
transactions between residents and non-
residents for a period of one year. Itis a
statistical statement that brings together
inflows and outflows of transactions clas-
sified under appropriate components, in
two accounts — the current account and
capital & financial accounts. BOP data
are therefore concerned with transactions
between residents and non-residents and
NOT with the currency of transaction.
Typically, a transaction in foreign cur-
rency between two residents of any coun-
try would not be considered a BOP trans-
action.

Book value¥alue of an asset as recorded
in the books of account of an organiza-
tion, usually the historical cost of the as-
set reduced by the amounts written off
for depreciation. If the asset has ever been
revalued, the book value will be the
amount of the revaluation less amounts
subsequently written off for depreciation.
Except at the time of purchase of the as-
set, the book value will rarely be the same
as the market value of the asset.

Dividendsare income on equity.

Equity means shares in companies, and
equivalent ownership interest in unincor-
porated enterprises. Foreign Direct EQ-
uity Investment denotes ownership of 10
percent or more of the ordinary shares,
voting power, or equivalent in an enter-

prise, by someone resident in another
economy.

Estimated - Market valudMarket values

or market prices are used for valuing
transactions. This is the amount of money
that a willing buyer pays to acquire
something from a willing seller, when
such an exchange is one between
independent parties and on the basis of
commercial considerations only. This is
the best measure of economic value. The
actual price at which transactions are
recorded in the books of the transactors
will be the market price — or a close
approximation thereof. However, these
transactions may be between related
companies — which could impact on the
“‘commercial consideration” of market
values. Related companies in different
countries may charge transfer prices to
each other (different to what they would
have charged independent parties) so as
to shift profits between enterprises and
countries, and minimise taxes. Market
values are usually difficult to estimate.
The Preferred techniques of calculating
market values (particular to equity)
include stock exchange valuations of
listed companies, auditor’s estimates of
market values, a recent purchase or sale
between directors of the company,
Director’s estimate, Financial Manager’s
estimate, and accountant’s estimate.

Country of Origin (of investment)s
associated with the residence of the
shareholders where main decisions on
the operations of a company are made.

Financial Instruments: These are
instruments/special documents that are
used to facilitate financial transactions
e.g. treasury bills, bonds, debentures,
stocks etc.



Flows:Flow is a change in stock position
and it takes place during a period of time.
Private Capital Inflows can be seen as an
increase in international indebtedness
(liabilities) to a country’s private sector
during a specified period of time. This
constitutes foreign investment in an
enterprise. Capital Outflows can similarly
be seen as an increase in country’s
Investment (Assets) abroad. This also
implies Investments abroad by a domestic
enterpriseCategories:Flows fall under
three major categories namely,
transactions, holding gains or loses and
other changes in Assetgamsactions are
economic exchange involving two economic
entities (e.g. a foreign and a local enterprise).
It may be worth noting that all transactions
are flows but not all flows are transactions.
Holding gains and loses (also known as
valuation changes or capital gain/loses) are
those types of flows that involve change in
stock position that is due to price changes of
an asset, but not a result of economic
interactions. These are types of flows which
are not transactions thus not recorded in BOP.

Foreign Direct Equity Investment
(FDEI) denotes ownership of 10 percent
or more of the ordinary shares, voting
power, or equivalent in an enterprise, by
someone resident in another economy.

Foreign Direct Investmen(FDI) is de-
fined as a case where a resident entity in
one economy (creditor) acquires lasting
interest in an enterprise in another
economy (recipient) with significant de-
gree of influence. Usually FDI is in the
form of ownership of means of produc-
tion like factories or equity share includ-
ing equity purchase, reinvested earnings
and inter-company loans and debt trans-
actions. FDI in the census form is ob-
tained by summing up: new equity invest-
ment Q5 plus reinvested earnings in Q6
plus the sum of {shareholder and intra-
company loan (long term) + shareholder
and intra-company borrowing (short-
term) + supplier’s credit from related
company (short term)} in Q8.

Foreign Portfolio Equity Investment
(FPEI) is defined as a case where a
shareholder owns less than 10 percent of
equities in an enterprise.

Foreign Portfolio Investment (FPI):
Foreign Portfolio Investment (FPI) are
purely financial assets, which include,
Foreign Portfolio Equity Investment
(FPEI), Investments in Bonds, Money
market instruments and Financial
derivatives other than the items included
in the definition of foreign direct
investment.

International Standard Industrial
Classification (ISIC) is a standardised
way of dis-aggregating economic
activities for international data
comparison purposes. For the current
census, this has been modified with
further dis-aggregation to better cover
activities in Tanzania and remains
consisted with international horms.

Net asset valugthe difference between
assets and liabilities)

Non-equitymeans all other financial
instruments including loans, trade credit
and supplier credit (for goods and
services), bonds, debentures, notes,
money market instruments, shareholder
and inter-company loans, arrears of debt
or interest, and deposits.

Regional ClassificationsA way to de-
fine geographical distribution of eco-
nomic activities, enterprises and subsidi-
aries in Tanzania. e.g. Dar es Salaam,
Arusha, Mwanza, Mbeya, Tanga etc.

Reinvested (or retained) earnings (prof-
its) These are the direct investor’s share
(calculated as a proportion of direct eg-
uity held) of that part of the earnings (af-
ter tax on earnings) that are not distrib-
uted as dividends by the direct investment
enterprise, together with earnings of
branches that are not remitted to the di-
rect investor. This is a component of FDI.



Related CompanieRelated companies
with a direct investment enterprise (10
percent of ordinary shares) are subsidi-
aries (a non-resident owner owns more
than 50 percent of the shares) and
associates (50 percent or less). Branches
(unincorporated enterprises wholly
owned by non-residents).

Resident, Non Resident and country of
ResidenceA resident is any individual,
enterprise, or other organisation ordinar-
ily residing in Tanzania. In other words,
its centre of economic activity is in Tan-
zania. All other entities are regarded as
non-residents. For statistical purposes, an
individual who lives in Tanzania for more
than a year is considered to be a resident,
regardless of the individual’s citizenship
or nationality. An enterprise incorporated
in Tanzania is considered a resident of
Tanzania irrespective of the domicile of
the owners of the enterprise. A branch of
a foreign company operating in Tanza-
nia for more than a year is treated as a

local company.

Shareholder and inter-company loans /
borrowing: This is the borrowing or lend-
ing of funds (among related companies)
between the direct investor (non-resi-
dent), and the direct investment enterprise
(resident). These transactions can create
or dissolve investment as well as main-
tain, expand or contract it.

StocksStock refers to position at a point
in time (e.g. end of year position). Stocks
can be divided into assets and liabilities.

Supplier’s Credits: These include trade
credits. On one hand they are claims from
the direct extension of credit by suppliers
of goods and services to buyers, while
on the other hand they are liabilities of
buyers of goods and services. In addition
this concept include advance payments
for work in progress, or to be undertaken,
associated with such transactions. Most
are short term.



APPENDIX 1: METHODOLOGY

A series of activities that were undertaken
in conducting the study are chronologi-
cally explained below. First and foremost
is the institutional set-up for conducting
the study, and a review of the lessons
drawn from the pilot survey conducted a
few years back. Issues related to
sensitisation seminar and a training work-
shop will also be highlighted. This will
be followed by the methods employed in
the conduct of the study, including issues
on data base development for data cap-
turing and processing. Lastly, analytical
methods used in the calculations with re-
gards the quantitative results will be ex-
plained.

1. Institutional Set-up for the Study

The Bank of Tanzania (BOT), in close

collaboration with Tanzania Investment

Centre (TIC) and the National Bureau of
Statistics (NBS), conducted the study.
The reasons for the co-operation include
the following:

» To share expertise and experience

« Efficient use of available man
power at headquarters and the
regions

» Capacity building for this and
future surveys

» Joint ownership of the project

* Used a combined legal authority
for the conduct of the survey
with anticipation of improving
compliance

The study was co-ordinated by the BOT
through its department of Trade, Finance
and Investment Policies.

2. Lessons from the Pilot Survey

The Pilot Survey was intended to measure
the magnitude and nature of FDI flows
within the Eastern and Southern African
region. It was carried out in Tanzania

between November 1998 and July 1999
and was organized by the External
Finance for Africa and conducted by the
BOT in collaboration with the TIC. The
survey involved 101 companies most of
them in Dar es Salaam, and a few others
in the regions. The survey was conducted
by use of questionnaires that were
designed to cover a wide range of
information, both qualitative and
guantitative. It also involved direct
interviews with top executives for most
of the companies visited in and around
Dar es Salaam area. The response rate for
this survey was 62 percent. The BOT and
TIC used this survey as a capacity
building and learning exercise for
conducting a more comprehensive study.
Most of the practices adopted for the
present study were drawn from the
lessons learned in the Pilot Survey.

3. Initial Preparations for the Census

For the study to commence smoothly,

initial preparations were necessary. The
preparations were meant to enable the
stakeholders to properly understand their
roles and responsibilities in the study.

Hence, a sensitization seminar and a
training workshop were convened for that

purpose.

3.1 Sensitization workshop

Sensitization workshop was held in Dar
es Salaam on thé"&f May 2000. The
purpose of the one-day sensitization
workshop was to promote and launch the
study of foreign private capital flows by
creating awareness among senior private
sector representatives, of the importance
of data collection for both government
and the private sector. More specifically
to:



* Introduce and to impress upon the
private sector, data requirements
by the public sector (i.e. BOT, TIC
and NBS) and their role and
mandate in collection of such data.

» Stress the importance of the
required data for balance of
payments, investment promotion,
and macroeconomic policy formu-
lation.

* Brief private sector on conclusions
from the last (pilot) survey as a
means of providing feedback to the
private sector.

* Provide aforum for private ingéors
to air their concerns in supplying
data.

» Test the suitability of survey forms
by disseminating the forms to
them for information and
comments.

The Sensitization Workshop that was
officiated by His Excellency Mr. B.
Dinwiddy, the British  High
Commissioner to Tanzania, was well
attended by Chief Executives of BOT,
TIC and NBS and their staff. In
attendance were also executives from the
private sector, other public institutions,
and donor community. A total of 20
executives from the Tanzania business
community attended and participated
actively in the discussions. The
International resource persons comprised
Mr. Nils Bhinda from External Finance
for Africa (EFA), Mr. Hendrie Scheun
from the Bank of Namibia, and EFA
Director, Dr. Mathew Matrtin.

3.2 Training workshop

Training workshop followed immediately
from 9" May 2000 to 12 May 2000 with
the purpose to train the enumerators on
various stages of survey procedure.
Training workshop drew 9 participants

from BOT, 7 from NBS, and 2 from TIC.
All BOT and TIC staff were from
Headquarters, However, NBS had 3 from
Headquarters and 4 from Tabora, Tanga,
Kilimanjaro and Mara regions. Resource
persons were Mr. Nils Bhinda of EFA,
Mr. Hendrie Scheun from Bank of
Namibia, Mr. Shaft Mrutu, Mr. Charles
Assey and Mr. Modest Kipilimba, all
from BOT, Ms. Nakuala Senzia from
TIC, and Mathew Chintembo from NBS.

The training was practically focused on
every stage of survey implementation. It
was conducted through lectures,
discussions and working groups. Topics
covered include:

» Learning on census implementation
from the pilot survey, and other
countries

» Devising methods to improve
accuracy and detail of investors’
register

» Appreciating the importance of
legal mandate to collect data, and
data confidentiality.

» Training in concepts used in balance
of payments in the context of the
Foreign Assets and Liabilities
(FAL) questionnaire.

» Training in concepts usedlalance
of payments in the context of the
Banking Survey questionnaire.

» Checking data quality through
checks built into the survey form,
and company financial statements.

* Understanding purpose of, and
terminology used in the Investor
Perceptions questionnaire.

» Developing interview technique
for all enumerators through ptaal
exercises.

» Determining which data entry and



analysis software to use for the
present and future surveys.

» Checking the accuracy of data in
put by full or sample check, and
in-built protection of cells in the
computer programme to reduce
scope for errors.

* Marketing of the study through
media and closing workshop.

» Designing implementation timetable
and division of labour for the
smooth conduct of the study.

3.3 Preparation of investor’s register

Following the successful completion of
the Workshop, the next task was to
prepareinvestor’s register. The in-
tention was to establish an investor’'s
register containingll the necessary infor-
mation relevant fasmooth conduct of the
survey. The main source of information
for the register is BOT (for banks and
other financial institutions), and TIC,
Registrar of Companie@ROCY*, and
PSRC for all other invésrs. The regis-
ter was meant to cover adbtablish-
ments that are fully or partially foreign
owned. In a nutshell, the exercisepoe-
paring the register was stemanding
because file records in some gani-
zations were not organized well and that
some records were alreadyarchives.
A consolidated list of 1583estab -
lishments that was compiled formed the
basis for the study.

3.4 Finalization of the Survey Question-
naires

For any survey to be successful, there
should besimple and well-designedigs-
tionnaires. Advantages of a gooaes-
tionnaire includes; easy to fill (i.e. be-
ing simple and understandable), high

possibility of getting accurate and timely
data, less time to be consumed while
filling, and high response rate. On the
other hand, poorly designed questiaimes
results into low response rate, low quality
data and usually takes longer to qbete.

In view of the above, the questionnaires
for the survey were redesigned based on
comments raised by the private sector
resource persons and the training wbop
participants including intertimnal re-
source persons. The comments raised
were helpful in making the questionnaires
suited for the intended purposes. Two
types of questionnaires were redesigned.

The first questionnaire, in blue papers,
was for Foreign Assets and Liabilities
(FAL) and was supposed to be filled by
either theChief Executives and/or Chief
Accountants or Directors for Finance
because theyriow much about their
investments than junior officers. The
second questionnaire in green papers was
for perceptio(PER) survey. This was
specifically for Chief Executives wikmow
much about existing policies and their
impact in their company’s operations.
The colour for each type of
gquestionnairepaper was made
differentfor easy identification.
A supplementaryjuestiomaire was
designed to capture privatapital data
through banks.

3.5 Enumerator’'s Manual

The manual was a tool for guiding enu-
merdors in conducting interviews during
the survey. It contained the areng of dif-
ferentterminologies that were used in the
guestionnaires as well as explag  the
meaning of the questions.

3.6 Marketing of the Study

Different approaches were used in mar-
keting the survey including press releases

24The register of Companies (ROC) has since been transformed into a government agency and
assumed a different name of “Business Registration, and Licensing Agency (BRELA).



and press conferences. Press releases de-
scribing the survey and the role of pri-
vate sector investors in the survey ap-
peared on three different newspapers
namely; Daily News, Financial Times
and Business Times. In addition, press
conferences were held in early July 2000
and mid-August 2000.

4. Distribution of Questionnaire
4.1 Physical Visits

The study was conducted to cover all
identified establishments in Tanzania
with foreign ownership either fully or
partial. As already pointed out, the study
of 1,583 companies was based on the lists

from TIC, BOT, ROC (now BRELA),
and PSRC. Questionnaires were
distributed to companies located in Dar
es Salaam starting from the2une
2000, while distributions of
guestionnaires in the regions started on
the 26" June 2000 after substantial
progress has had been made in Dar es
Salaam. Regional visits were arranged in
six different routes as follows:

* Morogoro, Iringa and Mbeya

* Tanga

* Arusha and Kilimanjaro

» Tabora and Shinyanga

* Mwanza and Mara

* Pwani (Coast).
Table 1 below summarizes the distribu-
tion of questionnaires.

Table 1: Distribution of Questionnaire in Da es Salaam and in the Regions

In the course of distributing question-

naires, direct interviews were conducted
with senior officials of the companies that
were physically visited by the enumera-
tors in Dar es Salaam, Morogoro, Iringa,
Mbeya, Tanga, Arusha, Kilimanjaro,

Tabora, Shinyanga, Mwanza, Mara and
Coast regions. The enumerators ex-

plained to the respondents how to com-
plete the questionnaire. Apart from the
data collection, discussions between the
enumerators and senior executives cen-
tered on qualitative aspects of the ques-
tionnaire in order to obtain detailed in-
formation on investor’s perception and
the impacts of various policies on their
operations.



4.2 By post

Questionnaires were sent by post to com-
panies that could not be located easily for
interview with pre-paid envelopes for re-
turn. Follow-ups were made by telephone
to clarify and/or to assist in filling the
guestionnaires. All investors including
those who were visited were requested
to complete and return the questionnaires
to either BOT or TIC or NBS.

Since it was not possible to make visits
to all regions, only the most important
centers with high concentration of foreign
investments were covered. Distribution
of questionnaire to investors in the rest
of the regions was done by post as indi-
cated in Table 2 below:

Table 2: Distribution of Questionnaire
in the Regions - through post

REGIONS NUMBER OF
INVESTORS

Dodoma 8
Kagera 9
Kigoma 3

Lindi 2
Mtwara 5
Singida 4
Ruvuma 3
TOTAL 34

4.3 On-job training and follow ups

In the course of distributing question-
naires in the regions, the trained enumera-
tors spent extra time to train NBS regional
staff on how to facilitate the conduct of
the interviews. Following the low rate of
response during the initial stages of the
study, efforts to collect questionnaires
were stepped up through physical visits
as well as by telephone. As a result of
these efforts the response rate improved
significantly.

5. Development of Software for Data

Entry and Processing
5.1 The system and manual development

In the absence of a system to capture and
process data on private capital flows in
Tanzania, efforts were made by BOT to
design one, namely ‘Tanzania Private
Capital Flows System’ (PCFS 2000). In
addition a System’s Manual was also pre-
pared as a guide to end - users. The sys-
tem has gone through continuous updates
and is now operational.

5.2 End-user training workshop

Between 18to 19" January 2001 a train-
ing workshop was conducted in
Morogoro for the purpose of introducing
data entry personnel and processors to the
newly developed PCFS 2000 System.
More specifically the objectives of the
Training Workshop were to:

» Cultivate the expertise among the
users by providing them with the
background to the project and the
way forward, introduce key macr-
oeconomic/BOP concepts, examine
and interpret questionnaires, stress
the importance of the study for
BOP, investment promotion and
macroeconomic analysis.

» Train end-users on how to use the
System by providing basic Ms
Access application and data entry
and report writing skills.

* To test the System with regard to
its suitability in data inputting,
accuracy, dependability, reliability
and to obtain participant’s views on
the necessary improvements.

* The training was practical. It
focused on the description and
analysis of the private capital flows
as practical training on the use of
Private Capital Flow database.



Training was conducted through
lectures, discussions and working
groups.

The Training Working was attended by
13 participants from the three
participating institutions namely BOT,
TIC and NBS.

5.3 Data entry, verification and
processing

The exercise of data entry started
immediately after the Training Workshop
in Morogoro ended, and was completed
in end February 2001. Data verification
was also conducted to ensure consistency
and accuracy.

6. Survey of Bureau de change

The survey on bureau de change and
pension funds was not conducted due to
a number of reasons. Bureau de change
are mainly moneychangers and have
ceased to conduct international
transactions. Likewise, pension funds in
Tanzania mainly deal with social security
and do not have foreign contribution in
their capital neither do they invest abroad.

7. Analytical Methods
international

7.1 Adherence to
standards

In Chapter three, quantitative data
obtained from the study was presented
and analysed. The analysis is based on a
number of assumptions and basic
methodological standards for compilation
of private capital flows data. As much as
possible, compilation was based on
standards outlined in the IMF Balance of
Payments Manual Version 5 (BPM5). The
manual recommends that private capital
flows statistics be compiled as part of
balance of payments (BOP) and
international investment position (1IP)
which require grouping of private capital
flows into direct investment, portfolio

investment and other investments. On this
basis, two types of questionnaires were
designed namely foreign assets and
liabilities (FAL) for FDI and Portfolio
Equity Investment (PI), and banks survey
for Other Investments.

According to international data
classification standards, FDI stocks and
transactions are composed of sub-
classifications, namely:

» Equity capital
* Reinvested earnings, and

» Other capital. These are non-equity
FDI comprising of:

- Shareholders and intra-com
pany loans, and

- Suppliers credit from related
companies.

Direct investment income is comprised
of:

* Income on equity (dividends and
profits), and

* Income on debt (interest payments
arising from Non-equity FDI)

In the absence of foreign participation in
organised financial markets (eg. Stock
exchange), portfolio investment is limited
to portfolio equity investment.

Other investments include short and long
term debt from unrelated companies to
companies with or without foreign
ownership.

To satisfy these international standards and
other analytical considerations, companies
with foreign ownership were asked to
provide disaggregated information in
such a way that it could be classified by
source country, by economic sectors or
by geographical region in which



investment is located in Tanzania.
Distinction was made between stocks and
flows as well as income related flows.

7.2 Computation of FDI

It was revealed in the study that some
investors included retained earnings
when reporting stock levels for direct
FDI equity while others made the
distinction between the two. For the sake
of consistency, the analysis in this report
assumes that retained earnings are
automatically included in the amount of
direct FDI equity as reported by
investors, hence there is no separate item
for retained earnings.

7.3 Calculating flows

There are two methods of calculating
flows namely stock approach, and
transaction approach. Stock approach
takes the change in the value of stock
between successive years as a proxy for
flows, while transaction approach
considers the sum of the values of all
transactions that occurred during a yeatr.
Due to inconsistencies observed in the
data reported by the investors, a
combination of both methods was
adopted in calculating flows. All the
companies that responded reported stock
positions of equity for 1998 and 1999 but
very few reported on transactions of new
equity for 1999. Reporting of both stocks
and flows is important for crosschecking
and ensuring consistency in data. It was
also noted that most companies reported
stock position for non-equity FDI as at
end 1999 but some did not report
information for end 1998. Igeneral, very
few companies reported historical
information. Therefore, the change in stock
for non-equity FDI between 1998 and 1999
is not reliable. On the other hand, most
companies provided information on non-
equity (loans) FDI transactions for 1999
only.

In view of the lack of sufficient data in
both equity and non-equity FDI, a com-
bination of change in stock (for the case
of equity) and transactions (for the case
of non-equity FDI) was adopted in cal-
culating FDI flows. The same approach
was also used in calculating non-FDI
flows. As pointed out earlier, retained
earnings were assumed to have been in-
cluded in the change in stock between
1998 and 1999.

7.4 Analysis of perception results

The guestionnaire on perceptions re-
quired investors to rank the impact of
factors on their investment decisions and
day-to-day operations. Ranking levels
ranged from 1 for “very positive” to 7
for “very negative”. Rank 4 was given
for “no effect”. In order for the analysis
of perception scores to be meaningful,
rank 4 was taken to mean that the ranked
factor could either be negative or positive
but with no significant effect perceived.
So rank 4’s score was added to the
dominant perception. For example if the
general perception was negative (as may
be depicted by the graph), then the per-
centage of rank 4 was incorporated in the
total negative score and vice versa.

7.5 Reporting period

The questionnaire on Foreign Assets and
Liabilities (FAL) was aimed at collect-
ing information for the years 1998 and
1999. Additional information was re-
guested for historical data covering the
years 1993 to 1997, but most companies
did not provide the information especially
for1993 to 1997, and therefore analysis
done in Chapter three is focused for the
years 1998 and 1999. However, in order
to get the general trends of foreign liabili-
ties overtime, the scanty data that was
obtained for 1995 t01997 was in some
isolated cases presented.



APPENDIX 2:

STATISTICAL TABLES

Table 1: STOCK OF FDI BY COUNTRY OF ORIGIN - 1998

Millions of USD




Table 2: STOCK OF FDI BY COUNTRY OF ORIGIN-1999

Millions of USD







Table 3: STOCK OF FDI BY REGION-1998
Millions of USD

Table 4: STOCK OF FDI BY REGION-1999
Millions of USD




Table 5: STOCK OF FDI BY SECTOR - 1998
Millions of USD

Table 6: STOCK OF FDI BY SECTOR - 1999
Millions of USD




Table 7: STOCK OF NON-FDI LIABILITIES BY COUNTRY OF ORIGIN-1998
Millions of USD

Table 8: STOCK OF NON-FDI LIABILITIES BY COUNTRY OF ORIGIN - 1999
Millions of USD




Table 9: STOCK OF NON-FDI LIABILITIES BY REGION - 1998

Millions of USD




Table 10: STOCK OF NON-FDI LIABILITIES BY REGION - 1999

Millions of USD

Table 11: STOCK OF NON-FDI LIABILITIES BY SECTOR - 1998
Millions of USD




Table 12: STOCK OF NON-FDI LIABILITIES BY SECTOR - 1999
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Questionnaire on Investments with foreign Assets and Liabilities - Quantitative

APPENDIX 4

P ng‘%%

Confidential

National Bureau of Statistics Bank of Tanzania Tanzania InvestmentCentre
P.O.Box 796 P. O. BOX 2939 P. O. Box 938

DAR ES SALAAM DAR ES SALAAM DAR ES SALAAM

Tel: (255)-51-122722-3 Tel: (255)-51- 110946-52, Tel: (255)-51-116328-32
(255)-51-111634 (255)-51-110977-79 (255)-51-34200

Fax: (255)-51-112352/135601 Fax: (255-51) 112573/113325 Fax: (255-51) 118253

June 5" 2000

Dear Investor,

CENSUS OFINVESTMENTS WITH FOREIGN ASSETSAND LIABILITIES

FORM TYPE: BOP/1/2000

COMPANY REFERENCE NUMBER :........c.cco i, (for internal use only)
REPORTING PERIOD : Year-ends 1998 and 1999 for Stocks; Calendar Year 1999 for Flows.
DUE DATE FOR RETURN: Thursday 6" July 2000

PART A:  GENERAL | NFORVATI ON

Date completed

Company name

Name and position of person completing this return

Company Address

Tel: Fax: E-mail:

Please give details of an alternative person whom we may contact in case ywe
have any questions.

Date of Establishment Date of Commencing Operations

/ / / /




PLEASE READ THIS FIRST

Purpose of survey

This form collects information to be used in the compilation and classification of Tanzania
balance of payments statistics and international investment position. This information will
be used by the Bank of Tanzania, Tanzania Investment centre, National Bureau of statistics
and the Government in national and international economic policy formulation, and in
analyses of international transactions and their relationships to domestic economic activ-
ity. By quantifying inward and outward investment we also wish to assess confidence in
the economy, and use your feedback to design policies to encourage private investment.
Your co-operation is therefore vital to this effort.

Confidentiality

Information will be used only for statistical purposes, and be published in aggregated form.
Data relating to individual organisations will not be made available to anybody outside the
Bank of Tanzania, Tanzania Investment centre or National Bureau of Sta@siiesn-

ment officials failing to comply with confidentiality clause face severe penalties includ-
ing summary dismissal. This is in accordance with Bank of Tanzania Act, 1995, Tanza-
nia Investment Act, 1997, and the Act establishing National Bureau of Statistics.

Collection and submission of data

Completion of this form is compulsory under section 6(b) of the Tanzania Investment Act
No. 26 of 1997, Statistical ordinance No. 33 of 1961 establishing the National Bureau of
Statistics and section 47 sub-sections (1), (2) and (4), and section 49 of Bank of Tanzania
Act of 1995. Failure to comply could result in legal and/or administrative action against
non-compliance. Please note the due date for return, given at the top of this form, and keep
a copy for your reference.

Help

To help us, please attach a copy of your latest annual financial statements to your com-
pleted form. If you need help in completing, or explanation of terms or questions, please
refer to the notes attached. Alternatively, please coMa&. Mrutu of BOT — telephone
119312, Mrs N. Senzia of TIC - telephone 116328 and Mr M. Chimtembo of NBS-
telephone 122722

THANK YOU IN ADVANCE FOR YOUR COOPERATION.



PLEASE READ THE FOLLOWING NOTES & INSTRUCTIONS BEFORE COMPLETING THE
FORM.INSTRUCTIONS AND DEFINITIONS

Reporting basis

This form requests information and statistics on foreign investment in your enterprise (or group of com-
panies) and on investment in foreign companies by your enterprise (or group). Where possible, please
use figures from your accountdnaudited data are perfectly acceptable for this purpdSeme data

may not be readily available from your accounts. In these galsese provide careful estimatéde

would rather have your best estimate than nothing!

If your business has more than one branch or enterprise in Tararsaljdated data should be submit-
ted on a single fornif your business is a member of a group of related compansasgle form should
be completed in respect of all related companies in your grolipnzania.

Please do not leave blank spaces even where the question does not apply to you. So we know we do not
need to follow up with yoyplease entein/a” in the appropriate box, or at the start of the question

Definitions
1. Residents and Non-residents

A residentis any individual, enterprise, or other organisation ordinarily residing in Tanzania. In other
words, its centre of economic activity is in Tanzania. All other entities are reganuetsesidentsFor

statistical purposes, an individual who lives in Tanzania for more than a year is considered to be a
resident of Tanzania, regardless of the individual’s citizenship or nationality. An enterprise incorporated

in Tanzania is considered a resident of Tanzania irrespective of the domicile of the owners of the enterprise.
A branch of a foreign company operating in Tanzania for more than a year is treated as a resident of
Tanzania. Balance of Payments (BOP) data are concerned with transactions between residents and non-
residents, NOT with the currency of transaction. Typically, a transaction in foreign currency between
two residents of Tanzania would therefore not be captured in the BOP.

2. Financial instruments

a. Equity means shares in companies, and equivalent ownership interest in unincorporated enterprises.
Direct Equity Investment denotes ownership of 10% or more of the ordinary shares, voting power, or
equivalent in an enterprise, by someone resident in another economy.

b. Non-equitymeans all other financial instruments including loans, trade credit and supplier credit (for
goods and services), bondsbentures, notes, money market instruments, shareholder and inter-company
loans arrears of debt or interest, and deposits.

3. (Estimated) Market value

This form asks you to submit market values. If shares in your company (or foreign companies in which
your company has invested) are traded on a stock exchange or other organised market, the 1999 and
1998 year-end value of those shares should be used as the basis for the “(Estimated) market value”.

If no stock market price or other market value is available for shares in your company (or foreign companies
in which your company has invested), please use the best available proxy. Where possible, please use
asset valuegorshareholders’ fungsAlternatively, use eecent transaction prigeadirectors’valuation,
valuation by your auditopr valuation by analogy

4. Transactions

Transactions (flows) in foreign currency should be converted to Tanzania Shillings (TZS) at the mid
point of the buying and selling rate applying at the date of the transactions. Levels (stocks) should be
translated at the midpoint of the buying and selling rates applying to end-1998 and end-1999 as appropri-
ate.

5. Countries

In most questions on this form (ie, numbers 3-5, and 7-14), you are asked to disaggregate information on
your assets and liabilities by country. In each of these questions you are given 6 country boxes. The first
three boxes are for you to enter information relating to up to three main countries, judged according to
size. The fourth box is for you to provide a sum of information for all the other countries, so we can
derive the total for all foreign investors. The fifth box is for all Tanzanian shareholders combined so that

we can derive total investment in your enterp¢iszx 6).



1. INDUSTRIAL AND REGIONAL CLASSIFICATION

Please tick the main area(s) of economic activity, and the location of your enterprise and its
subsidiaries in Tanzania, giving brief information on major activities and/or products, based

on gross receipts.

Industrial Classification Summary of main Location (s) in which
activities your activities are
located

1. Agriculture, hunting,
forestry and fishing

Mining and quarrying

3. Manufacturing

3a. Agro-industry

3b. Food and beverages

3c. Machinery, motors and equipment

3d. Chemicals and petroleum

3e. Other manufacturing (specify)

4. Electricity, gas and water

5. Construction

6. Wholesale & retail trade, & catering & accommodation services

6a. Accommodation and tourism

6b. Wholesale, retail and catering

7. Transport, storage & communication

7a. Transport and storage

7b. Communication

8. Financing, insurance, real estate, & business services

8a. Financing, insurance and
business services

8b. Real estate

9. Community, social and personal
services
0. Activities not adequately defined

(specify)




2. SUBSIDIARIES

For this survey, please report if possible, on a consolidated basis including all of your
Tanzania subsidiaries. Please list any subsidiaries (or sub-subsidiaries) your enterprise has
in Tanzania, and indicate whether their international transactions are included on this form.

Name of subsidiary Are its international transactions
included in this form? (YES/NO)

PART B: FOREIGN INVESTMENT IN THIS ENTERPRISES

Please complete this section if your enterprise or any of its subsidiaries in Tanzania
had non-resident shareholders or any other liabilities to non-residents during 1999

Please report all values in thousands of (TZS or USD).
PLEASE TICK THR CURRENT YOU USE IN COMPLETING THIS FORM

uUsb TZS

3. FOREIGN DIRECT EQUITY INVESTMENT IN YOUR COMPANY

Please list the name, country of residence and ownership stake of each non-resident company,
or other non-resident individual or organisation, owrilif&6 or more of the total equity

in your companyPlease see Note 1,3 and 5 on page 3 for guidelines on residence, market
value and country of residence respectively

3(a) AS AT END-1998

Name of foreign direct investor/ Country of Ownership stake

Institution(eg ADB) residence (please at end 1998

(shareholder/owner) enter below) (shareholding)
(Estimated) Percent of total
Market value voting rights

1.

2.

3.

4. All other Foreign investors

5. All Tanzanian Investors combined  Tanzania

Total




3(b) AS AT END-1999

Name of foreign direct investor/ Country of Ownership stake

Institution(eg ADB) residence at end 1999

(shareholder/owner) (please enter below) (shareholding)
(Estimated) Percent of total
Market value voting rights

1.

2.

3.

4. All other Foreign investors

5. All Tanzanian Investors combined anzania

Total

4. FOREIGN PORTFOLIO EQUITY INVESTMENT IN YOUR COMPANY

For individual equity holdings by non-resident companies, other non-resident individuals
or organisations déss than 10%of total equity in your company, please group holdings
and ownership stake together by investors’ country of residéheasg see Note 1,3 and

5 on page 3 for guidelines on residence, market value and country of residence respec-
tively)

4(a) AS AT END-1998

Country of residence/Institution Ownership stake (shareholding)
(eg ADB) (please enter below)
(Estimated) Percent of total Vioting
Market value rights
1.
2.
3.

4 All other Foreign Investors combined
5 All Tanzanian investors combined

4(b) AS AT END-1999

Country of residence/ Institution(eg ADB) Ownership stake (shareholding)
(please enter below)

(Estimated) Percent of total
Market value voting rights
1.
2.
3.

4. All other Foreign Investors combined
5. All Tanzanian investors combined




5. NEW EQUITY INVESTMENT BY (SHARES ISSUED TO) NON-RESIDENTS
Please calculate (giving totals by country of non-resident) for your enterprises and
subsidiaries in Tanzania:

* amounts received from non-residefitscash or otherwise) for new shares (or other
new ownership stakes) issued to them in calendar year 1999;

* amounts paid to non-resider{ia cash or otherwise) for redemption or acquisition
of shares (ownership stakes) in your enterprise in calendar year 1999:

Enter country name | 1. 2. 3. 4. All others
(see Note 5) combineg

Amounts received

Amounts paid

6. REINVESTED EARNINGS ATTRIBUTABLE TO FOREIGN DIRECT
INVESTMENT FOR YOUR COMPANY

Please calculate total retained earnattyfutable to Foreign Direct Investment in calendar
year 1999for your enterprises and subsidiaries in Tanzania, by working through the
following table.

NOTE:_all businesses with foreign assets and liabilities should complete this section

1. Operating profit earned (before taxes on profit)

2. Taxes on profit

3(a). Dividends paid and profits remitted to non-residents (FDI and Portfolio
investors combined)

3(b). Dividends paid and profits remitted toresidents

4. Dividends and profits remitted to foreign direct investors only

5. Total retained earnings
Please calculate as: Item 1 — 2 — 3(a) —3(b)

6. Retained earnings attributable to foreign direct investors
(Eg, if a company is 50% owned by foreign direct investors, then Item 6 would
be 50% of Item h

7. PROFITS REMITTED AND DIVIDENDS PAID TO NON-RESIDENTS

Please state total profits remitted and dividends paid to non-resident individuals or
organisations, classified by country for tedendaryear 1999Please note: if your
accounting year is not the calendar year please provide your best estimates based on,
for example, aggregating quarterly data



Country (enter names — Profits remitted in 1999 Dividends paid in 1999
see Note 5)

1.

2.
3.
4. All others combined

8. FOREIGN NON-EQUITY LIABILITIES TO NON-RESIDENTS

Please provide the following information by country, in the tables bé¥eage see Note
2b,4 and 5 on page 3 for guidelines on non-equity, transactions, and country of resi-
dence respectively

» total stocksy country, for end-1998 and end-1999 noh-equity liabilitiesto non-
resident organisations or individuals;

» transactionsduring 1999.

* interest paidon the above during thealendar yean999;

Please daot include domestic (resident to resident) borrowing in foreign currency or

Tanzania Shillings.

For banks completing this form: Please daot include the deposits held by non-resi-
dent parent companies or non-resident unrelated companies in the tables below

8(a) STOCKS FOR END 1998

LIABILITY TOTAL (Stocks) FOR END 1998

Long-term foreign borrowing (original maturity greater than 12 months)

Enter country names 1. 2. 3. 4. All otherg
/Institution(eg ADB) combined

Shareholder & Inter-
Company borrowing

Other long-termBorrowing
with Unrelated companies

Short-term foreign borrowing (original maturity 12 months or less)

Enter country names / 1. 2. 3. 4. All otherg
Institution(eg ADB) combined

Shareholder and Inter-
Company borrowing

Supplier credits from
Related companies

Supplier credits from
Unrelated companies

Other short-term
Financing




8(b) STOCKS FOR END 1999

LIABILITY

TOTAL (Stocks) FOR END 1999

Long-term foreign borrowing (original maturity greater than 12 months)

Enter country names
/Institution (eg ADB)

1.

2.

3.

4. All othersg
combined

Shareholder & Inter-
Company borrowing

Other long-term
Borrowing with

Unrelated companies

Short-term foreign borrowing (original maturity 12 months or less)

Enter country names /
Institution(eg ADB)

1.

2.

3.

4. All others
combined

Shareholder and Inter-
Company borrowing

Supplier credits from
Related companies

Supplier credits from
Unrelated companies

Other short-term
Financing

8(c) TRANSACTIONS DURING 1999

LIABILITY

TRANSACTIONS DURING 1999

Long-term foreign borrowing (original maturity greater than 12 months)

Enter country names /
Institution(eg ADB)

1.

2.

3.

4. All others
combined

Shareholder & Inter-
Company borrowing

Other long-term
Borrowing with
Unrelated companies

Short-term foreign borrowing (original maturity 12 months or less)

Enter country names /
Institution(eg ADB)

1.

2.

3.

4. All others
combined

Shareholder and Inter-
Company borrowing

Supplier credits from
Related companies
Supplier credits from
Unrelated companies

Other short-term
Financing




8 (d) INTEREST PAID IN 1999

LIABILITY

INTEREST PAID IN 1999

Long-term foreign borrowing (original maturity greater than 12 months)

Enter country names /
Institution(eg ADB)

1.

2. 3. 4. All others
combined

Shareholder & Inter-
Company borrowing

Other long-term
Borrowing with
Unrelated companies

Short-term foreign borrowing (original maturity 12 months or less)

Enter country names /
Institution(eg ADB)

1.

2. 3. 4. All othersg
combined

Shareholder and Inter-
Company borrowing

Supplier credits from
Related companies

Supplier credits from
Unrelated companies

Other short-term
Financing

PART C: INVESTMENT ABROAD BY THIS ENTERPRISE

Please complete this section if your enterprise or any of its subsidiaries in Tanzania had

investments in (or loans to) foreign enterprises during 1999

9. FOREIGN DIRECT EQUITY INVESTMENT IN NON-RESIDENT ENTER-

PRISES

Please list the name, country of location and ownership stake of each non-resident com-
pany in which your company owri$% or _more of the equity, and any non-resident
branches of your compamjiease see Note ,3 and 5 on page 3 for guidelines on market

value and country of residence respectively

9(a) AS AT END-1998

Name of non-resident
company

Country of Ownership stake at end-1998
location (please (shareholding)
enter below)

(Estimated) Percent of total
Market value voting rights

S AYNYS

. All others combined




9(b) AS AT END-1999

Name of foreign company Country of Ownership stake at end-1999
location (please (shareholding)
enter below)

(Estimated) Percent of tota
Market value voting rights

. All others combined

10. FOREIGN PORTFOLIO EQUITY INVESTMENT IN NON-RESIDENT ENTER-
PRISES

For your company’s individual equity holdings in non-resident companies amounting to
less than 10%of total equity in the foreign company, please group holdings together by
country (where these companies are located) and show total inveBlieesd see Note 3

and 5 on page 3 for guidelines on market value and country of residence respectively

AS AT END-1998, AND END-1999

Total investment

Country of location Total (estimated) Total (estimated
(of companies) market value at market value at
End-1998 End-1999

. All others combined

11. PROFITS AND DIVIDENDS RECEIVED FROM NON-RESIDENTS AND RE-
TAINED EARNINGS

Please state total profits and dividends received from non-resident companies and retained
earnings classified by country, for tb@lendaryear1999.Please note: If your accounting

year is not the calendar year please provide your best estimates based on, for example,
aggregating quarterly data

Country (enter Profits earned in | Dividends received Reinvested Earn-
below — see Note 5) 1999 in 1999 ings for 1999

1.

2.

3.

4. All others combined




12. FOREIGN NON-EQUITY ASSETS (CLAIMS ON NON-RESIDENTS)

Please provide the following information by country (directly negotiated with foreign bor-
rowers), in the tables belowléase turn to page 3 and read Note 2b for definitions of non
equity, Note 4 on transactions, and Note 5 on country)

* transactiongduring 1999.

* interest receiveduring thecalendar yearl999;

Please dmot include foreign currency (or other resident-to-resident ) loans from Tanza-
nia institutions.

For banks completing this form:

* Please ensure that you include lending (short or long term) to parent and non-
parent foreign direct investors or other unrelated non-resident companies in the
tables below.

* Please note that this question overlaps slightly with the more detailed Question 2
on the Annual Survey for Banks, which is for analytical rather than BOP data
compilation purposes. You are kindly requested therefore, to complete both ques-
tions.

12 (a) TRANSACTIONS DURING 1999

ASSET TRANSACTIONS DURING 1999
Enter country names 1. 2. 3. 4. All others
combined

Long-term foreign loans(original maturity greater than 12 months)

Shareholder & Inter-
Company loans
Other long-term
Loans to Unrelated
Companies

Short-term foreign loans (original maturity 12 months or less)

Shareholder and Inter-
Company loans
Supplier credits with
Related companies
Supplier credits with
Unrelated companies
Other short-term
Financing




12(b) INTEREST RECEIVED IN 1999

ASSET INTEREST RECEIVED IN 1999

Enter country names 1. 2. 3. 4. All others
combined

Long-term foreign loans(original maturity greater than 12 months)

Shareholder & Inter-
Company loans

Other long-term
Loans to Unrelated
Companies

Short-term foreign loans (original maturity 12 months or less)

Shareholder and Inter-
Company loans
Supplier credits with
Related companies
Supplier credits with
Unrelated companies
Other short-term
Financing

PART D: HISTORICAL DATA ON FOREIGN INVESTMENTS IN THIS ENTER-
PRISE

13. If available, please provide historical data (at year-end) of foreign companies/
individuals who own 10% or more equity investment in your enterprise during the
period 1993-97

Name of foreign investor | Country of EQUITY HELD AT YEAR END
Residence
‘93 ‘94 ‘95 ‘96 | '97
1.
2.
3

All other foreign investors
All Tanz. Invest. Combined

14. If available, please provide historical data (at year-end) on foreign companies/
individuals who owns less than 10% equity investment in your company during the
period 1993-97.

Name of foreign investor | Country of EQUITY HELD AT YEAR END
Residence

‘93 ‘94 ‘95 ‘96 | 97

1.
2.
3.
All other foreign investors
All Tanz. Invest. Combined




15. Please state total profits remitted to foreign individuals or organisations, classi-
fied by country for the calendaryear 1993-97 (Please note: If your accounting year is
not the calendar year please provide your best estimates based on, for example,

aggregating quarterly data.)

Country of Residence DIVIDENDS PAID DURING THE YEAR
‘93 ‘94 ‘95 ‘96 '97

1.

2.

3.

All other foreign investors
All Tanz. Invest. Combined

16. Please state total dividends paid to foreign individuals or organisations, classi-
fied by country for the calendaryear 1993-97 (Please note: If your accounting year
is not the calendar year please provide your best estimates based on, for example,
aggregating quarterly data.)

Country of Residence PROFIT REMITTED DURING THE YEAR
‘93 ‘94 ‘95 ‘96 ‘97

1.

2.

3.

All other foreign investors
All Tanz. Invest. Combined

17. Please give the total retained earnings calendar yearl997 for your enter-
prises and subsidiaries in Tanzania.

Country of Residence RETAINED EARNINGS
‘93 ‘94 ‘95 ‘96 '97

1.

2.

3.

All other foreign investors
All Tanz. Invest. Combined




18. If data is available, please give aggregate totals for 1993-97noh-equity liabilities
to non-resident organisations or individuals.

Total as at year end

Liability | 1993 1994 | 1995 | 1996 | 1997
Long-term foreign loangoriginal maturity greater than 12 months)

Shareholder and

Inter-company loans

Other long-term loans

Short-term foreign financingoriginal maturity of 12 months or less)

Shareholder and
Inter-company loans
Supplier credits from
Related companies
Supplier credits from
Unrelated companies
Other short-term
Financing

19. For 1993-97, and if available, please indicate interest paid for each year:

Interest paid

Liability | 1993 | 1994 | 1995 | 1996 | 1997
Long-term foreign loangoriginal maturity greater than 12 months)

Shareholder and

Inter-company loans

Other long-term loans

Short-term foreign financingoriginal maturity of 12 months or less)

Shareholder and
Inter-company loans

Supplier credits from
Related companies

Supplier credits from

Unrelated companies
Other short-term
Financing




PART E: SUPPLEMENTARY QUESTIONS FOR BANKS AND OTHER FINAN-
CIAL INSTITUTIONS

PLEASE READ THIS FIRST

Purpose of survey

This form collects information to be used by the Government of Tanzania to improve na-
tional and international economic policy formulation and for investment promotion pur-
poses. As such, it is a means to improve dialogue between government and the private
sector. It complements the Assets and Liabilities Survey (Parts A, B, and C above)

Confidentiality

Information will be used only for statistical and policy making purposes, and be published
in aggregated form. Data relating to individual organisations will not be made available to
anybody outside the Bank of Tanzania, Tanzania Investment Centre and National Bureau
of Statistics. Any official of these institutions failing to comply with confidentiality face
stern disciplinary actions including summary dismissal and in severe cases prosecution
which may lead to imprisonment.

Collection and submission of data

Completion of this form is compulsory under section 47 sub-sections (1), (2) and (4), and
section 49 of Bank of Tanzania Act of 1995. Failure to comply could result in legal and/or
administrative action against non compliance. Please note the due date for return, given at
the top of this form, and keep a copy for your reference.

Help

If you need help completing the forms, or any explanation of terms or questions on this part
of the questionnaire, please contslctC. Assey or Mr S. Mrutu of Bank of Tanzania,
telephone 119312

INSTRUCTIONS AND DEFINITIONS

Reporting basis

This form requests information and statistics on the stock and inflow of private capital
(both short term and long term) through your bank/institution (or group of companies) and
on private lending abroad through your bank/institution (or group). Where possible, please
use figures from your accountdnaudited data are perfectly acceptable for this purpose
Some data may not be readily available from your accounts. In thesepteass provide
careful estimates/NVe would rather have your best estimate than nothing! If your bank has
more than one branch or office in Tanzaw@nsolidated data should be submitted on a
single form

Valuation

All values should be reported thousands of TZS or USD For transactions, please
convert amounts denominated in other currencies to TZS or USD at the rate used at the
time of the transaction and, for opening and closing positions, the rate applying at the
reference date. If the transaction rate is not known, use the mid-point of the buying and
selling rate applying at the date of the transaction.



Definitions

1. Residents and Non-residents
The definition of resident/non-resident is as appearing in Part A of this questionnaire

2. Financial instruments

Trade Credit
Assets consist of:
1. Prepayments on imports, extinguished upon delivery of the goods or services.
2. Trade credit extended on exports, extinguished by actual payment (postpayment).

Liabilities consist of:
1. Prepayment of exports, extinguished upon delivery of exports.
2. Trade credit received on imports, extinguished by actual payment (postpayment).

Other Loans

Loans are financial assets created through the lending of funds by a creditor (lender) di-
rectly to a debtor (borrower). They include loans (different from trade credits) to finance
trade, mortgages, other loans and advances, financial leases for the purchase of goods (where
payment consists of interest on the outstanding liability, and repayment of the loan liabil-
ity). Repurchase agreements are treated as a form of securitised loan. They consist of the
sale (made with the intention that the transaction will be reversed at a specified future date)
of a security such as a government bond by one institution to another.

Bridging Loans
These are usually short-term loans, taken out to help cover the repayment of other loans.
3. Maturity

Short-term original contractual maturity of one year or less.
Long-term original contractual maturity of more than one year.



PART E.1: LENDING ABROAD (TO NON-RESIDENTS)- ASSETS

Please report all Values in thousands of (TZS or USD).
PLEASE USE ONLY ONE CURRENCY EITHER TZS OR USD IN COMPLETING
THIS FORM

LENDING TO NON-RESIDENTS BY LOAN TYPE (FINANCIAL INSTRUMENT)

Please state your total exposure to non-residents (giving stocks at year-end 1998 and 1999,
and transactions during 1999) for the following types of lending, distinguishing between
long and short-term lendingléase refer to notes & definitions on pages 14 angt 15

20. Please state the stock of the amount of your total lending abroad by category of
credit as at end 1998 and end 1999.

STOCK POSITION

END 1998

END 1999

Export
Import

Trade Credit (short-term

1
2
3

Other short-term (specif

Long-term (specify)
1

2
3

Total stock
Short-term

Long-term

21. Please state the amount of your total lending abroad by category of credit during

1998 and 1999

TRANSACTIONS
DURING THE
PERIOD

1998

1999

Export
Import

Trade Credit (short-term

1
2
3

Other short-term (specify)

Long-term (specify)
1
2
3

Total flows
Short-term
Long-term




PART E.2: BORROWING ABROAD (FROM NON-RESIDENTS) - LIABILITIES

BORROWING FROM NON-RESIDENTS BY LOAN TYPE (FINANCIAL IN-

STRUMENT)

Please state your total borrowing on behalf of your client and yourselves from abroad (non-
residents) (giving stocks at year-end 1998 and 1999, and transactions during 1999) for the
following types of borrowing, distinguishing between long-term and short-term borrowing
(please refer to notes & definitions on pages 14 an{l 15

22. Please state the stock of the amount borrowed abroad (from non-residents) by
type as at end 1998 and 1999.

STOCK POSITION END 1998 END 1999

Trade Credit (short term
Export
Import

Other short-term (specify

1

2

3

Long-term (specify)

1

2

3

Total stock
Short-term
Long-term

N

23. Please state the amount disbursed, principal repaid, and interest and other
charges paid in respect to each category of short-term and long-term loans during
1998.

TRANSACTIONS | Disbursements| Principal Interest and Net flows
DURING 1998 repaid other
charges paid
1 2 3 (2-2-3)

Trade Credit

(short-term)
Export
Import

Other short-term
(specify)
1

2

3

Long-term (specify)
1

2

3

Total disbursed/
repaid

Short-term
Long-term




24. Please state the amount disbursed, principal repaid, and interest and other
charges paid in respect to each category of short-term and long-term loans during
1999.

TRANSACTIONS | Disbursementsg Principal Interest and|  Net flows
DURING 1999 Repaid other charges
paid
1 2 3 (1-2-3)

Trade Credit
(short-term)
Export
Import
Other short-term
(specify)
1
2
3
Other long-term
(specify)
1
2
3

Total disbursed/
repaid
Short-term
Long-term




PART F: MOTIVATIONS AND EXPERIENCES OF BANKS AND OTHER FlI-
NANCIAL INSTITUTIONS

25. What is the likely direction of your bank’s lending outside Tanzania, with
regard to each type of instrument (tick box), and why?

Start/| Maintain End/ REASON
Expand Contract

Lending to non-residents
Trade Credit
Export
Import
Other short-term (specify)
1
2
3
Other long-term (specify)
1
2
3

26.What is the likely direction of your bank’s borrowing from non-residents
(abroad), with regard to each type of instrument (tick box), and why?

Start /| Maintain| End/ REASON
Expand Contract

Borrowing from non-
residents (abroad)
Trade Credit

Export

Import
Other short-term (specify
1
2
3
Other long-term (specify)
1
2
3

27. What influence do the following risk guarantee mechanisms have on your
lending:

Export Credit Agency

Private insurance

Other (Specify)




28. What instruments do you use to hedge against risks associated with borrowing
from abroad (by yourselves and your clients)?

29. What are the key factors that influence the level of borrowing from non-residents
(abroad) on behalf of your clients (and yourselves).

30. Please list the key factors in order of importance, you see as most critical in
your lending decisions to non-residents (abroad).

31. Please list the key factors in order of importance, you see as most critical in
your borrowing decisions from non-residents (abroad).

32. In which direction is your business likely to be affected by the current initiave
towards reviving East African Co-operation as well as the influence of South Africa
in the region.

33. How significant is your borrowing from correspondent banks abroad for lend-
ing to Tanzania residents

Very significant|  Significant Not significant
1 Borrowing for
lending in foreign
currencies
2 Borrowing for

lending in local
currency




33. How has your borrowing abroad for domestic lending changed over time

Increased Not changed Decreased

1 Borrowing for
lending in foreign
currencies

2 Borrowing for
lending in local
currency

Comment on your views

34. What problems (by yourselves or your clients) if any, do you face in making
repayments abroad in servicing external debt.

35. What incentives and mechanisms can government provide, to make banks more
willing to report to government on their operations?

36. How do you characterise the level of competition in banking business in Tanzania.
Please tick as appropriate

Very high | High Medium Low Very low

Level of competition

Please give reasons for your opinion

THANK YOU FOR YOUR COOPERATION.




APPENDIX 5

Questionnaire on Investments with foreign Assets and Liabilities - Perception

TN

Confidential

National Bureau of Statistics Bank of Tanzania Tanzania InvestmentCentre
P.O.Box 796 P. O. BOX 2939 P. O. Box 938

DAR ES SALAAM DAR ES SALAAM DAR ES SALAAM

Tel: (255)-51-122722-3 Tel: (255)-51- 110946-52, Tel: (255)-51-116328-32
(255)-51-111634 (255)-51-110977-79 (255)-51-34200

Fax: (255)-51-112352/135601 Fax: (255-51) 112573/113325 Fax: (255-51) 118253

June 5" 2000

Dear Investor,

CENSUS OFINVESTMENT WITH FOREIGN ASSETSAND LIABILITIES

PERCEPTIONS FORM

FORM TYPE: BOP/2/2000

COMPANY REFERENCE NUMBER :..........cocoiiiiine, (for internal use only)
REPORTING PERIOD: Year-ends 1999

DUE DATE FOR RETURN: Thursday 6™ July 2000

A. GENERAL | NFORVATI ON

Date completed

Company name

Name and position of person completing this return

Company Address

Tel: Fax: E-mail:

Please give details of an alternative person whom we may contact in case we h
any questions.

ave

Date of Establishment Date of Commencing Operations
/ / / /




PLEASE READ THIS FIRST

Purpose of survey

This form collects information to be used by the Government of Tanzania to improve na-
tional and international economic policy formulation and for investment promotion pur-
poses. As such, it is a means to improve dialogue between government and the private
sector. It complements the Assets and Liabilities Survey, which is being disseminated to
you to capture and classify balance of payments statistics and international investment
position.

Confidentiality

Information will be used only for statistical purposes, and be published in aggregated form.
Data relating to individual organisations will not be made available to anybody outside the
Bank of Tanzania, Tanzania Investment centre or National Bureau of Sta@siicsn-

ment officials failing to comply with confidentiality clause face severe penalties includ-
ing summary dismissal. This is in accordance with Bank of Tanzania Act, 1995, Tanza-
nia Investment Act, 1997, and the Act establishing National Bureau of Statistics.

Collection and submission of data

Completion of this form is compulsory under section 6(b) of the Tanzania Investment Act
No. 26 of 1997, Statistical ordinance No. 33 of 1961 establishing the National Bureau of
Statistics and section 47 sub-sections (1), (2) and (4), and section 49 of Bank of Tanzania
Act of 1995. Failure to comply could result in legal and/or administrative action against
non-compliance. Please note the due date for return, given at the top of this form, and keep
a copy for your reference.

Start-up Date

The questionnaire includes questions that require information to be given at particular dates,
including start-up. Start-up refers to the year when foreign investment first took place (i.e.
date of commencement of the project).

Help

To help us, please attach a copy of your latest annual financial statements to your com-
pleted form. If you need help in completing, or explanation of terms or questions, please
refer to the notes attached. Alternatively, please coMa&. Mrutu of BOT — telephone
119312, Mrs N. Senzia of TIC - telephone 116328 and Mr M. Chimtembo of NBS-tel-
ephone 122722

1. To what extent have the following macroeconomic factors affected investment in
your business?

Very strong Strong Limited No Limited Strong | Very
positive effectl positive | positive| Effect negative  negatiye stron
effect effect effect effect negative
effect
1 2 3 4 5 6 7

“Note: “at start-up” refers to the year when foreign investment first took place.



at start-up”

Now

Fiscal policy

Monetary policy

Government stability

Composition of government spending

Regulatory Framework

State intervention in private business

Business environment stability

Environmental policy

Foreign policy

Financial sector stability

e e T e e e T T L N Ean)

SN/ N N N N N N N [ N | N

e an N T e e T e T N L N Ean)

SN/ N N N’ N N N N [ N | N

Please add any additional Information

2.To what extent have the availability and condition of the following infrastructures
and services affected investment in your business?

Very strong Strong Limited No Limited Strong | Very
positive effect] positive | positive| Effect negative  negatiye stron
effect effect effect effect  negative
effect
1 2 3 4 5 6 7
at start-up* now

Inland Transport (roads, rails)

C )

Access to seaports

Airports and Air Transportation

Electricity supply

Water supply

Postal services

Telecommunications

Custom services

Immigration facilities

Municipal services (garbage, sewerage, etc.)

Banking services

Credit rating agencies

— |~ |~ |~~~ |~ |~ |~ |
N [N [N N (N N N [N N N [N

~ |~ |~~~ M~ |~ |~~~ [~ |~ |~
e [~ [~ N~ — [~ [~ M~ [~ [~ [~

Please add any additional Information

"Note: “at start-up” refers to the year when foreign investment first took place.




3. To what extent have the following financial factors affected investment in your
business?

\ery strong Strong Limited No Limited Strong| Very
positive effect] positive | positive| Effect negative  negatiye stron
effect effect effect effect  negative
effect
1 2 3 4 5 6 7
at start-up* Now
Inflation ( )

Availability of business finance/credit

Interest rates

Depreciation of the domestic currency

National Payment System

N AN N ~
SN | N | N | N N—r
—~| —~| —|
N | N SN | N N | N

Exchange control

Please add any additional Information

4. To what extent have the following governance factors affected investment in your
business?

Very strong Strong Limited No Limited Strong | Very
positive effect| positive| positive| Effect negative negatiye stron
effect effect effect effect negative
effect
1 2 3 4 5 6 7
at start-up* now
Regional trade integration ( )

Trade policy

Investment incentives

Bureaucracy

Tax collection efficiency

AN AN AN AN/
S | N | N | N | N
| AN AN AN AN
S | N | N | N | N [ N

Effectiveness of the legal system

Land law and administration

Speed of decision making in the following institutions

Tanzania Investment Centre

Ministry of Commerce and Industries

Tanzania Revenue Authority
Immigration

Bank of Tanzania
Other (specify)

Please add any additional Information

AN AN AN AN
SN | N | N N N | N
AN AN AN N/
SN | N | N N N | N

"Note: “at start-up” refers to the year when foreign investment first took place.



5. To what extent have the following labour factors affected investment in your

business?
\ery strong Strong Limited No Limited Strong| Very
positive effect| positive| positive| Effect negative negatiye stron
effect effect effect effect nega
effect
1 2 3 4 5 6 7
at start-up” now
Labour legislation ( ) ( )
Restrictions regarding bringing in expatriates ( ) ( )
Labour stability ( ) ( )
Minimum wage levels ( ) ( )
Availability of highly educated employees ( ) ( )
Availability of skilled employees ( ) ( )
HIV / Aids ( ) ()

Please add any additional Information

ive

6. To what extent have the diverse factors presented below affected investment in

your business?

\ery strong Strong Limited No Limited Strong| Very
positive effect| positive| positive| Effect negative negatiye stron
effect effect effect effect nega
effect
1 2 3 4 5 6 7
at start-up* now
Corruption ( ) ( )
Internal security ( ) ( )
Domestic political scenario ( ) ( )
Regional political scenario ( ) ( )
Domestic economic situation ( ) ( )
Global economic situation () C )
Market expansion C ) C )
Electricity tariff ( ) ( )
Water tariff C ) C )
Zanzibar route () ( )
Smuggling ( ) ( )

Please add any additional Information

"Note: “at start-up” refers to the year when foreign investment first took place.

ive



7. Please specify the most important factors that influenced your initial decision to
invest in Tanzania.

8. What is the likely direction of your investment in Tanzania in the medium-term?
Please tick appropriate box.

Expansion

No change

Contractiorn

|

Please specify which factors would influence such decision.

9. What measures can the government undertake to improve investors’ willingness
to report to the government on their operations.



10. Please identify or tick below the most reliable sources of information for your
initial investment decisions.

Local media (please specify)

International media (please specify)

Government (please specify agency

Donors and international agencies
(please specify)

Business associates

Competitors

Word of mouth

Other (please specify)

11. Generally, how do you find the investment policy and climate in promoting
private capital flows in Tanzania?

12. Any other comment regarding the effect of Government policies on your organi
sation.

THANK YOU FOR YOUR COOPERATION.




