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Summary Description 

(PAAD Facesheet, block 18) 

I. Introduction. The attached PAAD describes a non-project sector assistance cash transfer : 
involving planned obligations and disbursements of $40,000,000 in Program funds over a 
three year period, based on certain policy changes in the financial sector in Tanzania, as 
reflected below, and a related $10,000,000 support project to be obligated over a five year 
period, to fund project activities until the PACD of September 30, 1997. The following 
description outlines the non-project assistance component of the overall Program and refers, 
where necessary, to elements of the project component. For a more complete description 
of the project activities, refer to Section IV of the PAAD and the separate Project 
Authorization. 

11. Program Goal and Purpose. The GOAL of the FED Program is to stimulate income 
increases in Tanzania. The PURPOSE of the FED Program is to foster income earning 
opportunities for the un- and under-employed by stimulating private enterprise grow+h. This 
purpose will be accomplished (a) by helping to establish a financially sound and diverse 
financial sector capable of meeting the challenges posed by the move to a market economy; 
and (b) by helping to mobilize a private sector response to the opportunities created by the 
gathering pace of liberalization. 

111. Program Grant Agreement. The Program Grant Agreement, which shall be executed 
by the officer to whom authority has been granted in accordance with A.I.D. regulations and 
Delegations of Authority, shall contain the following essential terms and conditions, together 
with such other provisions as such officer deems necessary or appropriate: 

Conditions Precedent to Disbursement of Program Dollars. 

First Tranche. Prior to the first tranche of the Grant, which shall be in the amount of Ten 
Million U.S. Dollars ($10,000,000), Grantee shall, except as the Parties may otherwise agree 
in writing, furnish to A.I.D., in form and substance satisfactory to A.I.D.: 

(a) a statement of the name of the person holding or acting in the office of the 
Grantee authorized to represent Grantee for purposes of this Program, and of any 
additional representatives, together with a specimen sigriature of each person specified in 
such statement; 

(b) Documentation that the Grantee has established a separate, non-commingled 
Special Local Currency Account for deposits of local currency as required by the Program 
Grant Agreement: The amounts of deposiis required to be made by Grantee into such 
account and permissible utilization of said deposits are set forth below. 

(c) Evidence that the Bank of Tanzania has: 



(i) completed its internal review of the Bank of Tanzania Act to ensure 
consistency with the Banking and Financial Institutions Act of 1991; 

(ii) elevated the Bank Supervision Department to Directorate Status; 

(iii) completed the Capital Adequacy and Asset Concentration regulations; 

(iv) scheduled loan portfolio reviews for TIB and THB. 

(v) inaugurated discount window surveillance by monitoring the amounts 
and quality of credit extended. 

(vi) initiated (prepared Terms of Reference for) the design of a secondary 
market in government securities. 

(vii) within the context of the amendments planned for the 1965 BOT Act, 
prepared a plan to (a) phase out setting of credit terms, (b) eliminate 
administratively allocated credit, and (c) become a "lender of last resort" for 
the banking system. 

(viii) accepted responsibility for interbank check clearing. 

(&) prepared a regulatory and legislative agenda to define the sequence of 
actions required to lay the groundwork for a private insurance industry. 

(x) assessed options for moving further toward a fully market based foreign 
exchange regime. 

Second Tram&. Prior to the second trznche of the Grant, which shall be in the amount 
of Fifteen Million U.S. Dollars ($15,000,000), Grantee shall, except as the Parties may 
otherwise agree in writing, furnish to A.I.D., in form and substance satisfactory to kI.D., 
evidence that the Bank of Tanzania has: 

(a) completed drafting amendments to the Bank of Tanzania Act of 1965; 

(b) completed and adopted the revised Manual of Inspection Policies and 
Procedures to reflect the new prudential regulations; 

(c) initiated one full-scale external bank examination; 

(d) completed portfolio reviews for at least one of the financial institutions 
mentioned above (TIB, THB); 



(e) initiated use of changes in the discount rate to influence the amount of loans 
extended to the economy by the banks; 

( f )  completed drafting of regulations to implement the government secuiities 
market; 

(g) further liberalizes interest rate policy be eliminating the maximum lending : 
rate; 

(h) assessed alternative interbank check clearing mechanisms; 

(i) drafted legislation enabling a private insurance industry; 

(j) continued progress toward a unified, market-determined foreign exchange 
allocation mechanism. 

Third Tranche. Prior to the third tranche of the Grant, which shall be in the amount of 
Fifteen Million U.S. Dollars ($15,000,000), Grantee shall, except as the Parties may 
otherwise agree in writing, furnish to A.I.D., in form and substance satisfactory to kI.D., 
evidence that: 

(a) Grantee has adopted legislation permitting private insurance industry to 
operate; and that 

(b) Grantee has adopted a unified, market determined exchange rate; together 
with evidence, in form and substance satisfactory to A.I.D., that the Bank of 
Tanzania has: 

(c) become subject to the amended Bank of Tanzania Act (k., that the law has 
been adopted); 

(d) completed its assessment of effectiveness of the bank supervision and 
regulation process; 

(e) initiated a second full-scale external bank examination; 

( f )  completed portfolio reviews for the second of the two financial institutions 
mentioned above (TIB, THB); 

(g) initiated a secondary market in government securities; 

(h)  ceased exercising its power to allocate credit; 



(i) implemented a discount policy consistent with its role as lerder of last resort; 
and 

/ 

(j) initiated interbank check clearing functions. 

Uses of Dollars, 

Special Dollar Account. The Grantee shall deposit all U.S. dollar funds disbursed 
to it by A.I.D. under this Program into a separate, Special Dollar Account in the name of 
the Cooperative and Rural Development Bank, Dar es Salaam, or such other bank as A.I.D. 
may agree to in writing, maintained at all times in an interest bearing account with a US. 
banking institution acceptable to A.I.D. Interest earned by such account shall be maintained 
therein and used only for the same purposes as the principal may be used. Except as A.I.D. 
may otherwise agree in writing, no funds other the U.S. dollar funds disbursed under this 
Program and interest earned thereon shall be deposited into or otherwise commingled with 
such account. 

Import Financinp Facility. Subject to the provisions of the Program Grant 
Agreement, dollars disbursed into the Special Dollar Account hereunder and interest earned 
on such funds will be allocated only to private, or with separate written authorization from 
A.I.D., public sector importers in Tanzania, in accordance with the regulations of the Bank 
of Tanzania as are acceptable to A.I.D., in the same manner as funds under the Agricultural 
Transport Assistance Program (Program No. 621-0166) are now accessed, or in such other 
manner as the Parties shall mutually agree, provided that the commodities which shall be 
eligible for financing by Grantee shall conform to the positive and negative lists of 
commodities set forth below. Each such list may be subject to adjustment by Program 
Implementation Letter in accordance with the provisions of the Program Grant Agreement. 
As outlined in the PAAD discussion of the project component, efforts will be made to 
maximize US. procurement whenever practicable. 

A. Hand tools for machinery maintenance and repair, and for construction. 

B. Machine tools for manufacturing and industrial production. 

C. Generator sets and pump sets. 
D. Computers, teleconimunizations equipment, and other business machines. 

E. Cargo handling equipment and machinery. 

F. Equipmenterequired for industrial and manufacturing plants. 



Equipment required for commercial building construction (heating and air 
conditioning, elevator mechanisms, industrial windows, doors, and other fittings). 

Equipment required for agroindustrial production and processing. 

Commodities Ne~ative List 

Unsafe and ineffective products, such as certain pesticides, food products, and 
pharmaceuticals. 

Luxury goods, such as recreational supplies and equipment, alcoholic beverages.and 
equipment or products for their production or use, equipment or supplies for 
gambling facilities, jewelry, stamps, coins, furs, and the more expensive textiles. 

Surplus or used items. 

Items for military use. 

Weather mcdifkation equipment. 

Surveillance equipment of micro-miniature design for audio surveillance activities. 

Commodities and equipment for the purpose of inducing abortions as a method of 
family planning. 

Commodities for support of police or other law enforcement activities. 

Waste and scrap products. 

Consumer goods and items for domestic or household use, such as household 
furniture, cookware, footwear, clothing and processed foodstuffs. 

Over the road passenger and cargo vehicles. 

Special Local Currency Account. 

The Grantee will establish and maintain a Special Local Currency Account in the 
Cooperative Rural Development Bank (CRDB) or such other banks which may be agreed 
to by the Parties. The Grantee will cause all importers, public or private, utilizing U.S. 
Dollar funds allocated under the Grant to deposit in the Special Local Currency Account 
currency of the Government of Tanzania an amount equivalent to their US. Dollar 
allocations. All currency of the Government of Tanzania generated from the allocation of 
Grant funds to public and private importers shall be deposited in the Special Local Currency 



Account. The amount of Tanzanian Shillings to be deposited into the Special Lucal 
Currency Account shall be the Tanzania Shilling equivalent of each U.S. Dollar stllocaticla 
made to a public or private importer from the Special Dollar Account, determined by using 
the highest official rate of exchange of U.S. Dollars into Tanzanian Shillings prevailing in 
Tanzania on the date the full amown;. of Local Currency is deposited by or for the public 
or private importer. 

Local Currency Use, The local currmcy generated under the Program will be put to two 
different uses: (a) the USAID/Tanzariiz Operating Expense and Program Trust Fund, and 
(b) a Social Action Trust. 

DE and Prorrram Trust Fund, Ten percent of the local currency generations will be - 
reserved for an Operating Expense and Program Trust Fund for use in defraying the costs 
incurred by USA.TD/Tanzania in the operation of its Programs in Tanzania The local 
commercial bank managing the Special Local Currency Account will arrange for ten percent 
of the deposits into the Account to be deposited into the A1.D. Operating Expense and 
Trust Fund account on a basis. A portion of the local currency generations in the 
account, not to exceed one half of the total, will be available for use in meeting the local 
costs (chiefly training costs) incurred in implementing the Bank of Tanzania Support 
Package and the Business Services Center. 

Social Action Trust. The remainder of the local currency generations will be disbursed from 
the Special h c a l  Currency Account to capitalize a Social Action Trust (the 'Trust"), to be 
established in accordance with Tanzanian law and practice. The objectives of the Social 
Action Trust will be (a) to invest in the Tanzanian private sector, working through existing 
financial institutions anu new institutions as they arise; and (b) use earnings from interest 
and investments to make grants to non-governmental organizations (NGOs) to strengthen 
Programs to assist AIDS orphans in becoming productive members of society. 
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PROJECT AUTHORIZATION 

Tanzania 
Finance and Enterprise Development Program Support Project 
Project No. 621-0176 

1. Authorization. Pursuant to Section 496 of the Foreign Assistance Act of 1961, as 
amended, and Title I1 of the Foreign Operations, Export Financing and Related Programs 
Appropriations Act of 1992 (Sub-Saharan Africa, Development Assistance) as incorporated 
into the FY 1992 Continuing Resolution, I hereby authorize the Finance and Enterprise 
Development Program Support Project for Tanzania, involving planned obligations not to 
exceed Ten Million United States Dollars ($10,000,000) in grant funds, to be obligated over 
a five year period, subject to the availability of funds in accordance with the A.I.D. 
OYB/allotment process, to help in financing foreign exchange and local currency costs for 
the Project. The planned Project Activity Completion Date ("PACD") is September 30, 
1998. 

2. Pro-iect Purpose. This Project is a component of the Finance and Enterprise 
Development Program for Tanzania, the other component of which is a $40,000,000 
non-project sector assistance cash transfer, involving certain policy reforms in the financial 
sector in Tanzania. The purpose of the overall FED Program and this support project is 
to foster income earning opportunities for the un- and under-employed by stimulating 
private enterprise growth. This purpose will be accomplished (a) by helping to establish a 
financially sound and diverse financial sector capable of meeting the challenges posed by 
the move to a market economy; and (b) by helping to mobilize a private sector response to 
the opportunities created by the gathering pace of liberalization. 

3. Pro-iect Agreement. The Project Grant Agreement, which may be negotiated and 
executed by the officers to whom such authority is delegated in accordance with A.I.D. 
regulations and Delegations of Authority, shall be subject to the following essential terms 
and covenants and major conditions, together with such other terms and conditions as k1.D. - may deem appropriate: 

3.1 Source and Oritin of Commodities: Nationalitv of S u ~ ~ l i e r s  of Services 

Except as A.I.D. may otherwise agree in writing, disbursements under the Project will 
be used exclusively as follows: 

(a) to finance the costs of goods and services required for the Project having, with 
respect to goods their source and origin, and with respect to suppliers of services their 
nationality, in Code 935 of the A.I.D. Geographic Code Book as in effect at the time orders 
are placed or contracts entered into for such goods or services ("Foreign Exchange Costs"), 
except for ocean shipping and air travel and transportation services to and from the U.S. 



(see below) and except as provided in the Project Grant Standard Provisions Annex, Section 
C.l(b) with respect to marine insurance; 

/ 

(b) to finance ocean shipping services in compliance with the 50/50 shipping 
requirements of the U.S. Cargo Preference Act; and 

(c) to finance air travel and transportation services to and born the U.S. on U.S. flag 
carriers to the extent such service is available within the terms of the U.S. Fly America Act. 

(d) Notwithstanding the foregoing, all reasonable efforts shall be made to maximize 
procurement of goods and services from the U.S. , 

3.2 Condition Precedent. Except as A.I.D. may otherwise agree in writing, prior to any 
disbursement under the Project, or to the issuance by k1.D. of documentation pursuant to 
which such disbursement will be made, the Grantee shall furnish or have furnished to ALD., 
in form and substance satisfactory to A.I.D. a written statement setting forth the names and 
titles of persons holding or acting in the Office of the Grantee and of any additional 
representatives, and representing that the named person or persons have the authority to 
act as the representative or representatives of the Grantee, together with a specimen 
signature of each such person certified as to its authenticity. 

Dale Pfeiffer 
Director 
USAID Tanzania 



Finance and Enterprise Development in Tanzania 

I I. Background 

Part I1 

Tanzania has made solid progrese in economic policy reform within the 
framework of the 1986 Economic Recovery Program (ERP) and eubsequently 
the 1989 Economic and Social Action Program (ESAP). With major pieces 
of the reform program now in place, some important problem areas have 
come into clearer focus. These include consolidating financial eector . 
reform and helping the private eector fill the vacuum created by the 
withdrawal of state agencies from the financial and productive sectors. 
A cross-cutting issue is enhancing the role that improved 
public-private dialogue may play in sharpening public policy debate and 
hastening the policy reform process. 

A. Macroeconomic Overview: Solid Gains Since 1986 

The objectives of Tanzania's 1986 ERP, supported by the IMF (an 
18-month standby arrangement) and the World Bank (a rnultisectoral 
credit), were to achieve a positive rate of growth in per capita GDP, 
to lower the rate of inflation, and to restore a sustainable balance of 
payments position. Key policy changes included (a) flexibly-set 
market-based consumer and producer prices, (b) exchange rate and 
interest rate adjustments, and (c) reduction of the fiscal deficit and 
the rate of growth of domestic credit. 

This basic program was continued and augmented in 1987/88, again with 
IMF support (a three-year structural adjustment facility) and World 
Bank support (agricultural and industrial sector credits), to address 
(a) rehabilitation of transport infrastructure, (b) improved processing 
and marketing of agricultural products and inputs, and (c) increased 
efficiency in the financial sector. 

In 1991 the pace of reform increased with further INF support (a 
three-year enhanced structural adjustment facility) and World Bank 
support (a financial sector adjustment credit). Current reform 
objectives include (a) increasingly flexible exchange rate management, 
(b) broadening the revenue base, restructuring public expenditure, and 
improving expenditure control, (c) transforming the institutional 
structure of the financial sector and liberalizing interest rates, (d) 
privatization of parastatals and civil service reform, and (el 
continued liberalization of food crop, export crop, and agricultural 
input marketing. Tanzania's performance within this broad and rapidly 
expanding reform program has been encouraging; per capita GDP is 
growing in real terms for the first time in years, and inflation is 
down substantially. But some other areas are still troublesome. 
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External Sector. The premium paid in the parallel market for foreign 
exchange has declined from over 800 percent in 1985 to 40-50 percent in 
1990-91, and approximately 30-40 percent in mid 1992. Several 
mechanisms provide increasingly free access to foreign exchange: eince 
1984 the "own-funds" import scheme has provided import licenees freely 
to importers not requesting foreign exchange from the Bank of Tanzania; 
an Open General License (OGL) system was introduced in 1988 and 
significantly expanded in 1990; the 1982 export retention scheme, 
expanded in 1986, authorizes exporters to retain a proportion of their 
foreign exchange earnings; a duty drawback scheme allows exporters to 
recover the duty on their imported input; and private foreign exchange 
bureaus started business in April 1992. Exports, particularly of 
nontraditional goods, have responded well to exchange rate adjustmente, 
and imports have also increased, resulting in strong competition for 
domestic (often parastatal) industries. But the overall balance of 
payments has remained weak, with the current account deficit standing 
at 79 percent of exports in 1989190, a reflection of large increases in 
donor-financed commodity imports. 

Budget. From 1985186 to 1939/90 the budget deficit declined from 7.9 
percent to 4.2 percent of GDP, and the role of the domestic banking 
system in financing the deficit is now minimal. During this time the 
tax system has been simplified. With respect to customs tariffs, the 
number of rates, the maximum rates, and the number of exemptions have 
all been reduced. The sales tax base was broadened and the number of 
rates reduced. User charges for government services were introduced in 
health and education, and a number of steps have been taken to improve 
collection. Expenditure control has been markedly less successful, 
leading to substantial unbudgeted and supplementary expenditures. A 
Presidential Tax Commission has completed work on a major overhaul of 
the tax system, and many of the recommendations have been incorporated 
into the June 1992 budget speech. 

Monetary and Credit Policies. Domestic credit growth has consistently 
exceeded program targets, and broad money has grown an average of 33 
percent per year as against targets averaging 14 percent. The main 
cause has been continued extension of credit to agricultural marketing 
institutions, particularly the National Hilling Corporation, but a160 
including this past year cotton cooperative unions. Other aspects of 
financial reform have gona well. Interest rates, substantially 
negative for years in real terms, have been liberalized within an 
overall ceiling of 31 percent, which is above the rate of inflation (20 
percent), and which is subject to periodic readjustment. The loan 
portfolios of the commercial banks are being classified (with USAID 
assistance), with the aim of transferring bad loans to the newly 
instituted Loans and Advances Realization Trust (LART), managed by the 
Treasury. The LART will liquidate the assets of the defaulter. This 
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will result in a eubotantial liquidation of defaulter'e aeeete and the 
removal of many insolvent paraetatale from the banking eyetem. Private 
banke have been legalized; several local groupe are maneuvering to 
arrange the neceesary financing, and two well-known international banks 
have let it be known they intend to establieh themeelvee in Tanzania 
during 1992. All government financial inetitutione are being appraised 
in preparation for drastic restructuring of financee, staffing, and 
operat ions. 

Public Management. Management of the public eector remain8 weak in 
respect to strategy implementation, budgeting, financial management, 
and civil service performance. Nevertheless eome genuine progreee hae 
been made: 16,000 ghostworkers'have been removed from the public 
payroll; the perennially money-losing National Milling Corporation hae 
cut its staff from over 2700 to about 1400 while closing down 85 
branches, depots, and sales outlets, and has shut down all 
noncommercial operations; the equally wasteful Coffee Marketing Board 
has closed 14 of 16 field offices while reducing field and head office 
staff from 969 employees to just 119; several dozen parastatal 
corporations have been wholly or partially privatized, and more deals 
are in the works. But privatization is generally expected to proceed 
slowly to accomodate political vulnerabilities, while widespread petty 
corruption in the civil service (an inevitable consequence of meager 
salaries) is apparently on the increase. A planned World Bank credit 
to strengthen public management, which is expected to become effective 
in 1992 and specifically address parastatal and civil service reform, 
may support improvement in these difficult areas. 

B. Issues in Financial and Enterprise Development 

The reform program outlined above would be difficult to undertake in 
any country, but in Tanzania there are eome particular hurdles to 
overcome. Given the rapidity of the move toward economic and political 
liberalization, many people in government and in the country at large 
are frankly bewildered at what to do next in a country where political 
commissars and central planners no longer call all the ehote. Theee 
considerations mean that policy implementation must be accorded ae much 
attention as policy formulation, and imply as well that a ready 
response to new opportunities cannot be taken for granted. The 
paragraphs below examine two areas where these concerns are 
particularly prominent: financial sector development and private 
enterprise development. 

Financial Sector Development. Current issues in the financial eector 
have to do with refining government policy and regulatory adjuetmente, 
and compensating for shallow institutional infrastructure. All 
observers agree that successful financial sector reform is key to 
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successful privatization, increased private investment, and broad and 
sustained economic growth. Some big eteps have already been taken 
within the context of the 1991-1992 World Bank Financial Sector 
Adjustment Credit, but there are a number of constraints to further 
development of the financial sector that flow from flaws in the policy, 
regulatory and institutional environment. These include the following: 
outmoded legislation that inadequately defines the role of the central 
bank (Bank of Tanzania), inadequate supervision and regulation in the 
banking sector, lack of fully-implemented prudential regulations and 
practices, absence of competition among financial institutions, little 
diversity in the mechanisms of financial intermediation, and weak 
public and investor conEidence in the financial system. Much of this 
cannot be resolved until the Bank of Tanzania has successfully assumed 
its new role as a genuine central bank, with responsibility for 
defining and implementing financial sector policies, encouraging the 
emergence of new financial institutions, supervising practices within 
the financial sector, and managing a market-based foreign exchange 
regime. 

Private Enterprise Development. The Government of Tanzania has begun 
reforms in the financial sector, where real progress has been made and 
the need now is to consolidate, deepen, and above all implement the 
policy changes already agreed. By contrast, the policy and regulatory 
environment influencing specifically private enterprise development 
remains a serious impediment to economic growth in Tanzania, and has -- 
apart from the National Investment (Promotion and Protection) Act of 
1990 -- so far not been the subject of major government action nor 
indeed of major donor interest. Apart from financial sector 
development, which is a key constraint, issues in private enterprise 
development include the following: instituting a fully market-based 
foreign exchange regime, reducing controls on import and export 
licensing and allied procedures, streamlining the process of business 
establishment and investment approvals, reforming land policy to 
support business growth, setting in place increased export incentives, 
and clarifying and reducing the burden of business taxation. Cross 
cutting issues include a weak business support infrastructure, euch as 
chambers of commerce, professional and business associations, audit and 
other specialized consulting firms, or credit and collection agencies; 
and an official culture that often discourages entrepreneurship, trade, 
and profit-making. 

C .  Consolidating Policy Change and Filling the Private Sector Vacuum 

It is clear that Tanzania is irrevocably on the path to a liberalized, 
competitive, and productive market economy that will generate sustained 
growth in employment and incomes. But progress will be faster or 
slower, depending on how effectively stated policy changes can be 
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implemented, depending on how rapidly eecond-order policy and 
regulatory iasues can be reeolved, and depending on how quickly private 
enterprise can be mobilized to fill the vacuum left by the withdrawal 
of state agencies from key financial and commercial functions. Theee 
considerations define the problem Bet to be addressed by the FED 
program: 

-- Consolidating financial sector reform by aasieting the Bank of 
Tanzania to assume an effective central bank role, which meane refining 
and implementing financial sector policies, encouraging the emergence 
of new financial institutions, and supervising practices within the 
financial sector; 

-- Hastening the privatization process through a strategic 
selection of privatization objectives, where these can be eeen to 
enhance financial sector development or significantly speed the entry 
of private enterprise to key areas of economic activity. These 
selected privatization objectives may be of a policy or institutional 
nature; and 

-- Encouraging an expansion of private enterprise through policy 
adjustments, regulatory reform, deepecing of essential institutional 
infrastructure, and provision of enterprise support services. Much of 
this can be approached indirectly, by enhancing the role of private 
interests in public policy debate and formulation, and by making 
available resources that can be put to work by Tanzanian business 
people in pursuit of objectives they have defined for themselves. The 
FED program will also work directly to make key business development 
services available to a full range of Tanzanian business people. 

Our core concerns are thus two: establishing a stable, diverse and 
effectively regulated system of financial institutions to support 
private sector growth, and mobilizing an employment-enhancing private 
enterprise response through action at the policy, regulatory, 
institutional, and service delivery levels. 
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I. Executive Summary 

Finance and Enterprise Development in Tanzania (FED) 

Cash Grant: $40.0 million, to be obligated in three 
tranches over three years. 

Project Element: $10.0 million, to be obligated over five 
years. 

Implementing Agency: Bank of Tanzania. 

A. Why? 

USAID/Tanzania's overall program goal is to foster real economic growth 
and improved human welfare in Tanzania. We are contributing to 
economic growth (a) by supporting rehabilitation of roads and railroads 
(ATAP, TAZARA), and (b) by supporting development of financial sector 
infrastructure and private sector business support infrastructure. 
Throughout, our aim is to encourage a realignment of government and 
private spheres of activity that will lead to a more effective use of 
both public and private resources in support of economic growth, 
greater employment, and increased incomes. 

In Tanzania today, the problem is two-fold: transforming the nation's 
dilapidated financial sector to meet the challenges posed by the 
gathering pace of liberalization and the move to a market economy, and 
mobilizing a long-stagnant private sector to take advantage of emerging 
opportunities for growth. The Hwinyi government has moved steadily 
away from a command economy toward an economy based on choice, 
initiative;and competition. But the legacy of the past will not 
disappear easily or soon, and special attention must be given to the 
core financial and commercial infrastructure needed for growth in 
employment and incomes within a market economy. 

Tanzania has made solid progress in economic policy reform within the 
framework of the 1986 Economic Recovery Program (ERP) and subsequently 
the 1989 Economic and Social Action Program (ESAP). With major pieces 
of the reform program now in place, some important constraints to 
continued employment and income growth have come into clearer focus. 
These include consolidating financial sector reform and helping the 
private sector fill the vacuum created by the withdrawal of state 
agencies from the financial and productive sectors. A cross-cutting 
issue is enhancing the role that improved public-private dialogue may 
play in sharpening public policy debate and hastening the policy reform 
process. 
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Successful financial sector reform is key to succe6sful privatization, 
increased private investment, and the broad and sustained economic 
growth required to create jobs and raise incomes in Tanzania. Some big 
steps have already been taken, but there are a number of constraints to 
further development of the financial sector that flow from flaws in the 
policy, regulatory and institutional environment. These include the 
following: outmoded legislation that inadequately defines the role of 
the central bank (Bank of Tanzania), inadequate supervision and . 
regulation in the banking sector, lack of fully-implemented prudential 
regulations and practices, absence of competition among financial 
institutions, little diversity in the mechanisms of financial 
intermediation, and weak public and investor confidence in the 
financial system. Much of this cannot be resolved until the Bank of 
Tanzania has successfully assumed its new role as a genuine central 
bank, with responsibility for defining and implementing financial 
sector policies, encouraging the emergence of new financial 
institutions, and supervising practices within the financial sector. 

The Government of Tanzania has begun reforms in the financial sector. 
Real progress has been made and the need now is to consolidate, deepen, 
and implement the policy changes already agreed. By contrast, the 
policy and regulatory environment influencing specifically private 
enterprise deve?.opment remains a serious impediment to economic growth 
in Tanzania. Here, although the rough outlines of the problem8 are 
known, major groundwork needs to be done to arrive at a clear 
understanding of issues and options so that appropriate eolutions can 
be framed. Issues in private enterprise development include the 
following: instituting a fully market-based foreign exchange regime, 
reducing controls on import and export licensing and allied procedures, 
streamlining the process of business establishment and investment 
approvals, reforming land policy to support business growth, setting in 
place increased export incentives, and clarifying and reducing the 
burden of business taxation. Cross cutting issues include a weak 
business support infrastructure, such as chambers of commerce, 
professional and business associations, audit and other specialized 
consulting firms, or credit and collection agencies; and an official 
culture that often discourages entrepreneurship, trade, and 
profit-making. 

B. What? 

The GOAL of the FED program is to stimulate income increases in 
Tanzania. Th.e PURPOSE of the FED program is to foster income earning 
opportunities for the un- and under-employed by stimulating private 
enterprise growth. This purpose will be accomplished (a) by helping to 
establish a financially sound and diverse financial sector capable of 
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meeting the challenges posed by the move to a market economy; and (b) 
by helping to mobilize a private sector response to the opportunities 
created by the gathering pace of liberalization. 

The FED program has the following main elements: (a) a Policy Agenda, 
which focuses on financial sector reforms during the next three years; 
(b) a private sector Import Financing Facility, to be made available in 
tranches linked to adjustments in financial sector policy; (c) a Bank 
of Tanzania Support Activity, to strengthen the BOT in its efforts to 
solidify its role as a central bank and to help augment Tanzania's 
financial sector; (d) a Business Services Center, to stimulate 
enterprise growth through provision of key support services; (e) a 
Venture Capital Fund to introduce Tanzania to an inovative dimension 
of capital market development; and (f) a Social Action Trurt Fund, 
which will invest counterpart generations in the private sector and use 
the earnings to support NGOs working to assist AIDS orphans in becoming 
productive members of society. 

Policy Agenda. The FED program will pursue one broad policy theme: 
consolidating the Bank of Tanzania role as a central banking 
institution. This area has been thought through carefully by the GOT 
with IMF and World Bank support, and our agenda is designed to deepen 
ongoing policy adjustments. 

Planned policy adjustments in the financial sector include: enacting a 
new, revised Bank of Tanzania Act; completion, promulgation and 
implementation of prudential regulations needed to establish a 
competitive banking sector; carrying through with a routine program of 
bank supervision, portfolio reviews, and bank examinations; enhancing 
the Bank of Tanzania's instruments of monetary policy; discontinuing 
BOT functions that are inconsistent with the central bank role; 
instituting BOT-managed interbank check-clearing; setting the 
groundwork for a private insurance industry; and moving towards a fully 
market-based foreign exchange regime. 

Import Financing Facility. A.I.D. will make available to the 
Government of Tanzania approximately $40 million to finance private 
sector imports. It is anticipated that the funds will be used 
primarily to procure equipment and supplies required to expand 
industrial and manufacturing output, either for domestic or export 
markets. A special effort, funded with project resources, will be made 
to procure American goods and services wherever this is feasible, 
consistent with the best interests of Tanzanian importers and 
entrepreneurs.. 

Bank of Tanzania Support Activity. It1 direct support of the Bank of 
Tanzania, A.I.D. will (a) assist the Bank of Tanzania as it seeks to 
consolidate its role as a central bank, by instituting an appropriate 
set of regulatory and supervisory functions and by discontinuing 
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outmoded functions; and (b) assist the Bank of Tanzania in 
strengthening Tanzania's financial secior, by providing access to a 
broad array of financial sector expertise, and by helping to develop 
new financial mechanisms (including if feasible a venture capital 
fund). 

Business Services Center. A.I.D. will provide assistance to etrengthen 
the private sector's contribution to economic growth in Tanzania. This 
activity, undertaken with and through the Tanzanian private sector, 
will (a) provide direct assistance to enterprises seeking to solve 
specific technical, marketing, financial, or management problems; (b) 
provide direct assistance to membership-based business and professional 
organizations seeking to expand'their business support activities; and 
(c) seek to enhance the role of Tanzania's private sector in public 
policy debate and formulation. 

Venture Capital Fund A venture capital facility will be included in 
the project to introduce Tanzania to this dimension of capital market 
development used successfully elsewhere to stimulate business growth. 
The facility will have an initial subscribed capital base of $ 5 
million to be generated from private sources and will be focused on 
assisting African-Tanzanian enterprises. A.I.D. will contribute 
dollars to pay for the management costs of the fund in its initial 
years. This contribution will be converted into an equity share on 
behalf of the Social Action Trust Fund. It is envisaged the the 
Venture Capital Fund will become self-sustaining within a period of 
five years and will stimulate other similar funds to become 
operational. 

Social Action Trust Fund. The import financing facility will generate 
approximately $40 million worth of local currency, constituting 
proceeds from the sale of foreign exchange to the private sector. Five 
percent of this local currency will go to an Operating Expense Trust 
Fund to meet administrative costs incurred by USAID/Tanzania, and no 
more than five percent will go to a Program Trust Fund to meet the 
local currency costs of the FED program. The remaining local currency 
will be used to capitalize a Social Action Trust, to be established in 
accordance with Tanzanian law and practice. The objectives of the 
trust will be (a) to invest in the Tanzanian private sector, working 
through existing financial institutions and new institutions as they 
arise; and (b) with earnings and profits, to make grants to 
non-qovernmental organizations (NGOs) in support of programs to assist 
AIDS orphans in becoming productive members of society. 
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Governance Objectives. Part of Tanzania's legacy has b c m  the 
cooptation or neglect of private, membership-based associations, and a 
stifling of dialogue between government and non-government elements of 
the society. The FED program will seek to (a) strenrjthen the 
independent voices of a range of associations representing views and 
interests within the private sector; (b) where appropriate, undertake 
policy studies with and through appropriate private aesociations, 
rather than automatically assuming these should be done by government 
agencies; and (c) actively promote mechanisms to facilitate dialogue 
between government and the private sector. 

How? C. 

The financial sector policy agenda will be worked through primarily 
with the Bank of Tanzania and to some extent the Ministry of Finance. 
The projectized financial sector support activities will be accessed 
through A.I.D. buy-ins and contracts with suitable sources of technical 
expertise, and implemented by the Bank of Tanzania. The pxojectized 
private sector support activities will be implemented through an A.I.D. 
direct contract with a competitively selected U.S. firm acting in 
association with a suitable local firm. The venture capital fund will 
be set in place by a firm of financial consultants (funded through an 
A.I.D. buy-in), and management will emerge once the capitalization 
arrangements have been concluded. A.I.D. will not provide investment 
funds for the venture capital fund, but will provide a proportion of 
the management costs. The Social Action Trust will be managed by the 
trust department of a competitively selected investment management 
institution, and will be funded by a fee to be paid from trust 
earnings. 

A project funded Private Sector Advisor will manage the overall FED 
program under the supervision of the USAIDjTanzania Project Development 
Officer, although senior mission management will also play a role, 
particularly at the policy level. The Private Sector Advisor will be 
assisted by a project funded Project Management Specialist and a 
project funded Secretary. Periodic evaluations and audits, an impact 
assessment program, and regular management reviews will allow the 
mission to monitor program performance closely. 
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III. Program R a t i o n a l e  

T h i s  e e c t i o n  p r o v i d e s  f u r t h e r  d e t a i l  on t h e  f i n a n c i a l  e e c t o r  i n  
Tanzania,  t h e  s t r u c t u r e  of  t h e  p r i v a t e  eector, t h e  o v e r a l l  government 
approach t o  development i n  t h e s e  s e c t o r s ,  and o t h e r  donor e t r a t e g i e e .  
Concluding s e c t i o n s  show why t h e  Miseion h a s  choeen a pol icy-baaed 
program t o  approach t h e  i s s u e s  laid o u t  h e r e ,  and how t h e  program 
s u p p o r t s  t h e  o v e r a l l  Mission program s t r a t e g y .  

A. A n a l y t i c  D e s c r i p t i o n  of t h e  F i n a n c i a l  Sector 

Three a s p e c t s  of  t h e  f i n a n c i a l  s e c t o r  a r e  important  f o r  o u r  purposea  
here:  t h e  i n s t i t u t i o n a l  s t r u c t u r e ,  p r i n c i p a l  f e a t u r e s  and performance 
i s s u e e ,  and r e c e n t  reform-minded government responses .  Concluding 
s e c t i o n s  summarize ( a )  c u r r e n t  l e a d i n g  i s s u e s  i n  t h e  sector, and ( b )  
t h e  d e t a i l e d  a n a l y t i c  r a t i o n a l e  f o r  t h e  FED f i n a n c i a l  s e c t o r  p o l i c y  
agenda. 

I n s t i t u t i o n a l  S t r u c t u r e .  There are 1 3  major  f i n a n c i a l  i n s t i t u t i o n s  i n  
Tanzania. Apar t  from t h e  Bank of  Tanzania ,  t h e r e  are t h r e e  commercial  
banks, t h r e e  development banks,  and s i x  non-bank f i n a n c i a l  
i n s t i t u t i o n s .  Some key f e a t u r e s  of  t h e s e  i n s t i t u t i o n s  are o u t l i n e d  i n  
Table  111.1. With t h e  excep t ion  of  t h e  Tanzania Development F inance  
Company Ltd.  (TDFL), a l l  of  t h e s e  i n s t i t u t i o n s  a r e  p u b l i c l y  owned w i t h  
t h e  Government of  Tanzania ho ld ing  m a j o r i t y  e h a r e s  rang ing  from 100 
percen t  t o  5 1  p e r c e n t .  The TDFL is owned by f o u r  European development 
banks ( 7 6  p e r c e n t )  and t h e  Tanzania  Investment  Bank (24  p e r c e n t ) .  

In  a d d i t i o n  t o  t h e s e  major i n s t i t u t i o n s ,  t h e r e  a r e  some 485 f o r m a l l y  
c o n s t i t u t e d  s a v i n g s  and c r e d i t  s o c i e t i e s ,  o f t e n  set up  under  t h e  a e g i a  
of a p l a c e  of employment i n  c i t i e s  and towns. I n  1990 t h e s e  a a v i n g e  
and c r e d i t  s o c i e t i e s  had mobi l ized approximately  TSH 558 m i l l i o n  i n  t h e  
form of s h a r e s  and d e p o s i t s .  S i m i l a r l y ,  438 r u r a l  s a v i n g s  and credit 
schemes have been formed, w i t h  d e p o s i t s  valued a t  TSH 270 m i l l i o n  i n  
1990. Both t y p e s  of s a v i n g s  and c r e d i t  s o c i e t i e s  f u n c t i o n  t o  p r o v i d e  
loans  f o r  inves tment ,  l o a n s  f o r  schoo l  f e e s ,  l o a n s  f o r  purchasee  o f  
major consumer d u r a b l e s ,  and l o a n s  f o r  unforeseen or emergency 
e x p e n d i t u r e s  ( f u n e r a l s ,  medical  care, m a r r i a g e s ) .  

Informal s o u r c e s  of  f i n a n c e  i n  Tanzania  i n c l u d e  family ,  f r i e n d s ,  
neighbors ,  and c o l l e a g u e s ,  and indeed many smal l  b u s i n e s s e s  start  u p  
w i t h  no o t h e r  s o u r c e  o f  f inance .  A 1989 survey  showed t h a t  a b o u t  3 8  
p e r c e n t  o f  a l l  small f i r m s  r e c e i v i n g  c r e d i t  had r e c e i v e d  c r e d i t  from 
t h e s e  sources .  One notch up t h e  o r g a n i z a t i o n a l  s c a l e  are t h e  i n f o r m a l  
r o t a t i n g  c r e d i t  s o c i e t i e s ,  f r e q u e n t l y  women-run, t h a t  are found i n  
every community, and which might be viewed a s  indigenous p r e c u r s o r s  t o  



Finance and Enterprise Development in Tanzania Part I11 

Table 111.1 Financial Sector Inetitutione 

Type and Name of Institution Key Features 
I 

A. Central Bank Bank of Tanzania (BOT) New management now 
inetituting central bank 
functions. 

B. Commercial Banks 

National Bank of Commerce (NBC) 8400 staff 
191 branches, 295 agencies 
92% of all bank deposits 
14% of lending to private 
sector 

Cooperative L Rural Development Bank (CRDB) 1100 staff 
21 offices 
10% of lending t o  private 
sector 

People's Bank of Zanzibar (PBZ) 4 branches, 3 agencies 
Opening new offices in 
Tanga and Mwanza 

C. Development Finance Institutions 

Tanzania Investment Bank (TIB) 127 staff 
529 of lending to private 
sector 

Tanzania Development Finance Co Ltd (TDFL) 75 etaff 
979 of lending to private 
sector 

Tanzania Housing Bank (THB) 700 staff 
21 branches 

D. Non-Bank Financial Institutions 

National Insurance Corporation (NIC) 

Zanzibar Insurance Corporation (ZIc) 
National Provident Fund (NPF) 

Post Office Savings Bank (POSB) 
Diamond Jubilee Investment Truet (DJIT 

Karadha Company 

2200 staff 
20 branches 
na 
1200 staff 
51 brariches 
177 branches, 155 agencies 

1 8000 Ismaili shareholders 
Soon to open a commercial 
bank operat ion 
Defunct hire-purchase firm 
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the more formal savings and credit societies mentioned above. At a 
different level, there are informal eources of finance (money-lendere) 
for foreign exchange, fund transfers, and debt financing. The higher 
interest rates of the informal sector are, for many individual6 and 
firms, more than compensated by the comparative efficiency and eaee of 
access in the informal sector. 

Principal Features and Performance Issues. The financial eector in 
Tanzania is distinguished by lack of competition, government ownerehip 
and fnvolvement, institutional weakness, a poor regulatory and 
supervisory framework, and ineffective deposit mobilization and credit 
allocation. Each of these issues is outlined below. 

Lack of competition. This is a consequence of several factors, 
including: sectoral specialization within the commercial banks 
(NBC-retail banking, CRDB-rural banking), geographic specialization 
(PBZ-Zanzibar), the creation of sector-specific finakrcial inetitutione 
(e.g. housing, insurance, development finance), and past government 
restrictions on new entry. This centrally-planned approach hae left ' 

every institution with a virtual monopoly in the sector it serves, 
thereby eliminating the competj.L?.on necessary to maintain a healthy 
financial system. 

Ownership. The government owns virtually every financial institution 
in the country, and involvement in day-to-day operations has in the 
past been pervasive. Government-directed lending has resulted in 
overdraft financing for many activities where there is little 
likelihood of repayment, weak incentives in the banks to aseeee riek 
and the prospect of a return, poor morale, and a general failure to 
adhere to sound commercial practice. It appears that all the 
government-owned financial institutions have a substantially negative 
net worth. 

Institutional weakness. This derives from government involvement and 
the absence of competitive pressure. In all the government-owned 
institutions operations are antiquated, customer facilities are 
rudimentary, customer service is marginal at best, and internal 
controls are weak. Salaries and working conditions are poor, leading 
to moonlighting and corruption. 

Regulation and supervision. The regulatory and supervisory function of 
the central bank (Bank of Tanzania) has been weak. This derives from 
inadequate legislation, a long history of direct government 
manipulation.of the financial sector, and, until recently, little 
internal capacity to function in a supervisory manner. 
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Depoeits and lending. Depoeit mobilization hae been weak, primarily 
because unrestricted acceee to Bank of Tanzania refinancing facilitiee 
eliminated the need for banks to mobilize their own reeourcee, and aleo 
because intereet rates have been until quite recently highly negative. 
Lending has been controlled to a large extent by the government in 
respect to intereet ratee and other aepecte. The rates have been 
negative in real terms and unrelated to any aeeeeement of riek. Poor 
lending practice6 (often to insolvent agricultural oector inetitutione 
and insolvent parastatals), sustained for the past two decadee, now 
mean that a large majority of borrowing is not being eerviced, and 
likely cannot be. 

Tanzania's financial sector cannot begin to meet the needs of new 
inveetors or indeed the exieting bueineee community. Tanzanian 
business people from all parts of the commercial spectrum univereally 
mention access to finance and reliable hanking eervicee ae the main 
constraint to business profitability and axpaneion. Private eector 
development in Tanzania is linked importantly to financial eector 
development. 

Government Response. Financial sector reform has been encouraged by 
macroeconomic measures undertaken within the context of the 1986 ERP 
and the 1989 ESAP. Developments related epecifically to the financial 
sector include: 

-- A presidentially-commissioned report on financial sector 
restructuring, released in July 1990, which provide8 a frank aeeeeement 
of weaknesses and lays the foundation for a thorough-going reform 
program. 

-- The Banking and Financial Institutions Act of April 1991, 
which allow8 for the introduction of private banks (both domeetic and 
foreign), and also outlines a greatly strengthened supervieory and 
regulatory role for the Bank of Tanzania. 

-- The Loans and Advances Realization Trust Act of April 1991, 
which will operate as a recovery mechanism for overdue debts of 
financial institutions. The LART administrator has been appointed and 
related actions are underway. 

-- Agreement on a Policy Framework Paper in June 1991, endorsed 
by the GOT, the World Bank, and the IMF, which outlines a stable 
macroeconomic policy framework for the period 1991-1994; one major 
policy change resulting was the decision to liberalize interest rates 
in September 1991. 



Finance and Enterprise Development in Tanzania Part 111 

-- Approval of a World Bank Financial Sector Adjustment Credit, 
which became effective in November 1991. This comprehensive program 
incorporates a full range of macroeconomic, monetary, fiecal, 
legislative, regulatory, and institutional reform objectives, and 
provides the conceptual and policy framework within which 
USAIDITanzania support will be made available. 

-- Managers of banke and other financial institutions now have 
autonomy to set depo6it and lending rates in response to market forces, 
consistent with a temporary adjustable rate ceiling of 31 percent, and 
government-directed lending hae largely ceased. 

The major pieces of a financial sector reform program are now in place, 
although subsidiary issues remain and underlying issues are emerging. 
These are outlined below. 

Current Leading Issues. Iesues now emerging in the financial sector 
have to do with consolidating ongoing policy changes and effectively 
implementing them. More specifically, this means enacting a new, 
revised Bank of Tanzania Act; completion, promulgation and 
implementation of prudential regulations needed to establish a 
competitive banking sector; carrying through with a routine program of 
bank supervision, portfolio reviews, and bank examinations; enhancing 
the Bank of Tanzania's instruments of monetary policy; discontinuing 
BOT functions that are inconsistent with the central bank role; 
instituting BOT-managed interbank check-clearing; setting the 
groundwork for a private insurance industry; and moving towards a fully 
market-based foreign exchange regime. Much of this depends on how 
quickly and effectively the Bank of Tanzania can assume its new 
responsibilities as a genuine central bank. 

Detailed Analytic Rationale for the FED Policy Agenda 

Four issues underpin the FED policy agenda: strengthening financial' 
infrastructure, improving the mobilization and allocation of financial 
resources, and strengthening the financial system. In addition to 
these three substantive issues, there is a fourth having to do with 
progress in implementing the objectives of the World Bank Financial 
Sector Adjustment Credit. 

Strengthening the Financial Infrastructure. In order to strengthen the 
financial infrastructure, adjustment measures are being taken with 
regard to banking legislation, supervision, and regulation. Progress 
has been mixed in the field of banking legislation. Although the 
Banking Ordinance of 1960 was replaced by the Banking and Financial 
Institutions Act (BFIA) in April 1991, insufficient action ha8 eo far 
been taken on a revision of the Bank of Tanzania Act, the legislation 
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dealing with the country'e central bank. The FSAC calla for amendmente 
to'thie Act that would have the effect of removing non-central-bank 
functions from the Bank of Tanzania and of strengthening the 
independence of the Bank vie a vie the Hinietry of Finance. 

Although eome actione have been taken in the area of bank eupervioion, 
much etill remaine to be done and the pace of reform ha8 been somewhat 
behind echedule. The Bank Supervieion Department of the central bank 
has expanded its professional staff, but the Department has not yet 
been formally establiehed as a full Directorate. With regard to 
improved off-mite reporting forms, the central bank ham formed a Bank 
Reports Review Committee and has drafted supplemental reporte on key 
areas for off-mite eupervision, and new monthly and quarterly off-mite 
reporting forms have been'iseued. Progrese ie being made in the 
examination of the commercial banks to determine loan quality through 
classification and the amounts needed for recapitalization that are to 
be included in the 1992/93 budget. However, it ie not yet clear if 
this task will be completed by the time originally echeduled. 

Important actions still have to be taken in the area of bank regulation 
under the FSAC. These involve the lending limits to a single borrower, 
bank licensing guidelines, and the establishment of capital adequacy 
reguirements. The nature of these regulations will depend in part on 
the results of the current on-going review of bank portfolios. 
Similarly, the issue of central bank regulations relating to the loan 
limits for a single borrower (or a related group of borrowere) a8 a 
percentage of a bank'e capital will aleo depend on the decieione 
regarding the amount of recapitalization that will be needed for the 
individual banke. The iesue by the central bank of bank liceneing 
regulations ie currently being delayed by lack of agreement on whether 
new bank applications for a license need to be acted on by the 
authorities within a specified time limit. Before they are iesued, 
these bank licensing regulations will also require IDA approval. The 
iesue by the central bank of capital adequacy regulatione coneietent 
with the April 1991 Banking and Financial Institutions Act will depend 
heavily on the results of the ongoing review of bank loane and capital. 

Mobilization and Allocation of Financial Reeourcee. In order to 
improve the mobilization and allocation of financial reaourcee, the 
FSAC calls for policy action in three areas: interest rates, the 
central bank's discount rate, and in directed credit policy. 
Substantial progress has been made in the first of these three areaa. 
Prior to mid-1991, the officially determined etructure of interest 
rates had as-many as 10 bank deposit ratee and 30 lending ratee. In 
July 1991, however, the central bank issued a circular allowing 
financial institutions to freely set their own deposit and lending 
rates subject to two provisions. First, the lending rate should not 
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exceed 31 percent, and second, the 12-month savings depoeit rate should 
be above the expected rate of inflation. Thie conetituted a major step 
in making the country's interest rate etructure more market oriented 
and in minimizing distortions created by subeidized credit. The Bank 
of Tanzania has been reviewing the interest rate policy quarterly and 
has agreed to eliminate the maximum lending rate by July 1, 1994. 

Some steps have been taken toward introducing a properly functioning . 
discount policy, but there still remains much room for improvement. In 
July 1991, the central bank established its primary discount rate at 27 
percent, but this hardly constitutes a penalty rate when the banke are 
able to lend at 31 percent. Since there is no tradition in Tanzania 
against borrowing from the central bank, it is important that 
commercial bank borrowing from the central bank be more expensive than 
from other sources. The basic goal should be to put in place a 
discount policy that provides temporary short-term liquidity to the 
banking system (the lender-of-last-resort function), rather than to 
provide virtually unlimited funds automatically to the banking system 
as in the past. Incentives should be provided to the banks to seek 
their funds from depositors before going to the central bank. 

The goal of eliminating directed credits will take some time and is 
currently in a transition phase. In the past, bank credits have been 
directed by the government, the result being that quasi-fiecal 
activities have been funded through the banking system. The main 
objective under the FSAC is to move away from directed credite, but in 
the transitLon period, allow non-bankable key economic activitiee to be 
financed in a transparent manner with appropriate risk sharing between 
the banks and the government. Agreement has been reached between IDA 
and the government on a transparent institutional review mechanism to 
handle interim financing in the phase-out period. 

Strengthening the Banking System. The basic objectives of the FSAC in 
this area are to create a sound and competitive banking system through 
restructuring and recapitalization of the existing banks, allowing 
private local and foreign banks to begin operations in Tanzania, and 
encouraging joint banking ventures with the private sector. The 
legislative basis for this was laid with the passage in April 1991 of 
the Banking and Financial Institutions Act (BFIA). 

In order to restructure the banks so as to place them on a sound 
financial basis, a Loans and Advances Realization Trust (LART) has been 
established to absorb the non-performing loans of the commercial banks. 
LART, which is under the supervision of the Ministry of Finance, will 
attempt to recover payment on the overdue debt of the banks. Both the 
Administrator and the Board Members for LART have been appointed, and a 
judge from Tanzania's High Court has been seconded to serve as Chairman 
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of WLRT's Loan Recovery Tribunal (LRT). The Tribunal has been 
established with a three-year life to adjudicate the contentious cases 
involving non-performing loane aesigned to LART. The act of amsignment 
can be quite important to the loan obligors as once a loan ie declared 
to be in default, the obligor loses access to future bank credit. 

In addition to the LART operation, classificatione and reserve funds 
will also have to be determined for the remaining loans in the banksg 
portfolio on the bash of criteria established by the central bank's 
regulations on "Provieioning." Lastly, there is to be an initial 
transfer of capital to the NBC and CRDB. 

With its goal of strengthening the banking system, the current FSAC 
concentrates on five financial institutions. All of these except the 
Tanzania Development Finance Co. Ltd (TDFL) are insolvent, and even 
TDFL will require restructuring and recapitalization. However, TDFLts 
outside shareholders have agreed in principle to recapitalize TDFL in 
order to strengthen its capabilities as a term financial inetitution. 
In the case of the People's Bank of Zanzibar(PBZ), non-performing 
assets will be transferred to LART, and the formulation of a 
recapitalization plan with adequate provieioning for the remaining 
loans will aid the PBZ to operate in the future as an independent, 
commercially-oriented bank. 

The three remaining banks present even more difficult and challenging 
situations. The resources of the Tanzania Investment Bank (TIE) are 
exhausted and TIB is in need of both financial and organizational 
restructuring ao that -- with the aid of the private sector -- it can 
help introduce capital, technology and modern financial practfcee. A 
condition for second tranche disbursement of the FSAC ie the 
appointment of a restructuring advisory team for the TIB and agreement 
on a detailed restructuring plan with IDA. The goal of the FSAC for 
the Cooperative and Rural Development Bank (CRDB) is to have the Bank 
divest itself of its non-bankable and non-commercial developmental 
activities so as to convert the Bank into a smaller and purely 
commercial entity. Agreement has already been reached to restructure 
the CRDB as an independent commercial bank. Other actions yet to be 
implemented include the appointment of a restructuring advisory team, 
agreement with IDA on a detailed restructuring plan, and divestiture by 
the Bank of Tanzania of its CRDB shareholdingo. 

Undoubtedly the most difficult and challenging task of the FSAC will be 
the restructuring and strengthening of the National Bank of Commerce 
(NBC) which has the bulk of the assets of the banking system. The 
objective is to improve all of the basic functions of the NBC so that 
it can achieve competitive parity with the commercial banks in other 
countries. Legislation has already been passed that gives the NBC full 
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management autonomy. Remaining taeke to be completed include, among 
other thinge: (1) agreement with IDA on a time-epecific action program 
to restructure NBC; (2) appointment of four external experts to advise 
on credit, audit, domestic operations and external operations; (3) 
implementation of a pilot employee cornpeneation and incentive program; 
(4) agreement on a plan to close or transform unprofitable unite or 
branches; and (5) the completion of a review of the NBC Act to 
determine if there ie a need for separate legielation in view of recent 
changes in the financial environment. 

Status of Required Actions for Disbureement of the Second Tranche. As 
indicated earlier, disbursement of the second tranche of the FSAC is 
conditional un the GOT completing a number of actione by the end of 
June 1992 -- the end of the government.'@ 1991/92 fiecal year. Ae of 
mid-May 1992, there were seven remaining conditions that were either 
being met or that needed to be met. 

-- In connection with the FSAC'e directed credit policy, the 
budget allocation for interim financing for fiscal 1992/93 neede to be 
put in place. This took place in the June budget epeech. 

-- Under banking supervision, all of the required bank 
examinations have been completed except for the Tanzania Investment 
Bank (TIB). This should be done by mid 1992. 

-- Under banking regulation, the central bank's draft regulations 
regarding "Capital Adequacy" and the "Loan Limit to a Single Borrowern 
will be finalized and issued in the near future. 

-- As required under the provieione for the etrengthening of the 
banking system, an Administrator for LART has been appointed and also 
the Chairman of the Loans Recovery Tribunal. LART will be operational 
by sometime in June 1992. 

-- With regard to the restructuring of NBC, at least three 
important tasks remain outstanding: 1) the appointment of experts to 
audit NBC; 2) the implementation of a pilot employee compensation and 
incentive program; and, 3) agreement with 1DA.on a plan for the 
transformation or closure of NBC's branches and agencies. Thie plan 
should be available sometime in June 1992. 

-- Agreement with IDA on a detailed restructuring plan for the 
Cooperative and Rural Development Bank (CRDB) still needs to be 
completed. a 

-- Action still needs to be completed on the appointment of a 
restructuring advisory team for the Tanzania Investment Bank (TIB). It 
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is likely to take until July or August to assemble the team and then 
several months to complete the plan. 

It is clear at thie time that the GOT will not be able to meet by the 
end of June 1992 all of IDA'S eecond tranche conditions. It appear6 
that all conditions may be met by October 1992, but there ie the 
possibility that it may take longer still. 

Three aspects of the private sector are important for our purpoeee 
here: size and structure, particularly in comparieon to the parastatal 
sector, principle features and'performance iesues, and recent reforms 
influencing private enterpriee development. Concluding eections 
summarize (a) current leading issues in the sector, and (b) the 
detailed analytic rationale which will guide USAID/Tanzania dialogue 
and analysis in supporting policy adjustment8 in favor of private 
sector development. 

Table 111.2 Size of the Private and Parastatal Sectors, 1990 

Sector 

Agric. 
Mining 
Manuf . 
Utility 
Constr . 
Commerce 
Transp. 
Others 

Total 
? 

- 
Jumber 
P 

of Ente Jumber of Empl 

I 
:prises 

Public 
as 8 Total 

480 
32 

476 
43 

1129 
370049 

926 
48 

373148 

Private 
Public 
as $ 

34 
38 
41 
100 

* 
3 

100 

?ublic Private 

14.2 17.3 
4.4 1.3 
79.1 62.2 
8.6 0.0 
7.4 68.4 
na 4133.0 

63.8 5.0 
na na 

177.5 4287.2 

Total 

Notes: "Utilityn includes regional offices of TANESCO and TPTC. 
* = less than one percent. 
Source: Coopers 6 Lybrand DSM, Bureau of Statistics 

Size and Structure of the Private Sector, Tanzania's socialiet hietory 
has obscured the role that private enterprise has played and continues 
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to play in the economy as a whole. To understand Tanzaniaee private 
sector we begin with a coneideration of these questionet the eize of 
the formal private eector in relation to the paraetatal eector; eize of 
the informal eector; the ehare of the private eector in GDP; and the 
geographic dietribution of enterprieee. 

Number and Size of Enterpriees. Table 111.2 providee eummary 
information on the numbers and sizes of enterprieee within the private 
and parastatal sectors in Tanzania. This table eays nothing about 
emallholder agriculture or the informal sector, which are of couree . 
private in nature. Within the economy as a whole, then, private 
enterprise clearly dominates, although parastatale play a large role in 
some key sectors. 

The Informal Sector. However interesting these official data may be, 
they do not conetitute a complete and accurate picture of Tanzanian 
business activity. Neither the government nor the financial induetry 
have a rigorous profile of business activity in the nation, and 
official records of business registrations are muddled. Hence theee 
figures need to be augmented by an understanding that, in the mid to 
late 19808s, at least 30 percent of economic activity and perhaps as 
much as 60 percent was not accounted for by official etatistice. Thie 
is the eize of the informal or unofficial economy. Not much ie known 
about the nature of the informal economy, but it is manifestly 
important in agricultural marketing (especially of food crops), trade 
in consumer goods, and export-import activities. 

1 Table 111.3 Share of the Private Sector in Monetary G.DP I 
Year Share ( % )  

I Source: Bagachwa 1991 I 
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Contr ibut ion t o  GDP, The con t r ibu t ion  of t h e  formal p r i v a t e  s e c t o r  t o  
GDP appeare to  be e u b e t a n t i a l ,  and has increaeed e ince  t h e  eta* of  
Tanzania'e reform e f f o r t s  i n  t h e  mid 1980'e. Table 111.3 i l l u o t r a t e e .  
Theee d a t a  probably o v e r e a t h a t e  t h e  pub l i c  ehare  of  GDP. P o l i c y .  
makere, managere o f  f i n a n c i a l  i n e t i t u t i o n e  and indeed donoro a l l  need 
t o  make an investment i n  expanding, c l a r i f y i n g ,  and eube tan t i a t i ng  
important d a t a  ' e e r i e e  such ae khese, which w i l l .  become increaoingly  
neceeeary a s  a b a s h  f o r  decieion-making i n  t h e  year6 ahead. 

Geographic D i s t r ibu t ion .  I n  common w i t h  o t h e r  Eaet Af r i ca  na t ione ,  
Tanzania'e formal bueineee s e c t o r  is heavi ly  concentrated i n  a f e w  
commercially developed areas. Table 111.4 s u m a r i z e e  t h i s  d i s t r i b u t i o n  
with reepec t  t o  numbers of f i rms,  numbere of  employees, and f i x e d  
c a p i t a l .  

Table 111.4 Geographic D ie t r ibu t ion  of Formal En te rp r i ee  
i n  Tanzania, 1990 

Region No. Firms No. Employees Fixed Cap i t a l  (000 TSh) 

Arusha 
Coast 
DSM 
Dodoma 
I r i n g a  
Kagera 
Kigoma 
K i l  iman j a r o  
Lindi  
Mara 
Mbeya 
Morogoro 
Mtwara 
Mwanza 
Rukwa 
Ruvuma 
Shinyanga 
Singida 
Tabora 
Tanga 

Tota l  . 3245 165414 11506026 

Source: Bureau of S t a t i s t i c s  
Fixed c a p i t a l  f i g u r e s  a r e  f o r  i n d u s t r i a l  f i rms only. 
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Several aspects of this table should be mentioned. Dar es Salaam 
dominates the nation's formal bueinese with over half the regietered 
firme, about 40 percent of all formal eector employees, and over half 
the total fixed industrial capital. Regione with good physical 
infrastructure and high population density (that l a ,  large compact 
markete) appear to attract capital and firms. About 89 percent of the 
nation's induetrial infrastructure is located in Dar es Salaam or the 
Arusha-Moshi corridor, but a surprising 25 percent of all formal eector 
employees are located in Morogoro, apparently raflecting the many 
manufacturing firms located there. 

In sum, the private sector in Tanzania is large in comparison to the 
parastatal sector, and diverse in a sectoral sense. The very high 
degree of geographical concentration in commercial inveetment will 
influence the political, social, and economic impact of policies 
favoring private sector growth. 

Principal Features and Performance Issues. In this section four 
questions are examined: rates of capital formation in the private 
sector, which may be seen as a measure of local bueinese confidence and 
growth; the organization of commercial activity, with implications for 
business development; the business regulatory environment; and the role 
of business associatione. 

Capital Formation. From the mid 1980'8, that is, since the economic 
reform program has been initiated, the level of investment in Tanzania 
has been positive, and private investment has consistently outpaced 
public investment. Table 111.5 illustrates. These figures appear to 
suggest that Tanzania's economic reform program has been effective in 
reducing what were historically very high levels of etate investment, 
and equally effective in encouraging substantial levels of private 
investment. 

Table 111.5 Trends in Capital Formation (TSh million) 
(Constant Prices) 1 

I Source: Planning Commission I 

I Year 

Public Private % Growth Public % Growth Private 
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Organization of Commercial Activity. Tanzaniage formal bueineee 
community ie largely organized in holding companiee, which are often 
central adminietrative points controlling eeveral (oemi) autonomoue 
operating companiee. In other caeee there ie direct croee 
participation among the companiee. Three baeic models deecribe theeo 
holding companiee: (1) import eubetitution; (2) import mubetitution 
coupled with commodity exporte; and (3) pure export. 

The import eubstbtution groups are built on the premise that low-cost 
local production of inexpeneive coneumer diepoeablee will generate a 
revenue etream sufficient to eelf-fund expaneion into increaeingly 
eophieticated enterpriee ae the Tanzanian economy expande. Probleme 
may arise when expaneion requires capital inveetmente and hence foreign 
exchange debt. When the local currency ie being devalued the 
companies' revenue streams must expand rapidly indeed to meet debt 
eervicing requirements. Many euch operatione are currently in 
difficult financial circumotances, due to the rapid devaluation of the 
past few years, and this contribute6 to the weak condition of the 
commercial banks who have lent to these enterprises. 

The import substitution/commodity export groups eeek to solve the 
foreign exchange problem by incorporating low-cost production of 
processing activities for the export market. Typical exporte include 
sisal, timber, textiles, and garments. In principle, this approach can 
generate the foreign exchange required For local capital investment and 
external market development, and as an overall strategy appear6 leoe 
risky than the.etrict import substitution approach. 

Export oriented groups are relatively few, and concentrate on vegetable 
extracts, horticultural products, gemstonee, and epicee. Few 
indigenous Tanzanian entrepreneurs have penetrated this bueineee 
segment. 

Regulatory Environment. A 1991 study of constrainte to enterpriee 
development in Dar es Salaam notes that bueinees activity in the city 
is governed by six statutes, 12 by-laws, 15 regulations, 11 ordinances, 
seven notices, and one rule. These are varioyely adminietered by a 
number of substantive ministries, as well as authorities at the 
regional, district, and municipal levels, and are interpreted variously 
by the individual officials who implement them. Bueineeemen currently 
eeeking to establish activities in Tanzania tell of delaye from monthe 
to yeare in obtaining all the necessary clearances; indeed, it ie 
difficult to know whether one hae all clearances, and additional 
hurdles can appear at any time. 

The list of licenses and approvals required to do bueiness in Tanzania 
is long, but it is not clear that it is unnecessarily long. 
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Governments around the world have responsibility for the form and 
resulte of private sector activity. The problem may not be with the 
number of licenses and permite required per ee, but rather with the 
cumbereome state apparatue responsible for adminifatration. A 1991 
aeseeement baeed on actual inveetor experiencee revealed the following 
pattern of performance: 

-- proceseing of applicatione for certain licenses and permits 
takes a long time due to manual recordkeeping procedures, and untrained 
or uninterested clerks; 

-- unreasonable demands for supporting documentation or approvals 
are made; 

-- certain delays can be reduced but only by "eatisfyingn the 
authorities concerned; 

-- the requirements for different licenses are uncoordinated, 
with similar details being asked for by different authorities; 

-- some requirements, for instance a certificate of land 
occupancy, require several different types of approval, each with 
different requirements; 

-- the outcome of an application can be affected by unpredictable 
political interventions; 

-- the statutes and rules governing a permit can be ambiguous or 
conflicting; and 

-- when the statutory requirements are clear, the administration 
of approvals does not always abide by them. 

This set of difficulties is exacerbated by the need to do most businees 
in person, rather than by telephone ox through the mail, and by lack of 
procedures for appeal of unfavorable decisions. Hence the process is 
costly in management effort, elapsed time, and money. Leaving aside 
access to finance and banking services, the bureaucratic burden impoeed 
by the licensing and approval procese is the constraint most frequently 
mentioned by large as well as small businese people, although the 
burden falls most heavily on small businesses. 

Business Associations. Up through the late 1 9 6 0 ' ~ ~  Tanzania had an 
active set of membership-based business and professional organizations 
that provided services for members and represented the intezeste of 
members in dialogue with the government. In the wave of 
nationalizations accompanying the Arusha Declaration, when the largeet, 



Finance and Enterprise Development in Tanzania Part 111 

most active bueineeeee were taken over or left the country, theee 
organizatione loet their leaderehip and financial base. They were not 
legally diesolved by government; rather, they were ignored and left to 
wither. Today there are dozen8 of memberehip-baeed bueineee and 
professional aeeociatione in Tanzania, and a steady if elow otream of 
new groups ie reported in the local media. Only a handful of theee 
organizatione appear to be functioning etrongly, but that will change. 

Competition among bueineseee for a favored place in the economy ae the 
environment opene up is mirrored in competition among representative 
organizations. For inetance, we now eee eeveral typee of Chambere of 
Commerce: the old-line municipal Chambers (Dar ee Salaam, Tanga, 
Arusha, Mwanza), representing Asian and medium-ecale African commercial 
interests; a separate Chamber representing exclueively Asian intereete 
(Dar es Salaam Merchant's Chamber); a now umbrella cha&er, the 
Tanzania Chamber of Commerce, Industry and Agriculture, that repreeante 
indigenous African small-scale commercial activity; and most zecently 
the Confederation of Tanzanian Industry, representing large-scale 
commercial interests. Each type of Chamber is pursuing a eubetantially 
different agenda, but all appear interested in placing private 
enterprise issues before government. Their capability to do eo ie weak 
at present. 

Government Response. The macroeconomic reforms undertaken in 1986 and 
thereafter have done much to improve the environment for enterpriee 
development, as have some specific sectoral reforms. The moet 
important development8 include: substantial exchange rate devaluation; 
progressive dismantling of the administered foreign exchange allocation 
system; tariff reform; sales tax reforme; a simplified export retention 
scheme; an export duty drawback system; and domestic price decontrol 
and trade deconfinement for all commodities but eugar, petroleum and 
fertilizer. All these actions tend to create an environment that 
encourages efficiency, coopetitivenees, and investment. TDFL, the only 
solvent and profit-making development bank in the country, ie oeeing 
today three times the number of proposals that they were eeeing a year 
ago. 

These economic reforms have been accompanied by several more epecific 
actions supportive of private enterprise: in 1990 legielation 
established the Investment Promotion Center and a national investment 
code; during 1991 explicit eubeidiee to parastatale were largely 
abolished, bankrupting many of them, which has removed much unfair 
competition from the market; the Foreign Exchange Act of 1992 makee it 
legal for anyone to own or sell foreign exchange; and private foreign 
exchange bureaus began operations in April 1992. Legislation will be 
tabled in 1992 to revise the investment code to deal with regulatory 
constraints identified in the past two years, and the June budget 
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speech incorporated major adjuetments in the tax code aimed at 
simplification, transparency, and broadening the tax baee. In em, the 
government has taken eome major eteps that will encourage priva.te 
sector development. 

Current Leading Issues. In contrast to the financial eector, where the 
major building blocks of reform are in place, the policy and regulatory 
environment influencing epecifically private enterpriee development 
remains an impediment to growth in Tanzania. Private enterpriee 
development so far has not been the subject of major government action . 
nor indeed of major donor interest. Apart from financial eector 
development, which is a key constraint already diecuesed, issues in 
private enterprise development include instituting a fully market-based 
foreign exchange regime, reducing controls on import and export 
licensing and allied procedures, streamlining the process of business 
establishment and investment approvals, reforming land policy to 
support business growth, setting in place increased export incentivee, 
and continued clarification and reduction of the burden of bueinees 
taxation. Cross cutting issues include a weak business support 
infrastructure. such as chambers of commerce, professional and bueinees 
associations, audit and other specialized consulting firms, or credit 
and collection agencies; and an official culture that often discourages 
entrepreneurship, trade, and profit-making. 

Detailed Analytic Rationale for Policy Dialogue in the Private Sector 

This section elaborates on the current leading issues mentioned above. 
The FED program will not have a formal private sector policy agenda 
based on specific policy adjustments. This is because the clarity with 
which the issues are now perceived is not generally matched by any 
clarity of vision regarding appropriate solutions. Much of the basic 
background analysis required as a precursor to a private sector policy 
reform program has yet to be done. The FED program, working through 
private sector associations and enterprises, will provide subetantial 
analytic support to begin this work. The results will be used by the 
Tanzanian private sector to lobby government in favor of needed policy 
changes, and will also be used by USAIDITanzania and preeumably other 
donor agencies as a basis for structuring policy dialogue on iseuee 
related to private sector development. 

Exchange Rate Policy. The GOT has made substantial progrese in 
maintaining a real effective equilibrium exchange rate, and in 
providing virtually automatic accese to foreign exchange to meet import 
requirements.. The fundamental problem with the current exchange rate 
policy and foreign exchange regime is that it results in several 
effective exchange rates depending on the mechanism used to access 
foreign exchange. There are several "windows" of foreign exchange 
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c u r r e n t l y  a v a i l a b l e  i n  Tanzania,  which u t i l i z e  o f f i c i a l ,  p a r a l l e l  or 
market determined rates. The m u l t i p l i c i t y  o f  rates d i e t o r t e  a l l o c a t i o n  
of r e s o u r c e s ,  and leads t o  a n  i n e f f i c i e n t  e t r u c t u r e  o f  p roduc t ion .  

The r e c e n t  opening of  t h e  f o r e i g n  exchange bureau8 wae i n t e n d e d  t o  
i n d i c a t e  t h e  "real" v a l u e  of  t h e  chilling, a e  a p r e l i m i n a r y  meaeure 
p r i o r  t o  e s t a b l i s h i n g  a market-determined exchange rate. The n e x t  
s t e p s  t o  be t a k e n  towards  a u n i f i e d  exchange rate and f u l l  
c o n v e r t i b i l i t y  on t h e  c u r r e n t  account  are n o t  very c l e a r .  One p o e e i b l e  
approach is t o  move toward t h e  e s t a b l i s h m e n t  o f  a f o r e i g n  exchange 
a u c t i o n  system. P r i o r  t o  t h e  development of  t h e  f o r e i g n  exchange l a w ,  
BOT examined t h e  f o r e i g n  exchange a u c t i o n  syetems o f  Uganda, Ghana, 
Egypt and Zambia. But f u ~ t h e r  a s s i s t a n c e  w i l l  be r e q u i r e d  i n  
f ine - tun ing  t h i s  p o l i c y ,  and t h e  f o r m u l a t i o n  o f  a more f l e x i b l e  
approach t o  exchange r a t e  d e t e r m i n a t i o n  and management. 

Access t o  Fore ign  Exchange. D e s p i t e  t h e  obvious  l i b e r a l i z a t i o n  i n  
f o r e i g n  exchange a c c e s s  f o r  c u r r e n t  account  t r a n e a c t i o n s  i n  t h e  form o f  
t h e  f o r e i g n  exchange bureaus ,  a c c e s s  t o  f o r e i g n  exchange e t i l l  remaine 
problemat ic ,  e s p e c i a l l y  f o r  p r o f i t s  and c a p i t a l  r e p a t r i a t i o n  purposes .  
I n  a d d i t i o n  t o  f o r e i g n  exchange bureaus ,  l o c a l  p r i v a t e  e n t e r p r i s e s  have 
t h r e e  pr imary s o u r c e s  of  f o r e i g n  exchange t o  meet t h e i r  import  
requirements :  ( a )  th rough  t h e  own f u n d s  scheme, i m p o r t e r s  can  purchase  
fo rex  u n o f f i c i a l l y  a t  t h e  p a r a l l e l  exchange rate o r  u t i l i z e  u n o f f i c i a l  
o f f s h o r e  r e s o u r c e s ;  ( b )  i f  t h e i r  i n t e n d e d  impor t s  d o  n o t  f a l l  i n  t h e  
n e g a t i v e  l ist,  and t h e y  can  meet t h e  c a s h  cover  requ i rements  o f  t h e i r  
commercial bank, t h e y  can a c c e s s  f o r e x  th rough  t h e  OGL f a c i l i t y  a t  t h e  
o f f i c i a l  exchange r a t e ;  and (c )  i f  t h e y  a r e  a l s o  e x p o r t e r s ,  t h e y  can  
u t i l i z e  t h e i r  r e t a i n e d  f o r e x  e a r n i n g s  th rough  t h e  e x p o r t  r e t e n t i o n  
scheme. 

Access t o  f o r e i g n  exchange remains  l a r g e l y  inadequa te  f o r  non-exporting 
f i rms.  The own funds  scheme i s  beyond t h e  r e a c h  o f  most smaller 
e n t e r p r i s e s  t h a t  cannot  a f f o r d  t o  pay t h e  premium i ~ h e r e n t  i n  t h e  
p a r a l l e l  exchange r a t e ,  or d o  n o t  have access t o  e x t e r n a l  p r i v a t e  
resources .  Excess ive  c a s h  c o v e r  requ i rement6  and cumbersome procedures  
have r e s u l t e d  i n  d e l a y s  and reduced demand f o r  t h e  OGL f a c i l i t y ,  
d e s p i t e  t h e  obvious  a t t r a c t i o n  o f  a s i g n i f i c a n t l y  lower o f f i c i a l  
exchange rate. The a v a i l a b i l i t y  o f  f o r e i g n  exchange f o r  c a p i t a l  and 
p r o f i t s  r e p a t r i a t i o n  is a l s o  r e p o r t e d l y  time-consuming, d e s p i t e  t h e  
supposed a u t o m a t i c i t y  of  t r a n s f e r s  o u t  o f  Foreign Currency Accounte. 
And t h e  p r i v a t e  f o r e i g n  exchange bureaus  a r e  hedged w i t h  a v a r i e t y  of 
r e s t r i c t i o n s  t h a t  r educe  t h e i r  e f f e c t i v e n e s s  ( s e e  Annex R ) .  

Import Procedures  and Cont ro l s .  The e x p e r i e n c e  wi th  t h e  OGL f a c i l i t y  
has  been mixed. On t h e  one hand, it h a s  s i g n i f i c a n t l y  s t r e a m l i n e d  t h e  
import ing p r o c e s s  and l i b e r a l i z e d  a c c e s s  t o  f o r e i g n  exchange. On t h e  
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other hand, overall demand for the facility hae been lower than 
expected. Primary barriere appear to be exceeeive caeh cover 
requirements imposed by commercial banke, and the bureaucratic proceee 
of ueing the OGL import procedure iteelf. Ae ehown in Annex R, the 
current import process coneiete of a large number of diecrete etepe 
involving the importer, various department6 of the BOT, the local 
commercial bank, an offehore bank, and the World Bank. There would 
appear to be numerous areae where the overall proceee can be 
streamlined and expedited, and the documentation requirement6 reduced. 

Export Procedures and Controls. All exporte from Tanzania require an 
export license iesued by the Export Controller of the Minietry of Trade 
and Industries. Exporterg also have to be registered with the BOT and 
maintain an account with a local commercial bank. It is not entirely 
clear what purpose export licensing plays, other than for compliance 
with the export retention scheme. While the process of receiving an 
export license and registering with the BOT is relatively 
straightforward, it is an unnecessary step that can be eliminated. 

Three further export-related issues should be mentioned. The 
experience in Tanzania has been that obtaining pre-shipment credit 
(even for large, established firms) has been extremely time-coneuming 
with excessive collateral and security requirements. A larger 
impediment is the lack of coordination and extreme delays associated 
with the lengthy export documentation processing procedure, which 
involves the exporter, Board of External Trade (BET), the commercial 
bank, Tanzania Central Freight Bureau (TCFB), National Shipping 
Agencies Company (NSAC), Customs and finally the Tanzania Harboure 
Authority (THA). In addition to the deficiencies of the document 
processing procedure, export documents are unnecessarily complex, and 
do not conform to international trade standards. 

Business Establishment. The process of company formation and bueineee 
establishment in Tanzania is extremely complex given the large number 
of "one-time," annual and transaction-based licenses and permite 
required, and the equally large number of potential licensing 
authorities involved. Unlike many other countries, Tanzanian law 
requires a business license for all enterprises regardless of eize, 
which places a tremendous burden on licensing authorities, and leads to 
unnecessary delays and other complicatione. Private business in 
Tanzania has the choice of organizing as a sole trader; partnerehip; 
limited liability company; or branch or subsidiary of a foreign 
company. The choice of the business form depends on the standard eet 
of benefits available under each; most larger companies choose to 
incorporate. Host small enterprises prefer not to be formally 
licensed, given the complexity and cost ausociated with the process. 
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One-Time Bueinese Liceneee. While there are variatione according to 
the size or eectoral orientation of an enterpriee, bueineee enterprioee 
can be established in Tanzania either through incorporation (the 
formation of a new corporate legal entity), or regietration (confirming 
the right of an already incorporated company to operate within 
Tanzanian law). With few exceptions, bueineseee can be eetabliehed in 
Tanzania through the acquisition of one of three "one-timen liceneeer 
(a) Certificate of Approval iesued by the IPC, and required for any 
(larger) investment in a new enterprise, or the expansion or 
rehabilitation of an existing enterpriee; (b) Certificate of 
Incorporation of a Company, required for any investor wishing to form a 
limited liability company, and (c) Certificate of Registration of a 
Company, required by companies incorporated outside Tanzania that wish 
to undertake business activities within the country. Both of the 
latter two licenses are issued by the Registrar of Companies of the 
Ministry of Industries and Trade. If an enterprise is to engage in 
industrial and manufacturing activities, it must obtain an Induetrial 
License (for large enterprises with ten or more employees) from the 
Registrar of Industries (Ministry of Industries and Trade), and the 
Industrial Licensing Board. For smaller companies engaged in 
manufacturing activities, the Registrar of Industries will issue the 
equivalent Certificate of Registration. There are a large number of 
additional "one-timew licenses that are required by various types of 
companies: (a) companies operating factoriea must get a Certificate of 
Registration of a Factory from the Factory Inspectorate of the Minietry 
of Labor; (b) an allocation of land and Title Deed is available from 
the Ministry of Lands and Urban Development and district, municipal and 
local authorities; (c) foreign investors require business visae and 
residence permits from immigration officers; (d) hotel development 
groups must procure a letter of approval from the Ministry of Natural 
Resources and Tourism to construct a hotel; (e) forestry operations 
need a license to fell timber from the Director of Forests; (f) all 
exporters require a Certificate of Registration of an Exporter from the 
BOT; and (g) exporters also need authorization to establish a Foreign 
Currency Account and retention account, issued by the BOT. 

Annual Licenses. In addition to the various one-time permits and 
authorizations detailed above, GOT authorities require certain 
enterprises to obtain some licenses on an annual baeis. The moet 
onerous of these is the Business License that is required for @@any 
person carryinq on a business in Tanzania," including manufacturing, 
trade, commerce, and craftsmanship. A Business Licenoe is provided to 
enterprises with more than ten employees; those with fewer employees 
are issued a ."Trading License." Upon presentation of an application 
(supported by numerous documents such as the Tax Clearance Certificate 
and Certificate of Registration), these licenses are available from the 
Ministry of Industries and Trade, however, local (municipal, town, 
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district) and regional authorities are aleo involved, depending on the 
particular business activity, location of the enterprise and other 
factors. Other annual licenses required for particular typee of 
operations include: (a),a Tourist Agent's Licenae required for all 
tourism-related activitiee (except hotel operation, taxie and private 
hire firms), available through the Ministry of Natural Reeourcea and 
Tourism; (b) a Fishing License required for commercial fishing 
operations from the Director of Fisheries; (c) Export Liceneee for all 
nontraditional exporters issued by the Board of External Trade; (d) 
Import Licensee for all importers from the BOT; and (e) Tax Clearance 
Certiiicate required for all persons and companies operating in 
Tanzania (including those exempt from taxes) from the Income Tax 
Department. 

The net result is that for moat firms, the process of eetabliahing and 
operating an enterprise in Tanzania is cumbersome, complex, and 
time-consuming. In addition, the size of the fees and other conditions 
for compliance with licensing requirements pose significant coete 
(especially for smaller firms) because of side payments extracted by 
officials, and substantial filing fees. Unravelling this web of 
constraints is an urgent, difficult task. 

Investment Promotion Center. The establishment of the Investment 
Promotion Center (IPC) in 1990 was intended to centralize and 
streamline the investment approvals process for both foreign and local 
investors. However, due to gaps and ambiguities in the National 
Investment Act, the IPC has not fulfilled its intended role. Ite 
"Certificate of Approvalw has merely become an addition to the other 
permits and licenses already required by various GOT entities. Another 
more serious shortcoming of the Act is the fact that the benefite 
accorded by the IPC are not automatically provided to the qualifying 
investor. Instead, each benefit has to be specifically requested from 
the Ministry of Finance and other GOT authorities. Under existing 
Tanzanian law (Income Tax Act, Sales Tax Act, Customs Tariff Act), 
persons seeking exemption from payment of income tax, withholding tax, 
sales taxes and import duties must lepecifically petition the Xiniater 
of Finance to sign an order of authorization for publication in the 
government Gazette. 

In response to these deficiencies, an amendment to the National 
Investment Act is expected to be considered by the National Assembly 
shortly. The draft amendment is expected to clarify a number of 
important deficiencies in the Investment Act. While the impact of the 
amendment will have the positive effect of centralizing some elements 
of the business establishment and investment approvals procees for 
larger enterprises within the IPC, many deficiencies exist with the 
internal IPC process itself. In comparison to other countries in the 
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African region that have traneformed the businese registration and 
inveetment approvals ptoce.ee into an automatic and traneprent 
procedure, the IPC proceee ie lees competitive in eeveral reepecter (a) 
it does not provide automatic approval for investmente below a certain 
investment eize threshold, not engaged in a negative list of prohibited 
activitiee; (b) it includes redundant evaluatione by sectoral 
ministries that do not generally conduct actual project appraisals, and 
merely delay the procees; and (c) it doe8 not provide any "fact tracka 
approval proceea for wholly export oriented operatione. Added to a 
tight operating budget, and a very small etaff, the deficiencies in the 
approvale proceee have meant that the IPC ie simply unable to keep pace 
with the number of applications in the pipeline. While inetitutional 
support will certainly improve the situation, the entire investment 
approvals process can be greatly streamlined. 

Land Policy. A major deterrent to commercial and industrial activity 
in Tanzania, and a leading cause of the current deterioration of urban 
infrastructure, is the outdated land and tenancy policies of the 
country. At present, glaring deficiencies in land ownership, zoning 
law and uncertainty of land tenure status for firms already operating 
inhibits the entry of new firms and the expaneion of existing ones. It 
has also resulted in a growing informal market for land salee, and 
speculation in property values. The overall problem with land and 
tenancy in Tanzania relates to a number of issues: (a) the bureaucratic 
ma;mer in which land is demarcated, sub-divided, allocated and titled; 
(b) the presumption that all land ie owned by the public, and therefore 
has no value; (c) inadequate mechanisms to deliver land and buildings 
to private occupants, and insecurity of land tenure statue; and (d) 
rigid controls on renting, eelling and sub-letting properties, which 
artificially restricts the supply of properties on the market. 

Export Policy and Export Incentives. Tanzania-based export producers 
have historically been deterred by the strong anti-export bias of trade 
and investment policies. While the substantial policy reforma 
implemented over the last five yeare have reduced effective protection 
to local industry, significant policy barriers continue to erode export 
competitiveness. Tanzania offers a number of schemee that were created 
to enhance the competitiveness of exporters: (a) an export retention 
scheme to facilitate access to foreign exchange for exporters of 
nontraditional products; (b) a duty drawback echeme, providing 
qualifying exporters with a rebate on duties, sales and excise taxes 
paid on imported and domestically sourced inpute contained in the 
exported product; (c) a bonded warehouee scheme, that permits 
export-oriented manufacturere to import and etore inpute duty-free, 
pending use in the manufacturing process, and subsequent exportation; 
and (d) an export credit guarantee echeme, which provides a BOT 
guarantee to banks providing pre-shipment and poet-shipment credit to 
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exporters holding irrevocable Letters of Credit and confirmed export 
ordere. Aeide from the export retention scheme, the utilization of 
these schemee hae been extremely low. This ie due in large meaeure to 
two sets of problems: the limited incentive value of the echemee (in 
terme of their ability to offeet the anti-export biae of trade policy); 
and deficiencies in the way in which the varioue schemes are 
implemented. According to GOT officiale, part of the failure of the 
export schemes hae been the lack of awareness of their exietence and 
benefits, and the fundamental lack of an export mentality overall. But 
the approach to export policy and promotion hae been undertaken in a 
partial and piecemeal faehion. Wholly export oriented operatione do 
not enjoy a comprehensive package of incentives (duty and tax relief, 
automatic access to foreign exchange, automatic investment approvale 
and import/export procedures) that their competitors enjoy worldwide. 
Partial exporters -- those that are mostly oriented to eelling to the 
domestic market -- are not offered eufficient incentives to reorient to 
the export market. Finally, there are simply no incentives in 
operation for indirect exporters (those enterprises selling inputs to 
direct exporters, or purchasing finished products and re-exporting them 
overseas). Existing export incentives do not therefore facilitate a 
widespread export orientation, as only direct exporters can benefit. 

Business Taxation. A recurring complaint of private businesses in 
Tanzania relates to the country's punitively high direct and indirect 
tax rates, and aggressive collection methods. As shown in Annex R, 
Tanzania imposes a large number of direct and indirect taxes. Direct 
taxes are imposed on various forms of income and distinguish between 
resident and non-residents. Indirect taxes are transaction-based, and 
generally paid through the purchase of local and imported goods. 
Although reduced substantially in the June 1992 budget speech, direct 
and indirect taxation remain high (corporate income tax is a flat 35-40 
percent; sales tax ranges from 0-30 percent; excise taxes are 20 
percent; the capital gains tax is 20-40 percent). High taxation has 
had eeveral negative effects, including (a) reducing the private 
sector's ability to mobilize resources for expansion; (b) increaeing 
the pressures and poesibilities for corruption by poorly paid public 
officials; (c) deterring informal enterprises from entering the formal 
sector, and (d) diverting entrepreneurial efforts from productive 
sectors to real estate speculation, trading and other activities that 
are less easily taxed. While there are significant tax exemptions and 
deductions available under the National Investment Act (including a 
five year income tax holiday, import duties and sales tax exemptions, 
and a five year exemption of withholding tax on dividends), such 
benefits are only available to certain types of enterprises and only 
partially affect the overall tax burden. The overall result of the 
system is to encourage widespread tax evasion and diversion of goods to 
neighboring countries. The system of tax collection and assessment is 
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also associated with side payment6 and frequent haraeement of 
entrepreneurs, which placee an unevenly high burden on small firms 
operating in the formal economy. The overall result is an actual 
contraction of the tax base and a reduction of tax revenues. 

This lengthy and complex set of conetrainte to bueineee development in 
Tanzania requires comprehensive but tightly-focueeed analyeie and an 
integrated, carefully-sequenced program of reform based on the genuine 
needs of the Tanzanian private eector. The FED program will, through 
support to relevant private eector actors, initiate the policy analyeie 
and policy advocacy activitiee required to get moving on thie daunting 
set of private eector reform objectives. 

C. Other Donor strategies 

Tanzania has a large and active donor community, many of them working 
in areas that have a bearing on financial sector development or 
enterprise development. Table 111.6 illustrates. 

Table 111.6 Donor Strategies Related to Finance and 

- 
Donor 
Agency 

CIDA 
DANIDA 
EC 
GTZ 
IMF 
JICA 
Nether. 
NORAD 
ODA 
SIDA 
Swiss 
UNDP 
W. Bank 

- - -  - - 

dacroecon. 
4d justment 

Enterprise Development 
-- 

Pinancial 
Cnf rastr . Physical tnfrastr. 

rnst/Leg. 
tnfrastr. 

- 
tnduet . 
Sector 

- 
sector 

I 

Para- 
Statal 

The 1991-1994. Policy Framework Paper provides an extremely comprehensive 
framework within which donors can work productively in strengthening the 
financial sector in Tanzania, and a number of donors are taking 
preliminary steps in this area. The PFP also provides a sound framework 
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for supporting private enterpriee development, but eo far only USAID ie 
approaching this question at the programmatic or iectoral level, as 
opposed to specific project activities. Individual donor activitiee are 
summarized below. 

CIDA: 

DANIDA: 
EC : 

GTZ : 

IMF : 
JICA: 

Nether: 

NORAD : 

ODA : 

S IDA : 

UNDP : 

WBank: 

Commercialization of parastatal wheat f a m e  
Stock market feaeibility study 
Micro enterprise lending projects 
Airport/harbor/roade/telecommunicatione 
Commercialization of coffee production/marketing 
Small scale induetry lending projecte 
Board of External Trade (trade faire/bueiness trips) 
Financing parastatal restructuring/divestiture (DEG) 
Industrial and agro-industrial finance (KfW) 
Macroeconomic adjustment 
Industrial and agriculture development centers 
(Kilimanjaro) 
TANESCO (electricity utility)/TPTC {telecoms utility) 
Small scale enterprise lending project 
Studies of parastatal sub-sector restructuring 
Railways/power etations/harbor/telecomunications 
Investment Promotion Center 
Study to restructure chemical industry 
Roads 
Assessment of commercial bank contingent liabilities 
small business development 
Parastatal Reform Commission 
Ministry of Industry and Trade 
Study of audit/account industry 
Assessment of legal system 
Small scale enterprise lending project 
TAZARA/telecommunications/harbor authority 
Study to restructure wood/paper industry 
Chamber of Commerce (TCCIA) 
Investment Promotion Center 
Micro enterprise lending projects 
Studies of informal sector (Zanzibar and mainland) 
Mining industry legal issues 
Macroeconomic adjustment 
A full set of sectoral credits 

A number of areas that are key to financial sector and enterprise 
development appear to have received less attention than might be 
warranted. The most prominent of these include: assisting the Bank of 
Tanzania to effectively assume the functions of a central bank; providing 
(through the private sector) business support services (as oppoeed to 
government-based services or donor-financed directed lending programs, 
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which are all too common in Tanzania); adding diversity and depth to 
financial sector services; and tackling policiee and regulations 
constraining business establishment and operation. 

D. Rationale for A.Z.D. Policy-Baosd Aoairtancs 

As will be discuseed in Section IV, the main elements of the FED program 
will include a policy agenda, a tranched release of cash grant dollare 
against policy adjuetmsnts, an import financing facility for use of the 
dollare, several project support activities, and a private trust fund for 
the local currency. This particular approach toward the problems 
outlined above flows both from the nature of the problems themselves, and 
from certain elements of USAID/Tanzania's overarching program strategy. 
We are seeking a multiplier effect from our assistance that goes well 
beyond the dollar value of our program. We can get thie multiplier 
effect in the first instance by focusing on key policy adjustmente; the 
financial sector policy changes contemplated here ehould have a strongly 
beneficial effect on economic growth, employment, and incomes in the 
country as a whole. Further program impact comes through the commodity 
financing facility; by earmarking our dollars for exclusively private 
sector imports of productive equipment we can directly support Tanzanian 
private investment while meeting Buy America objectives. Additional 
program impact will arise as the local currency truet funds are recycled 
into the finance-starved Tanzanian private sector through local 
investment channels. Finally, we retain the flexibility within this 
framework to tackle specific institutional issues (Bank of Tanzania, 
private enterprise support services) through projectized aesietance. 
Hence the policy-based approach allows us to tailor our program to a full 
range of financial and private sector issues, while simultaneouely 
seeking and obtaining the multiplier effects that flow from policy 
changes, capital imports, and reinvestment of local currency. 

E. Relationship to Overall Mission Strategy 

USAID/Tanzania's overall Srogram goal is to foster real economic growth 
and improved human welfare in Tanzania. We are contributing to economic 
growth (a) by supporting rehabilitation of roade and railroads (ATAP, 
TAZARA), and (b) by supporting development of 'financial sector 
infrastructure and private sector business support infrastructure. 
Throughout, our aim is to encourage a realignment of government and 
private spheres of activity that will lead to a more effective use of 
both public and private resources in support of economic growth, greater 
employment, and increased incomes. 

There are many possible approaches to stimulating private enterprise; in 
Tanzania today, the needs are those identified in the FED program: (a) 
establishing a healthier, more diverse financial sector, and (b) 
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mobilizing the private sector to respond to the new opportunitiee 
emerging as Tanzania shifts toward a liberalized market economy. Both 
objectives require action at the policy level, ae well as more epecific 
project interventions. 
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I V .  Program Description 

A. Program Goal and Purpose 
t 

The GOAL of the FED program ie to etimulate income increaees in 
Tanzania. The PURPOSE of the FED program ie to foeter income earning 
opportunities for the un- and under-employed by ethulating private 
enterprise growth. Thie purpoee will be accompliehed (a) by helping to 
establish a financially eound and diveree financial eector capable of 
meeting the challenges posed by the move to a market economy; and (b) 
by helping to mobilize a private eector reaponee to the opportunitiee 
created by the gathering pace of liberalizatfon. 

B. Governance Objectives 

Part of Tanzania's legacy has been the cooptation or neglect of 
private, membership-based associations, and a etifling of dialogue 
between government and non-government elements of the eociety. Today 
that is changing. There are dozens of professional, business, legal, 
religious, charitable, and voluntary organizations in existence, and a 
steady if slow stream of newly established special-purpose aseociationa 
has been reported in the local media. In addition to their internal 
agendas, euch associations often have a policy agenda to put forward as 
well. But most such organizatione are financially weak, and are only 
now beginning to develop the leadership and programmatic viaion 
required to articulate private eector needs and place them effectively 
before government policy-makere. To hasten the day when dialogue 
between government and donors can be replaced by dialogue between 
government and society, the FED program will eeek to (a) et'rengthen the 
independent voices of a range of associations representing view, and 
interests within the private sector; (b) where appropriate, undertake 
policy studies with and through appropriate private aeaociations, 
rather than automatically assuming these should be done by government 
agencies; and (c) actively promote mechanisms to facilitate dialogue 
between government and the private sector, including inter alia 
expanded private sector printing/publiahing capacity, and improved 
commercial and business journalism. 

C. Private Sector Policy Analysis, Policy Advocacy, and Dialogue 

The FED program does not encompass a formal, donor-to-government policy 
agenda on private sector development issues. This does not mean that 
these issues are unimportant. Rather, this reflects a aeries of 
USAID/Tanzania conclusions on the best way to seek an improved 
environment for private enterprise development. First, the private 
sector is best equipped to identify real constraints and propose 
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practical, effective policy or regulatory eolutione. Second, the 
current underetanding of private mector policy ieeuee ie inadequately 
preciee to be explicitly incorporated into a formal policy agenda. 
Third, ae ieeuee become clearer and memberehip-baeed private mector 
organizatione become mtronger, it will be poeeibl,e for the private 
eector to play an increaeingly effective role advocating government 
policy change. Accordingly, the FED program will pureue private eector 
policy ieeuee forcefully, but indirectly. At thie point it appeare 
that the subetantive content of the policy analyeie and policy advocacy 
to be sponsored by the private eector will focue on the ieeuee outlined 
below. 

-- A complex exchange rate policy which reeulte in multiple 
effective exchange ratee and market dietortione, depending on the 
foreign exchange window utilized. 

-- Inadequate and partial accese to foreign exchange to finance 
import requirements, coupled with delays in profits and capital 
repatriation. 

-- Cumbersome export and import licensing and other controls, 
which significantly slow and complicate import/export activities. 

-- Complex procedures and institutional deficiencies which make 
the process of regietering or incorporating a bueinees extremely time 
consuming and difficult, especially for small enterprisee. 

-- High indirect taxes and other charges which raiee ex-factory 
prices and promote tax evasion (the provieions of the June 1992 Budget 
Speech indicate the government ie committed to reeolving theee ieeuee). 

-- Lack of adequate and coherent export incentives to 
counter-balance the anti-export bias of trade policy, which erodes the 
competitiveness of Tanzania-based export manufacturers. 

-- Complicated and time-consuming procedures to acquire land for 
industrial and commercial building development. 

The high-quality technical analytic support required by the Tanzanian 
private sector to address this policy agenda will be made available 
through the FED-financed Business Services Center, described in Section 
E, Project Support Activities. 
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D. Financia l  Sec to r  Pol icy  Agenda: Main Thme, P r o g r u  Armam, 8nd 
C o n d i t i o n a l i t i e s  

The FED program i e  organized conceptua l ly  around one po l i cy  theme and 
f i v e  a r eae  of program a c t i v i t y ,  and i e  organized,mequential ly  i n t o  
t h r e e  t ranchee.  'The  r e l e a e e  of funds under each t r anche  i e  dependent 
u p n  t h e  GOT meeting e p e c i f i c  condi t ione  as d e t a i l e d  below. Our 
e t r a t e g y  i n  e e l e c t i n g  s p e c i f i c  po l i cy  o b j e c t i v e e  i e  baeed on t h e m  
p r inc ip l e s :  t h e  po l i cy  ob jec t ivee  w i l l  be f u l l y  coneie ten t  w i th  
nacroeconomic and s e c t o r a l  po l i cy  adjuetmente a l ready  laid o u t  by t h e  
W T  with IMF and World Bank eupport;  t h e  po l i cy  ob jec t ivee  w i l l  be 
c l e a r l y  wi th in  t h e  management i n t e r e e t  and i n e t i t u t i o n a l  c a p a b i l i t i e e  
L '  t h e  Bank of Tanzania; t h e  po l i cy  ob jec t ivee  w i l l  no t  t h r u a t e n  
government revenue etreame; and t h e  po l i cy  ob jec t ivee  w i l l  be amenable 
t o  c l e a r  asseeement of  progreee baeed on performance. The FED program 
a l s o  inc ludes  a p r o j e c t  component i n  eupport of t heee  po l i cy  
ob jec t ives ,  which i e  deeigned t o  h e l p  t h e  BOT implement i nd iv idua l  
reform ac t ions .  Annex P (Po l i cy  Matrix) provides a eummary of t h e  
po l i cy  benchmark8 i n  each program a r e a  and i l l u e t r a t e e  t h e  eequence of  
t ranches .  Since t h e  FED po l i cy  agenda fo l lows  and r e i n f o r c e s  t h e  
ob jec t ives  of an ongoing World Bank Financia l  Sec tor  Adjustment C r e d i t  
(FSAC), an e x p l i c i t  a t tempt  hae been made t o  a l i g n  t h e  FED po l i cy  
agenda with key provis ions  of t h e  World Bank program. I n  t h e  
d iscuss ion  below, an a s t e r i x  ( * )  i n d i c a t e s  c o n d i t i o n a l i t y  t h a t  i e  
congruent w i t h  FSAC cond i t i ona l i t y .  A double a s t e r i x  (**) i nd i ca t e6  
cond i t i ona l i t y  found i n  t h e  FED program alone.  

Main Theme: Consol idat ing BOT Role as a Cen t r a l  Bank. During t h e  next  
t h r e e  t o  f i v e  years ,  t h e  heavies t  burden f o r  implementing f i n a n c i a l  
s e c t o r  reform p o l i c i e s  w i l l  f a l l  on t h e  Bank of Tanzania. The BOT w i l l  
be passing through a t r a n s i t i o n  period i n  1993-1996 as it becomes a 
s t ronge r  c e n t r a l  banking i n e t i t u t i o n  wi th  a o l e l y  c e n t r a l  bank 
func t ions .  During t h i s  per iod,  t h e  BOT w i l l  bear  t h e  prime 
r e s p o n s i b i l i t y  f o r  ( a )  e s t a b l i s h i n g  a new, rev ieed  Bank of Tanzania 
Act; ( b )  completion, promulgation and implementation of p r u d e n t i a l  
r egu la t ions  needed t o  e s t a b l i e h  a compet i t ive  banking eez to r ,  which 
implies  i n s t i t u t a n g  a r o u t i n e  program of bank eupervis ion,  p o r t f o l i o  
reviews, and bank examinatione; (c)  enhancing inetrumenta of monetary 
pol icy ;  ( d )  d i scont inuing  func t ions  t h a t  are incons i s t en t  wi th  t h e  
c e n t r a l  bank r o l e ;  and (e) s e t t i n g  t h e  groundwork f o r  a more d i v e r s e  
f i n a n c i a l  s ec to r .  These  f i v e  a r e a s  of program a c t i v i t y  ( a  through e 
above) c o n e t i t u t e  an ambitioue and daunt ing program of po l i cy  and 
i n s t i t u t i o n a l  change t h a t  w i l l  r e q u i r e  s u b s t a n t i a l  eupport i f  it i e  t o  
be c a r r i e d  thtough succes s fu l ly .  

Program Area A: Improved Cen t r a l  Bank Leg i s l a t i on .  The ob jec t ive  of 
Program Area A is t o  h e l p  t h e  Bank of Tanzania e s t a b l i s h  a eound 
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legielative framework for etrengthening ite role ae a central banking 
institution. 

Tranche 1: BOT finalize6 ite internal review of the Bank of 
Tanzania Act of 1965 to eneuro,consistency with the 
Banking and Financial Inetitutione Act of 1991. (*) 

Tranche 2: BOT drafte amendmente to the 1965 Act. (**) 

Tranche 3: Amendments to the BOT Act of 1965 become law. (**) 

Action in thie program area requires legislative change in the third 
tranche. Neither the BOT nor indeed the GOT can guarantee, abeolutely, 
that epecific legislation will be enacted. However, action in thie 
area ie already underway, the need for legielative adjuetmente ie 
endorsed by the BOT, and the underlying objectivee are well understood 
and believed to be desirable at senior level9 in government. This 
suggests that legislative approval will be granted, and hence theee are 
reasonable policy conditions. Short term technical aesietance will be 
provided if required by the BOT. 

Program Area Br Strengthen Supervisory and Regulatory Functions. The 
objective of Program Area B ie to aseiet the Bank of Tanzania in 
instituting a rigorous framework of regulatione and proceduree required 
to properly supervise tnd regulate the banking eector in Tanzania. 

Tranche 1: 

Tranche 2: 

BOT elevates Bank Supervieion Department to 
Directorate Status. ( * )  

BOT finalizes Capital Adequacy and Asset 
Concentration regulations. ( * )  

BOT schedules loan portfolio reviewe for TIB and THB. 
( * * I  

BOT completes the revised Manual of Inepection 
Policies and Procedures to reflect the new prudential 
regulations. ( * * )  

BOT undertakes one full-scale external bank , 

examination. ( * * ) 

BOT completes portfolio reviews for one of the 
financial institutions mentioned above (TIB, THB). 
( * * I  
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Tranche 3: BOT aeeeeeee e f f ec t iveneee  of t h e  bank euperv ie ion  
and r egu la t ion  proceee. (**) 

BOT undertake8 one add i t i ona l  fu l l - eca l e  e x t e r n a l  
bank examination. (**)  

BOT complstee p o r t f o l i o  reviewe f o r  second o f  t h e  two 
f i n a n c i a l  i n e t i t u t i o n e  mentioned above (TIB, THB). 
( * * )  

Action i n  t h i s  program a r e a  i e  w i th in  t h e  management i n t e r e e t e  and 
c a p a b i l i t y  of  t h e  BOT, with eho r t  term techn ica l  aee i e t ance  and 
t r a i n i n g  support  through t h e  FED program and o t h e r  donor aee ie tance .  

Program Area Ct  Enhance Instruments  o f  Monetmry Policy. The o b j e c t i v e  
of Program Area C i e  t o  a e e i e t  t h e  BOT i n  reaponding to  i t e  emerging 
r e s p o n s i b i l i t i e s  a e  a f u l l y  func t iona l  c e n t r a l  bank. 

Tranche 1: BOT inaugura tes  diecount  window s u r v e i l l a n c e  by 
monitoring t h e  amounts and q u a l i t y  of c r e d i t  
extended. ( * * )  

BOT i n i t i a t e s  (prepares  Terms of Reference f o r )  t h e  
des ign  of  a secondary market i n  government 
s e c u r i t i e s .  ( * * )  

Tranche 2: BOT ueee changee i n  t h e  diecount  rate t o  in f luence  
t h e  amount of loane extended t o  t h e  economy by t h e  
banks. (**)  

BOT f i n a l i z e s  r egu la t ions  t o  implement t h e  government 
e e c u r i t i e e  market. ( * * )  

Tranche 3: BOT i n i t i a t e s  secondary market i n  government 
s e c u r i t i e s .  (**  ) 

Action i n  t h i s  program area i e  wi th in  t h e  management i n t e r e e t e  and 
c a p a b i l i t y  of t h e  BOT, wi th  eho r t  term techn ica l  aee i e t ance  and 
t r a i n i n g  support  through t h e  FED program and o t h e r  donor aee ie tance .  

Program Area D: Discontinue Won-Central-~ank Functions. The o b j e c t i v e  
of Program Area D i e  t o  he lp  t h e  BOT ehed outmoded func t ion6  t h a t  are 
incons i s t en t  with t h e  r o l e  of t h e  na t ion ' s  c e n t r a l  bank. 

Tranche 1: Within t h e  context  of t h e  amendmente planned f o r  t h e  
1965 BOT A c t ,  BOT prepares  a p lan  t o  (a)  phaee o u t  
s e t t i n g  of c r e d i t  terms, (b)  e l imina te  
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admin i s t r a t i ve ly  a l l o c a t e d  credit, and ( c )  become a 
"lender  of l a s t  r e s o r t "  f o r  t h e  banking eyetem. (*) 

Tranche 2: BOT f u r t h e r  l i b e r a l i z e s  i n t e r e s t  r a t e  po l i cy  by 
e l imina t ing  t h e  maximum lending rate. (**) 

Tranche 3: BOT ceases  t o  e x e r c i s e  its power t o  allocate c r e d i t .  
(**I  

BOT implements a  discount  po l i cy  c o n s i s t e n t  w i th  t h e  
r o l e  a s  lender  of l a s t  r e s o r t .  (**) 

Action i n  t h i s  program a rea  is wi th in  t h e  management i n t e r e s t s  and 
c a p a b i l i t y  of t h e  BOT, with s h o r t  term t e c h n i c a l  a s s i s t a n c e  and 
t r a i n i n g  support  through t h e  FED program nnd o t h e r  donor aee ie tance .  
However, a c t i o n  i n  t h i s  a r e a  w i l l  a l s o  r e q u i r e  c loee  coord ina t ion  and 
agreement with t h e  Ministry of Finance. 

Program Araa E t  Fos te r  a Diverse,  Competitive Financial Sector .  The 
ob jec t ive  of Program Araa k is t o  h e l p  t h e  BOT t a k e  on r e s p o n s i b i l i t i e s  
and a c t i v i t i e s  necessary t o  support  growth and improvement i n  t h e  
f i n a n c i a l  s e c t o r  and t h e  economy a s  a  whole. 

Tranche 1: 

Tranche 2: 

Tranche 3: 

BOT accep t s  r e s p o n s i b i l i t y  f o r  in te rbank check 
c l ea r ing .  ( * * )  

BOT prepares  a  regula tory  and l e g i s l a t i v e  agenda t o  
d e f i n e  t h e  sequence of a c t i o n s  requi red  t o  l a y  t h e  
groundwork f o r  a  p r i v a t e  insurance  indus t ry .  (**)  

BOT a s ses ses  opt ions  f o r  moving f u r t h e r  toward a 
f u l l y  market based fo re ign  exchange regime. (**) 

BOT asses ses  a l t e r n a t i v e  in te rbank check c l e a r i n g  
mechanisms. ( * * )  

BOT d r a f t s  l e g i s l a t i o n  enabl ing  a  p r i v a t e  insurance  
industry.  ( * * )  

BOT i n i t i a t e s  move t o  a  fo re ign  exchange auc t ion  or 
o t h e r  market based a l l o c a t i o n  mechanism. ( * )  

BOT implements interbank check c l e a r i n g  func t ion .  
( * * I  

Leg i s l a t i on  f o r  a  p r i v a t e  insurance indus t ry  becomes 
law. ( * * )  
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BOT complete8 move t o  a f o r e i g n  exchange auc t ion  o r  
o t h e r  market baaed a l l o c a t i o n  mechaniem. (**) 

Action i n  t h i s  program area r e q u i t e e  l e g i o l a t i ~ e ~ c h a n g e  i n  t h e  t h i r d  
tranche. Nei ther  t h e  SOT nor  indeed t h e  COT can guarantee, aboolutely,  
t h a t  s p e c i f i c  l e g i s l a t i o n  w i l l  be enacted. However, a c t i o n  i n  t h i e  
a r e a  is a l ready  underway (review of  NIC),  t h e  need f o r  l e g i s l a t i v e  
adjustments is  endoreed by t h e  BOT, and t h e  underlying o b j e c t i v e s  are 
wel l  understood and be l ieved  t o  be d e e i r a b l e  a t  s e n i o r  l e v e l s  i n  
government. This  sugges ts  t h a t  l e g i s l a t i v e  approval  w i l l  be granted,  
and hence t h e s e  a r e  reasonable  po l i cy  condit ione.  Shor t  term t e c h n i c a l  
a s s i s t a n c e  w i l l  be provided i f  requi red  by t h e  BOT. 

Planned Impact of  Pol icy  Changes. The b e n e f i t e  t h a t  are expected from 
t h e  implementation of  t h e  FED p o l i c y  reform program are a r e e u l t  o f  
d i r e c t  and i n d i r e c t  b e n e f i t e  of t h e  ind iv idua l  po l i cy  reform meaeuree 
and t h e  add i t i ona l  combined e f f e c t  of a l l  t h e  po l i cy  changes t h a t  
c r e a t e  a more p o s i t i v e  p r i v a t e  eec to r  businees c l imate .  Some of  t h e  
d i r e c t  e f f e c t s  of t h e  po l i cy  reforms are expected to  r e s u l t  i n  a more 
e f f i c i e n t ,  competi t ive banking eyetem and increased  mobi l iza t ion  of 
p r i v a t e  c a p i t a l  f o r  new investment i n  value-added a c t i v i t i e s .  Other ,  
more i n d i r e c t  e f f e c t s  a r e  t h e  e l imina t ion  of many of t h e  bot t leneck8 
assoc ia ted  with doing businese,  which a r e  expected t o  increaee  bus ines s  
e f f i c i e n c y  a s  bus inesses  no longer  w i l l  t a k e  time-consuming a c t i o n s  
t r y i n g  t o  avoid t h e  r e n t  seeking a c t i v i t i e s  t h a t  are aeeocia ted  wi th  
bureaucra t ic  bo t t lenecks .  Annex N (Economic Analyoie) d i ecusses  t h e e e  
impacts i n  d e t a i l ;  a summary is presented  below. 

Foreign Exchange Impact. I t  is a n t i c i p a t e d  t h a t  t h e  fore ign  exchange 
funds provided t o  Tanzania by A.I.D. w i l l  be used by t h e  p r i v a t e  eector 
t o  procure equipment and s u p p l i e s  r equ i r ed  t o  expand i n d u s t r i a l  and 
manufacturing output.  This  augments domestic sav ings  and investment. 

Export Growth Impact. Wi th  r e spec t  t o  both t h e  d o l l a r  and l o c a l  
currency resources of t h e  FED program, t h e  impact is  l i k e l y  t o  be  f e l t  
most d i r e c t l y  i n  s t rengthening  value-added expor ts .  There is a clear 
c o r r e l a t i o n  between expor t  expansion and economic growth. 

Impact on t h e  Business Environment. Tanzania 's  bus iness  cornuni ty  i e  
expected t o  b e n e f i t  from FED-sponsored po l i cy  reforms t h a t  w i l l  reduce 
t h e  cos t  of doing business .  The c u r r e n t  number of b e n e f i c i a r i e e  a r e  
t h e  r eg i s t e r ed  300,000 bus iness  f i rms  and t h e  many f i rms  t h a t  o p e r a t e  
i n  t h o  informal s ec to r .  During t h e  p a s t  f i v e  yea r s  an average of  2000 
businesses  have been r e g i s t e r e d  each year .  A recent  survey e s t ima te s  
t h a t  t h e  average number of hours needed t o  e s t a b l i s h  a bus iness  ranges  
between 300 and 600 hours. The pol icy  reforms envisaged under t h e  FED 
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program will reduce these traneaction costa greatly, implying large 
gains to all bueinese etartere. 

Impact on Employment. The FED-derived increaee in value-added 
activitiee will generate job8 and improve income. A n  ILO etudy 
completed in 1991 ehowe that at leaet 300,000 persona in Tanzania enter 
the labor force each year. When added to the existing unemployed, the 
employment problem ie acute. The eituation is made woree by observed 
declining trende in formal sector employment. The number of jobs 
created per year dropped from 30,000 in the mid 1980s to only 9,500 in 
the late 1980e and early 1990s. Planned retrenchment in 1992 will 
affect at least ten percent of the civil eervice employeee, equivalent 
to almost 49,000 pereone. .Thus, the role of the government eector in 
absorbing addition6 to the labor force will be marginal.. Thie implies 
that the new entrant6 into the labor force will have to be absorbed in 
the rural eector, and the private eector. The ILO study projects that 
overall, productive employment in Tanzania in the 1990e will increaee 
by 2.2 percent per annum, while the labor force ie projected to 'expand 
by 3.3 percent. Given this bleak picture, the creation of jobs for the 
rapidly expanding labor force must be a central objective to the 
government of Tanzania. 

Impact on the Financial Sector. An efficient financial eyetem can play 
a major role in expansion of domestic and foreign trade, etimulation of 
domestic eavinge and appropriate channeling of available reeourcee to 
productive uses -- functions essential to the increasingly market 
oriented Tanzanian economy. Moreover, a ayetem of appropriate 
financial institutione, inetrumente and markets enablee economic agente 
to pool, price and trade the risks associated with various economic 
activities which individual entrepreneur6 may not wieh to bear entirely -- a key issue which will emerge with increasing economic 
diversification. A well developed financial eystem with adequate depth 
and range of financial instruments can also help addrese the concern of 
Tanzania policy makers to more effectively conduct macroeconomic policy 
and adjust to internal and external shocks. The confidence of economic 
agents in the soundness of the financial eyetem depende fundamentally 
on the existence of an effective regulatory and eupervieory framework. 
Also, within the financial eyetem, banke in particular hold a epecial 
position in the economy as creatore of money, principal depoeitarieo of 
financial savings, the principal allocatore of credit and managere of 
the country's payments eyetem. The FED program, by aesieting the Bank 
of Tanzania to credibly play ite role as an independent central bank, 
has large pay-offe not only in terms of facilitating efficiency in the 
financial sector but also in etimulating economic growth through a 
better use of domestic and foreign economic resources. 
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E. Project Support Activities 

Two main sete of project eupport activitiee are contemplated, 
paralleling and eupporting the policy agenda outlined above. One 
project activity will be in eupport of the Bank qf Tanzania, and a 
eecond will be in eupport of private eector develop~ent. A third 
modeetly funded project activity will promote the eetabliehment of a 
venture capital fund in Tanzania. The project mupport activitiee will 
be crafted to addreee our governance objectivee ae well. In refining 
and implementing theee project activitiee our approach will be baaed on 
theee principleet close collaboration with appropriate private and 
governmental organizatione; all activitiee to be demand-driv5n to 
ensure relevance; and implementation arrangement8 which rely to the 
maximum feaeible extent on Tanzanian inetitutional capacity and reduce 
the day-to-day Mission management burden. 

Bank of Tanzania Support Package. In collaboration with the Bank of 
Tanzania, USAID/Tanzania will provide aseietance to deepen and 
consolidate the achievements of ongoing reforms in the financial 
sector. Preliminary diecueeions indicate that thie activity will 
accomplish two main objectives. Firet, we will aeeiet the Bank of 
Tanzania as it seeks to institute an appropriate eet of regulatory 
functions, particularly with respect to the banking eector. Thie 
activity will follow closely on the commercial bank loan claeeification 
exercise undertaken with USAID aeeietance. Second, we will aeeiet the 
Bank of Tanzania in etrengthening Tanzania'e financial eector, by 
providing accees to a broad array of financial eoctor expertiee to help 
think through the iesuee arieing in the move to a modern financial 
syetem. Thie includes arranging for the U.S. Federal Reeerve to 
provide technical aeeietance in inetituting the BOT'e eupervieory and 
regulatory functions, helping the BOT to take on additional key central 
bank functions, providing aeeietance in the development of epecific new 
financial mechanieme, and providing eupport for eetabliehing an 
effective interbank check-clearing syetem. 

To accomplish theee objectivee will require ehokt term problem-eolving 
technical aasietance relevant to eenior BOT management, in-country 
eeminars and workehope to upgrade the ekille of mid-level and junior 
etaff, and etrategically eelected ahort-term training in the U.S. A 
modest level of commodity eupport directly related to project 
activities is aleo planned. A summary dollar budget for the BOT 
activity is presented below. A detailed budget including local 
currency costs appears in Annex B. 
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Table IV. 1 BOT Support Package Budget ($000) I 
Item Year 1 Year 2 Year 3 Year 4 Year 5 Total 

Short Term TA 260 340 250 140 130 1120 
Equipment 100 80 80 31 30 321 
Training Funde 210 420 420 420 420 1890 

Total 520 840 750 63 5 579 3331 

Short Term Technical Assistance. The budget providee for approximately 
112 person-months of ehort term technical assietance. The bulk of this 
is planned to eupport the BOT8e effort to etrengthen the eupervieion 
and regulation of the banking sector. The funde will be ueed to acceme 
U.S. Federal Reserve Syetem eenior bank supervieore on a rotating baeie 
to provide on-the-job-training and eupervision for the BOT8e bank 
supervision staff. This follows on the euccessful model employed by 
the BOT in undertaking portfolio reviews at NBC, CRDB, and PBZ. 
Support will also be provided to help the BOT (a) prepare new financial 
sector legislation, (b) enhance monetary policy capability, (c) 
institute new financial instruments, (d) discontinue non-central-bank 
functions, (d) institute an interbank check-clearing function, (e) 
enhance management of the foreign exchange regime, and (f) other 
complementary needs. 

Equipment. The budget provides for a modest level of equipment 
procurement, chiefly computers, software, and other equipment needed to 
support the BOT as it takes on the new responeibilitiee referred to 
above. 

Office Expenses. The budget provides for a modest level of office 
expenses, chiefly for advertisements and publiehed materials related to 
training seminars that require tha awareness and participation of the 
banking institutions. 

Training Funds. The dollar budget ~rrovides approximately $1.4 million 
for a series of quarterly in-country training coursee (each of 
approximately three weeks' duration), to be eponsored by the Bank of 
Tanzania. This level of funding will support both the in-country 
expenses as well as the costs of accessing epecialized technical and 
training skills from overseas. The specific content of the training 
courses will be determined by the BOT during implementation, and is 
likely to address bank supervision and regula,kion, capital adequacy 
determination, loan classification and reserving, bank licensing, 
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evaluation of off-mite bank eupervieion reporte, liquidity 
meaeuremente, and eo forth. The in-country eeminare will addreee 
training neede at eenior operational, mid-level and junior levele in 
the BOT ae well ae other banking inotitutione. The budget also 
provides for approximately 45 peroon-months of pqrticipant training, 
intended for eenior policy and operational etaff in the BOT. This will 
prov?.de accaee to specific technical and policy training, much am that 
provided by the Federal Reeerve, the World Bank, major U.S. commercial 
banke, and other eourcee identified by BOT management. 

Busineoo Services Center. Tanzania ie in the midet of a traneition 
from a state-dominated, inefficient command economy to an open, 
diversified market. Since.1986, major.policy reforme have 
eignificantly improved the operating environment for private firme, but 
the Tanzanian bueineee cornunity today remaine relatively emall, 
underdeveloped and plagued by internal divieiveneee. Private economic 
activity is largely confined to commerce and trading, with a handful of 
large holding companiee engaged in induetry and agriculture, and an 
emerging cross-sectoral cadre of emall and medium-ecale enterprioee 
that are seeking to establieh a foothold in the market. The dominance 
of inefficient paraetatal organizatione in 'the productive eector, 
coupled with the inherent disincentives that accompany etate-controlled 
marketing eystems in the agricultural eector, have hietorically 
discouraged the development of new bueineeeee. In addition, a strong 
cultural bias againet profit making and individual enterprise hae led 
many of the best educated and most promieing membere of this generation 
to pursue other,vocations or leave the country entirely. 

In this context, the task of stimulating a private eector reeponee to 
emerging opportunitiee ie formidable. The paraetatal structure ie 
being dismantled at a quickening pace, and it ie uncertain what firme 
and individual6 will be equipped to fill the vacuum. There ie 
considerable concern among the indigenoue population that preeent 
reforms will work primarily to the advantage of the Aeian community, 
whose enterpriees now dominate the private eector, heightening teneione 
and further marginalizing emaller bueineeeee. At the same time, 
established bueinese institutions are weak and.eomewhat at odde with 
each other. There are few inetancee of cooperation between theee 
associations, and little if any effort has been directed toward 
developing a coneensue on how beet to eupport busineee development, 
from either a market or policy perspective. 

Within this environment, the challenge for USAID/Tanzania ia to deeign 
and imple~~ent-a workable technical aesistanco etrategy that will reach 
a broad range of private sector beneficiaries in a cost-effective 
manner. Through discussions with private bueineeees and busineee 
associations, financial sector leadere, eenior government officiale, 
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and other donor agencies, a general coneeneue ham emerged: there is a 
need for a results oriented, demand driven entity that can adeeee the 
technical and policy conetrainte that have been identified. Ae 
outlined below, the eetabliehment of an independent Bueineee Servicee 
Center hae been determined to be the optimal approach to meeting theee 
objectivee. 

Strategic Objectives. The BSC will have four principal etrategic 
objectives, each of which contributes to the overall purpoee of the FED 
program of fostering private enterpriee growth. Specifically, theee 
objectives are: 

-- Raieing Public Awarenees. The BSC will uee print media, 
radio, and publications to publicize iseuee and achievemente in private 
sector development. These efforts will draw attention to much areae ae 
project objectivee, business development opportunitiee, and policy 
constraints identified, ae well as to the technical aesietance provided 
by the BSC and its impact, once the work program is fully underway. 

-- Responding to Demand. The BSC will be a demand driven eervice 
organization, reflecting the needs and concerns of the Tanzanian 
business community as they are voiced by firms, individuale, and 
industry representatives. The role of the BSC will be to propose, 
rather than dictate, project activities, eo as to ensure that private 
sector views are reflected in the design and implementation of the 
technical assistance and training provided. 

-- Strengthening and Broadening the Business Communit&. The BSC 
will be nondiscriminatory in the eervicee that it provides, aiming to 
reach and assist the Tanzanian bueinees community ae a whole. 
Eligibility criteria for project aesietance will be eetabliehed that 
are straightforward and reflect the differing capabilities of the 
intended beneficiaries. Particular attention will be devoted toward 
phasing in of technical assietance and training outside of Dar ee 
Salaam through linkages with institutione in other population centers 
(Moshi, Arusha, Mwanza, Zanzibar); to providing resources in eupport of 
small scale African entrepreneurs; and to meeting the particular needs 
of enterprises owned and operated by women entrepreneure. 

-- Enhancing the Policy Environment. A final objective of the 
BSC will be to identify and assess the key policy issuee 3.i.rpeding 
Tanzanian business development, and to promote greater understanding 
and awareness of these iseuee. A key element in the BSC approach to 
these policy-related activities will be to develop the capacity of 
business associations to serve as effective advocates of private sector 
interests to the GOT. 
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outside eupport. In thie context, the BSC team will work with regional 
and national technical centere, educational inetitutiono, fixmo, and 
other eourcee of profeeeional eervicee, to identify qualified 
candidate8 to aeeiet in program implementation. 

BSC Staffing. The project etaff hng structure outlined below should be 
viewed in light of the breadth of the activitiee that are encornpameed 
by the BSC, and the premium which thie placee on hands-on project 
management skills. 

-- Long Term Advieore. The Chief of Party will be the in-country 
manager of the BSC and will eerve ae the principal contact point 
between the contractor, BSC etaff, USAID, the local bueineee community, 
and other entities. The COP will be charged with eetabliehing the 
office and facilities of the BSC, hiring pereonnel, and setting up 
requieite data collection and information management eysteme. Helshe 
will also bear responsibility for developing the project workplane, 
defining and maintaining communications channele, and addreeeing 
technical assistance needs as they arise. The Project Coordinator will 
eerve as the principal liaison between the Tanzanian firme and 
individuals seeking, or in need of, BSC aeeistance and the eervice 
providers under the BSC. Additional full-time etaff will also be 
required to fill Resident Technical Specialist poaitione in bueinese 
and finance, training, and oversea8 inveetment/commercial linkagee. 

-- Short Term Advisors. These individuals may be drawn from the 
contractor, as well ae from other local and foreign eources, as 
appropriate to the needs at hand. The activities of these individuale 
may be targeted to a general bueinese audience; directed toward a 
particular product, eector, or function; or may be firm-specific, as 
determined by the BSC staff. Short tern advieore may a180 be ueed in 
the area of policy analyeis and the provieion of tailored aeeiotance to 
local business aasociations. 

-- Support Staff. A receptioniet/secretary and driver/meeeenger 
will be required to provide rsquiaite adminietrative support. Other 
eervicee will be accessed through the facilitiee of the counterpart 
Tanzanian firm on an as-needed baeie. 

BSC Links to Local Bueiness Aesociatione. Tanzanian bueineee, industry 
and trade aasociations are expected to play a pivotal role in the BSC'e 
activities and achievements. Working with the contractor, the 
associations will be responsible for the promotion of the project to 
their constituencies, the identification and preliminary evaluation of 
technical a~sistance needs, the dissemination of information made 
available through the project, and, in accordance with their 
capabilities, assisting in provision of the technical aseietance. 
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The aeeociatione will be ueed ae a reeource in the development of the 
work programe prepared by the COP, and will be expected to make capable 
etaff available to aeeist in the BSC'm implementation. They will be m 
especially important element in the communicatione network eetablirhed, 
by eerving as a conduit between the BSC and the bueineee community at 
large. 

To the extent that commonalitiee of eectoral and functional neede are 
manifested through effective communication with the bueineee 
aseociatione and their rnemberehipe, eignificant economiee can be 
achieved by bringing in ehort term technical expert8 that will travel 
to eeveral locatione and plant8 throughout Tanzania as a part of their 
assignment. Through close collaboration by the BSC etaff with the 
aeeociations, the most coet-effective meane of delivering technical 
assietance will be determined and the aseignment configured and 
scheduled accordingly. 

Finally, the associations will be aeked to play an active role in 
setting the policy agenda for the BSC. Drawing upon the input of their 
memberships, the aeeociations will bring to light policy iesuee of key 
concern for which technical analysis is warranted. As with the 
training and technical assistance provided in busineee development, the 
policy assessment and advocacy activities undertaken or supported by 
the BSC will be determined by the expressed neede of the bueineeses 
which the Center endeavors to serve. 

BSC Links to Established Technical Aesietance Mechanisms. The myriad 
and varied needs associated with business developnent in Tanzania will 
require both careful management and targeting of eervices under the 
BSC, and coordination of the Centar's activities with existing private 
sector support institutions and programs. This eection preeente areaa 
of technical assistance and training where external providere of 
services have been identified. These efforts can be linked to those of 
the BSC either formally, through contractual agreemente, or through 
coordination and cooperation in the design of their respective program 
activities, depending on the institutions involved. BSC integration 
i.L.::h these programs will involve the coordination of cost eharing, and 
fee for services arrangements, to meet both the individual requirement8 
of the independent programs, and to establish a transparent "pricing 
schedule" for potential beneficiaries of the BSC. 

-- Africa Project Development Facility (APDF). The APDF was 
established in 1986 as a joint effort by the African Development Bank, 
UNDP, and the International Finance Corporation (IFC), to assist 
African entrepreneurs in establishing viable emall and medium eked 
businesses. While the APDF does not provide direct financing to theee 
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entrepreneure,  it works wi th  them t o  develop "bankablew project .  i n  t h e  
prepara t ion  of  f e a e i b i l i t y  mtudiee, marketing analyoes,  and bueinooe 
plane, and a s e i e t e  i n  i d e n t i f y i n g  and t app ing  mourcee o f  f i nanc ing  f o r  
p r o j e c t  development. The APDF ope ra t e s  on a c o r t  mharing bas io ,  w i th  
t h e  out look  t h a t  en t repreneuro  must have t h e i r  own s t a k e  i n  t h e  project 
f o r  it t o  be eucceeeful .  Thie approach i e  i n  keeping wi th  t h e  mtrategy 
propoeed f o r  t h e  BSC. Diecueeione w i t h  t h e  APDFae General Hanager i n  
Waehington and Regional ~ a n a g e r  i n  Nairobi  i n d i c a t e  t h a t  t h e  
organiza t ion  i e  conaider ing  e e t a b l i e h i n g  a "windowa i n  Tanzania (a 
one-pereon ope ra t ion ) .  P o t e n t i a l l y ,  th ie  window could be l o c a t e d  
wi th in  t h e  BSC, o r  a l t e r n a t i v e l y ,  c l o e e  coordinat ion maintained between 
t h e  BSC s t a f f  and t h e  Nairobi  o f f i c e  t o  provide eerv icee  t o  Tanzanian 
en t repreneurs .  

-- Entrepreneurs  I n t e r n a t i o n a l  (E I ) .  Entrepreneurs  I n t e r n a t i o n a l  
is a USLID-sponsored p r i v a t e  eec to r  t r a i n i n g  program adminietered 
though A.I.D.*e O f f i c e  of I n t e r n a t i o n a l  Training. The program i e  
intended t o  f o e t e r  t h e  growth and enhancement of  bueineee comxuunitiee 
i n  developing c o u n t r i e s  by l i n k i n g  them t o  t h e  U.S. p r i v a t e  eec to r .  
Target b e n e f i c i a r i e s  are execut ives  and dec ie ion  makere i n  t h e  
developing world, who a r e  i d e n t i f i e d  f o r  t r a i n i n g  by t h e  USAID 
missions. P r o j e c t  p a r t i c i p a n t s  a r e  "matched" t o  U.S. coun te rpa r t  
companies and t h e n  t r a v e l  t o  t a k e  p a r t  i n  hande-on t r a i n i n g  and 
bus iness  d i scuss ions  i n  t h e  United States. The program is e n t i r e l y  
g ran t  funded, t h e r e  i e  no coe t  recovery element. EI ha8 been ope ra t ing  
succes s fu l ly  f o r  aome time i n  Tanzania, having provided t r a i n i n g  t o  23 
pereons a s  of year-end 1991, e i g h t  of whom were women, and t h e r e  are a n  
a d d i t i o n a l  15 pereons t h a t  have been i d e n t i f i e d  by USAID f o r  t r a i n i n g .  
Clear ly ,  t h e  work of E I  i e  f u l l y  complementary with t h a t  of  t h e  BSC, 
and t h e r e  w i l l  be on-going l inkages  e s t a b l i s h e d  wi th  t h e  Mieeion 
t r a i n i n g  o f f i c e r  t o  enhance t h i e  complementarity. 

-- I n t e r n a t i o n a l  Executive Se rv i ce  Corpe. The IESC i e  a U.S. 
non-prof i t  o rgan iza t ion ,  ee t ab l i shed  i n  1964, t h a t  provide8 hande-on 
a e s i s t a n c e  t o  l o c a l l y  owned bueineeeee i n  developing count r iee .  The 
IESC has o fP ices  throughout Afr ica  and t h e  world, and an  a c t i v e  network 
of  over 12,000 volunteer8  who donate t h e i r  time and ee rv i cee  i n  
reaponse t o  requee te  f o r  t e c h n i c a l  aes ie tance .  These expe r t8  are 
comprised of r e t i r e d  U.S. bueineee execut ives ,  experienced 
p r a c t i t i o n e r e  with a broad spectrum of epec i a l i za t iona ,  i nc lud ing  
engineering,  p l a n t  management, p r i n t i n g  and packaging, f i n a n c i a l  
management, and t h e  f u l l  range of i ndus t ry  and sec to r - epec i f i c  
backgrounds. In  most t e c h n i c a l  i n t e rven t ions ,  a s s i s t a n c e  r equee t s  
received by t h e  IESC a r e  channeled through a na t iona l  development 
organiza t ion  o r  donor agency, and an agreement is reached a s  t o  t h e  
most app ropr i a t e  form of a s s i s t a n c e  t o  be provided. Once a c o n t r a c t  
has been signed between t h e  IESC and t h e  r e c i p i e n t ,  a member o f  t h e  
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IESC1e corpe of Volunteer Executivee ie identified who.poeeeeeee okille 
that match the need of the developing country firm. The volunteer then 
travele to the field, moat often for a mhort-term coneultancy averaging 
4-10 weeke in duration, working directly with the firm. In other 
inetancee, ehorter engagement6 are propoeed, such ae plant diagnootic 
exercieee in which the volunteer vieite and aseeeeee the firm and 
prepares an action plan, analyzing epecific problem and propoeing 
recommendations. A.I.D. providee core funding for the IESC'm 
operatione, eo the coete of firm epecific technical aeeietance are 
thereby limited to travel and maintenance of the expsrt. A proportion 
of these expensee are to be borne by the individual bueineee. Am with 
the APDF and EI programe, it ie evident that the BSC may be able to 
make good use of the IESC program. 

BSC Links to Tanzanian Institutione/Service Providere. The BSC will 
also work closely with eetabliehed technical and training inetitutione 
that are developing, or have in place, programs to aaeiet 'in private 
business development. Summaries of the potential areae of cooperation 
between the BSC and two premier inetitutione are preeented below. 

-- Institute of Finance Management (IFM). Based in Dar ee 
Salaam, the IFM enjoys perhaps the best reputation of the 
training/education organizations reviewed. Ite coureee range from 
degree programs to Executive Development ehort coureee, and it ie 
especially equipped to provide training in accounting and bueineee 
management. IFM linke to the BSC could be eetabliehed for bueineeeee 
seeking to improve their financial planning and management 
capabilities. In addition, with a large faculty of profeeeore and 
lecturere, the IFM is likely to be the most appropriate Tanzanian 
institution for developing tailored courses to meet training needs 
evidenced in epecific areae, e.g., productivity enhancement, quality 
control, and production proceee etrategiee. 

-- College of Bueiness Education. Ale0 in Dar ee Salaam, the 
College of Bueineee Education has proven to be an eepecially reeponeive 
educational institution in that ite faculty ie drawn, in part, from 
practicing profeseionale, thereby exposing students to the practical 
application of businees ekille, in addition to the academic material. 
The CBE ha8 also been particularly adept at tailoring ita coureee to 
euit the needs of particular clients or busineee categories. 

To expand the geographic coverage of the BSC, coursee could potentially 
be run through such institutione ae the Arueha Technical College, the 
Arusha School.of Accountancy, and the Moahi Cooperative College. 
Numerous other training and vocational centers have been eetabliehed 
throughout the country, such as the University of Dar es Salaam and 
National Vocational training Centres. In particular, there are eeveral 
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good computer training centere. Once the BSC ie operational, efdort 
will be directed toward identifying the current activitiee and 
capabilities of theee inetitutione to determine potential areae of 
cooperation, and to broaden the reach of the BSCqo oervicee. 

Principal Function8 of the BSC. BSC functione idclude general 
promotion activitiee ae well ae three eervice modulee. Each Fa 
summarized below. 

-- BSC Promotional Activities. Working with bueineee 
aeeociatione, trade groupe, and other intereeted partiee, the BSC mtaff 
will publicize the full range of its activitiee and the bueineee 
development opportunitiee,, technical aesistance, and training resources 
that it offers. The public awareneee'campaign will be crucial to the 
provision of technical aeeistance to a broad and diveree epectnrm 04 
organizations, bueineesee and individuale. Representative activitiee 
to be conducted over the five-year period will include: (a) publication 
of pamphlete, newslettere, and other promotional materials; (b) a 
public media campaign to draw attention to euch areae as project 
objectives, bueiness opportunities, and key policy iesuee, as well ae 
to the technical assietance provided by the BSC; and (c) promotional 
events, euch as trade faire featuring exhibitions of locally produced 
goode, national and regional bueinese conferences, ae well ae informal 
gatherings for persona intsreeted 
its eervicee. 

-- Module 1: Basic Bueinees 
those which are intended to reach 
individuals. Unlike the eervicee 
technical aeeietance and training 

in learning more about the BSC and 

Servicee. Module 1 activitiee are 
the broadest spectrum of firme and 
outlined in the other modulee, the 
encompaeeed can be applied to all 

type of bueineeeee. Basic ~ueinese Practices will have the wideet 
audience, and is eeeentially an element of the public awareneee 
campafgn described above. Many of the eervicee encompaeeed will be 
delivered by the BSC etaff, e.g., establishing a library, 
preparing/procuring publicatione, providing baeic,bueineee advieory 
services, and conducting workshops for emall audiences. These type6 of 
services will be among the firet to be offered by the BSC, and will 
introduce the Center and ite etaff to the public at large. The 
eervicee included under fi~~lied Bueineea Skille are ale0 general, but 
will nevertheless reach out to a more experienced audience, including 
small bueineeese that are already operational but are in need of 
aeeiatance to adopt more bueineeelike practices or upgrade their 
productivity. It is anticipated that most of the technical assistance 
required to deliver these eervicee can be made available either by the 
BSC staff, established programs (IFM, CBE), or offered by local firms. 
In special inetancee, firms or individuals may be selected for overseas 
training under fellowehipe offered by NGOe or similar programs. Coet 
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f o r  t h e s e  eerv icea  would be nominal, t o  t h e  e x t e n t  t h a t  t h e y  are 
provided by t h e  BSC o r  P t e ' a f f i l i a t e s .  I n  direct oupport of Buy 
America ob jec t ives ,  t h e  BSC w i l l  eupply information regarding U.S..  
eourcing oppor tun i t i e s  f o r  p a r t i c u l a r  item6 (machinery, in te rmedia te  
goods, equipment) requi red  by a c l i e n t -  Aeei8tancs w i l l  a180 be 
provided i n  making contac t8  wi th  U.S. eupplierm, 'and eneuring t h a t  t h e  
e a l e  goes through a e  planned. The BSC w i l l  conduct followup work t o  
e e t a b l i s h  deeper  connnercial and inves tbent  r e l a t i o n e h i p s  where 
f e a s i b l e .  The t h i r d  and f i n a l  category,  j3vecialized -nt and 
Technical Traininq,  has  a s  i t e  t a r g e t  audience e s t a b l i s h e d  f i rme and 
bus iness  a s soc i a t ions .  The i n t e n t i o n  i e  to  provide acceoo t o  
information and t r a i n i n g  t o  support  innovat ion in ,  and upgrading of, 
e s t a b l i s h e d  capac i ty .  While some t o p i c s  euch a e  inventory c o n t r o l  and 
p roduc t iv i ty  management m& f a l l  w i th in  t h e  BSC e t a f f  or Tanzanian 
firms and i n s t i t u t i o n s ,  o t h e r s  w i l l  r e l y  on br inging  i n  ehort-term 
consu l t an t s  t o  conduct epec i a l i zed  seminars. For t h i e  reaeon, s e r v i c e e  
provided w i l l  be  coordinated c l o s e l y  wi th  t h e  a c t i v i t i e e  of  t h e  
bus iness  a s soc i a t ions ,  t o  determine which a r e a s  a r e  of most i n t e r e e t ,  
and t o  c l e a r l y  i d e n t i f y  t h e  probable c l i e n t e l e .  One or more 
a s soc i a t ions  might a l s o  a s s i s t  i n  organiz ing  and convening t h e  
sess ions .  The minimum l e v e l  of p a r t i c i p a n t e  requi red  t o  warrant  
holding t h e  se s s ions  w i l l  be determined by t h e  BSC, and a t tendance  
would r e q u i r e  payment of a r e g i e t r a t i o n  f e e  t o  a t  l e a s t  p a r t i a l l y  cover 
t h e i r  coa t .  I n  administor ing t h i e  module, t h e  p a r t i c u l a r  neede of 
small  s c a l e  and women-owned and opera ted  e n t e r p r i e e e  w i l l  be t aken  i n t o  
account t o  f o s t e r  expanded p a r t i c i p a t i o n  i n  p r o j e c t  a c t i v i t i e s .  

-- Kodule 2: Spec ia l ized  Business Services .  I n  Module 2 
a c t i v i t i e s ,  t h e  BSC w i l l  draw more ex tens ive ly  on o u t s i d e  sources  of 
t echn ica l  a s s i s t ance .  With regard t o  t h e  f i r e t  focue a rea ,  p r o i e c t  
Develo~ment,  t h e  BSC s t a f f  would be expected t o  provide guidance i n  t h e  
key elements of pre-investment ana lys i s ,  businees p l an  development, and 
iden t i fy ing  and a s ses s ing  a l t e r n a t i v e  sources  of f inance  f o r  l o c a l  
en t repreneurs .  Equipped with t h i s  fundamental information, t h e  c l i e n t  
would be i n  a p o s i t i o n  t o  d i scuss  with t h e  BSC whether or n o t  t o  
proceed with t h e  p r o j e c t ,  a r e a s  i n  need of f u r t h e r  d e f i n i t i o n ,  and t h e  
p o t e n t i a l  f o r  qua l i fy ing  f o r  o u t s i d e  a s s i s t a n c e  through programs euch 
a s  t h e  APDF. For p r o j e c t s  i n  spec i a l i zed  i n d u s t r i e s  or eerv icee ,  o r  
f o r  a s s i s t a n c e  i n  i den t i fy ing  p o t e n t i a l  j o i n t  venture pa r tne r s ,  s h o r t  
term t e c h n i c a l  a s s i s t a n c e  would be u t i l i z e d  t o  eupplement in-houee 
expe r t i s e .  As with t h e  Module 1 s e r v i c e s  extended t o  emerging 
en t repreneurs ,  f o r  b a s i c  information a t  most a nominal f e e  would be 
charged. P ro j ec t - spec i f i c  a s s i e t a n c e  and coneul t ing  s e r v i c e s  would be 
costed based upon t h e  p r a c t i c e s  of t h e  cooperat ing o rgan iza t ion  and/or  
an assessment by t h e  BSC of t h e  c l i e n t ' s  a b i l i t y  t o  pay. The epectrum 
of s e r v i c e s  and t h e  scope of p o t e n t i a l  u s e r s  covered under Businesa 
Operations a r e  broad f o r  two reasons: ( a )  they  r e f l e c t  t h e  d i v e r s i t y  of 
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t h e  c l i e n t e l e  t h a t  t h e  BSC w i l l  endeavor to  eerve; and, (b) u n t i l  t h e  
BSC ie  ac tua3ly  underway it i e  d i f f i c u l t ,  i f  n o t  lmpoeoible, t o  
narrowly d e f i n e  t h e  p o t e n t i a l  e e r v i c e  neede of ope ra t ing  bueineeoee in 
Tanzania. When devie ing  t h e  means t o  improve t h e  performance of an 
ope ra t ing  f i rm,  be it w e l l  e e t ab l i ehed  o r  newly minted, an  
ind iv idua l i zed  approach i e  required.  Am problem8 are brought to  t h e  
a t t e n t i o n  of t h e  BSC e t a f f ,  e i t h e r  d i r e c t l y ,  o r  through t h e  bueineee 
and induet ry  aeeociat ione,  a c t i o n  p lane  w i l l  be developed. A l t e rna t ive  
de l ive ry  opt ione  w i l l  t hen  be  eva lua ted ,  and t h e i r  r e l a t i v e  merit. 
diecueeed with t h e  c l i e n t .  t ihere  poeeible ,  fo re ign  consu l t an t e  t h a t  
are brought i n  w i l l  be teamed wikh l o c a l  counterpar t8  t o  aoeeeo and 
reeolve t h e  problem. This  e t r a t e g y  w i l l  o f f e r  t h e  c l i e n t  t h e  b e n e f i t  
of top-notch i n t e r n a t i o n a l e x p e r t f e e ,  promote e k i l l  t r a n e f e r ,  and 
provide f o r  l o c a l  con t inu i ty  and eupport once t h e  fo re ign  advioor  hae 
l e f t  Tanzania. P o t e n t i a l  mechaaieme and eourcee of t e c h n i c a l  
aee ie tance  and t r a i n i n g  a r e  myriad i n  t h i e  focuo area, am w e l l  a e  i n  
Bueinees Expaneion. The ee rv i cee  provided by Entrepreneur6 
In t e rna t iona l ,  t h e  I n t e r n a t i o n a l  Executive Serv ice  Corps, t h e  APDF, 
l o c a l  and fo re ign  NCOS, and o t h e r  donor agency programe can  a l l  be  
channeled through t h e  BSC, a f t e r  an aeeeesment haa been made of  t h e  
p rec i se  c h a r a c t e r i e t i c s  of t h e  needs of t h e  c l i e n t .  I n  euch a r e a e  a8 
market e t r a t e a y ,  new market development, and export  aaa ia tance ,  t h e  BSC 
s t a f f  should be q u a l i f i e d  t o  eerve  a s  t h e  i n i t i a l  eource of  e x p e r t i s e  
and t o  recommend whether more epec i a l i zed  a s s i e t ance  i e  warranted. The 
BSC can a l s o  eerve  a s  a reeource f o r  up-to-date information on 
i n t e r n a t i o n a l  and r eg iona l  t r a d e ,  inc luding  both t r a d e  p o l i c i e e  and 
programs. Ae with Module 1, it i e  expected t h a t  s p e c i a l  a t t e n t i o n  w i l l  
be requi red  t o  ensure  t h a t  emall  e c a l e  and women-owned and opera ted  
e n t e r p r i s e s  b e n e f i t  from Module 2 a c t i v i t i e s  i n  a way commensurate with 
t h e i r  needs and a b i l i t i e s .  

-- Module 3: Pol icy  Dia logue/ Ine t i tu t io i la l  Support. The 
a c t i v i t i e s  t h a t  w i l l  be undertaken by t h e  BSC i n  Module 3 are perhaps 
t h e  hardes t  t o  de f ine ,  but  hold t h e  p o t e n t i a l  t o  have a n  important  
impact on t h e  busineee community a s  a whole. The BSC can c o n t r i b u t e  t o  
a s soc i a t ion  s t rengthening  acroee t h e  board, working wi th  t h e  leaderehip  
of key o rgan iza t ions  t o  h e l p  them d e f i n e  t h e i r  ob jec t ivee ,  i d e n t i f y  
t h e i r  needs, and adopt a workable s t r a t e g y  t o  addreee them. 
Subsequently, p a r t i c u l a r  a t t e n t i o n  w i l l  be d i r e c t e d  t o  ouch a r e a e  as 
encouraging and expanding member support ,  coneenous bui ld ing ,  and 
o rgan iza t iona l  growth, perhaps by coeponsoring aeeoc ia t ion  
p a r t i c i p a t i o n  i n  ahor t  courses  overseas.  Under t h i s  module t h e  BSC 
w i l l  a l s o  h e l p  a s soc i a t ions  and t h e i r  members ( a )  i d e n t i f y  and aeseee 
t h e  key p o l i c y  i s s u e s  impeding t h e  development of busineeees i n  
Tanzania, and promote g r e a t e r  understanding and awareneee of t h e s e  
i ssues ;  (b )  conduct o r  commission pe r iod ic  ana lyses  on t h e  i d e n t i f i e d  
pol icy c o n s t r a i n t s ;  and ( c )  propose concre te  approachee f o r  t h e  
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modification of e x i e t i n g  p o l i c i e e ,  deeign new e t r a t e g i e e  t o  overcome 
t h e  i d e n t i f i e d  po l i cy  cone t r a in t e ,  and propoee methode to  suppor t  t h e i r  
implementation. The e p e c i f i c  analyeee t h a t  w i l l  be conducted i n  
r e l a t i o n  t o  formulat ing a p r i v a t e  e e c t o r  po l i cy  agenda w i l l  be 
i d e n t i f i e d  by t h e  bueineee cornanunity itself. However, baaed upon t h e  
po l i cy  ana lye i e  undertaken as p a r t  o f  t h e  FED p t d j e c t  des ign  e f f o r t ,  
key a reae  of i nvee t iga t ion  of concern t o  t h e  p r i v a t e  e e c t o s  have been 
i d e n t i f i e d  as o u t l i n e d  i n  P a r t  111, Program Rationale.  

-- Susta inabi l igy .  It i e  no t  an o b j e c t i v e  of t h e  FED program t o  . 
make t h e  Bueinees Services Center  an  independent, free-etanding 
i n s t i t u t i o n .  However, it i e  an o b j e c t i v e  of t h e  FED program t o  eee  
t h a t  t h e  busi;lees development func t ions  incorporated i n t o  t h e  BSC 
become i n s t i t u t i o n a l i z e d  wi th in  t h e  framework of bueineee eugport  
o rganiza t ions  a c t i v e  i n  Tanzania. This  may happen i n  eeve ra l  waye: t h e  
BSC may i n  f a c t  t a k e  shape a e  a cont inuing  i n e t i t u t i o n ,  or key BSC 
funct ione may over  t ime be t aken  up by chambere of  commerce or o t h e r  
memberehip-based ~ r g a n i ~ a t i o n e ,  o r  euch funct ione may become p a r t  of 
t h e  eerv ices  provided by Tanzanian p r i v a t e  eec to r  coneul t ing  firme. 
T h e s e  i s eues  and o b j e c t i v e s  w i l l  be incorporated i n t o  annual BSC 
workplans, and t h e  midterm eva lua t ion  w i l l  be ueed t o  i d e n t i f y  a 
s t r a t e g y  f o r  ensur ing  s u e t a i n a b i l i t y  of key BSC funct ions.  

Other P ro j ec t  A c t i v i t i e s .  The Bank of  Tanzania Support Package and t h e  
Business Serv ices  Center  c o n s t i t u t e  t h e  main p ro j ec t  a c t i v i t i e e  t o  be 
funded through t h e  FED program. One a d d i t i o n a l  a c t i v i t y  remains t o  be 
described. USAID/Tanzania w i l l  promote t h e  eotabliehment of a small 
venture c a p i t a l  fund i n  Tanzania, and $210,000 i n  p r o j e c t  funds have 
been set ae ide  f o r  t h i e  purpose. 

S ize  of t h e  Venture Cap i t a l  Fund. It i e  coneidered t h a t  a venture  
c a p i t a l  fund wi th  a eubecribed c a p i t a l  of $5 mi l l ion  w i l l  be adequate  
t o  meet t h e  investment p o t e n t i a l  i n  Tanzania, make a e u f f i c i e n t  impact 
on en t r ep reneur i a l  a c t i v i t y ,  and genera te  s u f f i c i e n t  revenuee and 
c a p i t a l  ga ins  t o  become e e l f  eus t a in ing  wi th in  a per iod of f i v e  yeare.  

Composition and shareholders .  Discuesions have been he ld  wi th  a number 
of p o t e n t i a l  shareholdere.  There is i n t e r e e t  on t h e  p a r t  o f  CDC and 
t h e  European Investment Bank ( E I B ) ,  which has acceee t o  t h e  European 
Community's r i s k  c a p i t a l  fund f o r  emall and medium e ized  e n t e r p r i e e e  i n  
industry,  agro induat ry  and mining. These funde might be made a v a i l a b l e  
t o  t h e  venture c a p i t a l  fund a s  an e q u i t y  l i n e  of c r e d i t ,  o r  t h e y  could 
be drawn down by one of t h e  I n t e r a c t  i n e t i t u t i o n e  (CDC, DEG) on a 
matching b a s i ~  wi th  its own inveetment. 

Contact has a l s o  been made wi th  t h e  I n t e r n a t i o n a l  Finance Corporat ion 
( IFC)  t o  e s t a b l i s h  whether t hey  might wish t o  jo in  t h e  venture  c a p i t a l  
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fund. They await  a d e t a i l e d  propoeal.  S imi l a r  diecueeione have taken  
p lace  with DEG. The pre l iminary  reeponse ie  encouraging, mince DEG i o  
looking f o r  more e f f e c t i v e  way8 t o  a e e i s t  t h e  emaller  entrepreneur .  

Discuesions have a l s o  been he ld  with t h e  Aga Khan Fund f o r  Economic 
Development (AWED) and i t e  aaeoc ia t e  i n  Tantanid, I n d u e t r i a l  Promotion 
Serv ices  (Tanzania) Ltd. (IPS).  A f u r t h e r  l o c a l  ehareholder  could  be 
TDFL. There is a c l e a r  i d e n t i t y  of i n t e r e e t  between t h e i r  ope ra t ions  
and t h e  venture  c a p i t a l  fund, which can eupply equi ty ,  one of t h e  
c r u c i a l  components f o r  want o f  which many of  i t e  p r o j e c t 6  are he ld  up. 
TDFL had been cons ider ing  whether to  e e t  up its own venture  c a p i t a l  
a m ,  but  seemed t o  a p p r e c i a t e  t h a t  t h i e  would n e c e s s i t a t e  a radical 
change i n  approach. S i m i l a r  cons idera t ione  would apply  t o  t h e  Tanzania 
Investment Bank ( T I B ) .  

Overal l ,  d iacuse ions  t o  t h i s  p o i n t  have been encouraging but  remain 
inconclusive. Since key i n v e s t o r s  have y e t  t o  agree  on t h e i r  
con t r ibu t ions  and t h e  e x t e n t  t o  which they  w i l l  ehare  management coe te ,  
it is a t  t h i s  po in t  eimply t o o  e a r l y  t o  inc lude  t h e  ope ra t ion  of a 
venture c a p i t a l  fund i n  t h e  FED p ro jec t .  However, USAID/Tanzania w i l l  
cont inue t o  support  t h e  c r e a t i o n  of a venture  c a p i t a l  fund wi th  e h o r t  
term techn ica l  a s s i e t ance ,  and w i l l  consider  a l t e r n a t i v e  o r  
complementary approaches t o  co-financing some propor t ion  o f  t h e  
management c o s t s  of a ven tu re  c a p i t a l  fund when p lans  f o r  e s t a b l i e h i n g  
such a fund have become s u f f i c i e n t l y  firm. 

F. Dol lar  Use 

Dol lar  Tracking. A.I.D. w i l l  make a v a i l a b l e  t o  t h e  Government o f  
Tanzania approximately $40 m i l l i o n  t o  f inance exc lue ive ly  p r i v a t e  
s e c t o r  imports.  The f o r e i g n  exchange provided by t h e  FED cash  t r a n e f e r  
w i l l  be depos i ted  i n t o  an i n t e r e s t  bearing,  eepara te ,  non-comminglsd 
Spec ia l  Dol la r  Account e s t a b l i s h e d  by a l o c a l  commercial bank a t  a U.S. 
commercial bank acceptab le  t o  A.I .D.  I n i t i a l l y  t h e  l o c a l  bank w i l l  be 
t h e  Cooperative and Rural Development Bank (CRDB), however, t h i s  may be 
adjus ted  dur ing  program implementation i n  accordance wi th  t h e  
admin i s t r a t i ve  requirements of t h e  FED program. The number of t h e  
account, a long wi th  t h e  name o f  t h e  bank, w i l l  be provided to  A.f.D./W 
a s  e a r l y  a s  poss ib l e  a f t e r  ob l iga t ion .  These funds w i l l  permit  t h e  BOT 
t o  approve Import Licensee and t h e  CRDB t o  e s t a b l i s h  L e t t e r s  of Credit 
through a correspondent U.S. commercial bank t o  enable  approved 
appl icant6  t o  import e l i g i b l e  commodities. 

The  CRDB wi l l .ma in t a in  books and records r e l a t e d  t o  t h e  Spec ia l  Do l l a r  
Account a s  necessary t o  show d e p o s i t s  t o  and disbursemente from t h e  
account. These records  w i l l  conta in  a copy of t h e  app l i ca t ion  f o r  t h e  
import l i cense ,  a copy of t h e  letter from BOT which requested A.I.D. 
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review of the transaction, a copy of the letter from USAID/Tanzamia 
which indicated A.I.D.'e concurrence, a copy of Lettere of Credit 
issued to finance the transaction, a copy of the bill of lading 
evidencing the ehipment of the goode financed, a copy of the oupplisree 
commercial invoice, and an acknowledgement in writing from the Jrmparter 
that the commodity was in fact received. 8 

The CRDB will provide A.I.D. with a monthly report of all traneactione . 
under this account, and will aleo instruct any correepondent caarmercial 
banks to provide A.I.D. with a monthly report of  all traneactione under 
this account. On a quarterly baeim, CRDB will provide A.I.D. a 
statement reflecting all account balanacee on an accrual baeis of 
accounting and in compliance with generally accepted accounting 
principlee. At least annually, CROB will provide A.I.D. with an 
audited, accrual basis financial statement reflecting account balances. 
The accounts must be audited in accordance with etandardd acceptable to 
the A.I.D. Inspector General. 

Use of the Dollars. Dollars, and interest earned thereon, will be ueed 
only to finance imports of commodities from the United States or other 
A.I.D. Geographic Code 935 countries, for use by private individuale or 
by firms operating privately in Tanzania. Uses of the funds will be 
determined in accordance with an A.I.D. negative list of prohibited 
commodities and an A.I.D. positive list of approved commodities (Annex 
J). It is anticipated that the funds will be used to procure equipment 
and eupplies required to increase income-earning opportunities and 
emplo*pent, primarily by expanding value-added agricultural, industrial 
and manufacturing output, either for domestic or export markete. 

Buy America. A.I.D. is coming under increasingly heavy pressure to 
support American procurement in our activities overseae, ae reflected 
in Congressional debate and discussions with elected representatives 
and their staff in Washington. The challenge before USAID/Tanzania is 
to respond to these legitimhte concerns while continuing to work 
effectively in support of Tanzanian development objectives. These two 
objectives need not conflict. Our current experience with the 
transport sector program shows that about 10-25 percent of the funds 
made available in this way can be expected to be used to procure U.S. 
sourced commodities. Our experience also shows there are three main 
constraints to increased U.S. sourced procurement: (a) a nearly 
complete lack of information about U.S. suppliers in Tanzania, (b) a 
nearly complete lack of response on the part of U.S. euppliere to 
requests for information from potential Tanzanian clients, and (c) 
delays and uncertainty resulting from communications difficulties. To 
address these'constraints and raise the percentage of U.S. sourced 
procurement, USATDITanzania plans to provide the following services as 
part of the Business Services Center: 
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-- The BSC will offer a one-person Commercial Investment and 
Procurement Support Service with a library of current U.S. equipment 
and supplies catalogues and a fax line. This Service will, on behalf 
of Tanzanian firms, identify possible U.S. suppliers for commodities 
required, and fax requests for price/quality/delivery information to 
the Procurement Liaison Service discussed below. 

-- In the U.S., the BSC will establish a Commerce, Investm.mt, 
and Procurement Liaison Service (a part-time employee affiliated with 
our institutional TA contractor). After receiving faxed requests from 
the BSC, this Liaison Service will contact the appropriate U.S. 
suppliers, and actively pursue the required information on 
price/quality/delivery. Once the information has been obtained, it 
will be faxed back to Tanzania, and made available by the BSC to the 
potential Tanzanian private sector client. We expect that the 
price/quality/delivery information will frequently meet the needs of 
the private sector client, and that a U.S. supplier will frequently be 
selected. 

USAID/Tanzania will monitor this process closely to determine what 
proportion of the program is used for U.S. sourced commodities, and if 
necessary we will adjust the commodity positive list or take other 
steps to increase the proportion of U.S. procurement. We anticipate 
that the innovative approach outlined here will, after an initial 
startup period in which Tanzanian importers gain familiarity with U.S. 
sources, prove highly effective in supporting U.S. procurement and will 
raise the percentage of U.S. procurement substantially above past 
levels of 10-25 percent. More significantly, this will lead to an 
expansion of U.S. investment in Tanzania, and stronger commercial ties 
overall. 

G. Local Currency Manageaent 

Generation of Local Currency. A Special Local Currency Account will be 
established at the CRDB. This will be an interest bearing, separate, 
non-commingled account. The Government of Tanzania will cause all 
importers, public or private, using U.S. dollar funds allocated under 
the grant, to deposit in the Special Local Currency Account an amount 
equivalent to their U.S. dollar allocations from the Special Dollar 
Account, calculated at the highest official exchange rate prevailing in 
Tanzania on the date the deposit is made by or for the public or 
private importer. 



Finance and Enterprise Development in Tanzania Part IV 

Local Currency Use. The arrangement specified above will generate 
approximately $40 million worth of local currency. The local currency 
will be put to three different uses: (a) certain local adminietrative 
coats incurred by USAID/Tanzania in the operation of its programe in 
Tanzania, (b) certain local costs of the FED project activities, and 
(c) a Social Action Trust. Each of these uses is reviewed briefly 
below. 

Operating Expense and Program Trust Fund. Ten percent of the local 
currency generations ehall be made available to the USAID Operating 
Expense and Program Trust Fund. The local commercial bank (CRDB) 
managing the Special Local Currency Account will arrange for ten 
percent of the deposits into the Account to be deposited into the USAID 
Operating Expense and Program Trust Fund account on a quarterly baeie. 

Project Costs. A portion of the local currency generations deposited 
in the Operating Expense and Program Trust Fund, not to exceed one-half 
of the total, will be reserved for use in meeting the local costs 
(chiefly trainj.ng costs) incurred in implementing the Bank of Tanzania 
Support Package and the Business Services Center. An indicative local 
currency budget for these costs is presented in Annex I. 

Social Action Trust. The remainder of the local currency generations 
will be used to capitalize a Social Action Trust, to be established in 
accordance with Tanzanian law and practice. The objectives of the 
Social Action Trust will be (a) to invest in the Tanzanian private 
sector, working through existing financial institutions and new 
institutions as they arise; and (b) using earnings from interest and 
investments, to make grants to non-governmental organizations (NGOs) to 
strengthen programs working to assist AIDS orphans in becoming 
productive members of society. Annex S provides an up-to-date picture 
of the current and foreseeable AIDS situation in Tanzania, and Annex T 
is a draft Trust Deed that provides a preliminary picture of the 
procedure for establishing the Social Action trust, for selecting and 
replacing members of the Board of Trustees, for designating 
beneficiaries, and other operating procedures of the Social Action 
Trust. The Trust Deed will be finalized during the initial months of 
FED program implementation, and will receive further review and 
explicit approval of A.I.D. legal counsel prior to being made 
effective. The trust funds themselves will be managed on a 
fee-for-service basis by an investment management institution, to be 
selected on a competitive basis. The management fee for this service 
will be drawn-from the earnings from trust investments. 

The Social Action Trust is a preferred approach to the objectives 
outlined above for two reasons. First, most direct government programs 
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in support of private sector development in Tanzania are not viewed ae 
particularly effective, even by eenior government officiale. One 
government entity which appears to be effective (Investment Promotion 
Center) is currently receiving resourcee adequate to ite needs. Hence 
the option of providing FED aesietance with and through an official 
agency does not appear feasible, nor would it neceeearily be a 
preferred approach. Second, we are seeking a long-term eolution to 
building the private eector, a solution not dependent on constrained 
and uncertain government budget levels. A long-term endowment provides 
a mechanism for dealing with these concerns. Finally, the Social 
Action Trust is consistent with our overall sector objectives, in that 
the local currency generations will be made available as a eource of 
investment funds to support private sector growth. Moreover, ae Annex 
S (AIDS tn Tanzania) makes clear, assisting AIDS orphans in becoming 
productive members of society is a long-term undertaking that will have 
a direct and positive impact on the quality of the labor force in 
Tanzania for years to come. In setting up the Social Action Truet, we 
will ensure that A.I.D:s role remains an appropriately narrow one, 
consistent with the need to ensure the Trust takes shape as an 
effective mechanism far addressing our objectives in this area. 

H. Program Implementation 

This section has two components: (a) the overall implementation plan, 
and (b) the procurement plan. 

Implementation Plan. This plan addresses (a) implementation 
management, and (b) the implementation schedule. 

Implementation Management. Three sets of responsibilities are 
discussed here: (a) joint GOT/USAID responsibilities, (b) GOT 
responsibilities, and (c) USAID responsibilities. 

-- Joint GOT/USAID Responsibilities. OveralL program 
implementation will take place with the advice and guidance of two 
Committees. At the principal secretary or policy level, the 
Steerina Committee will include the Permanent Secretary of the Minietry 
of Finance, the Governor of the BOT, the Economic Advisor to the 
President, and the USAID/Tanzania Mission Director. This committee 
will monitor progress of FED implementation, including progrese toward 
achievement of conditionality. It is expected that this committee will 
meet twice annually. At the senior operational level, the EED 
Im~lementation Committee will include the Deputy Permanent Secretary 
for External Finance in the Ministry of Finance, the Director of 
Economic Research and Policy of the BOT, and the USAID/Tanzania Project 
Development Officer. This committee will monitor program 
implementation on a more regular basis, and will deal with 
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implementation m a t t e r s  which r e q u i r e  b roader  d i s c u s s i o n  and r e s o l u t i o n .  
It is expected t h a t  t h i s  committee w i l l  meet f o u r  t o  s i x  t i m e s  
annual ly .  Both Committees e e r v e  a n  a d v i s o r y  and c o o r d i n a t i o n  f u n c t i o n .  
They are no t  decision-making e n t i t i e s .  

-- GOT R e s p o n s i b i l i t i e s .  The GOT, th rough  t h e  M i n i s t r y  o f  
Finance,  w i l l  have o v e r a l l  r e s p o n s i b i l i t y  f o r  implementing t h e  FED 
program. The Bank of Tanzania w i l l  be t h s  implementing agency f o r  t h e  
FED f i n a n c i a l  sector p o l i c y  reform program and r e l a t e d  p r o j e c t  s u p p o r t  
a c t i v i t i e s .  T h i s  i n c l u d e s  u n d e r t a k i n g  t h e  neceseary reform a c t i o n e  and 
p rov id ing  d i r e c t i o n  f o r  t h e  p r o j e c t  a c t i v i t i e s  i n  suppor t  o f  t h e  BOT 
reform program. Based on a c t i o n s  t a k e n ,  t h e  BOT w i l l  be r e s p o n s i b l e  
f o r  s u b m i t t i n g  t o  USAIDjTanzania ev idence  t h a t  t h e  c o n d i t i o n a l i t i e e  
have been m e t .  The GOT, th rough  t h e  M i n i s t r y  o f  Finance and t h e  BOT, 
w i l l  e n s u r e  t h a t  covenants  inc luded  i n  t h e  program agreement are m e t .  
The FED p r i v a t e  s e c t o r  s u p p o r t  a c t i v i t i e s  w i l l  be implemented w i t h  and 
through t h e  Tanzanian p r i v a t e  s e c t o r ,  hence t h e r e  w i l l  be no s e p a r a t e  
o r  s u b s t a n t i v e  GOT implementing agency. The Min i s t ry  of Finance w i l l  
perform t h a t  f u n c t i o n  when r e q u i r e d .  

-- USAID R e s p o n s i b i l i t i e s .  USAID/Tanzania w i l l  have 
r e s p o n s i b i l i t y  f o r  ( a )  main ta in ing  a s u b s t a n t i v e  d i a l o g u e  w i t h  BOT and 
r e l e v a n t  a g e n c i e s  r e g a r d i n g  p r o g r e s s  i n  implementing t h e  FED p o l i c y  
agenda, ( b )  a r r a n g i n g  t h e  c o n t r a c t s  and /or  g r a n t s  r e q u i r e d  t o  implement 
t h e  BOT suppor t  package i n  accordance w i t h  BOT t e c h n i c a l  d i r e c t i o n ,  and 
( c )  a r rang ing  t h e  c o n t r a c t s  and /or  g r a n t s  r e q u i r e d  t o  implement t h e  
Business S e r v i c e s  Cen te r  and o t h e r  r e l a t e d  p r o j e c t  a c t i v i t i e s  i n  
accordance w i t h  t h e  p o l i c y  and o p e r a t i o n a l  guidance of t h e  FED S t e e r i n g  
Committee and t h e  FED Implementation Committee. 

Implementation Schedule.  The t iming ,  a c t i o n s  r e q u i r e d ,  a n d ' r e a p o n s i b l e  
agen t s  f o r  major implementat ion a c t i v i t i e s  are summarized below. 

T i m e  Act i o n  Agent 

1992 - 
June 
August 
September 
October 

November 

December 

PAAD a u t h o r i z e d  
Proag s igned ,  i n i t i a l  o b l i g a t i o n  of funds  
FED P r o j e c t  Manager p o s i t i o n  a d v e r t i s e d  
RFP f o r  i n s t i t u t i o n a l  c o n t r a c t o r  prepared 
I n i t i a l  buy-in f o r  BOT shor t - t e rm TA n e g o t i a t e d  
FED Implementation Committee reviews s t a t u s  of 
c o n d i t i o n s  f o r  Tranche 1 r e l e a s e  
Tranche 1 c o n d i t i o n a l i t y  m e t ,  funds  r e l e a s e d  
Buy-in f o r  MLE program n e g o t i a t e d  
FED P r o j e c t  Manager s e l e c t e d  

USAID 
GOT/USAID 
USAID 
GOT/ USAID 
GOTIUSAID 
GOTIUSAID 

GOTIUSAID 
U S A I D  
USAID 
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/ 

January 
February 

March 

Apr i 1 
June 

July 

October 

November 

1994 - 
March 

June 
July 

October 

November 

January 
March 

June 
Jaly 

March 

June 
July 

FED Project Manager arrives in Tanzania 
FED management support etaff eelected 
Inetitutional contractor eelected 
First quarterly in-country eeminar (BOT) 
FED Implementation Committee endorees BOT 
first annual TA/Training workplan 
Social Action Trust eetabliehed 
Institutional contractor arrives 
BSC first annual workplan prepared 
First annual M&E activity initiated 

. 
First PAAD amendment signed, firet annual 
proag amendment signed, second obligation 
FED Implementation Committee reviews status of 
conditions for Tranche 2 release 
Tranche 2 conditionality met, funds released 

FED Implementation Committee endorses BOT 
second annual TA/Training workplan 
BSC second annual workplan prepared 
Second annual M&E activity initiated 
Second PAAD amendment signed, second annual 
proag amendment signed, third obligation 
FED Implementation Committee reiriews status of 
conditions for Tranche 3 release 
Tranche 3 conditionality met, funds released 

FED midterm evaluation 
FED Implementation Committee endorses BOT 
third annual TA/Training workplan 
BSC third annual workplan w re pared 
Third annual MBE activity initiated 

FED Implementation Committee endorses BOT 
fourth annual TA/Training workplan 
BSC fourth annual workplan prepared 
Fourth annual MLE activity initiated 

USAID 
US AID 
GOT/USAID 
BOT 
BOT/USAID 

GOT/USAID 
USAID 
USbID 
USAID 
WT/USAID 

WSAID 
USAID 
GOT/USAID 

USAID 
USAID 

USAID 
USAID 
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March FED Implementation Committee endorses BOT BOT/USAID 
fifth annual TA/Training work3lan 

June BSC fifth annual workplan prepared USAXD 
including phaseout plan 

July Fifth annual H&E activity initiated USAID 
August FEE final evaluation GOT/USAID 
September Chief of Party departs USAID 

Procurement Plan. This procurement plan has five elements: (a) 
responsible agencies and procedures, (b) equipment list, (c) services 
procurement, (d) DFA certification, and (e) Gray Amendment 
certification. 

Responsible Agencies and Procedures. Procurement of commodities will 
be the respon~ibilitiy of USAID and contractors funded under the 
program. Within USAID, the Project Develo~~nent 3fficer will have 
overall responsibility for procurement actions which are the Mission's 
responsibility. Electronics such as computers and sbftware will be 
procured using procurement service agents under contract with A.I.D. 
Vehicles (one planned) will be procured by the Executive Officer. Soma 
commodity procurement will be included in the institutional contract. 

Commodities purchased by the project will be appropriately marked with 
the A.I.D. logo. The PSA will be charged with ensuring that all goods 
it purchases are marked at source, and USAID will see that other goods 
are marked appropriately. A procurement schedule will be developed in 
conjunction with the institutions providing technical assistance for 
the relevant activities. 

Equipment List. The table below indicates which items will be 
procured, how many, an indicative cost, probable source/origin, and 
responsible agent. 
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Gray Amendment Certification. Gray Amendment contractore were deeply 
involved in the PAIP preparation and the PAAD deeign for the FED 
program. The procurement plan, including procurement of goods and 
services, for the FED program wae developed with full coneideration of 
maximally involving minority and women-owned firms, or Gray Amendment 
organizations, in the provieion of required goode and aervicee. Where 
this ie likely to take place ie in (a) uee of procurement eervice 
agents, and (b) selection of firms for evaluation activitiee. The 
nature of the program, however, will not permit major set-aeide for 
minority or Gray Amendment contracting. Such contractore, however, 
will be able to bid on the planned contracts under the program. 

I. Beneficiaries 

The FED program will achieve the following: an improved policy 
framework encouraging financial sector and private eector development; 
improved performance from key institutions including the Bank of 
Tanzania and a number of private sector support organizations (firms 
and associations); a stronger, more diversified financial eector; 
improved performance among a large number of private sector businesees 
receiving business advisory services, access to foreign exchange, and 
local investment funds; and ultimately a strong program in support of 
AIDS mitigation in Tanzania. 

Categories of program beneficiaries will include (in order from more to 
less inclusive): the thousands of Tanzanians who will receive 
employment and,increased incomes as a result of program activities; the 
thousands of enterprises whose establishment and operations will be 
eased by FED-sponsored policy and institutional changes; several 
hundred firms receiving access to A.1.D.-financed commodity imports; 
several hundred firms receiving specialized business advisory eervicee; 
two dozen or so membership-based business and profeesional 
organizations; and lastly, staff and clients of the Bank of Tanzania 
and other financial institutions in Tanzania. There is no way to 
estimate the numbers of people whose lives may be eased as a result of 
the AIDS programs to be supported through local currency grants. 

J. Monitoring and Evaluation Plan 

The FED monitoring and evaluation plan will be embedded within the 
overall USAIDlTanzania monitoring and evaluation program, it will 
contribute directly to the Mission's annual Assessment of Program 
Impact, and it will encompass four levels of program activity: inputs, 
outputs, purpose-level accomplishments, and goal-level accompliahmente. 
Input monitoring (that is, monitoring the disposition of policy-linked 
dollar resources, techliical advisors, training funds, and the like) 
will take place as part of the routine process of program/project 
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implementation. Output monitoring (primarily tracking progrese in 
implementing policy reform conditionalities, and eecondarily tracking 
progress in implementing the financial eector eupport activities and 
the private sector eupport activities) will be documented in 
semi-annual program/projmt implementation reviewe. Both input and 
output monitoring can thue be accompliehed as elemente of routine 
program/project management activities, and will be the responsibility 
of the PSC program/project manager, eupervised by a USDH project 
officer . 
Determining the effectiveness and impact of the FED program constitute 
purpoue and goal level monitoring. This level of monitoring cannot be 
done within the context of. routine program/project management and will 
require special resources. Purpose and goal level monitoring will be 
achieved by (a) background analysis in support of the release of funds 
contained in the second and third FED tranches, (b) in-depth midterm 
and end-of-program evaluations, (c) the policy studies to be carried 
out by local interest groups with FED support, and (d) a planned 
extension of the Cornell/University of Dar es Salaam household-based 
and firm-based policy research activity that will provide for annual 
updates and a continuous assessment of relevant changes in employment 
and incomes. Baseline data are available through the Bureau of 
Statistics (formal sector enterprise), the UNDP (informal sector in 
Zanzibar and the mainland), the Cornell trader/informal sector studies 
(mainland), and the Cornell 2000-household income-expenditure survey 
(mainland). 

A meaningful monitoring and impact assessment program of the kind 
contemplated here implies substantial costs. However, a well-conceived 
and rigorously professional MCE program has benefits beyond those that 
accrue to A.I.D. management. In assessing the impact of the FED 
program, Tanzanian policy makers will learn much about the specific 
effects of their liberalization strategies, Tanzanian counterpart 
institutions and researchers will be strengthened substantially, and 
policy-based dialogue among private sector interests and government 
decision makers will be enhanced. 

The FED program is closely linked to the Mission's overall objective of 
real economic growth and improved human welfare. The goal of the FED 
program constitutes the Mission's second strategic objective: increased 
incomes. The monitoring and evaluation of the FED program will 
therefore be an essential element of assessing the success of the 
Mission's development strategy. 

Program impact at the macro-economic level will be very difficult to 
measure in that many factors other than FED policy support influence 
performance. To isolate FED policy impact would entail a lengthy and 
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complicated exercise beyond the ecope of this plan. Having etated 
this, the FED program wiLl use macro economic data to indic&te, ao 
opposed to measure, performance. Impact . ~ n  thoee institutione, 
enterprises and individuals directly affected by the FED program 
interventions is a fairly etraight forward and reaeonably oimple 
exercise. This will be accompliehed by annual household and bueinese 
eurveys carried out by local consultante who will receive guidance from 
a U.S. institution under contract. Data, to the extent poeaible, will 
be desegregated by locale, income, gender, businees size, and poeeibly 
ethnic groupings (indigenous, Asian, foreign). 

The Monitoring and Evaluation Matrix (Annex Q )  illustrates the plan for 
monitoring and evaluating .the FED program. It will be noted that this 
does not follow exactly the logical framework, although all elemente of 
the logframe are contained in the M&E Matrix. An indicative budget for 
impact assessment, evaluation, and audits appears in Annex B. 

Ooal. The goal of the FED program is to stimulate income increases. 
The achievement of this goal will contribute substantially to the 
Mission's overall objective of real growth and increased human we3.fare. 
At the macro-economic level, indicators would be increases in overall 
employment and incomes. National Accounts data, published annually by 
the Tanzania Bureau of Statistics, will furnish information on 
employment and incomes at the national level. However, to more 
accurately determine program impact, the Mission will monitor those 
businesses and individuals directly affected by the FED program. It is 
expected that, within this narrower context: 

-- employment levels will rise 4-5 percent annually, and -- real incomes will increase 2-3 percent annually. . 

Baseline data for measuring increases are provided by the Cornell/UDSM 
household and business research activity to be published in October 
1992, plus informatiw collected by the Bureau of Statistics on formal 
sector enterprises and employment, UNDP on the informal eector 
(Zanzibar and the mainland), and Cornell studies of the informal eector 
and household income-expenditure on the mainland. USAID will extend 
its contract with Cornell to provide annual updates and assessments of 
relevant changes in employment and incomes. 

Purpose. The purpose of the FED program is to fostor income eaming 
opportunities for the an- and under-employed by stimulating private 
enterprise growth. As is the case with the program goal, impact at the 
macro-economic level can only be indicated through national accounts 
data. However by using the more narrow sample of businesses and 
individuals that have direct contact with FED-assisted activities, a 
more accurate assessment of impact is possible. It is expected that: 
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-- the number of enterprises will increase by five percent, and -- the value of output will increase not less than ten percent. 
Baseline data used in measuring change at the goal level can be applied 
at the purpose level also. The annual updates carried out by 
Cornell/UDSM will contain information to gauge increases in business 
registrations and the volume/value of product output. 

Outputs. FED program outputs are divided into three themes with a 
total of 15 indicators. 

-- Program Theme 1: .Financial Sector Reform. The FED will assist 
the GOT to establish a sound and diverse financial eector through 
implementing policy adjustments. Monitoring these policy adjustments 
will be necessary to releage program funds in three tranchee. Nine key 
indicators have been selected to measure performance. All indicative 
data are readily available through national accounts, management 
reviews and regular implementation reports. In addition the FED 
program includes background analyses and periodic evaluations. 
Specific policy adjustments and performance indicators are as follows: 

Policy Adjustment 1: Legislation is enacted giving the Bank of 
Tanzania (BOT) authority to act as a strong central bank. This 
will occur, quite simply, when a revised BOT Act becomes law. 

Policy Adjustment 2: The BOT strengthens its supervi~ory and 
regulatory functions. Performance will be measured by off-site 
bank supervision reports reviewed, full-scale bank examinations 
conducted, and loan portfolio reviews carried out for the 
Tanzania Investment Bank, the Tanzania Housing Bank, and the 
National Insurance Corporation. 

Policy Adjustment 3: The BOT enhances its instruments of 
monetary policy. The BOT will began to use its discount rate to 
influence credit flows to curb inflation currently running at 
over 20 percent annually. It is expected that by 1997 the 
inflation rate can be brought down below 5 percent. In addition 
the BOT will initiate a secondary market in government 
securities. By 1997 volume traded will reach Tshs. 20 billion. 

Policy Adjustment 4 :   he' BOT will discontinue f unction3 
inconsistent with its role as a central bank and become "lender 
of 1ast.resort." This will be indicated by setting the discount 
rate to control credit flows in order to reduce inflation as 
noted above. 
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Policy AdjurLment 5: The BOT fostere a diverse, competitive and 
efficient financial sector. Performance will be indicated with a 
reduction in the time it takes to clear checks, currently up to 
eix months, to an average of eeven days; the eetabliehment of new 
financial inetitutione; and unification of the foreign exchange 
market rate. 

-- Program Theme 2: Private Sector Development. The second theme 
of the FED program ie to etimulate private sector respnees to new 
opportunities created by liberalization. Tnree program elements will 
be monitored to indicate performance and impact. 

Program Element 1: The FED program will establish a Business 
Services Center which will provide both basic and specialized 
services to the business community. Performance will bs measured 
by the number of businesses assisted. Special attention will be 
given to assessing impact on small ecale and women-owned and 
operated enterprises. 

Program Element 2: The second program element will be support for 
business associations which will also be implemented through the 
Business Services Center. An indicator of strong, effective 
organizations will be increased membership, or increased 
participation in organizations' activities such as annual general 
meetings . 
Program Element 3: The third program element will be a venture 
capital fund to assist enterprise growth. The fund will purchase 
equity in business with high growth potential and provide 
management support to ensure that potential is realized. Thie 
element will be measured by the number of businesses assisted and 
the average increase in capital gains. 

-- Program Theme 3: Governance. The third theme of the FED 
program is to encourage meaningful dialogue between the private sector 
and government and other public institutions. Indicators of 
performance will be policy studies completed and.private-public sector 
seminars held. In addition the FED program will support independent 
voices through expanded private printing and publishing capacity. An 
indicator will be establishment and operation of one or more 
privately-owned printing facilities. 

Inputs. The program is supported by a $40 million cash transfer to 
establish ari .import financing facility. ' This facility will be used by 
the private sector to import intermediate and capital goods in order to 
establish or expand productive capacity. It is estimated that the FED 
program will increase private sector imports not less than 5-6 percent 
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annually. The import facility will generate $36 million in Tanzania 
shillings which will be deposited into a eocial action truet. The 
trustees, with advice from an investment counsellor, will decide on how 
to invest these funde, but it is expected that much of the money will 
go to banks for on-lending to privlte eector bueineee. Currently only 
around 20 percent of all commercial creZit goes to the private aector. 
It is estimated that the FED program will increase access of credit to 
the private sector by 8-10 percent annually. The returns on the eocial . 
action trust investment will provide for the education of AIDS orphane, 
in the form of school fees, books, uniforms, etc. It ie estimated that 
2,500-3,000 scholarships will be made available to AIDS orphane. 

K. Financial Plan: Budg,et, Disbursement and Vulnerability Aooeo~ment 

Budget and Disbursement. USAID financing for FED totala $40 million of 
nonproject assistance and $10 million of project assistance. The NPA 
will be provided in tranche8 as specific conditions are satisfied, and 
will be provided on a cash disbursement basis. A justification for 
this approach appears in Part III.D, Rationale for A.I.D. Policy-Based 
Assistance. As conditions are satisfied, a Financing Request is first 
signed by the designated represet.tative of the GOT, and then approved 
by the A.I.D. Mission Director. The required information is then sent 
to A.I.D./W, which is responsible for authorizing the actual cash 
disbursement. 

Table IV.3 presents an overall budget for the FED program, including 
the government contribution. Table I V . 4  presents a planned echedule of 
obligations. Five percent of the local currency will be allocated to 
the USAID/Tanzania Operating Expense Trust Fund, a maximum of an 
additional five percent of the local currency will be allocated to the 
USAID/Tanzania Program Trust Fund to support local costs of FED project 
activities, and the remainder will be allocated to the Social Action 
Trust Fund. Table IV.5 presents methods of implementation and 
financing. 
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Table IV.3 Overall Budget !$000) 

DFA $9 , 075 

DFA $925 . 

GOT Contribution $36,000 

GOT Contribution $2,000 

GOT Contribution $2,000 

Disbursement 

Released based on policy performance, 
dollars ueed to finance commodity importe 
with Buy America preference. 

Technical assistance, training, 
project-related commoditiae (A.I.D. 
direct contracts and grants). 

Monitoring and evaluation and audit 

L/C equiv. to Social Action Trust 

L/C equiv. to OE trust fund. 

L/C equiv. to Program trust' fund. 

Total $90,000 

A detailed budget is presented in Annex B. 

Table IV. 4 Summary of Inputs by Fiscal Year ($000) 

Source FY92 FY93 FY94 FY95 FY96 Total ---- 
DFA Cash Grant 10,000 15,000 15,000 -- -- 40,000 

DFA Project 2,000 2,000 2,000 2,000 2,000 10,000 

GOTIS. A. Trust -- 9,000 13,500 13,500 -- 36,000 

GOT/OE Trust - - 500 750 i50 -- 2,000 

GOT/Prog. Trust - - 500 7 50 750 -- 2,000 

Total 12,000 27,000 32,000 17,000 2,000 90,000 

In addition to the local currencies generated under the FED program and 
contributed by the GOT to support program activities, there will be 



Finance and Enterprise Development in Tanzania Part IV 

control over any project funde. Therefore no specific aseesement is 
necessary. 

The Bank of Tanzania. The BOT, which ie responsible for the eector 
policy reform agenda, will not have direct control over any project 
funds. Therefore no specific assessment is neceseary. 

The Social Action Trust and the Venture Capital Fund. These entities 
are yet to be formed. The project will provide technical assistance 
and supervision and monitoring by the Project Management Specialist to 
ensure that appropriate financial management capabilities and eyateme 
are established. 

Applicability of Specific Implementatipn Plan. The specific 
implementation plan related to the Dollar Cash Transfer and the 
management of the dollars and generated local currency has proved to be 
workable in the implementation of previous and current programe. 
Subject to the provision of the level of technical assietance proposed 
and the inclusion of a staff Project Management Specialist with 
financial analyst training for Mission oversight the implementation 
plan is appropriate to provide adequate accountability of A.I.D. 
financed assistance. 

L. Mission Management Plan 

Within USRID/Tanzania, the FED program will be managed by the Project 
Development Office. Overall supervision of program implementation will 
be the responsibility of the Project Development Officer (PDO). That 
officer will be assisted by the Deputy PDO and other professional and 
technical office staff. On a day-to-day basis, the FED program will be 
managed by a project funded Private Sector Advisor, either on a PSC or 
institutional contract, who will be supervised by the PDO. The Private 
Sector Advisx will supervise a project funded Project Management 
Specialist (FSN-10/11) who will assist in day-to-day program 
implementation. The Project Management Specialist will have a 
financial analysis background and will have two main sets of duties: 
(a) monitor implementation of the financial sector aspect6 of the FED 
program, and (b) monitor compliance with the procedures and issues 
identified in the Vulnerability Assessment. The Private Sector Advisor 
will also supervise a project funded Secretary (FSN-05). A project 
committee, chaired by the Deputy Director and including the 
Controller's office as well as other appropriate offices, will 
undertake semi-annual progress reviews, and will also be convened to 
assess progress in advance of tranche releases. Periodic evaluations 
and audits, an impact assessment program, and regular management 
reviews will allow the mission to monitor program performance closely. 
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U, Audit Plan 

There is a medium to high vulnerability associated with the Caeh 
Disbursement method of financing for the nan-project aeeietance funde 
(Dollar Special Account). The project implementathon plan takes thie 
into consideration in the provieion of technical aeeietance and project 
funded monitoring etaff. It is unlikely that audit coverage will be 
provided by the Inspector General or that adequate audit coverage will 
be provided by the Government of Tanzania. At the present time, 
are no RIG approved asrdit firms in Tanzania, although this may change 
in the future. Adequate, approved audit coverage is aveilable from 
accounting/auditing firms in Kenya and funding needs are based on this 
alternative. The program cannot rely on adequate coverage or the 
quality of regular audits 'of the Cooperative and Rural Development 
Bank. Therefore project funds have been provided for an annual audit 
of the CRDB relative to program activities and funds. 

The Bank of Tanzania (BOT) Package will be implemented by A.I.D. and no 
funds will be under the direct control our use of the BOT. Therefore 
there will not be a requirement to audit any of the BOT Package 
activities. 

The Venture Capital Fund inputs will be for A.I.D. contracted and 
funded technical assistance. If local or non-U.S. contractors are 
used, funds will be provided in the contract, as necessary, to conduct 
audits required by the Recipient Audit Program. 

The Business Services Center will be a U.S. institutional contractor. 
Under the Agency Audit Management and Resolution Program the Office of 
Procurement (FA/OP) is responsible for managing the audits of U.S. 
contractors and the contract will make specific provision for required 
audits. Audit management of local sub-contractors will be the 
management responsibility of the U.S. prime contractor under the 
Recipient Audit Program guidelines. 

Management, evaluations and audits will be contracted for and funded 
directly by USAID/Tanzania. Sufficient funds have been provided in the 
FED program budget to fund necessary audits throughout the life of the 
project. 

As the host government agency responsible for the overall management of 
the FED program, the capability of the Ministry of Finance to perform 
or arrange for performance of financial assessments and audits of the 
recipient SocJal Action Trust has not been established by means of a 
specific assessment. It is unlikely, however, that the MOF has the 
capacity to conduct or cause to have conducted, a financial audit under 
the terms of the A.I.D. Inspector General requirements. Because of 
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this, the Mission will be responsible for ensuring and managing the 
audit requirements of the Social Action Trust until euch tbmc am 
USAID/Tanzania can be confident that the MOF or aome other COT agency 
can assume this function. Vulnerability with regard to the Truat will 
be high. Mission program management will provide rsgular monitoring by 
the staff Project Management Specialist with financial analyat training 
and technical assistance will be provided to establieh accounting 
oystems and internal control proceduree. To the extent poeeible, local 
currency trust funds will be used to finance required audits. 

The Mission Project Officer will be c~~~~sponsible for aeauring that all 
contracts and grants and all auditab?.* entities which are the Mieaion'e 
responsibility are included in the Miseior,.'ti Audit Management 
Inventory. Tho Project officer , in con jucotion with the Controller * e 
Office, will provide for or arrange audit coverage as requeeted or ae 
deemed necessary, review the financial audit reports %o 'assure quality 
and assess compliance with generally accepted auditing atandarda and 
standards acceptable to the IG. The Project Officer will work with the 
audited entity and independent auditor to effect appropriate corrective 
action for inadequate or substandard financial management practices. 

The Mission Audit Management Officer will coordinate with RIG, the 
Mission Project Officer and other Mission officials to include the FED 
program audit requirements in the annual Mission Audit Management Plan. 
The Mission Audit Management Officer will liaise with the RIG, Mission 
management and A.I.D./W audit officials to ensure that all audit 
recommendations which may arise are closed in a timely manner. 

N. Status of Negotiations with the COT 

The FED policy agenda has been developed and finalized in cfose 
collaboration with the responsible institution, the Bank of Tanzania. 
The BOT project support activities have also been developed and 
finalized in direct consultation with responsible officers'(,at the Bank 
of Tanzania. These major elements of the FED program have been 
negotiated and agreed in detail, although minor adjustments may need to 
be made in finalizing the program and project agreements. The import 
eupport component of the FED program is similar to the existing ATAP 
program and no complications are anticipated in finalizing this aspect 
of the FED program. Other aspects of the FED program, including the 
Business Services Center and the Social Action Trust, will be 
implemented in the private sector rather than with specific government 
agencies. The Ministry of Finance will have a general oversight 
responsibility for these activityies. The WOF has yet to provide a 
staff-level review of these proposed activities, however, they are 
consistent with the expressed intentions of government at the highest 
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l e v e l s  and no fundamental i s s u e s  a r e  a n t i c i p a t e d  i n  m a c h i n g  a f i n a l  
agreement o n  these a a p c t e  of t h e  FED program. 
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V. Summaries of  Technical Analyoem 

This nection summarizes the results of PAAD background analyses that 
addressed institutional feasibility issues, political risk 
considerations, social impact, and economic impact. 

A, Institutional Feasibility Con~iderations 

Introduction. The institutional analysis addresses the following 
aspects of the FED program: (a) consideratione underlying the Bueinese 
Services Center concept, (b) considerations underlying the choice of 
in-country training venues, and (c) the organizational structure, 
training and technical assistance requirements of the Bank of Tanzania. 
A sumary is presented below. 

Business Services Center. This section addreeses the following 
institutional issues: the capacity of local business associations, the 
needs of entrpreneurs, the needs of small and medium enterprieea, the 
needs of established firms, characteristics of the general public/labor 
force, and institutional options considered in designing the Business 
Services Center. 

Capacity of Business Associations. There is no shortage of business 
and industry organizations in Tanzania today. In Dar es Salaam alone, 
there are dozens of separate business associations, chambere of 
commerce, professional and trade organizations. However, there ie no 
single in~titution that clearly predominatee, or which, by virtue of 
the size and breadth of its membership, and/or its demonstrated 
leadership capabilities, has the authority to represent the Tanzanian 
private sector as a whole. The end result is complicated snd 
conflictive inter-relations which have weakened the servi.c;u delivery of 
some organizations, led to the frustration of their memberships, and 
resulted in the formation of entirely new groups. 

Needs of Entrepreneurs/New Business Development. One of the activities 
of the BSC will be to assist in new business development. The 
capabilities of Tanzanian entrepreneurs who are seeking to establish a 
new business venture vary greatly. For individuals with extensive 
business experience, the steps involved may appear relatively 
straightforward -- conduct a feasibility assessment, develop a business 
plan, identify sources of financing, etc. For newcomers, or firms that 
are currently operating in the informal sector, the task at hand will 
be much more formidable. It is clear from the investigations that 
substantial amounts of technical assistacce and training could be 
demanded of the BSC in the area of entrepreneurial development alone. 
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Small and Medium Enterprieee. Depending on the age and experience base 
of the firm, the needs of SMEe may be eimilar ke 2hoee 0 9  sto,-t-up 
efforts outlined above. However, inveetigatione revealed particular 
weaknesses in the Tanzanian SME uector in the areae of accounting and 
financial management; etrategic planning; market development; and 
facilities management and maintenance. Pereonnel management and worker 
training are also given inadequate attention by many emall bueineeeee. 
In addition, to a much greater extent than their larger counterparto, 
smaller firms in Tanzania auffer from a lack of understanding of, and 
difficulties in complying with, government liceneing and reporting 
requirements and other regulatory procedures. 

Established F~MIS. Large, firms in Tanzenia are principe.lly tradere -- 
importers, retailers, and exportere of goode -- generally taking the 
form of holding companiee with numeroue eubeidiariee. This commercial 
sector is dominated by the Asian busineee community. The prominent 
indigenous firms that have been established are, for the moet part, 
less diversified in their activities. Within this context, 
investigations revealed the need %or the RSC to assiet these 
established firms to take a ~xore active role in the productive eector, 
by establishing or expanding rhsir operations in light manufacturing, 
resource-based processing, and other value-added activities. The 
further development of larger private firms in Tanzania will be a key 
element in the country's economic growth. The performance of these 
firms will be particularly important within the context of the 
privatization of the parastatal sector, and the resulting vacuum that 
must be addressed. Expansion and diversification will also open up new 
employment opportunities for Tanzanian workere in the agricultural, 
industrial, and services sectors, that are sorely needed. Finally, 
technical assistance to established enterpriees in such areae ae 
quality control can serve as a catalyst for the entry of ~anzania into 
the export market in non-traditional goods. While the country has made 
recent advances in this area, especially in non-traditional agriculture 
exports, there is substantial room for growth. 

General Public/Labor Force. One final element that was identified ae a 
potential area of attention for the BSC was the need for brcacbbaeed 
information disseminat ion and "consciousness taisingw for the general 
public in Tanzania. The legacy of socialism includes a prevailing 
mistrust or disdain for the private sector among the population ae a 
whole, and there is a need for general publications, workshops, and 
other mechanisms to increase awareness of the positive contributions of 
private enterprise, especially within the context of the ongoing policy 
reforms. As.noted above, there is also demand for information on basic 
business practices that can be distributed to individuals interested in 
the opportunities presented t y  the new business environment. 
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Institutional Options. The principal institutional options considered 
are described below, as a context for evaluating the rationale oi %he 
organizational structure proposed. 

Business Associations. No one institution can truly claim to include 
and represent tho interests of the Tanzanian private ~ector ae a whole. 
Moreover, eeveral of the institutions contacted lack the administrative 
capacity to add on such an ambitious portfolio; several were not 
interested in hosting the project; and others were plagued by inter- 
and intra-organizational dissension which would make the channeling of 
FED activities through them (i.e., establiehing a BSC "unitw) 
problematic at best. Other factors argue against placing the BSC 
within an established association: by singling out one group over 
another, USAID/Tanzania might contribute to, rather than reduce, the 
tension8 that already exist. From another perspective, establishing 
the BSC within one association runs the risk of alienating the 
membership of other groups, and therefore reaching only a aegment of 
the private sector community. For all of these reasons, it was 
determined that the BSC should not be developed as a operating arm or 
division of an established business association. 

Investment Promotion Centre. Several shortcomings to this approach 
were identified: (a) the, as yet, unproven track record of the IPC's 
ability to perform the critical services with which it ia already 
charged; (b) the IPCts need for additional time to absorb the technical 
resources and guidance that it is already receiving, and to develop and 
train its staff; and (c) a perception among many members of the private 
sector that a government entity is not the place to locate a project 
which is ded~.catec? to responding to private sector needs, a viewpoint 
that is shared by the IPC's director. Given these considerations, 
placement of the BSC within the IPC is also not recommended. 

Selection of a Local Firm. Finally, the alternative of establishing 
the BSC as an independent, project unit within an existing firm was 
also examined. Interviews were conducted with various local consulting 
and business services groups, including the parastatal TISCO (Tanzania 
Industrial Studies and Consulting Organization). Project 
investigatiorrs indicate that there at least four or five such 
businesses with the professional and administrative capabilities to 
support the activities of the BSC. While perhaps justifiable from a 
pragmatic perspective, this option would place USAID/Tanzania in the 
essentially untenable position of pro-selecting a private firm to 
administer the BSC, to the detriment of its competitors, and was 
therefore also discarded as an alternative. 

Rationale for Organizational Structure Proposed. After careful 
evaluation of each of these alternatives, it has been determined that 
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the optimal approach ie for USAIDITanzania to enter into an 
institutionai contract witi-I a Zii?;i or ccn=crfi.a Chct will fisar: full 
responsibility for eetablishLng the BSC. Thia institutional aontraator 
must include both a U.S. firm and a Tanzanian counterpart organization. 
The U.S. firm will form a subcontract agreement with a local firm or 
institution to undertake the project. While the FED project will 
provide financing tor project-epcific activities and expeneee 
associated with the BSC, it will be the reeponsibility of the 
institutional contractor to establieh the office and adminietrative 
capability to operate the project, working through the Tanzanian 
counterpart organization. 

FED Training Strategy. This sect4,on addresses the following 
institutional issues: in-country financial eector training, private 
sector training, and management of the training program. 

Financial Sector Training. The Institute of Finance Management (IFM) 
in Dar es Salaam, established in 1972 to eerve the human reeource 
development needs of the banking and insurance industries, ie clearl,~ 
the beet positioned local inatitution to provide the necensary training 
for and on behalf of the BOT. During the past three years, new 
leadership has put in place an internal incentive eyetom that has 
attracted and retained some of tha best finance educators in the 
country. Although IFM will require some support initially, it is the 
only national institution in Tanzania with the credibility and 
capability of providing the kind of training needed to help the BOT and 
other financial institutions. 

Private Sector Training. The private sector in Tanzania is rapidly 
becoming more heterogenous with economic liberalization, particularly 
in the open proliferation of small formal firms and informal 
enterprises. The size of enterprise influences the kind of training 
required. Individual entrepreneurs, who have found a product or 
service that the market currently demands, often need help in 
establishing simple book-keeping practices, in conducting more 
systematic feasibility studies and preparing business plans, in 
securing bank lcans, and in executing various marketing and management 
functions. Small to medium-sized enterpriaee often need help in 
establishing more elaborate accounting controle, in conducting 
feasibility studies and preparing business plans that are somewhat more 
complicated, in accessing a range of financial cervices, practicing 
better financial and persmnel management, and addressing domestic and 
sometimes export marketing issues. Owners and managers of medium to 
larger-sized.businesseo often require in-plant managerial and technical 
consulting and training of staff and/or themselves in computer 
operations, in export marketing, and in production, materials, 
financial and general management (e.g., delegation). 
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Unlike the 2Liianzi.a: sactot where th$ B0T clsarly  i a  the key, 
organization for stimulating ahange in that eector and XFM the obvioua 
local training provider, aelecting target groups and providers of 
training to the private eector ia much more difficult. Given the 
diversity of entitiea in the private eector and the conaoquent range of 
training programs required to meet thoae needs, combined with the fact 
that the business associations are all making claim8 or1 being 
representatives of the private sector, the FED program will have to 
employ multiple strategies. On the private sector eide, one strategy , 

will be to deal directly with promising enterprieee without regard to 
industrial affiliation. This is best illustrated by USAID/Tanzania*e 
participation in the Entrepreneurs International (EI) program. The 
second etrategy will be to concentrate technical aesiatance and 
training on firms within promising, emerging induetriaa. For example 
there appears to be some basis for focusing on emall agroproceasing 
firms in non-traditional crope, especially those in the horticultural 
and oils seeds proceseing industries. A third strategy will be to work 
on the supply side of the training equation by strengthening local 
capacity. It is not likely that local institutions will moon be 
capable of meeting many of the training needs of the private eector. 
In contrast to the financial training component, it is anticipated that 
U.S. training expertise will have to be accessed for a longer period of 
time for private sector training. This is not only due to the fact 
that local training capacity is not as prepared to deliver practical, 
private sector oriented training, but it is due as well to the fact 
that the training needs of the highly heterogenous sector are much more 
diverse than in the financial sector. 

Location of Training Management. Usually the training management 
structure and contractor support for a program like FED is placed in a 
business association that clearly is a representative body of the 
private sector or a segment of the private sector which is the primary 
target group of the program. As noted above, that option is a risky 
one in the Tanzanian situation because there are competing claims being 
made by various business aeaociations and because many segments of the 
private sector are emerging quite rapidly and represent important 
economic and political constituencies. Placing the management of 
training among training providers wrongly puts the control of the 
program on the supply side of the equation. This usually is 
particularly unacceptable in circumstances where there is doubt about 
the capability of local training providers; the business community in 
Tanzania has expressed dissatisfaction with the frequent academic 
approach to their training needs. Even in the case of IFM, it will not 
be advisable to install the management of the financial training 
program there for this potentially could lead to off-the-shelf, supply 
driven training. For this reason the FED program will use an 
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i n s t i t u t i o n a l  c o n t r a c t o r  o r  c o n t r a c t o r s  from t h e  U.S. w i t h  proven 
e x p e r i e n c e , i n  implementing t r a i n i n g  programs f o r  t h e  f i n a n c i a l  e e c t o r  
and t h e  p r i v a t e  f i n a n c i a l  e e c t o r .  

Bank of Tanzania.  T h i s  s e c t i o n  a d d r e s s e e  t h e  h i e t o r i c a l ,  under ly ing  
c i scumstances  t h a t  have c r e a t e d  weakened t h e  BOT a e  a n  i n e t i t u t i o n  i n  
t h e  p a s t ,  and t h e  c u r r e n t  changing c i rcumetances  t h a t  are s t r e n g t h e n i n g  
t h e  B 0 1  a 5  a c e n t r a l  bank i n e t i t u t i o n .  

Background. The BOT h a s  n o t  been o p e r a t i n g  as a proper c e n t r a l  bank 
f o r  more t h a n  twenty y e a r s .  I t  h a s  e u f f e r e d  from a l a c k  o f  autonomy 
from t h e  Government o f  Tanzania  ("GOT") which o f t e n  ueed it ae a 
permanent s o u r c e  of l i q u i d i t y  f o r  Tsrnzania's commercial banks. 
S p c i f i c a l l y ,  t h e  BOT h a s  been used by t h e  GOT t o  channel  enormous 
amounts of funds  t o  Tanzanian f i n a n c i a l  i n s t i t u t i o n s  i n  t h e  f o m  o f  
o v e r d r a f t  l i n e s  and d iecounted  promissory n o t e e  (commercial paper ) .  
The BOT was no t  g i v e n  much a u t h o r i t y  or a b i l i t y  t o  p r o p e r l y  manage t h e  
c o u n t r y ' s  money supply.  Improper u s e  o f  key monetary p o l i c y  t o o l s  (BOT 
had a d i scount  rate b u t  it was n o t  used as a p e n a l t y  rate) and t h e  
absence of a mandate from GOT t o  assume p r o p e r  monetary p o l i c y  
management r e s p o n s i b i l i t i e s  p l a c e d  BOT i n  a v e r y  minor role concerning 
monetary p o l i c y .  The limited a u t h o r i t y  g r a n t e d  t o  BOT i n  t h e  a r e a  o f  
bank s u p e r v i s i o n  and r e g u l a t i o n  was a r e f l e c t i o n  of  t h e  low p r i o r i t y  
g iven  t o  t h i s  a r e a  f o r  many y e a r s .  Commercial banks were al lowed t o  
o p e r a t e  a s  f i s c a l  a g e n t 8  o f  t h e  M i n i s t r y  of  Finance (be ing  " d i r e c t e d "  
t o  lend t o  i n d u s t r i a l  and a g r i c u l t u r a l  p a r a s t a t a l e  w i t h  l i t t l e  r e g a r d  
f o r  t h e i r  l e v e l  of  c r e d i t w o r t h i n e s s )  and t h e  BOT had l i t t le  a u t h o r i t y  
t o  r e g u l a t e  o r  moni tor  t h e i r  f inanc ia l .  h e a l t h  and banking p r a c t i c e s .  

Current  Circumstances.  The Bank of Tanzania h a s  been undergoing a 
r a t h e r  d ramat ic  t r a n s f o r m a t i o n  s i n c e  t h e  passage  of  t h e  Banking and 
F i n a n c i a l  I n s t i t u t i o n s  Act i n  1991. It is  s t e a d i l y  moving ( w i t h  
v a r i o u s  forms of World Bank, IMF and b i l a t e r a l  a s s i s t a n c e )  i n  t h e  
d i r e c t i o n  of assuming t h e  p roper  r o l e  f o r  a c e n t r a l  bank. An 
IHF-funded monetary p o l i c y  a d v i s o r  ( t o  t h e  Governor of  t h e  BOT) from 
t h e  German Bundesbank is now i n  place; h i e  p resence  is a n  impor tan t  
i n d i c a t o r  of t h e  GOT'S s t r o n g  commitment t o  s t r e n g t h e n  t h e  monetary 
p o l i c y  management c a p a b i l i t i e s  of  t h e  BOT. Bank s u p e r v i e i o n  and 
r e g u l a t i o n  h a s  been made a h i g h  p r i o r i t y  by t h e  GOT which hae  i n c r e a s e d  
t h e  amount of bank examiners  i n  t h e  Bank S u p e r v i s i o n  Department from 
less t h a n  f i v e  t o  more t h a n  twenty.  While t h e r e  i s  s t i l l  a s h o r t a g e  o f  
exper ienced bank s u p e r v i s i o n  s t a f f ,  t h e  GOT h a s  a l lowed t h e  BOT t o  t a k e  
t h e  necessa ry  s t e p s  t o  p rov ide  t h e  t r a i n i n g  and t o o l s  r e q u i r e d  f o r  t h e  
bank examiners t o  moni tor  t h e  h e a l t h  of f i n a n c i a l  i n s t i t u t i o n s  as w e l l  
a s  t h e  implementation of r e c e n t  r e g u l a t o r y  p o l i c y  reforms.  A s  a 
r e f l e c t i o n  of t h e  r e c e n t l y  recognized  importance of p roper  bank 
s u p e r v i s i o n  i n  a h e a l t h y  economy, t h e  Bank S u p e r v i s i o n  Department is 
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expected to be raised to Directorate status. During the last two 
years, an IHF-funded senior bank supervisor from the Central Bank of 
the Philippines has been acting as an advisor to the current manager of 
the BOT Bank Supervision Department (on bank supervision mattere) and 
other senior BOT officials (on other central banking matters). 

The technical assistance program discussed in this report will focus on 
the TA and training needs of the BOT's Bank Supervision Department and 
the financial institutions which they are responsible for regulating. 
However, in light of the importance of enabling the BOT to ensure the 
implementation of recent financial sector liberalizations, it is 
recommended that other parts of BOT, in addition to the Bank 
Supervision Department, receive training or other forms of technical 
assistance specifically related to the responsibilities (foreign 
exchange, eecurities, rural finance, legal, interbank check-clearing, 
and others) of certain departments or directorates. 

B. Political Considerations 

There are several sets of potential political risks attached to the FED 
program. These have to do with the priority the Government of Tanzania 
attaches to policy implementation, the oppouition that might emerge 
from interest groups threatened by FED policy changes, the risks 
inherent in financial sector liberalization, and the risk that the 
program will become bogged down in mid-level bureaucratic resistance. 
In addition, there is the question of how to pursue the FED governance 
agenda most.effectively. A near-term governance strategy is offered in 
a concluding section. Influencing all these calculations is the fact 
that Tanzania is poised to legalize multiple political parties, and 
will begin ths run-up to elections before the end of the year. 

GOT and Policy Implementation. All financially-constrained African 
states have cn interest in seeking what amounts to balance-of-payments 
support from donors, but generally have a weaker interest in 
implementing agreed-upon conditions. Tanzania is performing reasonably 
well in the implementation of reform at the macroeconomic level, but 
this is inherently simpler than sectoral level reforms. Progress on 
the FED policy agenda will test GOT political will and ability to press 
forward on implementation, however, the FED financial sector policy 
reform agenda supports actions desired by the BOT and other important 
groups in the GOT and this augurs well for implementation. 

Interest Croup Opposition. A number of groups might reasonably be 
expected to oppose the kind of changes implicit in the FED program, and 
this opposition will have strong political implications as we move into 
the multi-party era in Tanzania. Such groups include senior 
politicians and civil servants who benefit from their ability to 
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approve or disapprove investment projects; well-entrenched bueinees 
intereete that may regard any change in the etatus quo ae a threat; and 
hard-line socialist elements that might force compromises ae the price 
of political accomodation. A cross-cutting issue emerges in the 
diversity of Tanzanian private enterpriee; it is by no meane clear that 
various elements of the Tanzanian private sector ehare eubstantially 
overlapping intereete, and competition among these intereote may impede 
the evolution of government policy. 

Financial Sector Liberalization. Inherent in the introduction of new 
and diverse financial institutions is the poseibility of financial 
failure and public scandal. Many elements of the Tanzanian polity have 
an interest in playing down the scandalous condition of the 
government-owned banking aector, and many will have an equal interest 
in highlighting any failures associated with the reform program. 

Bureaucratic Bog-Down. The policy reform issues suggested here can 
easily get stuck in the Tanzanian bureaucracy, either ae a result of 
deliberate sabotage or normal bureaucratic confusion and uncertainty. 
Given the fact that the FED financial agenda is directly supportive of 
BOT objectives, this is unlikely to be a major source of difficulty. 
However, untangling the bureaucratic web surrounding private sector 
policy reforms will be a significant challenge as the indirect policy 
advocacy activities under the FED program move forward. 

Near-Term Governance Strategy. In the near term (24-36 months) it ie 
recommended that USAID/Tanzania adopt the following approach to 
promoting governance in Tanzania: (a) focus efforts and activities on 
supporting the development of institutional capability in the private 
sector as a key to the revitalization of Tanzanian civil society; (b) 
retain maximum flexibility in the definition of the private sector, and 
in the selection of targets of opportunity to support institutional 
growth in the private, sector; and (c) concentrste on developing 
organizational, policy analytic and representational skille of private 
sector actors, and on opportunities to enhance the enabling environment 
(macro-economic policy, legal, organizational, cultural and 
communication) for private sector development as opportunities ariee. 

The focus on AID'S governance activities should be in the non-state 
sector, supporting and encourag'.ng the promotion of an enabling 
environment for private sector development in the society. This 
approach complements perfectly the policy approach of the FED project 
which will attempt to alter and assure the maintenance of state 
policies in specific areas such as finance. This approach is 
recommended because there remain serious issues in the current 
organization of the Tanzanian state which limit the prospects for 
successful support to public sector reforms directly. Given the 
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virtual merger of the party with the bureaucracy, and in particular 
with the judiciary, the pattern of over-centralization and of 
rent-seeking behavior is likely to persist. It should be noted that 
CCM officials have decreed that eenior civil eervante including 
magistrates may no longer be "active" in the CCH, and that military 
officers may not be membere of any political party. The CCH hae also 
given "mass organizationsn the right to choose whether they will 
continue being affiliated with the party. This process of separating 
the party from the etate is still being unilaterally managed by the CCW 
and has no firm legal basie thus far.. It can not at present be taken 
as assurance of change in the basic functioning of etate institutions. 
Until either a firm and enforceable legal framework ie in place to 
assure the professionalization of the public eervice, or a competitive 
political process complemented with an open, critical media emergee to 
hold the dominant party much more accountable to the public, direct 
assistance to public service management reform or judicial reform ie 
not likely to be a high yield method of improving the enabling 
environment. Similarly, until a system is in place whereby the 
government is more responsive to organized interest groups through 
representative institutions, and/or formal consultation (such as 
through an Economic and Social Council), working on the state side to 
improve private sector representation will be limited. 

C .  Social Impact Considerations 

To the extent that the FED program is successful in creating jobs and 
incomes for Tanzanians, the social impact will be broadly positive. 
But there are a number of intermediating factors that complicate the 
picture. These have to do with the role of the informal eector, the 
results of financial sector reforms, the effect of regulatory 
improvements, the efficacy of businese support institutions, and the 
role of women. A final section summarizes implications for 
beneficiaries. 

The Informal Sector. The informal sector provides goods and eerv,!.cee, 
regular employment, part-time employment, an increase in income for 
marginal producers through employment, and generates linkages which are 
the basis for dynamic growth. In Tanzania linkages between the 
informal sector and formal sector are underdeveloped with small firms 
selling or providing services directly to individual clients. Linkages 
between small and large firms remain exceptional i.e. subcontracting 
within the construction industry. In Zanzibar only five percent of 
enterprises goods and services were consumed by other firms. Increased 
prices for agricultural products will strengthen coneumption linkages 
with small firms and the informal sector. Peasant farmers will be 
central to the process of securing extensive indigenous participation 
in economic growth and establishing a strong income base in rural 
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a r e a s .  F i n a l l y ,  it is a n t i c i p a t e d  t h a t  b o t h  supp ly  and demand f o r  
i n t e r m e d i a t e  i n p u t s  f o r  new o r  e x i s t i n g  a c t i v i t i e s  w i l l  i n c r e a s e  as 
equipment and t e c h n i c a l  a b i l i t y  improves w i t h i n  t h e  p r i v a t e  mector. 

The p o s i t i v e  response  o f  t h e  Tanzanian e n t r e p r e n e u r  t o  a market  
o r i e n t e d  p o l i c y  environment,  i n  e p i t e  o f  t h e  s e r i o u e  remaining 
c o n s t r a i n t s ,  inadequa te  f i n a n c i a l  s e r v i c e s  and i n f r a s t r u c t u r e ,  and 
c o n t i n u i n g  r e g u l a t o r y  c o n s t r a i n t s ,  i e  i n d i c a t i v e  o f  t h e  p r i v a t e  
s e c t o r ' s  dynamism and t h e  enormous p o t e n t i a l  f o r  f u t u r e  expansion.  
There a p p e a r s  t o  e x i s t  a n  abundant  supp ly  o f  indigenoue e n t r e p r e n e u r s  
w i t h  t h e  i n i t i a t i v e  and commitment to  s u s t a i n  a development s t r a t e g y  
which g i v e s  a c e n t r a l  r o l e  t o  e f f i c i e n t  p r i v a t e  e n t e r p r i s e s .  The 
e n t r e p r e n e u r s  are d i v e r s e  i n  e d u c a t i o n  and p r i o r  employment e x p e r i e n c e  
and a s u b s t a n t i a l  f r a c t i o n  are committed t o  i n c r e a s i n g  t h e  s i z e  o f  
t h e i r  e n t e r p r i s e s ,  most c l e a r l y  i n  t h e  f u r n i t u r e  and h o r t i c u l t u r e  
s e c t o r s .  Small  s e c t o r  i n d u o t r i a l  and s e r v i c e  e e c t o r  a c t i v i t i e s ,  
i n c l u d i n g  in formal  s e c t o r  p a r t i c i p a n t s  who are l o c a t e d  th roughout  t h e  
coun t ry ,  w i l l  c o n t i n u e  to  c o n t r i b u t e  s i g n i f i c a n t l y  t o  growth and 
employment g e n e r a t i o n  f o r  t h e  un- and under-employed. However, 
inves tments  i n  educa t ion ,  h e a l t h  and n u t r i t i o n  w i l l  c o n t i n u e  t o  
underpin t h e  achievement of  s u s t a i n e d  and e q u i t a b l e  growth i n  t h e  l o n g  
term. Large i n d u s t r i a l i s t s  have begun t o  d i v e r s i f y .  They are a 
m i n o r i t y  o f  p r i m a r i l y  Asian o r i g i n .  P r o s p e c t s  o f  t h e i r  c o n t r i b u t i n g  t o  
t h e  p r o j e c t  purpose  o f  c r e a t i n g  income g e n e r a t i n g  o p p o r t u n i t i e s  f o r  t h e  
un and underemployed are limited. I n  f a c t  small scale e n t e r p r i s e s  are 
e s t i m a t e d  t u  be f i v e  times as e f f e c t i v e  as t h e i r  l a r g e  scale 
c o u n t e r p a r t s  An terms of o u t p u t  measured p e r  u n i t  o f  investment .  I n  
a d d i t i o n ,  t h e  inc rementa l  c a p i t a l - l a b o r  r a t i o  is lower i n  r u r a l  small 
s c a l e  e n t e r p r i s e  t h a n  i n  urban l a r g e  s c a l e  ones. 

F i n a n c i a l  S e c t o r  Reforms. F i n a n c i a l  s e c t o r  reforms w i l l  i n c r e a s e  t h e  
e f f i c i e n c y  of banks and t h e r e b y  reduce  b o t h  t h e  time and t h e  paperwork 
r e q u i r e d  t o  p r o c e s s  a loan.  Banking reform w i l l  also i n c r e a s e  
compet i t ion  and h o p e f u l l y  e n a b l e  s m a l l  e n t e r p r i s e s  t o  compete on more 
e q u i t a b l e  terms. However, u n l e s s  banking o f f i c i a l s  are encouraged and 
t r a i n e d  t o  meet t h e  needs  o f  small s c a l e  e n t r e p r e n e u r s ,  e s p e c i a l l y  
women, t h e y  are u n l i k e l y  t o  d o  so .  C u r r e n t l y  t h e  formal f i n a n c i a l  
system is i n e f f e c t u a l  i n  meet ing needs  f o r  t h e  m a j o r i t y  o f  p r i v a t e  
s e c t o r  p a r t i c i p a n t s .  There  i s  a danger  t h a t  t h e  more modern and 
s o p h i s t i c a t e d  smal l  f i r m s  and f a c t o r i e s  w i l l  c o n t i n u e  t o  mies o u t  on 
c r e d i t .  They a r e  t o o  l a r g e  and s u c c e s s f u l  t o  be of  interest t o  NGOe 
and o t h e r  w e l f a r e  o r i e n t e d  a c t o r s  and t o o  s m a l l  t o  q u a l i f y  f o r  
a s s i s t a n c e  from t h e  commercial banking Bystem. They f a c e  similar 
problems i n  terms of  a c c e s s  t o  f o r e i g n  exchange, needed f o r  equipment 
and s u p p l i e s .  A loan  g u a r a n t e e  program might be one s o l u t i o n  o v e r  
t i m e .  A d d i t i o n a l l y ,  smal l  s c a l e  e n t r e p r e n e u r ' s  l a c k  of c o l l a t e r a l  
could  be addressed  th rough  schemes whereby p e o p l e a e  c r e d i t  h i e t o r y  
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could be used in lieu of fixed property or whereby lease arrangement6 
could be entered into for capital equipment. 

Regulations and Policy. Regulatory reform supported by USAID/Tanzania, 
including the development of clearly defined policies, will benefit the 
entire private sector. They will reduce the time and effort required 
to meet formalities and increase transparency which will help 
entrepreneurs plan for their future. In addition to defining how the 
Government regards both formal and informal activities, it will be 
necessary to reorient public officials who, for the past 25 years have. 
been told to control business and have regarded private entrepreneurs 
as some form of criminal. While some may wish to embrace a new role 
and both promote and help,business, they don't know how. Although one 
study indicates that about three-quarters of the population favor 
liberalization, others will resent their loss of power.and sources of 
unofficial income as regulations are eased. 

Business Support Structures. The key component in economic development 
will be the commercially justified small enterprise sector including 
micro-enterprises. Currently many of these enterprises are without the 
requisite support, technical assistance and training. While business 
associations are forming, newer associations, particularly those for 
smaller scale businesses, have limited access to resourcaa. All stand 
to benefit from USAID project activities as organizatic~ns and as 
individuals, especially from the Business Services Center. Given 
limited resources USAID may wish to assist those associations which 
have outreach programs to address the needs of small enterprise, the 
agricultural sector and women. Such an approach would assist in 
broadening the base of the private sector, giving small enterprise a 
lobbying capability, and would to some extent redress the prevalent 
urban bias of most programs. Business associations should also be 
encouraged to assist members in conducting feasibility studies, 
preparing loan applications and possibly collectively guaranteeing 
loans. Whatever the final design of FED and its component parts, it 
should be widely advertized by radio and in the Swahili press am well 
as through presentations in all regions. Similarly the enterpriee 
resource center and procurement support service should either have a 
mobile office or should open branches throughout the country to meet 
the needs of entrepreneurs outside the capital. 

Women. Although women form the majority of producers, especially in 
rural areas, they do not normally operate in the market outside of 
their local environment or in the commercial sphere where the exchanges 
of their products take place. Men determine the use of land allocated 
to their household. Despite the fact that women till the land, assist 
in planting, weed and harvest, cash crops are controlled by men. For 
many years, cash crops could only be sold only through official 
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institutions and were registered in the eenior male household member8m 
name. Cooperativee are also dominated by men and men have frequently 
taken over women8s projects and utilized resources targeted to women. 
Middlemen, invariably male, dominate the commercial world. Women for 
the most part lack required technical. knowledge, management and 
entrepreneurial skills, contacts and eocial clout, and are unable to 
avail themselves of credit facilities. Women clearly have extra 
economic, eocio-cultural and educational constraints to entering into 
businees. They have less accese to finance, and tradition and religion 
frequently prohibit them from involving themselves in busineee, having 
their own money, traveling or participating in any kind of public 
activities. Consequently few women are in bueinees, own property or 
are highly educated. Women are aleo under represented in positions of 
power where decisions are made. A  recent study has shown that women 
currently have only about ten percent of the seate in parliament and 
less than ten percent of the seats in regional and branch offices of 
the CCM. If FED does not epecifically addrese the issue of women's 
access to private sector opportunities they will continue to operate 
outside of Tanzania's economic mainstream. 

Winners and Losers. Categories of program beneficiariw will include: 
Tanzanians who will receive employment and increaeed income8 a8 a 
result of program activities; enterprises whose establishment and 
operations will be eased by FED sponsored policy and institutional 
changes; firms receiving access to busineas advisory services; 
membership based business and professional associations participating 
in project activities; staff and clients of the Bank of Tanzania and 
other financial institutions in Tanzania; and people aesisted as a 
result of the AIDS programs to be supported through local currency 
grants. The number of people and finns who make up each of these 
groups of beneficiaries and the impact FED hae on private sector income 
and employment growth will depend on' how successful FED strategies are 
at addressing existing imbalances. Every effort ehould aleo be made to 
target resources where impact will be greatest, that ie, towarde medium 
and small scale enterprise, In addition FED must be conscioue of the 
fact that there are entrepreneurs outeide of Dar es Salaam and target 
resources towards them. Finally women ehould be sought who can sit on 
boards of trustees, become part of advisory groups and take an active 
role in policy dialogue. Unless women are part and parcel of every 
aspect of FED their needs are unlikely to be met or their voices heard. 

D. Economic Analysis 

Overview. The benefits that are expected from the implementation of 
the FED policy reform program are a result of direct and indirect 
benefits of the individual policy reform measures and the additional 
combined effect of all the policy changes that create a more positive 
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private sector business climate. Some of the direct effecte of the 
policy reforms are expected to result in a more efficient, competitive 
banking system and increased mobilization of private capital for new 
investment in value-added activities. Other, more indirect effecte are 
+,he elimination of many of the bottlenecks associated with doing 
business, which are expected to increase business efficiency as 
businesses no longer will take time-consuming actions trying to avoid 
the rent eeeking activities that are associated with bureaucratic 
bottlenecks. Annex N (Economic Analysis) discusses these impacts in 
detail; a summary is presented below. 

Foreign Exchange Impact. It is anticipated that the foreign exchange 
funds provided to Tanzania by A.I.D. will be used by the private eector 
to procure equipment and supplies required to expand industrial and 
manufacturing output. This augments domestic savings and investment. 

Export Growth Impact. With respect to both the dollar and local 
currency resources of the FED program, the impact is likely to be felt 
most directly in strengthening value-added exports. There is a clear 
correlation between export expansion and economic growth. 

Impact on the Business Environment. Tanzania's business community is 
expected to benefit from FED-sponsored policy reforms that will reduce 
the cost of doing business. The current number of beneficiaries are 
the registered 300,000 business firms and the many firms that operate 
in the informal sector. During the past five years an average of 2000 
businesses have been registered each year. A recent survey estimates 
that the average number of hours needed to establish a business ranges 
between 300 and 600 hours. The policy reforms envisaged under the FED 
program will reduce these transaction costs greatly, implying large 
gains to all business starters. 

Impact m Employment. The FED-derived increase in value-added 
activities will generate jobs and improve incomes. An ILO study 
completed in 1991 shows that at least 300,000 persone in Tanzania enter 
the labor force each year. When added to the existing unemployed, the 
employment problem is acute. The situation is made worse by observed 
declining trends in formal sector employment. The number of jobs 
created per year dropped from 30,000 in the mid 1980s to only 9,500 in 
the late 1980s and early 1990s. Planned retrenchment in 1992 will 
affect at least 10 percent of the civil service employees, equivalent 
to almost 49,000 persons. Thus, the role of the government sector in 
absorbing additions to the labor force will be marginal. This implies 
that the newentrants into the labor force will have to be absorbed in 
the rural sector, and the private sector. The ILO study projects that 
overall, productive employment in Tanzania in the 1990s will increaee 
by 2.2 percent per annum, while the labor force is projected to expand 
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by 3.3 percent. Given this bleak picture, the creation of jobe for the 
rapidly expanding labor force muet be a central objective to the 
government of Tanzania. 

Impact on the Financial Sector. An efficient financial eyetem can play 
a major role in expansion of domestic and foreign trade, etimulation of 
domestic savings and appropriate channeling of available reeourcee to 
productive uees -- functions eesential to the increaeingly market 
oriented Tanzanian economy. Moreover, a eyetem of appropriate 
financial institutions, inetruments and markets enables economic agente 
to pool, price and trade the risks associated with various economic 
activities which individual entrepreneurs may not wieh to bear entirely -- a key issue which wil1,emerge with increasing economic 
diversification. A well developed financial syetem with adequate depth 
and range of financial instruments can also help addreee the concern of 
Tanzania policy makers to more effectively conduct macroeconomic policy 
and adjust to internal and external ehocke. The confidence of economic 
agents in the soundness of the financial eyetem depends fundamentally 
on the existence of an effective regulatory and eupervieory framework. 
Also, within the financial system, banks in particular hold a special 
position in the economy as creators of money, principal depositaries of 
financial savings, the.principa1 allocators of credit and managers of 
the country's payments system. The FED program, by assisting the Bank 
of Tanzania to credibly play its role as an independent central bank, 
has large pay-offs not only in terms of facilitating efficiency in the 
financial sector but also in stimulating economic growth through a 
better use of domestic and foreign economic resources. 
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I. INTRODUCTION 

A. PROGRAM SCOPE 

The Finance and Economic Development (FED) program, is a US$SO million 
USAID/Tanzania initiative intended to provide financial, technical, and training .. 
support to stimulate increased private enterprise development in Tanzania. As 
proposed, the five-year program has four principal components: 

(i) A US$40 million cash grant establishing an Import Financing Facility 
to meet private sector foreign exchange needs for procurement of 
imported equipment, machinery, and supplies; 

(ii) an estimated US$4 million to support technical assistance and 
training for the Bank of Tanzania, and project-related reform 
efforts in the financial sector; 

(iii) programming of US$6 million in private sector support to provide 
technical assistance and training to the Tanzanian private sector 
and support policy reform effort; and, 

(iv) a Social Action Trust Fund, established from the local currency 
proceeds of the import financing facility, to invest in the 
Tanzanian private sector and support selected activities of non- 
governmental organizations (NGOs). 

These four components are complementary and inter-related in that they are 
intended to support the overall program objective of stimulating employment and 
income growth in Tanzania. 

B. OVERVIEW OF THE BUSINESS SERVICES CENTER (BSC) 

This document presents the rationale, structure, and functions of the 
proposed delivery mechanism to provide the private sector support encompassed by 
the FED prograrh, the Business Services Center. Discussion of the other FED 
Progran components is limited to those elements and issues that are related 
specifically to the BSC. The design of the Center builds upon and reflects the 
work undertaken in the preparation of the Program Assistance Initial Proposal 
(PAIP), but is based primarily on the investigati ns and analyses that have been 
conducted in this later stage of project design. ? 

Recognizing the pressing demand for multi-faceted technical interventions 
in the rapidly changing Tanzanian economic context, the BSC will offer a broad 
array of services to support private enterprise development. Specifically, it 
will: 

- provide general and targeted technical assistance and training to 
the Tanzanian private sector; 

- strengthen the capabilities of local business organizations; and, 

- facilitate private sector dialogue, consensus building, and 
public/private cooperation in supporting reform initiatives in key 
policy areas. 

This report has been prepared by Kishore Rao and Cecilia Sager of 
The Services Group (TSG). 



Key design elements of the BSC can be summarized as follows: 

- The Center has been deeigned as an independent entity, to be managed 
by a U.S. institutional contractor in collaboration with a private 
Tanzanian counterpart. 

- The BSC ie a -aechaniemr and as euch will have a finite life 
epan, terminating at the end of the FED Project; this ie not an 
"institution building" effort. 

- The Center will not be formally affiliated with any one business 
aseociation or organization in Tanzania, but will work with all 
intereeted parties. The BSC will possess the autonomy and 
objectivity that is critical to ite effectiveness. 

- The BSC will provide at lea~t four long-term advisors (foreign and 
local), short-term technical assistance and training, and will also 
draw upon established international and Tanzanian service providers 
and programs in related areas. 

- BSC activities will be demand-driven, based upon the expressed 
requirements and needs of the business community. To the greatest 
extent possible, the etaff of the BSC will design individual 
technical assistance efforts so as to contribute to the upgrading of 
the local capacity to provide such services in the future. 

- The activities of the BSC will be overseen by a Steering Committee 
comprised of representatives from key business associations, trade 
groups, and technical assistance/training institutions, as well as, 
USAID and the resident advisors. The Steering Committee will 
identify and focus services to be provided by the Center and serve 
as a forum for determination and discussion of key issues affecting 
its members. 

As presented in this document, there exists a unique opportunity for 
USAID/Tanzania to have a powerful impact on the development of the private sector 
through the FED program in general, and the BSC in particular. The rationale for 
the establishment and proposed configuration of the BSC are presented in detail 
below. 



A. OVERVIEW 

Tanzania is in the midst of a transition from a etate-dominated, 
inefficient command economy to an open, diversified market. While aince 1986, 
major policy reforms undertaken by the Government of Tanzania (GOT) have .. 
significantly improvedthe operating environment for private firms, theTanzanian 
busineee community today is relatively small, underdeveloped and plagued by 
internaldivisiveness. Private economic activityis largely confinedto commerce 
and trading, with a handful of large holding companies engaged in industry and 
agriculture, and an emerging cross-eectoral cadre of emall and medium-scale 
enterprisee (SHES) that are eeeking to establish a foothold in the market. The 
dominance of inefficient parastatal organizations in the productive sector, 
coupledwith the inherent dieincentive sthat accompany etate-controlledmarketing 
systems in the agricultural sector, have discouraged the development of new 
businesses. In addition, a strong cultural bias against profit making and 
individual enterprise has led many of the best educated and most promising 
members of this generation to pursue other vocations or leave the country 
entirely. 

In this context, the task that is before USAIDITanzania in launching the 
FED program is formidable. The parastatal structure is being dismantled at a 
quickening pace, and it is uncertain what firms and individuals will be equipped 
to fill the vacuum. There is considerable concern among the indigenous 
population that present reforms will work primarily to the advantage of the Asian 
community, whose enterprises now dominate the private sector, heightening 
tensions and further marginalizing smaller businesses. At the same time, 
established business institutions are plagued by persistent infighting, heavy 
politicking, and are generally in disarray. There are few instances of 
cooperation between these associations, and little if any effort has been 
directed toward developing a consensus on how best to support business 
development, from either a market or policy perspective. 

In order to obtain an up-to-date understanding of the needs of the 
Tanzanian business community, numerous interviews have been conducted with local 
business leaders, private sector representatives. These discussions have 
revealed that there are, in fact, areas of agreement on problems and needa that 
cross racial and sectoral boundaries, and that are uninfluenced by the size of 
the firm or the particular focus of the business association. 

While marked differences remain in individual perceptions of the optimal 
and just means to capitalize on the current changes in the market environment, 
there is broad awareness of the need to cooperate and collaborate in developing 
the business community as a whole, if the national economy is to truly benefit. 
Key findings of the investigations and analyses are presented below. 

2 The findings in this section are focused upon the technical and 
training needs of the Tanzanian business community, as revealed 
through Project investigations and analyses. To a lesser extent, 
policy constraints that currently inhibit private sector activity 
are also noted and discussed. However, these areas are fully 
examined in the associated report, Assessment of the Tanzanian 
Private Sector Policv Framework, that has been prepared by the TSG 
team. 



Be BUSINESS ASSOCIATIONS 

There ie no shortage of bueineee and induetry organizations in Tanzania 
today. In Dar es Salaam alone, there are dozene of oeparate buoines 
aseociatione, chambere of coauperce, profeooional and trade organizations. ! 
However, there ie no mingle institution that clearly predominatee, or which, by 
virtue of the mire and breadth of ite memberehip, and/or ite demonetrated 
leaderehip capabilities, ham the authority to represent the Tanzanian private - 
sector ae awhole. The end reeult ie complicated and conflictive inter-relations 
which have weakened the service delivery of eome organizatione, led to the 
fruetration of their memberships, and reeulted in the formation of entirely new 
groups. 

Nevertheleee, if euch obetaclee can be overcome, there ie a significant 
amount of talent and energy to be tapped by the BSC through linkages to these 
aeeociatione. Current changes in the bueineee climate are renewing intereot on 
the part of membere and donor agencies in oupporting cooperative action, to 
promote bueiness development. The data presented below are drawn primarily from 
interviews with executives of the principal organizatione contacted. 

1. Dar es Salaam chamber of Commerce fDCCL 

The Dar es Salaam Chamber of Commerce was established in Tanzania in 1919, 
and is considered by its leadership to be the "flagshipw business organization. 
It has over 300 members, ie croae-sectoral, and includes public, Amian, and 
indigenous firms among its membership, moat of which is based in Dar ee Salaam 
or its immediate environs. Up until 1986, the DCC had functioned only on the 
most rudimentary level, inhibited by the policy climate as well as financial 
constraints. 

Today the DCC is trying to rebuild, but operates with limited facilities, 
and ill-equipped support staff. Its income is derived from minimal annual dues 
(Tsh 6,00O/member), charges to members for preparation of documentation for 
Certificates of Origin, and occasional rental of ite conference room. According 
to the Executive Director, the DCC also assists its members in sales and 
sourcing, serves as an intermediary in business licensing procedures, and handles 
routine enquiries -- all at no charge. Although it has approached various donors 
for funding, it is not presently receiving any external support. Xey areas where 
improvements are desired include funding for higher staff salaries and training, 
computerization/office equipment, and preparation of promotional literature, 
among others. The DCC has already approached USAID/Tanzania for sponsorship of 
a quite detailed program to assist the Charnber and ts Members, many aspects of 
which will instead be addressed through the BSC directly, once it is opxational. 

Apart from this broad, institutional dewelopznent assistance which the DCC 
has been seeking, the needs of the DCC membership were summarized as follows: 

- training in basic business skills; - business advisory services; - retraining of former public enterprise employees; - promotion of joint ventures with foreign enterprises; and, - external promotion/trade fairs. 

3 In addition, municipal chambers of commerce and trade organizations 
have been established in Tanga, Moshi, Arusha, and other regional 
population centers, and industry associations are active throughout 
the country. However, time constrainte precluded personal 
investigations in these locations, and the information on their 
activities and concerns presented here is therefore largely 
anecdotal. 



The DCC is supportive of the concept of the BSC and sees the need for both 
the technical and policy elements it entails. Nevertheless, the Executive 
Director expressed skepticism over the willingness of fhe various businees 
associations to interact in a cooperative manner without substantial 
encouragement. 

2 Tanzania Chamber of Commerce. Industrv. and Aariculture ( T C a  

The TCCIA wae eetabliehed with the objective of serving ae a national 
umbrella organization for all private sector firms and municipal chambers of 
commerce throughout Tanzania. In its formative stages, it enjoyed substantial 
government support and was intended to facilitate public/private eector dialogue, 
as well ae, general business development. 

Eetabliehed in 1988, the TCCIA has 700 member6 today and is one of the 
largest business atlsociations in the country. However, many of its members are 
inactive, many leading businessee are not represented, and the inetitution iteelf 
is in a state of rebuilding. The emphasis the institution has publicly placed 
on support to the indigenous private sector has undermined its credibility with 
some Asian-owned businesses, and belies its avowed interest in serving as a voice 
for the businees community as a whole. Political clashes with the DCC and within 
its own leadership have plagued the organization since its establishment, and 
reached crisis proportions over the last year. 

Notwithstanding these difficulties,the TCCIA has recently become the 
recipient of a United Nations Development Programme (UNDP] grant (USS760,OOO) 
that is intended to support institution building and enhance its service 
capabilities. A UNDP resident advisor has been placed in the office, with an 18- 
month term that will expire in June 1993. UNDP funding will also cover the 
addition of three professional staff members: the National Coordinator; Research 
and Information Officer; and, a Computer Programmer. In addition to the 
formidable task of institution building, the principal technical objective of the 
UNDP over the next year is to develop the TCCIA as a business information center, 
which will provide members access to published and electronic market and trade 
information, data Lases, inventories of local businesses and their capabilities, 
etc. Eight regional branches of the library will also be set up under the 
project. 

The UNDP Advisor raised the possibility that using the TCCIA information 
center as a resource branch of the BSC might be a particularly appropriate means 
of linkage and cooperation. Other representative areas where technical support 
to members were identified as follows: 

- basic business training/business advisory services; - assistance in the preparation of market and feasibility studies; - assistance in promotion/trade fairs and displays; - information on exporting; - policy advocacy; and, - workahops on business regulations and procedures. 

The realization of the relatively ambitious plans of the TCCIA will rest 
both upon the abilities of its advisor and the new professional staff, and the 
successful resolution of internal and external conflicts that confront its 
leadership, While it is receiving substantial financial support, its 
implementation capabilities within this context remain in doubt. 

3 .  Confederation of Tanzanian Industries (CTI) 

The formation of the CTI is the newest development among Tanzanian business 
associations. Established only 10 months ago, CTI's membership is small but 



highly influential, formed ae a eplinter group from the TCCIA due to intractable 
dieagreemente with ite leaderehip.. Deepite ite brief hietory, the CTI ie already 
perceived ae a powerful institution, and hae eetablimhed iteelf ae a vocal and 
public preeence among the private eector and the GOT. Ite memberehip ie lees 
than 100 persone, principally based in Dar ee Salaam, and include6 paraetatal 
executivee ae well as private busineeeee. 

The CTI ie in the proceee of obtaining officee and an Adminietrative : 

Manager, ite firet full-time etaff member, hae juet been hired. Plane are to 
have an Executive Director and an adminietrative structure in place within three 
monthe, and the organization fully operational by year-end. 

The principal objective of the CTI, according to ito chairman, ia to work 
to create a favorable environment for bueineee in Tanzania. Emphaeie will be 
placed on policy analyeie, policy dialogue, and the development of coneeneue 
poeitione from which to addreee the GOT on key iseuee. The CTI would welcome the 
opportunity to work with the BSC in the identification and analyeie of policy 
iesuee that presently conetrain bueineee development in Tanzania, and viewe this 
as a critical eervice to be provided by the Center. 

4. Association of ~anzanian Emulovers (ATE1 

The ATE ie a croee-eectoral bueinese association with an eetimated 700 
membere. Any employer ie eligible to join, including paraetatale. Formed in 
1960 as a meane to advocate bueineee intereete before the CoT and the labor 
union, the organization grew rapidly at first, fueled bywideepread participation 
from the Asian buoiness community. Following the Arusha declaration and the 
closing or nationalization of many private businesses, its influence declined. 
Since 1975, however, both the membership base and capabilities of the ATE have 
been substantially strengthened, and it has taken a more active role in 
worker/managernent negotiations and facilitating improvements in labor relatione. 

Financing for ATE'S operations is drawn from membere dues -- on a sliding 
scale ranging from Tsh 10,000 for firms with 1-50 employees, to Teh 45,000 for 
firms with over 1,000 workere -- and external funding. An estimated 40 percent 
of its operating expenses are covered by a grant from the Friedrich Naumann 
Foundation, which also collaborates with the ATE in the sponsorship of workshops 
and conferences. 

The ATE has three professional staff members and, like other business 
groups, currently views policy advocacy as a key concern that it is seeking to 
address. The BSC'e involvement in this area would be particularly welcome, 
especially to the extent that it would provide the opportunity for local analysts 
to collaborate with foreign technical experts. Another principal area of 
concentration for the BSC from the perspective of the ATE should be training in 
profesnional services, as Tanzania suffers from a shortage of engineers, 
financial analysts, and bueiness managers. 

In terms of the SHE sector, the ATE sees the need for the BSC to engage in 
efforts to make family-owned enterprises aware of the opportunitiee presented by 
new business practices and the introduction of outside expertiee, a viewpoint 
that was echoed by the Investment Promotion Centre (IPC). A reeistance among 
these smaller firms, both Asian and indigenous, to professionalize their 
operations is a primary obstacle to their success and growth. In this light, the 
ATE emphasizedthe importance of undertaking effortstoward general consciousness 
raising early in the implementation of the BSC's activities, if the broadest 
spectrum of firms are to avail themselves of the program. 



5. , other Associations and Ortaanizations 

In addition to the four organizatione described above, there are many other 
businees aesociationethat ehould be considered ae potentialbeneficiariee ofthe 
BsC'o eervicee. The par es Salaam Merchante Chambey, for example, is one of the 
most active and coheeive local aeeociatione. Ite memberehip ie comprieed of 
Aeian bueineesae, and although it ie emall, it includes some of the country'e 
most influentialbusineeeee. Likewiee, theranaanvika Farmere Aesociation (TFA), 
eetablished in 1.935, hae a broad membership (over 4,009), and ie based in Arueha 
with branches in Dar ee Salaam, Dodoma, Iringa, Xbeya, Woehi, and Njombe. In 
recent yeare, the TFA hae been particularly ambitioue, with activities ranging 
from bulk purchasing and marketing oervicee, to agricultural exteneion, to 
publications and eeminare. At present, the TFA is perceived ae an organization 
targeted to larger firms, but ie providing eerviceo that would be equally, if not 
more beneficial to SXEe, and ie actively endeavoring to extend its memberehip to 
include smaller ecale farming operatione. 

There aretwoorganizatione, thepIesociationof Tanzanian consultants (ATC) 
and theTanzanian Profeseional Associati.oq (TPA), that have been establiehed with 
donor funding to support and enhance the capabilities of the Tanzanian service 
sector. Formed two years ago, the ATC hae been a vocal proponent of upgrading 
the local ekill base to address technical needs that are now being met by foreign 
experts. In 1992 it received funding from the GTZ, the German development 
assistance agency, and is in the procese of eetablishing an adminietrative base. 
The ATC appears to hold the potential to eerve as a clearinghouse for identifying 
local sources of short-term technical aesistance to the BSC. The TPA is itself 
a grouping of 22 professional organizations, which hae received UNDP assistance 
toward establishing a Tanzanian Professional Center. 

The Tanzanian Business and Professional Women's Association (TBPWA) is 
another relatively new organization, formed in 1969, with a membership of some 
60 women at that time, it has grown to include some 455 members and five 
branches. The objective of the Association is to identify and overcome 
constraints on women in business, and it has among its members a broad cross- 
section of entrepreneurs in terms of the eize and sectors represented. Women's 
involvement in business development has been largely confined to the informal 
sector. Given the particularly formidable obstacles that face businesswomen with 
regard to establishing credibility and gaining access to financing, the 
Association would appear to also be a likely target for the BSC's services. 

One of the activities of the BSC will be to assist in new business 
development. The capabilities of Tanzanian entrepreneurs who are seeking to 
establish a new business venture vary greatly. For individuals with extensive 
business experience, the steps involved may appear relatively straightforward -- 
conduct a feasibility assessment, develop a business plan, identify sources of 
financing, etc. For newcomers, or firms that are currently operating in the 
informal sector, the task at hand will be much more formidable. 

Specific entrepreneurial needs that have been identified in~lude:~ 

- understanding the realities of establishing and running a business; - preparation of feasibility studies and business plans; 
- identifying and evaluating potential sources of finance; 
- guidance in interacting with financial institutions; 

4 It should be noted that there is a degree of overlap between the 
technical assistance and training needs of entrepreneurs, new 
businesses, and SMEs. 



- g u i d e l i n e s  to  business  r e g i s t r a t i o n  and r e g u l a t i o n  procedures; - e i t e  a e l e c t i o n / f a c i l i t i e s  development; and, - appren t i ceeh ip  programs. 

It ie  clear from t h e  inves t iga t ions  t h a t  s u b ~ t a n t i a l  amount8 o f  t e c h n i c a l  
a s s i s t a n c e  and t r a i n i n g  could be demanded of  t h e  BSC i n  t h e  area of 
en t r ep reneur i a l  development alone. However, t h e  o b j e c t i v e  o f  t h e  Center  i e  t o  
s e rve  a broad range of c l i e n t s ,  through t h e  provis ion  of  a spectrum of s e rv i ces  .. 
t o  t h s  b u ~ i n c s s  corrauaity a t  la rge .  Moreover, many of t h e  i n d i v i d u a l s  who have 
e-L---.-  en^^-,^- -.,..? - 1  ;;;$rations, nay b= rare appropr i a t e ly  provldec! information and 
t r a i n i n g  i n  b a s i s  bus iness  p r i n c i p l e s  before they a c t u a l l y  embark on e s t a b l i s h i n g  
a new business .  An in format iona l  campaign has  t h e r e f o r e  been irrcluded i n  t h e  BSC 
p r o j e c t  deeign which w i l l  f i l l  t h i s  need. 

D o  OPERATING BUSINESSES 

Thediecus~ ionswi thTanzanianbu~iness  aeeoc ia t ions  (summarized i n s e c t i o n  
B) e l i c i t e d  cons ide rab le  information regard ing  t h e  needs o f  t h e i r  r e spec t ive  
cone t i t uenc ie s  t h a t  could be addressed by t h e  BSC. I n  add i t i on ,  t h e  following 
t o p i c s  w e r e  h igh l igh ted  as a r e a s  of p a r t i c u l a r  i n t e r e s t  i n  t h e  in te rv iews  with 
l o c a l  f i rms ,  s e r v i c e  providers ,  and members of  t h e  donor community. 

1. Small and Medium E n t e r ~ r i a e s  

Depending on t h e  age and experience base of  t h e  firm, t h e  neede o f  SMEs may 
be eimilar t o  t h o s e  of  s t a r t - u p  e f f o r t s  o u t l i n e d  above. However, inveetigatLone 
revea led  p a r t i c u l a r  weaknesses i n  t h e  Tanzanian SHE s e c t o r  i n  t h e  a r e a s  of 
accounting and f i n a n c i a l  management; s t r a t e g i c  planning; market development; and 
f a c i l i t i e s  management and maintenance. Personnel management and worker t r a i n i n g  
are a l s o  given inadequate  a t t e n t i o n  by many smal l  bus inesses .  (Several 
i nd iv idua l s  noted t h a t  i n  t imes of economic cutbacks, worker t r a i n i n g  w a s  t h e  
f i r s t  l i n e  i tem t o  be c u t  from t h e  ope ra t ing  budget.) I n  a d d i t i o n ,  to a much 
g r e a t e r  e x t e n t  t han  t h e i r  l a r g e r  counterpar t s ,  smal le r  f i rms  i n  Tanzania s u f f e r  
from a l ack  of understanding o f ,  and d i f f i c u l t i e s  i n  complying wi th ,  government 
l i cens ing  and r e p o r t i n g  requirements and o t h e r  r egu la to ry  procedures.  

I n  gene ra l ,  a l a r g e  degree of commonality w a s  i nd i ca t ed  v i s  a v i s  t h e  needs 
of smal l  and medium e n t e r p r i s e s  opera t ing  i n  Tanzania today. I t  is c l e a r  t h a t  
t h e r e  i e  a shor tage  of information and r e s u l t i n g  l ack  of  f ami l , i a r i t y  wi th  bas i c  
bus iness  p r a c t i c s s ,  a s  w e l l  a s ,  a need f o r  a s s i s t a n c e  i n  S inanc ia l  and s t r a t e g i c  
planning t h a t  is cross-sec tora l  and a p p l i e s  t o  both  indigenous and Asian 
e n t e r p r i s e s .  The p r i n c i p a l  d iv id ing  l i n e  is r a t h e r  t h a t  which s e p a r a t e s  t h e  
" leg i t imate"  SHES from t h e i r  informal s e c t o r  counterpar t s ,  who w i l l  need t a r g e t e d  
a s s i s t a n c e  i f  they  a r e  to  meet t h e  r egu la to ry  requirements a s s o c i a t e d  with 
bus iness  formation and lawful  operat ions.  

2. Es tab l i shed  Firms 

A s  has  been d iscussed  ex tens ive ly  i n  r e c e n t  economic ana lyses  of Tanzania, 
d e s p i t e  t h e  r e s t r i c t i v e  regula tory  and po l i cy  c l ima te  t h a t  has  cons t ra ined  
b u s i n ~ o s  development i n  genera l ,  t h e r e  are a number of e s t a b l i s h e d  businesses  
t h a t  have been a b l e  t o  maintain and, t o  a varying e x t e n t ,  d i v e r s i f y  and expand 
t h e i r  operat ions.  Large f i rms  i n  Tanzania are p r i n c i p a l l y  t r a d e r s  -- importers,  
r e t a i l e r s ,  and e x p r t e r s  of goods -- gene ra l ly  t ak ing  t h e  form of  holding 
companies with numerous subs id i a r i e s .  This  commercial s e c t o r  is dominated by t h e  
Asian bueiness  community. The prominent indigenous f i rms  t h a t  have been 
e s t ab l i shed  a r e ,  f o r  t h e  most p a r t ,  less d i v e r s i f i e d  i n  t h e i r  a c t i v i t i e s .  



Within this context, investigations revealed the need for the BSC to aasiet 
these established firms to take a more active role in the productive eector, by 
establ iehing or expanding their operatione in light manufactGring, reeource-baeed 
processing, and other value-added activitiee. Conetrainte to euch growth 
expressed by businesses interviewed focused on three areas: . 

(i) difficulties inobtainingprofeesionalpersonnel,  particularly 
in financial and etrategic planning, and the need for 
technical training and ekill development; 

(ii) the need for technical aesietance in plant outfitting, 
production techniques, and equipment maintenance; and, 

(iij-1 limited acceestomarket/demand information, particularlywith 
regard to international quality etandarde; product enhancement 
and divereification; and guidelinee for tapping the export 
market. 

The further development of larger private finne in Tanzania will be a key 
element in the country's economic growth. The performance of these firme will 
be particularly important within the context of the privatization of the 
parastatal sector, and the resulting vacuum that muet be addressed. Expaneion 
and divereification will aleo open up new employment opportunities for Tanzanian 
workers in the agricultural, industrial, and services eectore, that are sorely 
needed. Finally, technical aesistance to eetablished enterprises in euch areae 
as quality control can eerve as a catalyst for the entry of Tanzania into the 
export market in non-traditional goods. While the country hae made recent 
advances in this area, especially in non-traditional agriculture exporte, there 
is substantial room for growth. 

E. GENERAL PUBLIC/LRBOR FORCE 

One final element that was identified as a potential area of attention for 
the BSC was the need for broad-based infornution dissemination and "conecioueneee 
raising" for the general public in Tanzania. The legacy of eocialism include6 
a prevailing mistrust or disdain for the private sector among the population ae 
a whole, and there is a need for general publications, workehope, and other 
mechanisms to increase awareness of the positive contributions of private 
enterprise, especially within the context of the ongoing policy reforme. As 
noted above, there is also demand for information on basic business practice6 
that can be distributed to individuals interested in the opportunitiee presented 
by the new business environment. 

On a different level, there exists a need for targeted worker training that 
will be addressed in large part through the assistance provided to operating 
businesses. For unemployed individuals, or persona just.enteringthe work force, 
vocational training through established institutione can potentially be linked 
to the BSC. In the case of former manager5 of public enterprisee, the task may 
be quite different, to re-orient and re-package existing skills so that they can 
be successfully channeled into profit making, market-responsive bueineee 
operat ions. 
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111. OPERATING FRAMEWORK OF TBE BSC 

As described in the preceding chapter, the capabilitiee and conetrainte of 
the Tanzanian private eector and ite repreeentative organizatione have been 
preliminarily defined by the inveetigatione conducted ae part of thie analyoie. 
When considered in light of the palicy analyeie that has aleo been conducted ae 
part of Project deeign, an overall profile of the epectrum of ieeuee now 
confronting the bueineee community hae been developed. 

Within this environment,the challenge for USAID/Tanzania is to deeign and 
implement a workable technical aeeistance etrategythat will reach a broad range 
of private eector beneficiariee in a cost-effective manner. Through diacueeione 
with USAID, private businesses, GOT leaders, and other donor and aeeietance 
agenciee, a general coneeneua hae emerged: There ie a need for a reoulte- 
oriented, demand-driven entity that can addrese the technical and policy 
constraints that have been identified. As outlined below, the establishment of 
an independent Business Services Center has been determined to be the optimal 
approach to meeting these objectives. 

A. STRATEGIC OBJECTIVES . 

The BSC will have four principal strategic objectives, each of which 
contributes to the overall purpose of the FED Project of. fostering private 
enterprise growth. Specifically, these objective6 are: 

- Raising Public Awareness. Using print media, radio, and 
publications (newsletters, studies, etc.), publicize the BSC project 
and its achievements. These efforts will draw attention to such 
areas as project objectives, business development opportunities, and 
policy ccnstraints identified, as well as to the technical 
assistance provided by the BSC and its impact, once the work program 
is fully underway. 

- Responding to Demand. The BSC will be a demand-driven service 
organization, reflecting the needs and concern6 of the Tanzanian 
business comunity as they are voiced by firms, individuals, and 
industry representatives. The role of the BSC will be to propose, 
rather than dictate, project activities, eo as to enaure that 
private sector views are reflected in the design and implementation 
of the technical assistance and training provided. . 

- Strengthening and Broadening the Business Community. The BSC will 
be non-discriminatory in the services that it provides, aiming to 
reach and assist the Tanzanian business community as a whole. 
Eligibility criteria for Project assistance will be establishedthat 
are straightforward and reflect the differing capabilities of the 
intended beneficiaries. Particular attention will be devoted toward 
phasing in of technical aaeistance and training outaide of Dar es 
Salaam through linkages with inetitutione in other population 
centers (e.g., Moshi, Arusha, Hwanza, Zanzibar). 

- Enhancing the Policy Environment. A final objective of the BSCwill 
be to identify and assess the key policy issues impeding Tanzanian 
business development, and to promote the greater underetanding and 
awareness of these issues. A key element in the BSC Qpproach to 
these policy-related activities will be to develop the capacity of 
the business associations to serve as effective advocates of private 
sector interests to the GOT. 



Together, these core objectives comprise the strategic framework within 
which the BSC will be established, and its activiries defined. The 
organizational structure that has been determined to best suieedtoward achieving 
these objectives is outlined below. 

8. OVERVIEW OF TEE ORGANIZATIONAL STRUCTURE 

Based upon the findings of previous FED project design efforts, the 
investigations conducted at this stage focused on three primary areas: 

- defining the precise needs of the private sector in Tanzania; - determining the capabilities of existing institutionejprograme to 
meet those needs; and, - within this context, developing a workable framework for delivery of 
technical assistance under the FED Project. 

The BSC design has been developed based upon an analysis of the findings of these 
investigations, consideration of the overall objectives of USAIDjTanzania vie a 
vis the private sector, and reflecting the experiences of similar project6 
undertaken in other developing countries. The principal institutional optione 
considered are described below, as a context for evaluating the rationale of the 
organizational structure proposed. 

1. Institutional O~tions Considered 

a. Business Associations 

With regard to the capabilities of leading business associations, it is 
clear from the above analysis that no one institution can truly claim to include 
and represent the interests of the Tanzanian private sector as a whole. 
Moreover, several of the institutions contacted lack the administrative capacity 
to add on such an ambitious portfolio; several were not interested in hosting the 
~roject; and other5 were plagued by inter- and intra-organizational dissension 
which would make the channeling of FED activities through them (Lee., 
establishing a BSC "unit") problematic at best. 

Other factors argue against placing the BSC within an established 
association: by singling out one group over another, USAIDjTanzania might 
contribute to, rather than reduce, the tensions that already exist. From another 
perspective, establishing the BSC within one association runs the risk of 
alienating the membership of other groups, and therefore reaching only a eegment 
of the private sector community. For all of these reasons, it was determined 
that the BSC should not be developed as a operating arm or division of an 
established business association. 

b. Investment Promotion Centre 

The design team also evaluated the prospect of using the IPC ae the 
operational base for the BSC. However, as with the business aeeociatione, 
several shortcominga to this approach were also identified: 

- the, as yet, unproven track record of the IPC'e ability to perform 
the critical services with which it is already charged; 

- the IPC's need for additional time to absorb the technical resources 
andeguldance that it is already receiving, and to develop and train 
its staff; 



- a percept ion among many members of t h e  p r i v a t e  s e c t o r  t h a t  a 
government e n t i t y  is n o t  t h e  p l ace  t o  l o c a t e  a P r o j e c t  which i e  
dedicated t o  responding t o  p r i v a t e  sector needs, a viewpoint t h a t  i e  
shared by t h e  IPC's d i r e c t o r .  

Given t h e s e  cons idera t ions ,  placement of t h e  BSC wi th in  t h e  IPC is also not  
recommended. 

c. Se lec t ion  of a l o c a l  Firm 

F ina l ly ,  t h e  a l t e r n a t i v e  of e s t a b l i e h i n g t h e  BSC a s  an  independent, p r o j e c t  
u n i t  wi th in  an e x i s t i n g  f i rm  was a l s o  examined. Interviews were conducted with 
varioue l o c a l  coneul t ing  and businees s e r v i c e s  groups, inc luding  t h e  p a r a e t a t a l  
TISCO (Tanzania I n d u s t r i a l  S tudiee  and Consul t ing Organizat ion) .  P r o j e c t  
i nves t lga t ions  i n d i c a t e  t h a t  t h e r e  a t  l e a s t  fou r  or f i v e  such busineeeee wi th  t h e  
profese iona l  and adminie t ra t ive  c a p a b i l i t i e e  t o  eupport t h e  a c t i v i t i e s  of t h e  
BSC. While perhaps j u s t i f i a b l e  from a pragmatic perspec t ive ,  t h i s  op t ion  would 
p l ace  USAID/Tanzania i n  t h e  e s s e n t i a l l y  untenable p o s i t i o n  of pre-taelecting a 
p r i v a t e  f i rm t o  administer  t h e  BSC, t o  t h e  d t r iment  of i ts  cornpetitore, and was 
t h e r e f o r e  a l s o  discarded a s  an a l t e r n a t i v e .  f 

2. Rat ionale  f o r  Oraaniza t iona l  S t r u c t u r e  Promeed 

Af ter  c a r e f u l  eva lua t ion  of each of  t h e s e  a l t e r n a t i v e s ,  it has  been 
determined t h a t  t h e  opt imal  approach is f o r  USAID/Tanzania t o  e n t e r  i n t o  an  
i n s t i t u t i o n a l  con t r ac t  with a f i rm o r  consortium t h a t  w i l l  bear f u l l  
r e s p o n s i b i l i t y  f o r  e s t a b l i s h i n g  t h e  BSC. This  i n s t i t u t i o n a l  c o n t r a c t o r  must 
include both a U.S.  f i rm and a Tanzanian coun te rpa r t  o rganiza t ion .  

The U.S. f i rm w i l l  e i t h e r  form a j o i n t  venture  o r  subcont rac t  agreement 
w i t h  a l o c a l  f i r m  o r  i n s t i t u t i o n  t o  undertake t h e  p ro j ec t .  While t h e  FED p r o j e c t  
w i l l  provide f inanc ing  f o r  p ro j ec t - spec i f i c  a c t i v i t i e s  and expenees ae soc ia t ed  
with t h e  BSC, it w i l l  be t h e  r e s p o n s i b i l i t y  of t h e  i n ~ t i t u t i o n a l  c o n t r a c t o r  t o  
e s t a b l i s h  t h e  o f f i c e  and admin i s t r a t i ve  c a p a b i l i t y  t o  ope ra t e  t h e  p r o j e c t ,  
working through t h e  Tanzanian counterpar t  o rganiza t ion .  

T h i s  approach has s eve ra l  advantages: 

- I t  avoids t h e  p i t f a l l s  a s soc i a t ed  with p re - se l ec t ion  by 
USAIDITanzania of an i n s t i t u t i o n a l  base,  which might l ead  t o  
percept ions of p a r t i s a n s h i p  o r  t h e  margina l iza t ion  of o t h e r  
i n t e r e s t e d  groups. 

- I t  f r e e s  t h e  bus iness  a s soc i a t ions ,  consul t ing  groups, o r  o t h e r  
s e r v i c e  providere,  t o  form a l l i a n c e 8  w i t h  U.S. biddere,  ehould they  
choose t o  do so,  while  neve r the l e s s  ensur ing  t h a t  each w i l l  be a b l e  
and encouraged t o  supply o r  r ece ive  s e r v i c e s  o f f e r e d  by t h e  BSC, 
once it is  opera t iona l .  

- I t  avoids t h e  c r e a t i o n  of an e n t i r e l y  new e n t i t y .  Th i s  i e  no t  an 
" i n s t i t u t i o n  bui ld ingw i n i t i a t i v e ,  which is both a d i f f i c u l t  and 
c o s t l y  t a s k .  Ins tead ,  t h e  BSC i s  a pe rv i ce  mechanism, and a e  ouch 
w i l l  have a f i n i t e  l i f e  span, te rmina t ing  a t  t h e  end of t h o  FED 
Pro jec t  . 

5 I t  i s  a l s o  unclear  t o  t h e  consu l t an t s  a s  t o  w h e t h e r  t h i s  approach 
would be i n  compliance with USAID bidding and procurement 
regula t ions .  



- As designed, the Center will not be formally affiliated with any one 
business association or organization in Tanzania, but will work with 
all interested parties. 

For ins~itutional, technical, and political reaeone, running the Center 
directly through a private contractor, will best achieve the FED program 
objectives. The BSC will poeeese the autonomy and objectivity that ie critical 
to its effectiveness in providing eervicee to the Tanzanian private eector. At 
the same time, by uniting U.S. and Tanzanian finne/organizatione, the BSC will 
contribute to the development of local technical aeeietance capabilitiee ae well. 
as project management experience, and provide opportunitiee for the increaeed 
involvement of local profeesionale in bueineee development efforts. Ae outlined 
in Section C below, this objective will aleo be eupported by encouraging the 
provision of ehort-term technical aeeietance by other Tanzanian firme, based upon 
their capabilities to meet the needs of the Project, ae it develope. 

C. ROLE OF TBE INSTITUTIONAL CONTRACTOR 

1. Overview 

A competitively selected U.S. contractor, in collaboration with a Tanzanian 
counterpart, will bear primary responsibility for design, implementation, and 
management of the BSC. The Contractor will provide both long- and ehort-term 
technical assistance in support of project activities, and will identify and 
coordinate Project support that is available from other sources. 

Given the complexity of the activities to be conducted by the BSC, as well 
as the need for coordination of its efforts with related Project/Program 
activities, it is recommended that four to six full-time staff members will be 
required to serve as Long-Term Advisors (LTAs) to meet the Projoct'e objectives. 
Key personnel will include a Chief of Party (COP) and the Project Coordinator 
(PC), both of whom will be resident in Tanzania throughout the life of project 
(LOP). They will be supported by up to four full-time Resident Technical 
Specialiste (RTS), in such areas as training, businese management/ finance, 
agribusiness, and light manufacturing. In addition, it is proposedthat a etaff 
market specialist be included who would be charged with encouraging U.S. sourcing 
of merchandise.under the Import Financing Facility, which is to be establiehed 
under the FED Project. The technicians can be phased in, over time. Optimally, 
the successful U.S./Tanzanian consortium will have identified highly qualified 
individuals either from within their own staffs or affiliates, to join the BSC 
staff. 

The BSC will be based in the contractor's offices in Dar es Salaam. The 
central location; availability of infrastructure, business, and support eervicee; 
size of the businesses community; as well as, proximity to the GOT and 
USAID/Tanzania offices, make the capital city the logical location for the 
Center. Throughout the execution of the work program, the LTAs will travel 
across the country, providing technical assistance and working with business 
associations and support organizations identified in regional populationcentere. 
In this manner, ongoing communication and frequent pereonal contact will be 
maintained with the associations, who will not only collaborate in the 
determination ofthe work program, but will serve as clearinghousee for potential 
beneficiaries and suppliers of BSC services. 

The contractor will make use of the services of four types of technical 
assistance providers in the implementation of the BSC: (i) the Chief of Party 
and Project Coordinator, who will define the program activities and provide 
ongoing technical guidance and support; (ii) In-Country Technical Specialists, 
who will provided targeted support for project activities; (iii) Short-Term 
Technical Advisors (STTAs), both drawn from the core contracting team, ae well 
as, other foreign and local sources, as needed; and (iv) complementary 



organizational and institutional resources and programs, planned or already in 
place in the country or in the region. 

Whenever possible, local expertise -- trainers/educators, techniciane, 
policy analysts -- will be utilized by the BSC. One of the principal objectivee 
of the FED Project is to develop and enhance national capabilitiee to carry out 
technical aesietance independent of outside eupport. In thie context, the BSC 
team will work with regional and national technical centero, educational . 
inetitutions, consultanciee, and other sourcee of profeeeional eervicee, to 
identify qualified candidate6 to assist in Project implementation. 

2. Contractor Reswnsibilities 

The Institutional Contractor will bear primary responsibility for the 
design and implementation of the specific activities undertaken by the BSC. As 
designed, the Project provides a solid basis for the eetabliehment of an 
effective project management framework to eneure the timely and reeponeive 
delivery of technical aesistance. Specific responsibilitiee assumed by the 
Contractor include, but are not limited to: 

- signing the core'contract and providing the eervicee it mete forth, 
as well as ad hoc delivery of technical aeeietance in reeponee to 
specific requests from beneficiaries, to the extent that they are 
consistent with the Project's objectivee and technical and 
managerial capabilities of the Contractor; 

- preparing specific scopes of work required for the provieion of 
short-term technical assistance: 

- identifying, deploying, managing, and supervising all technical 
assistance provided under the Contract, and ensuring ae to its 
quality and appropriateness to the need being addressed; 

- timely and cost-effective procurement, and appropriate maintenance, 
of all vehicles, computer hardware and software, office 
equipment/furniture, and other commodities using Project funds; 

- establishment of a financial administration system to eneure that 
the Project is implemented in the most cost-effective manner and 
that will provide the basis for accurate and timely reporting on its 
financial status throughout its execution; and, . 

- supporting and cooperating with audit and evaluation teams aeeigned 
to the Project. 

Finally, perhaps the most important task that must be performed by the 
Contractor is establishing the basis for effective communication amongst the key 
institutions involved. As has been determined by USAID/Tanzania, the FED project 
will fund a Personal Services Contractor (PSC) Private Sector Advisor who will 
bear direct management responsibility for the program ae a whole. The PSC will 
be under the supervision of a U.S. Direct Hire (USDH), as well ae eenior Mieeion 
management, as appropriate. 

As part of its basic activities, the Contractor will work to develop and 
sustain ongoing contact and coordination with the USAID Project Officer, whomuet 
be kept informed of all significant Project developments throughout the LOP. In 
addition, as described below, Tanzanian organization8 whose participation and 
support ie criti'cal to the success of the BSC, will be kept fully apprieed of its 
activities. 



3. BSC Proiect Oversiaht 

In addition to USAID project eupervieion outlined/above., a Steering 
Committee will be formed to provide etrategic direction to the BSC, comprieed of 
the principal organizations involved in the definition and delivery of eervicee. 
The Steering Committee will meet once a month to review progreee on Project 
activities. The Committee meetinge will be a productive way to not only focue 
the activities of the Center, but to dieeeminate information on ite activitiee. 
It will aleo provide a forum for the diecussion of policy iseuee which may be 
addressed by the BSC (see Chapter 4, Module 3 below). While the preciee 
composition of the memberehip cannot be epecif ied at thie time, it ehould include 
the following: 

the COP and PC of the Center 
the USRID PSC/or cognizant project officer 
reprewntativee of key bueineee aseociatione, euch ae, TCCIA, CTI, 
DCC, ATE, TFA, TBWPA, and tradelindustry organizations 
an IPC representative 
a representative from the Tanzanian education/training community 

On an 
in Steering 
BSC (IESC, 

ad hoc basis, other individuals could be aleo asked to ~articivate 
Committee meet ing'8, such as intermittent eervice provide& under- the 
APDF, EI), representatives of donor agencies active in business 

development, and GOT officials. The Steering Committee will eerve ae a 
consultative body to give overall direction to the center, and is a critical 
element in the project design. 

4. Proiect Staffinq 

The project staffing structure outlined I'l~?low ie intended to meet the needs 
of the private sector oupport component of the FED project, as identified through 
the investigations and analyses conducted. The staffing program ehould be viewed 
in light of the breadth of the activities that are encompaosed by the BSC, and 
the premium which this places on hands-on project management ekille. 

a. Lana-Term Advisors 

Clearly the tasks involved in developing the Tanzanian business community 
will require a multi-disciplinary team of technical and training experte, and it 
will be up to the Institutional Contractor to determine the optimal management 
structure for their particular team. But it is in the staffing of the long-term 
positions where the qualifications and experience of the individuale deployed are 
most critical to the project's success. 

Although every effort should be made by the Contractor to identify 
qualified Tanzanians to fill the long-term positions, it ie recommended that the 
COP be a highly qualified expatriate, and that no AID geographic code restriction 
be placed on the nationality of the BSC team, so as to provide for the higheet 
quality of service delivery. 

Chief of Party. The COP will be the in-country manager of the BSC and will 
serve as the principal contact point between the Contractor, BSC staff, USAID, 
the local business community, and the STTAs. The COP will be charged with 
establishing the office and facilities of the BSC, hiring personnel, and eetting 
up requisite data colLection and information management systems. Heishe will 
also bear responsibility for developing the project workplans, defining and 
maintaining comunications channels, identifying, and addressing technical 
assistance needs as they arise. The COP, along with the PC, will represent the 
BSC on the BSC Steering Committee, as described later in this report. 



The individual serving as the COP should have a strong track record in 
effective project management, optimally with a bueinees background/training, 
and/or experience in having led similar private eector development initiativoe. 
An understanding of, and prior field experience in, Tanzania or the Eastern and 
Southern Africa (ESA) region is also strongly recommended. 

Project Coordinator. The Project Coordinator will eerve ae the principal 
liaieon between the Tanzanian firme and individuals seeking, or in need of, BSC 
assietance and the service providers under the Project. The PC willworkcloeely 
with the COP in the eetabliehment of the BSC, defining ite oervicee, and 
identifying and priaritizing implementation meaeuree. 

It ie recommended that this poeition be filled by a profeeeional training 
specialist, resident in Tanzania, who will bring to the BSC a thorough 
understanding of the operating environment -- the policy environment, 
economic/market setting, key inetitutions, aseociatione, COT bodiee, etc. 
Training, education, and/or work experience in such areae as buoineee 
development, investment and finance, would also be desirable, ae would any 
sector-specific talents, or experience in designing and implementing technical 
assistance programs. 

Resident Technical ~~ecialitts. Additional full-time staf f will also be 
required to fill the RTS positions. The categories of expertise mentioned above 
--training, business/finance, marketing, agribusiness, and lightmanufacturing- - are indicative of the types of service and sectoral needs that have been 
identified through these investigations. They are not eet in atone. For 
example, a public relations/communications specialist might prove to be in more 
demand than a sectoral expert, which could instead be supplied through STTAe. 
In fact, it is recommended that consideration be given to initiating the BSC 
project with only the business/finance and marketing posts, with the additional 
positions to be defined, and applicants solicited, once the needs of the bueinese 
community have been further clarified. 

The Business Specialist's role would be to define and implement the BSC'e 
strategy for its internal business services, and to identify and evaluate the 
business needs of the client base. The efforts of the marketing specialist would 
be directed toward facilitating both import and export activity, eepecially the 
Buv America program, which is described further below. 

As with the Project Coordinator, it is desirable to have Tanzanian 
nationals also fill the technical posts. However, given the shortagee in 
management and technical expertise that have been noted by. the buoinees 
community, an alternative to be considered is to fill the positions initially 
with expatriates who are teamed with Tanzanian profesaionale. The expatriate 
technical poste would then gradually be phased out, once their counterparts are 
able to assume the full realm of responsibilities independently. 

b. Short-Term Technical Advisors 

The LTAs will also employ task-specific STTAe to addreae particular needs 
that are evidenced in the course of the project. These individuale may be drawn 
from the Institutional Contractor, as well as from other local and foreign 
sources, as appropriate to the needs at hand. The activities of theme 
individuals may be targeted to a general business audience; directed toward a 
particular product, sector, or function; or may be firm-specific, as determined 



by the LTAs. STTA may also be used in the area of policy analysis and the 
provision of tailored assistance to local business aeeociation~.~ 

/ 

Each of the LTAS will have the technical cqpability to conduct an initial 
screening of the potential BSC beneficiaries. Working with the relevant bueinees 
association, the COP or PC will visit these companies for first-hand aeeeeemente. 
The RA will conduct a preliminary evaluation of such factore ae the adequacy of 
facilities, equipment, eyeteme, raw materials, quality control procedures, labor 
skille, logistical problems, and managerial capacity. From thie evaluation, a 
determination will be made as to whether BSC assistance ie warranted and, if eo, 
the type of expertise required. 

It is difficult to pinpoint precisely the individual areas of experience 
and particular qualificatione that will be required over this five-year effort. 
It should be noted, however, that it ie in this category of technical aesietance 
where the greatest flexibility is demanded in terms of etaffing, if the project 
is to be demand-driven and respond to the needs evidenced in the local bueinees 
community. 

In this context, the following types of expertise are viewed to be 
potentially in demand over the course of the BSC work program: 

- Sectoral/Product Srxcialists in agricultural and light manufacturing 
sectors such as, leather goods, textiles/apparel, agroprocessing, 
horticulture, furniture, handicrafts, etc.; 

- O~erations Specialists in plant design and layout, transport and 
cargo, and computer-based accounting and inventory, and quality 
control; and, 

- Specialized Trainers with extensive experience in designing nd 
implementing sector- and industry-specific training in business 
development and operations and strategic planning; 

- Policv analvsts with training and experience in foreign exchange 
regulation; business formation; investment and export promotion; 
competitiveness assessments; etc. 

The Contractor will develop a roster of experts in these areas, and others, 
which will be screened by the LTAS. In addition, for targeted assistance, the 
resumes of these individuals will be sent to the firm or organization that is the 
intended recipient of the technical assistance,.prior to contracting. In thie 
manner, the beneficiary will be given the opportunity to ensure that the 
experience and qualifications of the STTA meet the needs of the probleme/taek 
being addressed. Given the highly targeted nature of the assistance to be 
provided in eome cases, it is critical that the individuals identified be fully 
qualified to avoid a waste of time and resources. 

c. Support Staff 

By virtue of establishing a U.S./Tanzanian collaboration ae the 
Institutional Contractor, identifying and accessing support etaff for the BSC 
will be facilitated. It is projected that, at a minimum, a receptionist, 
secretary, and driverlmessenger will be required to provide requisite 
administrative support. The services of an accountant/bookkeeper might aleo be 

6 The deployment of short-term technical assistance in business 
production/management areas will take into account the availability 
of services via the International Executive Service Corps (IESC) and 
its relationship to the BSC. 



utilized, depending on the technical epecialization of the Inetitutional 
Contractor. 

5. Links to the "Buv America" Proaram 

As diecueeed above, the FED Program will establish an import finance 
facility to aeeiet Tanzanian finne in obtaining acceee to the foreign exchange . 
needed to meet their import requirements. In conjunction with thie component of 
FED, the BSC will include a full-time marketing epecialiet on staff who will 
direct epecific attention toward optimizing the uee of the IFF by Tanzanian 
firms, and provide information on U.S. and other eoutcing opportunitiee. 

The Marketing RTS would be a key eource of information for Tanzanian 
businesses on alternative overeeae eupplier eourcee for their production neede. 
Special emphasis will be placed on the "Buy Americam program, to raiee awareneee 
of the price, quality, and competitiveness of U.S.-eourced goode. Efforte would 
include establishing a data base and souring catalogue for dietribution to 
Tanzanian businesses, as well as, hands-on assistance in making traneactione, as 
discussed in additional detail in Chapter 4. 

D. REWITIONSHIP TO LOCAL BUSINESS ASSOCIATIONS 

Tanzanian business, industry and trade aesociations are anticipatedtoplay 
a pivotal role in the BSC'e activities and achievemente. Working with the 
Contractor, the associations will be responsible forthe promotion ofthe project 
to their constituencies, the identification and preliminary evaluation of 
technical assistance needs, the dissemination of information made available 
through the project, and, in accordance with their capabilities, assieting in 
provision of the technical assistance. 

The associations will be used as a as a resource in the development of the 
work programs prepared by the COP, and will be expected to make capable etaff 
available to assist in the BSC's implementation. They will be an eepecially 
important element in the communications network establiehed, by eerving ae a 
conduit between the BSC and the business community at large. 

To the extent that commonalities of sectoral and func.tiona1 neede are 
manifested through effective communication with the business aseociatione and 
their memberships, significant economies can be achieved by bringing in ehort- 
term technical experts that will travel to several locations and plants 
throughout Tanzania as a part of their assignment. Through close collaboration 
by the LTAs with the associations, the most cost-effective means of delivering 
technical assistance will be determined and the assignment configured and 
scheduled accordingly. 

Finally, the associations will be asked to play an active role in eetting 
the policy agenda for the BSC. Drawing upon the input of their memberships, the 
associations will bring to light policy issues of.key concern for which technical 
analysis is warranted. As with the training and technical assistance provided 
in business development, the policy assessment and advocacy activities undertaken 
or supported by the BSC will be determined by the expressed neede of the 
businesses which the Center endeavors to serve. Along with other key 
organizations and institutions, they will be represented on the FED Steering 
Committee. 



E. LINKS TO ESTABLISHED TECENICAL ASSISTANCE MECHANISMS 

1. Overview 

The myriad and varied needs associated with bueineee development in 
Tanzania that have been identified, will require both careful management and 
targeting of eervices under the BSC, and coordination of the Center'e activities 
with existing private eector eupport inetitutions and program. Thie section : 
presents areas of technical assistance and training where external providers of 
services have been identified. These efforts can be linked to those of the BSC 
either formally, through contractual agreements, or through coordination and 
cooperation in the design of their respective program activities, depending on 
the institutions involved. 

BSC integration with these programs will involve the coordination of cost 
sharing, and fee for eervices arrangements, to meet both the individual 
requirements of the independent programs, and to establish atransparent "pricing 
schedule" for potential beneficiaries of the BSC. 

It has also become especially clear that there is a need for enhanced 
communication and coordination of multilateral and bilateral donor programs, non- 
governmental organizations, and other ongoing efforts to encourage private eector 
development. A brief review of euch activities identified in the course of theee 
investigations is presented below. It is only indicative, and by no meane an 
exhaustive listing. 

2. Utilizinq International Business Development Proarams 

a. Africa Project Develooment Facility (APDFL 

The APDF was established in 1986 as a joint effort by the African 
Development Bank, UNDP, and the International Finance Corporation (IFC), to 
assist African entrepreneurs in establishing viable emall/medium eized 
businesses. While the APDF does not provide direct financing to theee 
entrepreneurs, it works with them to develop "bankable" projecte in the 
preparation of feasibility studies, marketing analyses, and business plane, and 
assists in identifying and tapping sources of financing for project development. 
In practice, the APDF serves as an intermediary between an entrepreneur with an 
idea and potential financing sources. 

The APDF assists project developers to tap the resources of both formal 
financial institutions and potential investment partners, both foreign and 
domestic, and provides guidance in negotiation of the terms of finance and/or 
cooperation. In recent years, it has expanded its operations to include start-up 
assistance to its projects, e.g., identifying and eupervising contractors, 
organizational structuring, and managerial assistance. 

Based in Washington, the APDF is a "bare bones" operation with minimal 
staffing. In Africa, there are presently three regional offices (Harare, 
Abidjan, Nairobi) with additional branches planned for Douala and Lagos in the 
near term. (Nairobi is the APDF office charged with handling projects in 
Tanzania. ) The regional off ices are led by an IFC officer, with a eta£ f of three 
to seven professionals; their work is also coordinated with the activities of the 
UNDP and World Bank representatives in the host country and the region. 

The regional staff are responsible for project identification and 
screening, conduct regular country visits outside their base offices, and network 
with other donor and financial agencies to broaden their outreach. While the 
staff of these offices are trained in development finance, banking, and 
experience in the requirements and policies of the donor community, they also 
have relevant private sector experience and can assist the individual 



entrepreneurs in focusing and fine-tuning their project ideas. The APDF also 
draws on external technical assistance (an estimated 30-40 percent of which is 
drawn from the country in which each project is based) to conduct the pre- 
investment analyses. 

According to the General Manager, of 500 project proposale eubmitted, an 
estimated 10 percent receive APDF eupport, and half of these projecte are 
actually implemented. The average capital investment in projecte aeeieted by 
APDF has been USS500,OOO to USS1 million, although eome have been much larger. 
In Tanzania,the APDF had aesisted in seven projecte, principally in Arueha and 
Zanzibar, in the agricultural/food proceeeing and touriom eectore. The coet of 
the Tanzanian projects receiving APDF technical eupport ranged from USS400,OOO 
to USS3.8 million. Projects in other ESA countries have dominated the APDF8e 
portfolio to date, such as Kenya, Zimbabwe, and Botswana. 

The APDF operates on a cost sharing basis, with the outlook that 
entrepreneurs must have their own stake in the project for it to be euccessful. 
This approach is in keeping with the strategy proposed for the BSC. The APDF 
requires : 

- an "earnest fee" payment of USS3-5,000 (payable in local currency); - a project document delivery payment of at least 0.59 of project 
costs; and, - a final payment equivalent to 19 of project costs. 

These levels of cost sharing are used as guidelines, and the APDF exerciees 
flexibility in applyingthe policy. L,ikewise, institutional efforts are underway 
to provide assistance to smaller projects, for which an alternative cost eharing 
schemes may be developed. 

There io a considerable degree of complementarity between the APDF program 
and the activities proposed for the BSC and a linkage with the organization would 
be recommended. Discussions with the APDF's General Manager in Washington 
indicate that the organization is considering establishing a "window" in Tanzania 
(essentially a one-person operation), through which project proposale would be 
channeled to the regional office in Nairobi. Potentially, thie window could be 
located within the BSC, or alternatively, close coordination maintained between 
the BSC staff and the Nairobi office to provide services to Tanzanian 
entrepreneurs. 

b. Entrepreneurs International lEIL 

Entrepreneurs International is a USAID-sponsored private sector training 
program administered though AID'S Office of International Training. The program 
is intended to foster the growth and enhancement of the business communitiee in 
developing countries by linking them to the U.S. private sector. Target 
beneficiaries are executives and decisionmakers in the developing world, who are 
identified for training by the USAID missions. Project participants are 
"matched" to U.S. counterpart companies and then travel to take part in hands-on 
training and business discussions in the United States. The program is entirely 
grant funded, there is no cost recovery element. 

The EI program is cross sectoral and also includes targeted workehops and 
seminars for the project participants, operated in conjunction with the "in- 
plant" training. Its scope is cross-sectoral, ranging from agribusiness, to 
finance, to tourism. Senior personnel, both technical and managerial, are 
specifically sought as candidates for the program. According to the EI's 
Washington-based Director, a surprising number of EI participants have returned 
to their countries to start businesses of their own, thus expanding the national 
economic base. 



EI has been operating successfully for some time in Tanzania, having 
provided training to 23 persons as of year-end 1991, eight of whom'were women, 
and there are an additional 15 persons that have been iddntified by USAID for 
training. Reportedly, the participation of USAID/Tanzania has been a "management 
intensive" effort, and has focused on smaller enterpriees, and its outreach ie 
intended to be expanded under FED to include larger firms.' 

Clearly, the work of EI is fully complementary with that of the BSC, and .. 
there should be linkages eetablished between the Hiesion training officer to 
support this, and other efforts as well. The question of allocation of 
responsibility for program management could perhaps be addressed through 
cooperation between the FED PSC and theMission training officer, thereby eharing 
the management burden. Further information on the funding requirements for EI 
services must also be sorted out. It is uncertain in the FED Training report 
(see footnote) as to whether they will be covered by existing contractual 
mechanisms (e.g., the Human Resources Development Aesietance Project -- HRDA) or 
will be expected to be drawn from FED project funds. 

c .  International Executive Service Corm 

The IESC is a U.S. non-profit organization, established in 1964, that 
provides hands-on assistance to locally owned businesaesin developing countriee. 
The IESC has offices throughout Africa and the world, and an active network of 
over 12,000 volunteers who donate their time and services in response to requeet 
for technical assistance. These experts are comprieed of retired U.S. businees 
executives, experienced practitioners with a broad spectrum of epecializatione, 
including engineering, plant management, printing and packaging, financial 
management, and the full range of industry and sector-specific backgrounds. 

In mogt technical interventions, assistance requests received by the IESC 
are channeled through a national development organization or donor agency, and 
an agreement is reached as to the most appropriate form of assistance to be 
provided. Once a contract has been signed between the IESC and the recipient, 
a member of the IESC's corps of Volunteer Executives (VEs) is identified who 
possesses skills that match the need of the developing country firm. The VE then 
travels to the field, most often for a short-term conaultancy averaging 4-10 
weeks in duration, working directly with the firm. In other instances, shorter 
engagementn are proposed, such as plant diagnostic exercises in which the VE 
visits and assesses the firm and prepares an action plan, analyzing specific 
problems and proposing recommendations. Variations of this basic framework are 
also available including the grouping of smaller enterprises with similar needs 
for shared training, general topic seminars, and linkages between VEs and local 
educational institutions to administer epecialized courses. 

AID provides core funding for the IESC's operations, the costs of firm- 
specific technical assistance are thereby limited to travel and maintenance of 
the expert. In most countries, these expenses are borne by the individual 
business. 

As with the APDF and EI programs, it is evident that the BSC may be able 
to make good use of the IESC program. The caliber of service provided by IESC 
volunteers has been highly regarded in such countries as Mauritius, Kenya, and 
Guatemala. However, the terms of the BSC's arrangement should be carefully 
defined, as the IESC's track record outside of its core activities (e.g., its 
activities such as the Trade and Investment Services and American Business 
Linkage Enterprise) has been spotty. Moreover, it is strongly suggested that 

7 See "Financial and Enterprise Development Program (FED) Training," 
prepared by H. Gene Peuse and Howard L. Steele, for USAID/Tanzania, 
May 1992, for more information. 



individual firms seeking IESC aseietance be given the opportunity to approve the 
resume of the VE, prior to finalization of the contract. Communication gape have 
eometimes resulted in the inappropriate deployment of pereonnel through the IESC 
program, to the detriment of all parties concerned. 

3. Workina with Tanzanian Institutions/service Providere 

The BSC will also work cloeely with eetabliehed technical and training 
institutione that are developing, or have in place, programs to aseiet in private 
business development .* The capabilities and conetrainte of theee organization 
have been examined in detail in other studies, and will not be restated here. 8 
Instead, drawing upon these analyeee and discueeione with the USAID/Tanzania 
Training Officer, summaries of the potential are e of cooperationbetween the BSC 
and selected institutione are presented below. 1% 

- Institute of Finance Management (IFH). Baeed in Dar ee Salaam, the 
IFM enjoys perhaps the beet reputation of the training/education 
organizations reviewed. Ite couree range from degree programe, to 
Executive Development ehort courses, and it ie eepecially equipped 
to provide training in accounting and bueinees management. IFH 
links to the BSC' could be establiehed for eetabliehed bueineeeee 
seeking to improve their financial planning and management 
capabilities. In addition, with a large faculty'of profeeeore and 
lecturers, the IFM is likely to be the most appropriate Tanzanian 
institution for developing tailored coureeo to meet training neede 
evidenced in epecific areas, e.g., productivity enhancement, quality 
control, production process strategies, etc. 

- College of Business Education (CBE) has proven to be an especially 
responsive educational institution in that its faculty is drawn, in 
part, from practicing professionals, thereby exposing students to 
the practical application of business skills, in addition to the 
academic material. The CBE has also been particularly adept at 
tailoring its courses to suit the needs of the community 

8 Many of the institutions listed in this section have received, or 
are now receiving, donor support for curricula development, 
staffing, and/or basic facilities and operations. . 

9 See, for example, Small Enter~rise Develo~ment in Tanzania, prepared 
for the Government of Tanzania and the Overseas Development 
Administrat ion, J. Dawson, Dr. M. S . D . Gagachwa, and D . de Leyeer, 
August 1991; Private Sector Trainina Needs Assessment, HRDA, 
prepared for USAID/Tanzania, Labat-Andereon Inc., August 1989; 
Assessment of a Reauest for Fundina bv the EC of Aaro-Related SmalL 
Enterurises in the Southern Hiohlands, Klaue Molenaar, 1990; and,the 
FED Training Report by Gene Peuse, referenced above. Much of the 
information presented here is drawn from these reports. 

10 It should be noted that all of the institutions lieted appear to 
suffer from the same problem, to varying degrees, high turnover of 
top-notch professors. Given the lower ealary scales of the academic 
institutions, the best instructors have tended to move to the 
private sector as accountants, financial analysts, managers, once 
their reputation has been established. For this reason, it ie 
difficult to make certain statements as to the quality of the 
education that is currently available at an institution, at any 
given time. 



- Tengeriu is a village college located approximately eix kilometers 
outside of Arusha and, according to USAID, is an appropriate 
institution through which to channel/coordinate~griculture-related 
training and technical aseistance. For the most part, outside 
instructors would have to be brought in to conduct the claeeee, on 
an as-needed basis. 

- Small Industries Development Organization (SIDO) ie a parastatal 
entity established by the GOT in 1973 to coordinate and support 
policies and programs for SME development. Although it hae been the 
recipient of eubstantial donor aesietance, SIDO appeareto be spread 
too thin to fully diecharge ite wide-ranging reeponeibilitiee. 
Possible linkages with the BSC include coordination with SIDO in the 
provision of technical aseietancetothe occupants of ite induetrial 
estates (numbering 14 in 1990) ae a means for the program to reach 
out to groups of businesses outside Dar es Salaam eimultaneously. 
For rural businesses cooperation with SIDO's training and extension 
services in the design and delivery of courues, e.g., mite 
selection, appropriate technology, marketing, etc., . ie aleo a 
possibility 

- Small Industries' Consultancy and Training Assistance (SICATA). 
Formed as a consultancy unit within SIDO, SICATA ie heavily 
dependent on donor funding, but has established a poeitive 
reputation for its ILO-funded basic bueiness coureee, which are 
being managed by ATE. This type of inter-organizational cooperation 
might be complemented by eupport from the BSC, again with an 
emphasis on general seminars/workshops for SMEs to disseminate baeic 
business information. 

- Investment Promotion Centre. Drawing upon the funding and support 
that it is now receiving from the UNDP, the IPC has plans to 
initiate a national outreach program to identify promising 
entrepreneurs on a district by district basis, working with the 
business colleges and the Ministry of Education. The IPC would then 
develop a data base for identification of market or joint venture 
opportunities. Such an effort to catalogue potential entrepreneurs 
is fully complementary to the activities of the BSC and through 
mutual cooperation, the impact of the survey could be extended. The 
BSC should also remain abreast of the IPC's efforts to promote 
investment and business development in general, to ensure that their 
efforts are coordinated. 

It should also be noted that, in an effort to expand the geographic 
coverage of the BSC, courses could potentially be run through such institutione 
as the Arusha Technical College, the Arusha School of Accountancy, and the Hoehi 
Cooperative College. The calibre/orientation of the curricula and faculty of 
these institutions is, in some cases, uncertain or, in others, falls short. 
Nevertheless, at a minimum, arrangements could be made to use their facilities 
as part of the BSC's outreach efforts. Numerous other training and vocational 
centers have been established throughout the country, euch ae the 
Dar es Salaam and National Vocational training Centres, among othere. 

11 Two other institutions, the Eastern and Southern African Manaaement 
Institute (ESAMI) and the Institute of Continuina Education (ICE) 
were also considered as potential conduits for BSC training. 
However, ESAMI has recently been criticized for mismanagement of ite 
funding by the donor community, and has therefore been diemieeed as 
a possibility. The ICE, while enjoying a reputation a8 the leading 
source of technical assistance and training in the agricultural 
sector in Tanzania, appears to be stretched quite thin in 



particular, there are several good computer training centers. Once the BSC is 
operational, effort should be directedtoward identifying the current activities 
and capabilities of these inetitutions to determine potential areae of 
cooperation, and to broaden the reach of'the BSC8e eervicee. 

4. Coordinatina International Aesistance Proarams 

In nearly every interview conducted during Project inveetigatione, and 
throughout many of the recent etudies reviewed, the m e d  for enhanced 
coordination of donor aesietance efforto in Tanzania hae been r,nised ae an ieeue. 
It is clear that there ie a pervasive communicatione gap that hae reeulted in 
duplication, mieinformation, confueion, and even conflict, among donor efforts. 

The BSC will place an emphaeie on establiehing and maintaining o w n  
channel6 of communication with the myriad international (and local) institutions 
that are involved in private sector development initiatives in Tanzania. Thie 
will not only avoid the probleme outlined above, but will allow the BSC to 
identify potential linkages and complementarities among it@ own activities and 
those of the donor community and its implementing agente. A brief eynopsie of 
current efforts by these institutions that should be considered in project 
implementation is presented below. 

a. Other USAID Prolects 

There are several AID initiatives that are complementary to the BSC'e own 
activities. The HRDA project, for example, which is global in scope, has already 
been employed by USAIDITanzania. HRDA can be used as a source of direct training 
assistance, as well as in diagnostic surveys of the private sector, based upon 
the size or sectoral orientation of the enterprises. Efforts should therefore 
be directed toward ensuring that the FED-based training activities are fully 
coordinated with the HRDA efforts, through the USAID/Tanzania Training Officer. 

Likewise, a pre-feasibility report by the AID Africa Venture Capital 
Project has already been prepared on establishing a venture capital fund (VCF) 
in Tanzania, an effort that is intended to be coordinated with the FED Project. 
The focus of VCF activities, once it is established, will be on inveeting in the 
expansion and upgrading of SMEs. The total fund will be USSS million, and 
project designers indicated that investments by the VCF would range from ae low 
as USS50,OOO to USS500,000, as the maximum amount. An average investment would 
be approximately USS150,000, representing 35 percent of the total equity in the 
business. The scale and orientation of the VCF makes it an excellent financial 
counterpart to the technical assistance that will be provided by the BSC to SMEa, 
and the projects should be developed in close cooperation. 

The BSC should also stay abreast of regional and centrally funded project8 
that complement and enhance its objectives. For example, tha REDSO/ESA office 
recently approvedthe Project Identification Document for aRegional Agribueineee 
Support Project (RASP). If implemented, it will serve as a regional eource of 
technical assistance and market/investment promotion between African and U.S. 
SHES in the agricultural sector, which could be linked to BSC-targeted 
beneficiaries. Other such efforts that are ongoing or planned for implementation 
should be coordinated by the FED PSC and the BSC team. 

maintaining its established programs. This does not necesoarily 
preclude its participation in the BSC's work program in later etages 
of Project implementation. 



b. World Bank 

The World Bank hae had plane for the establiehment of a "Private Enterpriee 
Development Credit" project that would appear to have areae of complementarity 
(if not direct overlzp) with the efforte planned for the BSC. According to the 
Bank, the project is expected to be authorized in Waehington in June, although 
the etudy mission on which it ie based wae conducted over a year ago and there 
seems to be a degree of internal confueion as to whether it will move forward. 
As designed, among its elemente will be an aeeeeement of barriere to induetry 
entry and exit; bueineee formation procedures; and land acquieition ieeuee. The 
Bank ie also planning to undertake a "Financial and Legal Reform" project. Thie 
effort appeare to be targeted almost exclueively to providing the GOT aeeietance 
in drafting new legielation (e.g., industries act, establishment of an induetrial 
court; formal guidelines for dispute resolution, etc.) and ehould ale0 be 
coordinated with the policy work undertaken through the BSC. 

c. United Nations Development Proaramrne 

In recent years, the UNDP nas been an important provider of technical and 
financial support toward the development of private eector associatione in 
Tanzania. As noted earlier, it is now providing aeeietance to the TCCIA in the 
form of a Resident Advisor, as well as funding for three profeeeional poeitione. 
Other recipients of UNDP support include the ATC, TPA, and ESAMI. The IPC is 
also receiving UNDP support in the form of three profeeeional advieore -- a Chief 
Technical Advisor in investment aervices, and Agricultural Export Advisor, and 
an MIS specialist. Their periods of coneultancy range from two months to one 
year. The UNDP also has a long-standing program to promote micro-enterprieee and 
provide access to credit to the informal sector. For both operating and planned 
projects, total funding by the UNDP to Tanzania has been estimated to reach USS90 
million over the next five years. 

Discussions with the UNDP indicate that it is also considering providing 
near-term assistance in support of SUE development. A preliminary mission was 
conducted in February 1992 to examine the possibility of initiating a 
entrepreneurial development program similar to the areas encompassed by FED. As 
designed, the four-year program would be run by the United Nations Centre for 
Transnational Cooperation, and would therefore include an effort to link local 
entrepreneurs to foreign partners. A second mission by the UNDP'e private sector 
division is planned for late June, at which time they would like to meet with 
USAID/Tanzania to discussion areas of coordination.12 Total funding 
requirements have initially been estimated at USS1.28 million, of which the UNDP 
would contribute US$980,000, and the remainder be derived from counterpart 
funding and income generated by the program itself. 

d. Commonwealth Secretariat 

The Technical Assistant Group of the Commonwealth Fund for Technical 
Cooperation (CFTC) has conducted a considerable amount of research and provided 
related technical assistance to IPC. It is also working with Zanzibar in the 
reform of its investment promotion body, and in the promotion of the tourism 
sector. Most recently, it has been involved in drafting new, "harmonized," 
investment legislation with the GOT. In the identification of key policy areas 
for analysis by the BsC, such efforts of the CFTC should be taken into 
consideration. 

12 It was made clear in the interview that the UNDP wishes to tailor 
its efforts to complement those of USAIDITanzania undzr the FED, 
should the UNDP's project move forward, rather than vice versa. 



e.  Other donors 

SIDA, the Swedish development organization, is one of the moet active 
bilateral donors in Tanzania, working almost exclusively through SIDO, to which 
it has long been providing funding. Over the past ten years, SIDII eetimatee it 
has placed more than US550 million in SIDO programe. It continue8 to provide 
operating financingto SIDO, including eupport for ite leaee-purchaee program for 
SHE equipment needs, and aeeietance to women entrepreneure, providing loane to 
woman-owned bueineeeee at conceeeional terms. In the paraetatal eector,. SIDA hae 
also sponeored overeeae training for Tanzanian managers, who are matched with 
Swedish counterpart companies for ehort-term training, and hae aeeieted TISCO in 
etart-up financing and advieory eervicee. 

Among other donors, the GTZ of Germany has aleo provided eupport to SIDO, 
but like most other bilaterale, has concentrated its funding on the COT and 
parastatale. Likewise, NORAD of Norway, hae provided echolarehipe for overeeas 
technical training, eupporttothe Tanzanian Inetitute of Development Management, 
and basic ekille training for women. Total NORAD bilateral aesietance amount8 
to some USS50 million/year. The Japanese development agency, JICA, hae provided 
ongoing support to industrial and agricultural technology centere in Kilimanjaro. 
Britain's Commonwealth Development Corporation (CDC) has aleo been active in 
Tanzania, investing principally in larger project8 (a "emall" inveetment to the 
CDC is USS1 million), with a total investment portfolio of eome 28.7 million 
pounds eterling, and a pipeline of over 68 million. Sectoral areae of 
concentration have been agroprocessing and tourism. Although linkage8 with the 
BSC would be welcomed by the CDC, for the moet part, the average eize of CDC 
investments would make it a potential source of funding for only the more 
established Tanzanian firms. 

Finland's development arm, FINNIDA, has historically concentrated its 
project assistance to paraetatale and cooperatives. However, a recent etudy 
conducted by the Agency recommended reorientation of its eupport to include 
private sector development in such areas as: entrepreneurship training and emall 
enterprise development. The report also recommended collaboration with USAID 
efforts in this area, through the provision of both technical assistance and 
direct financing, and the BSC team should therefore pursue the poeeibilitiee 
further, once the Center is operational, 



IV. PRINCIPAL FUNCTIONS OF THE BSC 

/ 

A.  INTRODUCTION 

The preceding chapters have outlined the technical aesistance and training 
needs identified within the Tanzanian business community, and proposed a delivery 
mechanism to address them. Through the establishment of the BSC, USAID/Tanzania 
will put in place a managerial and operating framework that can rapidly respond 
to the changing business environment. 

As configured, the BSC will play a key important role in facilitating 
business development in Tanzania by serving as a conduit for a broad epectrum of 
support activities for the private sector. The experience and expertise of the 
BSC staff will be critical to its success. However, it is ale0 important to note 
that one of the Center's critical functions is to eerve as a clearinghouse 
through which Tanzanian firms can have access to local and international program6 
and organizations, as well as individual experts, which comprise a compreheneive 
network of talent and reeources. 

The BSC is intended to respdnd to expressed demand for technical assistance 
in the private sector. In that context, decisions as to its preciee activities 
will be made by soliciting the advice and counsel of the intended beneficiariee. 
As outlined below, an informational campaign to promote the services that the BSC 
can make available to the bueiness community will be a top priority throughout 
the implementation of the Project. The response generatedthroughthis and other 
mechanisms (e.g., Steering Committee guidance, meetings with businese 
associations, freld visits by BSC staff, etc.) will form the baeie for 
determining its portfolio. 

As the context for economic activity changes in Tanzania, and the resulting 
needs of the business evolve, the BSC will make different types of technical 
assistance available. Within this context, therefore, it is premature to define 
the precise services that will be offered by the BSC over the five-year LOP: 
responsiveness and flexibility in service delivery will be emphasized. However, 
drawing upon the understanding developed of the critical issues presently facing 
the private sector in Tanzania, a framework has been developed to address the 
needs that have already been identified. 

The BSC's services have been divided into three general components or 
"modules." The proposed functions, services, and delivery mechanisms of the BSC 
are summarized in the tables on the following pages. Likewise, the anticipated 
users of the BSC, as well as potential service providers, are depicted. In 
conceptual terms, the requirements (financial and otherwise) for firms or 
individuals to avail themselves of the BSC are also addressed.' Finally, a 
preliminary implementation plan is presented, along with a projection of 
anticipated BSC beneficiaries. 

8. BSC PROMOTION 

Among the many responsibilities to be assumed by the BSC Contractor, the 
promotion of the Project is one of the areas which will rely most heavily on the 
core staff to carry out. The national scope of the BSC'e efforts will require 
a coordinated strategy to foster awareness of the Project through the collection 

13 Some of the BSC's basic services will be provided free of charge 
while other, targeted assistance will be operated on a cost recovery 
basis. Much will depend upon the attributes and resources of the 
user and the requirements of the assistance provider. (Refer to 
Chapter 3 for information on programs such as the IESC, APDF, etc.) 



and dissemination of information among Tanzania's businesses. In the initial 
stages of Project implementation, the BSC staff will formulate a ,promotional 
strategy that will be phased to reflect the anticipated growth in the outreach 
of the BSC aver the five-year period in which it is executed. 

Working with business aesociations, trade groups, USAID, and other 
interested parties, the BSC etaff will publicize the full range of its activities 
and the business development opportunitien, technical aesietance, and training 
reeources that it offere. The public awareness campaign will be crucial to the 
provieion of technical assistance to a broad and diverse opectrum of 
organizations, businesses and individuals. 

Design of the campaign will be undertaken upon FED project activation, and 
concurrent with the definition of the BSC'e services and delivery mechanieme. 
Representative activities to be conducted over the five-year period will include: 

publication of pamphlets, newsletters, and other promotional aatmrimls. 
One of the first tasks undertaken by the BSC staff will be to prepare a 
pamphlet describing the BSC, how it operates, the types of technical 
assistance available, and who to contact for more information. An 
additional pamphlet will be developed that deals specifically with the 
"Buy American program operates, and how the Import Financing Facility can 
be used to the advantage of your business. These publicatione will be 
supplemented by bi-monthly newsletters that are distributed to aational 
business and professional aesociations, trade groups, educational 
institutions, relevant GOT offices (e.g., IPC, Ministry of Industries and 
Trade, Board of External Trade), and donor agencies. The newsletter will 
describe ongoing and planned activities under the project, including a 
calendar of events for the upcoming months. Making such information 
available on a regular basis, will not only keep interested parties 
apprised of yfoject developments, but will help to foster popular support 
for the BSC. 

Public media campaign. Using radio and print media as vehicles, the BSC 
staff will draft press releases, scripts, and other announcement6 to 
publicize the BSC project and its achievements. These efforts will draw 
attention to such areas as project objectives, business opportunities, and 
key policy issues, as well as to the technical assistance provided by the 
BSC and its impact, once the work program is fully underway. 

Promotional events. Finally, the BSC promotion campaign will encompass 
the organization of various promotional and informational events as part 
of its outreach efforts to the Tanzanian population. Such events might 
include trade fairs featuring exhibitions of locally produced goods, 
national and regional business conferences, as well as, simple, informal 
gatherings for persons interested in learning more about the BSC and its 
services. 

The timing and nature of these activities will be developed working with USAID 
and the business associations, to ensure that they will reflect the intereste and 
needs oftheir memberships, and are publicizedthroughoutthe business community. 

I t  If possible, the BSC staff will use personal computers for "desk-top 
publishing" to internally produce camera-ready copy, and thereby 
reduce publication costs. A standardized "look" or format for 
publicly distributed BSC documents will be designed by the staff, 
working with the Steering Committee and USAID. 



# C .  SCOPE OF BSC SERVICES 

As noted above, the scope of the BSC's activities w e  been 'defined to 
include three, broad functional areas, as follows: 

- J4odule 1: Basic Business Services, which will provide training and 
technical assistance to a broad audience. 

- Module 2: Specia-, which will address sector-, 
industry-, and sector-specific needs. 

- Hodule o$, 3: P li intended to 
enhance the capabilities of national businees aeeociations to meet 
the needs of their members and influence the policy environment. 

The discussion of BSC activities centers on the table that has been 
prepared for each module. In viewing the tables, the following should be borne 
in mind: 

- Focus. Each Module has three general areas of focus. Within each 
module, these distinctions are, to an extent, diecretionary and 
should be seen simply as guidelines for targeting the ueer, and 
thereby defining the eervices anticipated to be needed. 

- Users. Any individual or firm that wishes to access the BSC's 
services will be given the opportunity to do so. The BSC staff will 
work on a case-by-case basis in developing a profile of the ueer and 
assisting him or her to identify the moat appropriate type of 
assistance or training among the spectrum of eervices offered. 

- Service Areas. .Again, there are definite overlaps in the eervice 
area categories, as depicted, and several appear in more than one 
module. The listing is indicative of the types of technical 
assistance and training that might be offered by the BSC which, as 
a demand-driven entity, will ultimately respond to the requests of 
the Tanzanian business community. 

- Deliverv Options. There are many different ways to approach the 
task of business training, for example, and the delivery option that 
is ultimately selected for a firm or individual will be influenced 
by a variety of factors, e.g. : How widespread is the interest? Are 
there courses on the t o p ~ c  already establiehed? What is the 
capacity of the individual to pay? The linkage of the service area 
and the deliverv option selected to provide the service is a 
decision that will be made by the BSC staff, as appropriate. 

- Sources. This is the element of the BSC design that is most 
difficult to define in advance. The source of the technical 
assistance and training will be determined, to a significantderj;'ee, 
by the composition and capabilities of the Contractor. In addition, 
just as the services provided will be determined by the market, the 
services needed will drive the identification of the optimal source. 
Again, the sources listed are preliminary and indicative and will be 
fine-tuned as the Project develops. 

With these general guidelines in mind, the activities and sequencing under 
each of the three BSC modules are presented below. 



Module 1: Basic Business Services 

Module 1 activities are those which are intended to reach the broadest 
spectrum of firms and individuals. Unlike the services outlined in the other 
modules, the technical assistance and training encompassed can be appliedto all 
types of businesses. Basic Business Practices will have the widest audience, and 
ie essentially an element of the public awareness campaign described in Section 
B above. Many of the services encompaesed will be delivered by the BSC otaff, 
e.g., establishingthe library, preparing/procuringpublications, providingbasic " 

business advisory services, and conducting workshops for small audiencee. As 
described in the Implementation Plan in Section D, these t y p e  of servicee will 
be among the first to be offered by the BSC, and will introduce the Center and 
its staff to the public at large. 

In other instances, the BSC will draw upon the faculty or courses of local 
institutions, for example, to deliver classes in basic business management; or, 
employ local consultants to offer seminars on COT regulations, local business 
practices, etc. Business associations may also play a role in that they have 
expressed interest in offering similar services to their members which can be 
coordinated with those of the BSC. For the most part, these services would be 
free, or available for a nominal charge. 

The services included under p ~ ~ l i e d  Business Skills are also general, but 
will nevertheless reach out to a more experienced audience, including SHES that 
are already operational but are in need of aesistance to adopt more businesslike 
practices or upgrade their productivity. It is anticipated that most of the 
technical assistance required to deliver these services can be made available 
either by the BSC staff, established programs (IFM, CBE), or offered by local 
firms. In special instances, firms or individuals may be selected for overseas 
training under fellowships offered by NGOs or similar programs. Again, cost for 
these services would be nominal, to the extent that they are provided by the BSC 
or its affiliates. 

In direct support of the Buv America Prosram, the Marketing RTS would 
supply information on U.S. products and inputs in the form of data bdse printouts 
for particular items (machinery, intermediate goods, equipment) required by a 
Tanzanian client. Assistance would also be provided in making contacts with U.S. 
suppliers, and ensuring that the sale goes through as planned. The RTS would 
conduct followup work to make sure that the goods delivered met the client's 
requirements and to gauge interest in future purchases. 

The third and final category, S~ecialized Manaaement and Technical 
Traininq, has as its target audience established firms and business associations. 
The intention is to provide access to information and training to support 
innovation in, and upgrading of, established capacity. While some topics much 
as, inventory control and productivity management, may fall within the BSC staff 
or Tanzanian firms and institutions, others will rely on bringing in short-term 
consultants to conduct specialized seminars. For this reason, services provided 
will be coordinated closely with the activities of the business associations, to 
determine which areas are of most interest, and to clearly identify the probable 
clientele. An association(s) might also assist in organizing and convening the 
sessions. The minimum level of participants required to warrant holding the 
sessions would be determined by the BSC, and attendance would require payment of 
a registration fee to at least partially cover their cost. 



TABLE 1 

BSC MODULE 1: BASIC BUSINESS SERVICES 

Obiect ive: Provide technical assistance and training to the business conannity at large, 
i.e., cross-sectoral, new and established firrs, export and non-export, etc. 

Tar~et Group: Pnblic at large and all types of businesses. 

locus Users Senice Areas Delivery Options Sonrcesll 

1. Basic emergi ng proslcons of starting in-coontry courses, IFH, SICATA, 
Business entrepreneurs, yonr o m  business short-term seainars, Tengeriu, CBE, 
Practices general pnblic requisite business skills info. pnblications, accountants, 

foriner PE management training business library, STTAU 
employees meeting gov't. requirements general aedia business assns.fi 

retraining for the market 
strnctnring your businessa 

2. ApplieC emerging business 6 financial plans i a-country conrses, acctg./consnlt. 
Business Ski 11s entrepreneurs, sourcing strategieslprocurenent overseas studies, firms, CBE, 

SlEs small business acctg. specialized seminars for-profi t 
negotiating investments sonrcing database training orgs., 

NGOs, IF!!, STTA 

3. Specia! izeC estblt. firrs total quality nauageaent specialized seminars, specialized 
I!y: ./Tech. associationsl just-in-time production in-country courses consulting f i tas, 

prof. orgs. inventory control/~gmt. IFH, agnt. 
productivity inprovemuit consnltants, 

Tengeriu 
- - -- - -- 

1 1  The institutional contractor for FED vill play the principal role in the design and irpleaentation of 
all aspects of the project. It is assumed that the long-ter~ advisors will bear primary 
responsibility for coordinating and managing project activities, sapported by short-tern technical 
sdvisors ('STTA'), as noted. Other 'Sources' listings are indicative of potential service providers. 

Q S T A  connotes the technical specialists of the institutional contractor, as well as local consultants. 

13 (-. Seserii busioess assxiations have plans (or active projects) to provide these types of services which 
x i ; !  be integrate5 i c ,  and supported by, tbe BSC's oun workplans to the greatest extent possible. 

' C  &. !nocst~~et'ions revealet a need fror bo!h new and established bcsinesses to learn how to aove beyond 
triiitioaal, fmily-waedioperated business, asd introduce neu technology and professionalisn. 



Module 2: Specialized Business Services 

In Module 2 activities, the BSC will draw more extensively on outeide 
sources of technical assistance, again, depending on the capabilitiee of the 
Contractor. With regard to the first focus area, proiect Develoment, the BSC 
staff would be expected to provide guidance in the key elemente of pre-inveetment 
analysis, bueiness plan development, and identifying and aeeeeeing alternative 
eources of finance for local entrepreneure. Equipped with thie fundamental 
information, the client would be in a position to diecues with the BSC whether 
or not to proceed with the project, areae in need of further definitiori, and the 
potential for qualifying for outeide assietancethrough programs euch aethe APDF 
or RASP. For projecte in epecialized induetriee or eervicee, or for assietance 
in identifying potential joint venture partnere, for example, STTA would be 
utilized to supplement in-house expertise. 

As with the Module 1 services extended to emerging entrepreneurs, for baeic 
information at most a nominal fee would be charged. Project-epecific aeeietance 
and consulting eervicee would be costed based upon the practices of the 
cooperating organization and/or an assessment by the BSC of the client'e ability 
to pay. 15 

The spectrum of services and the scope of potential usere covered under 
Business Operations are broad for two reasons: (i) they reflect the divereity of 
the clientele that the BSC will endeavor to serve; and, (ii) until the BSC ie 
actually underway it is difficult, if not impoeaible, to narrowly define the 
potential service needs of operating businesses in Tanzania. 

To be demand-driven and market responsive is one of the BSC'e etrategic 
objectives. And, when devising the means to improve the performance of an 
operating firm, be it well established or newly minted, an individualized, hande- 
on approach is required. Textbook strategies are of little use to a fanner who 
is struggling to remain profitable while saddled with outdated or ill-maintained 
equipment. Nor will general courses in personnel management necessarily eolve 
the problems of a consumer products manufacturer who is suffering with 30 percent 
turnover rates, soaring training coete for new personnel, and failing to meet 
production deadlines. As problems such as these are brought to the attention of 
the BSC staff, either directly, or through the business and induetry 
associations, action plans will be developed. Alternative delivery optione will 
then be evaluated, and their relative merits diecuased with the client. 

One of the pro-active elements of the Business Operations services will be 
the support it provides for the Buv America Proaraq, especially' for thoee firms 
that are in need of modern equipment, machinery, and/or supplies. Tha Marketing 
RTS will maintain ongoing contact with U.S. euppliers, and will be able to 
respond rapidly to specific requests for products with alternative eourcee, 
prices, quality and other product information. 

15  As outlined in the implementation plan below, one of the initial 
tasks to be undertaken by the BSC staff will be to prepare basic 
information sheets that will be completed by each individual 
receiving services and form the basis for Project Profiles that will 
be maintained by the Center. 



TABLE 2 
/ 

BSC MODULE 2: SPECIALIZED BUSINESS SERVICES 

Objective: Provide technical assistance and training on a sector-, indnstrp-, and firr-specific 
basis . 

Tarset Cronp: Emerging entrepreneurs, new firrs, SHES, established firrs, indnstryltrade groups. 

Focus Users Service Areas Deliren Options Soorces 

1. Project elerging pre-investrent studies firr-specific TA SPTA, APDP, 
Development entrepreneurs market analysis uorkshopsfi RASP& other 

business plan development apprenticeship programs donor program 
joint venture assistance 
bnsiness regnlatory compliance 
finance/dealing vith financial insts. 

2 .  Business 
Operat ions 

new fires, strategic planning 
estbld. firms, financial mgmt ./acctg. 
indnstryltrade payrolllbenefits adn. 
groups personnel myt  ./training 

prod. process strategies 
plantlequip. maintenance 
technical/ski 11 upgrading 
quality control 
market inglcompeti tiveness 
sourcing strategies 
productivity analysis 
regulatory coepliance 

sectoral seminars, EI, APDF, 
in-plant diagnostics, IESC, STTA, CBE, 
in-plant advisors, Tengerin, NGOs, 
local short courses, IFi, other 
U.S. in-plant training, donor prograls 
sector-specific U.S. b 
local conrsework, 

. regional/intql trade fairs/ 
serinars, public conferences 
long-term links to local insts. 
U.S./Tantania sonrcing links 
sourcing databasellibrary 

3. Business 
h p a e s i o ~  

estbld. f irns identifying financing options one-on-one TA, STTA, IESC, VCF, 
neu market developnen t in-conntry training, EI, IF!, 
product diversification regional/int ' 1 trade other donor 
product enhancerent fairs and seminars, progrars 
export basicslexport expansion 0.5. in-plant training 
oiganizationz! restructuringQ 

fl In particular, workshops on: (i) obtaining financing/dealing vith banks; and, (ii) complying with GOT 
bixiness regulations and procedural req~irements appear to be in high demand. 

/ i  - The AID Reeional Asribnsiness S U P P O ~ ~  Project, should it be implemented. 

1 :  .- S E ~  footnote 4 iri 'Tatle 1. 



- Where poesible, foreign coneultants that are brought in will be teamed with 
local counterparte to aesess and resolve the problem. This etrategy will offer 
the client the benefit of top-notch international expertiee, promote rkill 
transfer, and provide for local continuity and support once the foreign advieor 
has left Tanzania. Potential mechanisms and eourcee of technical aeeietanco and 
training are myriad in thie focue area, ae well as in Business Ewanetpn. The 
servicee provided by Entrepreneurs International, the International Executive 
Service Corps, the APDF, local and foreign NGOS, and other donor agency.programe, 
as outlined in Chapter 3, can all be channeled through the BSC, after an 
assessment has been made of the precise characterietics of the needs of the 
client. 

In such areas as market strategy, new market development, and export 
aseietance, the BSC staff ehould be qualified to serve ae the initial source of 
expertise and to recommend whether more epecialized aeeietance ie warranted. The 
BSC can also eerve ae a reeource for up-to-date information on international and 
reg'onal trade, including both trade policiee and programs (e.g., GSP, MFA, 

f6 PTA ), industry shows, and international trade faire. Again, depending on the 
resources of the clients, the BSC could potentially coeponeor attendance at euch 
evente, perhaps in conjunction with one of the businees a~soc~atione or other 
donor programs. 

In terms of financing, AID'S Venture Capital Fund wil1,aleo prove to be a 
valuable asset to these firms, addreeeing the "missing middle" by providing 
financing to firms that are too large to acceee emall- or micro-enterprise 
programs, but too small to be considered by organizations euch ae the CDC. 
Likewise, the FED Project's Import Financing Facility will provide much needed 
access to foreign exchange for firms whose growth has been constrained by the 
lack of hard currency to purchase imported supplies or to upgrade equipment. 

Module 3: Policv Dialoaue/Institutional Support 

The activities that will be undertaken by the BSC in Module 3 are perhaps 
the hardest to define, but hold the potential to have an important impact on the 
business community as a whole. It ie also encompaeses those service areae which 
will rely most heavily on the capabilities of the BSC etaff and local 
institutions and personnel to achieve its objectives. As was emphasized in the 
discussion of the needs of the business community in Chapter 2, a great deal of 
tension characterizes relations within the private sector, and there is also 
considerable uncertainty over the substance and sequencing of GOT policy reforms, 
as they relate to the business climate. In order for the private sector in 
Tanzania to expand and prosper, a supportive, rather than conflictive, approach 
must be adopted, and areas of confluence must be emphasized. Before the numeroua 
business and trade associations in Tanzania can be expected to cooperate, they 
must first consolidate their own basa3. 

As designed, the BSC has the advantage of being outside the fray. It ie 
not formally affiliated with any one business association, trade or industry 
group. In this light, the BSC is well-positioned to contribute to pIssociation 
Strenutheninq across the board, working with the leadership of key organization8 
to help them define their objectives, identify their needs, and adopt a workable 
strategy to address them. Subsequently, particular attention will directed to 
such areas as encouraging and expanding member eupport, consensus building, and 
organizational growth, perhaps by cosponsoring association participation in short 
courses overseas. Once the associations (especially those that are now less 

16 The General Agreement on Tariffs and Trade, Generalized System of 
Preferences, Multi-Fibre Arrangement, and Preferential Trade Area, 
respectively. 



prominent or active) have reached the point where they are confident of their own 
sustainability, they should be able to productively interact .with their 
counterparts to achieve mutually agreed goals. / 

The BSC staff will develop and maintain interactive working relationehipe 
with these organizations through the design and implementation of other project 
activities. Building upon this foundation, the Center should be able to aeeiet 
them to identify areae of commonality where Jnter-Oraanizational Coormration 
would be optimal. It is euggested that a Busineee Advisory Council be formed, 
comprised of leading representativeo of Tanzanian businese, eector, and trade 
organizations, which could work with the BSC etaff and Steering Committee in 
targeting and implementing eteps toward cooperation. 

While it is clear that are deep divisions that eeparate key bueineee 
institutions in Tanzania, it ie also true that the need for cooperative action 
is critical. The policy reforms that are now underway will enhance the bueineee 
environment in many respects, but they are taking place largely in the absence 
of formal private sector input. One of the primary objectives in having the BSC 
encourage inter-organizational cooperation is to work toward determining areae 
where the private sector can speak with a unified voice. Ie hoped that the 
Business Advisory Council can foster consensus building on key iesues that have 
a direct bearing on business~operations. 

By working as a team to identify constraints, the business associatione can 
formulate a coordinated strategy to address them. Under the guidance of the 
Business Advisory Council, through informal working sessions, concept papers, 
seminars and workshops, the members of the business community can come to agree 
upon basic economic impediments that affect each of their operations, e.g., 
shortfalls in key technical and managerial skills among the labor force; 
transport and distribution constraints; unfamiliarity with the opportunities and 
demands of the export market; etc., analyze alternative approaches to their 
amelioration or resolution; and cooperatively agree upon recommendations to 
address them. 

At this stage, the elemento will be in place to initiate the final element 
of the module, PublicIPrivate Policv Dialoaue, which can serve to advance and 
improve relations between the business community and the Government. In thie 
focus area, the business associations and their members will work toward the 
achievement of the following objectives: 

- to identify and assess the key policy issues impeding the 
development of businesses in Tanzania, and to promote the greater 
understanding and awareness of these issues; 

- to conduct or commission periodic analyses on the identified policy 
constraints; and, 

- to propose concrete approaches for the modification of existing 
policies, design new strategies to overcome the'identified policy 
constraints, and propose methods to eupport their implementation. 

The specific analyses that will be conducted in relation to formulating a 
private sector policy agenda will be identified by the business community itself. 
However, based upon the policy analysis undertaken as part of the FED project 
design effort, key areas of investigation of concern to the private sector have 
been determined to include the following: 



BSC MODULE 3: POLIOZ DIAUX;UE/INSTITUTIONAL SUPPORT 

Obiective: Provide technical assistance and training to develop Tanzanian private sector 
organizations, facilitate cooperation, and enhance tbe business policy environrent. 

Tar~et Group: Bnsiness associations, individual firms, and GOT policynakers. 

Focus Users Service Areas Delivers Options Sources 

1. Association 
Strengthening 

trade groups, strategic planning industrp/sector TA to SRA, 
business assns., consensus bui lding org. leadership, specialized 
chambers of effective advocacy U .S. short conrses,, training insts., 
coamerce/ aenber services one-on-one TA, management 
industry/ organizational growth coaputer/HIS assistance consultants 
agricul tore financial sustainability 

linking small and large 
businesses 

apprenticeship p r o p t s  

1 .  ic:er- - s m  as above- foraat ion of Eusiness inter-org. feral STTA 
C;~sr, izaticsa:  Advsiory Council seminars, one-on-one business assnsl 
Coopr?!is identify common objectives working sessions, organitations 

consensus building info. dissenination, 
export awarenesslerpansio~ int'l trade seninars 
constraints identification and 
technical analyses (e.g., 
transport, infrastructure, 
labor skills, ~arketing, etc. ) 

!. P!Slic! ssm? as above policy assessmects (e.g., pub./priv. workshops, Business Advisory 
F.:~. ...~te act, individ. business foraationlregulation publications, joint Counci 1, COT, 
?s!iry firms, GOT importlerport procedures, ezposure tours, STTA, specialized 
nYizio$u2 oificials i~vestment incentives sche~es, pub1 ic conferences, training insts. 

1 2 s  policies, etc.) overseas short courses 
Craft positioc papers and 

develop pol icy recomnendations 
coasciousness raisin; 
formal and informal public/private 
dialcgue 



- a thorough review of the legislative and regulatory environment 
within which businesses are licensed and have to operate. Thie 
would encompass iesuee such as registering, incorporating and 
licensing, ae well as importing and exporting. While pravioue 
studies have examined aepects of this, thie analyeie hae to be 
undertaken as a package to identify remaining gaps, areae of 
inconsistencies where further rationalization could be achieved. 

- a review of the IPC investment approvals policy and procedures, with 
the objective of significantly enhancing automaticity and 
transparency, and reducing approvale time. 

- the development of specific types of schemes to facilitate private 
(foreign and local) ownership and provieion of infrastructure, 
public utilities and services. 

- a thorough review of legislation and regulations regarding the 
process of exporting including customs administration, as it relatee 
to export shipping procedures. 

- a comprehensive etudy of export incentives, the development of a 
coherent export' policy approach, and the formulation of an 
implementable export promotion strategy. 

Analyses such as these and their recommendations will then be discuesed and 
refined through meetings with the Businees Advisory Council, the BSC Steering 
Committee, USAID, and other interested parties, as appropriate, for presentation 
to the GOT. Such presentations may take the form or briefing papers, which 
outline alternative investment and business development policies and their 
potential impact on the national economy, that are discussed informally with the 
GOT, or which are presented in high-level briefings with the Government. 

D. IMPLEMENTATION PLAN 

The successful realization of the ambitioue plan of activities outlined 
above will require a great deal of effort from both the Institutional Contractor 
and the Tanzanian business community. It will also need to be fully supported 
by USAID/Tanzania, and would greatly benefit from the tacit, if not direct, 
endorsement of the GOT. It is difficult at this time to determine the sequencing 
of Project implementation in any butthe broadest terms, however, uidelines for 
its establishment, as presently envisaged, are presented below. 19 

1. Establish Administrative Structure 

The successful execution of the ambitious work program outlined above will 
place a premium on the organizational and managerial skills of the BSC team. The 
organizational structure proposed by to facilitate effective communications and 
deployment of resources under the Project is described in Chapter 3. Equally 
important, the scope and length of the BSC' work program requirea the 
establishment of an effective operational and administrative framework for the 
project, encompassing both the Tanzanian and the U.S. home offices of the 
Institutional Contractor. 

17 No effort has been made to attempt to determine the actual dates 
when these events should occur. Much will depend on the time 
required to comply with AID procedures regarding project approval, 
execute grant agreements with the GOT, conduct the bidding and 
selection of the Institutional Contractor, prior to the mobilization 
of the BSC itself. 



In this light, the following administrative and operational tasks will be 
conducted by the BSC team at the onset of the Project, and prior to the 
implementation of the technical work. The efficient performance of these taeke 
is fundamental to the successful establishment of the BSC. In order for the 
substantial inflow of resources and personnel that is envisaged under the Project 
to be effectively coordinated, the capabilities of the BSC team must be 
concurrently deployed in the eetabliehment of an effective administrative 
framework for project execution. Specific tasks are as follows: 

- Obtain and E m i v  Off ice Facilities. Ae planned, the start-up time 
and difficulties aseociatad with fielding the BSC etaff will be 
minimized by the guidance and assistance provided by the Tanzanian 
partner in the consortium. Potentially, the BSC will establieh its 
base within the existing offices of the Tanzanian partner. 
Alternatively, the Contractor will work to identify suitable office 
space in a central location, convenient to the businese community. 

In addition, the Contractor will establish the informational and 
approval channels with the BSC staff to provide for the timely and 
cost-effective procurement of all vehicles, computer hardware and 
software, office furniture, and other commodities ueing project 
funds, in full compliance with USAID and Tanzanian regulatione. 

- Hire Sumort Staff. The BSC etaff will bear full responeibility for 
hiring and training the cadre of long-term support etaff that will 
be included in the personnel assigned to the BSC for the period of 
the contract. This is likely to include: 

- executive secretary - receptionist/secretary - administrative assistant 
- bookkeeper - driverlmessenger 

All support personnel will be Tanzanian nationals, fully bilingual 
in English and Swahili. They will be hired by the COP, working with 
the PC, and will be trained by the most appropriate BSC etaff 
member, given their respective activities. As needed, the BSC will 
draw upon outside specialist to provide ongoing aesistance in 
training the support staff in the use and maintenance of the 
computer hardware and software that they will utilize in the 
execution of their job duties. 

- Establish Communications Network. Atop priority in the development 
of the administrative framework for the BSC will be to establish and 
formalize the channels of communication both within the BSC ataff, 
and among the business associations, eervice providers, and USAID. 
Chapter 3 outlines details the overall structure and linee of 
authority that will be established and maintained by the BSC staff. 
In this light, a top priority will be the formation of the BSC 
Steering Committee, which will serve as the principal oversight body 
for the Project. 

Establish Financial Management Framework. The BSC staff will bear 
full responsibility for the establishment of a financial 
administration system that will ensure that the BSC is designed and 
implemented in the most cost-effective manner and that will provide 
the basis for accurate and timely reporting on the projact'e 
financial status throughout its execution. The overall 
responsibility for the project's financial management will rest with 
the Contractor's Project Manager, who will oversee the establishment 
of an accounting system that is responsive to the needs of the BSC 



staff, and is in keeping with USAID and client requiremente. The 
COP will be charged with the day-to-day eupervieion of the project * a  
financial etatus. In this capacity, the COP will develop an 
accounting eystem that will provide the full epectrum of financial 
information required for effective decieionrnaking and conduct ofthe 
project in compliance with eetablished USAID reporting requiremento. 
Ae diecuseed below, the COP will aleo hire the eupport staff 
required to ensure that accurate and current financial recordo are 
maintained throughout project execution. 

Taken together, the adminietrative activitiee described above will eneure 
the effective establishment of the administrative and operational capabilitiee 
required for the succeesful execution of the technical aseietance and training 
activities encompassed under the BSC. 

2. Establish Inter-Oraanizational Linkaaes 

At this etage, the operational base for the BSC will be eetabliehed, key 
staff, both professional and administrative, will be in place, and a 
communications network with the bueineee community will be in the formative 
stages. In order to begin to define the core eervicee to be offered, the BSC 
staff should then work closely with the Steering Committee to develop concrete 
ideas as to the optimal role of the Tanzanian business aeeociatione in the 
implementation of the BSC. 

This will entail meeting with the leadership of aseociations and trade 
groups to elicit their support and to request assistance in areae such as: 

- providing membership listings/directories; 
- promoting the BSC to their members; - canvassing their membership as to the services they would like to 

see offered by the BSC; - maintaining regular contact with the BSC staff, and providing 
updates on the activities of their respective organizations. 

At the same time, the BSC staff will begin to identify potential source8 
of technical assistance and training that are interested in working with the 
Center. To a certain extent, it can be expected that many of the principal 
technical resources, both foreign and domestic, will have been identified by the 
Contractor as part of the bidding process. At this time, detailed diecueeione 
will be held with the potential sources already described in this document, much 
as : 

- educational and vocational institutions; - business advisory services; - management consultants; - technical/sectoral specialists; - accountancy firms; - national and international assistance programs; and, - donor agencies. 

Just as with the business associations, the initial emphasis will be to 
develop a working information network regarding the expertise and complementary 
activities that are already in place, and which can be channeled through the BSC 
in some fashion. This is a big task that will require considerable and suetained 
effort throughout the LOP, and must be initiated early on. Promotional 
literature, costing information, descriptive and analytic data, curricula 
outlines, description of capabilities, resumes and qualifications, etc.. must all 
be gathered and organized. Primary contacts within each organization must be 



identified, and encouraged to keep the BSC apprised of their activities and 
needs. 

3. Define Core Services of the BSG 

Drawing upon the input of the Steering Committee, business aeeociatione, 
and service providers, the BSC etaff will be in a position to define its core 
activities, so as to be able to initiate public promotion of the project. The 
needs identified by the associations will be the driving force of the ' 
determination of core cervices. They will be quantified and organized to the 
extent possible, and then matched to the internal capabilities of the BSC staff, 
as well a6 those services available through the external eourcee outlined above. 
Needs will be prioritized, and a core agenda for the BSC developed. Thie agenda 
will be organic, revieed and enhanced to reflect the changing needs of  the 
businees community, as well as the organizational evolution of the BSC. 

As discussed above, it is anticipated that basic services to be provided 
by the BSC will include: 

- establishment of a business library; - development of a business directoryldata base; - provision of basic business advisory services; . - general technical assistance on project development; - comprehensive information on sources of technical support and 
training, and serving as a conduit for access; - market and trade information; and, - workshops on such areas as: basic business practices, understanding 
and complying with GOT regulations, and obtaining finance. 

On a broader level, the BSC will also play a pivotal role in working with 
the business associations in their institution building efforts and in supporting 
inter-organizational cooperation. The BSC will also follow the direction of the 
Steering Committee and the associations in the identification of operational 
constraints, definition of key policy issues, and the execution or commissioning 
of studies and action plans to address issues of national scope. 

Clearly, these areas will be refined as part of Project implementati.on, but 
are nonetheless indicative. Administratively, two further areas will require 
immediate attention: 

- establishing forms, applications, and other data collection 
materials to develop project profiles of BSC clients, and monitor 
their progress; and, 

- developing internal cost sharing/fee for service schedules that are 
tailored to address the objectives of the FED program, and the 
particular attributes of the individuals and firms that will seek to 
obtain BSC services. 

4. Initiate Public Awareness Campaitan 

As discussed above, early in Project implementation, work will begin by the 
BSC staff to formulate a phased promotional strategy that will extend the 
services of the BSC to reach a broad spectrum of firms, individuals, and 
organizations. 

Initial publicity will be undertaken by working with businees associations, 
trade groupe, USAID, to informally disseminate information. 

4 2 



The elements of the promotional campaign proposed are described in detail 
in Section B, and will not be repeated here. Key element8 to consider in phaeing 
promot ion include: 

/ - the need to reach the general public through coct-effective meane; - the importance of having eome type of written material available to 
coincide with the publicity aventsj and, - the need for periodic publication of a newsletter or flyer which 
summarizes project activities and "euccees atoriee," and provides 
information on upcoming events. 

Initially, the BSC etaff '8 promotional efforte will be designed to reach the 
broadest possible audience. In later etages of project implementation, more 
targeted activities will be undertaken, and geographic outreach efforte will be 
emphasized. The BSC etaff ehould phase in promotion and services to other 
population centers, as their inter-organizational linkage8 are eetabliehed and 
formalized. 

5. Ex~and BSC Services 

At this time, the BSC will have benefit of the full range of external input 
needed to develop a detail workplan for expanding Project activities. In 
addition to operationalizing the core services already described, the BSC etaff 
will develop an implementation plan that reflects the inputs derived from the 
Steering Committee, business and trade associations, and industry and 
professional groups. Theee needs will be categorized and matched with the 
service delivery options, and a plan for sequencing and etructuring ancillary 
activities developed. 

As a demand-driven mechanism, it is impossible to say how the BSC will 
. ultimately shape and define its activities. However, throughout the Project, the 
emphasis will be placed on responding to the intended beneficiaries, and toward 
endeavoring to expand the impact of the services it offers. It is anticipated 
that Year 1 activities will be concentrated almost entirely in Dar es Salaam. 
Other areas would be covered by BSC services over time, e.g., perhaps with Arusha 
and Moshi outreach efforts initiated in Year 2, Tanga and Zanzibar in Year 3. 
Optimally, the Project will eventually be truly national in its scope, however, 
if the publicity campaign is carefully formulated, and the program itself is 
successful, the value of its "demonstration effect" should not be underestimated. 

E. ANTICIPATED RESULTS 

It is daunting to attempt to predict the results that will be generated by 
an initiative with the scope and objectives of the FED project, and no attempt 
to quantify them will be made here. Nevertheless, some general statemente can 
be as to who will benefit from the BSC's establi.shment and operations. The 
direct beneficiaries of the BSC will include: 

- Tanzanian entrepreneurs who are assisted through the BSC in 
planning, structuring, and founding a business, who would not 
otherwise have had such an opportunity. 

- Established Tanzanian businesses that receive BSC technical 
assistance and training that contributes to increased sales and 
profitability arising from improvements to their production 
capabilities and/or expanded markets for their products. 

- ~usiness associations and trade groups throughout Tanzania, which 
receive BSC assistance in enhancing their service capabilities, 



profitability arising from improvements to their production 
capabilities and/or expanded markets for their products. 

Business associatione and trade groups throughout Tanzania, which 
receive BSC assistance in enhancing their eervice capabilitiee, 
expanding their membership bases, and aesuming an active role in 
effecting positive changes in public policy. 

- The working population in Tanzania who will benefit from both new 
jobs created and the retention of job8 in those firme that might 
otherwise have been forced out of business had they not received the 
technical assistance provided. 

From a demographic perspective, the beneficiaries of the BSC component are 
difficult to predict at this time. The objective of catalyzing new bueinebe 
developmeqt among the indigenous population will rely not: only on the technical 
assistance provided, but also the leadership exhibited by eetabliehed indigenoue 
firme and tta effectiveness of the business associations in their own outreach 
efforts. At the same time, the economic dominance of the Asian businese 
community in ,anzania has deep roots, and many of these firms have the capability 
to engage in partnership or apprenticeship efforts of their own, which can 
stimulate busl;less formation and which the BSC will endeavor to encourage. Seen 
from another angle, most entrepreneurs which enter the formal sector in Tanzania 
(as in other countries) tend to be male and urban, and it will be a formidable 
task to broaden the project's reach to extend to the female an& rural populace. 

For both new and established businesses, the sectoral composition of the 
firms assisted will also directly affect the beneficiaries. To the extent that 
the project is successful in stimulating the development of proceesing of 
agricultural goods, for example, new employment opportunities for both men and 
women will be created in the rural areas of Tanzania, with processing plants 
generally locating close to the source of materials. In contrast, light 
manufacturing operations tend to be established near population centers where a 
readily available supply of labor, transport, infrastructure, and business 
support services is in place. Female employees tend to predominate in light 
industry, and would be the most likely job recipients in this broad sector. 

To summarize, there exists the potential for the FED Project to have a 
significant and sustained impact on the Tanzanian populatian as a whole. If 
successful, it can make an invaluable contribution toward raising living 
standards by equipping the private sector with the skills needed to create new 
opportunities for the citizenry as a whole. 
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SUht4ARY: E C P R  FOR THE COMbINED PAIP/PID OF THE 
NANCE AND ENTERPRISE DEVELOPMENT (FED 1 PROGRAM/PROJECT 

.S HELD ON FRIDAY APRIL 17, 1992, CHAIREDaBY DAA/AFR 

.CHARD CObB A N D  ATTENDED BY REPRESENTATIVES OF AFR/EA, .  
'R/DPt  .GC/AFap . A N D  APR/ARTS. . USAID/TANZANIA WAS 
:PRESENTED EY ?DO PATRICK FLEURET. THE ECPR APPROVED THE 
IKBIKED ? h I P / P I D  FOR THE SUBJECT NPAIPA AT A LEVEL OF 
!?TI MILLION DOLLARS ($50 MILLION) .  DAA/AFR WISHES TO 
l M k ' 2 3 G  THE t4ISSION ON THE QUOTE EXCELLENT UNQUOTE JOB 
3NE 3 1  THE MISSION IN PREPARING THE FED P R O G R A M  AND THE 
A I P  DOCUMENT. THE FOLLOWING GUIDANCE I S  PROVIDED FOR 
ISSIOK A C T I O N  D U R I N G  THI: DEVELOPMENT OF THE PAAD. .. I N  
ZDITIOK TO THE S P E C I F I C  I S S U E S  DISCUSSED A N D  D E C I S I O N S  
ALE, WHICH A R E  SUEMARIZED EELOW, THE MISSION SHALL TAKE 
;:TO COh'SLDFHkTION DURING PAAD DESIGN THE SUGGESTIONS A N 3  
3!'rt.:Et;TS CONTATliED IH THE P k I P  I S S U E S  PAPER, WHICH WILL BE - A D 6  AVhILhELE TO THE MISSION. . 

: =  THE PURPOS? OF THE FED: IN RESPONSE TO THE I S S U E  OF 
IHETHEE TO MOVE THE EKPZOYE;ENT/INCOME GENERATION OBJECTIVE 
:'Et0h TI:? GOAL TO THE PURPOSE LEVEL TO FtiSURE COMPLIANCE 
4ITH THE CPA STATUTE'S C B I T I C A L  SECTORAL P R I O R I T I E S  FOR - ;PA, THP COMMITTT;"tREOOME,VDED THAT Ti iE  PURPOSZ OF THE FED 
?RClGBA?i SHOULD BE REVISED IN THE PhAO TO REFLECT A FOCUS 
3fi " GEv ELOP Ih'G Ih'COME-GEN ERATIN G OPPORTUNITIES FOR THE U N b  
hHD U~;LER-KMPLOYED",  I .E*  EMPLOYMENT, 9HILE RETAINING 
ihCOME. GEHERATIOH AS A GOAL-LEVEL OBJECTIVE.  THESE 
ZEAKGES SHOULD EE REFLECTED IN THE FED PROGRAM LOGFRAME 
?.tm ~ " ~ O S I T O R I S G  PLAN, AND SHOULD BS CONSISTSNT WITH THE 
Ia.iSSIr3ti C O i J h T X  STRATZGV AS ARTICULATED IN THE FORTHCOMING 
CPSZ. 

3 .  COfu'C.iTIO5.4LITY: ( A )  T E E  COMMITTEE 'D'ISCUSSED WHETHER 
TEL C 0 I ; D i T I O h ' A i I T Y  SPECIiIED IN THE P A I P  I S  ADEgUATELY' ' .. - ~ ? J X I F I C ,  A K D  I F  I T  REPRESENTS A N  ADEgUATZ V I S I O t i  O F  THY 
" L ~ D  POIKTS" OF TiiE PROGRAM PROCESS. THE PAAD SHOULD 
CLLkELI DZSCRIEE TEE END POINTS  OF THL REFORM P R O C E S S  , 
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!tCLUDI&G EENCHhARKS FOR THE S T E P S  TO E E  TAKEN EACH. YEAE* 
S WZLL AS INTERMEDIATE INDICATORS THAT'WILL ALL04 THE 
ISSIOK TO TRACK PROGRAM ACCOMPLISHMENTS AND' IMPACT AND. 
A K E  APPROPRIATE MANAGEMENT ADJUSTMENTS AS NECESSARV. , THE . . 

.HI POINTS AND BENCHMARKS NEED TO BE CONCRETE ENOUGH SO . . . . .  .. . 
MAT THE PAAD CAN DEMOBSTRATE THAT ACHIEVIHG THEM IS  . .I. . .. . . . 
'EASIBLE. TO COUNT TOWARD ' AZHIEVING. IMPACT, .LAWS AND . -.': . , ,?. 

. . . .... .... ,: . ;., " ' 0 "  

XGULATIONS NEED TO BE ACTUALLY ENACTED, -NOT JUST REVIEWED .., .,, .:; :a: 'a ;by .: , i 2:: 

. . ,$,:. ;):+ 
)E DRAFTED. . (El TO THE EXTENT THAT 3 F F I C I A L  EEilAVIOR...AS . s t  ,$ 
:Olr'TRASTEIi WITH A SPECIFIC' LAW OR REGULATION. . IS  A ' 

. I 

:ONSTRP.XNT, THE CCPR: DISCUSSED'.WHETHER NPA WILL PROVIDE AN . ' 
C :GEQUA?E INCENTIVE FOR CRANGE, FOR INSTANCE, WILL LOCAL . . 

~ P F I C I A L S  RAPIDLY RENEW BUSINESS LICENSES WHERE NPA - ;ISBURSEMFNTS ARE MADE TO THE MOF? 'THE PAAD SHOULD . 

: L 8 i K L Y  EXPLAIN HOW . T H I S  CQNSTRAINT WILL BE DEALT iJITH, 
i U i K  THAT THE PROGRAtI WILL aE SUCCESSFUL. TO ASSIST q I T H  . 
j E k L ? i G  WITH THIS  CORSTRAINT, THE PAAD SAOULD ALSO INCLUDE . . 
TNTESIM INLICATORS OF INSTITt iTIONAL PER FORMAKE TO MFASURE 
XE DEGREE TO WilICH REFORY P O L I C I E S  ABE EEItiG EFFECTIVELY 
IMFLEMEtiTZD. 

4. CASH DISBURSEMENT VERSUS C I P :  THE P A I F  PROPOSES A . 
CASH DISBURSEt3ENT MECHANISM MODIFIED TO MEET B U Y  AMERICA 
3"bECTIVES. HAVING GONE .THIS FAR, .SOME COMMITTEE MEMBERS 
ASKED, SHOULD THE MISSION SIMPLY USE A C I P  INSTEAD O F  A 
CASH TRANSFER MODE? AFTER EXAMINATION OF THE PROS AND 
CONS OF THE TWO ALTERNATIVES, .AND GIVEN MISSION'S 'POSITIVF:  
LXPERIENC"t1TH THE CASH TRANSFER MEC!,IANISM, THE ECPR 
COh'CLUDED THAT USE OF CASH DISBURSEMENT, RATHER THAN A 
Z I P ,  WAS APPROPRIATE BECAUSE CASH WOULD PROVIDE A GREATER 

FOCUS ON POLICY REFORMS A N D  WOULD ENAELE USE OF A 
KECHANISM ALREADY I N  PLACE*.  THESE REASONS SHOULD BE 
EZFLECTED IK THE PAAD. D'AA/AFR APPROVED THE CASH 
DiSBURSEfiEliT KECHANISM WITH BUY AMERICA O B J i X T I v E S  AS 
OUTLIKEG IN THE P A I P .  HOWEVER, -THE COMMITTEE FELT THAT 
THE PkkD SHOULD CLEARLY SHOW HOW 3 U Y  AMERICA OBJECTIVES . 
\ ? I L L  B E  MET. THE PAAD SHOULD EXAMINE THE COMPARATIVE 
ALVANTAGE OF TfiE CASH DISBURSEMENT MODE OVLR A C I P  MODE, 
?3Ok  THS FOINT OF VIEW OF BOTH THE1 TANZANIAN AND U.S. 
PRIVkTE SECTORS. THE PhAD SHOULD MAKE I T  CLEAR THAT: ( A )  
THE BUY A M S X C A  SERVICE WILL BE A CONTRACTOR ACTIVITY, . 
KEEPIIiG MISSION INVOLVEkENT TO M I N I M O W ,  .AND (t i)  
PAKTICIPATION I t ?  TEE CONTRACTOR SERVICE WILL BE VOLUNTARY 
OG THE PAET OF TANZAgIh IMPORTERS. THZ PAAD SHOULD 

- PROVIGE A N  ESTIMATE OF THE AMOUNT OF AMERICAN PROCURZMENT 
TO EE FINANCED EY FED COLLARS* FINALLY, I T  WAS EMPHASIZED 
THAT TliE CASH DISBURSEhF.NT PROPOSAL WILL HAVE TO BE 
APPROVED BY AP./OPS BEFORE AUTHORIZATION OF THE PAAD. 
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' > SECTION 0 2 .  OF. BB.-STATE ,.I36187 

A I 

. I  

.-- EANAGEMENT - P ~ ~ N ~ . ~ . . T H E : C O M M I T T E E  EXPRESSED. SOME CONCERN 
~ E R  'THE' '~DEQUACY *'OF. .THE'-PROPOSED MANAGEMENT PLB N , :-GIVEN 
IKSIZE *AND-"COMPLEXITY "OF: T H ~  :PROGRAM, A N D  CURRENT . - 
I S S I O N ~ S T A F F I N G  :.PATTERI~; AND* MANAGEMENT STRUCTURE, ..;, . . . 
LTHOU'GH:-THE'MXN'A'GEMENT: PLAN::OUTLINED; I N  :'THE PAIE'.WAS : r .  :' . 
CCEPTED ,:':'jii~i 'c&&$~EE:; 'FE~~~:THAT , .THE' :MISS~ON;*:SH~D,  6 . . '  

EBI~~U.SSY' EXPLOR*''OPTZO'NS ; S I N C C ~ D I N G  POSSIBLE:' R E D . U C ~ I O N ~ : ~ T N  : 
'HEI:scoPE: 'OF .THE .'PKOG~A'M;::TO.-:R'E~'SPO'ND .TO *.POTEN!tXA'E . ' : :' . ' + .. 
;A@GE~$ENT*.PRDBLEMS. ~;.'GBEN CDN.PINUE.D DOWNWARD..PRESSURE-'ON 
'TE;" OX,': AND" 'OYB xEXELS i' THE"COMMITTEE':FELT THAT: I T  WIDL ' 
*E HIGHLY ADVISABLE-:THAT :THE{:MISSION SHOULD. I N  THE: PAAD: " .  
:'A) : REFINEe'.THE 'CURRENT: IME!LE$ENTAXION. SEQUENCING PLA.N, .AND 
:R S E T  PRIOR1 TIES: ON~~PROGR'AM. COMPONENTS"GZ.VEN .THE ..ORERAEL 
1ANAGEMENT'3URDE~TF::THE' PROGRAM:.:IN POLICY : REFORM ;' -PROJECT' L 

LCTLVITI ES ,:~XPCAL: FURRENCY MA'NAGEHENT, -AND:'.IMPACT 
GSESSMENT, .'AND' PROVIDE. AN::INDICATION. OF HOW THE PROGRAM" 
:AN BE'  SCALED' DOWN' I F  T H I S  PROVES NECESSA'RY "DURING 
IWLEMENTATION. . 

3 .  . L0CAL"'CURRENCY 'USE: . ' ( A )  : .THE.'COMMI TTEE 'APPROVED :THE 
?ROPOSAL' TO' PROGRAM.ZOCA'L' CURREN.CY' INTO. A :TBUST; .HOWEVER, - 
'~HE'ECPR- A N D '  MISSION 'REPRESENTATIVE .AGREED' THAT' INCOME :' - 
?ROM THE LOCAL' CURRENCY' ENDOWMZNT' WOULD' BE' USED' 0NLY"FOR 
AIDS ACTIVITIES THRO,UGH NGOS, -NOT FOR. OTHER' SOCIAL 
PROGRAMS, . '(B') THE 'EcPR DISCUSSED WHETHER; THE:PROPOSED' ' 

ENDOWMENT WAS WORKABLE,'.WHETHER THE.-LOCAL*CURRENCYI'WAS 
SUPPORTIVE OF' SECTOR 'PROGRAM OBJECTIVES, ..AND' WHETHER; I T  
%AS TOO MANAGEMENT-INTENSIVE. I T  C0NCLUDED':THAT' THE PAAD 
FIRST NEEDS.'TO' EXPLAIN' WHY A',T'RUST I S  NECESSARY (FOR ' 

INSTANCE, THAT THE GOT' I S  UNWILLING OR UNABLE 'TO DISBURSE ' 

FUNDS FOR .THE 'PRIVATE ..SECTOR). . SECONDLY, .THE-.PAAD .NEEDS 
TO. CLEARLY' EXPLAIN: THEa'NECESSITY: FOR A N  ENDOWMENT,.:.WHICH 
RETA1NS"FUNDS FOR A'LONG (POSSIBLY: INDEFINITE) PERIOD OF 
TIME, WITH POSSIBLY LONGER-TERM OVERSIGHT 
RESPOh'SIEILITIES THIRDLY, .THE PAAD NEEDS TO EXPLAIN HOW 
THE LOCAL CURRENCY USE I S  SUPPORTIVE OF SECTOR PROGRAM 
OEJECTIVES, .OB ALTERNATIVELY REQUEST AA/AFR APPROVAL FOR 
hK EXCEPTION . TO DO THIS,  .THE PAAD NEEDS TO F I R S T  MAKE 
CLEAR UHETHER THE FIRST OBJECTIVE (PRIMARY PURPOSE) OF THE 

,, ENDOWMENT I S  PRIVATE SECTOR DEVELOPMENT, .OR' INSTEAD' I S  ' 
SUPPORT OF AIDS ACTIVITIES. . THIS SHOULD ALSO BE':REFLECTED 
Ih' THE TRUST AGREENENT. THIS DECISION WILL BE NECESSARY 
I N  CASE A CONFLICT ARISES BETWEEN THE 'TWO OBJECTIVES - 
D U R I N G  THZ OPERATION OF THE TRUST, -AS WELL AS FOR AXD'S 
FROGRAH NEEDS- (FOR'  INSTANCE, .WILL ASSURANCE OF ADEQUATE 
INCOME/SAFETy FOR AIDS GRANTS REQUIRE SOME INVESTMENT I N  
GOVERKMENT EONDS, OR WILL PRIVATE SECTOR DEVELOPMENT 
EEQUIAE INVESTMENT I E  SOME ACTIVITIES THAT ARE RISKY OR 
THAT WILL DELAY THE PROVISION OF INCOME?). I F  THE :PRIMARY 
OiJECTIVE IS  PRIVATE SECTOR SUPPORT, I T  WOULD BE CLEAR 
TXhT LOCAL CURRSNCY WAS BEING USED IN. SUPPORT OF SECTOR 
PROGRAM OEJECTIVES, .AS REQUIRED BY DFA. NPA GUIDANCE UNLESS 
EXTEhORGIflAR?' CIIICUMSTANCES EXIST. . I F  .THE PRIMARY 
OBJECTIVE, .HOG;EVER, - I S  SUPPORT FOR THE ' A I D S  ACTIVITIESq 
TEE PAAD WILL EITHER SEED TO DEYONSTRATE HOW THIS I S  
SUPPOETIVE OF THE SECTOR PROGRAM OEJECTIVES OR REQUEST AN 
EXCEYTIOK FROY AA/AFR TO THIS REQUIREMENT. . THE PAAD 



SHOULD ALSO ATTEMPT' TO* SET 'UP.-THE: TRUST S O  AS .TO DEFINE. 
AIDS'S' OVERSIGHT.:RESPONSIBILXTIES,, AS:' NARROWLY AS, POSSIBLE* . 
7. <~ER.~.RONMENTAL:.IMPACT: .: THE~:.MISSION:~.'NE~DS. TOSUBMIT . A N  
1EE;:AS' SOON ' AS 'POSSIBLE,':-WH.ICH,:tDISCUSSES,:THE .POTENfIAL '.. 
IHPACT' OF~~THE~POLICYI.REFORMS~~ON~~LON.G~C'ERM~~EN~I~~ONMEN.TA~~-. , . 
INTERESTS: "SHE' DFA=STATUTE~~EQU~%ES!,;TNAT..':DFA t :NPA,'. PROGRAMS ' ' 
INCLUDE" MEASURES TO'? PROTECT?SUCHi. ..INTERESTS ,FROM; POSSIBLE . . NEGA'TIVEt CONSEQUENCES'. OF; TH:E-gWFORMS.*.-.. . . . . 

... . 
! " . .  . . 

8. ECONOMI&INALYSIS: 7 IT:-~S~SUGGESTED: THAT THE :PAAD 
,DESIGN: TEAM' SHOULD. PXY.: PARTICULAR :ATTENTIQN; TO' THE: - 
'.CONDITIONALITY' RELXTED' TO;: T.HE .PROPOSED! INNOVATIVE': 
FINANCIAL'"INSTITUTl0NS; ..AND:' SHOULD PROVIDE, ADEQUATE ' 
ECONOMIC A N D '  FINANCIAL A'NAL'YsIS :AS'OUTLINED I N  THE 
ECONOMISTS' CONCERNS. SECTION OF THE ISSUES PAFERi' - 
9 - .  OTHER CONCERNS': ': 1N"ADDITION :TO+ ITHE..CONCERNS ; LESTED' IN . 
THE TSSUES.'PAPER; %HE .FOLLOWING. :CONCERNS:'SHOUI;D.:BE a 

C O N S I ~ E R E ~ .  DURING THE. PREPkRA2ION:.OF .THE-PAAD: : (A)  THE : 
PP;'AD' NEEDS'TO IDENTIFY:~UHETHER: :THERE iAREY'ANYi VULNERABEE ' 
GROUPS 'THAT WILL' 'BE. NEGAf  IV:.mY:TMPACI)ED .'BY THE:'REFORMS ' . t .  ,, 

- A N D ,  *-IF THERE :AREXNY'., &CLUDE:;MEASURES. :TO .PROTECT :THEH, - 
7 B) THE PAAD NEEDS :TO:IIDENIP(IFY :THE: INSTITUTIONS THAT :.WItL 
BE RESPONSIBLIE,'FOR:'IMPLEMEN3!ING.:THE ;PRIVATE ':SECTOR 
REFORMS; .AND "EXPLAIN .THE :BASIS FOR CONCLUDING .THAT THEY 
HAVE 'THE CAPABILITY 'TO DO' SO, -AND (C) THE .ECPR ASSUMES 
THAT THE RLA WILL BE INVOLVED I N  PAAD.DESIGN AT AN'EARLY 
POINT. 

1 0 .  . OMB LIMITATI'ONS 0N"LOCAL CURRENCY USE FOR OE t . THE 
PAIP  STATZS THAT THE PROPOSED IMPORT FIKANCING FACILITY 

UNCLASSIFIED STATE 13610'7102 
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+. f~> ~ L L  l l u h  ~3 US ~3 .311n.l~. 1 3 0 1 ~  f c I "II v/ 9 .  

U L L :  GENERATE ' $ 4 0  't4ILL'ION"WORTH OF LOCAL 'CURREHCI;' .'AND 
. . '. 

PROPOSES THAT TEN PERCENT OF THE'LOCAL CURRENCY 
GENERATIONS, OR $ 4  MILLION EQUIVALENT'SPREAD 'OVER A N  
UNDETERMINED PERIOD OF TIME, .BE RESERVED FOR A N  OE TRUST . 
FUND. .''AGENCY POLICY I S .  ,TO REDUCE RELIANCE ON TRUST FUNDS 

SNITH A .  GOAL OF REACHING A 1 9 9 ' 6  LEVEL OF NOT MORE' THAN TEN . , . . . . :PERCENT OF TOTAL OPERATING COST BY MISSION, '.EXCLUDING . - . . .  . . 
TRUST.'FUNDS USED. FOR THE PURCHASE OR CONSTRUCTION OF. R E A L '  . . . ' .  . . .  
PROPERTY . 1.. U.SAID/TANZANIA . SHOULD FOLLOW CURRENT A N D  FUTURE 

. . . '  . . . .  '. . 
FA/BISB GUIDANCE ON-OMB.'S: LIMITATION ON TRUST FUND' USE, - ' 

A N D  SHOULD ENSURE THAT TOTAL MISSION'S ANNUAL OBLIGATION ' 
. . 

' OF TRUST FUNDS FROM FED AND: OTHER NPA SOURCES, -AS A 
PERCENTAGE. OF' MISSION'S TOTAL OE BUDGET, IS  WITHIN 
ZXISTING OMB LIMITATION. FINALLY, -THE MISSION. SHOULD 
REFER TO A FORTHCOMING AFR/MPR/RC CABLE ON OE .TRUST FUNDS.:- 

11. . DELEGATION OF AUTHORITY f THE COMMITTEE' SUPPORTED 
MISSION 'S REQUEST FOR DELEGATION OF AUTHORITY. ,TO AUTHORIZE 

'THE FED PAAD, . BY WAY- OF THIS. CABLE, .ACTING AAIAFR ,HEREBY ' 
DELEGATES AUTHORITY TO THE MISSION DIRECTOR, - 
L'SAID/TANZANIA, TO AUTHORIZE SUBJECT' COMBINED 
PBOGRAM/PROJECT AT A LI.FE. 'OF PROGRAM/PROJECT ' FUN,DIN G LEVEL 
NOT TO EXCEED FIFTY MILLION DOLLARS ( $ 5 0  MILLIONY.'.*'THIS 
INCLUDES THE AUTHORITY TO AUTHORIZE' INCREMENTAL, FUNDING 
AMENDMENTS UP TO. $50 MILLION. . THIS A D  HOC DOA' SHALL BE 
EXERCISED I N  ACCORDANCE WITH ALL THE TERMS A N D  CONDITIONS 
OF DOA 551, EXCEPT FOR THE DOLLAR AHOUNT LIMITATION. - I T  
SHOULD BE NOTED THAT ECPR HAS RECOMMENDED THAT THE MISSION 
DIRECTOR REVIEW THE APPROACH TAKEN TO MANAGE THE FED 
UITHIN TiE CONTEXT OF CPSP PROGRAM REVIEW WEEK DISCUSSIONS 

' . L U R I t i G  JULY, 1 9 9 2 .  THE MISSION SHALL PROCEED WITH 
OETAIlr'ING OPS APPROVAL OF CASH TRANSFER A N D  PREPARATION 
k N L  S U B K I S S I O N  O? THE CN. BAKER 
LT 
L. 6197 

ORCLASSIFIED STATE 136187/03 



ANNEX D 

INITIAL ENVIRONMENTAL EXAMINATION 



INITIAL ENVIRONMENTAL EXAMINATION 
/ or 

CATEGORICAL EXCLUSION 

PROGRAM LOCATION: Tanzania 

PROGRXY TITLE : Finance and Enterprise Development (FED) 

FUNDING : us $50tooo,oo0 
Initial Year FY 1992 
5-Year LOP 

TEE PREPARED BY: Patrick Fleuret , PDO 

ENVIRONMENTAL ACTION RECOMMENDED: 

Positive Determination 
Negative Determination X 
Categorical Exclusion X 
Deferral 

SUMMARY PF FINDINGS: 

Program Goal and Purpose. The goal of the FED program is to 
increase income in Tanzania. The purpose of the FED program is 
to foster expanded employment for the under- and unemployed 
through private sector enterprise growth. 

Program Outputs. To achieve the program purpose, the FED program 
seeks to : (a) support a range of government policy reforms 
influencing financial sector and private enterprise development; 
(b) strengthen the financial sector by supporting existing 
institutions (the bank of Tanzania( and fostering the development 
of new institutions; (c) provide a variety of management, 
financial, marketing, and technical services in support of 
private sector development; and (d) expand access to foreign 
exchange by the private sector for procurement of capital 
equipment and related commodities. 

Program Inputs. To accomplish these ends, the program provides 
the following inputs: (a) policy-based cash transfer totalling 
approximately US $40 million, and (b) technical assistance, 
training and related commodities required for institutional 
support, totalling approximately US $10 million. 



Discussion of Possible Environmental Impacts. The project 
elements of the FED program provide technical assistance, 
training, and limited commodity support for ~anzanian 
institutions in the financial sector and in the private sector. 
There are no foreseeable environmental impacts associated with 
this activity, and although A.I.D. may provide support to 
intermediate financial institutions, A.I.D. will not be involved 
in the review and approval of specific loans. The policy element 
(financial sector reform, private sector reform) could 
conceivably have an indirect environmental impact on a medium- to 
long-term basis, as a result of the overall expansion of private 
sector activity envisioned under the program. Our program 
addresses broad constraints to the private sector and attempts to 
improve the overall enabling environment, and does not have a 
specific focus on a particular sector, subsector, industry, or 
enterprise. This makes'it very difficult to predict or assess 
the probability of any particular environmental impacts. Our 
program will also earmark the cash Transfer dollars for private 
sector commodity imports. A.I.D. will have limited involvement 
during implementation for purposes of (a) financial management, 
and (b) to ensure that the commodities financed are in conformity 
with a standard negative list and a short positive list 
identifying capital equipment and related commodities as eligible 
commodities for purposes of the program. As with the policy 
element of our program, it is difficult to estimate what, if any, 
environmental impacts may be associated with the capital 
equipment to be financed through the FED program. 

PROPOSED MONITORING, EVALUATION, BND MITIGATION PROGRAM: 

Our program can be seen to have some potential for environmental 
impacts, although no specific environmental threat is anticipated 
or foreseeable. Accordingly, we are proposing a two-stage 
approach to environmental monitoring aimed at (a) identifying the 
legal and procedural framework in place to manage the 
environmental dimensions of development in Tanzania, and (b) 
monitoring and evaluating the program regularly, to include 
possible environmental impacts. To implement this plan, we will 
support and appropriate private, non-governmental organization 
wishing to undertake a general assessment of the environmental 
regulatory environment in Tanzania as part of the FED program, 
and we will ensure that environmental considerations are embedded 
in the monitoring and evaluation activities outlined in the FED 
Monitoring and Evaluation Plan. Since no specific environmental 
impacts are foreseeable, no specific mitigation plan can be 
proposed, although we will obviously take appropriate action if 
some particular environmental problem emerges during 
implementation. 



RECOMMENDED ENVIRONMENTAL DETERMINATION: 

Based upon 22 CFR 216.2 (c) (2) (i), (iii) and (ix), a g!ateaorical 
Exclusion is recommended for the technical assistance, training, 
and related commodities provided for institutional support through 
the FED program. A peaative Determination is recommended for the 
policy-based assistance, based on the proposed monitoring, 
evaluation, and mitigation plan. 

c o m n u u w c A  pL- 
Bureau Env ro e t ./Officer 

John f .>udet! -AFR/ARTS 

CLEARANCE : 

APPROVED : 
DISAPPROVED: 

DATE: '7 



ANNEX E 

STATUTORY CHECKLISTS 



Tanzania FY 1992 
SC(1) - COUNTRY CHECKLIST 

Listed below are statutory criteria 
applicable to the eligibility of countries to 
receive the following categories of assistance: 
(A) both Development Assistance and Economic . 
Support Funds; (B) Development Assistance 
funds only; or (C) Economic Support Funds 
only. 

A. COUNTRY ELIGIBILITY CR1,TERIA APPLICABLE TO 
BOTH DEVELOPMENT ASSISTANCE AND ECONOMIC 
SUPPORT FUND ASSISTANCE 

1. Narcotics 

a. Negative certification (FY a 

1991 Appropriations Act Sec. 559(b)): Has 
the President certified to the Congress 
that the government of the recipient 
country is failing to take adequate 
measures to prevent narcotic drugs or 
other controlled substances which are 
cultivated, 'produced or processed 
illicitly, in whole or in part, in such 
country or transported through such 
country, from being sold illegally within 
the jurisdiction of such country to United 
States Government personnel or their 
dependents or from entering the United 
States unlawfully? NO 

b. Positive certification (FAA 
Sec. 481(h)]. (This provision applies to 
assistance of any kind provided by grant, 
sale, loan, lease, credit, guaranty, or 
insurance, except assistance from the 
Child Survival Fund or relating to 
international narcotics control, disaster 
and refugee relief, narcotics education 
and awareness, or the provision of food or 
medicine.) If the recipient is a "major 
illicit drug producing countryw (defined 
as a country producing during a fiscal 
year at least five metric tons of opium or 



"major drug-transit countrytt (defined as a 
country that is a significant direct 
source of illicit drugs significantly 
affecting the United States, through which 
such drugs are transported, or through 
which significant sums of drug-related 
profits are laundered with the knowledge 
or complicity of the government): 
Tancania has not been defined a8 r @@major 
illiait drug producing aountrym or a 
%a jor drug transit a ~ w t r y . ~ ~  

(1) does the country have 
in place a bilateral narcotics agreement 
with the United States, or a multilateral 
narcotics agreement? . N/A 

(2) has the President in 
the March 1 International Narcotics 
Control Strategy Report (INSCR) determined 
and certified to the Congress (without 
Congressional enactment, within 45 days of 
continuous session, of a resolution 
disapproving such a certification), or has 
the President determined and certified to 
the Congress on any other date (with 
enactment by Congress of a resolution 
approving such certification), that (a) 
during the previous year the country has 
cooperated fully with the United States or 
taken adequate steps on its own to satisfy 
the goals agreed to in a bilateral 
narcotics agreement with the United States 
or in a multilateral agreement, to prevent 
illicit drugs produced or processed in or 
transported through such country from 
being transported into the United States, 
to prevent and punish drug profit 
laundering in the country, and to prevent 
and punish bribery and other forms of 
public corruption which facilitate 
production or shipment of illicit drugs or 
discourage prosecution of such acts, or 
that (b) the vital national interests of 
the United States require the provision of 
such assistance? N/A 

c. Government Policy (1986 
Anti-Drug Abuse Act of 1986 Sec. 2013(b)). 
(This section applies to the same 
categories of assistance subject to the 
restrictions in FAA Sec. 481(h), above.) 



If recipient country is a "major illicit 
drug producing countryw or "major 
drug-transit countryw (as defined for the 
purpose of FAA Sec 481(h)), has the 
President submitted a report to Congress 
listing such country as one: (a) which, 
as a matter of government policy, 
encourages or facilitates the pro2uction 
or distribution of illicit drugs; (b) in 
which any senior official of the 
government engages in, encourages, or 
facilitates the production or distribution 
of illegal drugs; (c) in which any member 
of a U.S. Government agency has suffered 
or been threatened with violence inflicted 
by or with the complicity of any 
government officer; . or (d) which fails to 
provide reasonable cooperation to lawful 
activities of U.S. drug enforcement 
agents, unless the President has provided 
the required certification to Congress 
pertaining to U.S. national interests and 
the drug control and criminal prosecution 
efforts of that country? N/A 

2. Indebtedness to 0.6. citizens 
(FAA Sec. 620(c): If assistance is to a 
government, is the government indebted to 
any U.S. citizen for goods or services 
furnished or ordered where: (a) such 
citizen has exhausted available legal 
remedies, (b) the debt is not denied or 
contested by such government, or (c) the 
indebtedness arises under an unconditional 
guaranty of payment given by such 
government or controlled entity? NO 

3. Beieure of 0.8. Property (FAA 
Sec. 620(e)(l)): If assistance is to a 
government, has it (including any 
government agencies or subdivisions) taken 
any action which has the effect of 
nationalizing, expropriating, or otherwise 
seizing ownership or control of property 
of U.S. citizens or entities beneficially 
owned by them without taking steps to 
discharge its obligations toward such 
citizens or entities? No 

4.  Communist countries (FAA Secs. 
62O(a), 62O(f), 620D; FY 1991 
Appropriations Act Secs. 512, 545): Is 



recipient country a communist country? If 
so, has the President: (a) determined 
that assistance to the country is vital to 
the security of the United States, that 

i the recipient covntry is not controlled by 
the international Communist conspiracy, 
and that such assistance will further 
promote the independence of the recipient 
country from international communism, or 
(b) removed a country from applicable 
restrictions on assistance to communist 
countries upon a determination and report 
to Congress that such action is important 
to the national interest of the United 
States? Will assistance be provided 
either directly or indirectly to Angola, 
Cambodia, Cuba, 1raq , ' Libya, Vietnam, Ira? 
or Syria? Will assistance be provided to 
Afghanistan without a certification, or 
will assistance be provided inside 
Afghanistan through the Soviet-controlled 
government of Afghanistan? No 

5. Mob Action (FAA Sec. 6 2 0 ( j ) ) :  
Has the country permitted, or failed to 
take adequate measures to prevent, damage 
or destruction by mob action of U.S. 
property? No 

6. OPIC Investment Guaranty (FAA 
Set, 620(1)): Has the country failed to 
enter into an investment guaranty 
agreement with OPIC? No 

7. Beieure of 0.8. Fimhing Vessels 
(FAA Sec. 620(0); Fishermen's Protective 
Act of 1967 (as amended) Sec. 5): (a) Has 
the country seized, or imposed any penalty 
or sanction against, any U.S. fishing 
vessel because of fishing activities in 
international waters? (b) If so, has any 
deduction required by the Fishermen's 
Protective Act been made? 8. No, and b. 
N/Am 

8. Loan Default (FAA Sec. 620 (q) ; 
FY 1991 Appropriations Act Sec. 518 
(Brooke Amendment) ) : (a) Has the 
government of the recipient country been 
in default for more than six months on 
interest or principal of any loan to the 
country under the FAA? (b) Has the 



country been in default for more than one / 

year on interest or principal on any U.S. 
loan under a program for which the FY 1990 
Appropriations Act appropriates funds? 
a. No, and b. Wr:. 

9. Military Equipment (FAA Sec. 
620(s)): If contemplated assistance is 
development loan or to come from Economic 
Support Fund, has the Administrator taken 
into account the percentage of the 
country's budget and amount of the 
country's foreign exchange or 0 ‘ 3  er 
resources spent on military equipment? 
(Reference may be made to the annual 
"Taking Into ConsiderationN memo: ''Yes, 
taken into account by the Administrator at 
time of approval of Agency OYB." This 
approval by the Administrator of the 
Operational Year Budget can be the basis 
for an affirmative answer during the 
fiscal year unless significant changes in 
circumstances occur.) N/A 

10. Diplomctic Relations with U.S. 
(FAA Sec. 620(t)): Has the country 
severed diplomatic relations with the 
United States? If so, have relations been 
resumed and have new bilateral assistance 
agreements been negotiated and entered 
into since such resumption? No 

11. U.N. Obligations (FAA Sec. 
620(u)): What is the payment status of 
the country's U.N. obligations? If the 
country is in arrears, were such 
arrearages taken into account by the 
A.I.D. Administrator in determining the 
current A.I.D. Operational Year Budget? 
(Reference may be made to the "Taking into 
Considerationtt memo.) As of 1991 Tanzania 
was not in arreas. 

12. International Terrorism 

a. Sanctuary and support (FY 1991 
Appropriations Act Sec. 556; FAA Sec. 
620A): Has the country been determined by 
the President to: (a) grant sanctuary 
from prosecution to any individual or 
group which has committed an act of 
international terrorism, or (b) otherwise 



support international terrorism, unless 
the President has waived this restriction 
on grounds of national security or for 
humanitarian reasons? HO 

b. Airport Baourity (ISDCA of 1985 
Sec. 552Cb). Has the Secretary of State 
determined that the country is a high 
terrorist threat country after the 
Secretary of  rans sport at ion has 
determined, pursuant to section 1115(e)(2) 
of the Federal Aviation Act of 1958, that 
an airport in the country does not 
maintain and administer effective security 
measures? NO 

13. Diacrirnination (FAA Sec. 
666(b)): Does the country object, on the 
basis of race, religion, national origin 
or sex, to the presence of any officer or 
employee of the U.S. who is present in 
such coulttry to carry out economic 
development programs under the FAA? NO 

14. ZYwlear Technology (FAA Secs. 
669, 670): Nas the country, after August 
3, 1977, delivered to any other country or 
received nuclear enrichment or 
reprocessing equipment, materials, or 
technology, without specified arrangements 
or safeguards, and without special 
certification by the President? Has it 
transferred a nuclear explosive device to 
a non-nuclear weapon state, or if such a 
state, either received or detonated a 
nuclear explosive device? If the country 
is a non-nuclear weapon state, has it, on 
or after August 8, 1985, exported (or 
attempted to export) illegally from the 
United States any material, equipment, or 
technology which would contribute 
significantly to the ability of a country 
to manufacture a nuclear explosive device? 
(FAA See. 620E permits a special waiver of 
Sec. 669 for Pakistan.) NO 

15. Algiers Heeting (ISDCA of 1981, 
Sec. 720): Was the country represented at 
the Meeting of Ministers of Foreign 
Affairs and Heads of Delegations of the 
Non-Aligned Countries to the 36th General 
Assembly of the U.N. on Sept. 25 and 28, 



1981, and did it fail to disassociate 
itself from the communique issued? If so, 
has the President taken it into account? 
(Reference may be made to the "Taking into 
Considerationn memo.) While Tancania was 
represented and failed to disassoaiate 
itself, this waa taken into eonsideration 
by the Administrator. 

16. Military Coup (FY 1991 
Appropriations Act Sec. 513): Has the 
duly elected Head of Government of the 
country been deposed by military coup or 
decree? If assistance has been 
terminated, has the President notified 
Congress that a democratically elected 
government has taken office prior to the 
resumption of assistance? NO, and N/A 

17. Refugee Cooperation (FY 1991 
Appropriations Act Sec. 539): Does the 
recipient country fully cooperate with the 
international refugee assistance 
organizations, the United States, and 
other governments in facilitating lasting 
solutions to refugee situations, including 
resettlement without respect to race, sex, 
religion, or national origin? YES 

18. Exploitation of Children (FY 
1991 Appropriations Act Sec. 599D, 
amending FAA Sec. 116): Does the 
recipient government fail to take 
appropriate and adequate measures, within 
its means, to protect children from 
exploitation, abuse or forced conscription 
into military or paramilitary services? 
NO 

- B. COUNTRY ELIGIBILITY CRITERIA APPLICABLE 
ONLY TO DZVELOPMENT ASSISTANCE (@'DAM) 

1. Human Rights Violations (FAA Sec. 
116): Has the Department of State 
determined that this government has 
engaged in a consistent pattern of gross 
violations of internationally recognized 
human rights? If so, can it be 
demonstrated that contemplated assistance 
will directly benefit the needy? NO 



2. Abortions (FY 1991 Appropriations 
Act Sec. 535): Has the President 
certified that use of DA funds by this 
country would violate any of the 
prohibitions against use of funds to pay 
for.the performance of abortions as a 
method of family planning, to motivate or 
coerce any person to practice abortions, 
to pay for the performance of involuntary 
sterilization as a method of family 
planning, to coerce or provide any 
financial incentive to' any person to 
undergo sterilizations, to pay for any 
biomedical research which relates, in 
whole or in part, to methods of, or the 
performance of, abortions or involuntary 
sterilization as a means of family 
planning? NO 

C. COUNTRY ELIGIBILITY CRITERIA APPLICABLE 
ONLY TO ECONOMIC SUPPORT FUNDS ("ESF") 

Human Rights Violations (FAA Sec. 
502B): Has it been determined that the 
country has engaged in a consistent 
pattern of gross violations of 
internationally recognized human rights? 
If so, has the President found that the 
country made such significant improvement 
in its human rights record that furnishing 
such assistance is in the U.S. national 
interest? NO , 



Clearances: 



Listed below are statutory criteria 
applicable to the assistance resources 
themselves, rather than to the eligibility of a - country to receive assistance. This section is 
divided into three parts. Part A includes 

a criteria applicable to both Development 
. Assistance and Economic Support Fund resources. 

Part B includes criteria applicable only to 
Development Assistance resources. Part C 
includes criterie applicable only to Economic 
Support Funds. 

CROSS REFERENCE: IS COUNTRY CHECKLIST UP TO 
DATE? 

A. CRITERIA APPLICABLE TO BOTH DEVELOPMENT 
ASSISTANCE AND ECONOMIC SUPPORT FUNDS 

1. Host Country Development Efforts 
(FAA Sec. 601(a)): Information and 
conclusions on whether assistance will (a), (b), (c) & (el will be 
encourage efforts of the country to: indirectly assisted by the 
(a) increase the flow of international conditionality pertaining to.the 
trade; (b) foster private initiative and fhancial sector* 
competition; (c) encourage development and (d) is an express goal of financial 
use of cooperatives, credit unions, and sector reform. (f) is not a goal 
savings and loan associations; of this 
(d) discourage monopolistic practices; (e) 
improve technical efficiency of industry, 
agriculture, and commerce; and (f) 
strengthen free labor unions. 

2. U . 8 .  Private Trade and Xnvestment 
(FAA Sec. 601(b)): Information and 
conclusions on how assistance will 
encourage U.S. private trade and 
investment abroad and encourage private The Business Service Center will bt 
U. S. participation in foreign assistance specifically tasked with increasin! 
programs (including use of private trade U.S. procurement. See pp of PA 
channels and the services of U.S. private 
enterprise). 



a. General requirement (FY 1991 
~ppropriations Act Secs. 523 and 591; 
FAA Sec. 634A): If money is to be 
obligated for an activity not previously 
justified to Congress, or for an amount in CN received 136107 excess of amount previously justified to 
Congress, has,Congress been properly 
notified (unless the notification 
requirement has been waived because of 
substantial risk to human health or 
welfare) ? 

b. Notioe of new account 
obligation (FY 1991 Appropriations Act 
Sec. 514): If funds are being obligated N/A 
under an appropriation account to which 
they were not appropriated, has the 
President consulted w i k ~ ~  and provided a 
written justification to the House and 
Senate Appropriations Committees and has 
such obligation been subject to regular 
notification procedures? 

c. Cash transfers and 
nonproject sector assistance (FY 1991 
Appropriations Act Sec. 575(b)(3)): If 
funds are to be made available in the form Yes 

of cash transfer or nonproject sector 
assistance, has the Congressional notice 
included a detailed description of how the 
iua& w i i l  be used, with a discussion of 
U.S. interests to be served and a 
description of any economic poolicy 
reforms to be promoted? 

4. Engineering and Financial Plans 
(FAA Sec. 611(a)): Prior to an obligation 
in excess of $500,000, will there be: (a) yes 
engineering, financial or other plans 
necessary to carry out the assistance; and 
(b) a reasonably firm estimate of the cost 
to the U.S. of the assistance? 

5. Legislative Action (FAA Sec. 
611(a)(2)): If legislative action is 
required within recipient country with 
respect to an obligation in excess of 
$500,000, what is the basis for a 
reasonable expectation that such action 

See PP 40-45 of PAAU 



will be completed in time to permit 
orderly accomplishment of the purpose of 
the assistance? 

6. Wat%r Raeouraes (FAA Sec. 611(b); 
FY 1991 Appropriations Act Sec. 501): If 
project is for water or water-related land NIA 
resmrce construction, have benefits and 
costs been computed to the extent I 

practicable in accordance with the 
principles, standards, and procedures 
established pursuant to the Water 
Resources Planning Act (42 U.S.C. 1962, & 
sea.)? (See A.I.D. Handbook 3 for 
guidelines.) 

7. Cash Transfer 'and Bector 
Asnistance (FY 1991 ~ppropriations Act Yes 
Sec. 575(b)): Will cash transfer or 
nonproject sector assistance be maintained 
in a separate account and not commingled 
with other funds (unless such requirements 
are waived by Congressional notice for 
nonproject sector assistance)? 

8. Capital Assistance (FAA Sec. 
611(e)): If project is capital assistance 
(e.s., construction), and total U.S. N/A 
assistance for it will exceed $1 million, 
has Mission Director certified and 
Regional Assistant Administrator taken 
into consideration the country's 
cr22bility to maintain and utilize the 
project effectively? 

9. Multiple Country objectives (FAA 
Sec. 601 (a) ) : Information and conclusions ,See item l~ above 
on whether projects will encourage efforts 
of the country to: (a) increase the flow 
of international trade; (b) foster private 
initiative and competition; (c) encourage 
development and use of cooperatives, 
credit unions, and savings and loan 
associations; (d) discourage monopolistic 
practices; (e) improve technical 
efficiency of industry, agriculture and 
conmerce; and (f) strengthen free labor 
unions. 



lo. U.8. Private Trade (FAA Sec. 
6Ol(b)): Information and conclusions on 
how p.roject will encourage U.S. private 
trade and investment abroad and encourage 
private U.S. participation in foreign 
assistance programs (including use of 
private trade channels and the services of 
U.S. private enterprise). 

11. Local Curzencies 

a. Recipient contributions 
(FAA Secs. 612 (b) , 636 (h) ) : Describe 
steps taken to assure that, to the maximum 
extent possible, the country is 
contributing local currencies to meet the 
cost of contractual and other services, 
and foreign currencies owned by the U.S. 
are utilized in lieu of dollars. 

b. 0.8.-Owned Currency (FAA 
Sec. 612(d)): Does the U.S. own excess 
foreign currency of the country and, if 
so, what arrangements have besn made for 
its release? 

c. Geparate Account (FY 1991 
Appropriations Act Sec. 575). If 
assistance is furnished to a foreign 
government under arrangements which result 
in the generation of local currencies: 

(1) Has A.I.D. (a) 
required that local currencies be 
deposited in a separate account 
established by the recipient government, 
(b) entered into an agreement with that 
government providing the amount of local 
currencies to be generated and the terms 
and conditions under which the currencies 
so deposited may be utilized, and (c) 
.established by agreement the 
responsibilities of A.I.D. and that 
government to monitor and account for 
deposits into and disbursements from the 
separate account? 

See A .2 .' aboxe 

. 

- 
5% of program generations will be 
deposited in Mission CE trust 
account. 

(a) Yes 

(b) Yes 

( c )  Yes 



(2) Will such local 
currencies, or an equivalent amount of 
local currencies, be used only to carry 
out the purposes of the DA or ESF chapters ye, 
of the FAA (depending on which chapter is 
the source of the assistance) or for the 
administrative requirements of the United 
States Government? 

(3) Has A.I.D. taken all 
appropriate steps to ensure that the Yes 
equivalent of local currencies disbursed 
from the separate account are used for the 
agreed purposes? 

(4) If assistance is 
terminated to a country, will any 
unencumbered balances of funds remaining 
in a separate account be disposed of for Yes 
purposes agreed to by the recipient 
government and the United States 
Government? 

12. Trade Restrictions 

a, Surplus Commodities (FY 1991 
Appropriations Act Sec. 521(a)): If 
assistance is for the production of any 
commodity for export, is the commodity 
likely to be in surplus on world markets NIA 
at the time the resulting productive 
capacity becomes operative, and is such 
assistance likely to cause substantial 
injury to U.S. producers of the same, 
similar or competing commodity? 

. b. Textiles (Lautenberg 
Amendment) (FY 1991 Appropriations Act 
Sec, 521(c)): Will the assistance (except 
for programs in Caribbean Basin Initiative 
countries under U.S. Tariff Schedule 
''Section 807,n which allows reduced 
tariffs on articles assemblled abroad from 
U.S.-made components) be used directly to No 
procure feasibility studies, 
prefeasibility studies, or project 
profiles of potential investment in, or to 
assist the establishment of facilities 
specifically designed for, the manufacture 
for export to the United States or to 
third country markets in direct 
competition with U.S. exports, of 



textiles, apparel, footwear, handbags, 
flat goods (such as wallets or coin purses 
worn on the person), work gloves or 
leather wearing apparel? 

13. '~ropiaal Forest8 (F'Y 1991 
Appropriations Act Sec. 533 (c) (3) ) : Will 
funds be used for any program, project or , N, 
activity which would (a) result in any 
significant loss of eropical forests, or 
(b) involve industrsal gimber extraction 
in primary tropical forest areas? 

14. PVO Assistance 

a. Auditing and registration 
(FY 1991 Appropriations Act.Sec. '537): If 
assistance is being made available to a 
PVO, has that organ.ization provided upon 
timely request any document, file, or 
record necessary to the auditing 
requirements of A.I.D., and is the PVO 
registered with A.I.D.? 

b. Funding sources (FY 1991 
Appropriations Act, Title 11, under 
heading nPrivate and Voluntary N/ A 
Organizationsmm): If assistance is to be 
made to a United States PVO (other than a 
cooperative development organization), 
does it obtain at least 20 percent of its 
total annual funding for international 
activities from sources other than the 
United States Government? 

15. Project Agreement Documentation 
(State Authorization Sec. 139 (as 
interpreted by conference report)): Has 
confirmation of the date of signing of the 
project agreement, including the amount . 
involved, been cabled to State LIT and Not yet 
A.I.D. LEG within 60 days of the 
agreement's entry into force with respect 
to the United states, and has the full 
text of the agreement been pouched to 
those same offices? (See Handbook 3, 
Appendix 6G for agreements covered by this 
provision). 



16. Wetria Byatem (Omnibus Trade and 
Competitiveness Act of 1988 Sec. 5164, as 
interpreted by conference report, amending 
Metric Conversion Act of 1975 Sec. 2, and , 

as implemented through A.I.D. policy): 
Does the assistance activity use the . metric system of measurement in its 
procurements, grants, and other 
business-related activities, exc3pt to the 
extent that such use is impractical or is Yes 

* likely to cause significant inefficiencies 
or loss of markets to United States firms? 
Are bulk purchases usually to be made in 
metric, and are components, subassemblies, 
and semi-fabricated materials to be 
specified in metric units when 
economically available and technically 
adequate? Will A.I.D. specifications use 
metric units of measure from the earliest 
programmatic stages, and from the earliest 
documentation of the assistance processes 
(for example, project papers) involving 
quantifiable measurements (length, area, 
volume, capacity, mass and weight), 
through the implementation stage? 

17. Women in Development (FY 1991 No. However, socio economic 
Appropriations Act, Title 11, under baseline survey of the program 
heading "Women in DevelopmentM): Will desaggregated by sex, has been 
assistance be designed so that the conducted t r ;:r:rmi t future prograrr 
percentage of women participants will be designs address "Women in 
demonstrably increased? &velopnentn. 

18. Regional and Hultilateral 
Assistance (FAA Sec. 209): Is assistance 
more efficiently and effectively provided 
through regional or multilateral 
organizations? If so, why is assistance No 
not so provided? Information and 
conclusions on whether assistance will 
encourage developing countries to 
cooperate in regional development 
programs. 



19. Abortions (FY 1991 
Appropriations Act ,  Title 11, under 
heading mPopulation, DAfn and Sec. 525): 

a. Will assistance bet made 
available to any organization or program 
which, as determined by the President, 
supports or participates in the management 
of a program of coercive abortion or 
involuntary sterilization? 

b. Will any funds be used to 
lobby for abortion? 

20. Cooperatives (FAA Sec. 111): 
,Will assistance help develop cooperatives, 
e:,yecially by technical assistance, to 
assist rural and urban poor to help , 

themselves toward a better lifc? 

21. U.8.-Owned Foreign Currencies 

a. Use of currencies (FAA Secs. 
612 (b) , 636 (h) ; FY 1991 Appropriations Act 
Secs. 507, 509): Describe steps taken to 
assure that, to the maximum extent 
possible, foreign currencies owned by the 
U.S. are utilized in lieu of dollars to 
meet the cost of conrractuah and other 
services. 

b. Release of currencies (FAA 
Sec. 612(d)): Does the U.S. own excess 
foreign currency of the country and, if 
so, what arrangements have been made for 
its release? 

22,  Procurement 

a. 4mall businass (FAA Sec. 
6 O 2 j a ; ) :  Are there arrangements to permit 
i:, l o .  s m i J 3 .  business to participate 
egixtab:kv?.r in the furnishing of commodities 
and scrvhes financed? 

b. U.8. procurement (FAA Sec. 
604(a))  : Will all procurement be from the 
U . S .  except as otherwise determined by the 
President or determined under delegation 
2rom him? 

None 

Yes, small business can compete 
equitably. 

The source origin of goods and 
services to be procured under the 
program is W e  935 in accordance 
-uith DFA legislation. 



c. mrino insurance (FAA ~ec. ' 

604(d)): If the cooperating country 
discriminates against marine insurance 
companias authorized to do business in the 
U.S., will commodities be insured in the 
United States against marine risk with 
such a company? 

d. Mon-V.B. agricultural 
L procurement (FM Sec. 604(e)): If 

non-U.S. procurement of agricultural 
commodity or product thereof is to be 
financed, is there provision against such 
procurement when the domestic price of 
such commodity is less than parity? 
(Exception where commodity financed could 
not reasonably be procured in U.S.) 

e. Construction or engineering 
services (FAA Sec. 604 (g) ) : Will 
construction or engineering services be 
procured from firms of advanced developing 
countries which are otherwise eligible 
under Code 941 and which have attained a 
competitive capability in international 
markets in one of these areas? (Exception 
for those countries which receive direct 
economic assistance under the FAA and 
permit United States firms to compete for 
construction or engineering services 
financed from assistance programs of these 
countries.) 

f. Cargo preference shipping 
(FAA Sec. 603)): Is the shipping excluded 
from compliance with the requirement in 
section 901(b) of the Merchant Marine Act 
of 1936, as amended, that at least 
50 percent of the gross tonnage of 
commodities (computed separately for dry 
bulk carriers, dry cargo liners, and 
tankers) financed shall be transported on 
privately owned U.S. flag commercial 
vesseis to the extent such vessels are 
available at fair and reasonable rates? 

g. Technical assistance 
(FAA Sec. 621 (a) ) : If technical 
assistance is financed, will such 
assistance be furnished by private 
enterprise on a contract basis to the 
fullest extent practicable? Will the 

'be 6ountry does not discriminate 
against foreign insurance companies 
doing business outside. 

Yes 



facilities and resources of other Federal 
agencies be utilized, when they are 
particularly suitable, not competitive Yes 
vl%h primts enterprise6 and made 
available without undue interference with 
domestic programs? 

h. U.8. air aarriers 
(International Air Transportation Fair 
Competitive Practices Act, 1974): IF air yes 
transportation of persons or.property is 
financed on grant basis, will U.S. 
carriers be used to the extent such 
service is available? 

i. Termination for convenience 
of U.B. Government (FY 1991 Appropriations 
Act Sec. 504): If the U.S. Government is Yes 
a party to a contract for procurement, 
does the contract contain a provision 
authorizing termination of such contract 
for the convenience of the United States? 

j. Consulting services 
(FY 1991 Appropriations Act Sec. 524): If 
assistance is for consulting service 
through procurement contract pursuant to 5 Yes 
U.S.C. 3109, are contract expenditures a 
matter of public record and available for 
public inspection (unless otherwise 
provided by law or Executive order)? 

k. Metric conversion 
(Omnibus Trade and Competitiveness Act of 
1988, as interpreted by conference report, 
amending Metric Conversion Act of 1975 
Sec. 2, and as implemented through A.I.D. 
policy): Does the assistance program use 
the metric system of measurement in its See A. 16 above 
procurements, grants, and other 
business-related activities, except to the 
extent that such use is impractical or is 
likely to cause significant inefficiencies 
or loss of markets to United States firms? 
Are bulk purchases usually to be made in 
metric, and are components, subassemblies, 
and semi-fabricated materials to be 
specified in metric units when 
economically available and technically 
adequate? Will A.I.D. specifications use 
metric units of measure from the earliest 
programmatic stages, and from the earliest 



documentation of the assistance processes 
(for example, project papers) involving 
quantifiable measurements (length, area, 
veltrmg, ~ ' a p a ~ i t y ~   ass and k / e i $ ~ t ! ~  
through the implementation stage? 

1. Competitive 8election 
Prooedures (FAA Sec. 601(e)): Will the Yes 
assistance utilize competitive selection 
procedures for the awarding of contracts, 
except where applicable procurement rules 
allow otherwise? 

23. Construction 

a. Capital project (FAA Sec. 
601 (d) ) : If capital (9.a. , construction) N/A 
project, will U.S. engineering and 
professional services be used? 

b. Construction contract (FA9 
Sec. 611(c)): If contracts for 
construction are to be financed, will they N/A 
be let on a competitive basis to maximum 
extent practicable? 

c. Large projects, 
Congressional approval (FAA Sec. 620(k)): 
If for construction of productive 
enterprise, will aggregate value of 
assistance to be furnished by the U.S. not 
exceed $100 million (except for productive 
enterprises in Egypt that were described N/A 
in the Congressional Presentation), or 
does assistance have the express approval 
of Congress? 

24. 0.8. Audit Rights (FAA Sec. 
301(d)): If fun8 is established solely by N/A 
U.S. contribut.ions and administered by an 
internationz2. orqanization, does 
Comptroller General have audit rights? 

25. Conkmuniae Assistance (FAA 3ec. 
620(h). Do arrangements exist to insure 
that United Stttes foreign aid is not used Yes 

in a manner which, contrary to the best 
interests of the United States, promotes 
or assists the foreign aid projects or 
activities of the Communist-bloc 
countries? 



a. Cash raimbureements (FAA 
Sec. 483): Will arrangements preclude use NIA 
of financing to make reimbursements, in 
the form af cash payments, to persons 
whose illicit drug crops are eradicated? 

b. Assistance to narcotics 
I 

traffickers (FAA Sec. 487): Will 
arrangements take wall reasonable 'steps" 
to preclude use of financing to or through 
individuals or entities which we know or 
have reason to believe have either: (1) 
been convicted of a violation of any law Yes 
or regulation of the United States or a 
foreign country relating to narcotics (or 
other controlled substances); or (2) been 
an illicit trafficker in, or otherwise 
involved in the illicit trafficking of, 
any such controlled substance? 

27. Expropriation and Land Reform Yes 
(FAA Sec. 620(g)): Will assistance 
preclude use of financing to compensate 
owners for expropriated or nationalized 
property, except to compensate foreign 
nationals in accordance with a land reform 
program certified by the President? 

28. Police and Prisons (FAA Sec. 
660): Will assistance preclude use of 
financing to provide training, advice, or Yes 
any financial support for police, prisons, 
or other law enforcement forces, except 
for narcotics programs? 

29. CIA Activities (FAA Sec. 662) : 
Will assistance preclude use of financing Yes 
for CIA activities? 

30. Motor Vehicles (FAA Sec. 
636(i)): Will assistance preclude use of NIA, under the DFA code 935 
financing for purchase, sale, long-term countries are eligible. 
lease, exchange or guaranty of the sale of 
motor vehicles manufactured outside U.S., 
unless a waiver is obtained? 



31. Military Personnel iFY 1991 
Appropriations Act sec. 503): Will 
assistance preclude use of financing to 
pay pensions, annuities, retirement pay, 
or adjusted service compensation for prior 
or current military personnel? 

. 
32. Payment of Urn#. Assessments (FY 

199: Appropriations Act Sec. 505): Will 
assistance preclude us,e of financing to 

I - pay U.N. assessments, arrearages or dues? 

33. Multilateral Organieation 
Lending (FY 1991 Appropriations Act Sec. 
506): Will assistance preclude use of 
financing to carry out provisions of FAA 
section 209(d) (transfer of FAA funds to 
multilateral organizations for lending)? 

34. Export of .Nuclear Resources (FY 
1991 Appropriations ikt Sec. 510): Will 
assistance preclude use of financing to 
finance the export of nuclear equipment, 
fuel, or technology? 

35. Repression of Population (FY 
1991 Appropriations Act Sec. 511): Will 
assistance preclude use of financing for 
the purpose of aiding the efforts of the 
government of such country to repress the 
legitimate rights of the population of 
such country contrary to the Universal 
B & ; l a & t i o n  of Human Rights? 

36. Publicity or Propoganda (FY 1991 
Appropriations Act Sec. 516): Will 
assistance be used for publicity or . 
propaganda purposes designed to support or 
defeat legislation pending before 
Congress, to influence in any way the 

C outcome of a political election in the 
United States, or for any publicity or 
propaganda purposes not authorized by 
Congress? 

Yes 

Yes 

Yes 

Yes 

Yes 



37. narine In~urance (FY 1991 fl 

Appropriations Act SeC. 563): Will any 
A.I.D. contract and solicitation, and Yes 
subcontract entered into under such 
contract, include a clause requiring that 
U.S. marine insurance companies have a 
fair opportunity to bid for marine 
insurance when such insurance is necessary 
or appropxiate? 

38. =change for Prohibited Aat (FY 
1991 Appropriations Act Set,, 569): Will 
any assistance be provided Lo any foreign 
government (including any instrumentality 
or agency thereof), foreign person, or 
United States person in exchange for that 
':foreign government or person undertaking 
any action which is, if carried out by the 
United States Government, a United States 
official or employee, expressly prohibited 
by a provision of United States law? 

8. CRITERIA APPLICABLE TO DEVELOPMENT 
ASSISTANCE ONLY 

1. Agricultural Exports (Bumpers 
Amendment) (FY 1991 Appropriations Act 
Sec. 521(b), as interpreted by conference 
report for original enactment): If 
assistance is for tgricultural development 
activities (spec~.;ically, any testing or 
breeding feasihi'lity study, variety 
improvement or introduction, consultancy, 
publication, conference, or training), are 
such activities: (1) specifically and N/ A 
principally designed to increase 
agricultural exports by the host country 
to a country other than the United States, 
where the export would lead to direct 
competition in that third country with 
exports of a similar commodity grown or 
produced in the United States, and can the 
activities reasonably be expected to cause 
substantial injury to U.S. exporters of a 
similar agricultural commodity; or (2) in 
support of research that is intended 
primarily to benefit U.S. producers? 



APPENDIX 5C - A.I.D. PROJECT STATUTORY CHECKLIST 

The statutory checklist is divided into two parts: 
SC(1) - Country Checklist; and 5C(2) - Assistance Checklist. 

The muntrv C h e c u ,  composed of items affecting the 
eligibility for foreign assistance of a country ills a whole, is to 
beareviawed and completed by AID/W at the beginning of each 
fiscal year. In most cases responsibility for preparation of 
responses to the Country checklist is assigned to the desk 
officers, who would work with the Assistant General Counsel for 
their region. The responsible officer should ensure that this 
part of the Checklist is updated peri~qically. The Checklist 
should be attached to the first PP Cri t h e  t2.scal year and then 
referenced in subsequent PPs. 

The usistance Checklw focuses on statutory items that 
directly concern assistance resources. The Assistance Checklist 
for FY 1991 includes items previously included under separate 
"project assistancetn %onproject assistancetu and "standard 
itemu checklists. The Assistance Checklist should be reviewed 
and completed in the field, but information should be requested 
from Washington whenever necessary. A completed Assistance 
Checklist should be included with each RP; however, the list 
should also be reviewed at the time a PID is prepared so that 
legal issues that bear on project design are identified early. 

The Country and Assistance Checklists are organized 
according to categories of items relating to Development 
Assistance, the Economic Support Fund, or both. 

These Checklists include the applickble statutory criteria 
from the Foreign Assistance Act of 1961 ("FAAw); various foreign 
assistance, foreign relations, anti-narcotics and international 
trade authorization enactments; and the FY 1991 Foreign 
Assistance Appropriations Act ("FY 1991 ~ppropriations Actm). 

These Checklists do not list every statutory provision that 
might be relevant. For example, they do not include country- 
specific limitations enacted, usually for a single year, in a 
foreign assistance appropriations act. Instead, the Checklists 
are intended to provide a convenient reference for provisions of 
relatively great importance and general applicability. 

Prior to an actual obligation of funds, Missions are 
encouraged to review any Checklist completed at an earlier phase 
in a project or program cycle to determine whether more recently 
enacted provisions of law included on the most recent Checklist 
may now apply. Because of the reorganization and consolidation 
of checklists reflected here, such review may be particularly 
important this year. Space has been provided at the right of the 
Checklist questions for responses and notes. 



2. Tied Aid Credits (FY 1991 
Appropriations Act, Title 11, under 
heading wEconomic Support Fundt1): Will DA 
funds be used, for tied aid credits? 

3. Appropriate Teahnology (FM Sec. 
107): Is special emphasis placed on use 
of appropriate technology (defined as I 

relatively smaller, cost-saving, 
labor-using technologies that are 
gonerally most appropriate for the small 
farms, smnll businesses, and small incomes 
of the poor)? 

4. Indigenous Needs and Resources 
(FAA Sec. 281(b)): Describe extent to 
which the activity recognizes the 
particular needs, desires, and capacities 
of the people of the country; utilizes the 
country's intellectual resources to 
encourage institutional development; and 
supports civic education and training in 
skills required for effective 
participation in governmental and 
political processes essential to 
self-government. 

5. Economic Development (FAA Sec. 
101(a)): Does the activity give 
reasonable promise of contributing to the 
development of economic resources, or to 
the increase of productive capacities and 
selt-sustaining economic growth? 

6. Special Development Emphases (FAA 
Secs. 102(b), 113, 281(a)): Describe 
extent to which activity will: (a) 
effectively involve the poor in 
development by extending access to economy 
at local level, increasing labor-intensive 
production and the use of appropriate 
technology, dispersing investment from 
cities to small towns and rural areas, and 
insuring wide participation of the poor in 
the benefits of development on a sustained 
basis, using appropriate U.S. 
institutions; (b) encourage democratic 
private and local governmental 
institutions; (c) support the self-help 
efforts of daveloping countries; (d) 
promote the participation of women in the 
national economies of developing countries 

Ihe Business Service Center will 
do all these things* 

Yes, the program directly - 
supports the economic recovery 
program the country is following 

The program focuses on Finance 
and Fnterprise 13evelopnent whicl 
is to foster rsal economic 
growth and improved human 
welfare by supporting 
development of financial sector 
infrastructure and private 
sector support infrastructure. 
The aim is to encourage a 
realignment of government and 
private spheres of activity tha 
will lead to a move effective 
use of both public and private 
resources in support of economi 
grlrwth, greater employment, and 
increased incomes. 



and the improvement of women's status; and 
(e) utilize and encourage regional 
cooperation by developing countries. 

- 
7. Reoipiant country Contributioa 

(FAA sets, 110, 124(d)) : Will the 
recipient country provide at least 25 
percent of the casts of the program, I 

project, or activity with respect to which 
the assistance is to be furnished (or is 
the latter cost-sharing requirement being 
waived for a "relatively least developedl1 
country) ? 

8. Benefit to Poor najority (FAA 
Sec. 128(b)): If the activity attempts to 
increase the institutional capabilities of 
private organizations or the government of 
the country, or if it attempts to 
stimulate scientific and technological 
research, has it been designed and will it 
be monitored to ensure that the ultimate 
beneficiaries are the poor majority? 

9. Abortions (FAA Sec. 1.04(f); FY 
1991 Appropriations Act, Title 11, under 
heading nPopulation, DA," and Sec. 535): 

a. Are any cf the funds to be 
used for the performance of abortions as a 
method of family planning or to motivate 
or coerce any person to practice 
abortions? 

b. Are any of the funds to be 
used to pay for the performance of 
involuntary sterilization as a method of 
family planning or to coerce or provide 
any financial incentive to any person to 
undergo sterilizations? . . 

c. Are any of the funds to be 
made available to any organization or 
program which, as determined by the 
President, supports or participates in the 
management of a program of coercive 
abortion or involuntary sterilization? 

Yes - 
($40,000,000 in local currencies 

Yes 



d. Will funds be made available 
only to voluntary family planning projects NIA 
which offer, either directly or through 
referral to, or information about access 
to, a broad range of family planning 
methods and services? 

e. In awarding grants for 
natural family planning, will any 
applicant be discriminated against because NIA 
of such applicant's religious or 
conscientious commitment to offer only 
natural family planning? 

f. Are any of the funds to be 
used to pay for any biomedical research 
which relates, in whole or in part, to 
methods of, or the performance of, 
abortions or involuntary sterilization as 
a means of family planning? 

g. Are any of the funds to be 
made available to any organization if the 
President certifies that the use of these 
funds by such organization would violate 
any of the above provisions related to 
abortions and involuntary sterilization? 

10. Contract Awards (FAA ~ec. 
601(e)): Will the project utilize 
competitive selection procedures for the 
awarding of contracts, except where 
applicable procurement rules allow 
otherwise? 

11. Disadvantaged Enterprises (FY 
1991 Appropriations Act Sec, 567): What 
portion of the funds will be available 
only for activities of economically and 
socially disadvantaged enterprises, 
historically black colleges and 
universities, colleges and universities 
having a student body in which more than 
40 percent of the students are Hispanic 
Americans, and private and voluntary 
organizations which are controlled by 
individuals who are black Americans, 
Hispanic Americans, or Native Americans, 
or who are economically or socially 
disadvantaged (including women)? 

Yes 

Such organizations will be 
eligible to compete. At least 
10% of the institutional 
contract must Ls subcontracted 
to such organizations. 



12.  Biologiaal Diversity (FAA Sec. 
119 (g) : will the assistance: (a) support 
training and education effo- which 
improve the capacity of recipient 
countries to prevent loss of biological 
diversity; (b) be provide8,under a 
long-term agreement in which the recipient N/A 
country agrees to protect ecosystems or , 
other wildlife habitats; (c) support 
efforts to identify and survey ecosystems 
in recipient countries worthy of 
protection; or (d) by any direct or 
indirect means significantly degrade 
national parks ar similar protected areas 
or introduce exotic plants or animals into 
such areas? 

13. Tropical Forests (FAA Sec. 118; 
FY 1991 Appropriations Act Sec. 533(c)-(e) 
& (9) 1 :  

a. A.I.D. Regulation 16: Does 
the assistance comply with the 
environmental procedures set forth in 
A.I.D. Regulation 16? 

Yes 

b. Conservation: Does the 
assistance place a high priority on 
conservation and sustainable management of 
tropical forests? Specifically, does the 
assistance, to the fullest extent 
feasible: (1) stress the importance of 
conserving and sustainably managhg forest N/A 
resources; (2) support activities which 
offer employment and income alternatives 
to those who otherwise would cause 
destruction and loss of forests, and help 
countries identify and implemei7t 
alternatives to color!zing forested areas; 
(3) support training programs, educational 
efforts, and the establishment or 
strengthening of institutions to improve 
forest management; (4) help end 
destructive slash-and-burn agriculture by 
supporting stable and productive farming 
practices; (5) help conserve forests 
which have not yet been degraded by 
helping Lo increase production on lands 
already cleared or degraded; (6) conserve 
forested watersheds and rehabilitate those 
which have been deforested; (7) support 
training, research, and other actions 



which lead to sustainable and more 
environmentally sound practices for timber 
harvestiny, removal, and processing; (8) 
support research to expand knowledge of 
tropical forests and identify alternatives 
which will prevent forerrt destruction, 
loss, or degradation; (9) conserve 
biological diversity in forest areas by , 
supporting efforts to identify, establish, 
and maintain a representative network of 
protected tropical forest ecosystems on a 
worldwide basis, by making the 
establishment of protected areas a 
condition of support for activities 
involving forest clearance or degradation, 
and by helping to identify tropical forest 
ecosystems and species in need of 
protection and establish and maintain 
appropriate protected areas; (10) seek to 
increase the awareness of U.S. Government 
agencies and other donors of the immediate 
and long-term value of tropical forests; 
(11) utilize the resources and abilities 
of all relevant U . S .  government agencies; 
(12) be based upon careful analysis cf the 
alternatives available to achieve the best 
sustainab2e use of the land; and (13) 
take full account of the environmental 
impacts of the proposed activities on 
biological diversity? 

c. Forest degradation: Will 
assistance be used for: (1) the 
procurement or use of logging equipment, 
unless an environmental assessment 
indicates that all timber harvesting 
operations involved will be conducted in 
an environmentally sound manner and that 
the proposed activity will produce 
positive economic benefits and sustainable 
forest management systems; (2) actions 
which will significantly degrade national 
parks or similar protected areas which 
contain tropical forests, or introduce 
exotic plants or animals into such areas; 
(3) activities which would result in the 
conversion of forest lands to the rearing 
of livestock; (4) the construction, 
cpgrading, or maintenance of roads 
(including temporary haul roads for 
logging or other extractive industries) 
which pass through relatively undergraded 



forest lands; (5) ehe coloniz,ation of 
forest lands; or (6) the construction of 
dams or other water control structures 
which flood relatively undergraded forest 
lands, unless with respect to each such 
activity an environmental assessment 
indicates that the activity will 
contribute significantly and directly to 
improving the livelihood of  the rural poor 
and will b@ conducted in an 
environmentally sound manner which 
supports sustainable development? 

d. Bu~tainable forestry: If 
assistance relates to tropical forests, 
will project assist countries in 
'developing a systematic analysis of the 
appropriate use of their total tropical 
forest resources, with the goal of 
developing a national program for 
sustainable forestry? 

e. Environmental impact 
statements: Will funds be made available 
in accordance with provisions of FAA 
Section 117(c) and appiicable A.I.D. 
regulations requiring an environmental 
impact statement for activities 
significantly affecting the environment? 

14. Energy (FY 1991 Appropriations 
Act Sec. 533(c)): If assistance relates 
to energy, will such assistance focus on: 
(a) end-use energy efficiency, least-cost 
energy planning, and renewable energy 
resources, and (b) the key countries where 
assistance would have the greatest impact 
on reducing emissions from greenhouse 
gases? 

15. 8ub8aharan Africa Assistance 
(FY 1991 Appropriations Act Sec. 562, 
adding a new FA& chapter 20 (FAA Sec. 
496)): If assistance will come from the 

Yes 

sub-Saharan Africa DA account, is it: (a) Yes 
to be used to help the poor majority in 
Sub-Saharan Africa through a process of 
long-term development and economic growth 
that is equitable, participatory, 
environmentally sustainable, and 
self-reliant; (b) to be used to promote 
sustained economic growth, encourage 



private sector development, promote 
individual initiatl.ves, and help to 
reduce the role of central 
governmsnts in areas more appropriate 
for the private sector; (c) to be 
provided in a manner that takes into 
account, during the planning process, 
the local-level perspectives of the 
rural and urban poor, including 
wonen, through close consultation 
with African, United States and other 
PVOs that have demonstrated 
effectiveness in the promotion of 
local grassroots activities on behalf 
of long-term development in 
Sub-Saharan Africa; (d) to be 
implemented in a manner that requires 
local people, including women, to be 
closely consulted and involved, if 
the assistance has a local focus; 
(e) being used primarily to promote 
reform of critical sectoral economic 
policies, or to support the critical 
sector priorities of agricultural 
production and natural-resources, 
health, voluntary family planning 
services, education, and income 
generating opportunities; and (f) to 
be provided,in a manner that, if 
policy reforms are to be effected, 
contains provisions to protect 
vulnerable groups and the environment 
from possible negative consequences 
of the reforms? 

16. Debt-for-Nature Exchange (FAA 
Sec. 463): If project will finance a 
debt-for-nature exchange, describe how the 
exchange will support protection of: (a) 
the world's ocean:; and atmosphere, (b) 
animal and plant species, and (c) parks 
and reserves; or describe how the exchange 
will promote: (d) natural resource 
management, (e) local conservation 
programs, (f) conservation training 
programs, (g) public commitment to 
conservation, (h) land and ecosystem 
management, and (i) regenerative 
approaches in farming, forestry, fishing, 
and watershed management. 

Yes 

Yes 

Yes 

Yes 



17. ~eobligation/Reobligation 
(FY 1991 Appropriations Act Sec. 515): If 
deob/reob authority is sought to be 
exercised in the provision of DA 
assistance, are the funds being obligated 
for the same general purpose, and for 
countries within the same region a.s 
originally obligated, and have the Mouse : 

and Senate Appropriations Committees been 
properly notified? 

18. Loans 

a. Repayment capacity (FAA Sec. NIA 
122(b)): Information and conclusion on Zhe program is a Grant 
capacity of the country to repay the loan Assistance 
at a reasonable rate of interest. 

b. Long-range plans (FAA Sec. 
122(b)): Does the activity give 
reasonable promise of assisting long-range 
plans and programs designed to develop NIA ' 

economic resources and increase productive 
capacities? 

c. Interest sate (FAA Sec. 
122(b)): If development loan is repayable 
in dollars, is interest rats at least 2 
percent per annum during a grace period 
which is not to exceed ten years, and at 
least 3 percent per annum thereafter? 

d. Exports to United 8tates 
(FAA Sec. 62Ll(d)): If assistance is for 
any productive enterprise which will 
compete with U.S. enterprises, is there an 
agreement by the recipient country to 
prevent export to the U.S. of more than 20 
percent of the enterprise's annual 
production during the life of the loan, or 
has the requirement to enter into such an 
agreement been waived by the President 
because of a national security interest? 

j 19. Development Objectives (FAA 
Secs. 102 (a), 111, 113, 28l(a)) : Extent 
to which activity will: (1) effectively 
involve the poor in development, by 
expanding access to economy at local 
level, increasing labor-intensive 
production and the use oE appropriate 
technology, spreading investment out from 

NIA 

(1) - (3)  are all expected 
impacts of this program. 
(4)  - ( 5 )  are not intended to 
be addressed by this program. 



cities to small towns and rural areas, and 
insuring wide participation sf the poor in 
the benefits of development on a sustained 
basis, using the appropriate U.S. 
institutions; (2) help develop . 
cooperatives, especially by technical 
assistance, to assist rural and urban poor 
to help themselves toward better life, and, 
otherwise encourage democratic private and 
local governmental institutions; (3) 
support the self-help efforts of 
developing countries; (4) promote the 
participation of women in the national 
economies of developing countries and the 
improvement of women's status; and (5) 
utilize and encourage regional cooperation 
by developing countries? 

J 20. Agriculture, Rural Development 
and Nutrition, and Agricultural Research 
(FAA Secs. 103 and 103A): 

a. Rural poor and small 
farmers: If assistance is being made 
available for agriculture, rural 
development or nutrition, describe extent 
to which activity is specifically designed 
to increase productivity and income of 
rural poor; or if assistance is being 
made available for agricultural research, 
has account been taken of the needs of 
small fanners, and extensive use of field 
testing to adapt basic research to local 
conditions shall be made. 

b. Nutrition: Describe extent 
to which assistance is used in 
coordination with efforts carried out 
under FAA Section 104 (Population and 
Health) to help improve nutrition of the 
people of developing countries through 
encouragement of increased production of 
crops with greater nutritional value; 
improvement of planning, research, and 
education with respect to nutrition, 
particularly with reference to improvement 
and expanded use of indigenously produced 
foodstuffs; and the undertaking of pilot 
or demonstration programs explicitly 
addressing the problem of malnutrition of 
poor and vulnerable people. 



c. Food seaurity: Describe 
extent to which activity increases 
national food security by improving food 
policies and management and by 
strengthening national food reserves, with 
particular concern for the needs of the NIA 
poor, through measures encouraging 
domestic production, building national 
food reserves, expanding available storage' 
facilities, reducing post harvest food 
losses, and improving food distribution. 

21. Population and Health (FAA Secs. 
1 0 4  (b) and (c) ) : If assistance is being 
made available for population or health 
activities, describe extent to which 
activity emphasizes low-cost, integrated 
delivery systems for health, nutrition and NIA 
family planning for the poorest people, 
with particular attention to the needs of 
mothers and young children, using 
paramedical and auxiliary medical 
personnel, clinics and health posts, 
commercial distribution systems, and other 
modes of community outreach. 

22. Education and Human Resources 
Development (FAA Sec. 105): ~f assistance 
is being made available for education, Training activities will take 

public administration, or human resource place in both the public and 
development, describe (a) extent to which private sectors. See PAAD. 
activity strengthens nonformal education, . . 
makes tormal education more relevant, 
especially for rural families and urban 
poor, and strengthens management 
capability of institutions enabling the 
poor to participate in development; and 
(b) extent to which assistance provides 
advanced education and training of people 
of developing countries in such 
disciplines as are required for planning 
and implementation of public and private . 
development activities. 

23. Energy, Private Voluntary 
Organications, and  elected Development 
Activities (FAA Sec. 106): If assistance NIA 
is being made available for energy, 
private voluntary organizations, and 
selected development problems, describe 
extent to which activity is: 



a. concerned with data 
collection and analysis, the training of 
skilled personnel, research on and 
development of suitable energy sources, 
and pilot projects to test new methods of 
energy production; and facilitative of 
research on and development and use of 
small-scale, decentralized, renewable 
energy sources for rural areas, 
emphasizing development of energy 
resources which are environmentally 
acceptable and require minimum capital 
investment; 

b. concerned with technical 
cooperation and development, especially 
with U.S. private and voluntary, or 
regional and international development, 
organizations; 

c. research into, and 
evaluation of, economic development 
processes and techniques; 

d. reconstruction after natural 
or manmade disaster and programs of 
disaster preparedness; 

e. far special development 
problems, and to enable proper utilization 
of infrastructure and related projects 
funded with earlier U.S. assistance; 

f. for urban development, 
especially small, labor-intensive 
enterprises, marketing systems for small 
producers, and financial or other 
institutions to help urban poor 
participate in economic and social 
development. 



- . CRITERIA APPLICABLE TO ZCONOMIC SUPPORT 
FUNDS ONLY 

1. soonomia and Politieal Btability 
(FAA Sec. 53l(a)): Will this assistance 
promote economic and political stability? 
To the maximum extent feasible, is this , 

assistance consistent w i t h  the policy 
directions, purposes, and programs of Part 
I of the FAA? 

2. Military Purposes (FAA Sec. 
531(e)): Will this assistance be used for 
military or paramilitary purposes? 

3. Commodity ~rantslse~arate 
Accounts (FAA Sec. 609): If commodities 
are to be granted so that sale proceeds 
will accrue to the recipient country, have 
Special Account (counLerpart) arrangements 
been made? (For FY 1991, this provision 
is superseded by the separate account 
requirements of FY 1991 Appropriations Act 
Sec. 575(a), see Sec. 575(a) (5) .) 

NIA 

4. Generation and Use of Local 
Currencies (FAA Sec. 531(d)): Will ESF 
funds made available for commodity import 
programs or other program assistance be 
used to generate local currencies? If so, N/A 
will at least 50 percent of such local 
currencies be available to support 
activities consistent with the objectives 
of FAA sections 103 through 106? (For FY 
1991, this provision is superseded by the 
separate account requirements of FY 1991 
Appropriations Act Sec. S7S(a), see Sec. 
575 (a) (5) 

5. Cash Transfer Requirements (FY 
1991 Appropriations Act, Title 11, under 
heading "Economic Support Fund," and Sec. N/A 

575(b)). If assistance is in the form of 
a cash transfer: 

a. Separate account: Are all 
such cash payments to be maintained by the N/A 
country in a separate account and not to 
be commingled with any other funds? 



b. Local currencies: Will all 
local currencies that may be generated 
with funds provided as a cash transfer to 
such a country also be deposited in a 
special account, and has A.I.D. entered 
into an agreement with that government 
setting forth the amount of the local 
currencies to be generated, the terms and 
conditions under which they are to be ' 

used, and the responsibilities of A.I.D. 
and that government to monitor and account 
for deposits and disbursements? 

c. U.8. Government use of local 
currencies: Will all such local 
currencies also be used in accordance with 
FAA Section 609, which requires such local 
currencies to be made available to the 
U.S. government as the U.S. determines 
necessary for the requirements of the U.S. 
Government, and which requires the 
remainder to be used for programs agreed 
to by the U.S. Government to carry out the 
purposes for which new funds authorized by 
the FAA would themselves be available? 

d. Congressional notice: Has 
Congress received prior notification 
providing.in detail how the funds will be N/A 
used, including the U.S. interests that 
will be served by the assistance, and, as 
appropriate, the economic policy reforms 
that will be promoted by the cash transfer 
assistance? 
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AIDAC NAIROBI"FOR BEDS-~EA 1: 2.10a.92,) - 
E;0. '12356: N/A TIME ... . ... i .  . . '> ... . * - TAGS : .. - -.-. . _. 
SUBJECT: FY'.1992 SS2.A LOWAN E FOR TANZANIA - FIN NCE'AND 

10 AFPROPRIATION' 72-112/?31'014r EUDGET 'Pa AN CODE ,GSS2 92- 

21621-KG13 (ALLOUANCE' 281-50-621-00-69-21) INC EASED EY 
)OLLARS'2,000,00@ FOR FROJECT 621-0176. -FINAN E AND 
ENTERPRISE DEVELOPMENT (PA' . CN NOTIFICAION EXPIRED ON 
JULY 14,1992. 

2 ,  TOTA d LLOWED TO DATE UNDER THIS BPC S DO LARS 
j,B76,@0Ba . 

3 ,  kISSIOH IS  REQUESTED TO NOTIFIED AR/DP/PAR BY 'CAB E 
JHEN SUEJECT PUNDS HAVE BEEN OBLIGATED. 

i, A D V I C E  OF ALOWANCE FQLOW EAGLZBURGER 
3T 
:6676 

UNCLASSIFIED STATE 268676 



. - tlCTION: U S A I D - 3  INFE 'L6HClll;M7/5 - k - I I 
~ ~ ~ f -  6 3 ( - - ~ \ 7 5 C d f l \ 6 ~ " ' "  . . 

V Z C Z C D R 0 3 6 5 B A 0 3 5 8  I 1 4 - A U G - 9 2  TOR: 04:49 
PP R U F B D R  CN: 45630 
DE RUEHC #2332 2270142 CHBG: A I D  
ZNR UUUUU Z Z H  D I S T :  A I D  
P 1401422 BUG 92 ADD: 1 

FM S E C S T A T E  VASHDC 
TO AMEMBASSY DAR ES SALAAM P R I O R I T Y  2342 
B T  RECEIVED 
UNCLAS S T A T E  262332 

A I D A C  N A I R O B I  F O R  R Z D S O / E A  
1 4  AU6 1992 

- E.O. 12356: N/A .---....___ 
T A G S  : 
S D J Z C T :  FY 1992 SS2 ALLOWANCES F O R  TANZANIA' AG. 
T R A N S P O B T  A S S T *  PROGRAM AND FINANCE AND E N T E R P R I S E  DEV. 

R E F :  DAR ES SALAAM 03562 

1 . A P P R O P R I A T I O N  72-112/31014, B U D G E T  PLAN C O D E  G S S 2 - 9 2 -  
3 1 6 2 1 - K G 3 9  ( A L L O V A N C E  281-51-621-08.53-21) E S T A B L I S H E D  F O R  
DOLLARS 8,650,000 F O R  P R O J E C T  6 2 1 - 0 1 6 6 / P ~ A ~  NUMBER 621-T- 
5 0 3 E ,  AG T R A N S P O R T  A S S I S T A N C E  PROGRAM. N O T E  CN F O R  T E J I S  
A C T I V I T Y  E X P I R E D  ON J U L Y  l 4 , I g g Z .  

2. A P P R O P R I A T I O N  72-112/31014, B U D G E T  P L A N  C O D E  G S S 2 - 9 2 -  
3 1 6 2 1 - K G 3 9  (ALLOWANCE 281-61-621-08.53-21) E S T A B L I S H E D  F O R  
DOLLARS 1 0 , 0 0 E 7 , 0 0 0  F O R  P R O J E C T  6 2 1 - 0 1 7 5 / P A A D  NUMBER 6 2 1 - T -  
604, F I N A N C E  AND E N T E R P R I S E  DEVELOPMENT.  N O T E  CN F O R  T H I S  
A C T I V I T Y  E X P I R E D  ON JULY 14,1992. 

3.  Ff i /A/PNP H E R E B Y  R E S E R V E S  D O L L A R S  8,650,000 F O R  P R O J E C T  
I 6 2 1 = 0 1 6 6 / P A A D  6 2 1 - T - 6 8 3 B  AND D O L L A R S  10,000,000 F O R  
, P R O J E C T  6 2 1 - 0 1 7 5 / P A A D  NUMBER 5 2 1 - T - 5 0 4 .  

4. FUNDS F O R  P R O J E C T  621-0165 CANNOT B E  O B L I G A T E D  U N T I L  
PAAD AMENDMENT I S  A P P R O V E D .  F U N D S  F O R  P R O J E C T  
6 2 1 - 0 1 7 5 / P A A D  6 2 1 - T - 6 0 4  CANNOT B E  O B L I G A T E D  U N T I L  P A A D  I S  
A P P R O V E D .  

5. M I S S I O N  I S  R E Q U I R E D  T O  N O T I F Y  F H / A / P N P ,  AND A F R / D P  BY 
- I f i f i E D I S T E  C A B L E  YHEN T H E S E  F U N D S  A R E  O B L I G A T E D .  INCLUDE 

I N  TEE C A B L E  WHO S I G N E D  T H E  AGREEMENT F O B  T H E  H O S T  COUNTRY 
AND U S G ,  TEE D A T E  F U N D S  WERE O B L I G A T E D  AND T H E  AMOUNT BY 

t P A A D  NUMBER O B L I G A T E D .  P L E A S E  P O R V A R D  S I G N E D  C O P I E S  O F  
d 

P A A D  O B L I G A T I N G  DOCUMENT T O  AFR/EA AND P M / A / P N P ,  FRANK 
' L I N D S E Y  A S  SOON A S  P O S S I B L E .  F A I L U R E  T O  N O T I F Y  AID/W 
: COULD R E S U L T  IN F U N D S  NOT B E I N G  O F F I C I A L L Y  R E C O R D E D  AS AN 

O S L I G R T I O N  IN PY 1992. 

: 6. A D V I C E  0FMALLOWP.NCE F O L L O W S .  E A G L E B U R G E R  
' B T 
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ANNEX G 

REQUEST FOR ASSISTANCE 



Mr. Dale B. Pfeiffer, 

Director, e - - 
USAID, 2. 

s t  
i .. . . 

P.O. Box 9130, .X 

OAR ES SALAAM. s 
Q - 
u s 

Dear Mr. Pfeiffer, 

RE: 

30th July, 1992 

FINANCE AND ENTERPRISES DEVELOPMENT P R O G H E  
IN TANZANIA 

I would like to refer to our discussions we had in my off ice on July 28, 
1992 regarding the proposal on Finance and Enterprise Development (FED) 
programme in Tanzania. 

The Government of Tanzania recognizes the need to strengthen private sector 
initiatives within the ongoing reforms in the various sectors of the economy. 

' 

I want therefore, to reconf inn that the design of the proposed programme 
is in principle acceptable to the Government of Tanzania. We not only view the 

proposed project as making avai lable additional resources supportive of the on- 
going economic reforms, but the programmes a1 so addresses pertinent institutional 
issues in the reform process. The programme is thus, of crucial importance in 

our economic develogrnent. 

I look forward to meeting to sign prsgramrne and project agreements in the 
near future to facilitate early implementation of the programme. 

Ypyrs . . sincerely, 

PRINC 1hL SECRETARY 
cc: Principal Secretary, 

Olanninn rnmmiccinn 



ANNEX H 

OPS CASE TRANSFER ACTION MEMORANDUM 



ACTION MEMORANtlOH FOR OPERATIONS 

THROUGH: AFiX/EA, . I  

FROM: Dale Pfeiffer., Director, USAIDjTanzania 

SUBJECT: Finance and Enterprise Devolopmnt (FED) in Tanzania 
(Procram: 621- 0175, Project: C21-0176) Proposed Non- 
Project Assistance Cash Disbursement 

Problem: Your approval is requested fozg.the use of the Cash -- 
Disbursement mc:thod for dollar resources to be provided as part 
of the proposed. Finance and Enterprise Dewelopment in Tanzania 
(FED) Program (621-0175). 

Discussion: Tke FED Program ($50 millior~ LOP FY92-FY96) i s  - 
comprised of two elements: a $40 million Cash Transfer NPA (621- 
0175) and a $ 1 C l  million project activity (621-0176). Both 
elements support financial sector reform and private sector 
development. 

The following information is provided in accordance with the 
provisions of S2 State 037533, which spec:ifies the procedures to 
be followed in seeking OPS approval prior to authorization of 
programs incorporating a Cash Disbursemerk. 

A.  INDIVIDUAL RE8.PONBIBLE FOR THE DEcI-S3:ON TO U8E C a , B :  Mission 
Director, USAID/Tanzania. 

B. AMOUNT: Initial fiscal year: $10 million &'PA 
1 2 million PA 

Life-of-program: $40 million EPA 
$10 million PA 

C .  DETERMINATI.0N OP IIMPUNT: The Mission's assessment is that a 
$40 million NPP. activity, in conjunction with a complementary $10 
million project. support activity, is necc:ssary to permit 
achievement of the program's objectives. These amounts are 
needed to (a)  c:ncourage the Government of' Tanzania to undertake a 
politically difficult three-year financial sector reform program, 
(b) provide the! technical assistance, training and minor office 
equipment required to support implementation of the reform 
program, and (c:) help offset the costs of' the financial sector 
reform program, the recapitalization component alone of which is 
estimated at $200-$300 million. 



Dm USE 0 the dollar@ 8D8IIU: The dollars 
w l l l - d % n ~ ~ ~ ~  pr iva te  sect%ports of goods and 
equipment needed t o  expand this sector ,  aontinuing an approach 
WSAID/Tanzania has been using i n  our ~ g r i c u l t U r a 1  Transport 
Asciistance Program (ATAP) and predecessor AEPRP program s ince  
$987. While not primarily intended to f jmance vehicle 
procurement, arty over-the-road cargo vehl.oles procured under this 
program will kt (of V.S. origin. Under it:shcash disbursement 
prociedure, USAXD/Tanzania earmarks the do l l a r s  f o r  pr iva te  sec tor  
imparts w i t h  a presumption i n  favor of U.S. goods. In FYl991, 
over 25 percent; of our Cash Disbursement d o l l a r s  went t o  U.S. 
goods, not  easy i n  view of the strong competitive advantage of  , 

Asirm and European suppl iers  i n  t h e  East African t ransporta t ion 
sector. This indicates  t h a t  Cash Disburr~ements are not  
inconsistent  wi th  Buy America objectives. Under the FED program, 
one project  component is' spec i f ica l ly  aimtea a t  improving t h i s  
r a t  Po of U. S. procurement, by promoting c:ommeraial. and investment 
re la t ionships  hetween U.S. companies and Tanzania companies. 
This w i l l  r e s u l t  i n  expanded a c t i v i t y  and economic growth on both 
sidles. 

E. fiCCOtSNTABIIIXTY {what controls will or~ezake to acc_ount for the 
funds): In  order t o  t rack t h e  use of dol.lars, w e  administer our - 
Agricultural Transport Assistance Program through t he  
international  banking system, and the FED program will be done 
the  same way. F i r s t ,  USAID/Tanzania approves qualifying import 
license appliceitions i n  coordination with t h e  Bank of' Tanzania. 
Seconcl, importers deposit local currency (100% cash cover) i n t o  
arr account i n  E;  Tanzanian bank. Third, IfSAIDITanzania reviews 
the documentatS.on and approves the issuance of a Letter of Credi t  
through a corrsspondent bank i n  the  U.S. (currently Citibank, New 
York). The conrmercial t ransaction then proceeds. W~~D/Tanzania  
rleceives monthly statements of account a c t i v i t y  from both t h e  
Tanzanian banks and t h e  U.S. bank, which allow us t o  monitor 
do l la r  usage. A 1990 assessment of t h i s  system by Deloi t te  
Haskins & Sells concluded t h a t  the  system was 'toperating soundly 
wfith t i g h t  contxols." We have just comp3.eted an audi t ,  
undertaken by Peat Marwick, t o  identify weak points  i n  t h i s  
ebystem t h a t  have emerged since 1990. 

I .  BURPOSE OF P&OGRBM (what tbe do ars will buv) : The purpose 
of the FED proqram is t o  fos t e r  e - d e d  employment for t he  
under- and unen~ployed through pr ivate  sector enterpr i se  growth. 
To achieve the program purpose, t he  FED program w i l l :  (a) support 
a range of government policy reforms in fhenc ing  t h e  Financial 
sector  and pr ivate  sector enterpr ise  development;. (b) strengthen 
the f inancial  sector  by supporting exis t ing i n s t i t u t i o n s  and 
foster ing the  development of new ins t i tu t ions ;  (c) provide a 
var ie ty  of mane.gement , f inancial  , marketing, and technical  
services i n  support of pr ivate  sector  development; and (d) expand 
access t o  forejgn exchange by the  private: sector f o r  procurement 
of capital equipment and re la ted commodities. The policy 



conclitionality under the FED program will. focus on the financial 
side, while the business regulatory agenda will be pursued 
Ulrough the 610fcowerment of business and professional 
associations. The foous of the FED finarreial sector reforan 
program, aimed at establishing transparency, competitiveness, and 
efficiency in the financial sector as a prerequisite to private 
sector growth emd increased foreign inveahent, is designed to 
complement and consolidate refoms sponsctred by the XMF, the 
World Bank and other major donors. The enlployment impact alone is 
estimated to be! in the range of 50,000 to 1~0,600 jobs. The FED 
project componetnt will provide technical assistance and training 
resources to support impl.ementation of the policy reforms and to 
help stimulate a private sector response. 

G. POW B U C C ] ~ ~ ~ ~ ; L  BE' HEAGWRED: We wil.1 measure our success 
with the FED program in f ive ways. First:, we expect to see 
private sector c~mercial banks come back to Tanzania and 
establish a bus;iness-oriented, profitable banking sector after 25 
years of goverrment-owned financial instj.tutions pursuing 
disastrous socj.alist policies. Second, ve expect t h e  FED program 
to generate by 1996 a minimum of 5,800 jobs (assuming business 
re-invest 30 pctrcent of their earnings), and a maximum of 130,000 
jobs (assuming the re-investment rate is 60 percent), compared to 
the current eml;drical re-investment rates: of 55-60 percent. 
Third, we anticipate a resurgence of private enterprises, 
building on the: newly-reinvigorated financial sector to increase 
investment, output, and employment. Fouz:~~, we expect that our 
funds will finance importation of a large quantity of industrial 
and manufacturing equipment, and will be used by Tanzanian 
entrepreneurs t.o expand their business operations. And fifth, we 
will see many individual businesses prosper through increased 
access to imprcwed business services and local financing. To 
this end, we are arranging for the local currency furtds generated 
by sale of the A.1.D.-provided foreign exchange to be recycled 
back into the private sector through a local currency endowment 
fund that will invest in the Tanzanian private sector. This is a 
radical shift c ~ f  existing arrangements in that the Gavernment is 
foregoing the use of this local currency for its own uses in 
favor of the private sector. 

H. _C_QNSIDERATJ:ON OF Al"T_ERNATIVE MEANS (tt U , CI-P, CQ i t a l  
~ o l e c t s ,  technioal advice) : Our decision to use a Cash 
Disbursement mc:chanism in the FED program emerges from. 
considerations related to our country program ob j ectj.v.es, the fit. 
of the  program with other donor arid government development 
efforts, the nc!eds of the private sector in ~anzania, and Mission 
management conz.:iderations. 

USAID/Tanzania is engaged, indeed is a leader, in a closely 
coordinated mul.ti-donor program to assist: the Governntent of 
Tanzania to caxry out a major restructuring of its eocnomic 
policies. T h i s  effort involves the implementation of a complex 



policy reform agenda which rad ica l ly  altars the r o l a s  of the 
publio and pr iva te  sec to r s  i n  achieving 4iC0nmic growth. The XMF 
and t h e  World iran)c; have worked together t t i th the Government to 
set this procem i n  motion, and USAID and other donore have given 
their oommitment t o  cooperate i n  supportmng t h i s  radical s h i f t .  
A cent ra l  undaAalcing is the evolution of the foreign exchange 
al locat ion system to  one based on market determined rather than 
government detwmined allocation.  To support this, donors have 
been sh i f t ing  hcreasfngly  away from t i e d  import programs t o  
pooling progran ass is tance through the Open General Liaense (OGL) 
system. USAID, which has  been consistently a strong advocate of 
coordination oil donor programs to  enhanca policy reform and 
maxinrize resoume effiaienay,  accommodattrd this sh i f t  i n  1991 
when it converked its CIP under t h e  Agri(:ultural Tramport  
Assistance ProcFam to a Cash Disbursemenat: mechanism to more 
effect ively  6Upp0rt the Government's refom ef for t s .  Use of a C I P  
for  the  FED program would run contrary t o  this commitx~ent and 
trend a t  a t i m e :  when things are working trell i n  both 
implementation of t h e  reform and donor coordination. It would 
const i tu te  a highly negative s ignal  a t  a c ruc ia l  point  i n  the  
reform e f fo r t .  

A Cash Disbursc!ment represents a more management e f f i c i e n t  
mechanism fo r  t h e  ~ i s s i o n .  It is also ltiss cos t ly  f o r  the 
Tanzanian pr ivate  sector.  And it makes 1J.S. products more 
ccjmpetitive with those of other countries. If t he  Mission were 
t o  t r y  t o  implement a CIP,  it would have t o  obtain the! se rv ices  
of a full-time Commodity Management O f f i c e r  (CMO) . Ncuever, our 
operating expeirse budget and our FTE cei :~ing would mitigate 
against being able t o  do th i s .  W e  a r e  avare of the recent audit 
of our neighbox USAID Mission i n  Kenya which tried t o  implement a 
CIP without a CMO. The audi t  was adamant t h a t  no Mission should 
attempt a comp;.ex administrative mechanism l i k e  a C I P  without 
such a person on board. 

The FED progran also contains an excellent  mechanism f o r  
promoting a market for U.S. goods (or  se~:vices) i n  Tanzania. 
W h i l e  our assistance program is directed toward ass i s t ing  
Tanzania's development, w e  a l s o  see the  F E D  program as a means 
f c,r providing Linkage between ~anzan ian  1)usinesses and t h e  U. S. 
i n  terms of f inding goods and expert ise :including new 
technologies) t o  upgrade t h e i r  production capab i l i t i e s  and 
pcssible investment partners and markets.. It is f o r  t h a t  reason 
t h e  FED prograrl includes i n  its technical assistance component a 
proactive ef f o ~ t  t o  acquaint loca l  businc?sses with U. 8. products 
and es tabl ish  contact wi th  U.S. suppliers,  and t o  f a c i l i t a t e  the  
emergence of long-term business relationships. Also, given the  
paucity of U.S, contacts  w i t h  Tanzania i n  recent years, and lack 
of familiari ty w i t h  its business communil:y, there  is l i t t l e  
e f fo r t  by U.S. firms t o  in t e rac t  with th(: Tanzanian market. 
Thus, businesses on both s i d e s  are i n  e f f ec t  i sola ted from each 
other. 



There are three additional considerations influencing our 
decision to usa a Cash Disbursement mechiinism. First, it would 
be 5nappropriat:e to spend additional dolXaxs on technical 
assistance, We have identified a core set: of technical aseistanae 
and training naeds that we will meet with our $10 million project 
activity. Thin is all the technical assFstanae that is mquired 
in light of whtrt other donor programs are,already doing and in 
light of limited ~anzanian absorptive capacity. Secozd, it would 
be inappropriate to ~pend dollars on capktal developmnt, We are 
already active in capital development in two areas (railroad and 
road rehabilitation) where oapital development is relevant to 
private sector development in Tanzania, zmnd where we have 
significant U,I:. procurement ($21 million for GE diesel-electric 
locomotives) Lastly, we have used the cash Disbursement 
approach succearsfully for several years. It is well-ur~derstood in 
the Tanzanian financial and commercial communities and. it works 
well. 

I. 8 ~ ~ s  OF L[IG~ION.I-TH IXE E06T COUNI'RY: me 
Mission has reviewed the FED program with the Econoxiic Advisor in 
the Office of the president, and with thta Bank of Tanzania and 
the Ministry of Finance. The ~ission has received an endorsement 
from the President's Economic Advisor. At the Bank of' Tanzania, 
the mission has reviewed the program in detail with the senior 
technical staff responsible for identifymg policy and. operation 
issues, and an agreement was reached at 1:he technical level of 
the program. Furthermore, the Mission has received ar, overall 
endorsementeat the policy level from the Governor of the Bank of  
Tanzania, but this will be subject to final review of the policy 
reform benchmarks. At the Ministry of F:.nance, the EIission has 
received overall endorsement at the Pernirnent Secretary level, 
but has yet to receive technical commentary and a letter Request 
for Assistance, which is being discussed with GOT official(at 
this time. 

J. HOW THE PRI[mUW FIT8 WITH FHHE HIS8IOII  PROGRAM 6TZIA.Tm: The 
FED directly supports ~ ~ ~ ~ ~ / ~ a n z a n i a ' s  overall program strategy, 
the program goal of which is to foster real economic growth and 
ixrproved human welfare in Tanzania. The FED program 'hrough its ' 
support of the development of the financ:.al sector inf'rastructure 
and private busiiness support will lead to a more effective use of 
bcth public and private resources in support of A.I.D.'s 
oh jectives in l!anzania . 
In sum, the Cash ~isbursement approach is well-suited to our 
program objectives, to the liberalizing ::anzania foreign exchange 
market, to the Tanzanian business and financial envircnment, and 
tc Mission management considerations. 



-endations That you approve the proposed VsAID/Tanzania FED 
Program including the US $40 million Cash Disbursement made for .. 
the Non-project. Assistance component subtect to the following: 

*' 

No disbursement of NPA funds, other than for purchase of 
U,S. source and origin goods, will tie made until A.I.D. 
regulatiors/guidance are develop3d to conform to legislative 
and Agency "Buy America" aoncerns, Use of NPA must aonform - 
to the re~ulations and guidance to k~@ developed, 

Disapprove: 



Clearances 

GC/AFR: lmle injan (in draft) ]>ate 6/17, 
AFR/DP/PI?D: JGoVan 
DAAIAFR: IXObb 
A-AA/AFR, JFHicks 
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COMMODITY NEGATIVE LIST AND POSITIVE LIST 



FED Program 
commodities Positive List (Indicative) 

The FED coamodity finance facility is designed to mupport overall 
program objectives of private enterprime growth, expanded output, and 
increased employment. There im rlmo r mtrong premumption in favor of 
U.S. procurement where thim im conmimtent with the bemt interemto .of 
the Tanzanian private eector. Thim positive limt therefore identifies 
an initial met of caamodity categories, melected to meet theme 
objectivee. The list will be mubject to modifichtion during program 
krrplsmentation should thim be necessary. The pomitive liot im not 
intended to be exclusive; rather, it identifieo preferred categories of 
imports. Any private sector import ie eligible under the FED program 
provided it is in compliance with the negative liet. 

Hand tools for machinery maintenance and repair, and for 
construction. 

Machine tools for manufacturing and industrial production. 

Generator sets and pump sete. 

Computers, telecommunications equipment, and other business 
machines. 

Cargo handling equipment and machinery. 

Equipment required for industrial and manufacturing plants. 

Equipment required for commercial building construction (heating 
and air conditioning, elevator mechanisms, industrial windows, 
doors, and other fittings). 

Equipment required for agroindustrial production and processing. 



FED Program 
CorHmoditiee Negative L i e t  

Thie negative list hae t w o  objectivee: (a)  to  enoure t h a t  t h e  reeources 
which A.I.D. f o r  cocnmodity mupport make a poa i t ive  contr ibut ion t o  
d e v e l o p n t ,  and (b) to ensure t h a t  t h e  A.I.D. program is carried ou t  
i n  f u l l  accord with t h e  FAA, other  pe r t inen t  lava,  and U.S. pol ic ies .  
To t h a t  end t h e  following are i d e n t i f i e d  r o  being not  e l i g i b l e  f o r  
A.I.D. financing: 

Unoafe and i n e f f e c t i v e  producte, much as c e r t a i n  peet ic idee ,  food 
producte, and pharmaceuticals. 

Luxury goode, such ae  recreat ional  supp l ies  and equipment, 
a lcohol ic  beveragee and equipment o r  producte f o r  t h e i r  
production o r  uee, equipment o r  euppliee f o r  gambling f a c i l i t i e e ,  
jewelry, etamps, ceins, fure,  and. t h e  more expeneive t e x t i l e e .  

Surplus o r  ueed iteme. 

Items f o r  m i l i t a r y  use. 

Weather modification equipment. 

Surveil lance equipment of micro-miniature design f o r  audio 
aurveil lance a c t i v i t i e s .  

Commodities and equipment f o r  t h e  purpose of inducing abort ions 
a s  a method of family planning. 

Commodities f o r  support of po l i ce  o r  o the r  l a w  enforcement 
a c t i v i t i e s  . 
Waste and scrap products. 

Consumer goods and items f o r  domeetic o r  houeehold use, such a s  
household fu rn i tu re ,  cookware, footware, c lo th ing and processed 
foodstuffs .  

Over t h e  road passenger and cargo vehicles.  
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ANNEX L 

80CIAL 80UNDNESS ANALYSIS - TANZANIA PINANCI AND ENTERPRISE 
DEVELOPXBNT PROaRAn (FED) 

INTRODUCTION 

The goal of FED is to stimulate employment and income growth in 
Tanzania. Its purpose is to develop/create income-generating 
opportunities for the un and under-employed. This purpose will be 
accomplished (a) by helpilrg to establish a financially sound and 
diverse financial sector capable of meeting the challenges posed by 
the move to a market economy; and (b) by helping to mobilize a 
private sector response to the opportunities created by the 
gathering pace of liberalization. 

The policy agenda to be pursued centers on two themes: 
consolidating financial sector reforms, and easing regulatory 
constraints to enterprise development. Project activities will 
complement the policy agenda by (a) providing assistance to the 
bank of Tanzania (BOT) to consolidate and deepen financial sector 
reforms; (b) assisting enterprises seeking to solve specific 
technical, marketing, financial or management problems; (c) 
assisting membership-based business and processional associations 
seeking to expand their business support activities; and (d) 
enhancing.the role of Tanzania's private sector in public policy 
debate and formulation. 

To the extent that the FED program is successful in creating jobs 
and incomes for Tanzanians, the social impact will be broadly 
positive. However, there are several distributional questions that 
need to be considered. Thesetconcern geographic, ethnic, socio- 
economic and gender imbalances. In order to address these issues, 
it is first necessary to understand the structure of employment, 
income and the private sector, and then to look at constraints 
faced by different groups of entrepreneurs. 

EMPLOYMENT 

With a population of 23,170,000, Tanzania has an econtmically 
active population of 12 million of whom 52 percent are wciaon (ILO 
91). The active population is growing at a rate of 3 percent per 
year with the labor force in urban areas growing at 6.7 percent 
per year1. 85 percent of the labor force is concentrated in rural 
areas where only 6 percent are engaged in wage employment, mostly 
in the informal sector (World Bank 91). 

The modern sector provides only 16.7 percent of the economically 
active population with wage employment, 20-25 percent of which is 

Population growth rates on the mainland have declined from 
3 to 2.8% whilst they have risen in Zanzibar to 3%. 



in the form of casual labor, and 80 percent is in the public 
sector. 50 percent of formal sector employment is in services, 26.5 
percent in industry and 18 percent in 3griculture. 20 percent of 
modern sector paid employees are women (IW 91). 

The formal sector provides 9,500 new jobs per year. Employment in 
this sector grew at a rate of 0.5 percent in 1988 and 1.1 percent 
in 19&9 (ILO 91)3. At this rate of growth ant the likelihood of 
a retrenchment exercise in the public sector , the role of M e  
formal sector in absorbing the 300,000 new entrants into the labor 
force each year will remain marginal. It is therefore estimated 
that 95 percent of the new entrants into the labor force go into 
the agricultural and informal sectors (ILO 91). 

The rural sector has significant unrealized employment potential 
but is constrained by low levels of infrastructure, technology, 
credit and training, and unsupportive policies. The youth of 
Tanzania believe that urban areas offer better education, training 
and employment opportunities which fuels rurallurban migration. 

The 1986187 agricultural sample survey reported that 44 percent of 
rural household members work full time on farm holdings and 10 
percent work full time off farm. Of those who work full time on the 
farm, 54 percent are women. Of those who work full time off farm, 
37 percent are women (cited in ILO 91). Overall 97 percent of women 
in the rural sector work in agriculture with 70 percent of rural 
women also earning cash from non farm activities (UNICEF 90). 
Division of labor and distribution of resources within households 
is unequal. A work force labor survey conducted in Bukoba in 
1964165 showed that women in rural areas worked on average 10.4 
hours a day and earned $5 while men worked on average 7.8 hours a 
day and earned $75 (cited in ILO 91). 

Estimated informal sector growth in employment is 3.5 percent per 

Women are employed in the modern sector in services rather 
than trade. They do not tend to hold positions in management, 
administration, technical fields or professions. 21% of high and 
middle level staff are women; 27% of teachers are women; 31% of 
clerical workers are women; 69% of nurses arid midwives are women; 
and 8% of doctors including dentists.asx3 vets are women (ILO 91). 

In Zanzibar formal sector employment declined 13% between 
1985 and 1989 and can not provide either employment or basic goods 
and services to the growing population (Government of Tanzania 90). 

The structural adjustment program has called for 30% 
retrenchment of the civil service. 



yearS making it a major source of employment and income, 
especially for disadvantaged groups6, women and you& Within 
urban areas, the informal sector absorbs an estimated 61 percent of 
the labor force (World Bank 91). 55 percent of the informal sectcr 
labor force are owners, 20 percent are paid employees, 21 percent 
are unpaid family members and 4 percent are apprentices (ILO 91). 

Women are engaging in informal sector activities to secure their 
families survival. They are most actively engaged in petty trading, 
services like small hotels and restaurants, rural businesses 
especially tailoring, milling and brick making, and small scale 
manufacturing (FINNIDA 92). Other occupations which tend to be 
associated with women include pottery, brewing, food preparation 
and oil extraction, whereas, metal work, furniture production, 
leather work and trangport tend to be associated with men. Larger 
women's enterprises, hotels, shops, grain mills, oil extraction 
tend to be run by groups, especially in rural areas. This is partly 
due to political mobilization and partly due to the fact that, when 
in groups, women state their husbands can not interfere in the 
business. However, women's groups are frequently called upon to 
make contributions to community schemes which severely undercuts 
their profit margins (SNV 89) . 
Women have been forced into the informal sector not only out of 
economic riecessity but because of the limited opportunities offered 
to them by the formal sector where they occupy low status jobs and 

The actual size of the informal sector is hard to determine 
and growth rates may well be higher than those estimated to date. 
The Zanzibar informal sector study found that 39% of the islands 
population was engaged in informal sector activities (56% of the 
labor force in rural areas and 44% of the labor force in urban 
areas) with 53% of them working full time and 30% working less than 
half time (Bagachwa 90). Another study undertaken in 1983 in 8 
regions of mainland Tanzania found that 42% of households were 
engaged in some form of supplementary income generating activity 
(cited in Dawson 91). Another rural based study showed that 929 of 
the women surveyed, virtually all low and many xlddle-income rural 
women were engaged in some cash earning activity, 56% brewed beer 
and 41% cooked and sold food (cited in Dawson 91). More information 
concerning informal sector employment will be available when the 
UNDP informal sector survey is completed later this year. 

Only 30% of the disabled population is employed of whom 
26.1% work in agriculture (ILO 91). 

' The ILO 1991 JASPA study reports that only 5% of the youth 
entering the labor force obtain the jobs they aspire to. 



earn 18.2-41.3 percent of what men earn8. Within the informal 
sector, women concentrate in areas with the poorest returns and 
least ,potential for growth as a result of gender stereotyping, 
women's limited access to capital, technology and business 
trainingg. Overall women own one third of the informal sector 
enterpriseslO, however 75 percent of the food vending enterprises 
and restaurants, 32 percent of the tailoring enterprises and 5 
percent of the carpentry enterprises are owned by womenla (ILO 
91). t 

INCOME 

In rural areas, 48 percent of total income, on average, is non 
monetary and 68 percent of cash income is derived from agriculture, 
17 percent from trade and enterprisea2 and 8 percent from wageq. 
Overall, 87 percent of rural households have income from trade, 
enterprise or professions and cash income from agriculture is 
never more than 45 percent of the total cash income (Sarris 91). 

In urban areas, 7 percent of total income, on average, is non 
monetary and 9 percent of cash income is derived from agriculture, 
24 percent from trade and enterprise13 and 50 percent from wages 
(Sarris 91). Overall, 80 percent of household income is from 
informal sector activities by family members (FINNIDA 92). In 
almost all urban families it is the women with small scale projects 
who bring in a large share of the households income. 

The differential between women's and men's income increases 
with the status of the job. 

While primary education statistics show minimal difference 
between the numbers of boys and girls enrolled in school, only 19% 
of university students, 20% of diploma and vocational training 
students and 5% of technical college students are women (UNICEF 
9 0 )  

lo In Zanzibar 51% of the enterprises are owned by women 
(Bagachwa 90) . 

l1 In Zanzibar women are "72% of the owners of manufacturing 
enterprises and 57% of the employees; 46.5% of the owners of trade 
enterprises and restaurants and 38% of the employees; 14% of those 
employed in personal services and repair; 14% of those employed in 
quarrying and less than 10% of those employed in other sectors 
(Bagachwa 90). 

l2 This figure is almost certainly an underestimation. 

l3 This figure is almost certainly an underestimation. 



Income structure is changing with the share of total income derived 
from agriculture and informal sector activities increasing in both 
rural and urban areas as opportunities and income from the formal 
sector decline. In addition, as women provide more cash income to 
the household they are becoming more active in decision making 
causing change in the distribution of households resources (UNICEF 
90). * 

In so far as monetary income increases insterms of its share of 
total income, there is likely to be increased differentiation in 
the well being of households. An emphasis on the development of 
non-traditional agricultural exports which can be grown by small 
holders could broaden access to increased incomes in rural areas 
especially given the fact that the returns to labor from off farm 
activities are higher for the non poor than the poor. The poor have 
to date been engaged in the least capital intensive and most 
marginal activities, 

In rural areas ownership of livestock and education are the primary 
reasons for income differentiation. In urban areas education and 
occupation are the major reasons for income differentiation with 
commerce and finance being the most rewarding sectors. However, in 
all sectors and areas, households are able to maintain some savings 
(~arris 91). 

Currently the lowest income quintile of the population (5 percent) 
has access to 2 percent of the total income in Tanzania, the second 
lowest income quintile (33 percent of the population) has access to 
19 percent of the income, the middle quintile (50 percent of the 
population) has access to 47 percent of the income, the second 
highest quintile (16 percent of the population) has access to 33 
percent of the income and the top quintile (2 percent of the 
population) has access to 5 percent of the income. In per capita 
income terms Dar es Salaam, Kigoma, Kilimanjaro, Mara, Morogoro, 
Rukwa, Tabora and West Lake exhibit per capita incomes above the 
average for Tanzania as a whole (Sarris 91) 

Since 1985 when the Economic Recovery Program (ERP) was introduced 
and 1989 when the Economic and Social Action Program (ESAP) began, 
agricultural production has increased 5 percent per annum. The rise 
in agricultural production is attributed to increased availability 

" of consumer goods stimulating production. As a result, per capita 
food production and consumption of consumer goods has risen. 
However, prices for agricultural output have not risen in real . firms since reform began therefore cash income and consequently 
ability to save in the rural sector has not improved but the 
standard of living has (World Bank 91)- 

In urban areas inhabitants have benefited from the large increase 
in food production, in addition, employmehit and incomes have 
improved in the informal and small enterprise sectors resulting in 



an increase in real cash incomes14. In addition, others, with 
preferential access to banking sector and those involved in extra- 
income activities have done well. However, the young, the 
unskilled, the underemployed and public sector employees without 
access to non-salary income have benefited less. Indeed Government 
incomes have declined and are. now 60 percent less for unskilled 
workers than those of fared in private and public sectore15 (World 
Bank 91) . 

I 

The second economy, a term coined by Maliyamkono for all unofficial 
income generating activities, both legal and illegal, is considered 
responsible for the maintenance of real welfare in Tanzania and is 
estimated to produce 30-60 percent of GDP". The only groups that 
suffered a real income decline during the reform period are the 
rural middle and richer households and the urban rich (Sarris 
91) 17. 

PRIVATE SECTOR 

Private sector growth, led by the construction, import/export trade 
and informal sectors, has followed from trade liberalization, 
easing of parastatal protection creating economic space, the 1986 
act to protect private investment and the 1991 relaxation of the 
CCM leadership code1'. Official statistics indicate there are some 
372,642 private enterprises (excluding smallholder agriculture and 
the informal sector) amounting to 99 percent of all registered 
enterprises and accounting for 96 percent of employment in formal 
enterprise (USAID 92). 

l4 The Zanzibar informal sector survey reports that average 
monthly payments made to full time employees were Tshs 4,229, to 
part time workers Tshs 3,319, and to apprentices Tshs 2,750, all of 
which compare favorably with the then minimum monthly wage of Tshs 
2,000 (Bagachwa 90) . 

l5 Amongst university graduates, private sector renumeration 
is four times that of the Government. 

l6 The World Bank estimates the informal sector creates an 
amount equivalent to 32 percent of the official GDP. Maliyamkono 
estimates 30 percent but with the inclusion of gold smuggling 60 
percent (conversation). 

l7 Urban middle income households suffered before reforms 
began during the economic crisis of the early 80's. 

Prior to relaxation of the code entrepreneurial activities 
were officially discouraged and party members were forbidden to 
engage in secondary occupations, moonlighting in the formal sector 
or establishing informal enterprises. 



Industrial production has risen 5 percent a year since 1985 with 
efficient, primarily private, enterprises increasing production as 
much as 20 percent while inefficient, primarily public, enterprise 
have declined. Industrial expansion has been particularly prevalent 
amongst medium sized firms employin 10 - 100 people (World Bank . ' 

91). mongst small scale enterprises19 which are 50 percent oi all 
industrial enterprises and provide 66 percent of industrial 
employment, there has been a three fold increase in production 
(Dawson 91). In addition the informal sector in Dar es Salaam has 
doubled its level of employment (World Bank 91) 20. 

The historical development of Tanzanian industry has been highly 
skewed following the path of cash crop development. Consequently 
wealth has been concentrated in Dar es Salaam, Arusha, Tanga, 
Kilimanjaro, Mwanza and the coast (Ndulu 82). Despite eEforts 
introduced to reduce regional inequality following the Arusha 
Declaration and beginning with the second five year plan (1969-74), 
the instruments used in equalization efforts, (establishment of 
several regional growth poles, uniform pricing, and public 
finance) , sacrificed efficiency for equality and the Government was - 
unable to finance the infrastructural development necessary to 
alter the imbalance. Today Dar es Salaam dominates the nation's 
formal business with over half the registered firms, about 40 
percent of all formal sector employees, and over half the total 
fixed industrial capital. Approximately 89 percent of the nation's 
industrial infrastructure is located in Dar es Salaam or the 
Arusha-Moshi corridor, but a surprising 25 percent of all formal 
sector employees are located in Morogoro, apparently reflecting the 
many manufacturing firms located there (USAID 92). 

In addition to regional inequality there is and ethnic imbalance in 
the private sector. Tanzania is still relying to a large extent on 
entrepreneurs of Asian origin. 90% of private industry and trade 
outside the informal sector is owned and managed by Asians (FINNIDA 
92). Indigenous Tanzanians possess both initiative and commitment 
to sustained business development but are constrained from entry by 
lack of finance. 

Within the construction industry, which included 1,076 registered 
contracting companies, those in classes 1-3 are foreign or asian 
owned, those in class 4 are a mix of , asian and indigenous 
entrepreneurs while those in classes 5-8, a total of 862 companies 

l9 Small scale enterprises are defined here as 'being those 
enterprises which employ less than 10 people. 

20 While there has been considerable growth in small and 
inkormal enterprise since liberalization, the flood of imports has 
also displaced some enterprises from areas where they were active, 
changing the structure of these sectors. 



are owned by indigenous ~anzanians~l (World Bank 1991b). 
Indigenous entrepreneurs have also formed hundreds of unregistered 
enterprises, which due to the fact that they require no fixed 
premises are able to evade the otherwise comprehensive regulatory 
net. They operate as subcontractors to their registered 
counterparts with small numbers of permanent employees often 
renting equipment. The prevalence of short-term labor, equipment 
leasing and subcontracting signal that building contractors are 
embedded in a quite well-developed networksof market relations. 

I 
The smaller the enterprise the more likely that it will be located 
outside of the nations capital and the more likely that it will be 
owned by an indigenous entrepreneur. 37 percent of all medium sized 
enterprises are in Dar es Salaam, 12 percent are in Tarnga, 10' 
percent are in Arusha, 7 percent are in Kilimanjaro, 6 percent are 
in Morogoro and 6 percent are in Mwanza. Small scale enterprises 
are more evenly distributed with 19 percent being in Dar es 

10 percent in Mbeya, 8 percent in Kilimanjaro, 7 percent 
in Dodoma, 6 percent in Tanga, 6 percent in Mwanza and 4-5 percent 
in each of Arusha, Tabora, Morogoro and Iringa (FINNIDA 92). 

SMALL SCALE ENTERPRISE 

Small scale enterprise provides opportunity for income generation, 
employment and training through apprenticeship. It is linked with 
larger scale enterprise with 72 percent obtaining 60 percent of 
their raw materials and intermediate inputs from the formal sector 
(Dawson 91). Profits generated, rather than being invested in 
expansion, tend to be invested in the creation of other small units 
in order to avoid growing to the point where they become 
conspicuous. 

75 percent of the registered small enterprises were established 
entirely with the owners savings and a further 16 percent received 
help or borrowed from family members (World Bank 1991) . The 
majority have poor access to the resources required to exploit the 
economic opportunities which are opening up today. A survey of 
small enterprises in Ruvuma found that 80 percent identified 
finance as their main constraint. 50 percent also identified 
regulations and competition, 25 percent identified inadequate 
machinery and 14 percent identified transport, as other significant 
constraints. When asked what services were most desired 60 percent 
wanted access to machinery, 30 percent wanted 'loans, 25 percent 
wanted raw materials and 10 percent training (SNV 89). While the 

21 Classes 5-8 have been growing by over 100 new companies per 
year since the late 70s (World Bank 1991b). 

22 While only 19 % of the enterprises are in Dar es Salaam the 
ILO estimates that 55% of the small scale enterprise employment is 
in the nations capital. 



supply of equipment and raw materials has improved as wholesalers 
and traders have gained access to foreign exchange through the open 
general licencing system (OGL), the poor flow of information 
between producers and traders continues to hamper their 
availability. 

NBC was given a mandate in 1982 to provide financing for small and 
medium scale enterprises and the Small Industries Development 
Organization (SIDO) was established in 1974. However, only one 
third of indigenous firms interviewed by the World Bank obtained 
finance from formal financial institutions and these were primarily 
medium sized enterprises. Within their sample of construction 
companies only 3 had ever borrowed from a bank. In addition, less 
than 10 percent ever received support from SIDO (World Bank 91). 
Clearly the formal banking sector has not developed methods to meet 
the needs of small enterprise and informal credit markets are 
insufficiently developed to meet the demands of small firms. 

Much of what has been said about small scale enterprise also 
applies to the informal sector which is defined here to include 
enterprises employing 5 or less people. 

ILO reports that 51.8 percent of the informal sector is concerned 
with trade and commerce23, 31.8 percent with manufacturing and 
maintenance and 11.3 percent with catering. The average age of all 
informal enterprises is five years with 60 percent having been 
established within the past five years (ILO 91). In Zanzibar, 77 
percent of the owner/operators gained their experience on the 
job24. 43 percent of the owners were uneducated2' and 60% 
operate from home despite laws forbidding them to do so (Bagachwa 
90). 

60 percent of the enterprises started with only Tshs 1,000 capital 
($2.60 at todays exchange rate) and less than 7 percent started 
with more than'Tshs 20,000 capital ($51). However, slightly fewer 
enterprises were started with the owners capital than in the small 

23 While it is difficult to compare these figures with the 
Zanzibar informal sector study because different categories were 
used, in Zanzibar 43% of informal sector establishments and 
employment was reported in trade and restaurants, followed by 
manufacturing which included 41% of the establishments and provided 
38% of the employment (Government of Tanzania 90). 

24 Dawson 91 reports that 60990% of the artisanal . 
entrepreneurs received training as apprentices to small firms. 

2s 56% of the uneducated owners were women. Only 25% of the 
employees were uneducated of whom only 16% were women. 



scale sector (46 percent versus 75 percent, with a further 45 
percent being assisted by or borrowing from relatives). No 
enterprise received formal credit. Of the estimated 95,030 informal 
enterprises in Zanzibar, 98.7 percent made a profit with 57 percent 
making over Tshs 2,000 prof it per month (the then minimum wage) and 
17.5 percent making monthly prof its over Tshs 10,000 (Bagachwa 90) . 
90 percent of the enterprises sold their end products directly to 
individuals rather than developing links to small firms or larger 
enterprises. I 

IU, reports that within the informal sector 57 percent of 
enterprise owners report lack of capital to be their major 
constraint, 16 percent report a shortage of inputs, 4 percent 
report official regulations, 2 percent lack of skills and 11 
percent have other constraints (ILO 90). In Zanzibar, 40 percent of 
the owners reported lack of capital to be a constraint, 26 percent 
reported lack of markets indicating that some sectors are already 
becoming saturated, 15 percent reported a shortage of inputs and 14 
percent reported difficulties in finding premises (Bagachwa 90). 

CONSTRAINTS TO GROWTH 

In addition to the studies cited above much analysis has been 
undertaken in recent years by both the Government of Tanzania and 
donors concerning constraints to private sector development. 
Despite minor differences between sectors, the key constraint 
appears to be finance, followed by policy26 and regulatory 
constraints, and weak busimss support~structures. These will be 
discussed in turn below. 

FINANCE 

In 1987 the private sectors total share of bank credits was 6.6 
percent (FINNIDA 92). This record is inspite of the fact that 
individual repayment rates to Banks has been at least twice that of 
cooperatives and villages, to say nothing of the public sector 
record, and continues to be 98 percent with NBC and 92 percent with, 
CRDB (SNV 1989). The reasons are partly due to preference being 
given to the public sector, partly due, to the requirements which 
have to be fulfilled prior to obtaining a loan2', partly due to 
the length of time taken to process a loan and partly due to lack 
of interest on the part of bank employees to entertain anything 
other than large requests. As a result loans tend to have been 
granted only to large scale entrepreneurs with established track 

26 Lack of policy is of particular concern to small scale 
enterprise and the informal sector. 

27 Requirements include possessing equity capital and fixed 
property to be used as collateral, undertaking feasibility studies, 
submitting financial statements and having developed a site. 



records, who, because of historical development and political 
orientation deterring the indigenous population from entering into 
private enterprise, are predominantly Asian2'. The World Bank's 
FIS survey confirms this opinion stating that very few of the f irms 
interviewed enjoyed good relationships with formal financial 
institutions (World Bank 1991). 

The majority of Tanzanians do not own fixed property, especially in 
rural areas, to use as ~ollateral~~. Neither do W e y  have access 
to equity capital having been discouraged from accumulating 
wealtha0. Tanzanians also have difficulty finding equity partners 
from outside, or obtaining suppliers credits or buyers advances, 
which indicates that confidence in Tanzania. as a country for 
profitable business has not been very high. Furthermore indigenous 
Tanzanians have little access to informal mechanisms of financial 
intermediati~n~~ or short term financing, except in the 
agricultural sector. 

The incentives for formal financial institutions to target funding 
towards indigenous entrepreneurs, medium and small scale 
enterprises are limited given the costs of processing large numbers 
of small loans, the limited track record of borrowers and the high 
probability of failure even of well-conceived new ventures. Inspite 
of NBCs mandate to provide credit to small enterprises, only 0.59 
percent of its portfolio goes to them32. Tanzanian banks do not 

28 The Managing Director of the NBC stated that he knew of 
only a handful of indigenous entrepreneurs who had been granted 
loans other than through special subsidized schemes. 

29 85% of land holdings are issued by villages or families 
under customary law which transfers only usufructuary rights not 
land title. In addition, banks can not accept leasehold land title 
'which is the only form of land title permitted in Tanzania (World 
Bank 1991 b) . The issue of land title is somewhat confusing and is 
being studied by a Presidential Commission at the present time. 
Many established business women interviewed during the course of 
the FED PAAD development reported that they had tittle to both land 
and property which was acceptable to the banks. 

30 While wealth was certainly accumulated during the past 25 
years, this was done Ifunder the tablew and its extent is not known. 

This is not the case for Asians who have well developed 
informal markets in finance (World Bank 1991). 

32 Other banks and financial institutions which lend to small 
enterprises include CRDB, TIB and SIDO which provides equipment and 
spare parts through a hire-purchase scheme. TDFL is also currently 
considering assisting small and medium enterprises though until 
banking reform measures and completed and enacted it is hard to 



view their lending to indigenous small and medium scale enterprises 
in developmental terms. They do not have as a goal identifying and 
supporting enterprises which have real potential to succeed 

. commercially or developing a mutual interest on the part of both 
the bank and the enterprise in the venture's success. Rather, as " 

indigenous entrepreneurs see it, the banks perceive them to be 
unwelcome supplicants, to be dealt with only so long as stringent 
conditions are met and, even then, only so long as .the enterprise 
respects without question the omniscient au,thority of the lending 
agency. 

Similarly, commercial and development banks have.not assisted the 
informal sector to secure credit funds, thereby limiting their 
scope for expansion and diversification as well as limiting the 
type and quality of capital equipment to be procured. Banks have 
however administered schemes for donors and NGOs targeted at.the 
informal sector. Given the non-commercial interest rates applied to 
date, even with transaction, costs being born by the implementing 
agency, these have been a drain on banks resources33. 

The banking commission has called for the Bank of Tanzania to 
formulate and implement a credit guarantee scheme for loans to 
small enterprises which could be expanded to include the informal 
sector where this is commercially viable. The Bank of Tanzania is 
also considering the development of rural community banks, however, 
initial capital provision is likely to be a problem. In addition, 
various organizations such as TCCIA and the Tanzania Women's 
Business Association are discussing the possibilities of 
establishing their own banks to meet the needs of their members34. 
While the proliferation of banks in rural areas would give more 
people access to formal financial institution, NBC currently being 
the only bank with a widespread network of some 441 branches, 
unless measures are taken to specifically target the needs of small 
scale entrepreneurs their access to finance is unlikelyto improve. 

predict what impact any of these banks will have on the sector. 

33 Banks and financial institutions lack confidence in NGOs 
which are not recognized as good intermediaries to channel funds to 
small scale enterprises or the informal sector (ILO 1991). However, 
NGOs can be effective agents helping to define the needs of target 
groups, screening borrowers, monitoring loan repayments and 
disseminating credit information. The Presidential Trust Fund 
operating on the same principle as the Grameen bank has met with 
some success in its pilot scheme targeted at women and youth who 
have maintained a 97% repayment rate. It is planning to expand its 
program this year. 

j4 Information obtained from interviews with representatives 
of these associations. 



While a few determined urban women with fixed assets in -their own 
names, contacts, access to information and the benefit of exposure 
to enterprise development in other countries, have established 
viable and growing small and uedium scale entrtrprises, the majority 
of Tanzanian women are particularly disadvantaged in terms of their 
access to finance35. Despite the formal ideology and national 
legal system which recognizes women as equal to men, customary law 
and tradition, the unequal division of labor and unequal 
distribution of resources within a household make them subordinate 
to men in practice. Women do not necessarily inherit and 
customarily are not given title to land as individuals, they lack 
security and income because men acquire first rights on assets and 
household resources. Consequently women are caught in a cycle of 
low capital, low levels of technology and low levels of inputs with 
limited ability to employ additional labor which yield low income 
and cause low productivity. Furthermore womens8 first priority is 
to meet the needs of their children and househol-ds, therefore, 
whatever little income they are able to generate is not normally 
reinvested in their productive activities. Clearly there is a need 
to support Tanzanian efforts to mainstream women and to increase 
the gender sensitivity of financial institutions, extension agents 
and service providers in order to enable women to take advantage of 
the economic opportunities currently opening up. 

Regulations concerning enterprise establishment have been described 
in the body of the FED PAIP. The combination of unrealistic 
obligations concerning both licencing and taxation and the 
expectation that these will be renegotiated implies that even 
entrepreneurs who might otherwise prefer to adhere to what is 
legally required have no alternative but to lubricate the system if 
they are to survive in a highly competitive environment. 
Lubrication reduces the impact to firms of egregiously unrealistic 
and arbitrary policies but gives advantage to those more successful 
in cultivating co-operative relations with public officials. 
Lubrication also requires substantial amounts of time taking small 
entrepreneurs away from wealth generation. Larger entrepreneurs36 
tend to employ managers to deal with the bureaucracy and are 

35 Special credit facilities for women have been offered 
through the banks, largely directedtowards micro enterprise. These . are subsidized by donors and utilize NGOs as intermediaries. NBC 
established its own scheme to meet the needs of women not covered 
through these schemes but due to new regulations regarding 
collateral has disbanded the program. 

j6 Women also have to send someone else to deal with the 
bureaucracy when side payments are required in order to proceed. 
Female entrepreneurs informed us that it would be socially and 
culturally unacceptable for them to offer money. 



protected from harassment due to their economic stature. In 
addition they are more able to cover side payments without reducing 
their working capital. One unintended consequence of lubrication 
has been to strengthen the competitive position of large 
predominantly Asian enterprises in relation to indigenous small and 
medium scale enterprises. The net effect of regulatory and tax 
requirements is to impose entry and expansion-deterring costs on 
all enterprises with the relative burden falling as the size of the 
enterprise increases. t 

Clearly the systems need to be simplified and become transparent, 
however, before that can Rappen there is a need for the Government 
to formulate policy particularly with respect to ending 
discrimination a ainst small scale enterprise development and the ? informal sector3 . 
Recent structural adjustment reforms have reversed some of the 
macro policy biases against small scale enterprise and the informal 
sector, however, the Government's immediate concern is with the 
potential of the informal sector to generate employment to cope . 
with retrenchment and unemployment. The role of small scale 
entrepreneurs as serious economic actors is generally overlooked. 
Large firms continue to be regarded as the motor of the economy 
with small firms being providers of employment and suppliers of 
cheap and primitive goods to the poor. This bipolar attitude is not 
conducive to the adoption of sound policies to target resources or 
other assistance towards the small enterprise sector and leads to 
unwarranted harassment (Dawson 91). Consequently, small scale 
enterprises and the informal sector continue to have generally poor 
access to the resources and services which they require in order to. . 
exploit the opportunities currently arising. One example of this is 
the fact that almost no foreign exchange has been received by these 
sectors due to the fact that the minimum sum that can be applied 
for through OGL is $5,000. 

Policies need to be devised to promote the positive attributes of 
small enterprise, provide necessary services, infrastructurl and 
training, and reserve a proportion of resources of every kind for 
the informal sector, without necessarily formalizing it. Of 
particular concern after simplifying regulatory procedures, will be 
refo,ming the ambiguous land tenure system to reduce uncertainly 
among entrepreneurs, provide sites for small scale activity and 
encourage investment in permanent operating structures. . 

37 UNDP is currently working with the Ministry of Labor to 
develop an informal sector policy, a draft of which should be 
available in June. 



BUSINESS BUPPORT STRUCTURES 

Business support and training services have been dominated by 
Government institutions and parastatals in recent years. None the 
less some large and medium scale entrepreneurs have been able to 
take advantage of various programs38. Small scale entrepreneurs . without access to information, without contacts with overseas 
business associations and promotion programs, and with no economic 
or political lobbying capacity, find themselves unaware of the 
limited assistance currently available or in the position where 
they are required to pay more than they can afford for necessary 
service. 

While training has not been identified as a major constraint by 
entrepreneurs, it is likely that the problem of skills and 
management development will become more crucial as entrepreneurs 
endeavor to expand and enter more demanding markets. Success will 
depend upon a variety of public and private technical and marketing 
support services. Within the public sector, vocational training, 
folk colleges3g and extension officers mandates should be altered 
to include the perceived needs of small scale enterprise and the 
informal sector. Within the private sector business associations 
should be encouraged to assess the training needs of their members, 
undertake or organize new product and market research, and develop 
contacts with local  consultant^^^, N G O S ~ ~  or donor groups to 
help meet their needs. Wherever possible the provision of services 

38 One entrepreneur interviewed explained that she had been 
able to obtain 80% of the finance necessary for a feasibility study 
for a new venture from TIB. Another informed us of a program at the 
Universityos institute for product innovation to which she has sent 
her staff for training on four separate occasions at no cost to 
herself. 

' 39 There is at least one vocational center in each region 
currently gearedtowards meeting the needs of large-scale industry. 
In addition there are 52 currently under financed, folk development 
colleges offering courses in artisanal skills. 

- 40 SIDO has created a training arm, the Small Industries 
Consultancy and Training Assistance (SICATA) which has provided 
consultancies to the private sector. TISCO also provides consulting 

> services though mostly for parastatals and Agribusiness, Coopers 
and Lybrand amongst others have established consultancy offices in 
Dar es Salaam. In addition, some 50 firms and 200 individuals 
expressed interest in the initial meeting of the Association of 
Tanzanian Consultants (Molenaar 90). 

41 Many NGOs may however have reached their capacity and are 
unable to expand to meet new needs or absorb more funds for the 
time being (conversation with UNDP). 



should be arranged on a cost shared basis42. In addition, 
schedules for meetings and seminars should be adjusted to fit 
women's time constraints. 

Since economic reform began, there has been a resurgence of 
membership based business and professional associations which, 
though vibrant through the 60s, lost their leadership and financial 
base with nationalization. In addition, a constant steam of new 
associations are developing to serve the &nterests of particular 
private sector groups, including the recently formed TCCIA and TCI 
which have added to the existing regional chambers of commerce. It 
is unlikely than any one of these groups will emerge as a genuine 
umbrella organization, nor would that necessarily be advisable 
given the need for interest groups to organize around their own 
agendas for the foreseeable f uture4j. All associations are 
interested in placing their particular private enterprise agendas 
before the Government andTCCIAhas commissioned papers on specific 
issues expressly for this purpose44 as have most other 
associations. Of particular interest is the Tanzania Business 
Women's Association which is gaining prominence and has been 
invited by the Ministry of Finance and CCm to formally submit their 
concerns. 

CONCLUSION 

The informal sector provides goods and services, regular 
employment, part-time employment, an increase in income for 
marginal producers through employment, and generates linkages which 
are the basis for dynamic growth. In Tanzania linkages between the 
informal sector and formal sector are underdeveloped with small 
firms selling or providing services directlyto individualclients; 

' 

Linkages between small and large firms remain exceptional. i.e. 
subcontracting within the construction industry. In Zanzibar only 
5 percent of enterprises goods and services were consumed by other 
firms (Dawson 91). Increased prices for agricultural products will 
strengthen consumption linkages with small firms and the informal 
sector. In addition the demand for agricultural products by, 

42 To date we have little information on the cost of these 
services or the potential of small scale enterprise to meet these 
costs even on a shared basis. One medium scale entrepreneur 
reported that TISCO charges a percentage of the initial start up 
capital required, which would have been prohibitive had she been 
unable to meet 80% of these costs. 

43 CCM party structure left little room for civil society to 
develop, as a result people need to gain experience at a level 
where they feel competent to address the issues and believe their 
organizations genuinely represent their interests. 

44 Funding for these papers has come from UNDP. 



enterprises themselves will increase as parastatals loose their 
food processing monopoly. Peasanat fanners will be central to the 
process of securing extensive indigenous participation in economic 
growth and establishing a strong income base in rural areas. 
Finally, it is anticipated that both supply and demand for 
intermediate inputs for new or existing activities will increase as 
equipment and technical ability improves within the private sector. 

The positive response of the Tanzanian entrepreneur a market 
oriented policy environment, in spite of the serious remaining 
constraints, inadequate financial services.and infrastructure, and 
continuing regulatory constraints, is indicative of the private 
sectors dynamism and the enormous potential for future expansion. 
There appears to exist an abundant supply of indigenous 
entrepreneurs with the initiative and commitment to sustain a 
development strategy which gives a central role to efficient 
private enterprises. The entrepreneurs are diverse in education 
and prior employment experience and a substantial fraction are 
committedto increasing the size of their enterprises, most clearly 
in the furniture and horticulture sectors (World Bank 1991)45. 

Small sector industrial and service sector activities, including 
informal sector participants who are located throughout the 
country, will continue to contribute significantly to growth and 

. employment generation for the un and underemployed. However, 
investments in education, health and nutrition will continue to 
underpin the achievement of sustained and equitable growth in the 
long term. 

Large industrialists have begun to diversify. They are a minority 
of primarily Asian origin. Prospects of their contributing to the " 

project purpose of creating income generating opportunities for the 
un and underemployed are limited. In fact small scale enterprises 
are estimated to be five times as effective as their large scale 
counterparts in terns of output measured per unit of investment. 
In addition, the incremental capital-labor ratio is lower in rural 

45 68 entrepreneurs have started the Tanzania horticultural 
producers and exporters association, however, they place a 
disproportionate emphasis on their own production as a response to 
conforming to requisite size and quality standards, and the 
weakness of appropriate public extension support for small farmers 
(World Bank 199lb) . ' However, when. they obtain large orders they 
have supplied seed and advise to contract growers (conversation 
with entrepreneurs). If contract growing can be encouraged the 
likely exclusion of smallholders from ,participation in 
horticultural exports and the opportunity to move along a 
relatively egalitarian path of private sector development will not 
be foregone. 



small scale 
1992). 

FINANCE 

enterprise than in urban large scale ones (USAID/CPSP 

Financial sector reforms will increase the efficiency of banks and 
thereby reduce both the time and the paperwork required to process 
a loan. Banking reform will also increase competition and hopefully 
enable small enterprises to compete on more equitable terms. 
However, unless banking officials are encouraged and trained to 
meet the needs of small scale entrepreneurs especially women, they 
are unlikely to do SO. 

Currently the formal financial system is ineffectual in meeting 
needs for the majority of private sector participants. There is a 
danger that the more modern and sophisticated small firms and 
factories will continue to miss out on credit. They are too large 
and successful, to be of interest to NGOs and other welfare oriented 
actors and too small to qualify for assistance from the commercial 
banking system. They face similar problems in terms of access to 
foreign exchange, needed for equipment and supplies. 

USAIDs local currency trust should investigate the possibilities of 
providing loan guarantees, possibly reserving a percentage of its 
resources, respectively, for medium scale, small scale and micro 
enterprises. Alternatively, small scale entrepreneurs lack of 
collateral could be addressed through schemes whereby peoples 
credit history could be used in lieu of fixed property or whereby 
lease arrangements could be entered into for capital equipment. 

In addition measures to reserve a proportion of the foreign 
exchange made available through FED for small scale entrepreneurs 
should be considered. These could include encouraging groups to 
bid collectively for their individual members needs, promoting 
subcontracting with larger bidders or establishing procedures for 
them to bid form small quantities on their own behalf. 

Finally, through USAID project activities, bankers should also be 
trained to both meet and respect the needs of small enterprises and 
to actively engage the rural sector. 

REGULATIONS AND POLICY 

Regulatory reform supported by USAID, including the development of 
clearly defined policies will benefit the entire private sector. 
They will reduce the time and effort required to meet formalities 
and increase transparency which will help entrepreneurs plan for 
their future. In addition to defining how the Government regards 
both formal and informal activities, it will be necessary to 
reorient public officials who, for the past 25 years have been told 
to control business and have regarded private entrepreneurs as some 



form of criminal. While some may wish to embrace a new role and 
both promote and help business, they don't know how. Maliyamkono 
(90) indicates that 72.5 percent of the population favors 
liberalization, others will resent their loss of power and sources . 
of unofficial income as regulations are eased. 

BUSINESS 8UPPORT BTRUCTWRES 

The key component in economic development will be the commercially 
justified small enterprise sector including micro-enterprises. 
Currently many of these enterprises are without the requisite 
support, technical assistance and training. While business 
associations are forming, newer associations particularly those for 
smaller scale businesses have limited access to resources, all 
stand to benefit from USAID project activities as organizations and 
as individuals, especially from the enterprise resource center. 
Given limited resources USAID may wish to assist those associations 
which have outreach programs to address the needs of small 
enterpric~e~~, the agricultural sector and women. Such an approach 
would assist in broadening the base of the private sectors, giving 
small enterprise a lobbying capability, and would to some extent 
redress the prevalent urban bias of most programs. Business 
associations should also be encouraged to assist members in 
conducting feasibility studies, preparing loan applications and 
possibly collectively guaranteeing loans. 

Whatever the final design of FED and its component parts, it should 
be widely advertized by radio and in the swahilj. press as well as ' 
through presentations in all regions. Similarly the enterprise 
resource center and procurement support service should either have 
a mobile office or should open branches throughout the country to 
meet the needs of entrepreneurs outside the capital. 

WOMEN 

Although women form the majority of producers, especially in'rural 
areas, they do not normally operate in the market outside of their 
local environment or in the commercial sphere where the exchanges 
of their products take place. Men determine the use of la,nd 
allocated to their household. Despite the fact that women till the 
land, assist in planting, weed and harvest, cash crops are 
controlled by men. For many years, cash crops could only be sold 
only through official institutions and were registered in the 
senior male household members name. Cooperatives are also dominated 

46 GTZ has recently started a project, helping micro- 
enterprises to form associations with the express purpose of 
providing services totheir members and presenting their agendas to 
Government. In addition some associations, for example the Arusha 
chamber of commerce are active in upgrading small industry and 
working with informal sector entrepreneurs (Strauss 1992). 



by men and men have frequentl* taken over women's projects and 
utilized resources targeted to women (Molenaar 90). Middlemen 
invariably male, dominate the commercial world. Women for the most 
part lack required technical knowledge, management and 
entrepreneurial skills, contacts and social clout, and are unable 
to avail themselves of credit facilities. 

Women clearly have extra economic, socio-cultural and educational . 

constraints to entering into business. They have less access to - finance and tradition and religion frequently prohibit them from 
involving themselves in business, having their ownmoney, traveling - 
or participating in any kind of public activities. Consequently few 
women are in business, own property or are highly educated. Women 
are also under represented in positions of power where decisions 
are made. Women currently have only 10.2 percent of t t a  seats in 
parliament and less than 10 percent of the seats in regional and 
branch offices of CCM (IIX) 91). 

If FED does not specifically address the issue of women's access to 
private sector opportunities they will continue to operate outside ., 
of Tanzania's economic mainstream. 

WINNERS AND LOSERS 

Categories of program beneficiaries will include: Tanzanians who 
will receive employment and increased incomes as a result of 
program activities; enterprises whose establishment and operations 
will be eased by FED sponsored policy and institutional changes; 
firms receiving access to business advisory services; membership 
based business and professional associations participating in 
project activities; staff and clients of the Bank of Tanzania and.-. 
other financial institutions in Tanzania; and people assisted as a 
result of the AIDS programs to be supported through local currency 
grants. The number of people'and firms who make up each of these 
groups of beneficiaries and the impact FED has on private sector 
income and employment growth will depend on how successful FED 
strategies are at addressing existing imbalances. The design of 
specific components of the program and associated project 
activities must address ways to ensure Asians do not get a 
disproportionate share of the resources. Every effort should also 
be made to target resources where impact will be greatest i.e 
towards medium and small scale enterprise. In addition FED must be 
conscious of the fact that there are entrepreneurs outside of Dar 
es Sa'laam and target resources towards them. Finally women should 
be sought who can sit on boards of trustees, become part of 
advisory groups and take an active role in policy dialogue. Unless 
women are part and parcel of every aspect of FED their needs are 
unlikely to be met or their voices heard. 
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ANNEX M 

GENDER ANALY8IS: TANZANIA PRIVATE BECTOR 

OVERVIEW OF FINANCE AND ENTERPRISE DEVELOPMENT (FED) PROGRAM 

a) FED is a five year, $50.0m program whose goal is to stimulate , . 
employment and income growth in Tanzania. The purpose of the FED 
is to foster private enterprise growth through (a) helping to 
establish a financially sound and diverse financial sector capable 
of meeting the challenges posed by the move to a market economy; 
and (b) by helping to mobilize a private sector response to the 
opportunities created by the gathering pace of liberalization. The 
antkipated impact of the policy changes envisaged by FED indicate 
a Net Present Value of $2Um at a 10% annual discount rate and the 
generation of a minimum 5,800 jobs by 1996 (PAIP:25). 

b) Key Elements include: 
(i) a policy agenda seeking to consolidate financial sector reforms 
and ease regulatory constraints affecting enterprise development; 
(ii) a private sector import financing facility to which AID will 
make $40m available to the Government of Tanzania (GOT) to expand . 
industrial and manufacturing output; (iii) a financial sector 
support activity in collaboration with the ~ a n k  of Tanzania of $4m 
for streamlining its regulatory functions and for support of the 
Loans and Advances Realization Trust (LART); 
(iv) a $6m private sector support activity in collaboration with 
the chambers of Commerce and other membership organizations to 
encourage dialogue between government and non-government elements 
of the society; and (v) a local currency trust fund worth $40m to 
be generated by the import financing facility, the proceeds of 
which will capitalize a Social Action Trust to support private.. 
sector AIDS programs through non-governmental organizations (NGOs). 
The FED program also intends to develop a governance initiative to 
foster and promote dialogue between government and the private 
sector through the support of appropria?.e associations. 

In view of the above: (a) is the consideration of gender critical 
to the achievement of the goal and the purpose? (b) Women may not 
be an homogeneous group, but socialism made this an almost 
homogeneous society. The question to ask then is, will women and 
men at the different levels in society experience different impacts . 
from the recommended reforms? Will these be positive or negative? 
and (c) Are the gender issues raised to be considered on the basis 
of economic considerations or social equity? How does enhancing 
women's income-earning activities for the purposes of creating 
employment and raising incomes enhance the individual or collective 
economic status of women? 



In consideration of the likely impacts on women47, it is necessary 
to take into account the different ways in which men and women 
allocate labor, receive income, and utilize resources and services. 
These include: 

i) Women and men are both engaged in productive paid work and 
income earning activities, women however are exclusively 
responsible for unpaid household production, nurturing and 
social production; 
ii) Women's income earning function is also constrained by 
cultural  restriction^^^ in limiting their ability to 
accumulate assets, access to productive resources such as 
credit and land, and access to more highly paid jobs (UNICEF 
1990; ILO 1991; Sarris 1991); 
iii) Women's earned incomes are generally lower than men's 
because of differential access ( I N  1991; UNICEF 1990); 
iv) Women are managing the consumption requirements of the 
household; 
v) There is a growing number of female-headed households where 
women must provide all the household needs (SARRIS 1991; . 
UNICEF 1990). 

2. WOMEN WITHIN THE SOCIOCULTURAL AND ECONOMIC ENVIRONMENT IN 
TANZANIA 

a) There is a great diversity of traditional social arrangements in 
Tanzania making the contemporary situation that the women find 
themselves shaped by contradictory historical forces, particularly 
customary, 'colonialism, and in Tanzania, socialism as well (Bujra 
1990;Mbilinyi 1985; Mbilinyi and Mascarenhas 1983). In most 

47 Susan doekes et al. (1988) have summarized the gender 
aspects and potential impact of structural adjustment programs on 
women arguing that "..the issue is critical since, given what is 
known about the difficulty of ensuring the effective participation 
of women in development even in the absence of the debt crisis and 
recession, there is reason to suppose that women will play a Key 
role in the effectiveness of structural adjustment programs and may 
bear a disproportionate share of the burdens they, at least in the 
short term, imposew. 

48 Since Tanzania adopted the policy of socialism based on the 
fundamental rights of the individual woman and man, studies 
undertaken (most of these are contained in Mbilinyi & Mascarenhas 
1983) show that the law has not kept pace with the political and 
social changes that were taking place. Contradictions have arisen 
over land tenure practices, ownership of land that is still vested 
in the heads of households, usually the male, division of proceeds 
from joint labor, the rights of widows and divorcees, etc. 



African societies it has been argued that women's power and status 
were always in some ways less than that of the men (O'Barr 1984) 
but that they still enjoyed control over the products of their 
labor and wielded substantial political power. The lower status 
that women hold is a reflection of the patriarchalqg patterns of 
ownership OF land and assets. 

The gender division. of labor that preva,ils in most of rural 
Tanzania allocates men with the cash crops with female 
participation as unpaid labor while the income is controlled by the 
men (ILX) 1991; UNICEF 1990). Women control the food crops and the 
income from surplus production. Women in the rural areas are 
unable to pledge collateral to obtain credit as they have little or 
no access to capital in the form of land, property and income. 

'b) Women, Employment and Income 

The agrarian economy relies heavily on women where over 97% of the 
women work in agriculture in smallholdings of less than 10 
hectares. Women constitute 52% of the workforce (9.5m men or 48%) . 
Women are the rural household economy producers of goods and 
services for the household and the rural community and also work in 
cash crops. They work 10.4 hours a day and earn US$5 while men 
work 7.8 hours a day for an income of USS75 (ILO 1991). 

i Nomen In The Formal Sector: Formal sector employment i ~ s  
characterized by the low status of women that excludes them from 
positions of power and/or .decision-making. This is determined 
largely by the fact that Tanzania is still largely an.agricultura1 
country.The distribution of female employees by grade and 
occupation is not the same as men. In the urban areas women work 
as: 13% craftlmachine operators, 12% sales and clerical, 18% 
professional/technician/teachers and 3% as managers and 
administrators. 69% of nurses and midwives are women, and they are 
only 8% of the doctors, dentists and veterinarians. (ILO 
1991:217) . 
The ILO report notes a striking wage differential based on gender. 
The male-female gap in average monthly wages in Dar es Salaam 
ranges from 18% - 41.3% of the male average (ibid:217). Womenf s 

49 Some of the Southern region of Tanzania have matrilineal 
societies (the annotated bibliography by Mbilinyi and Mascarenhas 
1983 identifies several papers on matrilineal societies in 
Tanzania). Although women do not inherit land or property in their 
own right, the systems appear to have enabled women to undertake a 
more public role in politics and decision-making. It has been 
suggested that the women leaders within the UWT are predominantly 
from these matrilineal societies (this theme occurred frequently in 
our discussion with women on the position of women in a multi-party 
Tanzania). 



wages are lower in every occupational category and the gap 
increases at the higher levels of the job hierarchy. 

ii) y y  ector: This sector is the greatest 
source of employment and has great significance for women. 86.7% 
of all householda in the rural areas, and 52.2% in the urban areas 
have some cash income fromtrade, enterprise, or profession (Sarris 
1991:153). In the just completed Zanzibar informal sector survey 
(ZRG 1990) women accounted for 50.7% of the total informal sector 
entrep2eneurs5*. 

JJrban: ILO estimates indicate that there will be 300,000 new 
entrants to the labor market annually while formal employment is 
less than 20,000 per annum (1991:18). 95% of these new entrants 
are absorbed into the agriculture and informal sectors. It is 
diffi-.ult to determine the actual size of the informal sector or 
its growth rate but it is estimated to be 3.5% per annum, with 60% 
of the urban labor force (53% in Zanzibar) within the informal 
sector, making it the fastest growing source of employment and 
income. The increasing strain on the urban and rural households 
caused by the recent economic crisis and decline in real wages 
pushed women to seek survival strategies in the urban informal 
sector. (ILO 1991: 217) . Entry requires no qualifications, time and 
place of work are not specified. Women have little capital, low 
level skills and little time and are in the least potential 
activities for growth: petty trading, fast food, beer brewing, 
selling charcoal and personal services. The urban middle and upper 
income brackets are also involved in the informal sector to 
compensate for the eroding purchasing power. They are able to 
secure capital and start ventures such as small-scale farming, 
raising chickens, pigs, operating bars, shops, and tailoring. 

Rural: 52% of the population in the rural areas is female of which 
17% of the households are headed by females (UNICEF 1990:55). 
Almost all rural households grow food crops which form 41% of the 
rural households income, 31% coming from non-agricultural income. 
Female-headed .households have smaller holdings from which non- 
agricultural income is the main source of income. 70% adult women 
in %he rural areas undertake 8vincome-generatingvv activities, 30% in 
agricultural ventures; 39% brewing beer (UNICEF 1990: 55-56) 

 h he mainland survey is expected to be completed by 
June 1992. If the Zanzibar ratios of participation are reflected 
on the mainland, policies on the informal sector have to take 
cognizance of the fact that this is occurring in spite of an 
extremely hostile environment to women entrepreneurs). 

Sarris places the total rural non monetary at 48%; 68% cash 
income from agriculture, 17% from trade; 8% wages. 87% of rural 
households have an income from some form of trade. 



As greater reliance is placed on cash income from agriculture and 
trade, women are playing a more prominent role in the decision- 
making within the family as they are providing more to the 
household (UNICEF 1990). 

iii) There is evidence to suggest that women engage in the informal - .  sector because they offer the flexible employment women need in 
order to balance income earning and household production 
responsibilities (ZRG 1990; ILO 1991; Maliyamkono 1990). Women's, . participation in the informal sector may be partially due to the 
low capital outlay necessary for the type of business they engage 
in and also to the limited opportunities available in the formal 
sector. 2 main features generally characterize 'women's 
participation: (i) women are distinctively within the trading and 
small business operations, and low participation within the 
manufacturing and industrial spheres, thus earning lower incomes 
partly due to the scale factor and partly to the reproductive 
nature of their employment52; and (ii) female heads of households 
are more likely to be in the informal sector. 

i v )  The anticipated deregulation may increase women's access to 
credit but as small operators they face constraints on their 
effective use of credit, eg. their capacity to import is likely to 
be very weak unless they are operating within marketing 
cooperatives and secondly, their limited access to production 
information and weak ability to upgrade their technology will 
undermine their ability to compete. Certain groups of women have 
succeeded in the informal sector, possibly due to their class and 
social position, and they may stand to gain in terms of improved 
incomes and may also participate in the creation of employment. ' + 

c) Women's Employment 

i) Educatio~ Female labor is characterized by low levels of 
education and skill producing low income. Illiteracy rates in 1978 
were 61.4% for females and 31.5% for males, women constituted only 
7.8% qt the University of Dar es Salaam and only 14% of the science 
students (ILO 1990:227). Education is associated with higher 
incomes within the households in both rural and urban areas as well 
as in individual sectors, where those with higher secondary school 
education had the highest incomes althoughtheir numbers were small 
(ibid.).Secondary school education is geared towards entry,into the 
formal sector. 90% of all primary school leavers do not proceed 
into secondary school. Women's participation .is low and is now 
more significant in private secondary schools due to "..a general 
awareness in favor of educating daughters (ibid.). 

52 The Zanzibar informal sector survey (1990) noted that 75% 
of the women were in food vending and restaurants, 32% in tailoring 
and 5% in carpentry. 



ii) Skills: Womenfs productive and effective utilization of their 
labor are conditioned by the levels of the skills. Female students 
constitute only 38% within the vocational training programs, where 

. 95% of the females chose Home Economics out of a curricula that 
includes agriculture, commerce and technical subjects. There are 
52 Folk Development Colleges established for adult education in 
the rural areas to provide technical education. 40% of the 
students in 1986 were unmarried girls, 851: of them were in. Home 
Economics, cookery, tailoring, housekeeping~first aid and knitting 
while the male students chose agriculture, animal husbandry, crop 
production, technical trade training, carpentry, masonry or 
metalwork (ILO: 227) . 
iii) jivailabilitv of Ubor time: An ILO time-use study in Pringa 
indicated that every household spends 7 hours a day purely' on 
transport representing five and a half hours for women (1991:220). 
In contrasting the hours spent on agricultural labor by men and 
women there is great disparity between them. Women work 10-12 hours 
a day in the fields and also manage their homes and care for the 
children (Bujra l990:55) . 
d) Womenfa Partidpation in the Private Bector 

i) Control of economic resources: 58% of those firms interviewed 
(ZRG 1990:l-36) identified access to credit as the most severe 
problem, followed by lack of raw materials and permanent sites, in 
that order. Women's access to capital, labor and material inputs 
is limited because of the sociocultural and economic factors 
governing decision-making about the allocation of these resources.,, 
Legz3?,y, women en joy equal rights with men. However, the 
legislation also recognizes customary law and practice based on 
patrilineal ownership and inheritance of property. Customary law 
is mainly practiced in the rural areas where clan land, cattle, and 
property are owned by men and women have usufruct rights and land 
allocations are made to male heads of households (ILO 1991:219) . 

ii) Women' Enterprises: Women omed businesses tend to be amongst 
the small and micro enterprises necessitating smaller amounts of 
loans. Meyer and Graham (1991) note that there are many female- 
headed households with sole responsibility for managing production 
and financial decisions and also many instances in which women are 
completely ;:esponsible for operating their own farm plots, or other 
businesses, even when they are not the head of the family. Women 
have lower levels of formal education and thus face greater 
difficulties in fulfilling the regulatory requirements and they are 
less like likely to own Iffixed propertyf1 due to customary 
constraints of land allocation and are thus less able to meet 
collateral requirements based on ownership. . 

iii) Women's Income: An increasing number of rural and urban 
households are headed by women which depend solely on the income 



female labor will provide, and women are over represented among the 
poorest sectors of the society. The self-selection process of 
women begins early as they recognize that they do not meet any of 
the requirements for eligibility of credit. For these reasons, the 
issue of women's access to credit and other financial services is 
a more important issue in Africa than elsewhere (Meyer and Graham, 
1991:25). 

iv) -and formal erg- The banking system in Tanzania 
requires the collaterization of loans. Most small and micro 
entrepreneurs do not have the necessary collateral due to the its 
definition as "fixed propertyn. The situation in Tanzania is 
further complicated by the fact that land is not always accepted as 
collateral due to the govafnment ownership of all land. In this 
instance, women are less likely than men to own property due to the 
cultural constraints placed upon allocation of land through the 
male head of househola. Transaction costs for credit and extension 
are higher to smaller entrepreneurs they are also commonly viewed 
as less cost effective. 

v) Women's Access to Land: Land law is a most important dimension 
of the growing inequality amom; African households. The concept of 
individual ownerahip just.beginning to emerge in Tanzania. 
WomenCs traditional and legal rights to own land have not featured 
prominently in efforts to re-allocate land, whereas land reform is 
almost always directed at male heads of househo1ds:The land tenure 
system places constraints on long-term investment which is vital to 
increased agricultural productivity (USAID 1992 Tanzania Private 
Sector Assessment). It places particular constraints on women who 
are additionally hampered by the customary laws in which control 
aver the use of land is determined by men, with usufruct rights for 
women. (UNICEF 1990:107).. Land allocated by village governments 
tends to be allocated to household heads which customarily means 
the senior male adult in the household (ibid). Women may be 
allocated land in their own names butthis is rare unless they are 
considered heads of households. There are however many examples of 
groups of women being allocated land to generate additional income. 

vi) Policies and Procedures: Existing policies and procedures for 
loan facilities are difficult for women due to the fact that they 
are based on the assumption that applicants are already within the 
formal sector, have the necessary educational qualifications and 
finances that are required as a prerequisite (Molenaar 1990). 

vii) 
they 
Midd 

Markets: Although women form the majority in the rural areas 
do not normally operate at the market or.commercia1 spheres. 

.lemen, usually male, dominate in this area and women, because 
they lack the technical knowledge, management and entrepreneurial 
skill and the contacts find it difficult,to perform effectively in 
marketing their goods (Molenaar 1990). 



8 .  

8) Btrategies for Employment and Credit to Women: 

i) Small Scale Enterprises (SSEs) : These have become an important 
source of employment and income to women. There however some major 
constraints which include: inappropriate policy; inadequate 
infrastructure; inappropriate technology; lack of markets; lack of 
export promotion services for their products; cumbersome taxation 
and other government procedures (ILOtX) . Lack of credit has been 
identified as the most important constraint facing SSEs which are 
short of finance to improve and expand their activities. Two 
banks, the National Bank of Commerce and the Cooperative Rural 
Devtalopment Bank are engaged in financing SSEs, while the TIB, 
providestern finance for the larger small-medium scale industries. 
SIDO provides hirelpurchase facilities. 

ii) Coo~eratives and Self - h e l ~  Grou~s 53. In East Africa, 
cooperatives begun with a more grass-roots approach and have been 
more successful than most in Africa. The main criticism is that 
they have been accused of lending to high farmer and cooperative 
loan arrears by making access to credit too easy (Meyer and Graham 
1991:22). Credit Unions on the other hand have a strong commitment 
to savings and have had a relatively more successful performance. 

iii) R R ,  and other financial 
arrangements are organized by women and have only female members 
and participants. These informal financial arrangements have 
evolved because of the special needs and opportunities of women. 
Many financial institutions have failed to recognize the 
constraints that women face some of whom are blocked from formal 
finance because of legal and land tenure issues (ibid.:26) 

iu) Loan Guarantee Proarams Usually implemented in an effort to 
reduce lender risk and encourage greater lending. Some NGOs and 
PVOs use second term guarantee programs to expand loans available 
to self-help groups. Women's World Banking also operates in this 
way to expand lending to women. There is now doubt about the 
extent to which guarantee programs in developing countries actually 
contribute additionally to loan programs (Meyer and 
Graham, 1991: 15) . 
v) S~eciaP credit Droarams like the Presidential National Trust 
Fund appear to have reached women by not equating collateral to 
immovable propertys4, and some donors (inter alia, UNIFEM, DANIDA, 
SIDA) are attempting to address woments special needs. 

53 There are many examples of woments group efforts being 
taken over by village leaders, other men, or women themselves. 
Women are thus reportedly withdrawing from large group efforts. 

54 Molenaar argues that the fund is too small both in capital 
and in loan giving capacity. 



f )  WOMEN'S ASSOCIATIONS AND CIVIL BOCIETY 

The context within which women's issues have been addressed 
include: (i) The Constitution and the legal system in which the 
socialist policy of self-reliance places emphasis on equality and 
freedom of the entire population; (ii) The Union of Tanzania Women 
(UWT) with a membership of 1 million whose purpose is to unite all 
women and integrate them into the social, economic, cultural and 
politicalactivities. UWT has established as economic wing, SUWATA 
to generate resources; (iii) Ministry of Community Development and - 
Women's Affairs charged with addressing women's development issues 
in rural and urban areas; and Party commitment through various 
statements discussing issues of women's independence. The Arusha 
Declaration influenced national thinking on gender equality, 
particularly amongst the women themselves (Bujra 1990), but the 
development of subsequent policies and legislation remained gender 
neutral (IW 1991: 223) . 
ii) Women's traditional organieations that operated through 
lineages, kinship, age-sets, and clans have lost their previous 
social role. The village base groups, organized by voluntary 
membership generally provided women with the power that they used 
to counterbalance the power the of men (Stamp 1989:70-3). As the 
locus of power has shifted from the village and the lineage to the 
centralized nation-state, politics have become removed from the 
arenas in which women'have influence. 

iii) Women's national organizations operate at ambivalent levels 
and are often set up by the state to extend control to the rural 
areas. There is the common phenomenon in many African countries of 
having nationally sponsored women8s organizations as safe show 
cases of the governments commitments to women's interests, which 
allows it to co-opt national women's efforts and ideology. In most 
cases these organizations are deeply divided between the elite and 
the alienated local women whose interests are not served55 (Stamp 
1989) . In the early 1980s, rural women in Tanzania were encouraged 
to form groups by community workers, through which they would 
participate in community decisions. The Union of Women Of Tanzania 
(uwT)'~ notes in a recent paper57 (1992) that there has been no 

55 The cases of the Maendeleo Ya Wanawake in Kenya, and the 
Malawi National Women's Organization are typical of the state 
attempts to control women's organizations. 

56 Women's representation in Parliament currently stands at 
10%; there is 6% representation in village committees; 10% district 
and regional representation; 15% in the National Executive 
Committee (UWT 1992; ILO 1991). 

57 A proposal submitted to donors to support a Woments Forum 
to discuss women and the transition to multi-partyism. 

4' 



'evidence to support these grassroots groups actually increased 
women's participation at village level. Women's influence and 
effectiveness have remained marginal while women, leaders have 
gained contact with national institutions and patronage while the 
majority of women continue as they are ( ILO 1991:223). 

g) Tanzania Business and Professional womenfa Aasoaiationt 
Established in 1989 by a group of women including private 
entrepreneurs and senior professionals in the civil service with 
the main objective of addressing the problems of women 
entrepreneurs. The group so far receives no assistance from the 
government. Is started with a membership of 60 women and now has 
5 Branches and 445 members covering the whole spectrum of 
activities in the informal sector. 

h) BVMMARY OF WOMEN'S POSITION ZbND CONSTRAINT IN PRIVATE ENTERPRISE 

Women form a majority of the productive capacity of Tanzania, they 
also, however, also form the majority of the vulnerable groups most , 

likely to be negatively impacted by a reduced social services 
(UNICEF 1990; IU) 1991). It has been argued that noptimal 
employment of the productive capacity of the population, vulnerable 
or not, is actually a necessary condition for the success of the 
economic recovery program itself1@ (Grosz 1988:5). 

Women in Tanzania are constrained in participating in economic 
activities effectively and in sharing the benefits due 20 their 
limited access to resources such as capital, labor and materials. 
Their access to capital is constrained by customary laws that limit 
their ownership of land and property and thus lack of collateral; 
their low education levels determines their entry into low paying 
employment and thus to low incomes; the most available labor that 
women have is their own; their lack of skills limit their use of 
their own labor; the continuing sexual division of labor demands 
that they take responsibilities of the productive and reproductive 
roles and thus.increases their workload. 

3. JUSTIFICATION FOR GENDER CONSIDERATIONS IN FED 

The efficiency approach to development that is being advocated by 
donors has significant implications for women in Tanzania. It 
contains within it assumptions that economic growth supersedes 
other developmental considerations (Wilde et a1 1991). Major 
withdrawals of state support of the majority of the poor has 
negative effects on the welfare, health and in particular for women 
who have to undertake additio~al responsibilities due to their 
reproductive roles. As a dominant theory for those working within 
a WID framework, the approach is perceived to rely heavily on the 
elasticity of women's labor both in their productive and community 
managing roles, leading to longer working hours and increased 
unpaid work (Moser 1989 : 1814) . 



It has been argued that - 
"..if one addresses women's issues, one can relatively be 
assured that issues of the poor majority -- low -- resource 
people -- are also being addressed. Gender was chosen as an 
example for disaggregation of policy impacts, 'not only 
because it has been identified as one of the main organizing 
principles for rural society, but, more importantly, because 
we believe that gender can be used as1a proxy for examining 
impacts on low-resource farmers, both male and female..n(Grosz 
1988: 11) 

There is potential that the FED program will have a differential 
impact by region, ethnic, class and gender. As women constitute 
the majority of farmers and entrepreneurs in Tanzania and are among 
the majority of the low-resource groups, if the above argument 
holds true, then: 

- vulnerable groups must be considered in the design, 
implementation and evaluation policies of FED in order to 
protect them as well as utilize/expand their existing 
productive capacity; 

- the informal sector is the highest growth sector in the 
Tanzanian economy (ILO 1991) in which women constitute 52% of 
the productive capacity; 97% of the rural labor force (UNICEF 
1990) ; 

- informal sector operators sometimes fail to benefit from 
macro-policies on credit and tax because they lack the 
economic and lobby power, the necessary documents and most 
often don't realize that these opportunities exist (ZRG 1990: 
1-32). 

4. RECOMMENDATIONS: 

1. USAID/T should therefore consider affirmative action to ensure 
that women are enabled to access the FED program through: 

a) - the use of the Social Action Trust,or the local currency 
fund to include WID activities; 

b) - the establishment of Business Advisory Centers that will 
provide services on identification of financing (from 
financial institutions, donors, informal sources, etc) to suit 

58 Quoted from \The Policy Inventory, A Manual for Rapid 
Appraisal of Policies Affecting the Agricultural Sector with 
Disaggregation of Impacts by Gender: A Summary, in Participant 
Workhook, Gender Resources in African Agricultural Systems AID 
Workshop held ~eptember 24-26, 1987 in Nairobi, Kenya. 
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the needs of the small entrepreneur; 
identify the regulations and processes 
entrepreneurs have to know about; etc. 

proposal writing; 
that the different 

c) - In policy dialogue, emphasize women's critical role to 
the economic development through a policy framework that takes 
into account, promotes and supports women's activities; 

d) - Skills development program that is designed to meet women 
entrepreneurs special needs. 

Btrengthening Business Asaoaiationss 

- The Professional and Business Women's Association should be 
targeted to provide institutional support to their lobbying 
activities for women. 

Btudies : 

- Undertake research on gender issues in financial 
a clearer understanding of issues and procedures 
women. 

markets for 
that affect 

USAID/T should also support: 

- the ESAURP on '@Women in the Informal Sector in Tanzaniaw 
research proposal in order to establish adequate baseline data 
to support the information on women in relation to access to 
rssources, information, etc; 

- the establishment of a Gender Information Clearing House, 
possibly within the Women's Research and Documentation Center 
(WRDC) at the University of Dar es Salaam. (Grosz [1988:23] 
recommended a clearing within the Ministry of Community 
Development and Women's Affairs, however, the WRDC already has 
small center that could be built upon). 

WID activities that UBAId/T needs to keep track of: 

a) - The Rural Banks concept of the Bank of ~anzania (to be 
designed, planned, implemented within the context of the FED) . 
b) - Progress of the work of the Land Commission. It is 
unlikely that the Commission would recommend the repeal of the 
legislation on Customary Laws and Practices which are the 
primary obstacles to women s ownership of ' land, however, it is 
possible that other approaches may be considered. 

c) - The compilation of a list of local consultants who may be 
commissioned to develop WID strategies for Tanzania. 



d) - The status of the UWT: Is it to remain w i  
or acquire independent and autonomous status? 

thin the Party 

e) - The UNIFEM credit fund for SSE through the National Bank 
of Commerce might have possibilities for expansion; 

f) - the SUWATA request to support a nWomen8s Forum" in lines 
with those that were used to hold the mNational Convention of 
Women in Kenya may yield interesting results if women feel 
free to state their case. 

5 .  CONCLUSION 

Few people in Tanzania have access to the formal sector economy. 
The majority of Tanzanians earn their income from the informal 
sector. Women's access to resources, both formal and informal, 5s 
disproportionately less than men's. There is a likelihood that 
women will end up competing with men for the scarce resources 
available and lose out because of their lack of organizations and 
their low status in the community. 

There is absolutely no relationship between reaching the FED 
program targets - faezeasing income and job areation - and also 
integrate women as beneficiaries unless: (a) they have acaess to 
aredit and (b) they are also targeted as a speoific percentage of 
the program beneficiaries. 

There is need to recognize that women have special concerns, 
special needs, and special difficulties which limit their 
participation at any meaningful level of development. That is not 
to say that women should be placed at a special level, only that 
there is need of interim policies that will help them up urgently 
to a level where they may fully participate and share equally in 
the development process. 
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Introduction 

During the past decade, Tanzania's financial sector has been 
characterized by inadequacies in almost all areas of performance, 
including: 

Poor customer services; 

Low resource mobilization; 

Low profitability of commercial banks due to: 

- Overstaffing; - high delinquency rates; - government directed sector 
- low capitalization ratios. 
Reduced autonomy of banks to 
lending; 

Increased administrative 
processing; 

Reduced people for financial 

lending and 

undertake discretionary 

requirements for loan 

institutions to allocate 
credit on the basis of economic criteria; 

Reduced autonomy of top management to function as 
profit - making firm; and 
Weak management and supervision. 

These problems have resulted in a loss of public confidence in the 
financial sector as manifested in: use of cash rather than cheques 
in payments transactions, increased use of the informal financial 
sector for saving and lending purposes and increased use of the 
unofficial foreign exchange market. To reverse this trend, the 
government enacted the Banking and Financial Institutions Acs in 
1991 which aimed at restructuring the e,ntire financial sector and 
usher in private competitive banking. 

Financial Institution Manauement 

Poor management pervades almost all sectors in Tanzania. In the 
financial sector, low civil service pay scales, political 
interference'in management decisions of the largely government 
owned financial institutions and the regulatory systems that 
discourage innovation by permitting only prescribed activities 
rather than anything not prescribed all contribute to weak 
management. The government's acceptance to allow entry of domestic 



and foreign private banks, allow autonomously determined wage 
rates, and moves towards political pluralism should provide a venue 
for improving management expertise. 

plobil ization of Financial  Savinus 

The growth of ~anzanian commercial bank deposits has declined since 
1979 (see Fig. 1). For example, total commercial bank deposits F 

declined from Tshs. 7,447 
million (at 1976 prices) or 
32.6% of GDP in 1979 to Tshs. 
3611 million or 14.4% of GDP in 
1986. Government economic 
restructuring policies (ERP) 
implemented since 1986 
particularlythroughprogressive 
liberalization of interest rates 
has arrested the declining trend 
in real deposits. 

The major, source of Tanzania's 
commercial bank deposits has 
been the private sector with 
shares of 74.9% and 60% in 1980 
and 1986, respectively. The 
share of parastatal deposits has stood at 20.2% and 35.3% in 1980 . 
and 1986, respectively. Thus, while the public sector has 
increased its contribution to total deposits, particularly in 
recent years, the private sector still' remains the dominant 
contributor to total deposits of' commercial banks. Envisaged 
further liberalization of interest ra-s, particularlythe recently 
approved policy which allows banks to set own interest rates would 
improve resource mobilization in the economy. 

Lendincr Operations 

Tanzanian commercial bank lending has during the past two decades 
been characterized by the dominance of the public sector in credit 
flows and the paucity of credit flowing to the private sector. Up 
to 1987, the public sector routinely received over 90% of total 
lending from the commercial banks (see Fig.2) Similarly, before 
the ERP in 1985, the government was the principal recipient of T 

commercial bank credit, followed by the parastatal enterprises. 
Afte'r 1986, parastatals have continued to be the principal 
beneficiaries of commercial bank credit. Thus, commercial bank - 
lending operations have been characterized by the crowding-out of 
the non-government and non-parastatal sectors from access to 
credit. 

The problem with public enterprise lending is that banking 
standards have not been observed with the result that most credit 



involved is not fully covered by 
relevant financial inventories. 
It is estimated that 50-70% of 
the total commercial lendii~g is 
of a problem nature with large 
non-performing loans which may 
not be recoverable, in part 
because tire cost of recovery may 
exceed the benefits. The 
government has established a 
Loans and Advances Realization 
Trust Act of April 1991, which 
will operate as a recovery 
mechanism (throuyhcollection or 
liquidation) for overdue debts 
of financial institutions. 

Fig. 2: Tanzanla CommerdaJ Banks 
Lendkrg ( p m t )  

Financial sector reforms now being put in place, including removal 
of directed credit lending by the government, more stringent 
adherence to banking principles with respect to denial of credit to 
uncreditworthy customers and removal of the current maximum lending 
rate of 31% should improve lending operations. 
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The Structure of Interest Rates 

The basic structure of interest rates fn Tanzania are sl;own in 
Table 1. 

TABLE 1: STRUCTURE OF INTEREST RATE8 IN TANZANIA 1970-1988 

YEAR Saving Time 
Deposit Deposi- 

sit 
Rate 

4.50 
4-50 
4.50 
4.50 
4.50 
4.50 
4.50 
4.50 
4.50 
4.50 
4.50 
5.00 
5.00 
5.00 
5.00 
6.00 
10.00 
18.00 
21.25 
23.50 
24.00 
27.00 

Short- 
term 
Lending 
Rate 

7.50 
7.50 
7.50 
7.50 
7.50 
8.00 
6.13 
8.30 
9.50 
9.25 
9.75 
10.00 
10.25 
9.50 
9.50 
13.50 
13.50 
23. 50 
23.50 
25.00 
27.00 
31.00 

Direct Treasury 
Advances Bill 
Rate Rate 

Saving Short 
Deposit Lending 
Rate Rate 
(Real) (Real) 

Source: Bank o f  Tanzania 
w 

Given the high inflation rate prevailing in Tanzania during most of 
1970's and 19801s, the real interest rates were negative for most 
of the period. From the theoretical point of view, and based in 
part on Keynesian theory, savings are supposed to vary directly 
with the rate of interest (paid to savers). Thus, one of the main 
objectives of Tanzania's reform program was to bring about positive 
real interest rates so as to stimulate savings and hence 
investment. 

Tanzania's ERP began in 1986 sought to achieve positive real 
interest rates through the reduction of inflation while 
progressively liberalizing interest rates. Thus, between 1986 and 
1991, inflation was brought down from over 32% per annum to about 



20%" while interest 
rates were adjusted to 
29% for the deposit rates 
and 31% for the lending 
rates, bringing the 
structure of interest 
rates positive in real 
terms (see Fig. 3). In 
addition, since 1991, 
financial institutions 
have been given autonomy 
to set their own 
interest rates subject to 
a periodically reviewed 
maximum lending rate of 
31 percent. 

In microeconomic terms, 
whether the appropriate 
real interest rate or 

Flg.3: Real Structure of Interest 
Rates in Tanzania 

long term deposits is negative, positive or. zero, depends on the 
volume of real money demand to be generated. In a growing economy 
such as Tanzania, the basic objective of accelerating economic 
growth would necessitate positive real long-term deposit rates in 
order to ,maximize the real supply of domestic credit, the main 
asset backing the deposit liabilities of the ' financial 
intermediaries. To this end, the government has made efforts to 
reduce inflation through greater monetary and fiscal discipline, 
while allowing banks to set own interest rate structure subject to 
a maximum lending rate of 31%. Planned reforms in the financial 
sector include the elimination of this maximum lending rate in 
favor of flexibly determined rates, 

Depth of the Tanzania Financial System: 

One of the basic indices used to gauge financial sector development 
in a country is financial depth. ,Empirical evidence suggests a 
strong correlation between financial depth, efficiency of 
investment, and economic growth. Investment productivity, as 
measured by the ratio of the change in GDP to investment, is 
significantly higher in countries which have deeper financial 
systems. Financial deepening, through higher Financial savings, 
should figure as a top priority for the Tanzanian authorities as 
the experience of fast developing countries suggests a strong link 
between financial development and growth. Hdwever, the depth of 
Tanzania's financial system has not been significantly different 
since its ear-ly post-independence history. The M2fGDP ratio, one 
of the leading indicators of financial depth, has hardly changed 
over a thirteen-year period (1975-1988), remaining below 25% of 

59~ank of Tanzania, Economic and Operations Report 



GDP.  Table 2 compares Tanzania's financial depth with that of a 
number of industrial and developing countries. 

Fable 2: FINANCIAL DEPTH AND FINANCIAL PRICE INDICATORS 
(1985-88 Average) 

Industrial Countries 

- United States 
- - - -  - 

- France 
- Japan 

Source: World Bank Data 

M21GDP Ratio 

69 

t 

I 

i 
I 

a 

Several factors may explain the low M2/GDP ratio for Tanzania as 
compared to other developing countries like Mauritius and India. 
First, Tanzaniaf s GNP per capita stands among the lowest in Sub- 

' 

Saharan Africa and has been on the decline since 1982 when it 
reached its peak of $320. Second, high inflation, particularly 
double-digit inflation throughout the 1980s, has been a major 
disincentive which has adversely affected peoplefs willingness to 
hold financial assets. The experience of other countries shows 
that positive real interest rates favor financial saving over other 
forms of saving and therefore promote financial deepening. 
Reducing inflation and maintaining a stable price level is an 
essential precondition for increasing the size of a country's 
financial system and thus promote the economic efficiencies 
associated with bank financial intermediation. Third, Tanzaniafs 
financial network is mainly concentrated in the urban areas 
particularly in Dar es Salaam, Mwanza, Moshi and Arusha, thereby 
failing to capture the surplus resources of the rural areas. 
Financial deepening will require a decentralization,of financial 
activities from the urban areas to the rural areas. 

73 

17 5 

GDP Deflator (%I 

3 
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me New Role of the Financial Sector: 

The financial system, particularly financial institutions within 
the formal legal and regulatory framework, is generally not 
directly involved in the major part of private savings and 
investment. In economies dominated by rural households such as .. 

Tanzania, these rely significantly on self-finance, usingtheir own 
b savings to finance their investment. However, the investment 

opportunities of a household or a firm may not be matched by its 
resources and may be inefficiently limited by khem. Therefore, in 
order for an economy to develop and diversify, the role of the 
financial system can be expected to grow relative to those of self- 
finance, relatives, friends and moneylenders. At any given point 
in time, surplus resources are generated by certain economic units 
that can be most efficiently used by other economic units. The 
role of the financial system is to ensure that savings from surplus 
economic units are efficiently mobilized and shifted to high- 
yielding investments in deficit economic units with an appropriate 
balance of risk and return. 

Smoothly functioning financial systems lower the cost of 
transferring resources from savers to borrowers, which raises the 
rates paid to savers and lowers the cost to borrowers. The 
adequacy of financial institutions, instruments and markets can 
affect the volume of financial savings mobilized and the efficiency 
with which they are allocated to productive uses. In the medium 
term and long-term, the financial system should develop confidence 
among savers and investors alike. The gap between domestic savings 
and investment (see 
Fig.4) should be 
increasingly financed by 
private inflows. 1n 
recent years, Tanzania's 
bulk of the current 
account deficit has been 
financed by loans and 
grants from foreign 
b i l a t e r a l  a n d  
multilateral docors with 
non-concessional private 
inflows (loans and direct 
investment) playing a 
relatively minor role. 
Although concessional 
public inflows are likely 
to remain important in 
the foreseeable future, 
the base for' substantial 

Fig.4: Tanzania Grms Investment 
and Savings (a% % of GDP) 

inflows of private resources should beqin to be established. This 
would requcre adequate legal for providers of foreign 
capital, whether in the form of debt or equity. Growth in Tanzania 
could be enhanced and sustained if there -are also appropriate 



policies to deepen and develop t h e  financial sector in drder to 
service the growing needs of the increasingly diversified real 
economy. 

Shiftinu 8Late Involvement $11 

Although the role of the state in ownership of financial 
institutions generally makas a dubious contribution to financial 4 

sector development, the move to allow private banking is a 
commendable one. But appropriate state roles in macroeconomic 
management and regulatory policies are essential 'to financial 
sector development. Government has an important role to pay in the 
financial sector in providing a sound macrseconomic framework which 
maintains positive real interest rates, does not unduly pre-empt 
investible resources for public expenditure and ensures that the 
borrowers of financial institutions operate in an undistorted 
economic environment. Government also needs to provide a 
regulatory framework which balances efficiency in the financial 
system, which requirw freedom of financial managers to.act, with 
prudent management of financial institutions and safety of , 

depositor and investor funds, which in turiii requires sene degree of 
government regulation. emerging shift away from government 
ownership in institutions must now be matched by a strengthened 
government role in appropriate macroeconomic management, financial 
sector regulation and prudential supervision, within a strengthened 
central bank of Tanzania. 



ECONOMIC BENEFITS OF THE FED PROGRAM 

The benefits that are expected from the implementation of the FED 
policy reform program are a result of direct and indirect benefits 
of the individual policy reform measures and the additional 
combined effect of all the policy changes that create a more 
positive private sector business climate. Some of the direct 
effects of the policy reforms are expected to result in a more 
efficient, competitive banking system.and increasedmobilization of  . 

private capital for new investment in value-added activities. - 
Other, more indirect effects are the elimination of many of the 
bottlenecks associated with doing business, which are expected to 
increase business efficiency as businesses no longer will take 
time-consuming actions trying to avoid the rent seeking activities 
that are associated with bureaucratic bottlenecks. 

The quantification of benefits of the FED policy reforms is 
difficult and complex in part because of the large number of micro 
and macro economic agents involved in the program,, As such, the 
economic analysis discussed below provides a qualitative assessment 
of the benefits of the policy and institutional changes associated 
with the FED program. The conventional analysis included at the end 
of this section merely establishes an expected lower bound of the 
impact of the FED program and does not claim to be exhaustive in 
any way. The overall benefit of the FED program, however, is to 
assist Tanzania in building an enabling environment conducive to 
private sector growth, increased opportunities for more jobs, 
higher per capita incomes and faster economic growth. 

1. Proqram Foreiqn Exchanue Benefits 

It is anticipated that the foreign exchange funds provided to 
Tanzania by A.I.D. will be used by the private sector to procure 
equipment and supplies required to expand industrial and 
manufacturing output. What would be the value of those additional 
goods and services? In the absence of tariffs, import licensing, 
or foreign exchange administrative allocation and an external 
account which was in balance, it would be reasonable to assume that 
a dollar's worth of additional imports would be worth a dollar. 
This implies each dollar of FED disbursed will be worth.at least 
a dollar to Tanzania, yielding a "benefit-cost ratio1' at least 
equal to one, even prior to a deeper development impact analysis. 



TABLE 1: SAVINGS, INVESTMENT AND ECONOliIC GROWTH, 1982.88 
- -- - 

Country group 

Developing countries ( 23.5 1 23.6 1 4 ..2 

Bavings 
ahare 

(% of GDP) 

Latin America I 21.7 1 18.7 I 1.3 

Investment 
share 

( %  of GDP) 

Source: World Bank 

GDP growth 
rate 
(% pea) 

- - -- - 

South Asia 

East Asia 

Industrial countries 

SSA 

Tanzania 

The link between investment, savings and economic growth is 
illustrated in Table 1. The FED program, by assisting Tanzania with 
foreign exchange, augments domestic savings and its investment 
level. As indicated in Table 1, countries which invest more in 
their economy are expected to have a faster rate of economic growth 
(example, the Asian sub-continent). It is expected that the FED 
program will improve the investment climate backed by increased 
USAID assistance resources, thus stepping up Tanzania's rate of 
economic growth. 

Emort Growth Impact 

19.2 

31.0 

20.0 

11.4 

7.7 

On both the dollar and local currency FED program assistance, 
the emphasis is on the improvement of value-added exports. 
This export expansion is essential if Tanzania is to accelerate its 
economic development. The World Bank and other studies have shown 
that there is a clear correlation between export expansion and 
economic growth (see Table 2). For example, between 1965 and 1981, 
Sub-Saharan African countries (SSA) exports grew at 3 . 6 %  annually, 
imports at nearly 7% a year and economic growth' ran ahead of 
population expansion. During the latter period (1982~88)~ exports 
fell and import capacity declined by almost 8% a year. As a result, 
economic growth was less than 1% per year--well behind the annual 
3.2% rate of 'population increase. The fact that Tanzania's GDP 
declined less than the average for SSA during this period despite 
large falls in both exports and imports is attributed to the large 
increase in donor support. The experiences of South and East Asia 

- - - - -  

22.8 

30.6 

20.0 

14.5 

18.7 

5.6 

8.8 

3.0. 

0.9 

' 2.6 



and the Latin American countries does show that increased exports 
do translate into higher 
rates of economic growth if sustained. The FED program, by 
assisting Tanzania to put in place an enabling environment for 
enhanced export growth, should foster economic growth. 

TABLE 2: EXPORTS AND ECONOMIC GROWTH 
( %  pea) 

Region 1965-1981 
GDP Exports 

countries 11  ati in ~merica 1 5 . 9  1 18.6 

South Asia 3.7 4.6 

East Asia t 6.9 8.2 

i S S A A A A  1;:; I ;.~l 

Tanzania -4.2 

Source: World Bank 

1982-1988 
Imports GDP Exports Imports 

I I I 

3. Im~act. $n the 2usiness  Environment 

Tanzania's business community is expected to benefit from the 
several FED policy reforms that will reduce the cost of doing 
business. The current number of beneficiaries are the registered 
300,000 business firms and the many firms that operate in the 
informal sector. Key proposed FED policy ref o m s  include: reducing 
the excessive role of ministries in approving business 
establishments; facilitating access to business finance; import 
facilitation; allocati.on of property; the establishment of a legal 
code governing business operations and improving the performance of 
tka Investment Promotion Center (IPC). 

During the past 5 years an average of 2000 businesses have been 
registered each year. The time needed to deal with unnecessary 
bweaucracy varies greatly from firm to firm. However, the average 
iiumber of hours needed to establish a business ranges between 300 
and 600 hours (Semboja, 1990) .60 The policy reforms envisaged 
under the FED progran; are expected to reduce these transaction 
costs by half within the first two years of operation, implying 

60~oseph Semboja, The Role of the Private Sector in Tanzania, 
May 1990. 



large gains to all business starters. Further, by making renewal of 
business licenses automatic the existing more than 300,000 business 
firms would save as much as 50 to 75 hours of unnecessary 
bureaucratic delays. 

, 4. Impact on Em~lovment 

Through the FED local currency programming, it is expected that 
supported value-added activities will generate jobs and improve 
incomes of those beneficiaries. An IM) study 61completed in 1991 
shows that at least 300,000 persons in Tanzania enter the labor 
force each year. When added to the existing unemployed, the . 
employment problem is acute. The situation is made worse by 
observed declining trends in formal sector employment. The number 
of jobs created per year dropped from 30,000 in the mid 1980s to 
only 9,500 in the late 1980s and early 1990s. Planned retrenchment 
in 1992 will affect at least 10% of the civil service employees, 
equivalent to almost 49,000 persons. Thus, the role of the 
government sector in absorbing additions to the labor force will be 
marginal. This implies that the new entrants into the labor force 
will have to be absorbed in the rural sector, and the private 
sector. 

The ILO study projects that overall, productive employment in 
Tanzania in the 1990s will increase by 2.2% per annum, while the 
labor force is projected to expand by 3 . 3 % ,  providing a worsening 
of the employment situation. 

Given the forementioned blink scenario, the creation of jobs for 
the rapidly expanding labor force must be a central objective to 
the government of Tanzania. The FED program is a timely 
assistance, not only in terms of facilitating an enabling 
environment for businesses to create more jobs through its policy- 
based reforms, but also in actual job creation by those benefiting 
from the local currency use. 

5. Impact on the Financial Sector 

An appropriate financial system is essential to Tanzania for 
several reasons. First, an efficient financial system can play a 
major role in expansion of domestic and foreign trade, stimulation 
of domestic savings and appropriate channeling of available 
resources to productive uses - functions essential to the 
increasingly market-oriented Tanzanian economy. Second, a system 
of appropriate financial institutions, instruments and markets 
enables economic agents to pool, price and trade the risks 
associated with various economic activities which individual 
entrepreneurs may not wish to bear entirely - a key issue which 

G 1 ~ ~ O ,  Tanzania: Meetins the Em~loment Challenae, March 1991, 



will emerge with increasing economic diversification. Third,. a 
well-developed financial system with adequate depth and range of 
financial instruments can over time help address the concern of 
Tanzania policy makers to more effectively conduct macroeconomic 
policy and adjust to internal and external shocks. 

In addition, the confidence of economic agents in the soundness of 
the financial system depends fundamentally on the existence of an 
effective regulatory and supervisory framework. Also, within the 
financial system, banks in particular hold a special position in 
the economy as creators of money, principal depositaries of 
financ5al savings, the principal allocators of credit and managers 
of the country's payments system. For this reason, the central 
bank (The Bank of Tanzania) plays an important role in ensuring 
effective regulation and supervision of the financial system, 
particularly banking institutions. The FED program, by assisting 
the Bank of Tanzania to credibly play its role as an independent, 
central bank, has large pay-offs not only in terms of facilitating 
efficiency in the financial sector but also in stimulating economic 
growth through a better use of domestic and foreign economic 
resources. 

6. Second Round Economy-wide Benefits 

If the FED program is impdemented as planned, all economic agents 
in Tanzania could eventually be able to make sound investment 
decisions in response to undistorted market signals. This has 
important implications in terms of increased productivity and 
sustaining Tanzania's growth prospects. Empir%cal studies show 
that less than half the growth in output can Le attributed to 
increases in labor and capital; higher productivity explain much of 
the rest. Equally important, is the fostering of private sector 
capabilities. As the FED program gets underway, there should be a 
release of private sector energies and encouragement of initiative 
at every level. At the grassroots level this means village and 
ward associations; at the intermediate level, various local non- 
government organizations and at the national level, chambers of 
commerce and industry, trade ass~ciationf;~ NGOts, professional 
associations, and the like. Eventually, the awareness created 
through the FED program should translate into greater self-reliance 
in terms of more-prudent economic policy analysis and ,economic 
restructuring reform implementation. 

Another important second round impact is the possibility of curbing 
corruption through the facilitation of a more opsn, market driven 
economy. If the FED program is implemented as planned, corruption 
may be countered by the elimination of unnecessary controls, which 
reduces the 'scope for ifrent-seekingfl, transparent procurement 
procedures, scrupulous and prompt accowting. This is particularly 
important in the FED banking support because experience shows that 
bank failures often results not from incompetent management, but . 
from fraud. Consequently, appropriate supervisory measures being 
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established through the FED prograin should be vital in 
saver's money from serving the immediate interest of managers or of 
loan officers. 

7. The Relative Macrnfitudes of the Impact of fhe FED Prouram 

The quantification of the benefits of the FED policy reforms is 
difficult and complex in part because of the large number of micro 
and macro economic agents involved in the program and more so 
because many of the policy impacts are not easily quantifiable. 
However, the inclusion of the economic benefits below is intended 
to provide an expected lotrer bound of the impact of the FED 
program. The assumptions of the analysis: Constant ICOR value, 
constant labor productivity, marginal imports worth slightly less 
than their market value, provide a lower bound scenario. If the 
FED program can be shown to have a positive impact under those 
assumptions, then the objective of the FED policy - based 
assistance to improve Tanzania's income and employment prospects 
should have even a greater impact when increasing values of 
productivity and removal of the over-valuation of the shilling are 
made to obtain a value of marginal imports at least equal to the 
market price. The assumptions are explained briefly below. 

A. Proaram Foreian Exchanae Benefits 

It is anticipated that the foreign exchange funds provided to 
Tanzania by A. I. D. will be used by the private sect-;: -.JO procure 
equipment and supplies required to expand inaustrial and 
manufacturing output. What would be the value of those additional 
goods and services? In the absence of tariffs, import licensing, 
or foreign exchange administrative allocation and an external 
account which was in balance, it would be reasonable to assume that 
a dollar's worth of additional imports would be worth close to a 
dollar. But given the constraints in Tanzania, marginal imports 
may be worth more (because of tariffs and non-tariff barriers such 
as corruption) or less (because of the overvalued exchange rate) 
than their market price. Overall, it is assumed in this analysis 
that marginal imports financed by the additional FED dollars are 
worth close to their nominal market price. Ranges of 85 to 95% 
have been used f a  this analysis. 

B. Bankina Sactor Cost Savinas 

As stated in section IV, the major building blocks in the financial 
sector are already in place but a wide range of policy, regulatory 
or institutional environment need urgent reform. The FED policy 
reforms would'put in place prudential regulations and practices in 
the banking sector, facilitate licensing of private banks; speed up 
access to foreign exchange re,tention accounts; provide the ground 
work for establishing a stock market and assist the central bank in 
the establishment of an interbank check-clearing ~echanism. 



Assuming that the financial institutions will save 1% bf their 
portfolio from loss that stem from flaws addressed by the FED 
reforms, these savings could range from $ 2 million to $ 3.5 
million per year. 

C. Business Cost ~avinas 

Benefits under this category summarizes all the gains that wiil 
accrue to the estimated more than 300,000 business entities in 
Tanzania as a result of the several policy reforms that will reduce 
the cost of doing business. Key reforms include: reducing the 
excessive role of ministries in approving business establishments; 
facilitating access to business finance; import facilitation; 
allocation of property; the establishment of a legal code governing 
business operations and improving the performance of the Investment 
Promotion Center (IPC) . 
During the past 5 years an average of 2000 businesses have been 
registered each year. The time needed to deal with unnecessary 
bureaucracy varies greatly from firm to firm. However, the average 
number of hours needed to establish a business ranges between 300 
and 600 hours. If we assume 2000 business entities will continued 
to be established each year and the opportunity cost of the 
entrepreneur (or his/her facilitators) is $ 1.00 per hour, this 
entails a potential cost savings of $ 300 to $ 600 per firm or $ 
0.6 to 1.2 million per year. Further, by making renewal of 
business licenses automatic the existing more than 300,000 business 
firms would save as much as 50 to 75 hours of unnecessary 
bureaucratic delays. With an opportunity cost of $1.00 per hour, 
this should translate into $15 to $20 million of cost savings per 
year. 

D. Benefits from increased efficiencv of investment 

In addition to business cost savings that are expected as a result 
of the various FED policy changes, there is the expectation that 
output per dollar of new investment will rise. This should be 
expected if the' funds made available through the venture capital 
window or the trust fund meet their intended goal. Supporting this 
expectation is the assumption that the FED policy reform program 
would eliminate the biases against small and medium enterprises 
(SMEs) and thereby ease entry from the informal to the formal 
sector. If the policy reforms have their intended effect and FED 
funds are channelled to value-added activities, it is expected that 
SMEs would grow at a faster rate than larger businesses, 
particularly parastatals; and investment funds should be more 
efficiently utilized over time, creating a larger output and jobs. 
SMEs typically are more labor intensive and efficient than larger 
firms, especially parastatals. ( ;ee Table 3) 



TABLE 3: TANZANIA INDICATORS OF PERFORMANCE PUBLIC AND 
PRIVATE INDUBTRIAL BIRMS, . 

1975 - 79 

As the FED policy changes take effect, a shift in the way Tanzania 
conducts business would be expected to occur and investment would 
be made in more efficient economic activities which should lead to 
a fall in the incremental capital output ratio (ICOR) (See more 
details below). Assuming only a 5% fall in the ICOR, this could 
translate into an increase in GDP of about a quarter of a 
percentage point or $7.5 million per year. 

Manhours per Employee 

Labor Cost per Employee 

Labor Cost per Manhours 

Output-Labor Ratio 

Output-Manhour Ratio 
- - - 

Labor Cost/Total Cost (%)  

Capital-Labor Ratio 

Output-Capital Ratio 

Capital per Unit (at 1000 per unit) 

E. The Increment-a1 Ca~ital Out~ut Ratio (ICOR) 

Define ICOR as the increase in a country's capital stock, over a 
period of years, divided by the increase in the country's 
productive capacity, expressed as output per year during the same 
period. Expressed in symbols: 

Public 

2,160.2 

13,490.0 

5.7 

41,944.4 

19.0 

Source: World Bank, "Parastatals in Tanzania, Towards a 
Reform Program, July 1988, p.19. 

- 

32.8 

2.8 

1.4 

25,782.0 

(i) ICOR = a, where d stands for "changew 
do K stands for capital 

0 stands for output 

Private 

3,009.0 

8,355.8 

2.9 

90,467.0 

31.2 
-- - - 

15.9 

23.8 

1.6 

16,248.1 

For example if during a 10 year period there is $ 5 billion of 
investment in a country and the increase 'in annual output, as 
measured by the Gross Domestic Output (GDP), is $ 1 billion, the 
ICOR is 5. 

The ICOR does not incorporate economic or technical changes that 



may be occurring in an economy. But empirically it is a very 
useful measure or tool for estimating, among other things, the 
amount of capital needed over time to achieve a given increase in 
productive capacity, or the change in productive capacity as a 
result of a change in investment. Both approaches are used in this 
analysis in order to estimate the impact, or achievements, that can 
be expected as a result of the FED policy reform program. 

Equation (i) above is normally expressed in terms of GDP because 
the ratios are generally available and doing so does not change the . 
value of the equation. Let I be substituted for dK in equation (i) 
above. Expressing (i) in terms of GDP, we have: 

(ii) ICCR = IfGDP 
dGDP/GDP 

If the effect upon GDP is lagged one year, equation (ii) can be 
made more operational by using values in the base or l1tw period for 
I and GDP and letting dGDP equal the difference and GDP in period 
"tU. Equation (ii) would then take the form: 

(iii) ICOR = ItiGDPt 
t+l (GDP - GDP) /GDPt 

t+l t 

and rearranging (iii) above yields: 

(iv) GDP = - It + GDP 
t+l ICOR t 

t+l 
where it is composed of the base case investment figure plus one of 
the two program investment figures shown in Table 5. All the 
program GDP values shown in Table 5 were calculated using the above 
equation. For example, the GDP value for 1994 under case lb of the 
program is calculated as follows: 

GDP = J31.9+.45 + 508.9 
t+l 3.1 - - 535.5 

Proaram Impact Estimates 

The FED program impact estimates are shown 5.n Table 5. Base data 
for GDP were estimates made by the Bureau of Statistics. There are 
no studies which give ICOR but a 1987 World Bank study on 
industrial sector reform show an average of 4.5 to be typical 
during the mid 1970s and early 1980s. These World Bank estimates 
were supplemented with Bureau of Statistics estimates to arrive at 
the base ICOR. With the adoption and implementation of economic 
restructuring policies (ERP) since 1986, the business environment 
has improved somewhat, so that the ICOR should be expected 'to fall. 
The amount of decrease'is not known, but it is not expected to be 



large. For purposes of this study, ERP policies implemented to- 
date are assumed to have improved investment efficiency resulting 
in a decrease of ICOR from 4.5 to 3.5, at which level it remains 
until the year 2005. It is expected that improvements in the 
private sector business environment due to the FED program would 
result in a decrease of the ICOR by about 11%. The FED program is 
evaluated at 2 different ICOR levels: 3.5, in order to measure the' 
effect of the increased FED investment and to obtain a minimum 
program change case and an ICOR of 3.1 which is assumed to be the . - 
most likely outcome of the FED policy changes. The behavior .of the 
beneficiaries receiving trust fund or venture capital assistance 
was assumed favorable with respect to investment. The SMEs were 
expected to consume a portion of thm!.~ business savings but as the 
environment for business improved ,iroplld consume less and invest 
more. A range of 30 to 66 percent. was selected as the overall 
business investment levels from business savings accruing from the 
FED program. 

The effect of FEDfs economy-wide increase in efficiency of 
investment coupled with governmentfs continued commitment'to speedy 
implementation of the on-going structural reforms should raise 
output (GDP) from its level qf $1.8 billion (Tshs. 486.4 bn) in 
1992 to over $3.3 billion (Tshs. 904 bn) by year 2005 or by more 
than 80% over the 14-year period (Case A, Table 5). When all spin 
off effects are considered for the entire period between 1992-2005 
with the. move of ICOR from 3.5 to 3.1, output as measured by GDP is 
even larger, to about $3.5 billion (Tshs. 955 bn) by year 2005 
(Case B, Table 5). The results are not sensitive to small changes 
in the ICOR. Thus, the FED policy program has a real potential for 
improving the overall economic performance of Tanzania and 
complement the on-going structural reforms. 

Em~lovment Growth as a Result of the FED Droaram 

In addition to having a large output impact on the economy, the FED 
policy-based program is expected to create jobs which should 
translate into better living standards by the majority of 
Tanzanians. To estimate the impact of the FED policy reform 
program on employment, the relationship between GDP growth and 
employment is established (Table 6). 

Between 1978 and 1988 the average annual increase in employment was 
202,000 with a GDP compound growth rate of 2.1 percent. This means 
for. every 1 percentage point GDP annual growth, employment 
increased on the average by about 96,190 a year. The analysis 
which follows assumes that this relationship will hold throughout 
the FED policy reform program. It is assumed that employment under 
the FED program would grow faster in part because of the more rapid 
GDP growth due to the increased investment in value-added 
activities and the greater investment productivity or efficiency 
resulting from the policy reform that improves both the business 
environment and the banking sector. 



The method used to calculate employment changes depicted in d able 
7 is as follows. Take for example Program Case lb. To obtain the 
change in employment in 1996 multiply the base employment per 1% 
GDP growth of 96,190 by the GDP growth rate for 1992-95 of 4.63. 
This should yield 445,350. This figure is then multiplied by the 
3 year period to arrive at the 1,333,190 figure. Total employment . 
for 1996 is simply the base employment of 10,730,000 plus the 
change of 445,350 which gives 12,963,190. The same calcuhtions 
are made for all FED program cases shown in Table 4. The change in 
employment due to the FED program is the difference between 
employment levels under the program and the base. For example, 
under Program Case 2C, total employment under the FED policy 
reforms in year 2005 is 15,422,140. If we subtract the base 
employment in year 2005 of l5,Ol5,2OO, we nrrive at the additional 
employment created by the FED program of 406,940 persons. 

Thus, from Table 7 ,  the FED policy based. program is expected to 
improve the employment situation in Tanzania by a minimum of 8720 
to an upper bound of 406,940 by the year 2005. 



ECONOMIC BENEFITS OF THE FED PROGRAM 

USAID\Tanzaniafs overa1,l program goal is to foster real economic 
growth and improved human welfare in Tanzania. The FED program 
would contribute to this goal by supporting the development of the 
financial sector infratructure which is seriously dilapidated and 
private sector business infrastructure. 
The benefits that are expected from the implementation of the FED 
policy reform program are a result of direct and indirect benefits 
of the individual policy reform measures and the additional 
combined effect of all the policy changes that create a more 
positive, private sector business climate. Some of the direct 
affects of the policy reforms are expected to result in a more 
efficient, competitive banking system and increased mobilization of 
private capital for new investment in value-added activities. 
Other, more indirect effects are the elimination of many of the 
bottlenecks associated with doing business, which are expected to 
increase business efficiency as businesses no longer will take 
time-consuming actions trying to avoid the rent seeking activities 
that are associated with bureaucratic bottlenecks. 

The quantification of benefits of the FED policy reforms is 
difficult and complex in part because of the large number of micro 
and macro ecoromic agents involved in the program. As such, the 
economic analysis discussed below provides a qualitative assessment 
of the benefits of the policy and institutional changes associated 
with the FED program. The conventional analysis included at the end 
of this section merely establishes an expected lower bound of the 
impact of the FED program and does not claim to be exhaustive in 
any way. The overall benefit of the FED program, however, is to 
assist Tanzania in building an enabling environment conducive .to , 

private sector growth, increased opportunities .for more jobs, 
higher per capita incomes and faster economic growth. 

It is anticipated that the foreign exchange funds provided to 
Tanzania by A.I.D. will be used by the private sector to procure 
equipment and supplies required to expand industrial and 
manufacturing output. What would be the value of those additional 
goods and services? In the absence of tariffs, import licensing, 
or foreign exchange administrative allocation and an external 
account which was in balance, it would be reasonable to assume that 
a dollar's worth of additional imports would be worth a dollar. 
This implies each dollar of FED disbursed will be worth at least 
a dollar to Tanzania, yielding a "bene'fit-cost ratio" at least 
equal to one, even prior to a deeper development impact analysis. 
The FED program, by assisting the Bank of Tanzania (BOT) to 
successfully assume its new role as a genuine central bank, and 
facilitate BOTfs goal of unifying and managing a market-based 
foreign exchange regime should improve economy-wide resource 
allocation and use. 



TABLE 1 : BAVINGS, INVESTMENT AND ECONOMIC GROWTH, 1982 ;88 
I I I 

Developing countries I 23.5 23.6 4.2 
I 

Country group 

Latin America ! 21.7 18.7 1.3 

South Asia I 19.2 22.8 I 5.6 - 

Savings 
ahare 

(% of GDP) 

Source: World Bank 

Investment 
share 

( %  of GDP) 

East Asia - - 
Industrial countries 

SSA 

Tanzania 

The link between investment, savings and economic growth is 
illustrated in Table 1. The FED program, by assisting Tanzania with 
foreign exchange, and its proper use through a unified system of 
no-administrative allocation, should augment domestic savings and 
its investment level. As indicated in Table 1, countries which 
invest more in their economy are expected to have a faster rate of 
economic growth (example, the Asian sub-continent). It is expected 
that the FED program will improve the investment climate backed by 
improved BOT capacity to manage the financial sector and increased 
USAID assistance resources, thus stepping up Tanzania's rate of 
economic growth. 

GDP growth 
, rate 

( %  Pea) 

2. gmort Growth Impact 

31.0 

20.0 

11.4 

7 . 7  

On both the dollar and local currency FED program assistance, 
the emphasis is on the improvement of value-added exports. 
This export expansion is essential if Tanzania is to accelerate its 
economic development. The FED program, by encouraging all expansion 
of private enterprises, regulatory reform, deepening of essential 
institutional infrastructure, and provision of enterprise support 
servises, should contribute to this objective. World Bank and other 
studies have shown that there .is a clear correlation between export 
expansion and economic growth (see Table 2). For example, between 
1965 and 1981, Sub-Saharan African countries (SSA) exports grew at 
3.8% annually, imports at nearly 7% a year and economic growth ran 
ahead of population expansion. During the latter period (1982-88), 
exports fell and import capacity declined by .almost 8% a year. As 
a result, economic growth was less than 1% per year--well behind 
the annual 3.2% rate of population increase. The fact that 
Tanzania's GDP declined less than the average for SSA during this 
period despite lar9e falls in bnth exports and imports is 

30.6 

20.0 

14.5 
- ,  

18.7 

8.8 

3.0 

0.9 

2.6 



attributed to the large increase in donor support. The experiences 
of South and East Asia and the Latin American countries does show 
that increased exports do translate into higher rates of economic 
growth if sustained. The FED program, by assisting Tanzania to put 
in place an enabling environment for enhanced export growth, should 
foster economic growth. 

TABLE 2: EXPORT8 AND ECONOMIC aROFTH 

Region 

Developing 
countries - 
Latin America 

South Asia 

East Asia 

SSA 

Tanzania 

1965-1981 1982-1988 
GDP Exports Imports GDP Exports Imports 

11 Source: World Bank 

3. Impact on the Business Environment 

Tanzania's business community is expected to benefit from the FED 
Business Services Center and the Social Action Trust Fund. The FED 
by providing direct assistance to enterprises seeking to solve 
specific technical, marketing, financial, or managerial problems 
should facilitate an impcovement in the enabling environment under 
which business takes place in Tanzania. The current number of 
beneficiaries are the registered 300,000 business firms and the 
many firms that operate in the informal sector. Key reforms that 
need addressing include: reducing the excessive role of ministries 
in approving business establishments; facilitating access to 
business finance; import facilitation; allocation of property; the 
establishment of a legal code governing business operations and 
improving the performance of the Investment Promotion Center (IPC). 

During the past 5 years an average of' 2000 businesses have been 
registered each year. The time needed to deal with unnecessary 
bureaucracy varies greatly from firm to firm. However, the average 
number of hours needed to establish a business ranges between 300 
and 600 hours (Semboja, 1990) .l The indirect policy reforms 

' ~ o s e ~ h  Semboja,  The  R o l e  o f  t h e  P r i v a t e  S e c t o r  i n  T a n z a n i a L  
Ray 1990. 



envisaged under the FED program through enhanced capacity df 
business associations, NGOs and the Investment Promotion center to 
csrry oat meaningful dialogue with the government are expected to 
reduce transaction costs by improving the business environment, 
implying large gains to all business starters. Furthet, by making 
renewal of business licenses autcrmatic the existing more than 

a 300,000 business firms would nave many hours of unnecessary 
bureaucratic delays. 

Through the FED local currency programing, it is expected that 
supported value-added activities will generate jobs and improve 
incomes of those beneficiaries. An ILO study 2completed in 1991 
shows that at least 300,000 persons in Tanzania enter the labor 
force each year. When added tn the existing unemployed, .the 
employment problem is acute. The situation is made worse by 
observed declining trends in formal sector employment. The number 
of jobs created per year dropped from 30,000 in the mid 1980s to 
only 9,500 in the late 1980s and early 1990s. Planned retrenchment 
in 1992 will affect at least 10% of the civil service employees, 
equivalent to almost 49,000 parsons. Thus, the role of the 
government sector in absorbing additions to the labor force will be 
marginal. T h i ~  ixt~plies that the new entrants into the labor force 
will have to be absorbed' in th5 rural sector, and the private 
sector. 

The ILO study projects that overall, productive employment in 
Tanzania in the 1990s will i~crcase by 2.2% per annum, while the 
labor force is projected to expand by 3.3%, providing a worsening 
of the employment situation. 

Given the forementioned blink scenario, the creation of jobs for 
the rapidly expanding labor force must be a central objective to 
the government of Tanzania. The FED program is a timely 
assistance, not only in terms of facilitating an enabling 
environment for businesses to create more jobs, but also in actual 
job creation by those benefiting from the local currency use. 

5 .  Jmpact on the Financial Sector 

An appropriate financial system is essential to Tanzania for 
several reasons. First, an efficient financial system can play a 
major role in expansion of domestic and foreign trade, stimulation 
of domestic savings and appropriate channeling of available 
resources to productive uses - functions essential to the 
increasingly market-oriented Tanzanian economy. Second, a system 
of appropriate financial institutions, instruments and markets 
enables economic agents to pool, price and trade the risks 

'ILO, T a n z a n i a :  M e c t i n a  t h e  Employment  C h a l l e n a e ,  M a r c h  1 9 9 1 .  



established through the FED program should be vital in protecting 
saver's money from serving the immediate interest of managers or of 
loan officers. 

7. The Relative Maunitudes o f  the Im~aot of  the FED Prouratq 

The quantification of the benefits of the FED policy reforms is 
difficult and complex in part because of the large number of micro 
and macro economic agents involved in the program and more so 
because many of the policy impacts are not easily quantifiable. 
However, the inclusion of the economic benefits below is intended 
to provide an expected lower bound of the impact of the FED 
program. The assumptions of the analysis: Constant ICOR value, 
constant labor productivity, marginal imports worth slightly loss 
than their market value, provide a lower bound scenario. If the 
FED program can be shown to have a positive impact under those 
assumptions, then the objective of tho FED policy - based 
assistance to improve Tanzania's income and employment prospects 
should have even a greater impact when increasing values of 
productivity and removal of the over-valuation of the shilling are 
made to obtain a value of marginal imports at least equal to the 
market price. The assumptions are explained briefly below. 

A. prosram Foreign Exchanse Benefits 

It is anticipated that the foreign exchange funds provided to 
Tanzania by A.I.D. will be used by the private sector to procure 
equipment and supplies required to expand industrial and 
manufacturing output. What would be the value of those additional 
goods and services? In the absence of tariffs, import licensing, 
or foreign exchange administrative allocation and an external 
account which was in balance, it would be reasonable to assume that 
a dollar's worth of additional imports would be worth close to a 
dollar. But given the constraints in Tanzania, marginal imports 
may be worth more (because of tariffs and non-tariff barriers such 
as corruption) or less (because of the overvalued exchange rate) 
than their market price. Overall, it is assumed in this analysis 
that margina1,imports financed by the additional FED dollars are 
worth close to their nominal market price. Ranges of 85 to 95% 
have been used in this analysis. 

Bankina Sector Cost Savinqs 

As stated in section IV, the major building blacks in the financial 
sector are already in place but a wide range of policy, regulatory 
or institutional environment need urgent reform. The FED policy 
reforns would put in place prudential regulations and practices in 
the banking sector, facilitate licensing of private banks; speed up 
access to foreign exchange retention accounts; provide the ground 
work for establishing a stock market and assist the central bank in 
the establishment of an interbank check-clearing mechanism. 
Assuming that the financial institutions will save 1% of their 
portfolio from loss that stem from flaws addressed by the FED 



reforms, these savings could range from $ 2 million to $ 3.5 
million per year. 

C. Business Cost Savinas 

Benefits under this category summarizes all the gains that will 
accrue to the estimated more than 300,000 business entities in 
Tanzania as a result of the several policy reforms that will reduce 
the cost of doing business. Key reforms include: reducing the 
excessive role of ministries in approving business establishments; 
facilitating access to business finance; import facilitation; 
allocation of property; the establishment of a legal code governing 
business operations and improving the performance of the Investment 
Promotion Center (IPC). 

During the past 5 years an average of 2000 businesses have been 
registered each year. The time needed to deal with unnecessary 
bureaucracy varies greatly from firm to firm. However, the average 
number of hours needed to establish a business ranges between 300 
and 600 hours. If we assume 2000 business entities will continued 
to be established each year and the opportunity cost of the 
entrepreneur (or his/her facilitators) is $ 1.00 per hour, this 
entails a potential cost savings of $ 300 to $ 600 per firm or $ 
0.6 to 1.2 million per year. Further, by making renewal of 
business licenses automatic the existing more than 300,000 business 
firms would save as much as 50 to 75 hours of unnecessary 
bureaucratic delays. With an opportunity cost of $1.00 per hour, 
this should translate into $15 to $20 million of cost savings per 
year. 

D. Benefits from increased efficiency of investment 

In addition to business cost savings that are expected as a result 
of the various FED policy changes, there is the expectation that 
output per dollar of new investment will rise. This should be 
expected if the funds made available through the venture capital 
window or the trust fund meet their intended goal. Supporting this 
expectation is the assumption that the FED policy reform program 
would eliminate the biases against small and medium enterprises 
(SMEs) and thereby ease entry from the informal to the formal 
sector. If the policy reforms have their intended effect and FED 
funds are channelled to value-added activities, it is expected that 
SMEs would grow at a faster rate than larger businesses, 
particularly parastatals; and. investment funds should be more 
efficiently utilized over time, creating a larger output and jobs. 
SMEs typically are more labor intensive and efficient than larger 
firms, especially parastatals. (See Table 3) 



associated with various economic activities which individual 
entrepreneurs may not wish to bear entirely - a key issue which 
will emerge with increasing economic diversification. Third, a 
well-developed financial system with adequate depth and range of 
financial instruments can over time help address the concern of 
Tanzania policy makers to more effectively conduct macroeconomic 
policy and adjust to internal and external shocks. 

In addition, the confidence of economic agents in the soundness of 
the financial system depends fundamentally on the existence of an 
effective regulatory and supervisory framework. Also, within the 
financial system, banks in particular hold a special position in 
the economy as creators of money, principal depositaries of 
financial savings, the principal allocators of credit and managers 
of the countryfs payments system. For this reason, the central 
bank (The Bank of Tanzania) plays an important role in ensuring 
effective regulation and supervision of the financial system, 
particularly banking institutions. The FED program, by assisting 
the Bank of Tanzania to credibly play its role as an independent 
central bank, has large pay-offs not only in terms of facilitating 
efficiency in the financial sector but also in stimulating economic 
growth through a better use of domestic and foreign economic 
resources. 

6. Second Round Economy-wide Benefits 

If the FED program is implemented as planned, all economic agents 
in Tanzania could eventually be able to make sound investment 
decisions in response to undistorted market signals. This has 
important implications in terms oE increased productivity and 
sustaining Tanzaniafs growth prospects. Empirical studies show 
that less than half the growth in output can be attributed to 
increases in labor and capital; higher productivity explain much of 
the rest. Equally important, is the fostering of private sector 
capabilities. As the FED program gets underway, there should be a 
release of private sector energies and encouragement of initiative 
at every level. At the grassroots level this means village and 
ward associations; at the intermediate level, various local non- 
government organizations and at the national level, chambers of 
commerce and 'industry, trade associations, NGOts, professional 
associations, and the like. Eventually, the awareness created 
through the FED program should translate into greater self-reliance 
in terms of more prudent economic policy analysis and economic 
restructuring reform implementation. 

Another important second round impact is the possibility of curbing 
corruption through the facilitation of a more open, market driven 
economy. If the FED program is implemented as planned, corruption 
may be countered by the elimination of unnecessary controls, which 
reduces the scope for "rent-seekingtt, transparent procurement 
procedures, scrupulous and prompt accounting. This is particularly 
important in the FED banking support because experience shows that 
bank failures often results not from incompetent management, but 
from fraud. Consequently, appropriate supervisory measures being 



TABLE 3: TANZANIA INDICATORS OF PERFORMANCE PUBLIC AND . 
PRIVATE INDUSTRIAL FIRMS, 

1975 - 79 

I Public 

As the FED policy changes take effect, a shift in the way Tanzania 
conducts.business would be expected to occur and investment would 
be made in more efficient economic activities which should lead to 
a fall in the incremental capital output ratio (ICOR) (See more 
details below). Assuming only a 5% fall in the ICOR, this could 
translate into an increase in GDP of about a quarter of a 
percentage point or $7.5 million per year. 

Labor co&'.ier Emphf&e*+~-;rusrrc * - . 13,490.0: ,+8,- 
, . . " " .. . - ... .. .- 

Labor co&'fW&r -M~I&&s i t.. ; ?. 7 :.T-. ,. , xi :. 3 . 2  i - 248 
' .# > . ,  > : *  

' 

a " ' '2 './ .so Output-La~or Raeid +(aI& % :,'- ,'i .-: -1. ,944:4. 1 
I I .  

Labor Cost/Total Cost (%) I 32.8 1 15.9 11 
1 

Capital-Labor Ratio 1 2.8 1 23.8 11 
Output-Capital Ratio 1 1.4 1.6 11 
Capital per Unit (at 1000 per unit) 1 25,782.0 1 16,248.lJ) 

i 

Source: World Bank, "Parastatals in Tanzania, Towards a . 
Reform Program, July 1988, p.19. 

The Incremental Capital Output Ratio (ICORL 

Define ICOR as the increase in a country's capital stock, over a 
period of years, divided by the increase in the countryts 
productive capacity, expressed as output per year during the same 
period. Expressed in symbols: 

(i) ICOR = a, where d stands for "changew 
do K stands for capital 

0 stands for output 

For example if during a 10 year period there is $ 5 billion of 
investment in a country and the increase in annual output, as 
measured by the Gross ~omestic Output (GDP), is $ 1 billion, the 
ICOR is 5. 

The ICOR does not incorporate economic or technical changes that 
may be occurring in an economy. But empirically it is a very 
useful measure or tool for estimating, among other things, the 
amount of capital needed over time to achieve a given increase in 
productive capacity, or the change in productive capacity as a 



result of a change in investment. Both approaches are used in this 
analysis in order to estimate the impact, or achievements, that can 
be expected as a result of the FED policy reform program. 

Equation (i) above is normally expressed in terms of 'GDP because 
the ratios are generally available and doing so does not change the 
value of the equation. Let I be substituted for dK in equation (i) 
above. Expressing (i) in terms of GDP, we have: 

b 

(ii) ICOR = I/GDP 
dGDP/GDP 

If the effect upon GDP is lagged one year, equation (ii) can be 
made more operational by using values in the base or litti period for 
I and GDP and letting dGDP equal the difference and GDP in period 
fitm. Equation (ii) would then take the form: 

(iii) ICOR = It/GDPt 
t+l (GDP - GDP) /GDPt 

t+l t 

and rearranging (iii) above yields: 

(iv) GDP = - It + GDP 
t+l ICOR t 

t+l 
where it is composed of the base case investment .figure plus one of 
the two program investment figures shown in Table 5. All the 
program GDP values shown in Table 5 were calculated using the above' 
equation. For example, the GDP value for 1994 under case lb of the 
program is calculated as follows: 

GDP = 81.9+.45 + 508.9 
t+l 3.1 - - 535.5 

proaram Imaact Estimates 

The FED program impact estimates are shown in Table 5. Base 
data for GDP were estimates made by the Bureau of Statistics. 
There are no studies which give ICOR but a 1987 World Bank study on 
industrial sector reform show an average of 4.5 to be typical 
during the mid 1970s and early 1980s. These World Bank estimates 
were supplemented with Bureau of Statistics estimates to arrive at 
the base ICOR. With the adoption and implementation of economic 
restructuring policies (ERP) since 1986, the business environment' 
has improved somewhat, so that the ICOR should be expected to fall, 
The amount of decrease is not known, but it is not expected to be 
large. For purposes of this study, ERP policies implemented to- 
date are assumed to have improved investment efficiency resulting 
in a decrease of ICOR from 4.5 to 3.5, at which level it remains 
until the year 2005. It is expected that improvements in the 
private sector business environment due to the FED program would 
result in a decrease of the ICOR by about 11%. The FED program is 



evaluated at 2 different ICOR levels: 3.5, in order to measure the 
effect of the increased FED investment and to obtain a minimum 
program change case and an ICOR of 3.1 which is assumed to be the 
most likely outcome of the FED policy changes. The behavior of the 
beneficiaries receiving trust fund or venture capital assistance 
was assumed favorable with respect to investment. The SMEs were 
expected to consume a portion of their business savings but as the 
environment for business improved would consume less and invest 
more. A range of 30 to 60 percent was selected as the overall 
business investment levels from business savings accruing from the 
FED program. 

The effect of FED'S economy-wide increase in efficiency of 
investment coupled with government's continued commitment to sp,?edy 
implementation of the on-going structural reforms should raise 
output (GDP) from its level of $1.8 billion (Tshs. 486.4 bn) in 
1992 to over $3.3 billion (Tshs. 904 bn) by year 2005 or by more 
than 80% over the 14-year period (Case A, Table 5). When all spin 
off effects are considered for the entire period between 1992-2005 
with the move of ICOR from 3.5 to 3.1, output as measured by GDP is 
even larger, to about $3.5 billion (Tshs. 955 bn) by year 2005 
(Case B, Table 5). The results are not sensitive to small changes 
in t h ~  ICOR. Thus, the FED policy program has a real potential for 
improving the overall economic performance of Tanzania and 
complement the on-going structural reforms. 

Em~lovment Growth as a Result of the FED Proaram 

In addition to having a large output impact on the economy, the FED 
policy-based program is expected to create jobs which should 
translate into better living standards by the majority of 
Tanzanians. To estimate the impact of the FED policy reform 
program on employment, the relationship between GDP growth and 
employment is established (Table 6). 

Between 1978 and 1988 the average annual increase in employment was 
202,000 with a GDP compound growth rate of 2.1 percent. This means 
for every 1 percentage point GDP annual growth, employment 
increased on 'the average by about 96,190 a year. The analysis 
which follows assumes that this relationship will hold throughout 
the FED policy reform program. It is assumed that employment under 
the FED program would grow faster in part because of the more. rapid 
GDP growth due to the increased investment in value-added 
activities and the greater investment productivity or efficiency 
resulting from the policy reform that improves both the business 
environment and the banking sector. 

The method used to calculate employment changes depicted in Table 
7 is as follows. Take for example Program Case lb. To obtain the 
change in employment in 1996 multiply the base employment per 1% 
GDP growth of 96,190 by the GDP growth rate for 1992-95 of 4.63. 
This should yield 445,350. This figure is then multiplied by the 
3 year period to arrive at the 1,333,190 figure. Total employment 
for 1996 is simply the base employment of 10,730,000 plus the 



change of 445,350 which gives 12,063,190. The same calculations 
are made for all FED program cases shown in Table 4. The change in 
employment due to the FED program is the difference between 
employment levels under the program and the base. For example, 
under Program Case 2C, total employment under the* FED policy 
reforms in year 2005 is 15,422,140. If we subtract the base 
employment in year 2005 of 15,015,200, we arrive at the additional 
employment created by the FED program of 406,940 persons. 

Thus, from Table 7, the FED policy based ,program is expected to 
improve the employment situation in Tanzania by a minimum of 8720 
to an upper bound of 406,940 by the year 2005. 
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-able 5: Program lW&t Estimates and Base Case GDP Growth 

Bass Case Assumptions and R a u h  

@illions of Tshs.) 

iDP al F a o r  Costs 
tvestment 

iW at Fscior Costs 
:OR 
wstment 

:ASE A: ICOR 

a Prog. investment 0.30 GWla 
b. Pmg. Investment 0.45 GWlb 
c Pmg. lnvestmenl 0.60 GWlc 

:ASE 0: ICOR 

a Pmg. Invemfant 0.30 GDP2a 
b. Pffig. Investmenl 0.45 GDPZb 
c. Pmg. Investmenl 0.60 GDP2c 
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Source: World Bank. Re~or t  No. 9352-TA 
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Institutional Analysis 

I. Introduction 

This institutional analysis addresses the following aspects of the FED 
program: (a) considerations underlying the Business Services Center 
concept, (b) considerations underlying the choice of in-country 
training venues, and (c) the organizational structure, training and 
technical assistance requirements of the Bank of Tanzania. 

XI. Business Services Center 

A. Overview 

Tanzania is in the midst of a transition from a state-dominated, 
inefficient command economy to an open, diversified market. While . 
since 1986, major policy reforms undertaken by the Government of 
Tanzania (GOT) have significantly improved the operating environment 
for private firms, the Tanzanian business community today is relatively 
small, underdeveloped and plagued by internal divisiveness. Private 
economic activity is largely confined to commerce and trading, with a 
handful of large holding companies engaged in industry and agriculture, 
and an.emerging cross-sectoral cadre of small and medium-scale 
enterprises (SHES) that are seeking to establish a foothold in the 
market. The dominance of inefficient parastatal organizations in the 
productive sector, coupled with the inherent disincentives that 
accompany state-controlled marketing systems in the agricultural 
sector, have discouraged the development of new businesses. In 
addition, a strong cultural bias against profit making and individual 
enterprise has led many of the best educated and most promising members 
of this generation to pursue other vocations or leave the country 
entirely. 

In this context, the task that is before USAID/Tanzania in launching 
the FED program is formidable. The parastatal structure is being 
dismantled at a quickening pace, and it is uncertain what firms and 
individuals will be equipped to fill the vacuum. There is considerable 
concern among the indigenous population that present reforms will work 
primarily to the advantage of the Asian community, whose enterprises 
now dominate the private sector, heightening tensions and further 
marginalizing smaller businesses. At the same time, established 
business institutions are plagued by persistent infighting, heavy 
politicking, and are generally in disarray. .There are few instances of 



cooperation between these associations, and little if any effort has 
been directed toward developing a consensus on how best to support' 
business development, from either a market or policy perspective. 

In order to obtain an up-to-date understanding of the neede of the 
Tanzanian business community, numerous interviews have been conducted 
with local business leaders, private sector representatives. These 
discussions have revealed that there are, in fact, areas of agreement 
on problems and needs that cross racial and sectoral boundaries, and 
that are uninfluenced by the size of the firm or the particular focus 
of the business association. 

While marked differences remain in individual perceptions of the 
optimal and just means to capitalize on the current changes in the 
market environment, there ie broad awareness of the need to cooperate 
and collaborate in developing the business community as a whole, if the 
national economy is to truly benefit. Key findings of the 
investigations and analyses are presented below. 

B. Business Associations 

There is no shortage of business and industry organizations in Tanzania 
today. In Dar es Salaam alone, t h e ~ e  are dozens of separate business 
associations, chambers of commerce, professional and trade 
organizations. However, there is no single institution that clearly 
predominates, or which, by virtue of the size and breadth of its 
membership, and/or its demonstrated leadership capabilities, has the 
authority to represent the Tanzanian private sector as a whole. The 
end result is complicated and conflictive inter-relations which have 
weakened the service delivery of some organizations, led to the 
frustration of their memberships, and resulted in the formation of 
entirely new groups. 

Nevertheless, if such obstacles can be overcome, there is a significant 
amount of talent and energy to be tapped by the BSC through linkages to 
these associations. Current changes in the business climate are 
renewing interest on the part of members and donor agencies in 
supporting cooperative action to promote business development. The 
data presented below are drawn primarily from interviews with 
executives of the principal organizations contacted, 

1. Dar es Salaam Chamber of Commerce (DCC) 

The Dar es Salaam Chamber of Commerce was established in Tanzania in 
1919, and is considered by its'leadership to be the "flagship" business 
organization. It has over 300 members, is cross-sectoral, and includes 
public, Asian, and indigenous firms among its membership, most of which 



is based in Dar es Salaam or its immediate environs. Up until 1986, 
the DCC had functioned only on the most rudimentary level, inhibited by 
the policy climate as well as financial constraints. 

Today the DCC is trying to rebuild, but operates with limited 
facilities, and ill-equipped support staff. Its income is derived from 
minimal annual dues (Teh 6,00O/member), charges to members for 
preparation of documentation for Certificates of Origin, and occasional 
rental of its conference room. Accurding to the Executive Director, 
the DCC also assists it6 members in nales and eourcing, eerves ae an 
intermediary in business'licensing procedures, and handles routine 
enquiries -- all at no charge. Although it has approached various 
donors for funding, it is not presently receiving any external support. 
Key areae where improvements are desired include funding for higher 
staff ealaries and training, computerization/office e'quipnent, and 
preparation of promotional literature, among others. The DCC hao 
already approached USAID/Tanzania for sponsorship of a quite detailed 
program to assist the Chamber and ts Members, aany aspects of which 
will instead be addressed through the BSC! directly, once it is 
operational. 

Apart from this broad, institutional development assistance which the 
DCC has been seeking, the needs of the DCC membership were summarized 
as follows: 

- training in basic business skills; 
- business advisory services; 
- retraining of former public enterprise employees; 
- promotion of joint ventures with foreign enterprises; and, 
- external promotionltrade fairs. 

The 3CC is supportive of the concept of the BSC and sees the need for 
both the technical and policy elements it entails. Nevertheless, the 
Executive Director expressed skepticism over the willingness of the 
various business associations to interact in a cooperative manner 
without substantial encouragement. 

2. Tanzania Chamber of Commerce, Industry, and Agriculture 
(TCCIA) 

The TCCIA was established with the objective of serving as a national 
umbrella organization for all private sector firms and municipal 
chambers of commerce throughout Tanzania. In its formative stages, it 
enjoyed substantial government support and was intended to facilitate 
public/private sector dialoguo, as well as, general business 
development. 



Established in 1908, the TCCIA has 700 members today and is one of the 
' 

largest business associations in the country. However, many of its' 
n~embers are inactive, many leading businesses are not represented, and 
the institution itself is in a state of rebuilding. The emphasis the 
institution has publicly placed on support to the indigenous private 
sector has unde~rmined its credibility with some Asian-owned bueinesses, 
and belies its avowed interest in serving as a voice for the business 
community as a whole. Political clashes with the DCC and within its 
own leadership have plagued the organization since its eetabliahment, 
and reached crinis proportions over the last year. 

Notwithstanding these difficultie~~the TCCIA has recently become the 
recipient of a United Nations Development Programme (UNDP) grant 
(USS760,OOO) that is intended to support institution building and 
enhance its service capabilities. A UNDP resident advieor has been 
placed in the office, with an 18- month.term that will expire in June 
1993. UNDP funding will also cover the addition of three professional 
staff members: the National Coordinator; Research and Information 
Officer; and, a Computer Programmer. In addition to the formidable . 
task of institution building, the principal technical objective .of the 
UNDP over the next year is to develop the TCCIA as a business 
in£ ormat ion center, which will provide members access to published and 
electronic market and trade information, data bases, inventories of 
local businesses and their capabilities, etc. Eight regional branches 
of the library will also be set up under the project. 

The UNDP Advisor raised the possibility that using the TCCIA 
information center as a resource branch of the BSC might be a 
particularly appropriate means of linkage and cooperation. Other 
representative areas where technical support to members were identified 
as follows: 

- basic business traininglbusiness advisory services; - assistance in the preparation of market and feasibility 
studies; 

- assistance in promotionltrade fairs and displays; 
- information on exporting; 
- policy advocacy; and, - workshops on business regulations and procedures. 

The realization of the relatively ambitious plans of the TCCIA will . 
rest both upon the abilities of its advisor and the new professional 
staff, and the successful resolution of internal and external conflicts 
that confront its leadership. While it is receiving substantial 
financial support, its implementation capabilities within this context 
remain in doubt. 



3. Confederation of Tanzanian Industries (CTI) 

The formation of the CTI is the newest development among Tanzanian ' 
business associations. Established only 10 months ago, CTI's 
membership is small but highly influential, formed as a splinter group 
from the.TCCIA due to intractable disagreements with it6 leadership. 
Despite its brief history, the CTI is already perceived as a powerful 
institution, and has established itself as a vocal and public presence 
among the private sector and the GOT. Its membership ie lee8 than 200 
persons, principally based in Dar es Salaam, and includes paraatatal 
executives as well as private businesses. 

The CTI is in the process of obtaining offices and an Adminietrative 
Manager, its first full-time staff member, has juet been hired. Plans 
are to have an Executive Director and an adminietrative structure in 
place within three months, and the organization fully operational by 
year-end. 

The principal objective of the CTI, according to it8 chairman, is to 
work to create a favorable environment for business in Tanzania. 
Emphasis will be placed on policy analysis, policy dialogue, and the 
development of consensus positions from which to address the GOT on key 
issues. The CTI would welcome the opportunity to work with the BSC in 
the identification and analysis of policy issues that presently 
constrain business development in Tanzania, and views this as a 
critical service to be provided by the Center. 

4. Association of Tanzanian Employers (ATE) 

The ATE is a cross-sectoral business association with an estimated 700 
members. Any employer is eligible to join, including parastatals. 
Formed in 1960 as a means to advocate business interests before the GOT 
and the labor union, the organization grew rapidly at first, fueled by 
widespread participation from the Asian business community. Following 
the Arusha declaration and the closing or nationalization of many 
private businesses, its influence declined. Since 1975, however, both 
the membership base and capabilities of the ATE have been substantially 
strengthened, and it has taken a more active role in worker/management 
negotiations and facilitating improvements in labor relations. 

' 

Financing for ATE" operations is drawn from members dues -- on a 
sliding scale ranging from Tsh 10,000 for firms with 1-50 employees, to 
Tsh 45,000 for firms with over 1,000'workers -- and external funding. 
An estimated 40 percent of its operating expenses are covered by a 
grant from the Friedrich Naumann Foundation, which also collaborates 
with the ATE in the sponsorship of workshops and conferences. 



0 The ATE has three professional staff members and, like other business 
groups, currently views policy advocacy as a key concern that it is 
seeking to address. The BSC's involvement in this area would be 
particularly welcome, especially to the extent that it would provide 
the opportunity for local analysts to collaborate with foreign 
technical experts. Another principal area of concentration for the BSC 
from the perspective of the ATE should be training in profeesional 
services, as Tanzania suffers from a ehortage of engineers, financial 
analysts, and business managers. 

In terms of the SME eector, the ATE sees the need for the BSC to engage 
in efforts to make family-owned enterprises aware of 'the opportunities 
presented by new business practices and the introduction of outside 

w 
expertise, a viewpoint that was echoed by the Investment Promotion 
Centre (IPC). A resistance among these emaller firms, both Asian and 
indigenous, to professionalize their operations ie a primary obetacle 
to their success and growth. In this light, the ATE emphasized the 
importance of undertaking efforts toward general consciousness raieing 
early in the implementation of the BSC's activities, if the broadest 
spectrum of firms are to avail themselves of the program. 

5. Other Associations and Organizations 

In addition to the four organizations described above, there are many 
other business associations that should be considered as potential 
beneficiaries of the BSC's services. The Dar es Salaam Merchants 
Chamber, for example, is one of the most active and cohesive local 
associations. Its membership is comprised of Asian businesses, and 
although it is small, it includes some of the country's most 
influential businesses. Likewise, the Tanganyika Farmers Association 
(TFA), established in 1935, has a broad membership (over 4,000), and is 
based in Arusha with branches in Dar es Salaam, Dodoma, Iringa, Mbeya, 
Moshi, and Njombe. In recent years, the TFA has been particularly 
ambitious, with activities ranging from bulk purchasing and marketing 
services, to agricultural extension, to publications and seminars. At 
present, the TFA is perceived as an organization targeted to larger 
firms, but is providing services that would be equally, if not more 
beneficial to SMEs, and is actively endeavoring to extend its 
membership to include smaller scale farming operations. 

There are two organizations, the Association of Tanzanian consultants 
(ATC) and the Tanzanian Professional Association (TPA), that have ,been 
established with donor funding to support and enhance the capabilities 
of the Tanzanian service sector. Formed two years ago, the ATC has 
been a vocal proponent of upgrading the local skill base to address 
technical needs that are now being met by foreign experts. In 1992 it 
received funding from the GTZ, the German development assistance 



agency, and is in the process of establishing an adminiatrativrr base. 
The ATC appears to hold the potential to serve as a clearinghouse for 
identifying local sources of short-term technical assistance to the 
BSC. The TPA ia iteelf a grouping of 22 profeesional organizr,tions, 
which has received UNDP assistance toward establishing a Tanz,imian 
Professional Center. 

The Tanzanian Business and Professional Women's Association (TBPWA) is 
another relatively new organization, formed in 1989, with a membership 
of some 60 women at that time, it has grown to include eome 455 members 
and five branches. The objective of the Association is to identify and 
overcome constraints on women in business, and it hae among ite members 
a broad cross- section of entrepreneurs in terms of the eize and 
sectors represented. Women's involvement in bueinese development has 
been largely confined to the informal sector. Given the particularly 
formidable obstacles that face businesswomen with regard to 
establishing credibility and gaining access to financing, the 
Association would appear to also be a likely target for the BSC's 
services. 

C. Entrepreneurs/New Business Development 

One of the activities of the BSC will be to assist in new business 
development. The capabilities of Tanzanian entrepreneurs who are 
seeking to establish a new business venture vary greatly. For 
individuals with extensive business experience, the steps involved may 
appear.relatively straightforward -- conduct a feasibility assessment, 
develop a business plan, identify sources of financing, etc. For 
newcomers, or firms that are currently operating in the informal 
sector, the task at hand will be much more formidable. 

Specific entrepreneurial needs that have been identified include: ' 

- understanding' the realities of establishing and running a 
business; 

- preparation of feasibility studies and business plans; - identifying and evaluating potential sources of finance; 
- guidance in interacting with financial institutions; - guidelines to business registration and regulation 

procedures; 
- site selection/facilities development; and, 
- apprenticeship programs. 

It is clear from the investigations that substantial amounts of 
technical assistance and training could be demanded of the BSC in the 
area of entrepreneurial development alone. However, the objective of 
the Center is to serve a broad range of clients, through the provision 



of a spectrum of services to the business community at large. 
Moreover, many of the individuals who have entrepreneurial aspirations, 
may be more appropriately provided information and training in basic 
b u s i n e ~ ~  principles before they actually embark on establishing a new 
business. An informational campaign has therefore been included in the 
BSC project design which will fill this need. 

D. Operating Businesses 

The discussions with Tanzanian business associations (summarized in 
Section B) elicited considerable information regarding the needs of 
their respective constituencies that could be addressed by the BSC. In 
addition, the following topics were highlighted ae areas of particular 
interest in the interviews with local firms, service providers, and 
members of the donor cownunity. 

1. Small and Medium Enterprises 

Depending on the age and experience base of the firm, the needs of SHES 
may be similar to those of start-up efforts outlined above. However-, 
investigations revealed particular weaknesses in the Tanzanian SME 
sector in the areas of accounting and financial management; strategic 
planning; market development; and facilities management and 
maintenance. Personnel management and worker training are also given 
inadequate attention by many small businesses. (Several individuals 
noted that in times of economic cutbacks, worker training was the first 
line item to be cut from the operating budget.) In addition, to a much 
greater extent than their larger counterparts, smaller firms in 
Tanzania suffer from a lack of understanding of, and difficulties in 
complying with, government licensing and reporting requirements and 
other regulatory procedures. 

In general, a large degree of commonality was indicated vis a vis the 
needs of small and medium enterprises operating in Tanzania today. It 
is clear that there is a shortage of information and resulting lack of 
familiarity with basic business practices, as well as, a need for 
assistance in financial and strategic planning that is cross-sectoral 
and applies to both indigenous and Asian enterprises. The principal 
dividing line is rather that which separates the "legitimate" SHES from 
their informal sector counterparts, who will need targeted assistance 
if they are to meet the regulatory requirements associated with 
business formation and lawful operations. 

2. Established Firms 

As has been discussed extensively in recent economic analyses of 
Tanzania, despite the restrictive regulatory and policy climate that 



has constrained business development in general, there are a number of 
established businesses that have been able to maintain and, to a ' 

varying extent, diversify and expand their operations. Large firms in 
Tanzania are principally traders -- importere, retailers, and exporters 
of goods -- generally taking the form of holding companiee with 
numerous subsidiaries. This commercial eector is dominated by the 
Asian business community. The prominent indigenoue firme that have 
been established are, for the most part, less diversified in their 
activities. 

Within this context, investigations revealed the need for the BSC to' 
assist these established firms to take a more active role in the 
productive sector, by establishing or expanding their operations in 
light manufacturing, resource-based processing, and other value-added 
activities. Constraints to euch growth expressed by busiaesees 
interviewed focused on three areas: 

(i) difficulties in obtaining professional personnel, 
particularly in financial and strategic planning, and the 
need for technical training and skill development; . 

(ii) the need for technical assistance in plant outfitting, 
production techniques, and equipment maintenance; and, 

(iii) limited access to market/demand information, particularly 
with regard to international quality standards; product 
enhancement and diversification; and guidelines for tapping 
the export market. 

The further development of larger private firms in Tanzania will be a 
key element in the country's economic growth. The performance of these 
firms will he particularly important within the context of the 
privatization of the parastatal sector, and the resulting vacuum that 
must be addressed. Expansion and diversification will also open up new 
employment opportunities for Tanzanian workers in the agricultural, 
industrial, and services sectors, that are sorely needed. Finally, 
technical assistance to established enterprises in such areas as 
quality control can serve as a catalyst for the entry of Tanzania into 
the export market in non-traditional goods. While the country has made 
recent advances in this area, especially in non-traditional agriculture 
exports, there is substantial room for growth. 

E. General Public/Labor Force 

One final element that was identified as a potential area.of attention 
for the BSC was the need for broad-based information dissemination and 
"consciousness raising" for the general public in Tanzania. The legacy 



of socialism includes a prevailing mistrust or disdain for the private . 
sector among the population as a whole, and there is a need for general . ' 

publications, workshops, and other mechanisms to increase awareness of 
the positive contributions of private' enterprise, especially within the 
context of the ongoing policy reforms. As noted above, there is also 
demand for information on basic business practices that can be 
distributed to individuals interested in the opportunities presented by 
the new business environment. 

On a different level, there exists a need for targeted worker training 
that will be addressed in.large part through the aseistance provided to 
operating businesses. For unemployed individuals, or pereons just 
entering the work force, vocational training through eetablished 
institutions can potentially be linked to the BSC. In the case of 
former managers of public enterprises, the task may be quite different, 
to re-orient and re-package existing skills so that they can be 
successfully channeled into profit making, market-responsive business 
operations. 

The principal institutional options considered are described below, as 
a context for evaluating the rationale of the organizational structure 
pro?osed. 

1. Business Associations 

With regard to the capabilities of leading business associations, it is 
clear from the above analysis that no one institution can truly claim 
to include and represent the interests of the Tanzanian private sector 
as a whole. Moreover, several of the institutions contacted lack the 
administrative capacity to add on such an ambitious portfolio; several 
were not interested in hosting the project; and others were plagued by 
inter- and intra-organizational dissension which would make the 
channeling of FED activities through them (i.e., establishing a BSC 
"unit") problematic at best. 

Other factors argue against placing the BSC within an established 
association: by singling out one group over another, USAID/Tanzania 
might contribute to, rather than reduce, the tensions that already 
exist. From another perspective, establishing the BSC within one 
association runs the risk of alienating the membership of other groups; 
and therefore reaching only a segment of the private sector community. 
For all of these reasons, it was determined that the BSC should not be 
developed as a operating arm or division of an established business 
association. 



2. Investment Promotion Centre 

The design team also evaluated the prospect of using the IPC as the 
operational base for the BSC. However, as with the business 
associations, several shortcomings to this approach were also 
identified: 

- the, as yet, unproven track record of the IPC's ability to 
perform the critical services with which it is already 
charged; 

- the IPC's need for additional time to absorb the technical 

resources and guidance that it is already receiving, and to 
develop and train its staff; 

- a perception among many members of the private sector that 
a government entity is not the place to locate a Project 
which is dedicated to responding to private sector needs, a 
viewpoint that is shared by the IPC's director. 

Given these considerations, placement of the BSC within the IPC is also 
not recommended. 

3. Selection of a Local Firm 

Finally, the alternative of establishing the BSC as an independent, 
project unit within an existing firm was also examined. Interviews 
were conducted with various local consulting and business services 
groups, including the parastatal TISCO (Tanzania Industrial Studies and 
Consulting Organization). Project investigations indicate that there 
at least four or five such businesses with the professional an6 
administrative capabilities to support the activities of the BSC. 
While perhaps justifiable from a pragmatic perspective, this option 
would place USAID/Tanzania in the essentially untenable position of 
pre-selecting a private firm to administer the BSC, to the detriment of 
its competitors, and was therefore also discarded as an alternative. 

4. Rationale for Organizational Structure Proposed 

After careful evaluation of each of these alternatives, it has been 
determined that the optimal approach is for USAIDjTanzania to enter . 
into an institutional contract with a firm or consortium that will bear 
full responsibility for establishing the BSC. This institutional 
contractor must include both a U.S. firm and a Tanzanian counterpart 
organizac b 1011. ' 



The U.S. firm will either form a joint venture or subcontract agreement 
with a local firm or institution to undertake the project. While the 
FED project will provide financing for project-specific activities and 
expenses associated with the BSC, it will be the responsibility of the 
institutional contractor to establish the office and administrative 
capability to operate the project, working through the Tanzanian 
counterpart organization. 

This approach has several advantages: 

- It avoids the pitfalls associated with pre-selection 
byUSAID/Tanzania of an institutional base, which might lead 
to perceptions of partisanship or the marginalization of 
other interested groups. 

- It frees the business associations, coneulting groups, or 
other service providers, to form alliances with U.S. 
bidders, should they choose to do so, while neverthelesi 
ensuring that each will be able and encouraged to supply or 
receive services offered by the BSC, once it is 
operational. 

- It avoids the creation of an entirely new entity. This is 

not an "institution building" initiative, which is both a 
difficult and costly task. Instead, the BSC is a service 
mechanism, and as such will have a finite life span, 
terminating at the end of the FZD Project. 

- As designed, the Center will not be formally affiliated 

with any one business association or organization in 
Tanzania, but will work with all interested parties. 

For institutional, technical, and political reasons, running the Center 
directly through a private contractor, will best achieve the FED 
program objectives. The BSC will possess the autonomy and objectivity 
that is critical to its effectiveness in providing services to the 
Tanzanian private sector. At the same time, by uniting U.S. and 
Tanzanian firms/organizations, the BSC will contribute to the 
development af local technical assistance capabilities as well as 
project management experience, and provide opportunities for the 
increased involvement of local professionals in business development 
efforts. As outlined in Section C below, this objective will also be 
supported by encouraging the provision of short-term technical 
assistance by other Tanzanian firms, based upon their capabilities to 
mee.t the needs of the Project, as it develops. 

G. Role of the Institutional Contractor 



1. Overview 

A competitively selected U.S. contractor, in collaboration with a 
Tanzanian counterpart, will bear primary responsibility for design, 
implementation, and management of the BSC. The Contractor will provide 
both long- and short-term technical assistance in eupport of project 
activities, and will identify and coordinate Project eupport that is 
available from other sources. 

Given the complexity of the activities to be conducted by the BSC, as 
well as the need for coordination of it6 efforts with related 
ProjectlProgram activities, it is recommended that four to eix 
full-time staff members will be required to eerve as Long-Term Adviaors 
(LTAs) to meet the Project's objectives. Key personnel will include a 
Chief of Party (COP) and the Project Coordinator (PC), both of whom 
will be resident in Tanzania throughout the life of project 
(LOP). They will be supported by up to four full-time Resident 
Technical Specialists (RTS), in such areas as training, business 
management/ finance, agribusiness, and light manufacturing. In 
addition, it is proposed that a staff market specialist be included 
who would be charged with encouraging U.S. sourcing of rnerchandiee 
under the Import Financing Facility, which is to be established under 
the FED Project. The technicians can be phased in, over time. 
Optimally, the successful U.S./Tanzanian consortium will have 
identified highly qualified individuals either from within their own 
staffs or affiliates, to join the BSC staff. 

The BSC will be based in the contractor's offices in Dar es Salaam. 
The central location; availability of infrastructure, business, and 
support services; size of the businesses community; as well as, 
proximity to the GOT and USAID/Taazania offices, make the capital city , 

the logical location for the Center. Throughout the execution of the 
work program, the LTAs will travel across the country, providing 
technical assistance and working with business associations and support 
organizations identified iii regional population centers. In this 
manner, ongoing communication and frequent personal contact will be 
maintained with the associations, who will not only collaborate in the 
determination of the work program, but will serve as clearinghouses for 
potential beneficiaries and suppliers of BSC services. 

The contractor will make use of the services of four types of technical 
assistance providers in the implementation of the BSC: (i) the Chief 
of Party and Project Coordinator, who will define the program 
activities and provide ongoing 'technical guidance and support; (ii) 
In-Country Technical Specialists, who will provided targeted support 
for project activities; (iii) Short-Term Technical Advisors (STTAs), 



both drawn from the core contracting team, as wall as, other foreign 
and local sources, as needed; and (iv).complementary organizational and 
institutional resources and programs, planned or already in place in 
the country or in the region. 

Whenever possible, local expertise -- trainers/educators, technicians, 
policy analysts -- will be utilized by the BSC. One of the principal 
objectives of the FED Project is to develop and enhance national 
capabilities to carry out technical assiatance independent of outeide 
support. In this context, the BSC team will work with regional and 
national technical centers, educational institutione, coneultancies, 
and other sources of profeeeional eervicee, to identify qualified 
candidates to assiet in Project implementation. 

2. Contractor Responsibilities 

The Institutional Contractor will bear primary responsibility for the 
design and implementation of the specific activitiee undertakea by the 
BSC. As designed, the Project provides a eolid basis for the 
establishment of an effective project management framework to ensure 
the timely and responsive delivery of technical aesietance. Specific 
responsibilities assumed by the Contractor include, but are not limited 
to : 

- signing the core contract and providing the services it 

sets forth, as well as ad hoc delivery of technical 
assistance in response to specific requests from 
beneficiaries, to the extent that they are consistent with 
the Project's objectives and technical and managerial 
capabilities of the Contractor; 

- preparing specific scopes of work required for the 

provision of short-term technical assistance; 

- identifying, deploying, managing, and supervising all 

technical assistance provided under the Contract, and 
ensuring as to its quality and appropriateness to the need 
being addressed; 

- timely and cost-effective procurement, and appropriate 

maintenance, of all'vehicles, computer hardware and 
software, office equipment/furniture, and other commodities 
using Project funds; 

- establishment of a financial administration system to 

ensure that the Project is implemented in the most 
cost-effective manner and that will provide the basis for 



accurate and timely reporting on its financial Status 
throughout its execution; and, 

- supporting and cooperating with audit and evaluation teams 
assigned to the Project. 

Finally, perhaps the most important task that must be performed by the 
Contractor is establishing the basis for effective communication 
amongst the key institutions involved. As has been determined by 
USAID/Tanzania, the FED project will fund a Personal Services 
Contractor (PSC) Private'Sector Advisor who will bear direct management 
responsibility for the program as a whole. The PSC will be under the 
supervision of a U.S. Direct Hire (USDH), as well as senior Mission 
management, as appropriate. 

As part of its basic activities, the Contractor will work to develop 
and sustain ongoing contact and coordination with the USAID Project 
Officer, who must be kept informed of all significant Project 
developments throughout the LOP. In addition, as described below, 
Tanzanian organizations w h o ~ e  participation and support is critical .to 
the success of the BSC, will be kept fully apprised of its activities. 

3. BSC Project Oversight 

In addition to USAID project supervision outlined above., a Steering 
Committee will be formed to provide strategic direction to the BSC, 
comprised of the principal organizations involved in the definition and 
delivery of services. The Steering Committee will meet once a month to 
review progress on Project activities. The Committee meetings will be 
a productive way to not only focus the activities of the Center, but to 
disseminate information on its activities. It will alsb provide a forum 
for fhe discussion of policy issues which may be addressed by the BSC 
(see Chapter 4, Module 3 below). While the precise com~v~sition of the 
membership cannot be specified at this time, it should include the 
following: 

- the COP and PC of the Center 
- the USAID PSC/or cognizant project officer - representatives of key business associations, such as, 

TCCIA, CTI, DCC, ATE, TFA, TBWPA, and trade/industry 
organizations - an IPC representative 

- a representative from the Tanzanian educationltraining 

community 

On an ad I:,: basis, other individuals could be also asked to 
participate in Steering Committee meetings, such as intermittent 



service providers under the BSC (IESC, APDF, El), representatives of 
donor agencies active in business development, and GOT officials. The . ' 

Steering Committee will serve as a consultative body to give overall 
direction to the center, and is a critical element in the project 
design. 

111. Institutional Aspects of the FED Training Strategy 

Training under the FED program will include conferences, symposia, 
workshops, short courses, internships, observational study programs, 
and academic training. Training will be conducted in the U.S., in 
third countries and in-country. It will be used to create awareness, 
increase knowledge and build ekills of persons employed in the 
financial and private sectors. 

Training will follow the phased implementation schedule of the program 
by initially focusing on the financial sector (although not 
exclusively) and then by increasingly concentrating attention on the 
training needs of specific private enterprises, business support 
organizations, and training providers. Training will help managers, 
professionals and working units within financial institutions and 
private firms address performance problems that derive in part from a 
lack of individual and group skills. 

A. Financial Sector Training 

The primary target organization in the financial sector is the Bank of 
Tanzania. Training, combined with specialized technical assistance, 
will help the BOT redefine its role in the economy and strengthen its 
capacity to execute supervisory and regulatory functions, to introduce 
and manage new financial mechanisms, and to induce more effective 
interbank relationships. 

The Institute of Finance Management (IFM) in Dar es Salaam, established 
in 1972 to serve the human resource development needs of the banking 
and insurance industries, is clearly the best positioned local 
institution to provide the necessary training to the BOT. During the 
past three years, new leadership has put in place an internal incentive 
system that has attracted and retained some of the best finance 
educators in the country. Although IFM will require some support 
initially, it is the only national institution in Tanzania with the 
credibility and capability of providing the kind of training needed to 
help the BOT and other financial institutions. 



The BOT has acquired facilities for dereloping its own training center 
and has identified staff from the Bank and from local institutions. 
But the center is far from operational at this juncture. As this 
center comes on line, etaff will be re:ipients of U.S. training and 
co-facilitator on in-country programs. The National Bank of Commerce 
operates a training center at Iringa w:rich is primarily used for its 
staff, although BOT has used the center for its staff development as 
well. However, the center aims at developing support staff and lower 
level professional staff. Trainers from the NBC training center might 
be integrated into the FED program as well, particularly for 
strengthening their capacity in the area of customer services and 
public relations. 

The training program ie sequenced as follows : Initially, financial 
sector training will comprise of U.S. based short-courses and 
internships to first and second tier BOT managers, to a few first and 
second tier MoF managers, and to a core group of IFM trainers. 
Although somewhat costly, the U.S. venue will provide formal and 
practical training in an environment which will help senior managers 
and IFM trainers develop a 'first-hand understanding of effective . 
institutional relationships and performance in the American financial 
sector. 

Then these and other U.S. short-courses will be brought into-Tanzania 
so that greater numbers of employees :an be exposed to the same 
material. In-country workshops will >e used to not only build the 
skills o,f individuals but more inlport~ntly will be desicjned to build 
group problem-solving, planning and t?amwork skills within BOT and when 
appropriate between the BOT and other financial institutions in the 
country. This means that the selectim of participants for these 
workshops will purposely aim at building more effective intact working 
group performance and vertical relatimships within BOT and at 
strengthening horizontal relationshirs to other institutions. To the 
extent possible, all in-country workchops will be conducted outside of 
Dar es Salaam so as to reduce job in:erference during training. 

B. Private Sector Training 

The private sector in Tanzania is ra;.idly becoming more heterogenous 
with economic liberalization, partic:.larly in the open proliferation of 
small formal firms and informal ente:-prises. There is a rush on the 
part of enterprising individuals to :;ell ideas, services and 
products--based on sometimes sound i:~stinct and incomplete information 
about an increasingly dynamic market3lace. 

The size of enterprise influences th? kind of training required. 
individual entrepreneurs, who have fxnd a product or service that the 



market currently demands, often need help in establishing simple 
' 

book-keeping practices, in conducting more syetematic feasib~lity 
studies and preparing business plans, in eecuring bank loans, and in 
executing various marketing and management functions. 

Small to medium-sized enterprises often need, help in establishing more 
elaborate accounting controls, in conducting feaeibility etudies and 
preparing business plans that are eomewhat more complicated, in 
acceesing a range of financial services, practicing better financial 
and personnel management, and addressing domestic and sometimes export 
marketing iesues. 

Owners and managers'of medium to larger-sized bueineeses often require 
in-plant managerial and technical consulting and training of etaff 
andlor themselves in computer operations, in export marketing, and in 
production, materials, financial and general management (e .g . ,  
delegation) . 
Representative business organizations often play a ugeful role in 
helping to identify target enterprises for training and providing 
feedback on the value of that training. Unfortunately, there are a 
number of business associations in Tanzania that are making claims as 
being the true representatives of the private sector. Nearly all of 
the major business organizations, some of which have been formed 
recently, purport to represent individual entrepreneurs, small and 
medium-sized enterprises, and large scale industries. The Tanzanian 
Chamber of Commerce, Industry and Agriculture (TCCIA), formerly 
registered in 1989 to become the most encompassing representative 
busjness organization, is the exception and has become a vocal advocate 
of the small, indigenous entrepreneur and an opponent to development 
resources going to established, often Asian owned firms and to new 
business arrangements that build on old cleavages between these firms 
and retiring senior parastatal managers and yovernment officials. But 
it is unclear whether the TCCIA, which is administratively weak, has 
captured the attention or support of the constituency it wishes to 
serve. 

The Confederation of Tanzanian Industries (CTI), formed more recently 
in June 1991, has 87 paying members from Dar es Salaam, one half of 
whom are senior parastatal managers. The other major associations--the 
Association.of Tanzanian Employers (ATE), the Dar es Salaam Merchant's 
Chamber, and the municipal chambers in Dar and major secondary . 
cities--are more stable and have been trying to attract more African 
owned enterprises and small and medium-sized businesses. In short, the 
formal business community mirrors the dynamic forces at work in 
economic and political life. 



The business associations almost universally assert that formal 
training institutions in ~anzania are too academic, too distant from 
practical business matters, and unable to anticipate the needs of the 
business com~~unity to meet the demands of the future. The Faculty of 
Commerce and Management, university of Dar ee Salaam, recognizee these 
deficiencies and is planning to build local staff capacity in 
entrepreneurship by encouraging more HBA and BoCom. etudente to take 
their field, studies in private firms and by permitting faculty to 
undertake first-hand observation and research of local entrepreneurial 
activity. 

Likewise the College of Busineee Education (CBE), which offere.diploma 
and certificate courees in etandard business courees for lower to 
mid-level business personnel and clerical ataff, euffers from the eame 
overly academic orientation. For example, it ie promoting an 
international trade short couree which will entail lecture6 on the 
roles of local organizations and shipping methods- not exactly the 
kind of presentation method or eubject matter than would attract larger 
businesses, which are in the best position to export. In an attempt to 
reach for the potential wurket of individual small entrepreneure, CBE 
has placed one of its faculty members in SICATA for one year to better 
understand their needs. 

SICATA (Small Industries Consultancy and Training Assistance) was 
established in 1984 as a training and technical assistance arm of the 
Small Industries Development 0rganizat:v;l (SIDO). It enjoys a better 
reputation than the above in$titutions, especially in the delivery of 
the ILO "Improve Your Business" courses, which provide rudimentary 
business skills and orientation. SICATA is stretched in meeting the 
needs of SIDO, but it is 
individual entrepreneurs 
formal sector. Its head 
Dar immediately adjacent 
own facilities often are 
evenings and might serve 

a resource that will be approached for 
on the threshold between the informal and 
office is in Moshi, with a branch office in 
to the College of Business Education, whose 
unoccupied in the late afternoons and early 
as one of FED'S training sites. 

The Institute of Continuing Education (ICE), Sokoine University, also 
has experience in developing tailor-made, short courses that have been 
delivered in Dar, Zanzibar and elsewhere around the country. The 
Institute's Director has a fair amount of freedom to recruit 
specialized training expertise to supplement a core staff of ten. ICE 
was developed with USAID funds, but with the rapid withdrawal of A.I.D. 
presence in the mid-1980s, the institute has quickly developed its 
financial and programming base around the requests of other development 
agencies such as FAO, NORAD, DANIDA, UNICEF and the Commonwealth 
Secretariat. 



The use of local consultants for technical assistance and in-company 
training is not common, owing in part to the fact that such support 
often is viewed as an unaffordable luxury given cashflow and credit 
constraints. The Association of Tanzanian Consultants grew out of 
efforts by the IBRD, resulting in the development of a profeasional 
code and a paying registration of 40 firms and independent consultants. 
Nonetheless, it has not coalesced as a coherent organization yet, 
although with the sudden upturn in demand for analytical work 
individual members are seeing the benefits of working more 
cooperatively together and with external consultant groups. (One of 
the first acts of the Association when it was formed was to request the 
government to require the foreign donor community to enforce more local 
contracting. It did not succeed. ) 

By virtue of the need for local, grounded knowledge of the dynamic 
environment, external consulting firms and donors have increasingly 
turned to residential firms. Coopers & Lybrand has attracted eome of 
the best local consultants and produces quality work, and Price- 
Waterhouse is considering establishing an office in Dar as well. The 
Eastern and Southern African Universities Research Programme (ESAURP.), 
a locally founded research group that draws upon outside consultants 
and is registered an as international body in Tanzania, has specialized 
in education, training and laborforce research since the late 19608, 
has published a series of provocative books, the most recent being a 
1990 publication on the relationship of the informal and formal sectors 
in Tanzania. Its offices are located on the premises of the University 
of Dar.es Salaam and has built good working relationships with 
universities throughout the region. Because of their commissioned work 
in the country, these firms represent a valuable resource for helping 
determine the most profitable foci for training. Although not 
characterized as training providers, they may have individual 
consultants who might be able to become successful trainers or at least 
be able to access local and external training expertise. 

The Eastern and Southern African Management Institute (ESAMI) based in 
Arusha is also a regionally chartered organization established to 
provide management, training and consulting services. It has, however, 
suffered from leadership problems and retains some good tutors because 
of its ability to pay good salaries in foreign currency and to provide 
incentives based on diplomatic status and somewhat reluctant support 
from the World Bank and the Commonwealth Secretariat. The Institute of 
Development Management (IDM), based in nzumbe near Morogoro, once was a 
dynamic institution, but leadership problems there cause a hemorrhage 
of professionals, several of whom gravitated to ESAMI and IFM. 

Unlike the financial sector were the BOT clearly is the key 
organization for stimulating change in that sector and IFM the obvious 



local training provider, selecting target groups and providers of 
training to the private sector is much more difficult. Given the 
diversity of entities in the private sector and the consequent range of 
training programs required to meet those needs, combined with the fact 
that the business associations are a11 making claims on being 
representatives of the private sector, the FED program will have to 
employ multiple strategies. 

On the private sector side, one strategy will be to deal directly with 
promising enterprises without regard to industrial affiliation. This 
is best illustrated by USAID/Tanzanials participation in the 
Entrepreneurs International (EI) program. Through advertisements the 
Mission solicits and wcreens applications, eliminating applicants who 
are not major decision makers in firms, have less than five years of 
experience in operating or working in an enterprise, and are not from 
firms that are already well endowed financially. Then a short li6t of 
applicants are visited at their place of business to ascertain in,more 
detail the nature of the business problem,that the proposed trsining iri 
meant to address. This has resulted in the eelection of 15 EI 
participants from Dar, 11 from Arusha, 7 from Hoshi, 3 from Mbeya, and 
1 each from Morogoro and Zanzibar. This, however, has been a 
management intensive program, and U.S. EI internships have not been 
easy to arrange. 

The second strategy will be to concentrate technical assistance and 
training on firms within promising, emerging industries. For example 
there appears to be some basis for focusing on small agroprocessfng 
firms in non-traditional crops, especially those in the horticultural 
and oils seeds processing industries. This has the distinct advantage 
of directing resources on firms that have a chance of succeeding 
because the economic forces within the industry are promising. It also 
provides a basis for working with the range of small to larger 
businesses which may able develop their own niche in the domestic and 
international marketplace. 

A third strategy will be to work on'the supply side of the training 
equation by strengthening local capacity. It is not likely that local 
institutions will soon be capable of meeting many of the training needs 
of the private sector. U . S .  based training providers will likely have 
to be accessed for a longer period than under the financial sector 
training component. Also, because there is no apparent institutional 
base for delivering the kinds of training required, the training 
coordinator will have to work very closely with individuals from 
various sources. Fortunately, economic liberalization is also 
beginning to effect the way that training institutions structure their 
incentive systems to the advantage of both the institution and the 
individual. 



However, t h e r e  a l r e a d y  is  a s o l i d  c o r e  of e x c e l l e n t  e x p e r i e n t i a l  
t r a i n e r s  i n  Tanzania ( d e f i n e d  as p r o f e s s i o n a l  t r a i n e r s  who are 
p r a c t i c e d  i n  t h e  u s e  of c a s e  s t u d i e s ,  r o l e  p l a y s ,  gaming and 
demons t ra t ion  t echn iques ,  and t a s k  exerc i ses - - t echn iques  t h a t  work v e r y  
w e l l  w i t h  beginning e n t r e p r e n e u r s  and seasoned b u s i n e s s  pe rsons ,  as 
w e l l  a s  w i t h  p r o f e s s i o n a l a )  who can  be accessed  by t h e  FED program t o  
conduct in-country  t r a i n i n g - o f - t r a i n e r s  workshops. T h i e  c a d r e  was 
developed by USAID i n  t h e  19808, many of  whom are s t i l l  a p p l y i n g  t h e s e  
t e c h n i q u e s  i n  t h e  T r a i n i n g  f o r  Rura l  Development c e n t e r s  i n  I r i n g a ,  
Mbeya, Songea, Sumbawanga and Monduli. A l s o ,  s e v e r a l  o f  t h e s e  
t r a i n e r s ,  fo rmer ly  a s s o c i a t e d  w i t h  I D M  which se rved  as t h e  hub f o r  
t r a i n i n g  r e g i o n a l  and d i s t r i c t  l e v e l  o f f i c i a l s ,  are now self-employed 
c o n s u l t a n t s ,  b u s i n e s s  persons ,  p a r a s t a t a l  employees and f a c u l t y  and 
s t a f f  a t  IFM, ESAMI, and o t h e r  t r a i n i n g  i n s t i t u t e s .  

In  c o n t r a s t  t o  t h e  f i n a n c i a l  t r a i n i n g  component, it is a n t i c i p a t e d  t h a t  
U.S. t r a i n i n g  e x p e r t i s e  w i l l  have t o  be  accessed  f o r  a l o n g e r  p e r i o d  o f  
t i m e  f o r  p r i v a t e  s e c t o r  t r a i n i n g .  Thie  is  n o t  o n l y  due  t o  t h e  f a c t  
t h a t  l o c a l  t r a i n i n g  c a p a c i t y  is n o t  as prepared t o  d e l i v e r  practical, 
p r i v a t e  s e c t o r  o r i e n t e d  t r a i n i n g ,  b u t  it is  due as w e l l  t o  t h e  f a c t  
t h a t  t h e  t r a i n i n g  needs  o f  t h e  h i g h l y  heterogenous sector are much more 
d i v e r s e  t h a n  i n  t h e  f i n a n c i a l  s e c t o r .  

C.  Locat ion of T r a i n i n g  Management 

Usually t h e  t r a i n i n g  management s t r u c t u r e  and c o n t r a c t o r  suppor t  f o r  a 
program l i k e  FED i s  placed i n  a b u s i n e s s  a s s o c i a t i o n  t h a t  c l e a r l y  i s  a 
r e p r e s e n t a t i v e  body of t h e  p r i v a t e  s e c t o r  or a segment of  t h e  p r i v a t e  
s e c t o r  which is t h e  primary t a r g e t  group of t h e  program. A s  noted 
above, t h a t  o p t i o n  i s  a r i s k y  one  i n  t h e  Tanzanian s i t u a t i o n  because  
there a r e  competing c l a i m s  be ing  madeaby v a r i o u s  b u s i n e s s  a s s o c i a t i o n s  
and because  many segments of  t h e  p r i v a t e  s e c t o r  a r e  emerging q u i t e  
r a p i d l y  and r e p r e s e n t  important  economic and p o l i t i c a l  c o n s t i t u e n c i e s .  

P lac ing  t h e  management o f  t r a i n i n g  among t r a i n i n g  p r o v i d e r s  wrongly 
p u t s  t h e  c o n t r o l  of  t h e  program on t h e  supply s i d e  o f  t h e  equa t ion .  
T h i s  u s u a l l y  is p a r t i c u l a r l y  unaccep tab le  i n  c i rcumstances  where t h e r e  
i s  doubt abou t  t h e  c a p a b i l i t y  of  l o c a l  t r a i n i n g  p r o v i d e r s ;  t h e  b u s i n e s s  
community i n  Tanzania has  expressed  d i s s a t i s f a c t i o n  w i t h  t h e  f r e q u e n t  
academic approach t o  t h e i r  t r a i n i n g  needs. Even i n  t h e  case o f  IFM, it 
w i l l  no t  be a d v i s a b l e  t o  i n s t a l l  t h e  management of  t h e  f i n a n c i a l  
t r a i n i n g  program t h e r e  f o r  t h i s  p o t e n t i a l l y  could  l e a d  t o  , 

o f f - t h e - s h e l f ,  supply  d r i v e n  t r a i n i n g .  

For t h i s  reason t h e  FED program w i l l  u se  an i n s t i t u t i o n a l  c o n t r a c t o r  o r  



contractors from the U.S. with proven experience in implementing 
training programs for the financial sector and the financial eector. 

IV. Bank of Tanzania 

A. Appropriate Objectives and Functions of a central Bank 

The proper role of a central bank includes: the supervision and 
regulation of financial institutions; the management of monetary 
policy; and the facilitation of financial sector development. The 
supervision and regulation of financial institutione ie the main focus 
of this report because of its importance to the maintenance of a 
healthy, transparent banking system with a high level of depositor 
confidence. 

B. Current Operational Weaknesses of BOT ae a Central Bank 

The BOT has not been operating as a proper central bank for more than 
twenty years. It has suffered from a lack of autonomy from the 
Government of Tanzania ("GOTw) which often ueed it as a permanent 
source of liquidity for Tanzania's commercial banke. Specifically, the 
BOT has been used by the GOT to channel enormous amounts of funds to 
Tanzanian financial institutions in the form of overdraft lines and 
discounted promissory notes (commercial paper). 

The steady flow of funds to the commercial banks (dominated by National 
Bank of Commerce, which controls about 94% of banking assets) has 
impaired their ability to develop the capacity to mobilize savings and 
establish sound lending policies. These and other policies reduced the 
financial system to a very weak state. A majority of NBC's loans are 
non-performing because the BOT was not allowed or able to impose 
sufficient financial disciplina on its activities. Although BOT's 
rediscounting of NBC paper has stopped, NBC's overdrafts from the BOT 
appear to have continued. 

The BOT was not given much authority or ability to properly manage the 
country's money supply. Improper use of key monetary policy tools (BOT 
had a discount rate bvt, unfortunately, it was not used as a penalty 
rate) and the absence of a mandate from GOT to assume proper monetary 
policy management responsibilities placed BOT in a very minor role 
concerning monetary policy. 

The limited authority granted to BOT in the area of bank supervision 
and regulation was a reflection of the low priority given to this area 
for many years. Commercial banks were allowed to operate as fiscal 



agents of the Ministry of Finance (being "directedw to lend to 
industrial and agricultural parastatals with little regard for their 
level of creditworthiness) and the BOT had little authority to regulate 
or monitor their financial health and banking practices. 

C. Bank of Tanzania Technical Assistance and Training 

The Bank of Tanzania ("BOT") has been undergoing a rather dramatic 
transformation since the passage of the Banking and Financial 
Institutions Act in 1991. It is steadily moving (with various forms of 
World Bank, IMF and bilateral assiatance) in the direction of assuming 
the proper role (described above) for a central bank. An IMF-funded 
monetary policy advisor (to the Governor of the BOT) from the German 
Bundeebank was brought in three weeks ago on a one year contract. His 
presence is an important indicator of the GOT'S etrong commitment to 
strengthen the monetary policy management capabilities of the BOT. 

Bank supervision and regulation has been made a high priority by the . 
GOT which has increased the amount of bank examiners in the Bank 
Supervision Department from less than five to more than twenty. While 
there is still a shortage of experienced bank supervision etaff; the 
GOT has allowed the BOT to take the necessary eteps to provide the 
training and tools required for the bank examiners to monitor the 
health of financial institutions as well as the implementation of 
recent regulatory policy reforms. 

As a reflection of the recently recognized importance of proper bank 
supervision in a healthy economy, the Bank Supervision Department is 
expected to be raised to Directorate status. During the last two 
years, an IHF-funded senior bank supervisor from the Central Bank of 
the Philippines (who was seconded from his position as a Director of 
the Supervision and Examination Sector) has been acting as an advisor 
to the current manager of the BOT Bank Supervision Department (on bank 
supervision matters) and other senior BOT officials (on other central 
banking matters). The Governor of the BOT has asked the advisor to 
stay for an additional year (his contract expires in January 1993) but 
the Central Bank of the Philippines has indicated that he may be needed 
in the Philippines sometime next year. 

The technical assistance program discussed in this report will focus on 
the training needs of the BOTOs Bank Supervision Department and the 
financial institutions which they are responsible for regulating.. 
However, in light of the importance of enabling the BOT to ensure the 
implementation of recent financial sector liberalizations, it is 
recommended that other parts of BOT, in addition to the Bank 
Supervision Department, receive training or other forms of technical 
assistance specifically related to the responsibilities (foreign 



exchange, securities, rural finance, legal and others) of certain 
departments or directorates. To avoid duplication or unnecessary forms 
of assistance, senior BOT officials should be consulted prior to the 
proposal of any technical assistance since some parts of BOT are 
$already receiving assistance from other donors. 

1. Long-term Technical Advisor in Bank Supervision 

This form of technical assistance was discussed at length with BOT 
senior staff as it is a vital part of the technical assistance program 
being proposed. The manager of the Bank Supervision Department has 
received valuable assistance from his IMF-funded advieor (eeconded from 
the Central Bank of the Philippines) in the area of bank regulatory 
policy. In addition to providing guidance for the new etaff of bank 
examiners, a large amount of the IMF-funded  advisor*^ responsibility 
since the enactment of the Banking and Financial Inetitutione Act has 
included the drafting of major banking regulations, the development of 
off-site surveillance capabilities and assistance in the management of 
the bank examiners. 

The enormous amount of time required for these and other activities 
(advising BOT senior officials on the disposition of problem loans and 
assisting in the evaluation of contractor proposals to review the loan 
portfolios and other assets of Tanzanian financial institutions) has 
left little time for the IMF- funded advisor to offer on-the-job 
training in on-site bank supervision to the staff of examiners. Since 
the licensing of new financial institutions (and the review and 
restructuring of existing financial institutions) will require the 
IHF-funded advisor's involvement on policy and practical levels, it is 
necessary for the BOT Bank Supervision Department to have the 
assistance of a long-term technical advisor focusing specifically on 
the training of the bank supervision staff. 

This long-term advisor would train the staff mainly by accomparlying 
them on bank examinations and developing the skills and tools necessary 
to discover or prevent financial deterioration of financial 
institutions as well as unsafe banking practices. He or she must be 
someone with several years of senior bank supervisory experience 
(inclu,ding training experience related to M.I.S. audits, international 
transactions and accounting) in bank examinations and considerable 
knowledge (academic and practical) of banking systems in developing 
countries. 

The advisor would also become directly involved in the on- going 
improvement of off-site bank examination procedures. The senior staff 
will also need assistance in the development of BOT on-site and 
off-site bank supervision manuals which reflect the new Tanzanian 



banking law and related regulations. The assistance provided in this 
area will be an important part of ensuring tho implementation of 
banking policy reforms. 

The deteriorating financial condition of NIC, the paraetatal insurance 
company, hae caused the Cabinet to decide that the regulation of NIC 
and private insurance companies (when they come into exietence), as 
well as pension and provident funde, will be placed under the authority 
of the EOT. The advisor may be expected to provide eome guidance to an 
insurance specialiet (ehort-term technical assistance diecueeed later 
in this report) who would work with the BOT to develop a legal 
framework for contractual eavinge activities ( ineurance companies, 
pension funds and provident funds). 

The long-term advisor must remain in Tanzania long enough to become 
sufficiently familiar with the problems and recent liberalizatione to 
be able to properly transfer sound and practical bank examination 
skills (tailored to this rapidly evolving financial sector) to the BOT 
bank supervision staff. BOT officials have indicated they would prefer 
to avoid a situation where an advisor is eent to Tanzania for a three 
or four month stay, only to become fully effective ehortly before they 
are about to leave. They eaid the eignificant problem8 of the 
financial institutions and the proposed remedies planned for the 
revitalization of the Tanzanian financial sector will serve to lengthen 
the learning curve normally faced by a technical advisor to a 
developing country's central bank. They would prefer to arrange for a 
long- term advisor to remain in Tanzania for as much as a two-year 
period. 

The argument can be made that a three or six month stay would broaden 
the available pool of central bank technical advisors able to be 
seconded from their U.S.-based positions. This is somewhat reinforced 
by the difficulty of asking someone from, for example, the Federal 
Reserve to interrupt his or her career for a two-year aesignment in 
Tanzania. A reasonable compromise would be to offer a one year 
contract with an option to renew (decided by the advisor and the 
Governor of BOT) for an additional three or six months. This would be 
a sufficient amount of time for the advisor to survey the financial 
sector, assess the bank examination skills and needs of the staff and 
develop a thorough method of on-site training which will be firmly in 
place before the advisor leaves Tanzania. 

One interesting variation on this theme would be to have this 
"long-term" advisor structure the year so that each three month period 
would be followed by a month back in the United States. By structuring 
it this way, the advisor would be spending nine months of the year in 
Tanzania (sufficient time to guide and train the bank examiners) and 



three months in the U.S. (thereby able to avoid putting his or her 
career on hold for an entire year). This structure would also allow 
the advisor to remain in touch with bank supervisory developments in 
the U.S. 

The advisor must be aware of the need to teach and guide the bank 
supervision staff in order to ensure the transfer of proper bank 
examination ekills and methods to the Tanzanians. This will avoid a 
case where all of the skills brought by the advieor leave with the 
advisor upon completion of the contract. Part of the advisor's 
responsibility of making sure the bank supervision staff acquires the 
appropriate skills will include aeeessing the various short-term 
training options described below (and others) in order to properly 
advise the manager on the merite of each training option. The advisor 
will be expected to involve USAID/Tanzania in these assessments (in 
order to help them determine the allocation of short-term technical 
assistance funds for training) and evaluate the effectiveness of the 
training options chosen. 

2. Short-term Technical Assistance in Bank Supervision 

While the long-term technical advisor would guide the bank supervision 
staff through the proper methods of on-site and off- site bank 
exanination, the individual examiners will need specialized forms of 
short-term training, structured in several phases over the next two 
years. A critical element of whatever forms of short-term technical 
assistance are used will be the applicability to the Tanzanian 
financial system and the speed with which the relevant skills and 
expertise of the outside technical advisors can be transferred to 
Tanzanians. 

One form of short-term technical assistance will involve bringing to 
Tanzania experts in the examination of banks (commercial and 
specialized forms including rural savings, housing, investment and 
merchant), insurance companies, pension funds and provident funds, as 
well as the individuals who can work with local business/banking 
educational institutions to develop training in such important areas, 
among others, as: money markets (and related instruments): capital 
markets (and. related instruments); bank lending procedures and related 
documentation; credit analysis; computer applications for bank 
analysis; foreign exchange markets and regulations (especially in light 
of the.recent openings of the Bureaux de Change]; and business 
management. 

Another form of technical assistance for bank supervision staff will 
include USAID sponsoring for selected short-term bank examination 
training programs in other countries. Options include courses held in 



the U.S., India and the philippines. These would sometimes be linked 
to short-term assignments, with foreign bank regulatory agencies, in 
the form of internships and participation in the on-site examinations 
of banks in developing countries. 

3. Training in Bank Supervision 

This section will focus mainly on the training neede of the BOT bank 
supervision staff while the next section will focus on an equally. 
important need: the development and expansion of training in general 
banking practices and financial instruments. Both of these training 
needs must be addressed so that a competitive private sector banking 
system can develop to a point where it can efficiently mobilize savings 
and allocate credit in a growing market economy. 

The senior staff and the IHF bank supervision advisor focused on the 
need to offer a broadly based as well as comprehensive training program 
encompassing both academic and practical training aspects of bank 
examination. They also stressed that this program be supplemented by 
training in general accounting, auditing, computer operation, reporb 
writing, bank lending, oral presentations, business law and financial 
institution accounting procedures. 

The BOT supervision staff emphasized, however, that once the specific 
components of this training program have been selected the next 
important decision is the sequencing of the components. They stressed 
the importance of starting the staff training at a very basic level' 
since the BOT examiners have very little bank examination experience 
(mainly because the BOT's bank supervisory role was kept to a minimum 
until 1991) and will need training in general banking practices and 
financial instruments to help them develop their bank examination 
skills. In light of their comments and an assessment of the training 
needs of the department, it is recommended that short-term training 
assistance be offered in phases, focussing initially on basic needs and. 
gradually moving toward more advanced levels of training. 

A "basic bank supervision courseu was offered within the BOT between 
October 8th and 24th of 1991. It was organized for the BOT bank . 
supervision staff (and some BOT internal auditors) and the instructors 
were senior BOT officials from various BOT departments. The two-week 
course covered: the BOT's objectives, responsibilities and functions; 
role of financial institutions in the financial system; descriptions of 
various BOT departments; commercial banking operations; and bank 
supervision. It is from this base that BOT would like to gradually 
expand the scope and sophistication of the training offered to its bank 
supervision staff. 



The increase (during 1991) in the staff of the Bank supervision 
Department, from less than five individuals to more than twenty, was a 
major step in the development of the BOT's supervieory capabil.ities. 
In light of the recent financial sector  liberalization^ in Tanzania and 
thc competitive banking environment they are expected to foster, the 
BOT must act quickly to respond to this new, and soon to be 
competitive, banking environment. These bank examinere lack experience 
in modern bank examination practices and are faced with the formidable 
task of enforcing new regulations which are just now in the proceee of 
being written and/or implemented. This training must begin at a fairly 
basic level and should include mainly in-country training which could 
be offered in cooperation with the InstiCute'of Finance Management 
("IFM") and the recently-formed BOT Training Institute. 

4. Training in General Banking Practices & Financial 
Instruments 

Until this point, the report has focused mainly on training and other 
assistance for the BOT bank eupervision staff in the policies, methods 
and practices of bank examination. In addition to the technical bank 
supervision training they will receive, bank examiners must also become 
thoroughly familiar with the operations of financial institutions and 
their various types of borrowers. Training in these additional areas 
is important because bank examiners will not be able to be effective in 
their supervisory role if they are not able to "stand in a banker's 
shoes" and understand the operation of banks and other components of 
the Tanzanian financial system. Considering the evolving nature of 
banking in Tanzania, this area of training is vital to the 
effectiveness of BOT's Bank Supervision Department. 

5. Training for Bankdrs and Bank Examiners 

Bank examiners will need to receive in-country and (when deemed 
necessary) outside training in the instruments, operations and business 
environment of financial institutions. Although some areas they will 
study do not currently exist in Tanzania (i.e., capital markets, money 
markets, mutual funds, private insurance companies, etc.) the examiners 
and bankers must, in light of the coming introduction of private 
banking and insurance, be able to understand all of these areas. For 
this reason, the bank supervision staff should participate in courses 
and seminars for bankers a,,i other business people. 

Including barilc examiners (and employees from other BOT departments) in 
training programs for bankers will enable them to become familiar with 
general banking practices and financial instruments as well as the 
equally important areas of, among others, of: money markets; capital 
markets; bank lending procedures and documentation; credit analysis; 



computer applications for bank analysis; foreign exchange markets and 
regulations; and business management. This should be supplemented by 
training in: banking and business law; insurance; rural banking; lease 
financing; mutual funds; investment banking; securities underwriting; 
venture capital; merchant banking; and other relevant areas. 

A relatively large portion of the training can be offered by existing 
Tanzanian institutions. In cases where there ie,ineufficient local 
capability to offer the necessary training, outside technical 
assistance should be used, to provide such training and aseiet local . 
institutions in developing training capabilitiee in these areas. 

Specialized courses and seminars covering particular subjects will need 
to be arranged for bankers and bank examiners. The t M i n g  of theme 
eeminars and courses will depend on the pace at which certain areas 
(such as insurance, leasing and others) develop in Tanzania. 

Bank employees will also need customer service training as soon as it 
can be arranged. Many bank employees have not received any form of 
customer service training or guidance because there has been little 
competition between financial institutions for years. This lack of 
competition occurred because the Tanzanian financial sector has 
consisted of specialized banks with monopolies in their region 
(Zanzibar, Dar es Salaam) or area of focus (agriculture, commerce, 
housing, insurance, etc.). 

An important type of training which needs to be developed is management 
training for rural banks. There are over 400 rural and 200 urban 
savings and credit societies in Tanzania. In light of the relatively 
efficient operations of these groups, the BOT is in the process of 
studying (with the assistance of an expert from Ghana) the feasibility 
of establishing rural banks in Arusha and Kilimanjaro which would have 
either a cooperative or commercial form of ownership. These 
institutions will need assistance in various forms of training from 
local and outside technical advisors. 

Bankers will also need special training in how to comply with the new 
off-site bank supervision forms developed by the BOT Bank Supervision 
Department. This may take the form of bank,employees coming to the BOT 
for training sessions and the development of instruction sheets for 
distribution by BOT to financial institutions. Eventually the BOT 
supervision staff will develop an off-site supervision manual as a 
guide for the bank examiners in the interpretation of the data reported 
on these forms. 

6. Assistance in Developing In-house Bank Training 
Capabilities and Credit Analysis Departments 



For many years in Tanzania, financial institutions have often extendad 
credit based on criteria other than a borrower's ability to pay or use 
of the proceeds. In most cases, the maturity or degree of risk 
involved in the loan wae not reflected in the interest rate, which was 
often fixed at an artificial rate. 

In light of the financial eector liberalizations and the coming of 
truly competitive banking, financial institutions in Tanzania will need 
to develop the capability of assessing the creditworthiness of 
prospective borrowers. Existing credit department6 of commercial banks 
and other financial institutions will need to be strengthened through 
training and the representation (and correeponding authority) of eenior 
credit officers on oenior management committees. Improved method6 of 
monitoring the creditworthiness of borrowers during the life of a loan 
muet be developed. Some financial institutions are already in contact 
with donors to provide computer hardware but they will also need 
training in computer operation and programming. 

7. Check Clearing 

As identified in the PAIP, the banks in Tanzania currently process all 
checks through a system which is operated manually. This has had a 
strongly negative impact on the general public's perception of banks 
mainly due to the weeks and months it generally takes for a check to 
clear. The design and implementation of an electronic check clearing 
system,(through, for example, the establishment of regional check 
clearing centers) would greatly reduce the time involved in the check 
clearing process. In addition, it would improve the efficiency and 
accuracy of the movement of funds within the country, thereby allowing 
businesses faster access to funds which they have received as payment 
from customers. 

The length of time required to implement an electronic check clearing 
process (one BOT official cited the experience of the Philippines, 
where it took approximately one year) could turn this into a long term 
objective. In the opinion of senior BOT officials, the immediate need 
for a more efficient system than is currently in place warrants a . 
transition to a clearing system patterned after the experiences of 
Zimbabwe, Ghana or Kenya. 

Whatever interim or permanent system is chosen, it is certain that an - 
efficient check clearing system controlled by the BOT would greatly 
reduce the likelihood that the types of check fraud which existed in 
the past (and lowered the general public's confidence in the banks) 
would be repeated. 



For suppliers, an improved check clearing system would shorten the time 
they would have to wait for payment from businesses, thus allowing them 
to make their necessary purchases sooner than they have been able 
previously. The net result will be an improved public perception of 
the banks and related financial institutions, as well as a financial 
,sector which will be recognized by prospective local and foreign 
bankers as one in which they will be willing to operate and be able to 
offer efficient banking services (including proper check clearing) to 
their customers. 

Several senior BOT officials have indicated that the development of an 
efficient check clearing system within Tanzania is a high priority. 
The immediate problem with the current system, according to theme 
officials, is not that it is manual. Rather, the problem is the 
clearing system itself. There is currently a lack of a central 
clearing house with an established set of procedures. The BOT has 
stressed that whatever type of technical assistance is offered in this 
area should be from a source (central bank, major commercial bank, 
etc.) which has a proven record of providing such assistance in 
developing countries. 

Until 1967, BOT acted as a clearing house for checks of all banks, 
including NBC, Standard Chartered and Barclays. In 1967, the 
nationalization of banks brought the check clearing process under the 
responsibility of NBC. NBC currently has its own way of gathering 
checks from its branches and deliver'ing all of them to its headquarters 
in ~ a r ' e s  Salaam. Only government checks (a very small percentage of 
all checks) are then brought to BOT for crediting. All other checks 
are cleared within NBC's headquarters before beginning the long trip 
back through the process to the branches on which they were drawn. 

This system (especially the lack of a central clearing house for all 
checks) has proved to be inefficient and extremely time consuming. The 
director of Domestic Banking said that the BOT was planning to study 
the check clearing systems of other African countries, including Kenya 
and Zimbabwe. He is sending two of his assistant managers to Zimbabwe 
to observe and report on its check clearing system, which is said to 
operate quite efficiently. The report will be submitted to the BOT's 
Director of Economic Research & Policy. The director of Domestic 
Banking said he welcomed any assistance in the study of an improved 
check clearing system for Tanzania that USAID would be able to provide. 

BOT officials feel that a properly designed check clearing system will 
not only improve the efficiency of the payments for existing businesses 
and consumers, but also reduce the incidence of fraud and make the 
Tanzanian banking system more appealing to private banks and companies 
considering locating in Tanzania. 



One source of advice and assistance in the design and implementation of 
a check clearance and payment system would be the Federal Reserve 
System of the United States. The Federal Reserve System has 12 
regional Federal Reserve banks across the U.S. which are under the 
direction of the Board of Governors of the Federal Reserve System based 
in Washington, D.C. 

Another option for assistance in this area would aleo involve the 
Federal Reserve but with a slight variation from the option discuesed 
above. This option would be modeled on a recent collaboration between 
the New York Federal Reserve Bank, World Bank and Financial Services 
Volunteer Corps, which advised the National Bank of Hungary on check 
clearance and payment procedures. The Financial Services Volunteer 
Corps ("FSVC") is a private, not-for- profit organization (founded in 
1990) which provides volunteers from the U.S. financial community to 
improve the functioning of the commercial banking industry and 
securities market operations. FSVC is supported by gifts and grants 
from the U.S. government, corporations, individuals and private 
foundations. It offers technical assistance contributions of expertJsa 
from executives from commercial and investment banking, insurance, 
accounting, legal and other related financial sector firms and has 
sponsored both in-country and U.S.-based training programs. 

D. Recommendations and Sequencing 

The proposed assistar-e (and related changes expected) will be grouped 
into three phases corresponding closely with the estimated release of 
FED funds. If FED funds are not available in time for some of the 
training or other technical assistance proposed for 1992, the BOT may 
be able to obtain UNDP funding. 

The UNDP has committed a pool of funds for assisting, among other 
areas, the area of bank supervision and regulation. To date, they have 
moved forward with the funding of technical advisors to LART (Loans and 

, Assets Realization Trust). One possible option for BOY, if they would 
like to choose some of the courses offered in 1992, would be to discuss 
the related funding requirements with the IMF (executing agent for UNDP 
for central bank related funding) and USAID/Tanzania. The IMF and 
USAID/Tanzania would then indicate to UNDP the technical assistance 
which may require UNDP funding. 

1. Phase One 

. , * Accelerate elevation of BOT Bank Supervision Department to 

Directorate status. A senior BOT official has indicated 



that this decision has already made by the Governor and 
should be announced within a month. 

* The Bank Supervision Department is currently located in two 
different buildings in different sections of bar es Salaam, 
with the manager and advisor in one building and the bank 
supervision staff in the other. They are waiting for a new 
office building to be completed but delays in its 
construction may force them to take alternative measures to 
locate these people under the same roof. 

* Begin the first phase of bank examiner training. This 

includes: in-country bank supervision course offered by Mr. 
Robert Porter; IBRDIWorld Bank Senior Central Bank 
Supervisor Course in Washington to be attended by two 
senior bank examiners; and MAS bank lending seminar. 
F.E.D. Program funds will not be available in time for the 
bank supervision courses offered this summer by The 
Economics Institute in Colorado, but funding may be 
arranged in 1992 through USAID'S HRDA Program or from UNDP. 

* Arrange for long-term (one year) advisor to assist in 

training of bank examiners and in transferring bank 
supervision management skills to senior staff. This person 
will also evaluate the effectiveness of short-term training 
courses and make'recommendations to the Manager as to who 
should attend which courses. 

w Accelerate arrangements to complete loan portfolio reviews 

of TIB and other financial institutions. 

I Review options relating to improving check clearing system, 

in light of BOT study of systems used in Zimbabwe and other 
countries and accelerate whatever technical assistance is 
necessary. 

* Begin study and design of some form of secondary market in 

government securities. 

2. Phase 2 

* Complete the implementation of any Phase One training 

recommendations which were not started or completed on 
schedule due to delays in funding or other reasons. 

e Begin second phase of bank examiner training, including: 

development of BOT Training Institute for in-house bank 



examiner training; additional bank examiner training 
(classroom and practical) in other countries, with 
nominations decided by management and a high score on 
internal exams or performance appraisals; and inclusion of 
bank examiners in general banking and related courses at 
the Institute of Finance Management and other local 
institutions, with outside assistance if necessary. 

Begin programs for the training of bankers. This will 
include specialized training in such areas as rural banking 
and regulatory reporting as well as the development of 
in-house capabilities to assess creditworthiness of 
prospective borrowers. 

Update and Revise BOT Manual of Inspection Policies and 
Procedures to reflect the new banking law and related 
regulations, including: portions relating to on-site and 
off-site supervision; training manuals; and other operating 
manuals related to the new regulations. 

Arrange for short-term advisor to assist BOT in the design 
and development of a legal framework for contractual 
savings institutions. 

BOT to conduct full-scale bank examination of key financial 
institutions. 

Begin efforts to form a bankers' association. 

Continue BOT discussions with Zanzibar government officials 
on the role of PBZ. 

Phase Three 

Most training of bank examiners and bankers should now be 
able to be offered by local institutions with local 
instructors. Outside training and instructors should at 
this point only be used when necessary. 





6. Introduction of export credit guarantee scheme. (1990) 
7. Increase in retention to 50% for non-traditional and 10% for traditional 

exports. (April 1992) 



TABLE 2 
CONDITIONS GOVERNING FOREIGN EXCHANGE BUREAU TRANSACTIONS 

ODerator Eliaibilitv. Minimum conditions to qualify for a foreign exchange 
bureau operator's license are: (i) applicant ie either a regietered bueineee 
enterprise or an individual ho1dir:g a valid Business License (in accordance with 
the Businese Licensing Act, 1972); (ii) applicant must maintain an identifiable , 

place of business which is accessible to the public; (iii) application must be 
accompanied by a fee of Tsh 25,000 or foreign currency equivalent. If the bureau 
is a subsidiary of a commercial bank, then the total inveetment in the bureau 
shall not exceed Tsh 250 million drawn from the bank's domestic aeeete. 

The BOT will approve or deny the application within 21 days of receipt of the 
application. If approved, a one year bureau de change license will be iseued 
upon: (i) a registration fee of USS500; (ii) USS5,000 eecurity deposit in a non- 
interest bearing Blocked Account in the BOT; (iii) opening of a Foreign Currency 
Account 

Ooeratina Re~ulations. The following regulations must be observed by the foreign 
exchange bureau operator: (i) the foreign currency account ehall be used eolely 
for day-to-day operations, and shall not have a minimum balance; (ii) forex can 
be traded only on a spot transaction basis, any excess foreign exchange above the 
maximum net open position on the foreign currency account shall be eurrendered 
to the DOT; (iii) forex buying and selling rates may be set freely; however, once 
set in the morning, rates can be adjusted only once in the day (in the 
afternoon); (iv) dealing is limited to buying and selling cash and traveller6 
checks in specified foreign currencies; bureaux operating in border areas may 
also engage in trading of currencies of the respective contiguous countries; (v) 
inter-trading of excess foreign exchange among bureaus is allowed; (vi) weekly 
returns of all transactions must be submitted to the BOT. 

Elisible Transactions. The following types of purchases of foreign currency are 
permitted: (i) any Tanzanian resident holding a confirmed travel ticket to an 
overseas location may buy up to USS3,OOO per trip; (ii) payment for overeeas 
medical services, cleared by the Ministry of Health; (iii) transfer of up to 
USS20,OOO per person per year for overseas educational expensee, eubject to 
specific clearance from Ministry in charge of education; (iv) payments for 
imports to be made through commercial banks which are authorized dealere and 
subject to existing import procedures; (v) purchase of up to USS2,OOO per 
Tanzanian resident per year to cover costs of subscriptions, advertisemente, 
trade mark royalties for books, or legal fees. The following types of ealee of 
foreign currency are permitted: (i) any overseas resident may bring unlimited 
amounts of forex into the country, and purchase T ehillings through the bureaus; 
(ii) local beneficiaries of overseas remittances may convert overthe counter the 
forex intoT shillings; (iii) international organizations anddiplomatic missions 
are not allowed.to transfer funds to/f rom Tanzania through the bureaus, but their 
employees may do so with their personal incomes. 



TABLE 3 
CON~ITIONS GOVERNING OGL IMPORT TRANSACTIONS 

Goods included in the OGL negative list are not eligible for 
importation under the OGL facility. 
Each transaction should have the value of USS5,000 or above; 
While there is no upper ceiling on OGL imports, all transactions 
above US$1 million must be procured through an international 
competitive bidding process. 
Application8 must be eupported by quotatione from at least 3 
different potential euppliers, except for (i) proprietary epare 
parte for squipment already in Tanzania; (ii) goods of regietered 
franchise holders/sole distributors; (iii) goods procured under ICE 
terms; (iv) procurement made directly from manufacturers. 
Sourcing only from World Bank member countries is permitted. 
An OGL import license is issued automatically by the BOT Directorate 
of Import Licensing if the above conditionseare met. 
An OCL import license ha8 a validity of six months, within which 
importers are expected to establish Lice. 
L/Cs will be established by local commercial banks, upon l ?nuance of 
the OGL import license, and upon the importer meeting the local 
currency cash cover requirements of the banks. 
OGL imports are subject to importation procedures contained in the 
Import Control Ordinance, Import Control Laws (zan'zibar), and 
Exchange Control Regulations -- including compulsory pre-shipment 
inspect ion. 



TABLE 4 
CURREm OGL IMPORT PROCEDURES 

Import LicensinaIArranainq for Cash Cover 

1. Importer applies for import license from BOT Imports Directorate, by 
supporting application with copy of pro-forma invoice. 

2 .  BOT verifies that the application is complete, meete the OGL conditions, 
and refers to its accounts position on committed/used funds. If 
oatisfied, an iinport license is issued. 

3 .  Importer goes to.commercia1 bank to arrange for cash cover in T Shillings 
(if no prior arrangement6 have been made). Commercial bank approves or 
denies the cash cover reqyest. 

Pre-Shiment Inspection A~~lication/Foreian Exchanae Permit 

1. Importer applies for pre-shipment inspection ueing form EXCI, eupported By 
import license, pro-forma invoice, caeh cover docmmentation. If approved, 
the application for pre-shipment inspection is numbered and eent to the 
importer's bank, and a copy to the SGS/SSI as a directive to inspect. 
Importer pays inspection fee of 1% of FOB value of goods. 

2. Application is sent from the BOT Import Payment Department to the BOT 
Import Licensing Department to receive a foreign exchange allocation. 

3 .  If approved, the importer proceeds to establish an L/C with hie bank. 

LIC Establishment 

1. Importer applies to open an L/C under OGL at his bank, supported by copies 
of foreign import license, EXCI, pro-forma invoice, and other 
documentation. 

2 .  The bank contacts the BOT'Import Licensing Department that all general and 
OGL conditions have been met, and approaches the BOT Foreign Exchange 
Department to commit funds in its accounts. 

3 .  The local bank sends telex to the offshore bank requesting that an L/C be 
opened, and consults further with the BOT import licensing authorities. . 

4. A list of requested L/Cs is sent to the BOT Foreign Exchange Department. 
5. If satisfied, the offshore bank will confirm and open the L/C in the 

importer's name. 
6. The local bank inform$ the importer that the L/C has been opened. 

Inspection, Documentation and Withdrawal 

1. Inspection agent issues Clean Report of Findings. Overeeas eupplier eende 
shipment details and documentation to importer. 

2 .  Importer's bank receives same documents from offshore bank; erne documents 
are sent to the BOT Foreign Department who also receive account statements 
from the offshore bank. 

3 .  Once the L/C matures, importer's account is debited of cost of goods plue 
an L/C fee of 1.5-6% and T Shillings transferred to the BOT Foreign 
Department as a refund for the forex used. 

4. BOT Foreign Department debits accounts of importer'e bank, and submite 
withdrawal application for replenishment of OGL forex from the World Bank, 
and a copy sent to the Treasury. 



Direct Taxes 

TABLE , S  
DIRECT AND INDIRECT TAX RATES IN TANZRNIA 

Corporate Income 
Withholding Taxes 

Management/Prof. Fees 
Royalties 
Rents 
Dividends 
Interest 
Pension 

Capital Gains 
Less than Tsh 100,000 
Tsh 100,000-500,000 
Tsh 500,000-1 million 
Over Tsh 1 million 

Personal Income 

Other Miscellaneous 
Social Security 
Training Levy 
Payroll Levy 
Transport Levy 

Motor Vehicle Tax 
Residence Tax 
Housing Fund 

Indirect Taxes 

Import Duties 

Excise Tax 

Sales Tax 

Resident 

20% of amount above Tsh 100,000 
Tsh 80,000 + 25% of amt. above Tsh 500,000 
Tsh 205,000 + 30% of amt above Tsh 1 mill. 
Progressive rates ranging from 7.5-40% on income 
of both residents and non-residents 

10% of salaries of all employees 
10% of salaries of expatriate --tees 
4% of salaries of all employee4.b 
2% of hire charges for ro:.' kcansportation 
provided that the charges are at lsdst Tsh 10,000 
Tsh 80,00O/year/car provided by employer 
Tsh40,000/foreignemployeeonsecuringworkpermit 
20% of company after tax profits to be set aside 
to finance housing construction for employees 

Imposed on almost all imported goods ranging 
between 20-600 of c.i.f. value 
Ad valorem and specific taxes levied on local and 
imported luxury goods 
Levied on certain imports and local goods, 
ranging between 20-40% of value. Tax ie a 
transaction-based, applied at each point of sale 



ANNEX P 

POLICY MATRIX 
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ANNEX Q 

EVALUATPON MATRIX 
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ANNEX R 

PRIVATE SECTOR REGULATIONS AND PROCEDURES 



TABLE 1 
MAJOR ECONOMIC POLICY REFORMS (1986-92) 

Fxchanae Rate/Foreian Exchanae Policv 

1. Introduction of the "own funds" scheme, which largely eliminated QRe, and 
significantly reduced average effective protection levels. (1984) 

2. As part of ERP, T Shilling devalued from Teh 16.5 to Tsh 51.7 per U.S. 
dollar in 1986. T shilling depreciated by over 80% between 1986-90, in 
continuous adjustments to the exchange rate. 

3 .  Introduction of OGL scheme providing foreign exchange automatically for a 
defined list of imports. (1988) 

4 .  Removal of OGL ceiling of USSl million per importer per annum; ordere over 
USS1 million subject to international competitive bid. (1990) 

5 .  T Shilling devalued by 14.5% to Toh 230 = USS1. (June 1991) 
6. T Shilling devalued to Tsh 290 - USS1. (May 1992) 
7. Elimination of system of foreign exchange allocation, and adoption of the 

OGL mechanism. (July 1991) 
8. Foreign Exchange Act and introduction of foreign exchange bureaue. (April 

1992) 

Trade Policy 

1. Introduction of OCL scheme which reduced use of import licensing for forex 
allocation. (1988) 

2. Simplification of the tariff structure, resulting in eix positive ratee, 
reduction of the maximum tariff rate to loo%, and lowered average tariff 
rates. (June 1988) 

3. Reduction in the number of tariff rates to four ad valorem rates. (June 
1990) 

4. Replacement of "positive list" of eligible OGL imports, with emall 
"negative list" of goods not eligible for importation under OGL. (January 
1991) 

Investment/Business Establishment Policy 

1. Passage of the National Investment Promotion and Protection Act, creating 
the IPC. (1990) 

2. Introduction of debt/equity conversion scheme. (April 1992) 
3. Amendment to the National Investment Act, to streamline bueineee 

establishment procedures, and enhance IPC's functioning as a "one atopu 
investment approval/business licensing center. (Underway) 

Internal Trade/Tax Policy 

1. Reduction in number of goods subject to price control from over 400 to ten 
categories of goods. (1989) 

2. Decontrol of real prices of agricultural commodities; liberalization of 
agricultural marketing framework. 

3. Liberalization of cashew nut and cotton marketing; private cotton ginning. 
4. Simplification and consolidation of sales and excise tax rates. (1990) 

Export Promotion Policy 

1. Introduction of foreign exchange retention schemes for various traditional 
and non-traditional exporters. 

2. Discontinuation of export rebate scheme, introduced in 1981. (1986) 
3. Consolidation of various export retention schemes to 50% retention of 

forex earnings of non-traditional exporters, and 30% for traditional 
exporters. (1987) 

4. Introduction of export duty drawback scheme. (1988) 
5. Reduction in export retention share for non-traditional exporters to 35%; 

effective elimination of export retention for traditional exports. (1989) 



ANNEX s 

AIDS IN TANZANIA 



EXECUTIVE S W J i R Y  

Thc rapid spread of AIDS w i l l  have far-reaching imp l i ca t ions  i n  
Tonzania over t h e  next s e v e r a l  decades. This s tudy a s ses ses  t h e  c u r r e n t  
o tn tuc ,  l i k e l y  f u t u r e  development, and prospect ive dcmographic, 
economic, and o t h e r  Lnpacts of  t h e  AIDS epidemic, and examines t h e  
opt ions  a v a i l a b l e  f o r  doing something about it. 

The f ind ings  sugges t  t h a t  t h e  epidemic w i l l  be s e v e r e  and have 
major consequences. A s  w i l l  be descr ibed f u r t h e r  below: 

- The number i n f e c t e d  w i l l  reach 5.8 t o  17.4 pe rcen t  o f  the 
popula t ion  by t h e  yea r  2010, up from 1.4 t o  5.3 pe rcen t  
cu r r en t ly .  (These BIV-infected ind iv idua l s  w i l l  s u f f e r  
d e b i l i t a t i n g  i l l n e s s ,  u s u a l l y  w i t h i n  one t o  t e n  y e a r s  o f  
i n f e c t i o n ,  followed by c e r t a i n  death a yea r  or two l a t e r ,  
o f t e n  i n  t h e  prime of  l i f e  o r  before.)  I n  a d d i t i o n ,  a much 
l a r g e r  number w i l l  be i n d i r e c t l y  a f fec ted :  as r e l a t i v e s ,  
many of whom w i l l  i ncu r  s i g n i f i c a n t  c o s t s  on  account  o f  AIDS 
v ic t ims;  as su rv ivo r s ,  many of whom w i l l  be  l e f t  i n  g r e a t e r  
poverty; as ea rne r s ,  employers, or self-employers who w i l l  
experience p r o d u c t i v i t y  loeees ;  o r  a s  s u f f e r e r s  o f  o t h e r  
d i seases  i n  AIDS-induced resurgence (e.g., t ube rcu los i s ) .  

- Demographic changes w i l l  a l t e r  t h e  composition of t h e  
populat ion and work force.  Earners w i l l  have more 
dependents t o  provide f o r ,  a s  t h e  ranks of working-age 
a d u l t s  a r e  thinned by r i s i n g  mor t a l i t y ,  whi le  t h e  young and 
t h e  in f i rm  become more numerous. The work f o r c e  w i l l  become 
younger (average age 29 in s t ead  of 31 i n  2010) and less . 
expericnccd, and w i l l  hove l e s s  education and t r a i n i n g .  
C r i t i c a l  t a l e n t s  and r a r e  s k i l l s  -- such a s  en t r ep reneur s ,  
managers, and v a r i o u s  p ro fe s s iona l s  -- w i l l  become even 
sca rce r .  

- The economy w i l l  b e  adverse ly  a f f ec t ed ,  mainly i n  t h e  medium 
and long run. GDP w i l l  grow more slowly; by 2010, it could 
be 14 t o  24 pe rcen t  lower t han  it would have been i f  t h e r e  
had been no AIDS epidemic. Per c a p i t a  GDP a l s o  w i l l  be 
impacted, but  more moderately,  a s  t h e  s lower aggrega te  GDP 
growth is p a r t i a l l y  o f f s e t  by slower popula t ion  growth. 

- Some s e c t o r s ,  i n d u s t r i e s ,  regions,  and subgroups w i l l  , f e e l  
t h e  e f f e c t s  much more than  o thers .  Kagera region,  t h e  wors t  
h i t  a r ea  s o  f a r ,  w i l l  experience massive inc reases  i n  
m o r t a l i t y  r a t e s  and unat tached dependents (orphans,  widows, 
e t c . ) .  I t  is a l r eady  f e e l i n g  t h e  labor  p inch ,  w i t h  c rop  
product ion r epor t ed ly  being adverse ly  a f f e c t e d .  Other  
regions may be s i m i l a r l y  e f f ec t ed .  Heal th s e r v i c e s  and 
budgets w i l l  come under increas ingly  i n t e n s e  p re s su re ,  as 
AIDS v ic t ims  and o t h e r  p a t i e n t s  compete f o r  t h e  l i m i t e d .  
resources  a v a i l a b l e .  



- Population grar th ,  though slowed considerably by higher , 

mortal i ty ,  w i l l  remain above 2.0 percent through 2010 o r  
longer, and the  dependency r a t i o  w i l l  woreen s l i gh t ly ;  
population po l i c i e s  and programs, including family planning, 
w i l l  continue t o  be an urgent pr ior i ty .  

The findings a l s o  indicate  t h a t  effect ive action t o  slow t he  
spread of the  disease and improved coping measures can make a dif ference 
in  mitigating the  course and consequences of the epidemic. The most 
promising options a r e  strengthening e f fo r t s  to: 

- curb other  eermally transmitted dieeases (STDs) be t t e r ,  
s ince t h e i r  preeence s ignif icant ly  increases t h e  l ikelihood 
of AIDS t ranemiss io~ .  Not only would a camprehe~sive 
STD/HIV prevention m d  control  program decrease t h e  r i ok  of 
EIV in fec t ion  fo r  thoee with t rea tab le  STDs, it presents  a 
unique opportunity f o r  reaching thoee individuals a t  
grea tes t  r i s k  of acquiring end apreadiog EXV with e f f e c t i v e  
AIDS counselling; 

- increase condom usage, by act ively promoting them f o r  
disease prevention re vell as  frmily pluming purposes and 
by ensuring t h e i r  ready ava i lab i l i ty ;  

- design a var ie ty  of I E C  messages specif ical ly  ta rge t ted  t o  
d i f f e r en t  audiences and u t i l i z ing  a wide var ie ty  of media i n  
order t o  c r ea t e  t h e  synergis t ic  e f fec t  necessary t o  change 
behavior ; 

- reduce t h e  need f o r  blood transfusions (e.g., by improving 
prevention and treatment of other dieeases -- such r e  
malaria -- so  t h a t  fever pat ients  reach the  point of needing 
t ransfusions) ;  

- t r e a t  AIDS pa t i en t s  a t  primary f a c i l i t i e s  and a t  home ra ther  
than a t  hosp i ta l s ,  and thus real ize  s ign i f ican t  cos t  
savings. 

I n  addit ion,  t h e  adverse economic impacts can be moderated through 
actions to: 

- in tens i fy  public expenditure review and control ,  w i th  a view 
to ra i s ing  al locat ions  t o  the heelth sector  through 
reductions elsewhere, while aleo diminishing ine f f i c i enc i e s  
within t h e  hea l th  system; 

- pursue vigorously the  economic reform, eo t h a t  t h e  f u l l  
growth po ten t i a l  of the  economy can be real ized;  m d  

- seek increased external  funds, through donors and commerci!.\l 
investors,  t o  compensate for the  reduced domestic savings 
caused by AIDS. 



AIDS has comc t o  Tanzania a t  a d i f f i c u l t  time. Economic 
C conditions and l i v i n g  standards (including heal th  s t a t u s )  are s t i l l  a t  

very l o w  l eve l s ,  recovering from t h e  setbacks of t h e  ea r ly  1980s t h a t  
reversed progress i n  t h e  1960s following Independence. GNP p e r  c a p i t a  ' 
is about $100, and publ ic  spending on heal th  per  cap i t a  is under $4. 
Morbidity and mor ta l i ty  l e v e l s  are unacceptably Ugh. One o u t  of every 
ten  chi ldren born does not survive t o  i t s  f i r s t  birthday. More t h a n  
three  of every 1000 mothers-to-be d i e  as a r e s u l t  of t h e i r  pregnancy. 
The chi ld  mor ta l i ty  r a t e  ( p r i o r  t o  AIDS) was 14711000 and t h e  a d u l t  

v mortal i ty r a t e ,  7/1000, wi th  aur average l i f e  expectancy of about 48 
years. 

EXTENT AND ZEVERITY OF THE EPIDEMIC 

Current S i tua t ion  

The National AIDS Control Program (NACP) est imates t h a t  about 
800,000 people, o r  about 3.2 percent  of t h e  population, a r e  c u r r e n t l y  
infected with t h e  d isease  (i.e., are BIV sero-positive). Of these ,  
approximately 160.000 have already developed AIDS ( L e . ,  have crosoed 
the  threshold from being infected  t o  being ill). The remainder will 
develop AIDS sometime between less than one nnd up t o  twenty yearc  from 
the  date of in fec t ion  ( t h e  median time fo r  adu l t s  between i n f e c t i o n  and 
becoming ill appears t o  be e i g h t  t o  t e n  years i n  developed coun t r i e s  and 
may be l e s s  i n  developing coun t r i e s ) .  Death follows within a year o r  
two of the onset of major symptoms, and often much sooner. Annual 
deaths from AIDS a r e  present ly  estimated a t  between 20,000 and 30,000 
vhich is 5-7 percent  of t o t a l  deaths. AIDS i s  believed t o  have recen t ly  
surpassed malaria a s  t h e  leading k i l l e r  among diseases i n  a d u l t s ,  and is 
l i k e l y  t o  do so  f o r  chi ldren i n  t h e  very near future.  

Some p a r t s  of t h e  country a r e  much more af fec ted  than others .  For 
example, i n  Kagera region, where t h e  epidemic f i r s t  manifested i t s e l f  i n  
Tanzania, reported AIDS deaths a r e  about 16 percent of a l l  deaths -- and 
the  ac tual  f i g u r e  may be higher due t o  underreporting. An es t imated 17 
percent of Ragera's urban population and 5 percent of i ts  r u r a l  
population a r e  H I V  infec ted;  t h e  proportions of productive a d u l t s  
infected is  even higher. I n  con t ras t ,  i n  a t  l e a s t  half of mainland 
Tanzania's 20 regions, only about 2.5 percent of t h e  urban populat ion 
and l e s s  than 1 percent  of t h e  r u r a l  population a r e  thought to be 
infected.  Whether these  d i f fe rences  suggest d i f f e r e n t  epidemics o r '  
d i f f e r e n t  points  i n  t h e  same epidemic (i.e., whether a l l  regions a r e  
l ike ly  t o  follow t h e  Kagera p a t t e r n )  i s  not y e t  known. This w i l l  depend 
on whether the re  a r e  d i f fe rences  among regions wi th  regard t o  t h e  e x t e n t  
of sexual a c t i v i t y  outs ide  marriage and t h e  prevalence of STDs i n  t h e  
populations, but  i n £  ormat ion  on these  f a c t o r s  remains sketchy. 

There a r e  a l s o  l a rge  d i s p a r i t i e s  across d i f f e r e n t  subgroups of t h e  
population. H I V  i n f e c t i o n  l e v e l s  a r e  highest  i n  people between che  ages 
of 15 and 45, and i n  new-born in fan t s .  H I V  in fec t ion  r a t e s  a r e  . 
increasing espec ia l ly  rapidly  among adolescents. Women and .men are 
about equally infec ted .  Women appear t o  become infected a t  a younger 



81gc than men on average. These f ac t s  are  consistent with what is known 
about how the disease is  transmitted i n  Tanzania. By Ear the  most, I 

important tranemission route i s  heterosexual contact, which is  estimated 
t o  account d i rec t ly  fo r  c lose  t o  80 percent of a l l  infections i n  t h e  
country. Blood trmmfusion and per ina ta l  transmission have each been 
responsible for  about 10 percent of infections;  contaminated needles o r  
other health care equipment is responsible f o r  only 1-2 percent of 1 H 
infections; and transmission by other  routes i s  negligible. Thio t 
implies t ha t  those most a t  r i s k  of acquiring AIDS a r c  pesple with : I' 

multiple surual,partners, t h e i r  spouses and t h e i r  unborn children. 

Future Prospects 
1 

The l ike ly  future  course of the  epidemic w i l l  depend c ruc ia l ly  on 
a number of v i t a l  and diff icul t - to-predict  variables.  By f a r  the  most 
important issue is what w i l l  happen t o  sexual behhvioral pat teras ,  and 
i n  particular,  t o  the  proportion of t he  adul t  population with  multiple - 
sexual partners. I f ,  f o r  example, 45 percent of t h e  adul t  populat ion.  
a re  "sexually monog.mowU (have only one partner), f t  h.o been e o t h u t e d  
tha t ,  by the  year 2000, about 1.2 mil l ion people w i l l  be carrying the  
virus and another 450,000 w i l l  have died of AIDS, with  theec numbere 
growing t o  about 2.3 mi l l ion  and 1.7 d l l i o n  respectively by the  year 
2010. I f ,  on the other hand, only .15 percent of t he  Adult population 
are monogamous, as many a s  3.6 mil l ion could be infected by 2000 and 
AIDS deaths could be as  high as 1.6 mill ion,  grating t o  6.1 mil l ion 

f 1 

infected and 5.6 mill ion deaths by 2010. These figures b p l y  t h a t  3.9 
I- 
1: 

to'12.4 percent of the population w i l l  be infected by 2000 and 5.8 t o  i. 
17.4 percent by 2010. 

Even i f  massive e f f o r t s  t o  reduce the spread of infection were 
successful i n  slowing transmission, t he  number of AIDS cases and deaths 
would s t i l l  increase f o r  t h e  next several  years as  those already 
infected reach the  s tage  of ac tua l ly  f a l l i n g  ill with the  disease. I n  
the extreme (and unlikely) case chat transmission stopped completely as 
of today, the  number of AIDS cases would still  continue t o  grow to over 
300,000 by 2000, and t o  more than 500,000 by 2010. Thus, no matter what 
happens, A I D S  is  going t o  have a major presence i n  Tanzania fo r  many 
years t o  come, and the  Government must plan now how t o  deal  with t h a t  
real i ty .  

IMPACTS OF THE EPIDEMIC 

The increases i n  both mor ta l i ty  (deaths caused by AIDS and by 
AIDS-induced growth i n  the  prevalence of other  diseases) and morbidity 
( i l lness  -- i.e., decl ine i n  healthiness -- Mong thoce a f f l i c t ed )  vill k 

have a wide range of impacts, a f fec t ing  i n  pa r t i cu l a r  (1) demographic 
factors (population growth, age s t ruc ture ,  dependency r a t i o s ,  etc. ) , (2) 
t he  economy, ( 3 )  the  heal th  care  system, and (4)  o ther  sectors. 



AIDS ic expected t o  increase t h e  adu l t  morta l i ty  rate t o  about 
25/1000 by 1994, from about 7/1000 i n  t h e  l a t e  1980s. The c h i l d  
morta l i ty  r a t e ,  which has been decreasing s t e a d i l y  f o r  t h e  p a s t  twenty 
years,  is  l i k e l y  t o  begin increasing again wi th in  t h e  next few years. 
Overall,  t h e  crude death r a t e  could increase  t o  as much a s  2411000 (from 
2011000 current ly)  and average l i f e  expectancy could drop t o  about 40 
ye&io (from 48). 

Population growth w i l l  remain pos i t ive ,  but t h e  rate of growth 
could decline from the  current  2.8 - 3.0 percent annually t o  2.0 - 2.6 
percent by t h e  year 2010. .Thus, population gr-h pressures  will still . 
be a major problear, Bnd concerted e f f o r t s  t o  improve and expand 
population p o l i c i e s  and programs, eepec ia l ly  family planning, w i l l  
continue t o  be en urgent and high priority. Host of t h e  e p i d u n i c ~ ~  
e f f e c t  on population growth w i l l  be from increased morta l i ty ;  t h e  impact 
on f e r t i l i t y  i s  ant ic ipated  t o  be minimal. 

The age s t r u c t u r e  of t h e  populat ion w i l l  change i n  s e v e r a l  ways. 
The 15-to-64 age group, i.e., working age adu l t s ,  w i l l  become younger 
overal l :  t h e i r  average age will decl ine  t o  29, ins tead of 31.5 i n  t h e  
absence of AIDS. The under-15 age6group will be ornewhat smal ler  than 
it would have been otherwise, due mainly t o  deaths of AIDS i n f a n t s ;  b u t  
w i l l  have the  same age composition. Because t h e  losaee i n  t h e  under-15 
group w i l l  be r e l a t i v e l y  fever than t h e  losses  i n  t h e  15-64 group, t h e  
under-15 group w i l l  account f o r  a l a rge r  proportion of t h e  0-64 
population i n  t h e  ~5th-AIDS case than i n  t h e  without-AIDS case.  Thus 
the  youth dependency r a t e  w i l l  r i s e .  The over-64 group w i l l  i n i t i a l l y  
be unaffected; l a t e r ,  as the  losses  i n  t h e  15-64 group work t h e i r  way up 
the  age pyramid, t h e  over-64,s w i l l  be s i g n i f i c a n t l y  reduced i n  number, 
compared t o  t h e  no-AIDS case. These t rends ,  together  wi th  t h e  reduced 
s i z e  of the  15-64 group, w i l l  cause t h e  e lde r ly  dependency r a t i o  t o  be 
i n i t i a l l y  higher than it would have been, and then t o  be much lower. 
The overa l l  dependency r a t i o ,  taking i n t o  account a l l  these  f a c t o r s ,  
w i l l  be s l i g h t l y  higher than i n  t h e  absence of AIDS. I n  sum, t h e  
epidemic w i l l  lead t o  a younger (and the re fo re  presumably less 
experienced) w3rk force  with a l a r g e r  number of dependents t o  provide 
for .  

S ign i f i can t  increases w i l l  occur i n  t h e  numbers of "unattached 
dependentsm -- orphans, vidows, and famil ies  without able-bodied, 
working-age adults .  I n  Kagero, t h e r e  a r e  a number of households . 
consis t ing  exclusively of dependents -- young ch i ld ren  and t h e i r  
grandparents. This development w i l l  impose e x t r a  burdens on o the rs ,  
including non-AIDS households, communities, and publ ic  a u t h o r i t i e s ,  as 
Some victims move i n  with r e l a t i v e s  and o the rs  become homeless 
scavengers. 



Impacts on the Economy 

The e f f e c t s  of t h e  epidemic on morta l i ty ,  morbidity, and 
demographic f a c t o r s  w i l l  a f f e c t  t h e  macroeconomy through m u l t i p l e  
channels, s t a r t i n g  wi th  impacts on: 

- t h e  labor  fo rce  ( t h e  number of workers and p o t e n t i a l  
workers, t h e  age s t r u c t u r e ,  t h e  l e v e l  of experience, t h e  
extent  of t r a i n i n g ,  e t c . )  and t h e  dependent populat ion 
( t h e i r  number, needs, etc.) 

- t h e  product iv i ty  of workers, a s  those who are ill, or ca r ing  
f o r  o t h e r s  who a r e  ill, become less productive than i f  t h e y  
were we l l  

- t h e  human c a p i t a l  embodied i n  t h e  work force ,  as well-  
t r a ined ,  educated, experienced, andlor s p e c i a l l y  t a l e n t e d  
workers becane less productive and d i e  sooner than  they  
would have otherwise. 

- expenditures occasioned by AIDS, including both p u b l i c  and 
p r i v a t e  spending, a t  t h e  individual  household l e v e l  and i n  
aggregate .l' 

Flowing from these  variou? e f f e c t s  w i l l  be o the rs  concerning t h e  
savings behavior of households and t h e i r  non-AIDS-related spending. As 
vict ims,  r e l a t i v e s ,  f r i ends  and others  spend more on AIDS-related 
expenses, and as some of them a l e o  earn  l e s s  beceuse they work less, 
they w i l l  have fewer resources l e f t  f o r  o the r  purposes. This  w i l l  
undoubtedly r e s u l t  i n  a reduction i n  saving (or ,  equivalent ly ,  an  
increaee i n  d issaving among those already spending more than  t h e i r  
income). There may a l s o  be some reduction i n  expenditure f o r  i t e m s  
unconnected wi th  ca r ing  f o r  victims, and possibly s h i f t s  i n  t h e  , 

composition of expenditure and saving. I n  addit ion,  expenditure end 
saving behavior may be a f fec ted  f o r  o ther  reasons too. For example, 
the re  may be an impact on t h e  precautionary demand f o r  savings by 
households who experience g r e a t e r  income v a r i a b i l i t y  i n  t h e  presence of 
AIDS.  

The e f f e c t s  on savings a r e  espec ia l ly  important because economic 
growth prospects  w i l l  be modified t o  t h e  ex ten t  t h a t  savings -- ma 
investments -- a r e  a l t e r e d .  I n  t h e  l i k e l y  event t h a t  t h e  dominant 
e f f e c t  on 6 a v i n g . i ~  t h e  impact of increased spending t o  care f o r  AIDS 
vict ims,  t h e  outcome w i l l  be a decl ine  i n  saving. Other e f f e c t s  on 
saving might mi t iga te  or exacerbate t h i s  decl ine ,  bu t  t h e  n e t  r e e u l t  
seems more probably t o  be a reduction. 

Expenditures on h e a l t h  se rv ices ,  though perhaps t h e  main i t e m  
here,  w i l l  not  be t h e  only one. Households may incur many k inds  of  
other 'costs  of caring' a s  w e l l ,  I n  t h e  end, too ,  t h e r e  w i l l  be  funera l  
expenses, which i n  Afr ica  can o f t e n  be extremely l a r g e  r e l a t i v e  t o  
ir.comc. 



- v i i  - 
Thc effcc te  on exponditurc unrelated t o  AIDS may involve numerous 

~djuotments across d i f fe ren t  markets. Some of these  adjustments may be 
qui te  ordinary, i n  the  sense of being l i t t l e  d i f f e r e n t ,  i n  t h e i r  
economic consequences, from t h e  usual  market e h i f t s  eesocireed wi th  
change8 i n  weather, t a e t e s ,  ex te rna l  f a c t o r s ,  etc. But a few may b e  of 
u more spec ia l  nature. One might be a reduction &I epending on 
education. I f ,  a s  a consequence of spending more on h e a l t h  caee and 
other things,  people apend l eee  on t h e i r  children's  mchooling (sad thus  
enrollments f a l l ,  dropouts rise, and learning achievement decl ines) ,  t h e  

I' resu l t ing  setbacks i n  investment i n  humaa c a p i t a l  could cons t ra in  long 
t e r n  fu tu re  growth. 

Taking a l l  these e f f e c t s  together ,  rad'eome f u r t h e r  ramif ica t ions  
they may have, the  study o t d n e d  a number of b s s i c  question8 about t h e  
possible economic implications of AIDS, Ancluding t h e  following. W i l l  
the  implications amount t o  much, or w i l l  they 'be  miaor? I f  more t h a n  
minor, how w i l l  the  time path  of key macroeconomic var iableo ,  (GDP, GDP 
per cap i t a ,  saving, investment, r e a l  wages) i n  t h e  AIDS-etricken ecoaomy 
d i f f e r  over t h e  next twenty o r  eo  years  from,what would have happened ia 
the absence of the  AIDS epidemic7 To what extent  can pol icy  
interventions a l t e r  the "with AIDS" outcomes? 

To analyze these i ssues ,  a simple c o n c e p t i o n ~ l  framework was 
developed, and then extended t o  motivate a more involved simulat ion 
model t h a t  l inks  conjectures about t h e  demographic impacts of AIDS t o  
t h e  macroeconomy. Using two extensions of a well-known approach ( t h e  
Solow gr01.2h model) and simulations t h a t  t r a c e  out  t h e  time paths of a 
"no AIDS" scenario and a l t e r n a t i v e  "with AIDS* scenarios r e f l e c t i n g  
di f ferent  policy options, the  analys is  considered how t h e  various 
e f fec t s  would in te rac t  with one another. O f  p a r t i c u l a r  i n t e r e s t  were 
the conf l ic t ing  influences of decl in ing labor  force  growth, labor  
productivity, and nat ional  saving. Taken together,  these  and t h e  o the r  
e f f e c t s  of  AIDS might r e s u l t  in e i t h e r  increases o r  decreases i n  GDP pe r  
capi ta ,  the  cap i t a l l l abor  r a t i o ,  wages, and o the r  var iables .  The 
simulations suggest answers t o  t h e s e  quest ions and ind ica te  t h e  l i k e l y  
magnitude and di rec t ion of key changes over time. 

The main r e s u l t s  of t h i s  ana lys i s  suggest t h a t  i f  no new act ions  
are  taken (e .g . ,  i f  no new Government measures o r  donor support a r e  
forthcoming), then: 

- GDP would grow more slowly than it vould have i n  t h e  absence 
of AIDS. The average r e a l  GDP growth r a t e  through t he  year 
2010 would be 2.9 - 3.4 percent ,  ins tead  of 4.0 percent  i f  
there  were no AIDS, By t h e  end of t h a t  period, t h e  l e v e l  of 
r e a l  CDP would be 14 to 24 percent  lover  than  it would have 
been othervise.  



- Per capi ta  GDP would a l s o  bc af fec ted  but more modcratcly, 
as t h e  impact of olarer GDP gruwth i s  o f f s e t  somewhat by. 
s l a r c r  populat ion growth. Tho average r e a l  per c a p i t a  GDP 
growth r a t e  through 2010 would be 0.3 - 0.7 percent ,  ins tead 
of 0.7 percent  i n  t h e  absence nf AIDS. Under some 
ecenarios, it i o  poeeible * h ~ t  per  c a p i t a  GDP might remain 
unchanged, e s p e c i a l l y  i f  the  reduction i n  savings were amall 
or n i l .  

- Capi ta l f labor  r a t i o s  would be af fec ted  s l i g h t l y  -- poss ib ly  
r i s i n g  marginally more than it would have otherwiee, as 
employers use non-labor inputs more s o  as t o  compensate f o r  
the  losses  i n  t h e  numbers and product iv i ty  of workers. 

The tlme paths of t h e s e  impacts a r e  t raced i n  t h e  following 
f igures  fo r  one of t h e  s imula t ion scenarios found t o  be among t h e  most 
p laus ib le ,  among t h e  l a r g e  number analyzed. Not su rpr i s ing ly ,  t h e  
impacts s t a r t  out as q u i t e  modest, but then bui ld  up over time as t h e  
prevalence, morta l i ty ,  and morbidity from AIDS worsens. 



COP Projection 
v- 

Per Capita COP Projection 
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C a ~ i t a l  to  L c m  Rztio Projection 



Thc cffccts within  p a r t i c u l a r  induet r ice ,  eectoro,  regions,  and 
aubgtoupo of the  populat ion could of couree ba much more d rne t i c .  The 
l o s s  of b e t t e r  t r a ined ,  educated, o r  experienced personnel,  o r  s p e c i a l l y  
t a l en ted  individuals  could have major implicat ions i n  some cases, 
espec ia l ly  where t h e  a c t i v i t y  i s  c r u c i a l  t o  t h e  o v e r a l l  development of 
thc  economy endlor t h e r e ' s r c  pre-existing e k i l l  gaps and capaci ty  
s c a r c i t i e s .  Fot example, losees of current  o r  p o t e n t i a l  entrepreneurs,  
o r  mang those farmers most predisposed t o  adopt new ideas ,  would be 
s ingu la r ly  damaging. Although nothing can be s a i d  wi th  c e r t a i n t y  about * .  

any of t h i s ,  the re  is a s u b s t a n t i a l  r i s k  t h a t  r e  t h e  epidemic mpreads 
fu r the r ,  some v i t a l  elements of t h e  economy could be eevere ly  a f fec ted ,  
which would then make t h e  aggregate impact even more pronounced. e 

For individual  houeeholds, too, t h e  impact of  i l l n e s o  and death  of 
one o r  more family members i s  l i k e l y  t o  be q u i t e  severe. I n  add i t ion  t o  rn 

the  permanent l o s s  of income o r  labor  of t h e  deceased - who m y  have 
been t h e  prfmary source of support - hou8ehold savings and/or equ i ty  may 
have been depleted car ing f o r  t h e  pat ient .  In  a country as poor as 
Tanzania, i t  is l i k e l y  t h a t  many famil ies  which had been managing, but  
w, w i l l  be pushed i n t o  r e a l  poverty a s  a r e s u l t  of AIDS. , 

I n  shor t ,  t h e  ramificat ions of AIDS f o r  t h e  economy'are l i k e l y  to 
be by no means t r i v i a l .  I f  no new.actions are taken by Government 
and/or donors t o  counteract  t h e  consequences of t h e  spread of t h e  
d isease ,  CDP w i l l  grow much more slowly than previously projec ted ,  
making t h e  fu ture  development prospects of t h e  country considerably more 
uncertain than otherwise. Per cap i t a  income l e v e l s  w i l l  a l s o  rise more 
slowly, and although t h e  per cap i t a  e f f e c t s  w i l l  be smaller  than t h e  
aggregate e f f e c t s ,  t h e  reason f o r  t h a t  outcome o f f e r s  l i t t l e  solace:  
namely, AIDS deaths w i l l  reduce t h e  number of people who otherwise would 
have been a l ive .  Thus, t h e  need t o  explore vha t  can be done t o  conta in  
t h e  epidemic and t o  counterbalance i ts  impacts is a l l  t h e  more urgent. 

Impacts on t h e  Health Care System 

The consequences of t h e  epidemic f o r  h e a l t h  c a r e  provis ion and 
cos t s ,  both publ ic  and p r i v a t e ,  w i l l  be major, requir ing d i f f i c u l t  
choices among competing demands f o r  resources, not  only between AIDS and 
other  hea l th  i s s u e s  (maternal and ch i ld  h e a l t h  care ,  malaria,  e t c . )  but  
a l s o  wi th in  AIDS care.  Before dying, a t y p i c a l  a d u l t  AIDS p a t i e n t  w i l l  
su f fe r  two o r  more episodes of chronic d i a r r h e a l  d isease ,  t e n  epioodee . 
of o r a l  thrush,  and about t h r e e  sk in  infect ions .  I n  addi t ion ,  
approximately 50 percent  of adu l t  AIDS p a t i e n t s  v i l l  f a l l  ill from 
pneumonia andlor septicaemia, and 15-25 percent  w i l l  s u f f e r  from 
tuberculos is ,  severe  headache, andlor neurological  d i seases ,  br inging \ 

t h e  average number of episodes of i l l n e s s  p e r  a d u l t  AIDS p a t i e n t  t o  17 
over t h e  one t o  two years  .pr ior  t o  death. A l l  t h i s  s i c k  time, i f  f u l l y  
provided f o r ,  would require  over 280 days of cere, including home care. 
For i n f a n t  AIDS p a t i e n t s ,  about s i x  episodes of i l l n e s s  a r e  expected, 
including a combination of chronic d iar rhea ,  o re1  thrush,  pneumonia and 
skin d iseases ,  a s  we l l  as recurrent  fever and TB i n  some cases.  The 
care burden f o r  ch i ld  cases would t o t a l  about 200 days of c a r e  on 
average per p a t i e n t  over t h e  year o r  l e s s  p r i o r  t o  death. I t  has  been 



e a t h a c a d  t h a t  cnch adul t  AIDS case t r ea ted  i n ' t h e  hea l th  care  system 
absorbs about TSh 58,000 ($290) i n  nursing and druy coate ,  while t h e  
cost  per ped ia t r i c  case i s  about TSh 39,000 ($195). 

I f  a l l  AIDS p a t i e n t s  were being t r e a t e d  i n  hea l th  f a c i l i t i e s ,  end 
su f f i c ien t  drugs were ava i l ab le  f o r  t h i s  purpose, AIDS care  would absorb 
about TSh 5.46 b i l l i o n  ($27.3 mi l l ion)  from both publ ic  and p r i v a t e  
nources i n  FP 1991, which is equivalent  t o  about half  of the  e n t i r e  
public heal th  recurrent  budget f o r  t h a t  year. However, it is d i f f i c u l t  
t o  know how many AIDS cases  a r e  a c t u a l l y  seeking care  from t h e  pub l ic  or 
p r iva te  hefilth care  eystem. On t h e  one hand, only a f r a c t i o n  (10-15%) 
of the estimated number of  AIDS cases  have been recognized a t  h e a l t h  
f a c i l i t i e s  as  having AIDS, implying t h a t  many i l l n e e a  epioodec a r e  being 
t r ea ted  by t r a d i t i o n a l  hea le r s  o r  at home. On t h e  o t h e r  hand, many 
opportunist ic  dieeases could be, and probably a re ,  t r ea ted  without being 
recognized as  HIV-related. I f  only ha l f  of a l l  AIDS cases were seeking 
treatment from publ ic  hea l th  f a c i l i t i e s ,  AIDS expenditures would 
current ly  absorb about one-quarter of t h e  Government's recurrent  h e a l t h  
budgct . 

Given the  projec t ions  of new AIDS cases i n  t h e  fu ture ,  t h e  demand 
f o r  care is going t o  p lace  extreme pressure  on t h e  hea l th  budget. It i n  
unlikely t h a t  financing from the publ ic  s e c t o r  f o r  AIDS treatment vi l l  
be s u f f i c i e n t ,  e spec ia l ly  i n  view of t h e  numerous o the r  hea l th  needs of  
the population. Various p ro jec t ions  of economic growth done as p a r t  of 
the  recent economic repor t  f o r  Tanzania ind ica te  t h a t  Govesnment 
a l locat ions  for  heal th  w i l l  rise only marginally i n  t h e  coming years  , 
unless the economic reform program is  pursued more vigorously than a t  
present.  Only with a combination of vigorous economic reform and an 
e f fec t ive  A I D S  control  program t o  slow t h e  epidemic 1s Tanzania l i k e l y  
t o  be i n  a pos i t ion  t o  provide reasonable ca re  f o r  a l l  i ts AIDS vic t ims 
while a l so  meeting t h e  h e a l t h  needs of t h e  o ther  80-90+ percent  of t h e  
population. Certainly,  s i n c e  t h e  main t h r e a t  of i l l n e s s  and death  f o r  
the  vas t  majority of Tanzanians w i l l  come from causes other t h a n  AIDS, 
most of them preventable, t h e  treatment of AIDS cases must not be 
allowed t o  d ive r t  resources from primary hea l th  ca re  programs, inc luding 
those recoatmended i n  t h i s  repor t  f o r  preventing t h e  spread of AIDS. 

Impacts on Other Sectors 

The impacts on o t h e r  s e c t o r s  besides hea l th  w i l l  be more comp'bex. 
On the  one hand, losses  of personnel,  e spec ia l ly  t ra ined,  experienced.  
vorkers and scarce t a l e n t ,  w i l l  c r e a t e  addi t ional  difficulties and 
cos ts .  So w i l l  the  e x t r a  expenditures t h a t  employers have t o  bear  f o r  
s i ck  workers. On t h e  o the r  hand, t h e  slower g r a r t h  r a t e  of t h e  
popuht ion w i l l  mean t h a t  some se rv ices  w i l l  not need t o  expand 8s 
rapidly as  they would otherwise. 

Regarding t h e  losses  of personnel,  much v i l l  depend on how e a s i l y  
those people can be replaced. For example, H I V  infec t ion is spreading 
very rapidly among t ruck  d r i v e r s  on t h e  major t ranspor t  routes ,  
suggesting t h a t  t h i s  segment of the  work fo rce  w i l l  lose  a 
disproport ionately l a r g e  number of people. Replacements, i n  t h i s  case ,  



should not prove too d i f f i c u l t *  On thc  o ther  hand; o ther  s e c t o r e  - such 
ac energy and hea l th ,  f o r  example - already earploy t h e  r e l a t i v e l y  few 
highly-okilled and experienced,people i n  t h e  country wi th  t h e  
special ized e k i l l e  on which t h e  eectore depend. h e  lose  of only e w e  
of these  people could a f f e c t  t h e  e f f i c iency  and product iv i ty  of t h e s e  
sec tors ;  replac ing them could t a k e  maay yeare, euggesting t h a t  an even 
g rea te r  e f f o r t  w i l l  be needed i n  building Tanzania's human resource 
capacity. 

Regarding t h e  Lnpact of a slower population growth r a t e ,  many 
sec to r s  a r e  a l ready f a l l i n g  eo f a r  ehor t  of meeting t h e  needs of t h e  
ex i s t ing  population t h a t  a s l i g h t l y  slower growth r a t e  w i l l  no t  b v e  
much p r a c t i c a l  e f f e c t .  Needs f o r  extension m d  improvement of eenr ices  
w i l l  e t i l l  be v a s t ,  s t r e t c h i n g  providere -- and Government a s  a whole -- 
t o  the  lhit of t h e  resources avai lable .  - 

Considering t h e s e  and o t h e r  poesible oourcea of impacts, one of  
the  most s i g n i f i c a n t l y  a f f e c t e d  s e c t o r s  w i l l  be the education eyetau. 
The s l a r e r - p o p u l a t i o n - g r m h  e f f e c t  w i l l  be evident  i n  t h e  numbere of  
children t o  be educated. This  w i l l  not mean, however, t h a t  expenditure 
on education can be reduced, s i n c e  thore  is  cur ren t ly  s u b s t a n t i r l  under- 
funding r e l a t i v e  t o  t h e  need. Only 68 percent and S percent,  of t h e  
relevant  age groups a t t end  prLaazy and eecondary cchool, reepectively: 
b o o b  and ocher teaching m a t e r i a l s  a r e  i n  very ehor t  supply; and 
teachers a re  underpaid. A sharp increase i n  per  etudent  expenditures on 
educetion w i l l  be required i f  q u a l i t y  is  t o  be ra i sed  t o  t h e  required 
l e v e l .  

There w i l l  a l s o  bc a l a r g e  losses  of pereonnel a s  s u b s t a n t i a l  
numbers of teachers  succumb t o  t h e  epidemic. The l o s s  of more 
experienced teachers  is  l i k e l y  t o  r e s u l t  i n  diminished i n t e r n a l  
e f f i c i ency  of t h e  education system, r a i s i n g  t h e  c o s t  per  graduate. 

I n  addi t ion ,  t h e  considerable  investment already made i n  t h e  
education of those who d i e  from AIDS will be l o s t ,  lowering t h e  r e t u r n s  
t o  education rea l i zed ,  on average, by graduates, t h e i r  f ami l i e s ,  
employers and communities. This could reduce t h e  demand f o r  education 
i n  the  fu tu re ,  unless  t h e  l o s s  of  t h e  highly educated d r ives  up t h e i r  
wages enough t o  o f f s e t ,  u n c e r t a i n t i e s  about eurvival .  F inal ly ,  t h e  
increased mor ta l i ty  r a t e  among s k i l l e d  people i n  a l l  s e c t o r s  impl ies  
t h a t  the  r a t e  of investment i n  human c a p i t a l  formation v i l l  have t o  be  
increased. 

RECOMMENDATIONS FOR ACTION 

AIDS w i l l  be a prominent and pervasive i s s u e  f o r  a long time i n  
Tanzania a s  elsewhere, but  t h e r e  are ac t ions  t h a t  Government, 
communities, ind iv idua l s ,  and t h e  i n t e r n a t i o n a l  community can t ake  to  
mit igate  t h e  s e v e r i t y  and consequerrces of t h e  epidemic. Much can be 
done through both prevention measures t o  slow t h e  f u r t h e r  spread of t h e  
d isease  a s  much a s  poss ib le  and cop in^ measures t o  d e a l  wi th  t h e  
consequences t h a t  cannot be prevented. 



The prevention measures t h a t  a re  being o r  could be applied a r e  
diveree. An analys is  of the  various p o e s i b i l i t i e o  and t h e i r  c o s t s  and 
ef fec t ivenesc  i n  t h e  Tanzanian context was done f o r  t h l s  s tudy,  t h e  
recu l t s  of which a r e  discussed i n  f o l l m i n g  sec t ions  under headings on: 

- STD prevention and control  programs (i.e., s trengthening of 
e f f o r t o  t o  control  the  major, t r e a t a b l e  eexual ly  trsasrnit ted 
dloeases,  s ince  having another STD v a s t l y  inc reases  t h e  
chances of being infected by AIDS); - condom progrew (enhancement of eupply m d  d i s t r i b u t i o n  
systems, and expansion of demand through a c t i v e  promotion); - IEC programs (improvement of &nformetioa, =ducation, and 
communication a c t i v i t i e s  d i rec ted  a t  changing behaviors at  - 
high r i s k  of f a c i l i t a t i n g  AIDS transmiasion); - blood screening ( t o  reseen t h e  p o s s i b i l i t y  of i n f e c t i o n  
through donated blood); - reducing the  need f o r  blood t r ans fus ions  (e.g., by improving 
prevention and treatment of o the r  d i seases  -- euch aa 
malaria -- t o  lower the  r i s k  of becoming s i c k  enough t o  
require a t ransfusion).  

Immunization with an e f fec t ive  and af fordable  vaccine is, 
unfortunately,  not an option now and cannot be expected t o  become one 
for  a number of years, i f  a t  a l l .  Recent information from t h e  worldwide 
vaccine develtpment e f f o r t  i s  not encouraging: even when s vaccine is 
eventually discovered, f u l l y  t e s ted ,  and evolved t o  t h e  po in t  of being 
ready fo r  mass d i s t r ibu t ion  ( a l l  of which could t ake  a very  long t ime),  
the cost  may b#i prohibi t ive ly  high andlor t h e  d i f f i c u l t i e s  of mounting a 
successful  immunization campaign may be overwhelming (c.g., t h e r e  could 
be spec ia l  technical  requirements i n  t h e  handling of t h e  vaccine,  as i n  
the case of the  cold chain needed f o r  t h e  measles vaccine,  and t h e  
l o g i s t i c s  of del iver ing it could be a s  d i f f i c u l t  ae  f o r  t h e  childhood 
vaccines, which s t i l l  have not been successful  i n  e r a d i c a t i n g  those  
d iseases) .  Thus, s t r a t e g i e s  f o r  responding t o  t h e  AIDS problem, is>. 
Tanzania as  elsewhere, should a t  t h i s  point  not be counting on new 
breakthroughs i n  vaccines, and instead should be moving ahead vigorously 
with appropriate o ther  act ions.  To p i n  hopes on sane coming vaccine 
"miracle' t h a t  never happens would only re ta rd  progress on o t h e r  more 
promising options.  Even with a vaccine, behavior change w i l l  be 
necessary ,to stem the  epidemic. 

The coping measures a l s o  a re  diveree. The r e s u l t s  of  t h e  analys is  
done.for t h i s  study on t h e  a l t e r n a t i v e s  and t h e i r  pros and cons a r e  
discussed below i n  sec t ions  on: 

- Treatment protocols (i.e., revamping t h e  procedures used i n  
t h e  handling of pa t i en t s ,  depending on t h e i r  problem, s o  a s  
t o  a l loca te  resources more e f f e c t i v e l y ;  both f o r  AIDS and 
non-AIDS cases)  - Survivor ass is tance  ( t o  dea l  wi th  t h e  l a r g e  increases  
expected i n  the  numbers of orphans, widows, workerless 
households, e t c . ,  and with t h e  adjustments t h a t  households 
and communities must make t o  higher m o r t a l i t y  and morbidity 
r a t e s )  

- Actions t o  address the  economic impacts. 



- xiv - 
In both the  prevention and the  coping measures, t h e  f indings  of 

the  analys is  suggest t h a t  current  e f f o r t e  could be improved upon 
' 

s i g n i f i c a n t l y  and the  limited resources a v a i l a b l e  could be u t i l i z e d  much 
more e f f i c i e n t l y .  Aleo, t h e  cost-effect iveness of s p e c i f i c  
in tervent ions  v a r i e s  subs tan t i a l ly  from one l o c a l i t y  t o  another,  
depending upon a number of f ac to r s ,  t h e  most important being t h e  HIV 
prevalence i n  t h e  population which is  t h e  t a r g e t  of  t h e  in te rven t ion  and 
t h e  number of t r a ined  personnel who can be spared f o r  a e p e c i f i c  
a c t i v i t y ,  given other  demands on t h e i r  time. Thus, planning f o r  
prevention and coping measures needs t o  t ake  p l a c e  a t  t h e  l o c a l  level .  

L 

I n  t h e  se lec t ion  of some measures, p a r t i c u l a r l y  f o r  prevention, 
t h e  f a c t  t h a t  almost 90 percent of new in fec t ion6  occur as a r e e u l t  of 
heterosexual  transmission (given t h a t  most women who t ransmit  it 
p e r i n a t a l l y  were themselves infected  through eexual  t ransmission) is a 
key f a c t o r  i n  determining which options m e r g e  us  t h e  most coet-  
e f fec t ive .  The bes t  options, a s  deecribed below, a11 relate t o  changing 
sexual  behavior o r  reducing t h e  r i s k  of i n f e c t i o n  through sexua l  
transmission. The success of e f f o r t s  t o  slow t h e  spread and *acts o f '  
AIDS w i l l  depend c r i t i c a l l y  on how r e s i s t a n t  t h e  h igh r i s k  groups a r e  t o  
a l t e r i n g  p rac t i ces  and mores t h a t  have long been customary urd 
widespread (e.g., a s  regards having more than one sexual  pa r tne r  and not 
using condoms). 

Prevention Measures 

STD Prevention and Control Pronrams. The presence of c e r t a i n  STDe 
o the r  than HIVIAIDS i n  e i t h e r  par tner  has been est imated t o  increase  t h e  
l ike l ihood of t ransmit t ing  the  v i r u s  by 3 t o  10 t imes,  depending upon 
t h e  STD i n  question. 

Since research has shown t h a t  t h e  r i s k  of heterosexual  
t ransmission is q u i t e  low i n  t h e  developed world, t h e  h igh prevalence. of 
STDs may help  t o  explain why t h e  spread of AIDS heterosexual ly  has' been 
s o  rapid i n  Africa. The presence of c e r t a i n  STDs not  only improves t h e  
b i o l o g i c a l  environment f o r  R I V  transmission, it is a l s o  indicative of 
h igh-r isk  behavior. This means t h a t  an e f f e c t i v e  STD prevention m d  
con t ro l  program a l s o  presents  an opportunity f o r  one-on-one counsell ing 
i n  STDlHIV prevention t o  those most a t  r i s k  of  becoming in fec ted ,  an . 
extremely cos t -e f fec t ive  approach t o  such counsel l ing .  

The cost-effect iveness of t r e a t i n g  d i f f e r e n t  STDs as means of 
aver t ing  H I V  in fec t ion  i n  Tanzania i s  presented be la r .  A s  can be seen, 
wi th  an H I V  prevalence of 5 percent ,  t h e  c o s t  of t r e a t i n g  var ious  STDs w 

(among people wi th  mul t ip le  sexual  pa r tne r s )  pe r  case of HIV averted is 
only TSh 400 ($2.00) t o  TSh 3,000 ($15). This  is a s i g n i f i c a n t  f inding,  
e s p e c i a l l y  when one rea l i zes  t h a t  t h e  prevention and c o n t r o l  of STDs has " 
s i g n i f i c a n t  hea l th  and f e r t i l i t y  benef i t s  q u i t e  a p a r t  from HIV 
prevent ion.  
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Although, t h e o r e t i c a l l y ,  STD prevent ion and c o n t r o l  i s  inc luded  i n  

t h e  prevent ive  h e a l t h  services o f fe red  by t h e  Minis t ry  o f  Heal th,  and i e  
s p e c i f i c a l l y  mentioned among t h e  a c t i v i t i e s  t o  be pursued by t h e  MCP, 
t h e  program has been l a r g e l y  dormant for many years.  S ince  l i t t l e  
repor t ing  occurs  and no formal STD program ex ie t e ,  one m e t  aaeume that 
e x i s t i n g  STD s e r v i c e s  a r e  poor. The regular  screening o f  pregnant  women 
f o r  s y p h i l i s  was d iscont inued  An 1985 and no educat ion campaign to  
inform people about STD symptoms has been ca r r i ed  ou t  i n  r e c e n t  years .  
There a r e  p l ans  t o  e s t a b l i s h  f i v e  STD c l i n i c s ,  and t o  improve STD 
se rv i ces  i n  more than  100 h e a l t h  f a c i l i t i e s ,  through a phaeed approach 
involving t r a i n i n g  and drug  supply t o  be financed by EEC. This  e f f o r t  
w i l l  need t o  be complemented by a comprehensive STD preven t ion  and 
cont ro l  program invo lv ing  educat ion and counsel l ing,  p a t i e n t  r i s k  
assessment, p a r t n e r  r e f e r r a l ,  monitoring and eva lua t ion  ,and o p e r a t i o n a l  
research. I t  i s  recommended t h a t  NACP make implementation of a n a t i o n a l  
STDiHIV a reven t ion  and c o n t r o l  proRram t h e  main t h r u s t  o f  i ts  f u t u r e  
a c t i v i t i e s ,  w i th  f i r s t  a t t e n t i o n  beinn given t o  t hose  p u b l i c  and private 
f a c i l i t i e s  s e r v i n ~  urban,  vounv a d u l t  populations.  

Condoms P r o ~ r a m s .  Condoms, i f  of good q u a l i t y  and p r o p e r l y  uoed, 
have been found t o  be ve ry  e f f e c t i v e  i n  preventing t h e  t r a n s m i s s i o n  o f  
HIV, and of o t h e r  STDs. How cos t - e f f ec t ive  they a r e  i n  s lowing  t h e  AIDS 
epidemic depends upon t h e  p r o b a b i l i t y  of one of t h e  p a r t n e r 6  be ing  HIV 
sero-pos i t ive ,  t h e  q u a l i t y  of t h e  condoms supplied,  and whether  t h e y  are 
used r egu la r ly  and c o r r e c t l y .  

While condoms can  be  procured i n  bulk from manufacturers  f o r  as 
l i t t l e  a s  TSh 4-10 ($0.02-0.05), t o  t h i s  must be added t h e  c o s t  o f  
d i s t r i b u t i n g  them. The c o s t  pe r  condom i n  a program i n  Tanzania h a s  
been es t imated  a t  TSh 76 ($0.38). A t  t h i s  c o s t ,  i f  one had esx once  
each wi th  100 d i f f e r e n t  p a r t n e r s  among whom t h e  H I V  eero-preva lence  was 
5 percent ,  t h e  c o s t - e f f e c t i v e n e s s  of using condoms would be  TSh 1,520 
($7.60)  per  H I V  i n f e c t i o n  aver ted .  

Because condom use  i s  not  very prevalent  i n  Af r i ca ,  c o s t -  
e f f ec t iveness  a n a l y s i s  u s u a l l y  assumes t h a t  they w i l l  be  m a d e ' a v a i l a b l e  
through a s ~ c i a l m a r k e t ' i n ~  program, t h e  c o s t s  of which need t o  be  added 



- xvi - 
t o  the  analys is .  The c o s t s  of a s o c i a l  marketing program i n  Tanzania 
directed a t  t h e  general  public,  I f  no charge is made f o r  t h e  condoms, is 
estimated t o  be q u i t e  high and is  not by i t s e l f  a c o s t - e f f e c t i v e  
approach t o  aver t ing  H I V  infect ion.  Hasever, condom promotion a s  part 
of an STD con t ro l  aropram, and s o c i a l  marketinv proPrams t a r g e t t e d  t o  
very high r i s k  Eroups can be verv cos t -ef fec t ive  and should be pursued. 
For t h e  peneral  populat ion,  much more e f fec t ive  promotion of  condoms f o r  - 
both family planninp and disease  prevention i s  required. and policfies 
should be followed t o  b r inn  t h e  cos t  of condoms down t o  a f fo rdab le  
l eve l s  f o r  use r s  by, f o r  exemple, removing current  t axes  and import 
duties.  and n e n o t i a t i n ~  bulk purchases a t  lw cost  from supp l ie r s .  C 

4 

Information, Education, and Communication Pronrams. A wide range 
of options a r e  poss ib le  here,  involving media campaigns ( rad io ,  - 
newspaper, e t c . ) ,  d i s t r i b u t i o n  of mater ia ls  (pos ters ,  c s l endsse ) ,  
changes i n  school c u r r i c u l a  (%n primary and post-primary education),  
counaunity awareness e f f o r t s ,  family counselling, and more. I n  
p r inc ip le ,  IEC opt ions  ought t o  be highly cos t -ef fec t ive ,  g i v e n  t h a t  (1). 
they focus on informing people and changing behavior which are crucial 
for  slowing t h e  spread of a d i sease  l i k e  AIDS, where behe.vior ' i6  the key 
t o  transmission, and (2) they are low c o s t  compared t o  mose o t h e r  
options,  e s p e c i a l l y  those  requir ing labor  and resource-intensive 
delivery of services .  I n  p r a c t i c e ,  however, it is  extremely d i f f i c u l t  
t o  design I E C  messages which w i l l  be successful  i n  a c t u a l l y  changing 
behavior. STDlHIV i s  p a r t i c u l a r l y  prone t o  t h i s  problem, s i n c e  sexual  
pract ices  a r e  among t h e  most r e s i s t a n t  t o  change of a l l  a r e a s  of 
behavior. 

Experience t o  d a t e  with AIDS I E C  programs have consequently been 
disappointing,  world-wide and i n  Tanzania. Nevertheless, IEC opt ions  
should continue t o  be kept  high on t h e  list of p r i o r i t i e s  f o r  prevention 
in tervent ions  and every e f f o r t  should be made t o  acquire  t h e  s p e c i a l  
exper t i se  required t o  design e f f e c t f v e  IEC programs. Considering h a t  
c r i t i c a l  t h e  behavior change element is t o  containing AIDS, even p a r t i a l  
success i n  t h e  I E C  domain can have considerable importance, and a 
breakthrough t o  g r e a t e r  success would be enormously b e n e f i c i a l . .  
Furthermore, where I E C  has worked we l l ,  they have been capable  of 
bringing about major improvements t h a t  would not have been p o s s i b l e  
otherwise. Continued searching f o r  ncw and b e t t e r  ways t o  make I E C  more 
e f f e c t i v e  - and overcome t h c  res i s t ance  of o ld  behaviors t o  modif ica t ion 
- needs t o  be pursued vigorously. 

Tanzania's cu r ren t  s i t u a t i o n  on these i s sues  has  r e c e n t l y  been 
underscored by a knowledge, a t t i t u d e s ,  b e l i e f s  and p r a c t i c e s  (KABP) 
survey c a r r i e d  out  by researchers  a t  t h e  University of  Dsr-as-Salaam on ', 

a representa t ive  sample of Tanzanian households. The survey found t h a t  
97 percent  of respondents were aware of AIDS and over 80 percent  knew 
the  major routes  of transmission. The v a s t  majori ty of t h o s e  who had 
heerd.of AIDS learned about it from the  radio. 

Despite t h i s  high degree of awareness, h igh-r isk  sexua l  behavior 
remains common. A recent  s tudy on "partner re la t ions '  concluded t h a t  20 
percent of sexual ly  a c t i v e  men and 15 percent of sexua l ly  a c t i v e  women 
had sexual  pa r tne r s  o t h e r  than t h e i r  spouses, and an  even g r e a t e r  



proportion cngngcd i n  conmrcrcinl Gex, def ined broadly a s  sex  i n  exchange 
f o r  money, g i f t s  o r  o t h e r  favors .  Condom use  was n e g l i g i b l e  both i n  and 
outcide o f  marriage, and even by those  who had STDs. I n  t h i s  s tudy ,  80 
percent of people engaged i n  h igh- r i sk  behavior d id  not  perce ive  
theme lves  t o  be a t  r i s k  of acqu i r ing  A I D S .  A smal le r  s tudy of t r u c k  
d r i v e r s ,  casua l  l abo re r s  and secondary school  graduates  i n  Dlrr es Salaam 
found cons is ten t  r e s u l t s .  A high propor t ion  of respondents engaged i n  
ex t ramar i ta l  sex (75%. 43% and 35%, r e spec t ive ly ) ,  and m u <  wi th  barmaids 
o r  p r o s t i t u t e s  was not  uncommon (44%, 16% and 10%. r e spec t ive ly ) .  
Although h imledge  of condoms was f a i r l y  h igh ,  they  were r a r e l y  used. 

Tanzania has s e v e r a l  IEC programs underway cur ren t ly .  Although 
da ta  on them a r e  l imi t ed ,  a program r e l y i n g  on r ad io  s p o t s  was 
considered t o  be t h e  most c o s t - e f f e c t i v e  i n  a  r ecen t  review involv ing  a 
committee of exper t s  under t h e  auspice  of  t h e  NACP. The committee also 
concluded t h a t  pos te rs /ca lendaro ,  car toons ,  narspaper  'newspaper 
f lashes" ,  and family couneel ing were, r e spec t ive ly ,  20, 18, 15 and 3 
percent ,  a s  cos t - e f f ec t ive  a s  r a d i o  spots .  This  a n s l y s i s  used a 
mathematical model t o  a s s e s s  t h e  r e l a t i v e  c o s t s  and e f f e c t i v e n e s s  of  
intervent ions.  

The absolute  cos t - e f f ec t iveness  of  t h e s e  programs is d i f f i c u l t  t o  
determine from t h e  evidence ava i l ab l e .  Thus f a r ,  t hey  have mostly been 
d i r ec t ed  a t  t h e  popula t ion  a t  l a r g e ,  r a t h e r  t h a n  a t  s p e c i f i c  rSsk groups 
o r  t a r g e t  groups, and have been l a r g e l y  l i m i t e d  t o  informing people 
about the  d isease  r a t h e r  t han  changing behavior.  IEC d i r e c t e d  a t  
c h a n ~ i n g  behavior i s  known t o  be most e f f e c t i v e  when it i s  s p e c i f i c a l l y  -- 
desipned fo r  populat ion s u b - ~ r o u p s  w i t h  d i f f e r e n t  c h a r a c t e r i s t i c s .  A 
d i s t i n c t i o n  should be made between ~ ~ ~ ' d i r e c t c d  a t  encouraging more 
responsible sexual  behavior  (which can  probably be achieved on ly  over  
t ime),  and t h a t  developed f o r  s av ing  l i v e s  inmrediately, w i th  means found 
fo r  de l iver ing  these  messages t o  app ropr i a t e  r i s k  groups. An important  
t a a e t  group w i l l  be adolescents ,  among whom HIV prevalence is growing 
dramaticel ly  and who have been found t o  be less w e l l  informed t h a n  
adu l t s  on mat te rs  concerning A I D S .  

Another c r u c i a l  tarp;et  Rroup w i l l  be  people w i th  m u l t i p l e  s e x u a l  
par tners .  S tudies  c a r r i e d  o u t  f o r  t h i s  r e p o r t  have shown t h a t  e f f e c t i v e  
IEC cmpaigns d i r ec t ed  a t  people w i th  m u l t i p l e  sexual  p a r t n e r s ,  who a r e  
therefore  a t , ex t r eme ly  h igh  risk of c o n t r a c t i n g  and spreading AIDS, have 
a much bigger payoff (6-8 tinres) i n  slowing t h e  spread of AIDS t han  do  
s imi l a r  campaigns d i r e c t e d  a t  t h e  popula t ion  a t  l a rge .  One such t a r g e t  
group i s  p r o s t i t u t e s  and t h e i r  pa r tne r s .  A p i l o t  p r o j e c t  supporeed by 
AIDSTECH and AMREF t o  promote condom use  by t r u c k  d r i v e r s  and 
p r o s t i t u t e s  along a  major t r u c k  r o u t e  i n  Tanzania is  underway, bu t  
r e s u l t s  a r e  not y e t  ava i l ab l e .  A s i m i l a r  program i n  Kenya, however, was 
found t o  be very c o s t - e f f e c t i v e ,  c o s t i n g  only  TSh 1,200 ($6) pe r  c a s e  of 
HIV in fec t ion  aver ted .  

In add i t i on  t o  b e t t e r  t a r n e t i n n  of I E C  m e s s a ~ e s  t a i l o r e d  f o r  
s p e c i f i c  sub-proups, improvements a r e  requi red  i n  t h e  content  and 
delivery of IEC a c t i v i t i e s .  Addi t iona l  connnunication channels must b e  
tapped, and more i m a ~ i n a t i v e  use  made of d i f f e r e n t  media. As a s ta r t ,  
the Hia i s t ry  of Kealth (NOH) should examine each aspec t  of  its 



operations f o r  oppor tuni t ies  t o  dc l ivc r  c a r e f u l l y  constructed I E C  
meooagcs on AIDS i n  t h e  context  of hea l th  ca re  del ivery;  STD eenricee 
a r e  one obvious delivery po in t ;  f e r t i l i t y  and family planning 
counselling f o r  men and women is  another. But a a m  of t h e  
Government, the  Party, NCOs and soc ie ty  i n  genera l  should be u t i l i z e d  
fo r  reaching epec i f i c  populat iou g r o u p .  

For example, AIDS education appropr ia te  f o r  d i f f e r e n t  school-age 
chi ldren ~ h o u l d  be in tegra ted  i n t o  t h e  f d l y - l i f e  e d u ~ a t i o n  curriculum 
now be?.ng developed and t e s ted .  The entertainment indust ry  should be 
co-opted fo r  reaching adolescents ,  both i n  and ou t  of school, wi th  
meseagee t h a t  young people a r e  l i k e l y  t o  respond t o .  The cooperation 
and a c t i v e . p a r t i c i p a t i o n  of labor  end i n d u s t r i a l  groups should be , 

solicited t o  develop AIDS prevention programs f o r  workers. The 
ass is tance  of r e l ig ious  l eaders  should be sought, not  j u s t  t o  exhort 
t h e i r  followers t o  lead 'moralm l i v e s ,  but t o  develop a s t r a t e g y  f o r  
changing thc  sexual mores of society.  

w e  NACPgs s t a t e d  i n t e n t i o n  t o  decen t ra l i ze  IEC is sound, and this ' 
~ h o u l d  be donc i n  such a way t h a t  AIDS I E C  can be f u l l y  in tegra ted  wi th  
o ther  hea l th  education e f f o r t s  once t h e  planned reorganizat ion of t h e  
UOH's heal th  educatlon u n i t  has been rea l ized.  A6 a first s tep ,  it is  
reconmended t h a t  t h e  r e ~ i o n a l  and d i s t r i c t  AIDS c o n t r o l  coordinators be 
rel ieved of whatever c l i n i c a l  r e s p o n s i b i l i t y  they nov carry and be made 
primari ly *carmnunicators,* wi th  r e s p o n s i b i l i t y  f o r  work in^ with o the r  
groups a t  t h e  loca l  l e v e l  i n  develop in^ I E C  campainns appropriate f o r  
t h a t  s p e c i f i c  population. The NACP should probably l i m i t  its IEC 
a c t i v i t i e s  t o  v r o v i d i n ~  support t o  these  l o c a l  e f f o r t s ,  developinz I E C  
messaEes and campainns t o  be d i rec ted  a t  s p e c i f i c  high-risk Rroups, and 
mobilizing socie ty  a t  l a rge  through workshops v i t h  pol icy  makers and 
opinion leaders. The support aspect  of NACP's family counseling 
a c t i v i t i e s  i s  probably more appropr ia te ly  c a r r i e d  ou t  by t h e  Socia l  
Welfare Department i n  t h e  Ministry of Labour and Youth Development, a 
s h i f t  which would f r e e  t h e  few s t a f f  i n  NACP w i t h  communications 
exper t i se  t o  concentrate on developing programs f o r  h igh r i s k  groups and 
advising other  sec tors lbodies  i n  t h e  design of I E C  f o r  t h e i r  
const i tuencies.  

F inal ly ,  the  success of t h e  AIDS IEC prevention campaign w i l l  
depend c r i t i c a l l y  on t h e  v i s i b i l i t y  of t h e  support  it receives from t h e  
h i ~ h e s t  l eve l  of Government. Hopefully, po l i cy  makers are beginning t o  
be aware of the  devas ta t ion  which t h e  d i sease  is reaping on segments of  
the  population, and t h e  t h r e a t  t h a t  i t s  continued spread b p l i e 6  f o r  t h e  
country as  a whole. The epidemic needs t o  be t r e a t e d  as a crisis. The 
population must be made aware t h a t  it is  not  l imi ted  t o  a few unlucky ' . 
people but t h a t ,  the  more t h e  i n f e c t i o n  spreads,  t h e  higher t h e  
probabi l i ty  of any s i n g l e  person acquir ing t h e  d i seese ,  even those who 
are  themselves sexually monogamous. - 

Blood Screening. Although contaminated blood has  been a 
r e l a t i v e l y  unimportant mode of H I V  t ransmiss ion i n  Tanzania, accounting 
fo r  only 10-12 percent  of  i n f e c t i o n s  t o  da te ,  considerable resources and 
e f f o r t  have been expended t o  reduce transmSssion v i a  t h i s  route. One 
hundred s ix ty-e ight  blood t r ans fus ion  c e n t e r s  have been oquipped wi th  



cimplc r a p i d  k i t s  f o r  t c c t i n g  HIV-1 antibody, &nd on est imated 8 0  
percent  of donated blood a r e  now being screened p r i o r  t o  t r a n s f u s i o n .  
The coct -e f fec t ivcnesa  of blood screening f o r  ave r t i ng  HIV-infect ion is 
very s e n s i t i v e  t o  t h e  prevalence of H I V  i n  t h e  populat ion.  I f  t h e  H I V  
sero-prevalence l e v e l  is only 3 percent ,  a s  it i s  es t imated  t o  b e  i n  t h e  
Tanzanian popula t ion  st l a r g e ,  screening blood p r i o r  t o  t r a n s f u s i o n  
c o s t s  about TSh 200,000 ($500) f o r  every caoe of H I V  i n f e c t i o n  a v e r t e d ,  
becauae one is l i k e l y  t o  test many blood oamples before  a n  i n f e c t e d  
sample i s  encountered. I f  H I V  sero-prevalence is as h igh  as 25 p e r c e n t ,  
however, t h e  cos t - e f f ec t iveness  of blood screening drops t o  TSh 13,400 
($67).  I n  c o n t r a s t ,  decreas ing  t h e  need f o r  blood t r a n s f u s i o n s  by us ing  
replacement s o l u t i o n s  where t h i s  is poss ib le ,  o r  by p reven t ing  ancmia i n  
t he  f i r s t  p l ace ,  can be very cos t - e f f ec t ive .  

Reducing Blood Transfusions. I t  has been es t imated  t h a t  about  
100,000 blood t r a n s f u s i o n s  a r e  given annual ly i n  Tanzania. Women, and 
ch i ld ren  under f i v e ,  a r e  more l i k e l y  t o  r equ i r e  blood t r a n s f u s i o n s  than  
men, and t h e r e f o r e  t o  acqui re  HIV v i a  t h i s  route ,  because o f  t h e  h igh  
prevalence of anemia among them, due t o  inadequate n u t r i t i o n  and t o  t h e  
s e v e r i t y  of  ma la r i a  a t t a c k s .  Between 40-60 percent  of  t r a n s f u s i o n s  a r e  
due t o  s eve re  anemia i n  c h i l d r e t ,  while  10-40 percent  are due  t o  s e v e r e  
anemia i n  pregnant  women, before  o r  a f t e r  b i r t h .  Blood t r a n s f u s i o n  
always c a r r i e s  risks, both  because of  t h e  d i eeases  which can  b e  
t r ansmi t t ed  v i a  t h i s  rou te  (HlV, malar ia ,  s y p h i l i s ,  h e p a t i t i s  B & C, 
ctc.) and because of t h e  impaired hea l ing  and increased  r i s k  of  
secondary i n f e c t i o n s  when done a f t e r  surgery. For t h i s  reason ,  
replncement s o l u t i o n s  (plasina expanders) a r e  o f t e n  p r e f e r a b l e  t o  
t r ans fus ion  of blood f o r  urgent  volume replacement f o l l a r i n ~  a c u t e  
b l e c d i n ~ .  For anemia, however, prevent ion i s  p r e f e r a b l e  t o  t rea tment .  
The t a b l e  below i n d i c a t e s  t h e  cos t -e f fec t iveness  of t h e s e  i n t e r v e n t i o n s  
fo r  a v e r t i n g  H I V  i n f e c t i o n .  Preventing anemia i n  women and c h i l d r e n ,  of 
coursc,  has cons iderable  b e n e f i t  apa r t  from slowing t h e  AIDS epidemic. 

Tmblo: Coat-Effectivenoam of S.loct.4 Intarvantionm f o r  Avorting HIV I n foc t iono  

A .  Blood .crooning f o r  HIV 178.68 
8.  I f  blood i m  not  mcroond - Use r o p l e c r w n t  oolutionm, whon pommlblo 26.68 - Trrmt malaria i n  chi ldren 4.66 

. -  Civo u l e r i m  prophylmxim to chi ldren 18.86 - Civo ulrr'nm prophylmxim during pregnancy 2.26 

3ource: B j o r k u n  1808. 
)(at.: . Aamuming on HIV soro-provmlenc. o f  16.2% i n  w b n  adu l t r  and of 

4.7% i n  ru ra l  mdultm. 

The MOH suppor t s  an ex tens ive  maternal  and c h i l d  h e a l t h  program 
which is  meant t o  i d e n t i f y  women and ch i ld ren  a t  r i s k .  The h i g h  
maternal and i n f a n t  m o r t a l i t y  f i g u r e s  f o r  Tanzania i n d i c a t e  t h a t  it is  
only p a r t i a l l y  s u c c e s s f u l ,  however. Recognition t h a t  e f f e c t i v e  MCH 
se rv i ces  can he lp  t o  stem t h e  AIDS epidemic underscores  t h e  importance 
of these  s e r v i c e s  f o r  improving t h e  h e a l t h  s t a t u s  of Tanzania 's  
populat ion.  



cop in^ Measures 

Care and Treatment. A s  s ta ted above, it is  eetimated t h a t  t h e  
care and treatment of AIDS caees i n  Tanzania Is cur ren t ly  coet ing about 
$290 per adul t  and about $195 per child. These costs are thought to be 
r n i n h l  i n  t h a t  they assume tha t  the  l ea s t  expensive dtug i e  used md  
only p a l l i a t i v e  treatment of opporcunietic i l lneeace i e  offered,  except 
i n  t he  case of coamunicable diseases such a s  tuberculosio and pneumania, 
where the  i n fec t ive  agent i t s e l f  i e  treated. Notwithetending thfe  
asseseinent, it is essen t ia l  tha t  Way8 be found t o  bring theme coa ts  
down, on both equity m d  efficiency ground@. The average recurrent  
expenditure on heal th  i n  Tanzania i e  only about $2 per  capi ta ;  and money 
spent on treatment of the t e d n a l l y  ill is l i k e l y  t o  be d iver t ing  . 
resources from t h a t  which could save l ives.  

Two cost-effective analyees of the  current treatment regime have 
been car r ied  out. The f i r s t  compares it with 8 treatment d t e r n a t i v e  
which concentrates the  care  of AIDS patienes a t  lower l e v e l  f a c i l i t i e e ,  
eupp:lemented by home care, as compared t o  t h e  current  s i t u a t i o n  where 
suspected AIDS cases a r e  sent  t o  regional and nat iona l  r e f e r r a l  
hospitals and cared for there  u n t i l  health authoric iee  can do no orore 
fo r  them. Druge were found t o  account f o r  only 25 percent of  t h e  
treatment costs: nursing and in s t i t u t i ona l  care  rccouated for the  other  
75 percent. Because.thesc l a t t e r  costs  a r e  s ign i f i can t ly  grea te r  at 
higher leve l  f a c i l i t i e s ,  considerable cost savings can be real ized by 
caring fo r  AIDS cases a t  health centers and dispensaries.  It is 
estimated t h a t  the  cost  of t rea t ing  adults could be reduced by 25 
percent (from $290 t o  $218) while the  cost of t r e a t i n g  ped ia t r i c  caees 
could be reduced by 21 percent (from $195 t o  $155). By the  year 2000, 
such savings could t o t a l  as  much as TSh 9.8 b i l l i o n  ($49 mil l ion)  
annually, under t he  worst case scenario, and even more i n  t h e  fo l l a r ing  
years. 

I f  t he  economic reform program is  vigorously pursued, there.would 
be some hope t h a t  Tanzania could cope with t h e  epidemic. AIDS treetment 
costs would t o t a l  roughly TSh 9.8 b i l l i o n  ($49 mi l l i on ) , . a s  compared t o  
a projected recurrent health budget of TSh 28.2 b i l l i o n  ($141 mill ion).  

The second analysis compare8 the current treatment r e g h e  to ,one  
i n  which a l l  of the  WHO-recormmended drugs a r e  made ava i lab le  t o  8 omnll 
proportion (1%) of adult  AIDS patients.  This analysis  wae ca r r i ed  out, 
not because it appears t o  be a desirable option, but because preesare 
may be brought t o  bear on Tanzanian health au tho r i t i e s  to  use tbe more 
powerful drugs, given t h a t  they appear on the  WHO-recommended lbt. 
Because the  cos t  of these more powerful drugs is s i g n i f i c a n t l y  grea te r  
than the a l t e rna t ives  being used i n  Tanzania, even t h i s  very l imited use 
increases t h e  average treatment cost  for  adult6 by 9 percent ($290 t o  
$317). The expenditures associated with treatment of t h a t  one percent 
of the  population, under t h i s  hypothetical s i t ua t ion ,  amount t o  TSh 
558,000 ($2,79O)Ipatient. By the year 2000, t he  impact.upon the  hea l th  
budget would be t o  increase it by TSh 885.6 b i l l i o n  ($4,428 mil l ion) ,  o r  
7 percent more than it would have been i f  t h e  most expensive drugs are - 
excluded en t i r e ly .  



Theoc analyses i n d i c a t e  t h a t  t h e  coat of caring f o r  AIDS pa t ion te  
must be ca re fu l ly  monitored and controlled t o  cnaurce t h a t  they do not 
d iver t  resources 'from preventive meaeuree. A l l  poesible measures s b w l d  
be taken t o  keep t h e  cos t  of t reatment low,  by l imi t inn drun use,  b~ 
s t r i c t  adherence t o  treatment protocols ,  and by carinn f o r  p a t i e n t s  a t  
peripheral  f a c i l i t i e s  and a t  home. 

Survivors. While t h e r e  i e  l d i s t i n c t  p o s s i b i l i t y  t h a t  one 
impact of AIDS w i l l  be t o  increase  t h e  extent  of poverty i n  Tsnzania, 
ass is tance  program: t a r g e t t e d  exclusively a t  AIDS ourvivors (orphans, 
widows, widuwers, and surviving parents)  w i l l  not necessar i ly  reach 
chooe m o s t  i n  need. For every AIDS orphan i n  Kageta i n  1988, there were 
e i g h t , o t h e r  chi ldren who had lost one o r  both parents  due t o  o t h e r  
cauees, and whose p l i g h t  might be a s  o r  more desperate than those  
orphaned by AIDS. 

This repor t  analyzes four  options fo r  rendering ass i s t ance  t o  
survivors of t h e  AIDS epidemic, a l l  of which a re  being undertaken on a 
limL,ted sca le  i n  t h e  country. These options are: (a) car ing  f o r  . 
orphans i n  orphanages; (b)  d i r e c t  t r a n s f e r s  of cash o r  goods; (c)  
subsidies f o r  school uniforms andlor fees;  and (c)  c h i l d  core  and 
feeding centers .  Two i s s u e s  w i l l  confront a l l  programs t a r g e t t e d  
exclusively a t  AIDS survlvors: coa t  and equfty. Although t h e  c o a t s  of 
the four options analyzed va r ied  considerable, el l .would become 
prohibit ive i f  such ass i s t ance  were t o  be provided t o  those  
adversely affected by t h e  death of a loved one from AIDS. For example, 
the cost  of caring fo r  a c h i l d  i n  an orphanage can run t o  TSh 130,000 
($650) t o  over TSh 180,000 ($900) a year. The cos ts  of o the r  programs 
are l e s s  (between TSh 4,000 and TSh 30,000 ($20-150) per ch i ld  per  year)  
bu t  s t i l l  unsustainable given t h e  numbers of orphans l i k e l y  t o  r e s u l t  
from the  AIDS epidemic. I n  Kagera region, alone, more than 5,600 
children are  thought t o  have been orphaned by the  disease. Even a 
program cost ing only S20lchild could not be afforded by Tanmahia given 
the many other l eg i t ima te  demands on i t s  scarce resources. 

Because AIDS s t r i k e s  r i c h  and poor a l ike ,  AIDS vict ims and t h e i r  
famil ies a re  not necesse;-ily more deserving of ase is tance  than t h e i r  
neighbors. Many of t h e  v ic t ims come from better-off  famil ies ;  t h e r e  may 
well  be other famil ies  i n  t h e  cormmurity untouched by AIDS i n  g r e a t e r  
need of ass is tance .  Assistance t a r g e t t e d  t o  AIDS survlvors  - because of 
the large  numbers involved - could we l l  d i v e r t  resources from programs 
designed t o  reach t h e  poorest  segments of society. 

Given t h e  magnitude of t h e  survivor problem i n  general  and t h e  
* l imited resources f o r  t h e i r  support ,  it i s  imperative t h a t  programs t o  

a s s i s t  survivors: (1) e s t a b l i s h  c r i t e r i a  f o r  ident i fy ing those  most i n  
need of ass is tance;  and (2)  adopt law-cost, sus ta inable  in te rven t ions  . t h a t  w i l l  maximize t h e  impact of program resources. The uronrams most 
l ike ly  t o  a s s i s t  those AIDS survivors  who a r e  i n  v r e a t e s t  need. without  
divert inn resources from o t h e r s  equally i n  need, are those t a r n e t t e d  a t  
the poor, ra the r  then those  t a rne ted  t o  AIDS survivors. This suggests  . 
tha t  resources should be d i r e c t e d  t o  programs such a s  t h e  "I r inga-s ty le*  
child survival  programs, which depend upon community involvement and 
comitment and which a r e  . ta rgeted  a t  needy families generally. This 



undorocorec, once again,  t h e  f a c t  t h a t  tho dacieione r e ~ a r d i n g  
a l locat ion of scarce  resources f o r  copinn with AIDS muot be taken a t g t h e  
local  level .  

I 

i 

Moderating t h e  Adverse Economic Impacts i 

Even wi th  a concerted and eucceeeful e f f o r t  t o  combat t h e  opread , 

of H I V  i n f e c t i o n  ae ou t l ined  i n  t h i e  repom, AIDS and i ts  e f f e c t s  w i l l '  
0. I 

be f e l t  on t h e  Tanzanian economy J o r  mnny years t o  cme. What can the 
Government do t o  l e s sen  these  e f f e c t s ?  I n  a d d i t i o n ' t o  t h e  
recommendations mad.e An t h i e  repor t  f o r  slowing t h e  spread of  HfV, t h e  

i *. 

i 
report 's analys ie  i n d i c a t e s  t h a t  four  act ions a r e  required: : I 

1) t h e  economic~rcform must be pursued vigorouely and w i t h  I ! 
. determination; I 

) mechanieme m e t  be es tabl ished t o  ensure t h a t  t h e  c a r e  o f  
AIDS p a t i e n t s  does not  d i v e r t  reeourcee from prevent ive  
measures t o  slow t h e  spread of t h e  d i sease  and from o t h e r  
p r i o r i t y  h e a l t h  in tervent ions ;  

3 )  donor a i d  w ~ s t  be increased t o  o f f s e t  the '  reduct ion i n  
publ ic  and p r i v a t e  savings and t o  respond t o  increased 
poverty; and 

4 )  investment i n  human c a p i t a l  should remain a high p r i o r i t y .  

Chapter I11 descr ibes  t h e  l i k e l y  macro-economic imoact of AIDS on 
the  economy and explores t h e  probable implications Eor pub l ic  
expenditures, comparing t h e  increased dunand f o r  h e a l t h  eervices brought 
about by t h e  d i sease  wi th  t h e  expenditures l i k e l y  t o  be a v a i l a b l e  t o  t h e  
public hea l th  s e c t o r  under t h r e e  d i f f e r e n t  reform ecenarios.  The 
simulations suggest  t h a t  t h e  f a s t e r  t h e  economy is a b l e  t o  a d j u s t  to  
market p r i c e  s i g n e l s ,  t h e  smeller  wi th  be t h e  negative comequences o f  
the  AIDS epidemic on economic growth. Further, t h e  a n a l y s i s  i n d i c a t e s  
t h a t ,  without  rapid  economic growth etimulated by t h e  reform program, 
Tanzania cannot generate t h e  publ ic  expenditures r e q u i r e d ' t o  mainta in  
i t s  current  pub l i c  h e a l t h ' e f f o r t ,  including more e f f e c t i v e  prevent ion 
and con t ro l  of  o t h e r  STDs, and meet even a small propor t ion of  t h e  c o s t s  
of car ing f o r  AIDS p a t i e n t s .  The success of t h e  f i n h t  ana ins t  AIDS dl1 
therefore  be c l o s e l y  l inked wi th  t h e  determination o f  Tanzanian 
policymakers_t,o pursue economic reform, includinp: a major r e s t r u c t u r i n g  
of t h e  budget, t h e  key p a r a s t a t a l s ,  and t h e  cooperat ive and f i n a n c i a l  
sec tors .  v 

Because c a r i n g  f o r  those who a r e  ill w i l l  p lace  i n e v i t a b l e  
pressure on h e a l t h  f a c i l i t i e s ,  ways must be found t o  i n s u l a t e  t h e  funds . 
and personnel required  f o r  preventive heal th  proprams from t h e  prrowinq 
demands o'f p a t i e n t  care.  This can be done, i n  p a r t ,  by c a r e f u l  des ign 
and implementation of budgets, by improved planning, and by e s t a b l i s h i n g  
and following treatment protocols  which a r e  resource saving. Of primary 
importance, however, w i l l  be acceptance by hea l th  p lanners  and po l i cy  



mnkerc a t  cvcry lcvel that thcoc hard choicea arc required for the 
ultimate good of Tanzanian society. 

Even if minimal public resources are ueed for the care of AIDS 
patients, the growing number of ill will inevitably reduce public and 
private saving that would otherwise be available for productive 
investment. Minimizing the adveroe impact which this "dissavina" will 
have on Tanzania's future nrowth prospacts will require increased 
financial assistance from multilateral and bilateral donors. The Dank 
should, in its economic work, attempt to estimate the magnitude of these 
ir'creased resources and assist the Government in mobilizing them, to the 
extent that the country continues to pursue its 'economic reform program 
vigorously and imaginatively. 

To counter the slower growth of the economy due to AIDS, increoeed 
investment in both human and other capital will be required. While more 
study will be required to determine the appropriate balance between the 
two, it eeems clear that increased attention to building the human 
resource base will be necessary, given the fact that certsiz skills are 
already in short supply and many experienced workers will die 
prematurely as a result of the epidemic. This argues for an even 
greater effort by the Government and donors to improve and expand the 
education sector at all levels. Special attention will need to be given 
to girls' education, because of their particular vulnerability to 
increased demands at home and the positive links between the level of 
female education and other development goals. . . 



r n E X  T 

DRAFT TRUST DEED - SOCIAL ACTION TRUST 



THE SOCIAL ACTION TRUST 



In line with the terms of reference, this report dwells upon 
the practical steps to be taken to establish the "Social Action 
Trust.It. This report cc~nsists of the following four chapters:- 

1. The legal provisions governing the establishment and operation 
of Trusts in Tanzania; 

, 2. The draft Trust Instrument for the said Social Action Trust; 

3. Explanation of the draft Trust Instrument; 

4. The time and steps required to establish the said Social 
Action Trust as a legal and operational entity. 

The Executory Trust Deed hereunder is designed with flexibility 
to allow the Trustees to put into effect the true intent 
of this Trust (to invest in the Tanzanian private sector) as the 
anticipated changes in the Tanzanian economic climate unfold. 
While a charitable Trust is exempt from taxes and 
various duties, it cannot maintain this privilege if it is 
involved in permanent trading. Thus, what is presented in this 
report, is a device that allows Trust Funds to be invested 
through the private sector financial institutions and or the FED 
Venture Capital Fund and yet maintain the privilege of a 
chritabie r rusr . 
Under Article 3 . ,  of the draft Trust Deed, the Trustees 
".....stand possessed c~f the Trust Fund upon.trustn, while under 
Article 4 . ,  the Trustees ".....stand possessed of the Trust Fund 
and Income thereof up'on trusttt. 

The purpose for the above construction is to allow the Trustees 
as per the terms of reference to the Contractor, to:- 

( a )  invest the Trust Fund in the Tanzanian private sector, 
and 
(b) use the earnings from interest and investments to make 
grants to Non Governmental Organizations. Were Article 4 . ,  
not constructed thus, only the income but not the Trust Fund 
would be subject to the Trusts hereunder. 

The above notwithstanding, the Trustees by virtue of the above 
construction can decide to invest the Trust Fund and award grants 
out of income only or where they consider it necessary from the 
Trust Fund itself. 

The Contractor regrets the fact that the five year operational 
budget cannot prepared at this stage as many probabilities have 
still to be thought out. However, the fee charged by the 
Ad:cinis:rator General to register a charitable organization as 
body corporate is a sum of five (5000) Tanzania Shillings only. 



SUMMARY OF THE MAIN LEGAL PROVISIONS GOVERNING TEE 
ESTABLISBMENT AND OPERATION OF TRUSTS IN TANZANIA, 

The Establishment and Operation of Trusts in Tanzania falls under 
the Administrator General's Office, and is regulated by The 
Trustees Incorporation Ordinance, Chapter 375, of 1956. 
Where the above Ordinance may not have provided conclusive 
guidance, reference is made to Statutes of General Application 
and Operation of the United Kingdom applicable before July 1920. 
As well as relying on Statutory Law, the law governing Trusts and 
Tr::stec,,s follows the principals of equity. Equity can loosely be 
aerined as fairness. 

Definition of Trusts. 

Though one cannot define trusts in definite and precise terms, 
there have been many attempts so to do, and one such definition 
has been chosen hereunder:- 

KEETON8S Definition of Trust. 

" All that can be said of a trust .... is that it is the 
relationship which arises wherever a person called the Trustee is 
compelled in Equity to hold property, whether real or personal, 
and whether by legal or equitable title, for the benefit of some 
persons (of whom he may be one and who are termed c e s t u i s  que 
t r u s t )  or for some objects permitted by law, in such a way that 
the real benefit of the property accrues, not to the trustee, but b 

to the beneficiaries or other objects of the trust : (The Law 
of Trusts,8th Edn.,1963). . 

1 

Briefly, hereunder are the substance of, aid, main legal 
p-xisions which affect the establishment and operation of Trusts 
in Tanzania. 



Ja) WHO CAN APPLY. 

Applicants under Section 2 (i) Chapter 375, fall into two broad 
categories, namely:- 

(i) a body of persons or associations professing and wishing 
to promote common objectives touching on custom, religion, 
kinships, nationality, educational, literary, scientific, 
social or any other charitable purpose; 

(ii) a body of persons or associations or any individual holding 
property in trust for an educational, literary, scientific, 
social or charitable purpose. (the Social Action Tsuat ifl 
under this sub clause) 

Three distinct applicants are contemplated: 

(i) a body of persons or groups unregistered; 
(ii) an association registered under Societies Ordinance 

Chapter 337., 
( iii) individuals. 

Jb) MANNER AND CONTENT OF APPLICATION. 

An application un6er S . 2  ( 2 ) ,  of the Ordinance has to be made in 
Form T 1.1., in th? First Schedule of Trustees Incorporation 
Rules,1956. (see Annex Two for Form T.1.1.) 

The form prescribes information to be provided, including:- 
, 

(i). name ai  trust, 
(ii) pcstal =ddress, 
(iii) reuids~lc2 of applicant, 
(iv) description of the trust, 
(v)  number of trustees, 
(vi) particulars of trustees. 

This application must be signed by the applicant, and the trust 
irstrument, or an instrument declaring the trust must be attached - 
:c the application. 



( c )  CONSIDERATIONS. 

Any name of a trust must carry the words Registered Trustees I t .  

If the Administrator General finds the name of the trust 
acceptable, and there is no other registered trust with the same 
name, he will then go to the merits of the application. The test 
applied is a very wide one indeed. 
The Administrator General has power to register any trust he 
finds acceptable. Such registration can either be outright or , 

subject to directions and conditions. In both cases, where 
registration is granted, a certificate of Incorporation is 
granted under S . 5 ,  of the Ordinance. 

(dl EFFECT OF INCORPORATION. 

The Certificate acts as conclusive proof that pre-incorporation 
obligations have been fulfilled and excepting any intervening 
event warranting revocation under S.16., that it is properly 
reaistered. All the attributes of a body corporate such as:- 

(i i perpetual succession, 
(ii) right to possess and act through Common Seal, 
(iii) power to sue and be sued, 
(iv) right to acquire and hold land and to dispose or 

transfer any interest in land akin to that 
exercised by natural persons, 

are possessed and exercisable by the trustees. 

THE TRUSTEES OBTAIN FULL OWNERSHIP OF THE PROPERTY SUBJECT TO TEE 
TRUST AND THE SETTLOR CEASES TO HAVE ANY RIGHTS IN THE TRUST 
PROPERTY. 

Thus under Section 7 of the Ordinance, all properties already . 
held by persons applying for registration, subject to compliance 
with procedural stipulations of Laws under which ownership is 
held such as Land Registration Ordinance Chapter 3 3 4 . ,  vest into 
tho Trust Body Corporate on receipt of the Certificate of 
hcorporat ion. 
Furthermore, entitlement to a donation, gift or disposition made 
but not yet possessed by the Trustees, 'or if it is then made in a 
will or other deed,vests under S.8., of the Ordinance to the 0 

re?ist?red Trustees. 

T;. .... .= A5";linistrator General has to give notice in the Official 
Gaze t te  of the certificate of incorporation granted under this . . C - n l n a n z e .  



FORM T.1.1, 

Form T.1.1., must be filed to the Administrator General duly 
filled and signed by all the Trustees when applying for 
incorporation as a body corporate. 

The Trustees must file F o m  T.1.2., applying for approval before' 
they can change the name of a body corporate. 

FORK T.1.3. 

Wheno7:or approval has been obtained to change the name of a body 
corp~rate and such change has been effected, the Trustees must 
C , i l e  F o r .  ?'.1.3., in notification of the said change. 

The Trustees must file Fonn T.1.4., whenever the following 
situations occur: - 
( a ;  5 person czases to be a trustee, 
(bi  a new trustee is appointed, 
(c! a trustee changes his/her name, or postal or residential 

address, 

After the expiry of a period of five years from the date of 
incorporation, and every period of three years thereafter, the 
trustees must file Form T.1.5., giving the full names, 
residential and postal addresses of the serving trustees for the 
tim5 thereof. 

The trustees must file Form T.1.6., whenever the postal address 
of a body corporate is changed. 



FORM T.1.7. 

The trustees must file Form T.1.7., whenever the trustees shall 
execute any deed, make any order, exercise any power or pass any 
resolution:- 

( a )  changing the terms of the trust, 
(b) changing the powers'and duties of the trustees, 
(c) changing the procedure of appointment or tenure of office of 
the trustees. 

Form T.1.1., application for incorporation, must be signed by ALL 
the Trustees. 

All the other Forms can legally be signed by two Trusteea, but 
for the purposes of the Social Action Trust, the number .should be 
three, (see Article 6 of the draft Trust Deed),. 

Documents for which no Form has been provided or to which the 
prescribed Forms cannot conveniently be adapted, shall be in such 
form as the Administrator General shal direct or allow, the 
prescribed Forms being followed as nearly as the circumstances 
?emit. , 

For the actual lay out of the prescribed forms, see Annex 2. 

fiv) TRUSTEE'S / TRUSTEES1 OFFENSES. 

- - - Where the body corporate makes a default in making any return 
or giving any notice required by or under this Ordinance to the 
Administrator General within the time limited thereof, EVERY 
Trustee being a member of the body corporate shall be guilty of 
an offence and shall be liable upon conviction to a fine not 
exceeding one hundred shillings for every day during which the 
default continues. 

- - -  If any PERSON in any return or notice to the Administrator 
General required by or provided for under this Ordinance, 
wilfully makes a statement false in any material particular, 
kn3wing it to be false, HE shall be guilty'of an offence and 
shall be liable upon conviction to a fine not exceeding ten 
thmsand shillings o'r to imprisonment for a 'term not exceeding 
six mozths or to both such fine and imprisonment. 



* LREVOCATION OF INCORPORATION. 

(i) The Administrator General may revoke incorporation: 

- -  if satisfied that the certificate of incorporation was 
obtained,by means of fraud or false representation; or 

- -  if for a period of one month there are no trustees comprising 
the body corporate; or 



g,--REVOCATION OF INCORPORATION. 

(i) The Administrator General may revoke incorporation: 

- -  if satisfied that the certificate of incorporation was 
obtained by means of fraud or false representation; or 

- -  if for a period of one month there are no trustees comprising 
t h e  body corpora'te; or 

- -  if the number of trustees ordinarily resident in the Territory 
have fallen below the minimum required ordinarily; or 

- -  if the body corporate has ceased to hold any property and it 
is improbable that it will hold such property in the near ituture; 
or 

- -  if the body corporate has failed to fulfil conditions in it's 
certificate of incorporation under this or any other Ordinance, 
or under the trust instrument or declaration of trust; or 

- -  if the trust document of such body corporate are so changed 
that they are no longer within the provisions subsection (1) ot 
section 2, 

In any of the above situations, the Administrator General will 
SERVE notice on the body corporate, or, where the body corporate 
has failed to give notice to the Administrator General of a 
change of postal address or cannot be found with the exercise of 
due diligence, give notice in the Gazette, that he intends to 
revoke the incorporation of such body corporate, either 
unconditionally or unless such conditions as he may determine are 
satisfied within such a period as may be specified in the notice, 
and a copy of every such notice shall, if practicable, be sent to 
the body or association, if any, which appointed the trustee or 
trustees. 

In the case of the Social Action Trust, such notice would be 
served on tha Appointors. 

Even when the Administrator General has given notice to the body 
corporate, where the postal address is available, the 
Administrator General must still give notice in the same said 
Official Gazette of his intention to revoke the incorporation of 
azy body corporate. 

(ii) k body corporate may at any time request the Administrator 
General to revoke the incorporation of such body, and upon 
r eza ip t  of such request, the Administrator General shall by 
r:>:ics i:: the Official Gazette revoke such incorporation. 



h. EFFECT OF SUCH REVOCATION. 

The property of a registered Trust vests in the Trustees in their 
individual capacity after revocation of incorporation. 
However, the said property shall still be held under the same 
terms and conditions as the said property was held before the 
revocation of the body corporate. 

i. The Control and Adminietratisn o f  a Charitable Trust. 

Because of the special nature of a charitable trust and, in 
particular, the absence of a beneficiary who can enforce the 
trust, special rules and regulations concerning the control and 
administration have been designed. 
The Administrator General and the Court have general supervisory 
powers over trusts and over the exercise of their duties, powers 
and discretion by trustees. 

ii] Who may be a Trustee. 

An), individual who is capable of holding property is capable of 
acting as trustee including a corporation. 
The Settlor (the Appointors in this case) is free to appoint 
whomsoever he/she chooses. However, on the appointment of new 
trustees it is advisable not to appoint any person whom the court 
would not appoint, for such an appointment is liqble to be set 
aside by the court. 

Thc persons whom the court would not appoint are: 

( a )  persons under a disability, such as bankrupts, 

(b! a person resident abroad unless the Trust property or 
all the beneficiaries are abroad, or at least the other two 
or more trustees are resident 

(c) a beneficiary, or the solicitor, husband or wife of a' 
9 beneficiary. 

( i  i )  . Appintmont of a Trustee. 

'l'r~istees are appointed by a document in,writing. The appointed 
Trustees are not bound to act, but if they accept the trust, or 
if t h q  ir. fac't act, they are bound to carry out their duties 
until such a time as they are released. An appointed Trustee may 
za>.*z his refusal to act clear beyond doubt by a disclaimer in 
writins, although there is no legal necessity for such a 
docurn~r.t. 



(iii) New Trustees. 

A new trustee may be appointed in the place of another where the 

is dead, 
changes residence 
desires to be discharged, 
refuses to act, 
is incapable of acting, 
is unfit to acting ("unfitu refers not to any physical 

defect but to defect of character). 
is removed by a court order, 
has served his/her term of office as may be specified 
in the trust instrument. 
is removed under a power in the trust instrument (see 

special powers of Appointors in the draft Trust 
Deed) , . 

The Appointor may even Appoint himself as a new trustee in place 
, of another but never as an additional trustee. 

( i v )  Vesting of trust property. 

A deed of appointment of a new trustee should contain an express 
declaration vesting trust property in those who are trustees 
after the appointment.Even if it does not, it is implied on any 
appointment made by deed. 

(v) Powers of Investment. 

Trustees may invest only in authorized investments, that is to 
say, investments authorized by the trust.instrument or bv law. 



j.. Summarv of duties of a Trustee, 

Before accepting the trust a pereon who has been nominated should 
disclose any circum~ltances which might result in a conflict 
between his interest and duty. 

On accepting thc trust, four major duties fall to the trustee, 
and, the TRUSTEE MUST:- 

(a) acquaint him/herself with the terms of the trust, I 

(b) inspect the trust instrument and related documents, 

(c) ensure that the trust property is vested in the names of 
him/herself and the other trustees, 

(d if appointed as a new trustee for a trust already 
in~x~stence, investigate any circumstances from 
which aprior breach of trust might be inferred, 
and, where necessary, take the appropriate steps. 



SOCIAL ACTION TRUST TO BE ESTABLISHED BY DEED OF SETTLEMENT 
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TRUST DEED (DRAFT) 

THIS TRUST DEED is made on the ... day of., ...... One Thousand 
Nine Hundred and Ninety Two BETWEEN The Principal Secretarv, 

' 

Ministrv of Finance P . 0 ,  Box 9111 Dar es Salaam (hereinafter 

called the mSettlor88) of the one part, and: 
. . . . . . . . . . . . . . . . . I  

.................. 

. . . . . . . . . . . . . . . . . ,  

. . . . . . . . . . . . . . . . . I  

............... . . .  .................. 
(kereinaf ter called llThe Trusteesu) of the other part. 

WHEREAS 

1. The Settlor is desirous of:- 

(a) assisting Non Governmental Organizations involved 

in the assistance of orphans created by the AIDS 

pandemic and any other organizations involved in 

similar Charitable Community Projects 

(b) assisting the Tanzanian private sector by 

Tanzania, 

investing th.rough the existing private sector 

financial institutions and new ones as they arise. 



2. The Settlor, having raised the sum of.... ........... 
.. . . . . . . . . . . . . . . . .  Tanzania Shillings through generations under 
Section ....... of the Program Grant Agreement for the Finance atd 
Enterpri~~ Development Program (wFEDm), dated .............., with 
the U.S. Agency for International Development, is desirous of 

transferring the same to the Trustees to be held by them upon 

trusts hereinafter declared. 

The Settlor, further, and irrevocably, commits himself/herself 

over a period of the FED Program to render to the said Trustees 

cT- ..,~r 6 - chs same said trusts,the sum of Tanzania Shillings by 

ins~allmect, at the rate of exchange applicable at the time of 

future disbursements of dollars into the Special Dollar Account 

..... in accordance with Section. of the Program Grant Agreement. 

3. The Settlor hereby expressly grants the Mission Director, 

USAID/Tanzania, acting in concert with the Governor, Bank of 

Tanzania, Special Powers of NAppointors", not only to appoint 

the above mentioned first Trustees, but also to appoint, remove 

or retire any Trustee or Trustees or new Trustee or Trustees. 

The said Mission Director, ~SAID/Tanzania may resign from the 

said position of Co-Appointor at the conclusion of the FED 

Prosrar, in Tanzania. 



NOW THIS DEED WITNESSETH as follows: 

1 IN this deed the following expressions shall unless the 

context otherwise requires have the following meanings 

respectively, that is to say:- 

(1) "the Appointorsm shall mean the Mission Director 

USAID/Tanzania, acting in concert with the Governor 

Bank of Tanzania, their successors or whosoever shall 

be acting in their said capacities. 

(2) "Grants Managern shall mean the firm retained to 

administer the grants program in accordance with 

Article 9 Cla:~se (1) below. 

(3) "Income Investment Accountw shall mean the 

account/accounts into which income from the investment 

of the Trust Fund shall.be deposited or held. 

( 4 )  "Investment Managern shall mean the firm retained to 

manage investments of the principal and income of the 

Trust in accordance Article 6 Clause 1 below. 

(5) "the Term of Office" shall mean the three year period 

that a Trustee/Trustees shall hold office. 

(6) "the Trusteesn shall mean the Trustees and the 

survivors or survivor of them or other Trustees 

c r  Trustee for the time being hereof. 



(7 )  nthe Trust Fundn shall mean the said sums so 

described as aforesaid and all other monies, 

investments securities and property, paid or 

transferred to and accepted by the Trustees upon the 

trusts and with and subject to the powers and 

provisions of this Deed and the moneys investments 

securities and property from time to time 

representing the same or any parts thereof. 

(8) "Trust Fund Investment Accountw shall mean the 

account/accounts or whatever form the said Trust Fund 

shall be deposited or held. 

(9) 'ITrust Standing Orderst1 shall mean the laid down 

regulations terms conditions amounts and procedure, 

that shall be applied when the Trust has to pay monies 

salaries renumerations or whatever charges the Trust 

has lawfully incurred. 

2. THIS Trust is established under the .laws of the Republic of --. 

Tanzania and the administration of the said Trust shall be the 

s a i d  iaws of the Republic of Tanzania. 



3. THE Trustees shall stand possessed of the Trust Fund upon 

trust to retain an Investment Manager, and through the said 

Investment Manager, either to retain the same in the form of 

monies, property, investments and securities for the time being 

constituting the Trust Fund or at any time or times and from time 

to time to apply, sell or realize and vary the said monies, 

property, investments and securities in the manner authorized by 

Annex One of this said Deed and by the law for the investment of 

trust funds. 

4 .  THE Trustees shall stand possessed of the Trust Fund and 

income thereof upon trust for the purpose of retaining a Grants 

Manager to administer a Grant Program in accordance with Annex 

O n e ,  and  the said Grants Manager, shall with the prior approval 

of the Trustees award grants to Non-Governmental Organizations 

involved in the assistance of orphans of AIDS 

victims, including but not limited t o  the EoXowing: 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other Organizations, which the Trustees shall in their absolute 

discretion consider within the terms of this trust to be of 

charitabie purposes valuable to the community, may also become 

eligible to receive grants in similar manner. 



5 .  THE charitable trusts hereby created (herein after called 

"the Fundu) shall be administered under the name of 

"Registered Trustees of ....................................". 

6. THE Appointors shall by deed appoint the Trustees whose 

number shall not exceed six and shall not be less than three. 

The first six Trustees shall by alphabetical order 

serve the following Terms of Office:- 

(a) the first two for two years, 

(b) the next two for three years, 

(c) the last two for four years. 

Kzw (subsequent) Trustees shall serve for the 

three year Term of Office. 

The above notwithstanding, the Appointors may at any 

time by deed remove any Trustee/Trustees, provided that 

Appointors have given all the Trustees at least thirty 

(30) days' notice in writing of the said intention to 

remove a Trustee or Trustees. 

Ths Appointors may at their absolute discretion decide 

to extend the said Term of Office for any 

Trustee/Trustees so long as the Appointors have 

obtained the Trusteets/Trustees' acceptance in writing 

cf the Proposed extension. 



( 5 )  Any Trustee may retire from the trusts of this Deed by 

giving not less ninety (90) day's notice in writing of 
- 

his or her intention so to do to the Appointors who 

shall upon the expiry of such notice discharge the said 

Trustee, so long as at least three Trustees are in- 

place to run the affairs of the trust, and the 

departing Trustee has'cleared his obligations and 

responsibilities to the Trust, 

(6) Acts done or executed for the proper vesting of the 

trust fund in new or additional Trustee/Trustees shall 

be done and executed by the continuing or retiring 

Trustees at the expense of the income or capital of the 

Trust Fund. 

(7) Any new Trustee/Trustees appointed to this said Trust 

shall have such powers rights and benefits as to 

renum~ration or otherwise at or prior to the said 

appointment as may be agreed in writing between the new 

Trustee/Trustees and the Appointor. 

( 6 1  0: the exercise of any power or the passing of any 

resolution or on the happening of any event that 

affects this said Trust in any form, the Trustees shall 

f i i e  notice to the Administrator General in the 

prescribed manner, see (Filing Provisions Chapter 1, 

an5 prescribed manner Annex 2). 



(9) With every such notice as in Clause 7 above, where the 

said change is in the Trusteeship a memorandum shall be 

endorsed on or permanently annexed to this Trust Deed 

stating the names of the Trustees for the time being 

and shall be signed by the Trustees so named and any 

person dealing with the Trust shall be entitled to rely 

upon such memorandum (or the latest of such memoranda 

if more than one) as sufficient that the Trustees named 

therein are the duly constituted Trustees for the time 

being hereof. 

7. - (1) The Trustees shall meet at such times during each year 

as the Trustees may from time to time determine and 

shall hold an annual meeting during the inonth of 

. . . . . . . . . . . . . . . . . .  in each year. 

(2) A special meeting of the Trustees may be convened at 

any time by not less than fourteen day's notice in 

writing signed by any three Trustees and sewed upon 

all. 

! 3 )  At least fourteen day's notice in writing shall be 

given of every meeting of The Trustees and such notice 

shall state the time and place of meeting and the 

nature of the business to be transacted thereat. 



Such notice shall be sent by nrecorded deliveryn mail 

service, and the fourteen days shall run from the day 

of posting the said notice. 

Where the said notice is sent by telex or f a x ,  time 

shall run from the day of dispatch. 

( 4 )  Three Trustees shall constitute a quorum so long as the 

meeting has been properly convened. 

( 5 )  The chairman shall be appointed by the Trustees and 

shall remain in office until the end of the next 

annual meeting at which meeting and at every such 

subsequent meeting the trustees may elect 

another of their number as chairman. 

( 6 )  If the office of chairman becomes vacant during 

the year of office the Trustees shall at their next 
. . 

meeting appoint another chairman to remain in office 

until the end of the next following annual meeting. 

( 7 )  If the chairman shall not be present within ten 

minutes after the time appointed for the meeting 

the Trustees shall appoint one of their number to 

act as chairman during that said meeting. 



(8) The decisions of the Trustees shall be determined 

by reference to majority of .the Trustees present 

and voting and in case of equality of votes the 

chairman shall have a second or casting vote. 

(9) Minutes of the proceedings shall be kept and shall 

be signed by the chairman of the meeting 

and when so signed shall except for manifest error be 

conclusive evidence of what was done at the meeting. 

(10) The provisions of this clause (apart from subclause 

[ 6 1 )  shall not be alterable during the first five 

years of the said Trust's operation and'thereafter, 

unless the Appointor surrenders his special powers to 

the Trustees. In that event, they may by a resolution 

supported by not less than four of the of the six 

Trustees or at least three Trustees should their said 

number be less than six, alter any provisions of this 

clause. 

8. THE Trustees shall be obliged to exercise due diligence and 

c O".">" " so:!::5 ...-..-- c ia1  judgement in the investment of the trust fund 

2*.G . .. Inccze thereof and administer the said Trust Fund within the 

.... 2 c;F  his Deed. t.?*'"' -' 



9. THE Trustees shall for the purpose of carrying the trusts 

of this Deed into effect but not further or otherwise have the 
J I 

following powers that is to say power:- 

(1) To invest the principal sum and or part of income 

from the said investment in accordance with the 

regulations in Annex One. 

( 2 )  Subject to any such consent as may be required by law 

to enter into contracts and borrow money. 

' 3 )  To enp loy  all such persons at such remuneration as they 

shall think fit not being a Trustee and as Employers 

make all reasonable and necessary provision for the 

payment of pensions and superannuation to or on behalf 

of employees and their dependents. 

( 4 )  To form a company or companies under the Companies 

Acts for the time being in force with such 

memorandum and articles of association as they 

shall determine the objects of which shall be 

exclusively charitable in law and to transfer or 

cause to be transferred to such a company the 

whole or any part of the Trust 

so long as the objects of the said c.ompany thus 

formed shall not be in conflict with the objects 

of this Deed. 



( 5 )  At any time if the Trustees, with the consent of the 

Appointors, shall be of the opinion that the provisions 

hereof cannot in the circumstances 

continue to be carried out in accordance with their' 

intent to transfer the Trust Fund to another charity 

of a similar nature or to apply the same'for any other 

charitable purpose which the Trustees may consider to 

be similar to the purpose of this Deed and in 

accordance with a scheme to be settled by the trustees 

and in default the Trustees shall apply to the 

Administrator General for a scheme. 



10. (1) EVERY appropriation of the benefits of the Fund shall - 

be made by the Trustees at meetings thereof and not 

separately by any Trustee or Trustees. 

(2) The Trustees may appoint committees which may include 

members who are not Trustees with a view to furthering 

the purpose of the Fund apart from distributing the 

benefits thereof PROVIDED first that no member of such 

a committee who is not a Trustee shall have any power 

of voting at meetings PROVIDED second that any,such 

committee shall report 'fully and promptly'back to the 

Trustees PROVIDED third that any such committee shall 

conforr to any regulations imposed on it by the 

Trustees and PROVIDED fourth that the Trustees may 

at any time revoke either wholly or in part the 

authority of such committee so appointed. 

11. THE Trustees shall provide a common seal which shall be 

kept under such custody and control as the Trustees shall from 

time to time determine. The seal of the Trustees shall not be 

affixed to any instrument except pursuant to a resolution of the 

Trustees and in the presence of at least two Trustees, and the 

said Trustees shall sign every instrument to which the common 

s e a l  shall be so affixed in their presence, and in favor of any 

D.lv-*  ---.- A,,,nca=L n r  person bona fide dealing with the Trustees and such 

si6:xtures shall be conclusive evidence of the fact that the 



12. The Trustees upon the exercise of their powers to appoint 

the Investment Manager and Grants Manager shall with the prior 

approval of the Appointors, 

(a) delegate respective responsibilities to the said 

Managers under contracts, 

(b) provide the terms of reference to the two Managers 

respectively which said terms of reference shall 

precisely set out all the duties and responsibilities 

of all parties, 

(c) the above notwithstanding, the Trustees shall retain 

the supervisory powers and all other powers and duties 

as Trustees. 

13. THE Trustees shall by themselves or through the Grants 

Manager award grants from the income if there be no income from 

the said Trust Fund to the (NGO's) named in Article 4 of this 

Trust Deed and or any other (NGO's) or charitable organizations 

as r h ~ y  shall at their absolute discretion determine to be within -... 
the terns of this Trust Deed provided that they shall: 

(1) Keep books of account and records showing therein all 

receipts and payments and containing all such 

records as may be appropriate and at the end of each 

financial year, cause the said accounts Lo be audited by 

s;~ci: a qualified Firm of Accountants as may be specified 

L i l ?  Appointor, which said Firm of Accountants shall 

present a report to both the Trustees and Appointors. 


