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PREFACE

Foreign Private Capital (FPC) is among the pillars of long-term economic development of
Zanzibar; hence attraction of FPC remains the focus of the country’s investment policy. In
this regards, Zanzibar Investment Promotion Authority (ZIPA) is increasingly being obliged to
provide information on the status and performance of the approved foreign investments. The
Zanzibar Investment Report 2006 (ZIR 06) is the outcome of collaborative efforts involving
ZIPA, Bank of Tanzania and Office of Chief Government Statistician.

ZIR06 is a second in series of reports on foreign private investments in Zanzibar covering
period of 2002 to 2005. It contains findings, policy implications and way forward. The main
objectives of the report are inter-alia to have updated FPC data base and monitor all types of
foreign private investments. The report avails vital inputs for balance of payments, international
investment position, investment promotion and facilitation, and macroeconomic policy formu-
lation.

This report, unlike the previous one, has encompassed longer period of 4 years (2002-2005)
instead of two years (2000-2001). Furthermore, the analysis has incorporated corporate Social
responsibility issues. Fundamentally, the report has built up comprehensive Zanzibar’s FPC da-
tabase. ZIR 06 will be usefull to various stakeholders in both private and public sector, specifi-
cally policy makers, policy analysts, development partners, academia and the general public .

Executive Director
ZANZIBAR INVESTMENT PROMOTION AUTHORITY
JUNE, 2007
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EXECUTIVE SUMMARY

The Foreign Private Capital (FPC) Survey 2006 is the second in a series, the survey updates data
collected from the first survey conducted in 2004. It was conducted between March 2006 and
December 2006, collecting data on stocks and flows of FPC for the years 2002, 2003, 2004 and
2005. It has been a joint survey involving ZIPA, OCGS and BOT.

In practice the objective of the 2006 survey, inter alia was geared towards consolidating and
updating the Zanzibar database for Foreign Private Capital from the previous survey in line with
meeting international statistical standards. Specific objectives included updating information
on foreign private capital inflows, gather investors perceptions with regard to government
reform efforts and to ascertain socioeconomic impact of foreign investments to domestic
economy. Finally, to have policy recommendations to stakeholders in investments; and having
credible investment information with view of promoting, attracting and sustain foreign capital
investments.

The survey methodology observed international best practices on compilation of investors’
register, questionnaire design, enumerators’ manual, questionnaire administration, data editing,
PCF software and data processing, data uprating and time series analysis. Questionnaires were
distributed to a population of 158 entities. A total of 142 questionnaires were collected marking

an overall response rate of 89.9 percent.
Major Quantitative Findings:

The flow of Foreign Private Capital (FPC) into Zanzibar for the period 2002 to 2005 increased,
on average 38.0 percent; largely driven by Foreign Direct Investment (FDI).

Foreign Private Capital flows surged by 76.7 percent in 2003 to USD 45.6 million from USD
25.8 million registered in 2002; thereafter marked marginal declined of 6.0 percent to USD 42.9
million in 2004. FPC increased by 32.6 percent to USD 56.9 million in 2005. Bulk of FPC
flows was in form of FDI, on average accounted for 88.1 percent of total FPC. The trend reveals
that the Zanzibar has been attracting resilient and stable foreign private investments since 2002.
For Zanzibar to remain attractive to FDI, the government is challenged to strengthen and sustain

macroeconomic stability and further improve infrastructure.




Inflows of FDI were largely financed by direct equity investments and inter-company long

term loans.

Direct equity and inter-company long term loans accounted for 88.8 percent of total FDI inflows

over the period under review.

Other major source of finance of FPC is the long-term and short term loans from unrelated
companies borrowed from abroad. This imply that the local commercial banks are not
source to finance Foreign Private Investments or may not be offering conducive debt terms

compared to external sources.

However over dependence on external sources of finance; if not well managed may culminate
into financial crisis leading to BOP problems associated with high foreign interest payments;

external liabilities overshoot; and high out flows in terms of dividend foreign remittances.

Wholesale & retail trade, catering and accommodation services sector led by hotel investments
has been favorite sector of FDI and the overall FPC.

FDI were largely concentrated in the services sub- sector led by hotel investments within
Wholesale & retail trade, catering and accommodation sector. On average the said sector
accounted for more than 77.6 percent of total FDI stock. Agricultural sector, the mainstay of the
economy performed poorly, attracting a mere 0.4 percent of total FDI stock. This was mainly
due to limited domestic market, difficulties in accessing foreign markets, lack of incentives to
invest in agriculture, unclear policy guidance in agricultural investment and other factors such
as outdated Land Tenure Act which limits private land ownership.

The Government is challenged to put in place special incentives to attract FDI into fishing
industry within agriculture sector. With regard to agro-processing industries, emphasis is to
focus review of cloves production, marketing systems and value addition processes- encourage

spices and seaweed processing industries.

Despite measures to promote manufacturing sector through EPZ, the sector attracted 3.6

percent of total FDI stock during the period under review.

Major factors for low FDI stock and flows into manufacturing are lack of well established
industrial investment infrastructure, low industrial skills, administrative constraints including
legal and regulatory framework and weak law enforcement. The Government is advised to put

in place deliberate measures to promote and attract investment in manufacturing sector.
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The bulk of FDI inflows concentrated in North and Urban West Regions in Unguja, the

respective regions have relatively better investments attractions.

The Government is challenged to put in place the basic and necessary socioeconomic

infrastructures to attract investors in disadvantaged regions.

Major sources of foreign investment originated from OECD countries -specifically Italy, UK
and Spain.

On average the three countries accounted for 56.4 percent of the total FDI. Dominance of the trio
call for diversifying markets to mitigate unforeseen political and adverse economic risks which
may spill over and affect Zanzibar investments. The government, through ZIPA, is challenged
to have promotion strategies for new sources; preferably Asian markets (China, Korea, India,
Japan and Malaysia), Russia, USA and the Latin America.

FDI performance in terms of profitability and rate of return is relatively poor.

The survey revealed that, for period of 4 years; with the exception of year 2004 the FDIs recorded
losses and had negative returns. The results are contrary to reality; FDI grew on average of 37.9
percent. The tourism sub-sector the main driver of FDI has been growing in terms of number of
visitors and quality of visitors- high quality tourism; investments in hotels increased on average

by 34.6 percent over the period under review.

The Wholesale & retail trade, catering & accommodation services is the leading sector in

attracting FDI. However, over 90.0 percent of loss making FDIs originate from this sector.

Wholesale & retail trade, catering & accommodation services sector; dominated by tourist hotels
sub sector; on average account for more than 75.0 percent of FDI. The sector reported persistent
and fluctuating losses to the tune of USD 10.0 million in 2002, USD 6.2 million in 2003, USD
1.1 million in 2004 and increased to USD 7.4 million in 2005. However the sector grew on
average of 34.6 percent during 4 years under review;. and investors’ perceptions show that more
than 50.0 percent of respondents expect to expand their businesses; this suggests that the sector

is lucrative and still attracts more investors.

The reported losses may be associated with under reporting business reality by some of the
investors.
Recommended policy and operational interventions

* The tax authorities and ZIPA are advised to ascertain investment costs and actual

earnings from operations; review incentives packages with a view of having a win- win

in

situation.




* Tax authorities and ZIPA are advised to strengthen and improve tax tracking system in
business operations to enhance tax compliance.
In comparison to the level of employment, contribution of FDI to job creation is relatively

low.

FDI created 6,620 employment opportunities out of 589,276 labor force; accounting for a
mere 1.1 percent; this is relatively low considering the role of FDI in the economy. The survey
further revealed that; the Wholesale & retail trade, catering and accommodation services sector
dominated the workforce. Employment in hotels sub sector accounted for an average of 74.0
percent of all employees in the sector. It was further revealed that on average, Zanzibaris
accounted for 70.0 percent of total employees and Tanzania Mainlanders represented 23.4

percent while foreigners accounted for 6.1 percent of total employees.

In an endeavor to create more jobs to locals it is advised that; the government and investors
collaborate to ensure that local people are equipped with requisite expertise to meet investors
needs.

Main Findings on Investors’ Perceptions

Accessing funds from local sources was perceived by investors to be difficult.

The possible constraints of accessing local funds include, high interest rates, lack of flexible
mortgage laws, absence of credit agencies and stringent collateral requirements by banks.
The governments have initiated the Second Generation of Financial Sector Reforms. The reforms
are geared to improve monetary policy framework; the legal and regulatory infrastructure to
improve access to financial services; and promote efficient and harmonious legal and judicial

infrastructure for collaterization of land and settlement of land disputes.

Macroeconomic factors were generally well perceived by investors but proposed more effort

in curbing high inflation and strengthen the performance of Tax Authorities.

Low inflation was perceived to be fundamental for business planning purposes and business
expansion. Inflation is both monetary phenomenon and have supply oriented factors. In an
endeavor to address inflation the BOT as monetary authority is challenged to ensure that there
is effective monetary policy geared to have low inflation and stable inflation. On the other
hand, GoZ is challenged to address supply bottlenecks in food supply; which is main driver of

inflation.

The investors expressed raised concern on high taxation rates and that the efficiency of tax
authorities is to be enhanced. Furthermore investors were of the opinion that the Government

should encourage public — private partnerships when preparing and discussing annual budgets.
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Corruption, bureaucracy, multi licensing factors was not favorable to investment

environment.

The study revealed that, bureaucracy, corruption multi licensing increase operational costs and
act as disincentive to investments. This may discourage investors to invest in Zanzibar. GoZ is

challenged to address the raised investment hurdles.

Investors complained on poor municipal services; high costs and quality of availability of

electricity and water.

Availability, prompt attention, adequate and reliable utilities- such as water, electricity, waste

management are vital for investments attractions.

Investors were concerned with the quality of local labor force that most employees lack skills

expected by investors in their operations.

The survey revealed that generally investors were positive with most factors within the ambit
of labor factors. However, concerns on quality of labour need attention; that most employees
lack adequate training and skills expected by investors. The Government of Zanzibar and
private sector need to take initiatives to ensure the quality of local labor force meets the required
skills.

Based on investors perception weak economic linkages exist between FDI and agricultural
sector as most of the domestic agricultural produce is not used by hotels and restaurants with

the exception of fish.

* To enhance linkage between FDI and other domestic sectors is vital for multiplier effects
hence; GOZ is advised that, local producers especially in agriculture sector are challenged
to promote modern farming to meet international standards of agricultural produce, mainly
quantity, quality and packaging to sell to tourist hotels.
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Introduction

1.1 Background

Zanzibar economic growth has been led by
Zanzibar Development Vision 2020 which has
main objective of eradicating absolute poverty
in the society by the year 2020. Poverty
eradication efforts will be reflected by enhanced
ability of the people to get necessities - food,
better housing, adequate clothing, improving
democracy and social security. Based on this
backdrop, formulations of economic policies
have been geared to address the objectives of
the Vision 2020. These included the Poverty
Reduction Plan (2002 - 2005) and the
Zanzibar Strategy for Growth and Reduction
of Poverty (ZSGRP) 2006-2010 and the
Zanzibar Growth Strategy (2006 — 2015).
The above plan and strategies are medium
term implementation measures in tandem
with investment policy geared to emphasize
promotion of investments- both domestic and
foreign. Investments are vital pre-requisites to
attain remarkable economic growth rate that
will facilitate profound impact on poverty
reduction efforts.

Table 1.1 M acroeconomic I ndicators

1.2 Macroeconomic Developments

During the period between 2002 and 2005,
Zanzibar has strived to implement and sustain
macroeconomic reforms to support economic
growth. Consequently, the country has
maintained favorable economic performance,
registering a growth rate of 8.6 percent in 2002,
growth slowed down to 5.9 percent achieved
in 2003. The relatively lower growth rate
down to 5.5 percent in 2005 was on account
of unfavorable weather conditions leading to
drought, which resulted into lower agricultural
output coupled with rising fuel prices and
declining world prices of traditional exports.
(Table 1.1).

The performance of external sector showed
that the current account has been negative
mainly due to hike in imports bill responding
to rising world oil prices. Current account
deficit as ratio of GDP has generally been
marginally declining from as high as 9.8
percent in 2002 to 8.4 percent in 2003 stood at
8.7 percent in 2004 but slumped to 3.4 percent
in 2005 largely to increase in donor grants.
(Table 1.1).

Indicator/Year 2002 2003 2004 2005
GDP Nominal Price (TZS 000" million) 256.0 286.6 344.3 395.6
GDP Constant 2001 Price (TZS 000' million) 241.4 255.7 272.3 287.4
GDP Annual Growth Rate (Percent) 8.6 5.9 6.5 5.5
GDP per Capita (in USD) 276.0 273.0 303.0 327.0
Inflation Trend 5.2 9.0 8.1 9.7
Capital Formation (TZS 000' million) 35.3 42.5 56.6 70.8
Capital Formation (% of GDP) 13.8 14.8 16.4 17.5
Exports (TZS 000' million) 16.3 26.4 30.1 28.0
Imports (TZS 000" million) 66.0 84.8 87.0 88.0
Overall Trade Balance (TZS 000' million) -49.7 -58.4 -56.9 -60.0
Overall Trade Balance (% of GDP) -19.4 -20.4 -16.5 -15.2
Current Account Balance (% of GDP) -9.8 -8.4 -8.7 -3.4
Total Debt/GDP (%) 37.2 36.1 50.3 44.3
Budget Deficit/GDP (%) 2.2 2.5 -2.3 -2.9

Source: Ministry of Finance and Economic Affairs, 2006




The export performance indicates that the
economy has consistently been relying on
export of cloves and earnings from tourism
related activities. The share of export of cloves
in total exports has been declining; due to rise
in new export commodities’ such as seaweed
and spices. However, the potential of the latter
non-traditional exports has yet to be exploited
in terms of increased production and processing
(value addition).

Other economic indicators were satisfactory;
per capita income recorded an improvement
from USD 276 in 2002 to USD 327 in 2005
recording an increase of 18.5 percent mainly
on account of increase in economic activities.
Capital formation derived from public and
private investment increased from 13.8 percent
of total GDP in 2002 to 17.5 percent in 2005.
Public debt to GDP has remained moderate
at average of 36.3 percent during the period of
2001 — 2003 increased to 50.3 percent in 2004
stood at 44.3 percent in 2005 mainly due to
increase in domestic borrowing. (Tablel.1).

1.3 Investments in Perspective

The investments in Zanzibar are guided by the
Zanzibar Investment Policy (ZIP 2004) which
is in line with the Zanzibar Vision 2020. The
implementation of medium term efforts as
enshrined in the Zanzibar Strategy for Growth
and Reduction of Poverty support the said
policy by putting emphasis on growth, sectoral
linkages, collaboration and synergies aligned
with Millennium Development Goals (MDGs).

The Zanzibar Growth Strategy ( 2006- 2015)
targets high growth rate in the context of
pro-poor; and emphasize  investments in
lead sectors: trade and tourism supported by
agriculture and industry sectors.

The ZIP identified priority sectors for
investments to include tourism, financial
and business services (Offshore and Freeport
activities), agriculture (crops, livestock, fishing
and marine products), manufacturing, trade
and transportation. ZIP further states that
Zanzibar wants to shift more forcefully into
highervaluesectorsincluding financial services,
business services, information technology and
tourism.” Finally it emphasizes Foreign Direct
Investments that can help Zanzibar establish
attributes needed to compete globally in high
value sectors. To achieve the objectives of ZIP
it is recommended that Zanzibar should draw
promotional strategies that are in line with best
practices (Box 1.1).

Coordination of investments in the country
under one stop center is paramount. In
recognizing this, the Government merged three
investment agencies and established Zanzibar
Investment Promotion Authority (ZIPA).

The main objective of ZIPAisto be a focal point
for the promotion, coordination and monitoring
of domestic and foreign investments. It is also
a custodian to oversee the implementation of
Investment Policy. Investment Act empowers
ZIPA to approve investment projects (Box
1.2)

Box 1.1 Zanzibar Investment Objectives

all investors.

. Promotion of domestic production of goods and services for export.

. Attraction and optimization of FDIs to complement local private efforts.
Mobilize investments that are economically and socially beneficial as well as environmentally
sound in order to protect Zanzibar’s natural heritage.

o Encourage and facilitate the adoption of new technologies that have direct bearing on
productivity, quality and increased competitiveness.

. Develop transparent legal framework which facilitate and gives guarantee of protection to

Deregulate and speed up investment approval process.

Improve linkages among various economic sectors.

Empower women by encouraging investments in areas of comparative advantage.
Encourage investment in Research and Development.

Promote training and skills development for empowerment opportunities.

Source: Zanzibar Investment Policy, 2004
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According to World Investment Report 2006
(WIR 2006) global foreign direct investments
(FDI) inflows rose substantially in 2005, the
second rise in two consecutive years. The
attained growth was spurred by cross-border
mergers and acquisitions (M& As), which
reflected strategic choices by transnational
corporations (TNCs); following increased
corporate profits and the recovery of stock
markets. Global FDI inflows amounted to
USD 916.0 billion, which were higher by 29
percent in 2004. Flows in 2005 to developed
countries rose by 37 percent to USD 542.0
billion; while to developing countries increased
by 22 percent to a record USD 334.0 billion.
Among developing countries, the highest
growth rate in inward FDI was seen in West
Asia (85%), followed by Africa (78%) both

sectors, while services remained the dominant
sector, and primary sector gained importance
in 2005. Cross border M & As involving
companies in mining and oil accounted for the
bulk of the primary sector FDI. By contrast the
share of manufacturing sector in the total fell
in 2005.

Africa received record FDI inflows to the
tune of USD 31.0 billion but was mostly
concentrated in a few countries and industries.
Thiswas attributed to a sharp rise in corporate
profitability and high commodity prices over
the past 2 years which helped to produce
growth rate of 78 percent in FDI inflows to
the region. FDI continued to be a major source
of investment for Africa as its share in gross
fixed capital formation increased to 19 percent

Box 1.2 Main Responsibilities of ZIPA

U Undertaking promotional activities, which include dissemination of information to investors on
investment opportunities in Zanzibar.

o Establishing and administering simplified investment procedures.

U Facilitating investment through provision of assistance in the sourcing of finance and in
forming joint ventures.

U Assisting acquiring land for investment purposes.

. Facilitating speedy acquisition of all due incentives, necessary authorization and decisions
required by investors.

U Playing advisory role to the government in all investment matters.

U Promoting entrepreneurial function in the local private sector through training and facilitating
contracts.

U Promoting close working relationship with international investment organizations such as
WAIPA, EAFAIPA, and AFRIIPA for investment guidance and facilitation.

o Seeking advice from experienced international organizations to assist in negotiations.

o Establishing links with experienced investors.

Source: Zanzibar Investment Policy, 2004

regions experienced record inflows of USD
34 billion and USD 31.0 billion respectively.

Developing countries, as emerging sources of
FDI, strengthened their global position in 2005
investing USD 117.0 billion. Anumber of TNCs
from developing economies are emerging as
major players on the world stage. Higher prices
for many commodities have stimulated FDI in
developing countries rich in natural resources;
a trend likely to continue. The most notable
growth in developing country FDI outflows
was from China and West Asia. FDI grew in all

in 2005. South Africa was the largest FDI
recipient in the region in 2005, accounted for
21 percent of region’s total and experienced a
sharp jump in inflows to USD 6.4 billion from
a mere USD 0.8 billion in 2004. This was
mainly due to the acquisition of Amalgamated
Bank of South Africa by Barclays Bank of UK
for USD 5.5 billion. Africa’s top ten recipients
accounted for 86 percent of the region’s FDI;
this included South Africa, Egypt, Nigeria,
Morocco, Sudan, Equatorial Guinea, the
Democratic Republic of Congo, Algeria,

Tunisia and Chad.
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At the other extreme, FDI inflows remained
below USD 100.0 million in 34 African
countries. Many of the low FDI recipients in
the region have limited natural resources,
lack the capacity to engage in significant
manufacturing, and, as a result are among
the least integrated into the global production
system. Some countries experienced political
instability or civil war in the recent past,
which destroyed much of the already limited
production capacity. FDI inflows were
concentrated in a few industries, oil, gas and
mining. Six oil producing countries accounted
for 48 percent of the inflows in the region
— Algeria, Chad, Egypt, Equatorial Guinea,
Nigeria and Sudan.

FDI outflows from Africa in 2005 remained
small and originated from few countries; out
of which six countries accounted for over 80
percent of outflows — Egypt, Liberia, Libya,
Morocco, Nigeria and South Africa.

1.4 Rationale of the Survey

Understanding and  comprehension  on
matters and trends relating to Foreign Direct
Investments (FDI) is imperative. This is more
pressing to developing countries to attract
and benefit from FDI and in building their
productive capacities and  international
competitiveness. The emphasis to developing
countries should be on integrated policy
approach to investment, technological transfer
and enterprise development.

Zanzibar has attempted to keep abreast
with efforts of ensuring that it has position
of foreign capital inflows and outflows to
facilitate assessment of economic implications
and determination of appropriate investment
policies and other economic policies. In essence
the policies pursued need to be part of a broad
strategy aimed at fostering competitiveness and
development. The first survey was conducted
in 2004 covering investment data for 2000 and
2001. It was seen necessary to conduct another
survey with a view to update investment data on
continuous assessment and establish reference
data base. It is envisaged in future surveys will
be conducted on annual basis.

1.5 Objectives of the Survey

The main objective of the survey was
consolidating Zanzibar database pertaining
to Foreign Private Capital position from
the previous survey and in the context of
international statistical standards. The FPC data
is prerequisite and vital widely for formulation
of macroeconomic policies; for investment
promotion and facilitation.

Specific objectives include:

e Update information on foreign
private capital inflows and stocks
to cover 2002 — 2005 which form a
basis of financial account for Balance
of Payments compilation.

* To ascertain economic linkages and
assess impact of foreign investments
to domestic economy.

* To gather investors perceptions
with regard to government reform
efforts; efficiency of policies and
institutions and other investment
issues.

1.6 Scope of the Survey

This survey covered the period of 2002 to
2005, focusing on magnitude of inflows and
trends by source country, sectoral and regional
distributions. Survey covered projects with a
minimum investment capital of US$ 150,000.

1.7 Outline of the Report

The report is organized as follows; Chapter 1
markstheintroductionwhichentailsbackground
and macroeconomic developments. Chapter 2
discusses methodological approaches; assesses
data quality, data coverage and organization of
the project. Chapter 3 presents quantitative
findings; focusing on magnitude, composition
of both flow and stock in sectors and other
indicators. Chapter 4 summarizes investor’s
perception for  several factors. Chapter
5 discusses the main findings and policy
implications. Chapter 6 presents lessons learnt
and the way forward.
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Methodology

2.1 Introduction

This chapter describes and discusses schedule
of activities performed in conducting survey
on Private Capital Flows in Zanzibar. It dwells
on practical issues pertaining to organization
of'the project; methodological considerations;
survey techniques and methodology. Finally it
evaluates the response rate, coverage, as well
as non-survey methods that were employed
in perfecting the data.

2.2 Assessment of Data Quality

2.2.1 Reference Period, Timeliness
and General Data Dissemination
Practices

The first survey covered a period of 2000
and 2001. This was published in Zanzibar
Investment Report (ZIR 2004), which
covered both flows and stock. This second
survey has been conducted with aview of
building the existing data base and current
trend.

The survey reference period covered a
period from 2002 to 2005. Respective annual
flows were compiled and culminated into
having respective stock data for periods
in consideration. The reference period (start)
was year 2002 for both data and investors’
perception and year 2005 served as present
position or termed ‘now’. The data was
released during January 2007, the thirteenth
month of the reference period.

The survey report was disseminated through
stakeholders’workshop; thetargetparticipants
were investors, government representatives
and targeted members from the public and
the private sector. After dissemination,
future surveys and pertaining data base

will  be within the regional General Data
Dissemination System (GDDS) after having
data series for six years from 2000 to
2005.

2.2.2 Data coverage

The survey covered data on Foreign Private
Capital, both flows and stocks as per
mentioned reference period. The main data
components were Foreign Direct Investments
(FDI), Portfolio Investments (Pl) and
Other Investments (OI). FDI and Portfolio
Investments were further analyzed with
detail components such as paid up capital,
retained earnings, revaluation reserves and
share premium, and inter-company loans.
Other Investments covered short term and
long term unrelated loans.

Besides statistics the survey was extended
to get the perceptions of investors with
regard to investments operations in Zanzibar.
Their positions are imperative to enlighten
all stakeholders of what is happening in
investments scenarios. The questionnaires
were geared to focus on macro economic
performance; legal, socio and political
factors. Other factors included evaluation
of macroeconomic policies, infrastructure
and public services, financial services,
governance and labour factors.

2.2.3 Adherence to international
standards

The survey was conducted and used
techniques which are in line with international
codes and standards to facilitate comparison
and consistency with other countries
undertaking similar surveys. In this regard
the data collected and allied information has
international credibility and this was done in
collaboration with MEFMI. The economic
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sectors used in the questionnaire were
classified according to International Standard
Industrial Classification (ISIC). Investments
from Private Capital Flows and stock data are
presented according to the recommendations
of IMF’s Balance of Payments Manuals 5%
Edition.

2.3 Organization of the Project
2.3.1

Institutional Setup and
Coordination

The survey was conducted jointly by three
institutions which are main stakeholders of
statistics related to investments. The Zanzibar
InvestmentPromotionAuthority (ZIPA), is the
overall overseer of investments in Zanzibar;
while the Office of Chief Government
Statistician (OCGS) is the central source of
all statistics pertaining to Zanzibar socio-
politico-economy. The Bank of Tanzania
is charged with pursuing monetary policy
which entails maintaining price stability and
support to overall economic performance.
In this regard the Bank advises the GoZ and
that of United Republic of Tanzania on all
economic matters. The Bank of Tanzania is
also responsible with compilation of Balance
of Payment statistics. With the support of the
GoZ, the three institutions shared experience,
knowledge and expertise.

2.3.2 Legal Mandate

The survey was undertaken in consideration
with mandates enshrined in each of the
respectivelegal instruments. The fundamental
aspect besides right to access information,
is secrecy with regard to disclosure of
information acquired in the course of the
survey. The relevant mandates are enshrined
in the Zanzibar Investment Protection Act no.
11 of 2004; in the Act No. 9 of 1999 of the
Office of Government Statistician; and that
of the Bank of Tanzania Act, 2006.

2.3.3 Sensitization and Awareness

Dissemination workshops for the first phase
report, Zanzibar Investment Report of 2004
was used as platform to inform investors on
the second phase survey. Special television
and radio programmes involving the heads
of the three collaborating institutions were
prepared when launching the second phase
survey. Newspapers advertisements were
also issued to publicize the survey.

2.3.4 Technical Assistance and Project
Funding

The Zanzibar Survey Team received technical
support from Macroeconomic and Financial
Management Institute (MEFMI)-Zimbabwe
which availed training on report writing and
conceptualization of concepts pertaining to
foreign investments. The said support was
availed in tandem with constant consultations
and technical systems support from
staff of the Department of Trade, Finance
and Investments Policies of the Bank of
Tanzania.

The project was funded jointly by the
Government of Zanzibar and the Bank
of Tanzania. @ The funding catered for
fieldwork expenses, report writing and
dissemination. Training costs were borne by
the Development Finance International (DFI)
of United Kingdom, and Macroeconomic and
Financial Management Institute (MEFMI) -
Zimbabwe.

2.3.5 Training Workshop and External
support

Two training workshops were conducted in
Tanzania Mainland with a view of enhancing
researcher’s capability to work on details
contained in the questionnaires. The first
workshop specifically dealt with ensuring
comprehension of technical concepts with
regard to Private Capital Flows, Balance of
Paymentconceptsandresearchmethodologies
and techniques. The second workshop
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focused at ensuring that the obtained data is
of high quality in line with international best
practices. It covered data cleaning, editing,
compilation and report writing and analysis.
The workshops involved researchers from
ZIPA, Office of the Chief Government
Statistician, Zanzibar, The Tanzania
Investment Centre (TIC); The National
Bureau of Statistics (NBS) and the Bank of
Tanzania staff.

2.4 Methodology

The research and survey methodologies used
to undertake the study were in conformity
with the international best practices.

2.4.1 Compilation of Investor Register

The investors register was updated to ensure
that the survey covered existing investors to
determine new, ceased and mergers.

The main sources of investors’ register were
Zanzibar Investment Promotion Authority
(ZIPA), Zanzibar Tourism Commission
(ZTC) and the Registrar of Companies.
The updated register provided names
of companies, physical location, postal
addresses, telephones and e-mails. Other
data include date of establishment, country
of investor’s origin and the share capital. The
register facilitated easy identification of the
investors during the survey.

2.4.2 Questionnaire Design

Survey questionnaire was duly designed for
field work. The structure of the questionnaire
was in four main parts. Part A covered general
information, Part B covered Foreign Assets
and Liabilities (FAL) while Part C captured
information on employment and labor
productivity. Part D of the questionnaire was
on investors’ perceptions. (Refer Annex 3).
2.4.3 Enumerator’s Manual

The survey manual was updated to guide the
researchers during the survey exercise. The
manual provided explanations of technical

terminologies used in the questionnaire
and highlighted operational modalities of
questionnaire administration.

2.4.4  Questionnaire Administration

Most of the questionnaires were physically
distributed by the researchers. The
distribution was easy as the investor’s register
covered detailed particulars of the investment
location. The close geographical proximity
of Zanzibar also facilitated easy distribution
of the survey questionnaires.

Experience showed that most of the
guestionnaires were attended to after physical
visits by researchers; less than 4 percent
of the respondents managed to respond by
filling the questionnaire at the first visit. There
were delays in responses from a number of
questionnaires posted through e-mail.

There was very close consultations between
researchers and supervisors; researchers were
reporting to their respective supervisors on a
regular basis, while supervisors made closer
follow up to the reluctant investors. At the
end all filled questionnaires were submitted
to ZIPA for custody waiting for data entry
exercise.

2.4.5 Data Editing

Inan endeavor of obtaining credible database,
data editing was imperative to ensure
accuracy. Editing was effected immediately
after submission and later counter checked by
supervisors for consistency. The researchers
and supervisors were equipped with
editing techniques to facilitate verification
of financial statements, periodic reports,
memorandum of understanding and article
of associations. Previously survey data were
also used during editing exercise to ascertain
authenticity. Audited and certified financial
statements were the most used during data
editing, however, some of the companies
failed to submit the same timely.




2.4.6 Software and Data Processing

The Private Capital Flow (PCF) system using
oracle operating system developed in-house
was used. The PCF system was installed
at the Bank of Tanzania, Zanzibar Branch
offices and data entry was effected after
completion of the data editing exercise. Data
entry was done by researchers from the three
institutions for three weeks. Thereafter data
entry checking was done to ensure that the
inputted data was correct as reflected in the
questionnaires. All identified discrepancies
were corrected and counter checked to
ascertain authenticity. Data processing, data
cleaning and data up-rating exercise were
necessary to ensure consistency. The said
activities were done in consultation with the
Bank of Tanzania MIS staff.

2.4.7 Data Up-rating and Time Series
Data up-rating and time series techniques
were used in arriving to credible and reliable
information. In the first place Market Value
to Book Value factors of the previous cycle
(2000 and 2001) was used to up-rate the
market value figures for the current survey
period of 2002 to 2003. The PCF software
was used to generate time series data.

2.5 Survey Response Rates
This section presents the results of survey
response analyzed sector wise and according

to geographical location.

Out of the 158 questionnaires distributed
to companies with Foreign Assets and

Liabilities, 142 questionnaires were returned
marking an overall response rate of 89.9
percent. This is slightly low compared to the
response rate of 97.0 percent realized in the
Survey of 2004. In absolute term, the number
of questionnaires received in this Survey and
the Survey of 2004 is the same (that is 142
questionnaires). Nevertheless, this suggests
need for more awareness and sensitization
efforts (Table 2.1A).

Response by sector shows that Wholesale
& retail trade, catering & accommodation
services registered the highest response rate
0f'93.3 percent and accounted for 68.3 percent
of the returned questionnaires. Financing,
insurance, real estate, and business services
sector was the second marking response rate
of 91.7 percent, followed by manufacturing
and transport, storage & communication
with response rate of 87.5 percent and 80.0
percent respectively. Agriculture registered
the poorest response of 25.0 percent, which
may be due to nascent FDI in the sector
(Table 2.1A).

Response by geographical location revealed
impressive responsiveness from South
Pemba (100 percent), followed by South
Unguja (93.3 percent), Urban West (89.2
percent) and North Unguja (88.9 percent).
North Pemba was on the lowest side marking
response rate of 50.0 percent. In absolute
term, Urban West had the highest number of
returned questionnaire accounting for 58.4
percent of the total collected questionnaires.
South Pemba and North Pemba were the least
representing 4.2 percent and 0.7 percent of
total returned questionnaires respectively,

Table 2.1A: Response Rate of the Foreign Direct Investment Survey by Sector

Sectors Distribyted . Receiyed _ Response
Questionnaires | questionnaires | rate (%)
Agriculture, hunting, forestry and fishing 4 1 25.0
Financing, insurance, real estate, and business services 24 22 91.7
Manufacturing 16 14 87.5
Transport, storage & communication 10 8 80.0
Wholesale & retail trade, catering & accommodation services 104 97 93.3
TOTAL 158 142 89.9

Source: Zanzibar Foreign Private Capital Survey, 2006

Note: All qualified companies were covered
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mainly due to few FDI in the regions (Table

2.1B).

2.6 Limitation of the Study

The survey experienced a number
limitations during data collection process.

Below is the major one:

e Reliability and accuracy of investment
data: The survey exclusively relied

on the information from investors.

This exposed the study findings to the
errors of overstating and understating of
data. To ensure credible and consistent
analysis, survey data were compared
with secondary information from other
different sources, including Zanzibar
Commission for Tourism and Tanzania
Revenue Authority (TRA).

Table 2.1B: Response Rate of the Foreign Direct Investment Survey by Region

Regions Distrib_uted _ Receiyed _ Response rate
Questionnaires Questionnaires (%)

North Pemba 2 1 50.0

North Unguja 27 24 88.9

South Pemba 6 6 100.0

South Unguja 30 28 93.3

Urban West 93 83 89.2

TOTAL 158 142 89.9

Source: Zanzibar Foreign Private Capital Survey, 2006

Note: All qualified companies were covered




Quantitative Findings

3.1 Introduction

This chapter presents the results of the survey
conducted in 2006 covering the period 2002
to 2005. The structure of presentation,
basic concepts and definitions are in line
with IMF Balance of Payments Manual
Version 5 (BPMS5). The latter groups the
financial account components into Foreign
Direct Investment (FDI), Foreign Portfolio
Investments (FPI) and Other Foreign
Investments (OFI). In order to ascertain
standards, consistency and allied report
analysis, the questionnaires were designed
to avail disaggregated information in terms
of magnitude and composition of Foreign
Private Capital; including source and mode
of financing, investment by country; end
use by sector and geographical locations.

The main components in Foreign Private
Capital are:

the equity shareholdings of 10.0
percentandabove, reinvested earnings
attributable to FDI, long-term, short-
term shareholder and inter-company
debts; also the related income items
(profits, dividends and interest) and
suppliers credit from related sources,

* Portfolio Equity; refers to
shareholdings of less than 10.0 percent
of total equity and related income,
and long-term and short-term debt,

e Other Investments refer to both long
and short-term credit and supplier
credit from unrelated companies.

3.2 Magnitude and Composition of FPC
In Zanzibar

The analysis was affected at four levels.
Firstly, itexamined FPC by mode of financing.
Secondly, it analyzed FPC by source country
to identify the main source country. Thirdly,
is sectoral composition to identify preferred

* Foreign Direct Investment; comprised
end use of the flows and consequent stock

Table 3.1: Stock of Foreign Private Capital (2002— 2005), in USD Million

2002 % | 20083 % 2004 % 2005 % | Average %

Stock of Foreign Direct Investment 107.8 | 92.2 | 117.4 | 87.8 | 164.1 | 94.7 | 178.7 | 95.1 139.5 92.5
Direct equity investment at year end 53.5 | 45.8 59 | 44.2 81| 49.8 | 84.1 | 44.7 69.4 46.1
Long-term shareholder and 522|446 | 516|387 | 66.1|406| 881|468 | 645| 427
inter-company loans
Short-term shareholder and inter 03| 03 40| 32 50| 32 48| 26 36 03
company loans
Supplier credits from related 18| 15| 24| 18| 18| 11| 17| 09 1.9 13
companies
Total stock of Portfolio Investment 0.7 0.6 0.8 0.6 1 0.6 1 0.6 0.9 0.6
Other Investments 8.5 78 154 | 11.6 7.6 4.7 8.2 4.4 9.9 7.0
Other long term Bo.rrowmg with 45 39 119 8.9 6.5 4 70 38 75 5.0
Unrelated Companies
Supplier Credits from Unrelated 02| 02| 04| 03| 09| 06| 09| 05 0.6 0.4
Companies
Other with Unrelated Companies 38| 3.1 4.1 2.3 0.2 | 0.1 0.1 0.1 2.1 1.4
Total Private Capital Stock 117 | 100 | 133.6 | 100 | 162.7 | 100 188 | 100 150.3 100.0
Source: Zanzibar Foreign Private Capital Survey, 2006
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Chart 3.1 Stock of Private Capital (2002— 2005), in USD Million 6
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Source: Zanzibar Foreign Private Capital Survey, 200

in economic sectors. Lastly, analysis was
based on regional distribution of investments
to determine localization of investments in
administrative regions.

3.2.1  Stock of Foreign Private Capital

The survey revealed that stock of Foreign
Private Capital (FPC) to Zanzibar on average
increased by 17.7 percent over the period
2002 to 2005. The FPC investment increased
by 14.2 percent from USD 117.0 millions
in 2002 to USD 133.6 millions in 2003.
Thereafter FPC increased by 21.8 percent
to USD 162.7 million in 2004. The stock

The trend showed that FDI registered an
increasing trend on annual average of 16.0
percent during period under review. FDI
increased marginally by less than 1.0 percent
from USD 107.8 million to USD 117.4
million in 2003. Thereafter FDI surged by
31.2 percent to USD 154.1 million in 2004;
then the increase slumped by 16.0 percent
to USD 178.8 million in 2005 (Table 3.1 &
Chart 3.1).

Portfolio investment has not been significant
investment in Zanzibar; accounting for less
than 1.0 percent of total Foreign Private

Table 3.2 Flows of Foreign Private Capital (2002— 2005), in USD Million

2002 % 2003 % 2004 % 2005 % Average %
Foreign Direct Investment 21.3 823 | 40.6 89.0 | 40.8 952 | 49.0 86.1 37.9 88.7
Portfolio Investments 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Investments 4.5 17.6 5.0 11.0 2.0 4.8 7.9 13.9 4.9 11.3
Total Flows 258 | 100.0 | 45.6 | 100.0 | 429 | 100.0| 56.9| 100.0 42.8 | 100.0

Source: Zanzibar Foreign Private Capital Survey, 2006

reached USD 188.1 million in 2005 marking
an increase of 15.6 percent (Table 3.1).

The study further revealed that Foreign Direct
Investments (FDIs) continued to be dominant;
accounting for 92.4 percent of total Foreign
Private Capital stock. The increase was mainly
driven by direct equity investments; long term
shareholder and inter-company loans which
accounted for 88.8 percent on average of total
FDI (Table 3.1 & Chart 3.1).

Capital. This was mainly attributed to absence
of stock exchange. The Portfolio Stock have
been remarkably low; amounted to USD 0.7
million, USD 0.8 million, USD 1.0 million
and USD 1.0 million in 2002, 2003, 2004 and
2005 respectively (Table 3.1 & Chart 3.1).

Other Investments are second source of
FPC in Zanzibar but its magnitude has been
increasing at fluctuating trend; stock surged
to USD 15.4 million in 2003 from USD
8.5 million registered in 2002. Thereafter
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Chart 3.2 Annual Composition of FDI Stock (2002 — 2005), in USD Million
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Source: Zanzibar Foreign Private Capital Survey, 2006

slumped to USD 7.6 million in 2004 but
increased marginally to USD 8.2 million in
2005. The increase was spurred by long term
borrowing with unrelated companies which
accounted for over 60.0 percent of total
Other Investments (Table 3.1 & Chart 3.1)

3.2.2  Flows of Foreign Private Capital

The study revealed that flows of Foreign
Private Capital have been fluctuating and
showed mixed performance. The magnitude
analysis reflected that FDI were dominant; on
average accounting for 88.7 percent of total

FPC during the period under review.

The inflows surged by 76.7 percent to USD
45.6 million in 2003 from USD 25.8 million
registered in 2002. However, the inflows
decreased by 6.0 percent to USD 42.9 million
in 2004 but rebounded by 32.8 percent to
USD 57.0 million in 2005. Other investments
flows were the second largest source of PCF
accounting for 11.3 percent of total during
the period under review. Portfolio inflows
were negligible and insignificant (Table 3.2).

Chart 3.3 Average Composition of FDI Stock (2002 - 2005), in USD Million
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Source: Zanzibar Foreign Private Capital Survey 2006
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3.3 Foreign Direct Investment (FDI)

3.3.1 Stock of FDI by Financing Type

FDI stock is composed of Direct Equity
Investments (DEI), Long-term and Short term
Shareholder & Inter-company Loans and
Suppliers Credits from Related Companies.
The study revealed that, during the period

Credits from related companies accounted
for 1.4 percent of total FDI financing.

Annual compositionshowed that in2002 DEI
and Long-term and Short term Shareholder
& Inter-company Loans amounted to USD
105.8 million which accounted for 98.1
percent of total FDI financing. In 2003 the
same amounted to USD 110.7 million or

under review DEI and Long-term and Inter-
company Loans were dominant source of
FDI; on average financed 96.1 percent of
total FDI. Short Term Sharecholder & Inter
Company Loans on average accounted for
2.5 percent of total FDI while the Suppliers

94.4 percent of total FDI financing. In 2004
the same sources amounted to USD 147.1
million accounted for 95.5 percent of total
FDI financing while in 2005 summed to
USD 172.2 million or 96.2 percent of total
FDI financing (Chart 3.2).

Table 3.3: FDI Stock by Sector (2002-2005), in USD Million
2002 | % | 2003 | % 2004 | % | 2005 | %

Sector
Agriculture,
hunting, forestry 0.5 0.4 0.4 0.4 0.6 0.4 0.6 0.3 0.5 0.4
and fishing
Construction 0.0 0.0 0.0 0.0 0.0 0.0 1.0 0.6 0.3 0.2
Financing,
Insurance, real
estate, and 0.0 0.0 6.3 54 6.5 4.2 5.7 3.2 4.6 3.3
business
services
Manufacturing 4.6 4.3 5.1 4.4 5.2 3.3 4.9 2.8 5.0 3.5
Transport,
storage & 18.9 17.5 19.1 16.2 18.3 11.9 26.9 15.1 20.8 14.9
communication
Wholesale &
Retail trade,
catering & 83.9 77.8 86.4 73.6
accommodation
services

Total 107.8 | 100.0 | 117.4 | 100.0

Source: Zanzibar Foreign Private Capital Survey 2006

Average %

123.5 80.1 | 139.5 78.1 108.3 7.7

154.1 | 100.0 | 178.7 | 100.0 139.5 | 100.0

Chart 3.4 Average Composition of FDI Stock by Sector (2002 — 2005)

Construction Financing,
Agriculture, 0.2% Insurance, real
hunting, forestry fastate, anq
and fishing business services
0.4% 3.3%

Manufacturing
3.6%

Wholesale & Retail Transport, storage
trade, catering & / & communication
accommodation 14.9%

services
77.6%

Source: Zanzibar Foreign Private Capital Survey 2006
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Table 3.4: FDI Flows by Sector (2002 — 2005), in USD Million

Sectors 2002 % | 2003 % | 2004 % | 2005 % | Average %
Agriculture, hunting, 010| 03| 000| 00| 020| 04| 000| 00 008| 02
forestry and fishing

Community, social

and personal 0.00 0.0 | 0.00 0.0 | 0.00 0.0 | 0.00 0.0 0.00 0.0
services

Construction 0.00 0.0 | 0.00 0.0 | 0.00 00| 2.00 4.1 0.50 1.3
Financing, Insurance,

real estate, and 0.00 00| 880| 21.8| 0.0 00| 0.00 0.0 2.20 5.8
business services

Manufacturing 0.20 10| 090 22| 010 0.2 | 0.00 0.0 0.30 0.8
Transport, storage & 1 4| o5 | 0s0| 11| 010| 03| 010| 02 020| 05
communication

Wholesale & retail

trade, catering & 20.90 | 982 | 30.40| 748 4050 | 991 | 4690 | 957 3468 | 914
accommodation

services

Total 21.30 | 100.0 | 40.60 | 100.0 | 40.85 | 100.0 | 49.00 | 100.0 37.94 [ 100.0

Source: Zanzibar Foreign Private Capital Survey 2006

Similarly, average composition of FDI stock
by financing type showed that DEI and Long
Term Inter-Company Loans were dominant;
accounting for 50.0 percent and 46.0 percent
of total average FDI stock respectively
(Chart 3.3).

3.3.2 FDI Stock by Sector

The study revealed that, in terms of sub
sectors the Wholesale & retail trade, catering
and accommodation services dominated since
2002 to 2005 accounting for 77.8 percent,
73.6 percent, 80.1 percent and 78.1 percent
of total FDI stock respectively. The main
driver was investments in tourism, especially
tourist hotels.

The second preferred end-use of FDI stock
was transport, storage and communication
sectors accounted for 17.5 percent, 16.2
percent, 11.9 percent and 15.1 percent of total

FDI stock respectively. The least recipients of
FDI stock were agriculture, construction and
manufacturing; their total share was around
7.2 percent of total FDI stock (Table 3.3).

Fast Ferries are among the growing Sub-sector in
transport sector - Zanzibar

ThefouryearsaveragerevealedthatWholesale
& retail trade, catering & accommodation
services accounted for highest share of 77.6
percent of total FDI stock. Transport, storage
& communication had share of 14.9 percent

Table 3.5: FDI Stock by Regional Distribution (2002 — 2005), in USD Million

Regions 2002 % 2003 % 2004 | % | 2005 | % | Average %

North Pemba 1.2 1.1 1.2 1 1.2 0.8 1.1 0.6 1.2 0.9
North Unguja 38.9 36.1 43.5 37.1 75.8 | 49.2 92.3 | 51.6 62.6 43.5
South Pemba 0.1 0.1 1.1 0.9 1.2 0.8 1.3 0.7 0.9 0.6
South Unguja 27.3 25.4 24 20.4 23.5 | 15.2 225 | 12.6 24.3 18.4
Urban West 40.3 37.3 47.5 40.5 52.4 34 614 | 34.4 50.4 36.6
Total 107.8 100 | 117.4 100 | 154.1 | 100 | 178.7 | 100 139.5 | 100.0

Source: Zanzibar Foreign Private Capital Survey 2006
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of FDI stock. Manufacturing and Financing,
Insurance, Real Estate, and Business Services
accounted for 3.6 percent and 3.3 percent
respectively. Agriculture sub sector had share
of 0.4 percent while construction had 0.2
percent of total FDI stock (Chart 3.4).

3.3.3 FDI Flows by Sector

The survey further revealed that Wholesale
& retail trade, catering and accommodation
services remained the largest recipient of FDI
inflows in conformity with its dominance in
FDI stock. FDI inflows amounted to USD
20.9 million, USD 30.4 million, USD 40.5
million and USD 47.0 million in 2002 to 2005
respectively. Agriculture, manufacturing and
construction sectors were the least recipients
of FDI (Table 3.4).

A small holder farmer drying cloves; Cloves is a
major cash crop in Zanzibar

Banana Farm —Pemba: Zanzibar is endowed with
land conducive for horticulture.

In totality on average the Wholesale, retail
trade, catering and accommodation was the
leadingsector,recorded91.4percentofthetotal
FDI flows, followed by Financing, Insurance,
Real Estate and Business and Services which
accounted for 5.8 percent of total FDI flows.
The remaining sectors Transport and storage,
manufacturing, construction and agriculture
received insignificant inflows (Chart 3.5).

Chumbe Island Coral Park: A tiny coral-ringed
island off Zanzibar, with beautifully-designed thatch
bungalows, genuinely ecological aims and some of

the world’s best snorkelling

3.3.4 FDI Stock by Regional
Distribution

The survey analyzed the distribution of
FDI across the two islands by focusing
on administrative  regions with a
view of assessing concentration of FDI
investments.

Table 3.6: FDI Flows by Regional Distribution

(2002-2005), in USD Million

Region 2002 % | 2003 % | 2004 % | 2005 %
North Pemba 0.00 00| 0.00 00| 0.00 0.0| 0.00 0.0
North Unguja 12.63 | 59.4| 2055| 506 | 3021| 740| 39.85| 813
South Pemba 0.00 00| 1.8 46| 0.09 02| 0.01 0.0
South Unguija 3.71| 174| 3.76 93| 1.92 47| 401 8.2
Urban West 492 | 232| 14.42| 355| 863 21.1 515| 10.5
Total 21.27 | 100.0 | 40.61 | 100.0 | 40.84 | 100.0 | 49.02 | 100.0

Source: Zanzibar Foreign Private Capital Survey 2006




Chart 3.5 Average Composition of FDI Flows by Sector (2002 - 2005)

Manufacturing

0.8% Transport, storage &

communication
0.5%

Financing, Insurance,
real estate, and

business services Wholesale & Retail
5.8% trade, catering &
accommodation
services
Construction / 91.4%

1.3%

Agriculture, hunting,
forestry and fishing
0.1%

Source: Zanzibar Foreign Private Capital Survey 2006

Chart 3.6: Top Ten OECD Countries with High FDI Stock 2002-2005
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The survey revealed that overall for the  dominated FDI investments accounting
period under review, the North Ungujaregion for 44.9 percent of total FDI stock. This
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was attributed to relocation of most of high
class tourist hotels along its beaches. The
second beneficiary was Urban West region
accounting for 36.1 percent of total FDI.
The third recipient was South Unguja which
represented 17.4 percent of total FDI stock.
The three regions accounted for 98. 5 percent
of the total FDI stock in Zanzibar.

remarkably by 62.7 percent from USD 12.6
million in 2002 to USD 20.6 million in 2003.
The inflows sustained a lower increase of
46.6 percent to USD 30.2 million in 2004
and by 31.9 percent to USD 39.8 million in
2005. The increase was partially associated
to availability of better beaches which was
made accessible by good infrastructures.

Chart 3.7 Top ten Non OECD Countries with high FDI stock 2002-2005

\ 12002 E2003 (12004 (12005 \

Greece
France
Sweden
Switzerland

Germany

Ukrainian SSR |

British Virgin Island

g

Spain l_—‘

United Kingdom l——’
3
L

taly 1

0.0 5.0 10.0 15.0 20.0 25.0 30.0 35.0 40.0
Values in USD millions

Source: Zanzibar Foreign Private Capital Survey, 2006

Further analysis showed that the Urban West
region was leading in 2002 and 2003, by
attracting FDI stock of USD 40.3 million,
and 47.5 million respectively. The North
Unguja region took the upper hand from
2004 by attracting FDI stock of USD 75.9
million and USD 92.3 million in 2005.
The remaining three regions were at lower
end; for period under review South Unguja
attracted FDI averaging USD 24.3 million
per annum while North Pemba and South
Pemba on average attracted USD 1.2 million

and USD 0.9 million per annum, respectively
(Table 3.5).

3.3.5 FDI Flows by Regional Distribution

The survey revealed that in terms of regional
concentration of FDI inflows as it was in
the case of stock, were dominated by North
Unguja region followed by Urban West
region and third was the South Unguja region.
FDI inflows to North Unguja increased

Urban West registered increase in FDI by
193.0 percent from a mere USD 4.9 million
to USD 14.4 million in 2003. In contrast there
was considerable slump in consequent years
by 40.0 percent to USD 8.6 million in 2004
and USD 5.2 million in 2005. This could
suggest a period of consolidation.

South Unguja region was third recipient
registered fluctuating FDI flows, amounting
to USD 3.7 million in 2002, USD 3.8 million
in 2003, USD1.9 million in 2004 and USD
4.0 million in 2005. South Pemba and North
Pemba attracted insignificant FDI flows
during the period under review (Table 3.6).

3.3.6  FDI Stock by Source Country

The identification of sources of FDI into
Zanzibar is imperative for promotion
purposes  and other socio-economic
incentives. The survey revealed that most
investments originate from OECD which had
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Chart 3.8 Top Ten OECD Countries with High FDI Flows 2002-2005
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nine countries out of top 10 investors in
Zanzibar. Italy, United Kingdom and Spain
accounted for 56.4 percent of total FDI stock.
Italy was the leading investor accounting for
22.4 percent, followed by UK 20.4 percent
and Spain 13.6 percent of total FDI stock
(Chart 3.6 and Appendix Table 3.1).

British  Virgin Island showed serious
commitment from the stock of USD 0.4
million in 2003 to USD 26.8 million in 2005
accounting for 8.1 percent of the average
stock. Ukraine emerged in 2005 by recording
USD 5.6 million; while Germany is on
improving trend, on average ranked fifth and
sixth of OECD countries respectively (Chart
3.6 and Appendix Table 3.1).

Investors from non OECD countries
accounted for only 24.6 percent on average of
FDI stock. UAE maintained dominance since
2002 to 2005; on average accounting for 9.4
percent of total FDI stock. Kuwait ranked
second non OECD country accounting for
4.0 percent. South Africa investments were
declining; while investments from Kenya
were improving. Investment from Bahrain

stagnated at USD 3.3 million since 2002 to
date (Chart 3.7 and Appendix Table 3.1).

3.3.7 FDI Flows by Source Country

The study revealed that for the period 2002
— 2005, OECD countries dominated FDI
flows on average accounting for 82.8 percent
of FDI flows. The leading country was Italy
accounting for 27.0 percent of the total flows;
while British Virgin Island accounted for
average of 22.4 percent of total FDI flows.
British Virgin Island’s profound impact was
seen in 2004 and 2005 when appeared to be
the dominant; when its share accounted for
16.9 percent in 2004 and 36.6 percent in
2005. Spain was the third source accounting
for 19.2 percent of total FDI flows within 4
years. United Kingdom ranked the fourth
investor accounting for a mere 7.3 percent
of total Zanzibar FDI inflows over the 4
years (Chart 3.8 and Appendix Table 3.2).

FDI flows from non OECD countries
accounted for only 17.2 percent on average
for the four years. The leading countries were
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a UAE, Kuwait and Kenya accounting for 5.5
percent 3.8 percent and 2.2 percent of FDI
flows respectively (Chart 3.9 and Appendix
Table 3.2).

3.3.8 Foreign Direct Equity Investment
(FDELI) Stocks by Sector

The survey revealed that FDEI by sectors was
dominated by Wholesale & retail trade, catering
& accommodation services; which accounted
for the largest share. On average over the four
years period the above sub sector absorbed
74.4 percent of total FDEI stock. However, the
magnitude and trend within the sector for the
period ending 2002, 2003, 2004 and 2005 have
been fluctuating; accounting for 84.0 percent,
69.3 percent, 75.6 percent and 68.5 percent of
the total FDEI stock respectively.

The second beneficiary sub sector was Transport,
storage & communication which accounted for
13.8 percent of the total FDEI on average over
the four years. The third beneficiary sub sector
was Financing, Insurance, Real Estate, and
Business Services on average accounted for 6.4
percent of total FDEI stock. Manufacturing sub
sector absorbed 4.8 percent of total FDEI stock.
Other sub sectors agriculture, hunting, forestry
and fishing and construction accounted for less

than 1.0 percent each of FDEI stock (Table
3.7).

3.3.9 FDEI Stock by Source Country

The study showed that on average the main
source of FDEI were OECD countries
accounting for 67.6 percent of FDI. Italy had
the largest share of 38.7 percent of FDEI,
followed UK which accounted for 18.2
percent of FDEI. Other sources included,
Switzerland, Germany and France accounted
for 1.9 percent, 1.8 percent and 1.1 percent
of FDEI in average of total FDI stock
respectively. Other sources accounted for less
than 1.0 percent each of the total FDEI stock
(Chart 3.10 and Appendix Table 3.3).

The survey further showed that, on overage
during the period under review contribution
of Non OECD accounted for 32.4 percent of
total FDI. The major source was from UAE
accounting for 12.6 percent of FDI, followed
by Bahrain, South Africa, Oman, Kuwait and
Kenya representing 4.9 percent, 3.6 percent, 3.4
percent, 3.1 percent and 2.9 percent respectively.
Contributions of the remaining sources were
insignificant with less than 1.0 percent each of
FDEI stock (Chart 3.11 and Appendix Table
3.3).

Chart 3.9 Top Ten-OECD Countries with High FDI Flows 2002-2005
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Table 3.7 Rate of Returns on Investments (2002-2005), in USD Million

Sectors 2002 % 2003 % 2004 % 2005 % Average %
Agriculture, hunting, 03| 05| 03| 05| 03| 04| 02| 03 03| 04
forestry and fishing

Community, sociel 00| 00| 00| 00| 00| 00| 00| 00 00| 00
and personal services

Construction 0.0 0.0 0.0 0.0 0.0 0.0 1.0 1.2 0.3 0.3
Financing, insurance,

real estate, and 0.0 0.0 6.3 10.8 6.5 8.0 5.8 6.8 4.6 6.4
business services

Manufacturing 2.8 5.1 3 5.6 3.5 4.3 3.5 4.1 3.2 4.8
Transport, storage & 55| 103| 82| 139| 95| 117 160| 190 98| 138
communication

Wholesale & retail

trade, catering & 450| 840| 409| 693| 612| 756 57.6| 685 512 | 744
accommodation

services

Total 53.5 | 100.0 | 59.0 | 100.0 | 81.0 | 100.0 | 84.0 | 100.0 | 69.4 100.0

Source: Zanzibar Foreign Private Capital Survey, 2006
3.3.10 Foreign Portfolio Investment (FPI)

Foreign Portfolio Investments refer to non
resident shareholding of less than 10.0
percent. The trend of FPI during the period
under review indicated insignificant change,
recording USD 0.7 million, USD 0.8 million,
USD 1.0 million and USD 1.0 million for
2002 to 2005 respectively.

The analysis mainly covered FPI stock by
sector, by region and by source country. FPI
flows were found very insignificant. The
study revealed that FPI stock is relatively
small when compared with FDI.

3.3.11 Foreign Portfolio Investment
(FPI) Stock by Sector

The survey revealed that during the period
under review, FPI stock was mainly
concentrated  within Wholesale & retail
trade, catering and accommodation services
accounting for 100.0 percent for 2002 to
2005 (Chart 3.8).

3.3.12 Foreign Portfolio Investment (FPI)
Stock by Region

The survey showed that on average South
Unguja region absorbed 79.5 percent of

Chart 3.10: Top ten OECD countries with high FDEI stock 2002-2005
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Chart 3.11: Top ten Non - OECD countries with high FDEI stock 2002-2005
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FPI stock during 2002 to 2005, while North
Unguja region ranked second accounted for
19.1 percent of FPI stock. Urban West region
was the third recipient, accounted for 1.5
percent of total FPI stock (Table 3.9).

3.3.13 Foreign Portfolio Investment
Stock by Country

The study revealed that Italy dominated FPI
stock, on average accounting for 87.0 percent
for the period of 2002 to 2005. Bahrain
and South Africa ranked second and third,
accounting for 3.9 percent and 3.8 percent

respectively. Other countries with significant
FPI stock were United Kingdom, Sweden and
Germany. The remaining countries registered
insignificant FPI stock (Table 3.10).

3.4 Other Investments

Besides FDIs and portfolio investment,
financing of private capital included Other
Investments which comprised Long-term
Loans, Short- term Loans and Supplier Credit
from unrelated companies.

Table 3.8: FPI Stock by Sector (2002-2005), in USD Million

Sector 2002 % 2003 % 2004 % 2005 %
Manufacturing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Transport, storage & 00/ 00| 00| 00 00 00 00| 00
communication
L CEIEC LR ALY 07| 1000| 08| 1000, 10| 1000 | 10| 100.0
& accommodation services
Total 0.7 100.0 0.8 100.0 1.0 | 100.0 1.0 | 100.0
Source: Zanzibar Foreign Private Capital Survey 2006
Table 3.9: FPI Stock by Region (2002-2005), in USD Million
Regions 2002 % 2003 % 2004 % 2005 % Average %
North Unguja 0.1 13.6 0.1 15.9 02| 243 02| 225 0.2 19.1
South Unguja 0.6 84.8 0.7 82.6 0.7 | 743 0.8 | 76.2 0.7 79.5
Urban West 0.01 1.6 0.01 1.5 0.01 1.4 0.01 1.3 0.0 1.5
Total 0.7 100 0.8 100 0.9 100 1 100 0.9 | 100.0

Source: Zanzibar Foreign Private Capital Survey 2006
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Chart 3.12 FPI Stock by Country (2002-2005 average) in Million USD

United Kingd
Sweden e 30/|ong om

Bahrain
1% o,
Spain Germany
00/o 1%
South Africa India
4% 0%

ltaly
87%

Source: Zanzibar Foreign Private Capital Survey, 2006

3.4.1 Stock of Other Investments (OI)

by Sector

The survey revealed that most of Ol stock
ended in Wholesale & retail trade, catering
& accommodation services; on average
accounted for 78.8 percent over the four years
under review. Transport and communication
was the second accounting for 16.3 percent
of the total OI stock. The rest ended in
agriculture and manufacturing sub sectors
(Table 3.11).

3.4.2 Stock of Other Investments by
Region

The study showed that South Unguja
absorbed more stock of Other Investment
during 2002 and 2003; while Urban West
was the largest recipient in 2004 and 2005.
On average during 2002 to 2005, Urban West
region accounted for 47.9 percent of total
stock, while South Unguja and North Unguja
regions represented 39.1 and 13.0 percent
of stock of Other Investments respectively
(Table 3.12).

3.4.3  Stock of Other Investments by Country

The study revealed that by the end of 2002,
OECD countries were main sources of Ol
in Zanzibar. On average leading source
countries were United Kingdom, USA, Italy
and Norway contributing 27.6 percent, 19.4
percent, 16.8 percent and 12.1 percent of
total OI stock, respectively.

Onaverage OECD accounted for 91.8 percent
of the totals stock of other investments. Non-
OECD accounted for 8.2 percent of the total
stock of Other Investments and experienced
declining trend, by the end of 2002 registering
USD 1.4 million and further declined to USD
0.4 million in 2005 (Table 3.13).

3.4.4  Flows of Other Investments by
Sector

During the period under review the study
showed that pattern of OI inflows were
reversed from absolute dominance of
Wholesale & retail trade, catering &
accommodation services in 2002 to other
sectors. In 2003, its dominance was reduced
to 58.1 percent and the remainder 41.9 percent
ended in Transport, storage & communication
sub sector. In 2004 there was more sectoral
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Table 3.10: FPI Stock by Country (2002-2005), in USD Million

Country 2002 % | 2003 % | 2004 % | 2005 % | Average %
Bahrain 0.03 4.7 | 0.03 4.1 0.03 34| 0.03 3.2 0.03 3.9
Germany 0.01 1.5| 0.01 1.3 | 0.01 1.1 0.01 1.0 0.01 1.2
India 0.00 02| 0.00 02| 0.00 0.1 0.00 0.1 0.00 0.2
Italy 0.61 86.5| 0.70 88.2 | 0.83 85.0| 0.92 88.3 0.77 87.0
South Africa 0.02 29| 0.02 24| 0.06 6.2 | 0.04 3.8 0.04 3.8
Spain 0.00 0.0 0.00 0.0 | 0.00 0.1 0.00 0.1 0.00 0.1
Sweden 0.01 1.5 0.01 14| 0.01 1.3 | 0.01 1.3 0.01 1.4
United Arab Emirate 0.00 0.0 0.00 0.0 | 0.00 0.0 | 0.00 0.0 0.00 0.0
United Kingdom 0.02 28 | 0.02 23| 0.03 28 | 0.02 2.1 0.02 2.5
Total 0.7 | 100.0 0.8 | 100.0 1.0 | 100.0 1.0 | 100.0 0.9 | 100.0

Source: Zanzibar Foreign Private Capital Survey, 2006

diversification, Wholesale & retail trade,
catering & accommodation services absorbed
59.1 percent;  Manufacturing absorbed
17.1 percent , Agriculture 14.6 percent and
Transport, storage and communication 9.2
percent. However, in 2005 the flows ended
in only two sectors; transport dominated by
83.5 percent and the remaining 16.5 percent
directed to Wholesale & retail trade, catering
& accommodation services (Table 3.14).

3.4.5
Region

Flows of Other Investments by

The study showed that Other Investments by
region in 2002 were concentrated in South
Ungujaaccounting for 83.8 percent. However,
the dominance was in favour of Urban West
region in 2003 accounted for 80.9 percent
of total flows. In 2004 there were relative
even distribution; whereby  North Unguja
accounted for 46.6 percent and Urban West

Region 36.3 percent while the balance 17.1
percent ended in South Unguja. However,
in 2005 the pattern changed and was in favour
of Urban West region which absorbed 87.8
percent of the total flows and the remainder
12.2 percent ended in North Unguja (Table
3.15).
3.4.6 Flows of Other Investments by
Country

The survey showed on average for period
under review; Italy was leading as source of
OI flows in Zanzibar. Annual average inflows
were USD 4.9 million with highest inflows in
2005. Italy flows accounted for 24.0 percent
of the total flows of Other Investments.
Norway, UK, Spain and USA accounted
for 18.2 percent, 16.3 percent, 15.1 percent
and 10.1 percent respectively. In 2002 Italy
registered highest share of 76.8 percent of the

Table 3.11: Stock of Other Investments by Sector (2002-2005), in USD Million

Sector 2002 % | 2003 % | 2004 % | 2005 % | Average %
Agriculture, hunting, forestry and fishing 0.1 1.1 0.1 0.5 04| 5.1 03] 4.2 0.2 2.7
Manufacturing 0 0 0 0 04| 46 03| 3.8 0.2 2.1
Transport, storage & communication 0 0 1.8 11.9 1.4 | 18.2 2.9 | 35.1 15| 16.3
Wholesale & retail trade, catering &
accommodation services 841989 | 1835 | 87.5 55| 721 4.7 | 56.8 80| 788
Total 85| 100 | 154 | 100 | 7.6 | 100 | 8.3 | 100 10.0 | 100.0
Source: Zanzibar Foreign Private Capital Survey, 2006
Table 3.12: Stock of Other | nvestments by Region (2002-2005), in USD Million
Regions 2002 % | 2003 % | 2004 % | 2005 % Average
North Unguja 1.6 18.6 1.5 9.5 1.0 12.6 0.9 11.3 13.0
South Unguja 4.8 56.7 8.6 55.5 2.0 25.8 1.5 18.4 39.1
Urban West 2.1 24.7 5.4 35.0 4.7 61.6 5.8 70.3 47.9
Total 8.5 100.0 15.4 100.0 7.6 100.0 8.3 100.0 100.0

Source: Zanzibar Foreign Private Capital Survey, 2006
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flows. In 2003 UK was leading with the share
0f41.9 percent of the flows followed by USA.
Norway dominated in 2004 accounting for
46.6 percent of the flows followed by UAE.
The flows pattern in 2005 changed in favor of
Spain with the share of 60.2 percent followed
by UK (Table 3.16).

3.5 Income on Investments
3.5.1 Profitability and Rate of Return

The survey revealed that performance of
investments measured by rate of return for
the whole period under review was poor.
Investments registered negative returns with
exception of year 2004 which registered

Table 3.13: Stock of Other Investments by OECD and Non OECD (2002-2005),

in USD Million
Country 2002 | % |2003| % |2004| % | 2005 % Average | %
OECD
United Kingdom | 1.7 |199 |63 |408 |23 |308 |16 |19.0 3.0 27.6
USA 0.7 |84 25 |159 |14 |182 |29 |35.1 1.9 19.4
ltaly 37 1433 |31 20.1 | 0.1 1.9 02 |18 1.8 16.8
Norway 0.0 |00 1.3 |84 16 |210 |16 |19.0 1.1 12.1
IFC 0.7 |83 07 |45 07 |92 0.7 |85 0.7 7.6
Spain 02 |29 04 |27 1.0 |126 |09 |11.3 0.6 7.4
Denmark 0.1 1.1 0.1 0.5 0.1 1.1 0.1 0.9 0.1 0.9
Sub Total 74 838 | 144 | 930 |72 |948 |79 |957 9.2 91.8
Non-OECD
Kenya 13| 157 1.0 6.7 0.0 0.0 0.0 0.0 0.6 5.6
United Arab 00/ 00| 00| 00| 04| 46| 03 3.8 02| 21
Emirate
China 0.0 05| 0.0 03| 00 05| 0.0 0.4 0.0 0.4
Sub-Total 14| 162 | 1.1 70| 04 52| 0.4 4.3 0.8 8.2
TOTAL 8.5| 100.0 | 154 | 100.0| 7.6 | 1000, 83  100.0 10.0 | 100.0
Source: Zanzibar Foreign Private Capital Survey, 2006
Chart 3.13 Stock of Other Investments by OECD and Non OECD in Percentage
Non-OECD
8.2% \
——__ OECD
91.8%

Source: Zanzibar Foreign Private Capital Survey, 2006

positive return of 1.7 percent. The year 2002
recorded the highest negative figure of 19.4
percent while 2003 and 2005 registered
negative return of 4.4 percent each. It was
revealed that investments in Wholesale& retail
trade, catering and accommodation services
sector which is predominantly tourist hotel

investments were leading to register losses and
negative returns on investments.

The rate of return by sector showed that during
2002 manufacturing sector reported high
rate of return of 12.6 percent, while all the
remaining sectors recorded negative returns.
Agriculture registered negative rate of return
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Table 3.14 Flows of Other Investments by Sector (2002-2005), in USD Million

Sectors 2002 % | 2003 % | 2004 % | 2005 %
Agrfculture, hunting, forestry and 0.0 0.0 0.0 0.0 0.3 146 0.0 0.0
fishing

Manufacturing 0.0 0.0 0.0 0.0 04 | 171 0.0 0.0
Transport, storage & 0.0 0.0 21| 419 0.2 9.2 66| 835
communication

Wholesale & retall trade, catering & | 5| 445 29| 581 12| 591 13| 165
accommodation services

Total 46| 100.0 5.0 | 100.0 21| 1000 79| 100.0

Source: Zanzibar Foreign Private Capital Survey, 2006

Table 3.15: Flows of Other Investments by Region (2002-2005), in USD Million

Region 2002 % 2003 % 2004 % 2005 %
North Unguja 0.3 5.4 0.4 8.6 1.0 46.6 1.0 12.2
South Unguja 3.8 83.8 0.5 10.4 0.4 171 0.0 0.0
Urban West 0.5 10.8 4.1 81.0 0.7 36.3 7.0 87.8
Total 4.6 100.0 5.0 100.0 2.1 100.0 7.9 | 100.0

Source: Zanzibar Foreign Private Capital Survey, 2006

Table 3.16 Flows of Other Investments by Country (2002-2005), in USD Million

Country 2002 % | 2003 % | 2004 % 2005 % | Average %
Italy 3.5 76.8 0.2 3.8 0.3 12.5 0.2 3.1 1.0 24.0
Norway 0.2 5.4 0.4 8.6 1.0 46.6 1.0 12.2 0.7 18.2
United Kingdom 0.0 0.0 2.1 41.9 0.0 0.0 1.8 23.2 1.0 16.3
Spain 0.0 0.0 0.0 0.0 0.0 0.0 4.8 60.2 1.2 15.1
USA 0.0 0.0 1.3 25.9 0.3 14.6 0.0 0.0 0.4 10.1
Panama 0.8 17.8 1.0 19.8 0.0 0.0 0.1 1.2 0.5 9.7
United Arab

Emirate 0.0 0.0 0.0 0.0 0.3 171 0.0 0.0 0.1 4.3
Kenya 0.0 0.0 0.0 0.0 0.2 9.2 0.0 0.0 0.0 2.3
Total 4.6 | 100.0 5.0 | 100.0 2.0 | 100.0 7.9 | 100.0 4.9 | 100.0

Source: Zanzibar Foreign Private Capital Survey, 2006

of 71.9 percent, while Wholesale& retail
trade, catering and accommodation services
recorded negative 21.9 percent. During 2003
Transport, storage & communication sector
led in terms of return on investments by
recording remarkable positive rate of return
of 42.8 percent; followed by agriculture and
manufacturing sectors registering 9.9 percent
and 3.4 percent respectively. During 2004 and
2005, Transport, storage and communication
sector maintained dominance by reporting rate
of return of 28.1 percent and 23.7 respectively.
The remaining sectors registered negative
returns in 2004. However, manufacturing and
construction sectors recovered in 2005 by
reporting positive returns of 3.4 percent and
1.1 percent respectively. Agriculture sector
registered negative return of 46.7 percent in
2005 while Wholesale& retail trade, catering
and accommodation services recorded negative
rate of return of 12.6 percent (Table 3.17).

35.2 Dividend Remittances

Annual dividend remittances to non-residents
with shareholding of more than 10% during
2002 to 2005 showed very low figures and were
declining up to 2005 when there was marginal
increase. In 2002 the remittance amounted
to USD 0.015 million declined to USD 0.012
million in 2003 and further to USD 0.007
million in 2004. There was slight increase to
USD 0.05 million in 2005.

Sectoral distribution showed that Transport,
storage & communication sector reported the
highest dividend payment of USD 0.01million
each year from 2002 to 2004. Manufacturing
sector reported the highest dividend paymentsin
2005 to the tune of USD 0.04 million followed
by Transport, storage & communication sector
which paid out USD 0.01 million (Table

3.18).
25 I




Table 3.17 Rate of Returns on I nvestments (2002-2005), in USD Million

Sectors Net Profit/Loss Foreign Equity Rate of Returns on Investments

(Millions USD) (Millions USD) (In Percentage)

2002 | 2003 | 2004 | 2005 | 2002 | 2003 | 2004 | 2005 2002 2003 | 2004 2005
Agriculture, -0.2 0.0 | -0.1 -0.1 0.3 0.3 0.3 0.2 -71.9 99| -184 -46.7
hunting, forestry
and fishing
Community, 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
social and
personal
services
Construction 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1.0 0.0 0.0 0.0 1.1
Financing, 0.0 | -0.1 -0.1 -0.2 0.0 6.4 6.5 5.8 0.0 -1.9 -1.9 -3.5
Insurance, real
estate, and
business
services
Manufacturing 0.4 0.1 | -0.1 0.1 2.8 8.8 85 85 12.6 3.4 -1.9 3.4
Transport, -0.7 35 2.7 3.8 b5 8.2 95| 16.0 -11.9 42.8 28.1 23.7
storage &
communication
Wholesale & -10.0 | 62| -1.41 -7.4 | 457 | 41.7 | 62.2 | 58.7 -21.9 -14.8 -1.7 -12.6
retail trade,
catering &
accommodation
services
Total -10.5 | -2.7 14| -3.8| 543 | 59.8 | 82.0 | 85.1 -19.4 -4.4 1.7 -4.4

Source: Zanzibar Foreign Private Capital Survey, 2006

Table 3.18 Dividends to Non-Residents with Shareholding of more than 10% by Sector
(2002-2005), in USD Million

Sectors 2002 2003 2004 2005
Manufacturing 0.00 0.00 0.00 0.04
Transport, storage & communication 0.01 0.01 0.01 0.01

Wholesale & retail trade, catering & accommodation services | 0.01 0.00 0.00 0.00
Total 0.02 0.01 0.01 0.05

Source: Zanzibar Foreign Private Capital Survey, 2006

Chart 3.14: Dividendsto Non-Residents with Shareholding of morethan 10% by Sector in

USD Million.

o Manufacturing
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Source: Zanzibar Foreign Private Capital Survey 2006
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Chapter

Investors’ Perceptions

4.1 Introduction

Foreign private investments are undertaken
mainly by transnational companies (TNCs)
within their home countries and abroad and
most of them come from developed countries.
There is an increasing competition among
developing countries to attract foreign private
capital investments from the TNCs. The
decision to undertake investments abroad
depends upon perception of the TNCs in
different countries. The perception will either
attract new entrants or lead to increase
investments or to slowdown investments in
a particular country.

The investors’ perceptions have been gauged
on various social, political and economic
factors that influence or can affect investment
climate in Zanzibar. On top of assessing
investors’ perceptions the concerns serve as
feedback and will be used to formulate policies
and regulations to attract more investments.

The investors were also requested to identify
the key issues pertaining to macroeconomic
policies, infrastructure and public services,
financial services, governance and labour
factors that affect/influence their investment
and business operations. Furthermore investors
were asked to avail opinions on factors such
as direction of their investments and source of
information for the initial decisions.

During the survey, investors were requested to
compare the investment environment during
the start up® period and now. The investors were
required to rank the impact of each of these
factors ranged from 1 for “positive effect” to
5 for “negative effect”. Rank 3 was given “no
effect”. Rank 2 and 4 were earmarked fairly
positive and fairly negative respectively.

1 The start up period was 2002; in the event
that business started later than 2002, the investors
gave their views based on the starting period.

4.2 General Perception Results

Out of 53 sub factors which affect investment,
the survey revealed that 40 factors (76 %) were
positively rated. However, Investors appeared
to have negative perception on the remaining
factors; these include; inflation, exchange
rates, taxation, corruption, bureaucracy and
smuggling. Other included high costs and
non-availability of basic utilities, access to
finance.

In an endeavor to have comparative
perceptions Dbetween local and foreign
investors; the survey included local investors
to have synergy of responses to investment
climate. Local investors’ main concerns
were on the availability of short and long
term financing to facilitate expansion of the
investments; and be competitive with foreign
investors and also reduce unruly competition
tendencies or behaviors. Most of foreign
investors raised concerns on the speed of
decision making, bureaucracy and corruption
in some government institutions.

4.3 Findings on Investors’ Perceptions

4.3.1 Macroeconomic Factors

The survey asked investors to assess efficacy
of macroeconomic factors with regard to
their investment operations, investment
decisions and impact on their performance.
The focus was on evaluation of the prevailing
macroeconomic policies. Macroeconomic
factors were further divided into sub categories
including economic growth (GDP), Fiscal
policy, Monetary policy, Trade policy, Market
expansion, Environmental policy, Foreign
policy and Investment policy.
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Chart 4.1
the survey.
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Chart 4.1 Macroeconomic Factors
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The survey revealed that investors were
satisfied with the status quo for most of factors
pertaining to investments, with exception
of efficacy of monetary policy and level of
inflation and slightly tax administration.
However, the satisfaction was of different
degrees.

The investors were satisfied with the prevailing
rate of economic growth (GDP) hence, was
ranked positively during both periods. This
showed confidence and support to economic
reforms being undertaken by the Government
of Zanzibar. The latter is supported by
consistently increase in growth rate from as
low as 3.6 percent in 2000 and then surged
to 9.3 percent in 2001, thereafter declined
marginally to 8.6 percent in 2002 but
maintained positive growthto5.9,6.4and 5.6
percent in 2003, 2004 and 2005 respectively.
The increase was in tandem with per capita
income from USD 303 in 2004 to USD 327 in
2005 representing an increase of 7.9 percent.
The investors were more optimistic now than
it was before 2001.

Economic growth was supported by increase
in capital formation derived from public and
private investments, which increased from
13.8 percent of total GDP in 2002 to 15.5
percent in 2005. The confidence of investors
enhanced, this was reflected by witnessing

(0) 0.2 0.4 0.6

increase in foreign capital investments; which
increased remarkably by 61.0 percent from
USD 117.02 million in 2002 to USD 188.5
million in 2005. Domestic investments
increased by 5.0 percent from USD 39.17 in
2002 to USD 41.12 in 2005.

The investors in Zanzibar were satisfied with
market expansion; this was backed up by future
enlargement of market by having opportunity
to serve more than 100 million people for East
Africa alone. In consideration to the SADC
region,, in totality the market will widen to
more than 360 million people.

Another favorable factor was trade policy
which,toinvestors,althoughwasstillfavorable,
needed review as scale of preference showed
decline from that of start up to present. This
could be due to uncertainty around future tax
administration and the implementation of the
EAC Customs Treaty and the Union.

With regard to investment policy there was an
increase in satisfaction related to previous
period likely due to substantial reviews
undertaken at latter period.

Monetary policy and inflation were perceived
negatively by most investors; showed that
there are no commendable efforts towards
said factors. The fundamental issues were
that monetary policy failed to lower inflation
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rates hence affected business plans. Although
the inflation rate remains at single digit (5.2
in 2002 to 9.7 in 2005) for the last four
years, the level was still high compared to
rate of returns to realise positive returns. The
lending rates remained to be very high at
double digit while saving rates were below
5.0 percent hence discouraging saving and
discouraging borrowing. The high inflation
and interest spread is a challenge to monetary
policies  which should strive to tame and
remove obstacles in the lending to business so
as to stimulate economic activities.

Exchange rate was negatively perceived during
both periods. This stems from the fact that
the Tanzanian shilling has been consistently
depreciating against other foreign currencies,
hence its affect in raising costs of imports and
operations to investors. Since most foreign
investors do not raise funds from local
markets, they stand to gain on transactions at
the local money markets. However, for long
term sustainability of FDIs, the challenge is to
reduce volatility and hence implement export
promotion strategies for local products. This
will enhance foreign reservesanda safeguard
or support to the Tanzanian shilling.

Factors assessed under the infrastructure were
inland transport, access to sea port, air port
and air transportation, electricity supply, water
supply, postal services, telecommunications,
customs services and municipal services.
General perception showed out of twelve
factors, seven factors or 58.0 percent were
rated as favorable or fairly positive while five
were unfavorable during the start up and the
current period (Chart 4.2).

The survey showed that the investors have
favorable perception of reliability of tariff
on telecommunications, postal services,
inland transport, customs services, airports
and air transportation and access to seaports.
However, satisfaction with regard to access
to seaport relatively declined compared with
start up level; this was largely influenced by
ongoing rehabilitation work at Malindi port.

Investors rated negative perception for water
supply - tariffs level in the sense that tariffs
are still relatively high for business. With
regard to water supply- reliability; the services
are still far from satisfaction as the supply is
not only reliable but water infrastructures
are non existent to some areas potential for
investments. The investors raised serious
concern with regard to municipal services (i.e.

Chart 4.2 Infrastructure and Utility Services
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4.3.2 Infrastructure and Utility Services

The survey revealed that there was mixed
perceptions with regard to availability,
efficiency and quality of infrastructure services
which are vital for investments operations.

T

-04

T T T T 1

-0.2 0 0.2 04 0.6 0.8

solid and liquid waste management). These
services have not improved as reflected at start
up and now. The government is challenged to
take drastic measures on the management and
controlling of waste. This implies to put in
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place measures to develop garbage disposal
units and introduce recycling of the solid,
liquid, plastics and other organic waste. The
investors were not satisfied with electricity
supply and tariffs. They argued that electric
tariff are relatively high and power supply is
not reliable.

4.3.3 Financial Factors

The investors were asked to evaluate financial
factors which have influence and impact on
their operations; these included banking
services, depreciation of domestic currency,
and availability of local finance, availability
of foreign finance and absence of credit rating
agencies. The general impression was that
with the exception of banking services other
financial factors were rated negatively.

The banking services were well perceived
as provision of the same during the current
period improved. Financial reforms and in
particular revision of banking and financial
institutions laws was the driving factor. The
reforms led to increased number of local and
foreign banks operating in Zanzibar creating
competition and increasing the quality
of bank services. This is collaborated by
expansion of bank branch network and the
introduction of new financial products such
as ATM services, efficient money transfer

Chart 4.3 Financial Factors

services, credit and debit cards services thus
increasing competition and efficiency in the
banking sector.. The lack of credit rating
agencies were negatively perceived by almost
all investors during these periods as it did slow
down lending process to investors on account
of banks being risk averse. Availability of
foreign finance improved from negative
during start up to positive now partially due to
availability of loans from some international
banks with branches in Zanzibar like Barclays
Bank. Chart 4.3 illustrates the results of the
survey.

The investor’s registered negative perception
with regard to depreciation of local currency
within both periods and the concern
worsened now compared with start up period.
Depreciationofthedomesticcurrencyincreases
costs of investment operations in local terms
especially when imports are on high side
during construction and/or during operations.
Although depreciation has negative impact on
business operations, the fact cannot, however,
be generalized. For those investors who raise
capital in foreign exchange, higher tariffs
on the hard currency are advantageous as
domestics merchandise are relatively cheaper.
Further more, foreign investors do their most
of their purchases overseas and hence are
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fluctuations. However, for those investors
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raising capital in domestic money markets,
the 1impact of reducing investment profits
and the services or products is evident and
hence the business becomes uncompetitive
compared to countries with stable currency.
The Government and Bank of Tanzania is
challenged to address this concern.

The availability of local finance was
also negatively perceived showing slight
improvement compared with start up and
now period. The concerns evolved around
high lending rates and stringent collateral
conditions, which are aggravated by lack of
credit rating agencies. The challenge is to
review land and mortgage laws and establish
and strengthen commercial courts which
fast track business oriented disputes. The
Second Generation Financial Sector Reform
Programme will address the hurdles.

4.3.4 Political and Governance Factors

The factors examined include political
stability, corruption, investment incentivesand
facilitation, bureaucracy, customs procedure
and tax collection efficiency.

In general, the investors were satisfied with
most of evaluated factors with the exception
of bureaucracy, corruption, multi licensing and
smuggling. With regard to bureaucracy and

Chart 4.4 Political and Governance Factors

corruption it was perceived to most investors
that both vices are on the increasing trend.
The survey revealed that investors were
comfortable and optimistic with performance
of tax administration and political stability,
which  has improved  considerably.
Considerable comfort was noted with regard
to investment incentives and facilitation.
Improvements were also reported in internal
security and there is effectiveness of both the
legal and court systems (Chart 4.4).

4.3.5 Speed on Decision Making on

Government Institutions

The survey revealed that investors generally
were comfortable with efficiency of ten
institutionsservicingorfacilitatinginvestments
in Zanzibar. That the speed of the decision
making which is imperative to investors as it
saves time and reduces operations costs were
was highly rated. Most of the investors are
impressed with the speed of decision making
at Zanzibar Investment Promotion Authority.
However the concept of one stop center is
expected to be effected after harmonization
of laws of other stakeholders in investment
issues. Other institutions which showed
improvement include Commercial Banks,
Commission of Labor, Tanzania Revenue
Authority, Immigration and Commission for
Tourism.
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However, there is need of expediting
decision making process by the Department
of Environment, the Zanzibar Revenue Board
and Land Registration (Chart 4.5).

It was further revealed that, some investors
raised concerntoimproverelationship between
tax payers and tax administrators. Despite the
improvement of decision making institutions,
bureaucracy was perceived negatively by
majority of investors.

4.3.6 Labour Factors

The labour factors include Labour legislation,
restrictions regarding bringing in expatriates,
education and skill levels, wage levels,
working ethics/culture and HIV / AIDS.

The survey revealed that labor factors were
perceived positive with exception of HIV/
AIDS, education and skill levels. It is likely
that HIV/AIDs will affect operations and

Chart 4.5 Speed of Decision Making
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4.3.7 Diverse Factors

The analysis of diverse factors had three sub
sectors; the accessibility to new technology,
global economic situation and having Dar es
Salaam port of transit.

The study revealed that perception of investors
on global economic situation improved
considerably to match with investment climate.
With regard to accessibility to new technology
(such as ICT), investors showed remarkable
improvements implying it was favorable and
they do not affect their investment.

However, the study revealed that the Dar es
Salaam port of transit was ranked fairly positive
during the start up but perception reversed to
negative during the current period. The main
concerns were treatment of business cargo at
Dar es Salaam port, specifically goods on transit
to/from Zanzibar to /from other countries. It
was observed that the main problem was lack
of clarity with or conflict of office practice and
custom procedures (Chart 4.6).
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reduce productivity due to absenteeism and
inefficiency. Similarly low levels of education
and low skills have impact on the quality
of services and productivity. The Labour
Legislation and Restrictions with regard
to employing expatriates were found to be
positive and increased during the current
period. This implies that the labour laws
and procedures for bringing expatriates are
favorable to investors.

9

4.3.8 FactorsInfluencingInitialInvestors
Decision

Investors were asked to rate the important
factors which influence their initial decision
to invest in Zanzibar. The main factors include
market access, political stability, investment
environment, credit facility and geographical
location (Table 4.1 and Chart 4.7).

The study revealed that political stability,
foreign market access, investment policy,
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Chart 4.6 Diverse Factors
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geographical location, Rule of Law/
Governance and investment incentives were
considered very important factors influencing
their decision to invest in the country. Other
fairly important factors included labour cost
and productivity, good governance and rule
of law, low corruption and domestic market
access.

4.3.9 Direction on Future Investment in

Zanzibar

Investors were asked to indicate their
investment direction if they intend to expand,
maintain or contract over the next three
years. The study revealed that most investors

-0.2 -0.1 0 0.1 0.2

0.3 0.4 0.5

are optimistic on future expansion on their
investment in Zanzibar. The findings showed
that 75.5 percent of investors are willing to
expand their business and improve existing
facilities. Also 69.1 percent undertake staff
training while 68.5 percent ready to recruit
nationals. The study further revealed that 42.0
percent of the investors are willing to maintain
the recruitment of expatriates in future and
38.2 percent maintain gender balance (Table
4.2).

4.3.10 Sources of Information

Generally investors used different sources
of information which influenced their

Chart 4.7 Factors Influencing Initial Investment Decision in Percentage
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initial investment decision in the country.
Zanzibar has been marketing its investment
opportunities through different sources such as
annual reports, news letter, websites, forums,
missions, other publications and other sources
through different government institutions
(Chart 4.8). Further studies are required to
assess the impact of different investment
marketing tools.

The study reveals that most investors are
informed through ZIPA and other sources
such as investors’ forum, media, business
associates and word of mouth. Furthermore, it
was noted that different sources of information
are responsible for supplying investment and
business information to potential investors.

The survey revealed that total direct
employment declined by 6.9 percent in

percent of total employees and Tanzania
Mainlanders represented 23.4 percent while

foreigners accounted for 6.1 percent of total
employees (Table 4.3 & Chart 4.9).

4.4.1 Employment by Sector

The survey revealed that on average between
2002 and 2005, Wholesale & retail trade,
catering and accommodation services sub
sector was the largest employer during the
periodunder reviewaccounting for75.0percent
of total employment. The second sector was
transport, storage and communication which
employed 12.6 percent of total employees
and third sector agriculture accounting for 5.1
percent followed by manufacturing accounting
for 3.6 percent of total employment. Other
remaining sectors had 4.0 percent of the total
employment (Table 4.4 & Chart 4.10).

Table 4.2 Direction on Futurelnvestment in Zanzibar

Expand | Maintain | Contract | Not relevant | Total

Construction of new building 54.7 24.5 2.8 17.9 106
Diversify in other sectors 36.3 32.4 1.0 30.4 102
Diversification of product/services 56.9 25.5 1.0 16.7 102
Export of the products 31.0 13.1 3.6 52.4 84
Gender balance 43.1 38.2 1.0 17.6 102
Import of capital goods 41.2 23.7 3.1 32.0 97
Improvement of existing facilities 75.5 19.4 2.0 3.1 98
Investment in technology 56.9 27.5 2.0 13.7 102
Mergers and acquisition 24.2 16.8 2.1 56.8 95
Recruitment of expatriates 23.1 42.3 14.4 20.2 104
Recruitment of nationals 68.5 28.7 0.0 2.8 108
Staff training 69.1 20.9 4.5 5.5 110

Source: Zanzibar Foreign Private Capital Survey, 2006

4.4 Employment

Table 4.3 Employment Category
Employment Category | 2002 % | 2003 % | 2004 % | 2005 % | Average %
Foreign Nationals 221 6.1 226 | 6.7 275 | 4.9 441 6.7 290.8 6.1
Tanzania Mainland 1,003 | 27.8 374 | 11.1 | 1,489 | 26.5 | 1,864 | 28.2 1182.5 | 234
Tanzania Zanzibar 2,384 | 66.1 | 2,757 | 82.1 | 3,864 | 68.7 | 4,315 | 65.2 3330.0 | 70.5
Total 3,608 | 100 | 3,357 | 100 | 5,628 | 100 | 6,620 | 100 4803.3 | 100.0

Source: Zanzibar Foreign Private Capital Survey, 2006

2003 to 3,357 people from 3,608 registered 4.4.2 Employment by Region

in 2002. Moreover, employment increased

substantially by 68.0 percent to 5,628 in 2004, The study revealed that employment

thereafter the increasing rate declined to17.6
percent registering 6,620 employees. It was
further revealed that on average during the
four years Zanzibaris accounted for 70.5

opportunities were concentrated into Urban
West and North Unguja regions; on average
accounting for 45.1 percent and 42.5
percent respectively. This was in line with
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Chart 4.8 Sources of Information
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concentration of investments particularly
tourist hotels in the two regions. Employment
in North Pemba and South Pemba regions
had least percentage of recruits reflecting
inadequate foreign investments. (Chart 4.11).

4.4.3 Staff Development Plan

The study observed that most companies
have staff development plans for their local
employees. Out of 142 respondents, 104
companies or 73.0 percent confirmed having
the staff development plans with a view of
enhancing staff efficiency. The study further

Chart 4.9 Employment Category
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revealed that there is gender consideration for
most investors in training the staff, females
accounted for 47.0 percent in the said plans
(Table 4.5).

The number of female and male staff who
have undergone training from 2002 to 2005
increased from 49 to 78 staff respectively.

The survey also revealed that, investors had
concerns on low level of education among
the local employees and lack of advanced
training in tourism management. Furthermore,
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Table 4.4 Employment by Sector

2002 % | 2003 % | 2004 % | 2005 % | Average %
Agriculture, hunting, forestry 38| 1.1 88| 22 482 | 86 550 | 83| 2895| 5.1
and fishing

Sl BETel e 50| 1.4 43| 1.1 38| 07 47| 07 445 10
personal services

Construction 43| 12 43| 14 43 08 404 | 75| 1558 | 27
Financing, Insurance,

R/estate, and business 5 0.1 16 0.4 17 0.3 18 0.3 14.0 0.3
services

Manufacturing 111 3.1 159 3.9 198 3.5 243 3.7 177.8 3.6
UIERERSH; SoEg 492 | 13.7 583 | 14.3 644 | 11.4 733 | 11.1| 6130| 126
communication

LA 2865 | 795 | 3145| 771 | 4206 | 747 | 4535| 685| 3688 75.0
catering & acco. services

Total 3,604 | 1000 | 4077 | 1000 | 5628 | 1000 | 6620 | 100.0 4982 | 100.0

Source: Zanzibar Foreign Private Capital Survey 2006

work ethics did not conform to international
standards and that there was competition
among investors scouting for trained
employees. In an endeavor to address the said
concerns investors are compelled to recruit
labour from foreign countries. In response, the
Government has been undertaking education
programmes and vocational training that
aim at improving the level and the quality of
education in Zanzibar. However, these efforts
need to be collaborative by involving the
private sector. Importantly, there is a need to
implement the New Education Policy which
includes, among other issues, the review of
school curriculum to conform to best practices
and imparting the new generation on work
ethics (Chart 4.12).

Chart 4.10: Employment by Sector

4.5 Sources of Raw Materials

The study identified that, most investments
sourced their raw materials from domestic
sources. This is vital in establishing linkages
with the domestic economy. With regard to
manufacturing sector; the survey showed that
manufacturers obtained 61.8 percent of their
raw materials from domestic sources (including
Tanzania Mainland) while 31.2 percent were
imported. This indicates that consumption of
domestic raw materials from the manufacturers
is high.  However, some manufacturing
companies prefer imported raw materials citing
availability and special quality

4.6 Corporate Social Responsibilities

During the survey, the investors were requested
to indicate their contribution on the corporate
social responsibility. The survey showed that
investors’total contributionsonsocialactivities
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Chart 4.11 Employments by Region

South Pemba,
North Pemba, 1.0%
0.5% North Unguja,
42.5%
Urban West,
45.1%
South Unguija,
Source: Zanzibar Foreign Private Capital Survey 2006
have been declining from USD 0. 48 million Other Investments (e.g. Religious activities),

in 2002 to US D 0.17 million in 2003, then Sports, Environment and Education for 2002,
slightly increase to USD 0.28 million in 2004, 2003 and 2004. While in 2005, Environment,
and tremendous increase to US D 8.92 million =~ Education and Sports were highly contributed
in 2005. The highest contributions were on by investors (Table 4.6).

Chart 4.12 Staff Development Plan 2002-2005
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Source: Zanzibar Foreign Private Capital Survey 2006
Table 4.6 Cor porate Social Responsibilities
Social Activity 2002 % 2003 % 2004 % 2005 % Average %
Arts and Culture 0.002 0.5 0.003 1.6 0.003 1.2 0.004 0.0 0.003 0.1
Education 0.011 2.2 0.011 6.6 0.014 4.8 1.534 17.2 0.392 15.9
Environment 0.017 3.6 0.017 10.0 0.021 7.4 B 2013 36.7 0.833 33.8
Health and Welfare 0.007 1.5 0.009 5.3 0.012 4.2 0.010 0.1 0.010 0.4
Others 0432 | 90.3 0.081 49.0 0149 | 52.0 0.823 9.2 0.371 15.1
Road 0.001 0.2 0.002 1.0 0.027 9.5 0.759 8.5 0.197 8.0
Safety and Security 0.001 0.1 0.001 0.7 0.006 2.1 0.752 8.4 0.190 7.7
Sports Development 0.002 0.5 0.038 23.0 0.044 15,3 1.006 11.3 0.273 1.1
Water 0.005 1.0 0.005 2.9 0.010 35 0.755 8.5 0.194 7.9
Total 0.479 | 100.0 0.166 | 100.0 0.287 | 100.0 8.918 | 100.0 2.462 | 100.0
Source: Zanzibar Foreign Private Capital Survey 2006
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Main findings and policy
implications

5.1 Introduction

The survey identified main findings across
several areas and aspects pertaining to
investments in Zanzibar. The findings are
geared to avail fundamental inputs for what is
entailed in foreign private capital investments
operations in relation to domestic economy
and evaluate efficacy of prevailing policies.
The aim is to call upon policy interventions
by public and private sectors. This chapter
summarizes possible remedial measures for
consideration.

5.2 Magnitude and Composition of Foreign
Private Capital (FPC)

The study revealed that, during the period
under review foreign private capital flows
to Zanzibar was largely driven by Foreign
Direct Investment (FDI) which accounted for
88.1 percent of total, while Other Investments
accounted for 11.8 percent and Portfolio
Investments accounted for 0.1 percent. FPC
flows surged by 76.7 percent in 2003 to USD
45.6 million from USD 25.8 million registered
in 2002; thereafter FPC declined by 6.0 percent
to USD 42.9 million in 2004 and increased by
32.6 percent to USD 56.9 million in 2005.

When considering FDI as prime mover of FPC,
the survey revealed that, in comparison to
world context, Africa and neighboring island
economies, Zanzibar FDI inflows registered
relatively low growth.

Zanzibar’s FDI growth rate increased by
1.0 percent in 2004 by attracting USD 40.8
million from USD 40.6 million in 2003 and
thereafter FDI growth increased by 20.0
percent in 2005 by absorbing USD 49.0
million. In contrast, world FDI inflows grew
by 27.4 percent to USD 710.7 billion in

2004 from USD 557.8 billion registered in
2003 and further increased by 28.9 percent
to USD 916.3 billion from USD 710.7 billion
recorded in 2004. FDI inflows in developing
countries for 2004 increased by 57 percent to
USD 275.0 billion in 2004 from USD 175.1
billion in 2003 and further increased by 21.5
percent to USD 334.3 billion in 2005. In
Africa, FDI inflows for 2004, slightly declined
by 7.0 percent to USD 17.2 billion from
USD 18.5 billion realized in 2003 before it
surged by 78.5 percent to USD 30.7 billion in
2005. In comparison with neighboring island
economies, in 2004 Mauritius experienced
decline in FDI inflows by 77.7 percent to USD
14.0 million from USD 63.0 million in 2003
before increasing by 71.4 percent to USD
24.0 million in 2005. Seychelles registered
FDI inflows amounting to USD 37.0 million
2004 down by 36.2 percent from USD 58.0
million in 2003 and remarkably increased by
121.6 percent to USD 82.0 million in 2005
(World Investment Report, WIR 2006).

Reasons attributed to low growth in FDI
inflows in Zanzibar include slow progress
in increasing production capacity and lack
of robust diversification measures. In this
regard Zanzibar is challenged to put in place
policy and programmes to attract investments
in unexploited sectors potential for FDI such
as fishing and agro-processing industries.
This include skills enhancement programme
to ensure adequate supply of skilled labor
(Mauritius and South Africa have been very
successful in lowering labor cost through
aggressive training programmes). The other
factor contributing to lack of investments in
fishing is legal and technical framework for
the exploitation and export of marine products,
while in agro-processing it is basically the
stringent institutional and legal structures in
allocating farming land for investment and
encouragement by relevant sectors.

3a|‘




5.3 Foreign Direct Investment

5.3.1 Foreign Direct Investment by

Financing Type

The survey further revealed that inflows
of FDI were dominated by direct equity
investments and inter-company long term
loans; the two accounted for 88.8 percent
of total FDI inflows over the period under
review. This shows that the FDI financing
pattern relies mainly on own fund and long
term borrowings, which implies relative
sustainability compared to short term
borrowings.

However, some studies on FDI further
suggest that:

. Despites substantial benefits of
FDIs such as its ability to bring new
capital for investments, raise exports
and promote higher productivity
through new investments in physical
and human capital; FDIs are not
panacea. They may be associated
with threats due to market failure
resulting into suffocation of nascent
industries in host countries,

. Furthermore, FDIs may not be
sufficient enough to raise the relevant
capabilities and that weak bargaining
and regulatory capabilities by the
host government often leads to the
unequal distribution of benefits or
abuse of market power by the foreign
companies. In the long run, FDIs
could results into capital repatriation
in the form of dividends remittance.

Thus, measures to promote FDIs should
go together with promotion of domestic
investments. For the meantime local investors
stand little chance to compete with foreign
investors as they lack adequate capital. The
financial sector in Zanzibar has not yet played
itsrole to finance investments. Statistics shows
that lending to deposit ratio is extremely low;
onaverage for the period of seven years (2000-
20006) the ratio stood at 20.3 percent of GDP
against desirable level of above 40.0 percent.
The possible constraints of accessing local
funds include absence of credit agencies,
high interest rates, lack of flexible mortgage

laws and stringent collateral requirements.
However, the Governments have put in place
the Second Generation Financial Sector
Reforms Programme to address constraints
relating to finance. The programme intends
to put in place legal, judicial and institutional
reforms that would remove obstacles to
lending, deepen financial intermediation and
help develop financial system with a view
to attaining financial stability and support
economic development.

5.3.2 Foreign Direct Investment by

Sector

During the survey period, it was revealed
that, Wholesale & retail trade, catering and
accommodation services sector led by hotel
investments has been dominant recipient of
FDI. On average it accounted for more than
77.6 percent of total FDI stock. Agricultural
sector attracted a mere 0.4 percent of total
FDI stock.

Agriculture sector is not attracting substantial
FDI. Various reasons could attribute to
this, for instance: unclear land policy; the
existing land tenure systems do not clearly
state the assurance of user rights, a situation
which discourage long-term investments
in land improvements!. Furthermore, the
agriculture sector policy lacks clear priorities
leading into an ad hoc implementation and
institutional vacuum. Small domestic market
coupled with difficulties in accessing foreign
market is another bottleneck inhibiting FDI
in agriculture.

Small scale fisherman along Zanzibar coast.
Zanzibar is enriched with fisheries
resouces which remain unexploited

1 Zanzibar Food Security & nutrition Situation Analysis
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Zanzibar has abundance marine resources for
fisheries; however, fishing sectorhasremained
unexploited. This is attributed to number
of basic factors including unclear licensing
procedures on foreign deep sea investments,
the sector also lack well defined incentive
package to attract prominent investors. Lack
of fisheries laws and regulations to preserve
marine ecosystem and safeguard quality of
fishes is also a problem in the fishing industry.
The government through the Ministry of
Agriculture, Livestock and Environment

Reef Fish at Mnemba: Nearly 600 types of species of
brilliantly coloured reef fish occur around Mnemba
and the surrounding reefs. Among the most striking
are moorish idol, palette surgeonfish and clown

triggerfish.

is challenged to address the aforementioned
impediments to facilitate creation of conducive
investment environment in the fishing sector.

Despite low FDI into agricultural sector, it
remains a dominant sector of the economy
as 40.0 percent of the population of Zanzibar
depends on it for their livelihood. On average
it accounts for 23.0 percent of total GDP and
more than 60.0 percent of employment.

Based on afore, agricultural sector should
have been vital to link the domestic economy
and the foreign investments. It was further
observed that there is very low forward
and backward economic linkages between
FDI and agricultural sector as most of the
agricultural produce are not used by hotels
and restaurants with the exception of fish. The
Government, producersand other stakeholders
are challenged to promote modern farming to
meet international standards of agricultural

produce,
packaging.

mainly quantity, quality and

ZIPA  in collaboration with respective
ministries are challenged to undertake
aggressive promotional campaign to sell
opportunities which are available in the
fishing sector, agro processing and cultivation
of spices. Investments in these areas will
generate more revenue to the government, will
increase foreign exchange earnings and will
create employment opportunities (BOT Study
— Prospects and Problems of Fishing; The
Case of Zanzibar — 2005). The Government is
challenged to put in place special incentives
to attract FDI into fishing industry. As for
agro-processing industries emphasis should
be on reviving cloves and spices processing
industries.

Manufacturing sector accounted for 3.6
percent of total FDI stock during the period
under review. Major factors for low FDI into
manufacturing are lack of well established

industrial investment infrastructure, low
industrial ~ skills, cumbersome licensing
and investment approval procedures,

administrative constraints including legal and
regulatory framework and weak enforcement
of the laws. These observations call for
enhancement in linkage between FDI and
SMEs by promoting SMEs competitiveness
through ensuring access to capital and non
financial services. Priority by the Government
and private sector should be on competitive
industries that add value to agriculture and
tourism sectors. Furthermore, the Government
and the private sector need to upgrade
technical training colleges and vocational
training centers. The Government also needs
to simplify and enhance transparency by
establishing centralized licensing board and
lengthening expiry period of licenses.

Transport, storage and communication had
average share of 14.9 percent of the total
FDI stock. To attract more FDI in this sector,
transportation policy and procedures should
clearly elaborate the involvement of private
sector in management and operations of
transport and communication infrastructures.
Potential areas of FDI in this sector include
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operations of sea and air ports activities,
transshipment trade and modern servicing
facility for sea vessels (dry dock).

The survey revealed that there is no FDI in
Community, social and personal services
mainly Dbecause the sector has not been
adequately promoted. Potential areas of FDI
in this sector include hospital and educational
facilities, conference centers and sports.

5.3.3 Foreign Direct Investment by
Region
FDI inflows showed investments are

concentrated in North and Urban West Regions
in Unguja, which implies that the referred
regions have relatively requisite investments
attractions and facilities. The Government is
hence challengedto upgrade the socioeconomic
infrastructures such as seaport, airport, power
and financial services to attract investors in
disadvantaged regions specifically in Pemba.
There is also need for the Government to
provide specific incentives for investments in
disadvantaged regions. This should go together
with community awareness, sensitization and
promotion of new tourism attraction.

5.3.4 Foreign Direct Investment by
Source Country

The Survey revealed that investments from
OECD countries (specifically Italy, UK
and Spain) dominated FDI inflows into
Zanzibar. On average these three countries
accounted for 56.4 percent of the total FDI.
Geographical concentration of these three
countries call for diversifying measures to
attract other countries in order to minimize
risks associated with political and adverse
economic factors. Specific measures are as
well required to attract more investments from
non-OECD countries and other emerging
economies. Special attention should focus on
Gulf States, particularly Oman, as the country
has special historical relationship.

The Government through ZIPA and other
ministries are challenged to  enhance
investment promotion strategies taking into
account diversification of countries from
over dependency of OECD to other regions

such as the Asian markets (China, Korea,
India, Japan, Malaysia, Russia), USA and
the Latin America.

5.4 Other Investments

The survey also revealed that besides
FDI inflows the second major source of
foreign investments are Other Investments,
accounting for 11.3 percent of total foreign
private capital flows. Other Investments
comprise long-term and short term loans from
unrelated companies, largely borrowed from
abroad. This confirms the finding that there
are difficulties in accessing credits from local
commercial banks. However, such external
sources could create other financial problems
such as the external liabilities, which, if not
well managed may result into financial crisis,
BOP problem attributed to interest payment
and remittance of dividends.

The Government is challenged to ensure
that increase in foreign borrowing should
be closely monitored to deter financial crisis
as was evidenced in 1990s in the Far East
Countries; Indonesia, Malaysia, Thailand and
latter in Mexico. This could be implemented
by formulating Debt Management Strategy
to monitor all foreign borrowings as well as
speculative investments.

5.5 Profitability and Rate of Return

The survey revealed that:

* During the 2002 to 2005; with the
exception of year 2004 the FDIs
recorded losses. The profit earned in
2004 was a mere USD 1.4 million on
all investments.

e Overall rates of return were negative
during the period under review with
exception of 2004 which was 1.7
percent.

* The Wholesale & retail trade,
catering & accommodation services
sector which is led by tourist hotels
and accounted for highest share of
FDI stock of more than 75.0 percent.

However, Wholesale & retail trade,
catering & accommodation services
sector reported loss throughout the
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survey period; fluctuating from
USD 10.0 million in 2002, USD 6.2
million in 2003, USD 1.1 million
in 2004 and increased to USD 7.4
million in 2005. For the period 2002
to 2005 it accounted for more than
90.0 percent of total loss. However,
from the Survey of 2000 to 2001,
the sector reported profit of USD
5.7 million in 2000 and breakeven in
2001.

e Commission for Tourism reported
significant growth in the number
of visitors for the period 2002 to
2005. The number of visitors inflow
were 87,511 in 2002 decline by 28.0
percent to, 68,365 in 2003 increased
thereafter by 35.0 percent to 92,161
in 2004 and surged by 36.1 percent to
125,443 in 2005.. Hence it should be
expected that the hotel and restaurant
sector should have experienced
strong growth and profitability over
this same period.

* The fact that the Survey statistics do
not seem to indicate any profitability
growth in the sector could stem
from underreporting by some of the
investors. This is corroborated by the
perceptions which revealed that there
was no complains on high operation
costs which could erode profits.
Furthermore, more than 50.0 percent
of respondents are of the opinion
to expand their businesses, this
suggests that the sector is lucrative
and still attracts more investors.
For the period under review FDI
inflows into Wholesale & retail
trade, catering & accommodation
services grew by 45.4 percent in 2003
representing 74.8 percent of the total
FDI inflows before slowing down
to the growth rate of 33.2 percent in
2004 accounting for 99.1 percent of
total FDI and the growth rate of 15.8
percent or 95.7 percent of total FDI
respectively.

The afore observations culminate into below
policy and operational issues;

* There is a need to review impact of
the investors who are enjoying tax
holiday and reporting losses due
to recovering of initial investment
costs.

* There is also need of reviewing
incentives packages especially
ascertaining investment costs and
actual earnings from operations
with a view of having a win- win
situation; the package should not be
over generous and deny economic
and social benefits accruing from
investments.

e There is need to strengthen tracking
system from the entry point of
visitors to exit with a view to enhance
tax compliance. This should go in
tandem with effective use of ICT
and improving business operations
and marketing by stakeholders in the
tourism sector.

* The ‘underreporting’ is presumed
to result from non adherence to

international  financial  reporting
standards or tax concerns and
confidentiality. It is envisaged

that investors will be consistently
sensitized to enhance their compliance
andthatinvestmentsurveysare crucial
for economic polices per se and that
total disclosure of information is
paramount for credible final report.

5.6 Other Observations

5.6.1 Employment

Creation of 6,620 direct employment
opportunities by FDI out of labor force of
589,276 equivalent to 1.1 percent of total
labor force; this could corroborate with the
fact that bulk of investments are capital
intensive.

The survey further revealed that, the
Wholesale & retail trade, catering and
accommodation services sector dominated
the workforce; and mostly working in
tourist hotels; on average of 74.0 percent
over the period under review. The results
further indicated that males were the most
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employed accounting for 70.0 percent while
women accounted for 30 percent of the total
employment.

It was further revealed that on average
during 2002-2005 Zanzibaris accounted
for 70.0 percent of total employees mainly
engaged insemiskilled positions and Tanzania
Mainlanders represented 23.4 percent while
foreigners accounted for 6.1 percent of total
employees. However indirect employment is
estimated to exceed the above figure of direct
employees. Hence, to have clear picture of
employment issues calls for separate survey.

In an endeavor to create more professional
jobs to locals it is advised that:

e The Government and investors need
to collaborate on empowering locals
to have requisite expertise; this should
be done such that the locals will be
able to take over from foreigners.

* Investors should make sure that
locals with requisite qualifications
are employed and only when cannot
be available will allow recruitment
of foreigners.

5.7 Investors Perceptions
5.7.1 Macroeconomic Factors

Macroeconomic factors were generally well
perceived by investors but proposed attention
to be put on measures to curb high inflation
rates, fluctuation of exchange rate, fiscal
policy and strengthen the performance of Tax
Authorities.

Policy interventions are imperative to work
on negative perceptions:

* Low and stable inflation to investors
is fundamental for business planning
purposes and is among the attractions
to new investors and encourage
the existing ones to expand their
businesses. Inflation rate is both
monetary phenomenon and a supply
related factors. The Bank of Tanzania
as monetary authority is challenged to
ensure that there is effective monetary
policy geared to have low and stable

inflation. Low inflation allows the
economy to function more effectively,
thereby  contributing to  better
economic  performance overtime
and supporting economic policies
geared to increase economic growth.
Furthermore, inflation in Zanzibar is
largely driven by food prices as food
accounts for 57.4 percent of Consumer
Price Index (CPI) basket; hence
having sufficient local production of
food will have profound impact to
dampen the inflation. The Government
is challenged to ensure the agriculture
sector is revamped and be availed
with adequate technical support and
extension services.

Exchange rate fluctuations are
not desirable to investors because
increases  operational costs  for
imports and foreign payments abroad.
The misalignment of demand and
supply of foreign exchange is a main
cause of depreciation of Tanzanian
shilling against foreign currencies.
The challenge is to ensure that there
are policies and strategies geared to
increase exports and promote tourism
to have more foreign exchange. The
governments and the Bank Tanzania
are to work in tandem to ensure that
the Tanzania shilling stabilize and
have appropriate market determined
rates.

The investors raised concern on fiscal
policy by referring to high taxation
rates (such as VAT, import duty and
corporate tax) and that efficiency of
tax authorities is to be enhanced. The
Government should encourage public
— private partnerships in addressing
business related issues and when
preparing and discussing annual
budgets. The public and private
business interests of both parties
are to be discussed openly to iron out
differences. Hence, Zanzibar National
Chamber of Commerce, Agriculture
and Industries and all  business
oriented forums are to be accorded
chances to air their positions in
budgets: specifically trade and tax

1ssues.
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5.7.2 Political and Governance Factors
The perception results showed that
corruption, bureaucracy, multi licensing

and smuggling factors were not favorable
to investment environment. The said vices
increase operational costs; are disincentive
to investments as investors prefer less
bureaucracy and time savings; as countries
compete to attract investorsthe Government

is challenged to address the investment
hurdles. It is advised that:
e The Government should take

institutional and  administrative
reforms geared at defining public and
private sector responsibilities with a
view of reducing the cost of doing
business.

* The Government should speed up
the reform in the judiciary, the civil
services, regional administration,
public expenditure management and
implementation of anti-corruption
strategy.

* Though ZIPA by mandate is one stop
centre; it should be strengthened by
improving coordination with other
institutions  serving investors to
reduce bureaucracy.

5.7.3 Infrastructure and Services

Investors complained on poor municipal
services; high costs and quality of availability
of electricity and water. The prompt, adequate
and reliability of utilities such as water and
electricity are vital for investments and that
wastage management for environment and
operational are to be accorded attention.
Hence it is advised that:

* Environment management policy
should be accorded priority and
be supported financially = and
technically by having sewerage
systems, requisite equipmentsand use
of update technology coupled with
having trained manpower. There is
also need to include private sector to
share experience on environmental
issues.

* Electricity availability and rates and
their impact to investors are issues
to be handled between Tanzania
Electric Corporation( TANESCO)
and the Zanzibar Electricity
Company (ZECO) with a view of

addressing concerns of investors.
The afore institutions can also work
on possibilities of having alternative
cheap sources of power to reduce
financial burden and improve
reliability culminating into lower
production costs to investors.

* There is need of developing public
—private partnership in infrastructure
development.

5.7.4 Labor Factors

The survey revealed that generally investors
were positive with most factors within the
ambit of labour factors. However, they raised
concerns on quality of labour that most
employees lack adequate training and skills
expected by investors in their operations.

Below are efforts to be undertaken by
Government and private sector to enhance
quality of labour force and meet standards.

* The Government is advised to
formulate specific policies that
will motivate investment in human
resources development in different
sectors.

e Toputmore emphasis onthe provision
and improvement of vocational
training programmes and allocates
resources for such programmes.

e Zanzibar  Tourism  Management
Institute should be improved by
having adequate trained staff, focused
programs, requisite teaching facilities
and equipments and exposures to
meet standards. This should work in
tandem with having more advanced
training in tourism management.

e To impart the local employees with
working attitude and adhere to work
ethics.

* To manage free movement of labour
to protect domestic labour force from
being marginalized in the labour
market.

5.7.5 Diverse factors

Investors were concerned with the efficiency
of Dar es Salaam port of transit especially on
the implementation of regulations and other
administrative arrangements. This calls for
transparency and further harmonization of
procedures.
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forward

HE N | ossons learnt and the way

6.1 Lessons Learnt from the Survey

The below experiences cum lessons were

learnt:

* Coordination among institutions which
were involved in the survey facilitated
exchange in experiences and knowledge
culminating into having professional
inputs. The ZIPA staff dealing with
investments both local and foreign had
first hand information which is not easily
obtained by other stakeholders in the
project. The Office of Chief Government
Statistician has information which
enriched corroboration of field results
while the Bank of Tanzania is the main
compiler of the balance of payment
statistics of which FDI is crucial for
financial account. The synergy is also
essential in inculcating ownership of
the data and improving credibility to
investors.

* Adequate funding is pre requisite to
facilitate field surveys. Equally important
are training programmes that will enhance
capacity of researchers.

e Annual monitoring is essential to track
and mitigate negative impact of FDl onthe
economy through policy interventions.

e FPC is volatile and has wider and
profound socio-economic implications
hence calls for very close monitoring
and necessitates need of evaluating
efficacies of economic policies to
support the Zanzibar’s Vision of 2020.

* Expansion of FPC is hindered inter alia
by lack of clear country land use plan and
land bank for investment.

* FDI inflow concentrated in two leading
sectors; tourism and trade as provided in
the Zanzibar Growth Strategy. However,
agriculture besides being the backbone
of the economy has not attracted
considerable FDI. Inan endeavortorealize
Vision 2020 objective of eradication of
absolute poverty and attain sustainable
development through Zanzibar Strategy
for Growth and Reduction of Poverty
(ZSGRP), there is an imperative need
to boost FDI in agriculture. Therefore
reforms in agricultural sectors are
indispensable.

* It was observed that some investors
were not keeping financial records in
conformity with financial reporting
standards. This impairs credibility of data
for analysis purposes.

* Some perceptions responses tended not
to originate from the bonafide owners
cum investors as were responded by
management staff.

e There was slippage to respond to the
questionnaire, culminate into delay to
finalize report.

6.2 Way Forward

The Private Capital Flow Survey Report
facilitates compilation of fundamental
macro economic variables on external
sector performance. The current account
is in place but data pertaining to financial
and capital accounts were lacking to have
complete balance of payment position and
international investment position. The said
inputs are vital for evaluation and updating
of existing policies and formulation of new
policies. The report serves as feedback and
inputs in policies formulation.

* FPC surveys are to be conducted timely
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on annual basis to determine inflows and
update stock positions and will also serve
as monitoring mechanism.

There is a need to educate investors
the advantage of having credible
and comparable statistics on foreign
investments. In endeavor to encourage
investorsto fully disclose their operations,
researchers maintain confidentiality and
reports are published in aggregate form.
Involvement of apex bodies such as
Business Council, Chamber of Commerce
and Zanzibar Commission for Tourism is
crucial in this regard.

There is need to enhance reporting

compliance by strengthening mandatory
reporting requirements to ensure that
investors keep their financial records in
conformity with international acceptable
standards. This can only be achieved
by enforcing accounting standards that
conform to international practices.

The Government is advised to enhance
and sustain partnership between public
and private sectors by having several
and frequent forums such as Business
Council with a view of developing trust
and comprehension of teamwork spirit.
There is a need of establishing common
database that will be shared among FPC
coordinating institutions (that is ZIPA,
OCGS, BOT, and MOFEA).

4




Nk wd

*

10.

11.
12.

REFERENCE

BoT-Zanzibar Branch (2005), “Problems and Prospects of the Fishing Industry in
Zanzibar”

GoZ, “Vision 2020”

GoZ, “Zanzibar Growth Strategy (2006 — 2015)”

GoZ (2004), “Zanzibar Investment Policy, 2004

G0Z(2004), “Zanzibar Investment and Protection Act, 2004”

GoZ (1992), “Land Tenure Act, 1992

Tanzania Investment Report (2004), “Report on Foreign Private Investment in
Tanzania”

ZIPA, OCGS & BoT (2004), “Zanzibar Investment Report

Zanzibar Agricultural Policy 2003. Prepared by Ministry of Agriculture, Natural
Resources, Environment and Cooperatives, February, 2003

Zanzibar Food Security and Nutrition Situational Analysis 2006, Prepared by Ministry of
Health & Social Welfare and Ministry of Agriculture, Natural Resources, Environment
and Cooperatives, June, 2006.

UNCTAD(2005), “World Investment Report”,

UNCTAD (2006), “World Investment Report” FDI from Developing and Transition:
Implications for Development- Geneva, Switzerland.

47I




APPENDICES

Appendix 1: Concepts and Definitions

13. UNIDO (2006) “Africa Foreign

Investor Survey 2005”  Vienna ,
Austria
The following are some of important

terminologies used in the report:

Balance of Payments (BOP) is an accounting
statement designed to provide, for a specific
period of time, a systematic 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. It is a statistical statement that brings
together inflows and outflows of transactions
classified under appropriate components, in
two accounts —the current account and capital
& financial accounts. BOP data are therefore
concernedwith transactions betweenresidents
and non-residents and NOT with the currency
of transaction. Typically, a transaction in
foreign currency between two residents of
any country would not be considered a BOP
transaction.

Book values Value of an asset as recorded
in the books of account of an organization,
usually the historical cost of the asset 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 asset, the book value will rarely be the
same as the market value of the asset.

Dividends are income on equity.

Equity means shares in companies,
and equivalent ownership interest in
unincorporated enterprises. Foreign 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.

Estimated - Market value: Market 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):

is 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 enterprise. Categories: Flows
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fall under three major categories namely,
transactions, holding gains or loses and other
changes in Assets. Transactions 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 Investment (FDI) is defined
as a case where a resident entity in one
economy (creditor) acquires lasting interestin
an enterprise in another economy (recipient)
with significant degree of influence. Usually
FDI is in the form of ownership of means
of production like factories or equity share
including equity purchase, reinvested
earnings and inter-company loans and
debt transactions. FDI in the census form
is obtained by summing up: new equity
investment 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 standardized way
of disaggregating economic activities for
international data comparison purposes. For
the current census, this has been modified
with further disaggregation to better cover
activities in Tanzania and remains consisted
with international norms.

Net asset values (the difference between
assets and liabilities)

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

Regional Classifications: A way to define
geographical distribution of economic
activities, enterprises and subsidiaries
in Tanzania e.g. Dar es Salaam, Arusha,
Mwanza, Mbeya, Tanga etc.

Reinvested (or retained) earnings (profits)
These are the direct investor’s share
(calculated as a proportion of direct equity
held) of that part of the earnings (after tax on
earnings) that are not distributed as dividends
by the direct investment enterprise, together
with earnings of branches that are not remitted
to the direct investor. This is a component of
FDI.

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

Resident, Non Resident and country of
Residence: A resident is 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 regarded as non-residents. For
statistical purposes, an individual who lives
in Tanzania for more than a year is considered
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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
Tanzania for more than a year is treated as a
local company.

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

Stocks: Stock 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.

Voting (Powers) rights This relates to the
objective of obtaining a lasting interest in an
enterprise resident in another economy. In
the case of direct investment, a 10% or more
ownership of the ordinary shares or voting
rights in an enterprise is considered sufficient
to empower the direct investor to have a
significant influence over the key policies
and management of the direct investment
enterprise.

Direct  Investment  (Foreign  direct
investment): 1is defined as international
investment by a resident entity in one
economy (“direct investor”) in an enterprise
resident in another economy (“direct
investment enterprise”), made with the
objective of obtaining a lasting interest in
the direct investment enterprise. The lasting
interest implies the existence of a long-term
relationship between the direct investor

and the direct investment enterprise and a
significant degree of influence by the direct
investor on the management of the enterprise.
Direct investment involves both the initial
transaction between the two entities and
all subsequent capital transactions between
them and among affiliated enterprises, both
incorporated and unincorporated.

Direct investor: 1S an individual, an
incorporated or unincorporated private
or public enterprise, a government, or a
group of related enterprises (incorporated
or unincorporated) or individuals, that has
a direct investment enterprise (that is, a
subsidiary, associate or branch) operating in
economy other than the economy of residence
of the direct investor.

Direct investment enterprise: IS an
incorporated enterprise in which a direct
investor owns 10 per cent or more of the
ordinary shares or voting power, or an
unincorporated enterprise in which a direct
investor has equivalent ownership. Direct
investment enterprises comprise:

* Subsidiaries (enterprises in which a
non-resident investor owns more than
50.0 per cent).

* Associates (enterprises in which a
non-resident investor owns between
10.0 and 50.0 per cent).

e Branches (unincorporated enterprises
wholly or jointly owned by a non-
resident investor) that are either
directly or indirectly owned by the
direct investor.
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Appendix 2: Statistical Tables

Appendix Table 3.1: Stock of FDI by OECD and non OECD countries in USD millions.

Country 2002 % 2003 % 2004 % | 2005 % | Average %
OECD Countries

[taly 32.3 30.0 26.1 22.3 37.4 24.3 36.5 20.4 33.1 22.4
United Kingdom 27.9 25.8 30.6 26.1 33.3 21.6 28.6 16.0 30.1 20.4
Spain 14.5 13.4 18.1 15.4 22.3 14.5 25.5 14.2 20.1 13.6
British Virgin Island 0.0 0.0 0.4 0.3 8.7 5.6 26.8 15.0 12.0 8.1
Ukrainian SSR 0.0 0.0 0.0 0.0 0.0 0.0 5.6 3.1 5.6 3.8
Germany 2.3 2.1 2.0 1.7 3.6 2.3 4.1 2.3 3.0 2.0
Switzerland 2.7 2.5 2.2 1.9 2.7 1.7 3.1 1.7 2.7 1.8
Sweden 1.0 0.9 0.7 0.6 0.7 0.4 0.7 0.4 0.8 0.5
France 0.7 0.7 0.7 0.6 0.7 0.5 0.7 0.4 0.7 0.5
Greece 0.7 0.6 0.6 0.5 0.6 0.4 0.6 0.3 0.6 0.4
Netherlands 0.0 0.0 0.0 0.0 0.5 0.3 1.7 1.0 0.6 0.4
Japan 0.3 0.3 0.4 0.4 0.6 0.4 0.8 0.4 0.5 0.4
USA 0.6 0.6 0.4 0.3 0.4 0.3 0.3 0.2 0.4 0.3
Norway 0.3 0.3 0.3 0.3 0.5 0.3 0.4 0.3 0.4 0.3
Belgium 0.4 0.4 0.4 0.3 0.3 0.2 0.3 0.1 0.3 0.2
Denmark 0.4 0.3 0.3 0.3 0.3 0.2 0.3 0.1 0.3 0.2
Australia 0.2 0.2 0.2 0.2 0.2 0.1 0.2 0.1 0.2 0.1
Sub Total 84 78.2 84 71.2 113 73.1 136 76.1 111 75.4
Non-OECD

Countries

United Arab Emirate 10.2 9.5 15.8 13.5 14.8 9.6 14.7 8.2 13.9 9.4
Kuwait 2.0 1.9 55 4.6 10.3 6.7 5.8 3.2 5.9 4.0
South Africa 3.6 8.3 41 .5 4.6 3.0 4.5 2.5 4.2 2.8
Kenya 1.3 1.2 1.8 1.5 4.2 2.7 8.4 4.7 3.9 2.7
Bahrain 3.3 3.0 3.3 2.8 3.3 2.1 3.3 1.8 3.3 2.2
Oman 2.0 1.8 2.5 2.2 2.6 1.7 2.4 1.3 2.4 1.6
Rwanda 0.7 0.6 0.6 0.5 0.6 0.4 0.5 0.3 0.6 0.4
Pakistan 0.0 0.0 0.0 0.5 0.3 0.5 0.3 0.5 0.3
Palestine 0.0 0.0 0.0 0.0 0.0 0.4 0.2 0.4 0.3
Uganda 0.0 0.0 0.0 0.1 0.1 0.6 0.4 0.4 0.3
China 0.1 0.1 0.1 0.1 0.1 0.1 1.1 0.6 0.4 0.3
Zambia 0.4 0.4 0.1 0.1 0.1 0.1 0.2 0.1 0.2 0.1
Panama 0.0 0.0 0.0 0.2 0.1 0.2 0.1 0.2 0.1
Ethiopia 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Sub Total 23.6 | 21.8 33.8 28.8 | 41.4 26.9 | 42.7 | 23.9 36.3 | 24.6
TOTAL 107.8 | 100.0 117.4 | 100.0 | 1541 | 100.0 | 178.8 | 100.0 147.6 | 100.0
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Appendix Table 3.2: Flows of FDI by OECD and non OECD countries in USD millions.

OECD 2002 % 2003| % | 2004| % | 2005| % | Average | %
italy 813 | 363 | 11.60| 209 | 1567 | 341 | 945| 175| 11.21] 270
Elr:'rfg Virgin | o0 050| 09| 774| 169| 1975| 366 933 | 224
Spain 633 | 282 726 | 131| 800| 17.4| 1028 191 797 | 192
United Kingdom 250| 115 462| 83| 246| 54| 248| 46 304| 73
Netherlands o0 | 00| o051 11| 115| 24 083| 20
Switzerland 083| 37 077| 14| 060| 13| o064]| 12 071 | 17
Germany 067 | 30 079| 14| o070| 15| o040| 07 064| 15
Sweden 114 | 51 025| 04| o007]| 01| o003| o1 037| 09
France 075| 84| (000 00| 000| 00| 000| 00 019| 05
Japan Y 004| 01| o008| 02| o013] o02 008| 02
Norway 000| 00| (00| 00| o017]| 04| 000| 00 004| 041
Belgium 003| 0.1 000| 00| o000| 00| (©00)| 00 001| 00
Australia 0.00)| 00 000| 00| 000]| 00| (000)| 00 000| 00
Denmark 000| 00 000| 00| 000| 00| (©00)| 00| (00| 00
USA ©oh| 00| (03| 00| 000| 00| 000| 00| (001)] o0
Sub total 21.44 | 956| 4066 | 73.2| 4096 | 89.2| 49.15| 91.1| 34.41| 828
Non OECD

United Arab ©of) | 00 895| 161| 013| 03| o008| o1 220 | 55
Emirate

Kuwait ©o01) | o0 431| 78| o065| 14| 134| 25 157 | 38
Kenya 015| 07 043| 08| 292| 64| 020]| 04 093 | 22
China 014| 06 000| 00| 000| 00| 200| 37 053] 13
Uganda | o0 | 00| o046| 10| 052| 1.0 049 | 1.2
Palestine Y o0 | 00| o046| o8 046 | 11
Pakistan -1 00 | 00| o060| 13| 000| 00 030| 07
South Africa 045| 20 028| 05| 019]| 04| o019| 04 028| 07
Oman 001| 00 089| 16| 001]| 00| 001]| 00 023| 06
Zambia 025| 141 ©000)| 00| ©00)| 00| o000| 00 006| 02
Ethiopia -1 00 - 00 | 00| 003| o1 003| 041
Sub total 099 | 44| 1486 268| 496| 108| 483| 89 747 | 172
TOTAL 2243 | 1000 | 5553 | 1000 | 4593 | 1000 | 53.98 | 1000 | 41.59 | 100.0
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Appendix Table 3.3: FDEI stock by OECD and non OECD countries in USD millions.

Country 2002 % 2003 % | 2004 % | 2005 % | Average %
OECD Countries
[taly 227 | 424 204 | 345| 320| 395 | 323 | 385 26.8 | 38.7
United Kingdom 10.3 | 19.2 117 | 199 | 116| 144 | 163 | 194 125 | 18.2
Germany 1.4 2.6 0.5 0.8 1.3 1.6 1.9 2.2 1.3 1.8
Switzerland 1.6 3.0 1.2 2.0 1.1 1.3 1.1 1.3 1.2 1.9
France 0.7 1.4 0.7 1.2 0.7 0.9 0.7 0.9 0.7 1.1
Greece 0.7 1.3 0.6 1.0 0.6 0.8 0.6 0.7 0.6 0.9
Sweden 0.7 1.3 0.6 1.0 0.5 0.7 0.6 0.7 0.6 0.9
Japan 0.3 0.6 0.4 0.7 0.6 0.7 0.8 0.9 0.5 0.7
Netherlands 0.0 0.1 0.0 0.1 0.5 0.6 1.3 1.5 0.5 0.6
USA 0.6 1.2 0.4 0.6 0.4 0.5 0.3 0.4 0.4 0.7
Denmark 0.4 0.7 0.3 0.5 0.3 0.4 0.3 0.3 0.3 0.5
Belgium 0.4 0.7 0.3 0.6 0.3 0.3 0.2 0.3 0.3 0.5
Norway 0.3 0.5 0.3 0.5 0.3 0.4 0.3 0.4 0.3 0.4
British Virgin Island 0.0 0.0 0.0 0.0 0.5 0.6 0.4 0.5 0.2 0.3
Australia 0.1 0.2 0.1 0.2 0.2 0.2 0.1 0.2 0.1 0.2
Spain 0.1 0.2 0.1 0.1 0.1 0.1 0.2 0.2 0.1 0.2
403 | 75.2 37.7| 639 | 51.0| 629 | 574 | 68.3 46.6 | 67.6
Non-OECD
Countries
United Arab Emirate 2.3 4.2 99| 167 | 11.3| 14.0| 13.1 15.6 92| 12.6
Bahrain 3.3 6.1 3.3 5.5 3.3 4.0 3.3 3.9 3.3 4.9
South Africa 1.7 3.1 2.4 41 2.9 3.6 2.9 3.4 2.5 3.6
Oman 2.0 3.7 2.4 4.1 2.5 3.1 2.3 2.7 2.3 3.4
Kuwait 2.0 3.8 1.2 2.1 5.3 6.6 0.0 0.0 2.1 3.1
Kenya 1.1 2.1 1.2 2.1 3.3 4.0 2.6 3.1 2.1 2.9
Rwanda 0.7 1.2 0.6 1.0 0.6 0.8 0.5 0.6 0.6 0.9
China 0.1 0.2 0.1 0.2 0.1 0.2 1.1 1.3 0.4 0.5
Pakistan 0.0 0.0 0.0 0.0 0.5 0.6 0.5 0.6 0.3 0.3
Zambia 0.2 0.3 0.1 0.2 0.1 0.2 0.2 0.2 0.1 0.2
13.3 | 24.8 21.3| 36.1| 300| 371 | 266 | 31.6 228 | 324
Total 53.5 | 100.0 59.0 | 100.0 | 81.0 | 100.0 | 84.1 | 100.0 69.4 | 100.0
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Appendix 3

Questionnaire
Confidential
Y 4 Z I P A
Office of Chief Government Statistician Zanzibar Investment Promotion Bank of Tanzania
P. O. Box 2321 - Zanzibar Authority Zanzibar branch
Tel: 255 24-2231869 P. O. Box 2286 - Zanzibar P.O. Box 568 - Zanzibar
Fax: 255 24-2231742 Tel: 255 24-2233026 Tel: 255 24-2230803
E-mail: zanstat@zanlink.com 255 24-2237858 : 255 24-2232362
Fax: 255 24-2232737 Fax:255 24-223 0415
E-mail: zipa@zanzinet.com 255 24-2232140
zipaznz@zanzinet.com E-mail: info@hqg.bot-tz.org
Website: www.investzazibar.org Website: www.bot-tz.org

QUESTIONNAIRE FOR THE SURVEY OF COMPANIES WITH
LOCAL AND FOREIGN ASSETS AND LIABILITIES

QUESTIONNAIRE TYPE: PCFZ/1/2006

COMPANY REFERENCE NUMBER: ..., (For internal use
only)

DUE DATE FOR RETURN: [ (dd/ mm/ yyyy) RESEARCH
OFFICER.......cccooeiiil,

PART A: GENERAL INFORMATION
ALL RESPONDENTS SHOULD COMPLETE THIS PART

COMIPANY DI, ..t nt ittt ettt ettt et ettt et et ettt et e et et et e st e e et ettt et et et e nteneetesneeeneaneneenees

Previous name of the Company (If @ny): ......oouiiiiniiit it eeeeeenneaneannns

Date completed: . .. (dd /mm/ yyyy)

Name and posmon of person completmg thls questlonnalre

NaAME: POSIION: .\,

Company Address: P.O. BOX ....c.oiiiiiiiiiii

Tel: oo, Fax: ...ooovviiiiit. E-mail: .................. Website: ....ocoovvviiiiiiiiiinn.

District: | Area: | Street/Plot:

Please give details of an alternative person to be contacted in case we need further clarifications:

NaAMIC: POSItioN:. ...
Tel: oo, Fax:..............o..... Mob: ............... E-mail: .....................c.
Date of Establishment: Date of Commencing Operations:




Does your company have any subsidiary® within Tanzania? Yes No

If yes, are you supplying unconsolidated information for individual companies within the
group?

Yes I:I No I:I

NB: If possible, please supply information for each company in your group individually
(i.e., unconsolidated infor mation).

3 A company whose more than 50% of voting right is controlled by another company is usually referred to as

subsidiary company.
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QUESTIONNAIRE FOR THE SURVEY OF COMPANIES WITH LOCAL AND
FOREIGN ASSETS AND LIABILITIES
2002 - 2005

Acknowledgement of Receipt of Questionnaire
Instructions:
This page should be filled-in by the person who is receiving the questionnaire on behalf of the
entity, enterprise or company at the time of delivery of this questionnaire by the enumerator.
After it is signed, the enumerator should retain the original copy of this page

I, of ,
(enter name of recipient) (enter name of entity/company/enterprise)

acknowledge receipt of the Balance of Payments and investor’s perceptions survey questionnaire,
2006.

Title:

Signature:

Date:

Enumerator’s Name

Thank you for receiving the questionnaire.

Note: The due date for return of the completed questionnaire is two weeks after receipt of
the questionnaire. If you are having problems meeting the due date, please call us as soon as
possible before the deadline, on one of the numbers indicated on the next page.

PLEASE READ THIS FIRST

Purpose of survey

This questionnaire collects information on assets and liabilities and perception of your enterprise
(or group) in Zanzibar. This information will be used by the Bank of Tanzania (BOT), Zanzibar
Investment Promotion Authority (ZIPA), Office of the Chief Government Statistician (OCGS)
and the Government in balance of payments compilation, investment promotion and national
policy formulation.

Focus

You are required to complete this questionnaire from the point of view of your transactions as
an investor with foreign assets and/or liabilities in Zanzibar regardless of your nationality.
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Collection Authority

Completion of this questionnaire is compulsory under section 31 of the Zanzibar Investment
Promotion Authority (ZIPA) Act No. 11 of 2004; section 47 sub-sections (1), (2) and (4), Act
No 9 of 1999 of Office of Chief Government Statistician (OCGS) and section 49 of Bank
of Tanzania (BOT) Act of 1995. Failure to comply could result in legal and/or administrative
action against non-compliance.

Confidentiality

Information will be used only for statistical purposes, and be published in aggregated form.
Data relating to individual organizations will not be made available to anyone outside the BOT,
ZIPA or OCGS. Government officials failing to comply with confidentiality clause face severe

penalties including summary dismissal. This is in accordance with the Acts that established
BOT, ZIPA and OCGS.

Estimates

Where possible, please use figures from your accounts. Un-audited data are perfectly acceptable
for this purpose. In cases where data is not readily available from your accounts, please provide
careful estimates. We would rather have your best estimate than nothing.

Inapplicable questions

Please do not leave blank spaces even where the question does not apply to you as we do not
need to follow up with you. Please, enter “N/A4” in the appropriate box, or at the start of the
question.

Due Date

Please complete this questionnaire and return the original to either research officer in contact with
you (name on the first page) or ZIPA. Please keep the ‘Respondent Copy’ of the questionnaire
for your own records.

Help Available
This questionnaire contains technical terms. If you have problems in completing this

questionnaire, please refer to notes attached at the end. Alternatively, please contact BOT, ZIPA
or OCGS through:

Mr. Said H. Haji Mr. Said M. Chiguma Ms. Mashavu K. Omar
Zanzibar Investment Promotion Bank of Tanzania Office of Chief
Authority Zanzibar Branch Government Statistician
P. O. Box 2286 P.O. Box 568 P.O. Box 2321
ZANZIBAR ZANZIBAR ZANZIBAR
Tel: 255 24-2233026 Tel: 255 24-2230803 Tel: 255 24-2231869

1 255 24-2237858 - 255 24-2232362 Fax: 255 24-2231742
Fax: 255 24-2232737 Fax: 255 24-223 0415 E-mail:zanstat@ zanlink.com
E - mail: zipa@zanzinet.com 255 24-2232140

zipaznz(@zanzinet.com E-mail: info@hg.bot-tz.org

Website: www.investzanzibar.org Website: www.bot-tz.org

THANK YOU IN ADVANCE FOR YOUR COOPERATION

(Footnotes)
1 If the investment started later than 2002, give your views based on the starting time.
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1. INDUSTRIAL CLASSIFICATION

Please tick the main area(s) of economic activity of your company and its subsidiaries in
Zanzibar based on total investments. Wherever possible, companies are requested to complete
and submit a separate questionnaire for each individual company within a group.

Industrial Classification

Tick Estimated percentage

relevant | share contribution to

activity company’s total
investments

1. Agriculture, hunting, forestry and fishing
1.1 Agriculture

1.2 Livestock

1.3 Fishing

2. Mining and quarrying
2.1 Quarrying

3. Manufacturing

3.1 Edible oil

3.2 Grain milling

3.3 Cotton and Textile

3.4 Beverages

3.5 Metal and metal products
3.6 Soaps

3.7 Publishing and Printing
3.8 Rubber and Plastic products
3.9 Furniture and fittings
3.10 Other (Specify)

4. Utilities

5. Construction

5.1 Building and construction
3.2 Others (specify)

6. Wholesale & retail trade, catering &
accommodation services

6.1 Wholesale and retail trade

6.2 Hotels , Tour operators, Restaurants and
Other related services

7. Transport, storage & communication
7.1 Sea transport

7.2 Air transport

7.3 Data communication

7.4 Telecommunication

7.5 Storage

E|




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

8.1 Bank and non-banks

8.2 Micro-finance

8.3 Insurance

8.4 Real estate and property services

8.5 Other business services

9. Community, social and personal services

9.1 Education

9.2 Health

9.3 Other (Specify)

10. Activities not covered above (specify)

1.2 COMPANY’S MAINACTIVITY IN DETAIL:

2. SUBSIDIARIES

2(a) Please list any subsidiaries (or sub-subsidiaries) your enterprise has in Tanzania:

S/N Percentage share
Name of Sector Main activity to company’s total
subsidiary (Product) investments

1
2
3
4
Total 100
PART B

INVESTMENT IN YOUR ENTERPRISE DURING 2002 - 2005

FOR PART B, PLEASE REPORT ALL VALUES IN TZS OR USD, AND IN UNITS
Please TICK one currency you will use in completing this part, and refer to the attached table
of exchange rates at the end of questionnaire to assist with your calculations.

TZS E UsD E

(e.g. please report TEN MILLION IN UNITS AS 10,000,000 rather than as 10 or 10m)

3. FOREIGN EQUITY INVESTMENT IN YOUR ENTERPRISE

3 (a) Please enter aggregate data by country, for resident and non-resident entities
each owning 10% or more of the equity and enter N/A where the question is not

applicable.

NB: 1. Ifthere are more than three source countries, fill the two major source countries
and aggregate the rest and fill as Others under number 3.
2. Source country refers to the immediate country from which the investment funds came from.
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6. INTERNATIONAL TRANSACTIONS IN SERVICES AND INCOME

a) Please indicate in the table below how much your enterprise paid for services provided by
non-residents:

Amount Paid During

Item 2002 2003 2004 2005

Royalties and License fees

Salaries and Wages

Consultancy and Technical
services

Insurance claims/premiums

Other services (please specify)

Total

b) Please indicate in the table below how much your enterprise received for services it rendered
to non-residents:

Amount Received During

item 2002 2003 2004 2005

Royalties and License fees

Salaries and Wages

Consultancy and Technical
services

Insurance claims/premiums

Other services (please specify)

Total

PART C: ECONOMIC AND SOCIAL LINKAGES

7. USES OF FOREIGN EQUITY AND FOREIGN BORROWINGS

Please approximate the uses of your new foreign equity and foreign borrowing during the
following periods:

Uses 2004 2005

a) Import of goods
b) Import of services
¢) Locally sourced goods

e) Wages and salaries
d) Debt service principal
e) Debt service interest
(f) Unallocated / reserves
(g) Other (please specify)

Total Foreign Equity and Foreign
Borrowings

(

(

()

(d) Locally sourced services
(

(

(

71I




8. EMPLOYMENT AND LABOUR PRODUCTIVITY

(a) Please indicate in the table below, number of employees in your company based on the
following categories:

Foreign Nationals Tanzanian Nationals

Foreign Nationals Zanzibaris Tanzania Mainland

2002 | 2003 | 2004 | 2005 | 2002 | 2003 | 2004 | 2005 | 2002 | 2003 | 2004 | 2005
M [F M |F |M|F|M|FM[FIM[F|m |F|m [F |M[F|MI|F

Management

Professionals*
(excluding
Management)
Skilled

Unskilled
Total

Professionals refer to employees with specialized formal training at the level of at least first degree or
its equivalent.

(b) Does your company have staff development plan (e.g., transfer of technology to local
employees etc)?

Yes No
If yes,

(1) How has your company benefited from such plan?

(if) What problems (if any) does your company encounter in the implementation of the plan and
how do you address them?

(c) Please indicate the number of staff who have undergone training between 2002 and 2005:

2002 2003 2004 2005

Male Female Male Female Male Female Male Female

(d) Are the local staff able to adopt and learn new technologies within the company?
If yes, please explain

If no, why and what is your suggestion

9. SOURCING OF RAW MATERIALS

a). Where applicable, please approximate the proportion of your raw materials sourced from
Tanzania as a share of the total %.

b). If you are not sourcing 100% of raw materials domestically, what are the reasons?

H




Reason Assign numbers from 1-5 in order of importance

Limited Access

Availability

Poor Quality

High Price

O | Wi |—=

Other (please specify)

¢). Where relevant, please suggest measures that can be taken to encourage you to source more
of your raw materials domestically.

10. PRODUCT TYPE AND MARKET

a) Please approximate the proportion of your total output by type:

Type Percent

i. Final products

i. Intermediate (semi-finished) products
Total 100

b) Please approximate the proportion of your total output by domestic and foreign markets:

Type Domestic (%) | Foreign (%) Total (%)
i. Final products 100
ii. Intermediate (semi-finished) products 100

11. CORPORATE SOCIAL RESPONSIBILITY

a) Does your company have a corporate social responsibility policy/plan?

Yes |:| No |:|

b) If yes, what kind of activities have you performed (fill where applicable):

] . Amount Spent
S/N Social Activity 2002 2003 g 2004 2005

1 Education

2 Health and welfare

3 Safety and Security

4 Arts and Culture

5 Sports Development

6 Environment

7 Water

8 Road

9 Religious

10 | Other (Specify)

Total Amount Spent

c) Please provide brief description of the activities done:
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d) What factors influence your decision to engage in the activities indicated in (b) above?

PART D: INVESTOR’S PERCEPTION

From the following questions please rate your perception for each aspect by filling in the
relevant number on the bracket reflecting the level they affect your business as indicated in
the table below:

Positive Effect Fairly Positive No Effect Fairly Negative Negative Effect

1 2 3 4 5

12. MACROECONOMIC FACTORS

To what extent have the following macroeconomic factors affected your investment?

2002' Now
Economic growth (GDP) ( ) ( )
Fiscal policy
Tax level C ) ()
Tax administration () )
Monetary policy
Inflation rate levels () ()
Exchange rates () )
Trade policy
Regional Economic Integration
East African Community ( ) ()
SADC () C )
Market expansion C ) )
Environmental policy () (.
Foreign policy C ) ()
Investment policy
Business facilitation C ) )
Transfer of profits/dividends () )
Business environment ) )

Please add any other information

4




13.INFRASTRUCTURES AND SERVICES

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

2002° Now

Inland Transport ) C )
Access to seaports C ) ()
Airports and Air Transportation () ()
Electricity supply

Reliability () ()

Tariff level C ) )
Water supply

Reliability ) )

Tariff level C ) )
Postal services () ()
Telecommunications

Reliability (. ()

Tariff level () ()
Customs services () ()
Municipal services (garbage, sewerage, etc.) ( ) ( )

Please add any other information

14.  FINANCIAL FACTORS

To what extent have the following financial factors affected your investment?

2002° Now
Banking services ( ) C )
Depreciation of the domestic currency ( ) ( )
Availability of local finance () ( )
Availability of foreign finance ( ) ( )
Absence of credit agencies. ( ) ( )

Please add any other information
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15. POLITICAL AND GOVERNANCE FACTORS

To what extent have the following political and governance factors affected your
investment?

2002° Now
Political Stability C ) ()
Corruption ) )
Investment incentives and Facilitation ) ()
Bureaucracy ) ()
Tax collection efficiency ) (.
Effectiveness of the legal system ) (G
Internal Security ) )
Land law and administration ) ()
Smuggling C ) (G
Multi licensing C ) )

Speed of decision making in the
following institutions

Zanzibar Investment Promotion
Authority

~
S
~
N~

Bank of Tanzania

Zanzibar Revenue Board
Tanzania Revenue Authority

Immigration

Commercial Banks

Commission of Labour

Commission of Tourism

Department of Environment

-~
[ N N7 N N N N e N
e~
N N7 N7 N7 N7 N N N

Department of Land and

Registration

Court System ( ) ( )
Police System ( ) ()
Other (specify) C ) )

Please add any other information
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16. LABOUR FACTORS

To what extent have the following labour factors affected your investment?

2002 Now
Labour legislation ) )
Restrictions  regarding bringing in «C ) «C )
expatriates
Education and skill levels (O ()
Wage levels () )
Working ethics/culture () )
HIV / AIDS ) )

Please add any other information

17. DIVERSE FACTORS

To what extent have the diverse factors presented below affected your investment?

2002 Now
Accessibility to new technology () ()
Global economic situation ( ) ( )
Dar es Salaam Port of Transit ( ) ( )

Please add any other information

18. INVESTMENT DECISION

Please rate the most important factors that influenced your initial decision to invest in
Zanzibar:

Very Fairly Not Not relevant

Factors important 1 important 2 important 3 4

Domestic Market Access
Foreign Market Access
Political Stability

Rule of Law/Governance
Low Corruption

Incentives

Investment Policy

Finance (long &short term credits)
Labour cost & Productivity
Geographical Location
Others (specify)
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19. DIRECTION OF FUTURE INVESTMENT

What is the likely direction of your investment in Zanzibar over the next 3 years? Please indicate
under the following categories:

(Please tick in appropriate box)

Expand Maintain Contract Not relevant

Direction 1 2 3 4

Diversify in other sectors

Diversify range of product and services
Staff training

Recruitment of nationals

Recruitment of expatriates

Gender balance

Investment in technology

Import of capital goods

Export of the products

Improvement of existing facilities
Mergers and Acquisition

Construction of new building/structure
Others (specify)

Please add any other information.

20. SOURCES OF INFORMATION

Please identify or tick the most reliable sources of information for your initial investment
decisions:

Source of Information Very Useful Not useful
1 2

Bank of Tanzania
Quarterly / Annual Reports
Other publications
Website
Zanzibar Investment Promotion Authority
Newsletter
Other publications
Website
Trade and Investment Mission
Office of Chief Government Statistician
Quarterly / Annual Reports
Other publications
Other Sources
Other Government sources
Local Media
Regional Media
International Media
Donor publications
Business associates / Competitors
Investors’ Forum
Word of mouth
Others (specify)
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THANK YOU IN ADVANCE FOR YOUR COOPERATION




