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EXECUTI VE SUMVARY

This report profiles diversity in the Tanzani an busi ness
community and assesses its inplications. It stresses that
Tanzania is in the early stages of energence froma sociali st
period that |asted nearly 30 years. The nenories and
institutional |egacy of that period continue to influence al
aspects of political and econom c life, including business.
Despite a decade of econom c reforms, Tanzani a s business
envi ronnent remains one of high risk and great difficulty.

The difficulties of Tanzania's business environnment are
numerous. They include the followi ng. (1) Bureaucratic
Difficulties. Menbers of the business community believe that
t he bureaucracy continues to exhibit the laxity and
indifference to performance of the socialist era. The
bureaucracy is also perceived as still inclined toward a
statist approach to econom c nmanagenent. (2) Corruption. The
report states that "corruption is a cancer in the Tanzani an
polity and it has spread everywhere." Corruption has nostly
negative effects. It raises the costs of doing business and
t hereby inposes an inplicit tax on all Tanzanians. It
transfers econom c resources from public sector institutions
such as schools and hospitals to Tanzania's political |eaders
and civil servants in their capacity as private citizens. It
has i nduced high levels of public cynicismand "donor
fatigue." (3) Poor Infrastructure. Tanzani an business is
constrai ned by the poor condition of the country's
infrastructure such as i nadequate tel ephone comunicati ons and
irregul ar and unpredictable electricity and water services.

Business is further constrained by additional factors.
(4) Political Wakness. Business | eaders feel that they have
little or no | everage over a governnment whose actions can
spell the difference between econom ¢ success and failure. (5)
The Party System The party system does not present the
busi ness community with a supportable alternative to the
present governnent. (6) Lost Organizational Skills. The
busi ness comunity has a vast agenda in rebuilding
organi zational and entrepreneurial skills lost during the
socialist period. (7) A Deficient Legal Environnent. Property
rights in productive assets are poorly spelled out and the
continuation of repressive laws fromthe socialist period
exerts a chilling effect. (8) Hi gh Interest Rates. Credit is
difficult to obtain and avail able only at high interest rates.
Gover nnment bonds payi ng 40-50% "crowd out” private borrow ng.

Diversity in Tanzani an Business. Diversity in Tanzani an
busi ness assunes several distinct forms. (1) Od vs. New
Enterprises. Sonme private businesses survived during the
socialist era but these were highly dependent upon political




protecti on. Because of the new econom c environment and the
flood of inports, they are dying out. New businesses able to
thrive in a conpetitive environnent are taking their place.

(2) Trading vs. Manufacturing. The economi c interests of these
two groups are dianetrically opposed. Manufacturers seek
protecti on and have forned the CTlI to try to obtain it. They
have been unsuccessful. Traders seek freedomto inport. They
have prevailed. Om ng to weak custons enforcenent, Tanzania is
a virtual duty-free zone.

(3) Asian vs. Indigenous Enterprise. The report explores
the stereotype that Asians (a) concentrate in trade; (b) avoid
investnents in fixed assets; (c) corrupt the political system
to the detrinment of African welfare; and, (d) that Asians have
an unfair advantage over indigenous business. It makes the
foll owing points. That overt racial antagonismtoward Asi ans
based on these beliefs has begun to decline; that individual
menbers of the Asian community have becone heavily invested in
fixed assets including factories and plantations; that this
fact is becom ng widely known and better appreciated; that
many Africans have an enpathi c understandi ng of the repeated
traumas inflicted upon Asians in the past; and that the CCM
has enpl oyed its residual noral suasion to create a non-raci al
political climte.

Asi an busi ness entrepreneurs acknow edge probl ens of
corruption but raise serious issues: that the very concept of
Asian is problematic when applied to famlies that have |ived
in Tanzania for generations; that cases of corruption are
isolated to a small mnority, some of whomare recent arrivals
or returnees; that collective responsibility is not an
appropriate conclusion; that blame should be assigned to the
recipient as well as giver of bribes; that business
intrinsically prefers a predictable, |aw abiding environnent;
t hat hedgi ng strategi es which keep assets overseas are a
rational response to the insecure environment and not a
culturally determ ned phenonmenon.

Ot her aspects of diversity considered in this profile
are:
(4) the growi ng inportance of multinational enterprise; (5)
t he division between formal and informal sector activities;
and, (6) a gender gap between femal e owned and nal e owned
enterprises.

The report concl udes by assessing Tanzania's politico-
econom ¢ future. It finds two possible scenarios. [1]
Rei nvi gorated Reform This scenari o hinges on an assessnent
of Mkapa and the people that he is likely to surround hinself
with. Driven by the terrible realities of the current economc
crisis, Mkapa is seen as an independent | eader, one not tied
to Nyerere, who has the strength and will to relaunch the
reformeffort by taking sone very tough decisions early on and



maki ng sure that they are carefully inplemented. [2] Stalled
Reform This scenario paints a very different picture of the
next governnment. It sees Mkapa as being honest and well

meani ng, but too tied to Nyerere and other barons of the party
to be decisive in choosing a capabl e cabinet, taking tough
deci si ons quickly, working closely with the Fund, Bank and
donors, nuch | ess being able to provide strong, visible

| eadership and a vision of sone formof a new capitalist
future.
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| . Introduction: Business Past and Present

This report presents a profile of diversity in the Tanzani an
busi ness community. It also assesses the possible inplications
of that diversity for Tanzania's econom c trajectory. To
understand this profile, it is essential to begin with one
very basic fact. Virtually every respondent we spoke with
began his or her remarks by insisting upon the inportance of
Tanzani a's recent past. Tanzania's business comunity, |ike
ot her inportant segnents of Tanzani an society, is in the very
early stages of a recovery fromthe constraining effects of
the statist and woul d-be socialist political systemthat
governed the country fromthe |ate 1960s through the early
1980s. The nenories and institutional |egacy of that period
continue to influence all aspects of political and econom c
life in Tanzani a. Business is no exception.

Tanzani a today presents an exquisite version of the
dil emma of the glass: Half full or half enpty? On the positive
si de, Tanzani a has seen nunerous inprovenents during the past
ten years, in both its political and econom c systens.
Politically, Tanzania has progressed froma single party,
authoritarian regine with a state-controlled nedia to a nulti-
party systemw th a lively and i ndependent press. It has just
held is first openly contested, nmulti-party elections to the
of fice of Tanzania President, Zanzibar President, Tanzania
Nati onal Assenbly and Zanzi bar Assenbly. For individual
citizens, the new sense of freedomis pal pable. There is open
and lively discussion of political issues and personalities
and Tanzani ans we net seened willing to be conpletely
forthcom ng about their preferences of candi dates and parti es.

Tanzani a has nmade substantial progress in economc
reform as well. The nmpbst conspi cuous feature of the Tanzani an
econony today is that individual Tanzanians are better off
materially than they were during the socialist era although
many Tanzani ans claimthat econom c reforms have w dened
inequalities in the country and that sone nmenbers of the
soci ety have beconme worse off. Since accepting the necessity
of a structural adjustment programin 1986, it has |iberalized
trade, allowed the value of its shilling to be determ ned by
an inter-bank rate, sinplified currency exchanges by creating
a system of private currency exchange bureaus, and nade
progress in divesting its state owned enterprises (SOEs). It
has permtted the creation of private comercial banks,
t hereby creating conpetition with the state-owned Nati onal
Bank of Commerce and changed its political climte to wel conme
i nvestnent by rmulti-national corporations (MCs).



Tanzani a has al so made particul ar progress in
i beralizing the | argest sector of its econony, agriculture.
Primary cooperative societies, which were banned in 1975, and
then permtted to operate under tightly controlled conditions,
have now been fully restored to autononopus status. Farmers
have been given unprecedented freedom of choice and can now
sell their products either to private traders or to their
primary crop cooperatives. The single channel state nonopoly
systemis an institution of the past. Prices of farm products
have been decontrolled at both the farngate and retail |evels,
and the governnent's parastatal crop authorities have had
their econom c role progressively reduced from a nonopoly of
procurenent, processing and nmarketing to the point where their
functions are |argely advisory and regul atory.

On the negative (half enpty) side, it is clear that nuch
remains to be done both politically and economically if
Tanzania is to beconme a truly denocratic political systemwth
a market-determ ned econony. Its recent nmulti-party el ection
has been widely criticized as unfair by both international and
donmesti c observers, sone of whom consider that the election
was so poorly adm ni stered that opposition charges of
extensive rigging seem highly plausible. Mst feel that the
el ection of the President of Zanzibar was blatantly rigged in
favor of the governing party, the CCM (Revol utionary Party).
Despite a freer press, the governnent continues to have a
deci sively stronger nedia presence than the opposition through
its ownership of Radio Tanzania and many Tanzani ans st at ed
that the governnent's radi o broadcasts were unfairly favorable
to the CCM And, inportantly, a number of repressive | aws
remain on the books. These laws, identified by a judicial
conm ssion as "the 40 oppressive |laws" include the Preventive
Detention Law, which allows the governnent to detain political
opponents wi t hout specification of charges, and the Newspaper
Act of 1976, which includes a very broad definition of
sedition.* No small part of the chilling effect these |aws
continue to exert on Tanzanian politics has to do with the
governnment's visible reluctance to repeal them

Addi ti onal economic refornms are al so urgently needed.
There is conpelling evidence that the past several years has
been a period of corruption of such proportions that the
revenue basis of the governnment itself has been badly eroded,
causing a severe fiscal crisis. Representatives of the
manuf acturing sector constantly conplain that corruption in
the custons bureaucracy is so extensive that Tanzania is, for

! The government recently used the latter act to press

sedition charges against an opposition newspaper. See The
Guardi an (Dar es Sal aam), Novenmber 15, 1995.



all practical purposes, a duty-free zone. And sone industries,
i ncluding private ones, have closed due to the flood of goods
t hat have escaped the inposition of tariffs. Progress in the
privatization of SOEs has been painfully slow, barely touching
the agricultural sector. The governnment has just begun the
monunment al task of reform ng the financial sector, especially
its ill-mnaged and hugely indebted National Bank of Commerce
(NBC). And despite the substantial nunmber of official economc
reforms, adm nistrative inplenentation of the new econom ¢
envi ronnent has been so sluggish that Tanzania's rate of
economic growh is still only slightly higher that its rate of
popul ati on increase. At the 4-5 percent it is far |ower than
woul d be possible in a freer and nore dynam c econony.

Tanzani a's business community reflects this potpourri of
positive and negative aspects. It is both dramatically freer
than it was ten years ago but less free than it needs to be to
make an i ndependent contribution to the country's political
and econom c progress. Individual entrepreneurs are rushing to
t ake advantage of the economc |iberalization but consider
t hat Tanzani a nevertheless remains a difficult and high risk
econom c environnment. There are boom conditions in sone areas
of the econonmy such as construction, certain export crops such
as cotton and cashews (but not coffee), and the informal
tradi ng sector but many Tanzani ans are apprehensive that the
i ncom ng government may backslide toward the controll ed
econom ¢ conditions that did the country so much harmin the
past .

The Changi ng Busi ness Envi ronnment

To understand the shape and behavi or of the Tanzani an
busi ness community today, it is vitally inmportant to recal
that from 1967, when Tanzania proclained its conmtnment to a
soci ali st econony, to the early 1980s when econom c reforns
began, private business activity was officially viewed as
inimcal to the welfare of the Tanzani an peopl e. For many
Tanzani ans that ethos seens to be discredited. As a general
rule, private business is now socially and politically nore
acceptable. This is a major step forward. Under the surface,
however, Tanzani a's acceptance of nmarket forces may be "a mle
wi de and an inch deep."” Even Tanzani ans who speak the
| anguage of |iberal econom cs seemto reach al npost
instinctively for governnental solutions to the problem of
growth. And for every officially announced economc reformin
the nation's capital city, Dar es Salaam there appears to
arise an adm nistrative or political blockage to full
i npl ementation in Tanzania's rural areas which still
constitute the mgjority of the population and the lion's share
of the national econony.
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To appreciate just how far Tanzania has cone, it my be
useful to recap how far the Tanzani an government had gone to
create a protected and unconpetitive econom c environment.
Prices of agricultural goods were fixed at both farngate and
retail levels; the processing, distribution and retail
mar keti ng of these goods was carried on through a "single
channel " (state nonopoly) system tariffs and quantitative
restrictions defended both state owned industries and a nunber
of private ones fromforeign conpetition; the SOEs were al so
protected from donestic conpetition through a highly regul ated
price systemfor their products. Where private enterprises
were allowed to operate al ongside state industries, they had
to exercise great caution about conpeting with the state
sector.

The ol d Tanzani an state al so inposed rigid controls on
the financial environnent. The exchange rate was fixed and
heavily overval ued, inposing a stiff penalty on producers of
tradabl e goods and artificially subsidizing urban wage earners
and consunmers. Nationalization of the banking system neant
that interest rates on both | oans and deposit accounts as well
as borrow ng opportunities were strictly controlled by the
governnment. Tanzani ans were not allowed to hold or obtain hard
currency wi thout the government's perm ssion.

The outcome of these restrictions was a severe econom cC
decline. During the 1970s, per capita incone began to fall.
Official figures conceal ed the hardship being suffered by the
Tanzani an people. For nmuch the growth that was recorded
occurred in the provision of governnent services and many of
t hese were nmore nythical than real.? Vital necessities
i ncludi ng foodstuffs or nedicines were typically avail abl e
only at highly inflated informal market prices. This | owered
the quality of life in ways that were statistically invisible
but all too painful to those Tanzani ans who had to bear the
cost. The country's transportati on systemwas in disrepair.
Shortages of parts and inputs had strangul ati on effects on
virtually every econonm c activity.

The governnment's response to economc msery was to
mai ntain and even deepen its system of regulation and control.
A brief experiment in |liberalization, the so-called "Dar es
Sal aam Spring" of 1975 was abruptly brought to a halt as an

2 There is conpelling evidence that since the era of
i beralization, official figures have begun to underestinate
the size of the Tanzani an econony, possibly by as much as 50
percent. See Tanzania: The Size of the Econony (Vols | and
I1.) This report was prepared for USAID by Business
| nvest ments and Managenent Conpany, Septenber 1994.
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econom cally starved citizenry seenmed to respond with
politically threatening alacrity to a nodest opening for
private business ventures.® Closure was restored and the
pattern of state control was carried forward to the early
1980s. Indeed, the state's effort to squelch any sign of
private econom c insurgency seenmed to reach a new height with
the "anti econom c saboteurs canpaign" of 1983. In this
canpai gn, anyone suspected of unpermtted economc activity
could be arrested and inprisoned until his/her innocence was
est abl i shed. One respondent commented that the police were
encouraged to enter private residences and demand receipts
proving the legality of even the nost trivial itens.
Eventual |y, the canpai gn was ended as Tanzani an | eaders cane
to realize that the country's econom c woes were rooted not in
i ndi vi dual behavior but in a deeper structural malaise. The
anti - saboteurs canpai gn nay have been the | ast gasp of the old
system

That the Tanzani an private sector survived at all in
these circunstances is a testinony to its resiliency and to
the spirit of entrepreneurialismanong the Tanzani an peopl e.
| f the Tanzani an busi ness community today appears m sshapen
with an over enphasis on trade at the expense of productive
activity, overly interested in short-term lowrisk activities
at the expense of investnent in slow maturing assets, and
still suspicious of the governnent's long-termintentions,

t hese characteristics nust be understood in historical
context. M strust of the governnent's intentions undoubtedly
expl ai ns why Tanzani a has experienced significant capital
flight during the past two years: as the nulti-party election
approached, and it began to seem uncertain which party and
group of |eaders would govern the country, old insecurities
resurfaced. Also to be understood in historical context is the
fact that many nenbers of the business comunity continue to
use hedging strategies that permt themto keep a significant
proportion of their financial assets overseas, while bringing
into Tanzania only those financial resources necessary at a
gi ven nonent .

The character of the Tanzani an busi ness conmunity has
changed dramatically since 1986 and continues to do so. What
this report seeks to do, therefore, is to provide both a
hi storical perspective and a snapshot-in-time of a business
community that is in rapid flux. If policies of economc
i beralization remain in place, even greater changes can be
expected in the next five years. The Tanzani an busi ness

® The government had briefly decided to de-nationalize

certain "nooks and crannies” in the econony such as gasoline
stations, butcher shops, book stores and sone retail outlets.
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community today is a kal ei doscopic m x of the old and the new,
of private businesses that managed to survive during the

soci alist period and a new generation of firms that have cone
into being during the era of |iberalization.

The nere existence of older private firnms that date to
the socialist period illustrates how contradictory Tanzania's
busi ness environnment has been and remains. Although the
government of foundi ng President Julius Nyerere sought to
i npl ement one of nodern Africa' s nore extensive socialist
agendas, it did not and could not nationalize all private
busi ness activity. Not only did inportant sections of the
Tanzani an econony, therefore, remained in private hands,
especially in the agricultural and trading sectors, but these
busi nesses were able to survive only on the basis of their
close political and personal ties with | eading nenmbers of
Tanzani a's socialist | eadership.

The survival of private firms, whether in agriculture,
trade or industry, did not show any planned econom c rationale
that we could discern. Socialist nationalizations were
unsystematic and often arbitrary. Regrettably, traces of the
tendency to frame and inplement policy in this manner continue
during the liberal era.

The few private firns that survived did have an inportant
political characteristic in comon; nanely, an ability to
hunker down and devel op survival strategies to cope with an
omi present state. The skills they devel oped were | argely
political in character and involved establishing close
relationships with | eading politicians in order to obtain
inport |icenses and gain business contracts with governnent
agenci es and state-owned firms. This may help explain the
political behavior of large portions of the Tanzani an busi ness
community, especially its unflagging support for the governing

party.

The Darw ni an process underway in the business sector
today is an unusual one. In a mature industrial econony,
busi nesses succeed and fail but the basis of success or
failure remains a constant, the ability to operate efficiently
and profitably. But in an econony |ike Tanzania's, where a
soci ali st econom c approach is rapidly giving way to market -
based economi c principles, the basis of survival itself is in
a state of change. Survival skills that were indispensable
during the period of state regulation are very different than
those that permt a business to flourish in an unregul ated and
conpetitive mlieu. The former requires political
adaptability, an ability to accommpdate state authority; the
|atter, an ability to deal with econom c risk.
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One of the nore arresting features of the Tanzani an
busi ness community today is the generational divide. O der
busi nesses that survived through their political adroitness
continue to view this skill as the basis of survival in the
new era. But as the Tanzani an busi ness environment noves in a
nore and nore |iberal direction, a newer generation of
busi nesses is taking its place in the sun. Their skills have
to do nore with ability to assess risk and find ways of
profitability in a nore and nore conpetitive nmarketplace. The
new generation is nore acclinmated to openness and conpetition
than to governnental guarantees, contracts and protection.

Tanzani a's unhappy past is a nmenory that creates
attitudes and strategies of watchful ness throughout the
busi ness community. Virtually all Tanzani an busi ness
entrepreneurs recall personally the governnment's efforts to
suppress private sector initiative. Many handl e these nmenories
with econonmic strategies that involve maintaining assets
overseas as well as investnents in the country. The on-going
visibility of Tanzania's first president, Julius Nyerere, is
bot h hel pful and unhel pful. Although Nyerere may have been
i nportant to the denocratic process because of his strong
personal endorsenment of nulti-partyism his promnence in the
country's day-to-day political life, acconpanied as it is by
his very obvious distaste for economc |iberalization, is
unhel pful. For it is an on-going rem nder that anti-capitali st
sentinments lurk very close to the surface in the Tanzani an

polity.

One result of all this is that it is all but inpossible
to devel op an objective indicator of how well or how badly
Tanzania i s doing. Estimates of Tanzania's rate of econom c
growth, for example, vary wildly. The Financial Tinmes recently
estimated the growth rate at 3.5 percent.” The World Bank
pl aces it at between 4 and 5 percent, and at | east one private
econom st, with |long experience in Tanzania, suggests that the
real growth rate is closer to 6 percent. He argues that the
Worl d Bank seriously underestimtes the size and dynam sm of
Tanzani a's vast unrecorded econony. If the |lower figures are
correct, they suggest a rate of growh that barely exceeds
popul ati on increase. But it is, nevertheless, inportant to
bear in mnd that even 3.5 percent points to a radical change
for the better. For 3.5 percent is about 5 percent higher than
the -1.5 percent rate of growth widely estimated for the late
1970s and early 1980s.

* The Financial Tinmes (London), Novenber 21, 1995, p. 6.
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1. The Subordi nati on of the Busi ness Sect or

Tanzania's political past is defined by the governnment's
hostility toward private econom c activity, a policy that
emanated from a soci ali st approach to devel opnent. But

i ndependent busi ness was by no nmeans the only sector of
Tanzani an society that the government sought to control,
regul ate, or nationalize. The Tanzani an i dea of central
econom ¢ planning was to bring all econom c actors under the
jurisdiction of the state apparatus. This included not only
busi ness but other powerful econom c actors such as trade
uni ons and agricultural cooperatives. It further included a
host of other actors as well such as the country's youth
organi zations, its wonen's groups and the nedi a.

Tanzani a, in other words, was not a country that
subordi nated private business but allowed other forns of
soci al organizations to roamfreely. Its political |eadership
sought to place the entirety of Tanzanian civil society under
the jurisdiction of the state apparatus. Civil society, as we
use the term here, can be broadly defined as that entire
conpl ex of organi zations and associ ations, both formal and
informal , organi zed and spont aneous, that |ie somewhere
between the famly and the state. It is coterm nous with the
group life of a society and is by no means confined to the
busi ness comunity. It includes such large, relatively well
fi nanced groups such as trade unions, agricultural
cooperatives and chambers of comrerce and industry as well as
a host of smaller groups |acking in organizational or
financi al resources.

The past several few years have seen a re-energence of a
variety of civil society actors in Tanzania and this includes
t he business community. But this trend is still inits
i nfancy. Therefore, the relationship of cause and effect
bet ween t he renai ssance of civil society, on the one hand, and
trends toward political denocratization and econom c
i beralization, on the other, is far fromclear. The
conventional wi sdomon this matter holds that the devel opnent
(or re-devel opnent) of civil society is a major force in

pronmoting the restoration of denocracy. But, in Tanzania, it
iIs arguable that the direction of causality is in the other
direction; nanely, that liberalizing trends in the political

and econom c environments have contributed to the re-birth of

civil society actors. Business associations, for exanple, nmay
be enjoying their renaissance precisely because of the greater
degree of freedom avail abl e under denocratic institutions and

an econony that is becom ng gradually nore open.

As part of its socialist strategy, the Tanzani an
governnment began to create |arge nunbers of seni -autononous
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SOEs. There was not hi ng new about this nodel. In the western
wor |l d, state-regul ated corporations had | ong been the
preferred vehicle for the provision of essential public
services such as water and electricity. These were justified
on the basis of a need to make certain that these services
woul d be avail able to everyone at a reasonabl e cost.

Tanzani a, however, took the SOE nodel and extended it to
areas of the econony where its applicability was, to say the
| east, questionable. The idea of state enterprises had never
had many advocates anong devel opnment econom sts and t hose who
did defend it generally stressed the need for it to be applied
in a highly prudential manner. Supporters of SOEs believed
that they should be established in an orderly and gradual
manner so that the potential inefficiencies of state
enterprise could be balanced by the greater productivity of
private sector firns. The nunmber of SOEs should be kept
strictly limted so that the demand for skilled managenent and
| abor woul d not exceed the avail able supply and so that public
subsi di es, where necessary, could be kept to a m ninum SOEs
shoul d be devel oped only in areas of the econony where there
was an obvi ous econoni ¢ advantage in doing so.> And perhaps
nost i nportantly, the SOE strategy should be adopted in such a
manner that there would be incentives for econom c efficiency.

I n Tanzania, all these cautionary adnonitions seenmed to
be |l ost sight of. SOEs sprang up everywhere w thout any regard
for the resource limtations of the country's primarily
peasant - based, agricultural society. By the end of the 1960s,
there were SOEs for practically all of the consuner non-
durabl es including textiles, soft drinks, beer, cigarettes and
shoes. SOEs were even used for the production of matches and
soap. By the end of the 1970s, Tanzani a had establi shed
approxi mately 350 state-owned enterprises. Their reach
extended into every nook and cranny of the econony. By the
early 1970s, the state found itself owning butcher shops, book
stores, grocery stores, and a chain of retail clothing
outlets. It included not only the standard established areas
such as utilities but such traditionally private services as
banki ng and insurance.®

® This was Albert Hirschman's fanous idea of "backward
i nkages." Hirschman believed that enterprises should be
sel ected on the basis of their ability to inpart a stinmulus to
the agricultural sector; e.g., textile industries in a cotton
econony, cigarette industries in a tobacco econony, etc.

® See The United Republic of Tanzania, Par ast at al

Privati zation and Ref or m Mast erplan  (Dar es Sal aam
Governnent Printer, 1993).
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In all of this, the state's role was indispensable. Its
deci si ons defined those SOEs which woul d be brought into
bei ng; once that decision was made, its tax resources provided
the capital to finance physical construction and absorb ot her
costs; as principal shareholder, the state both supervised
managenent and assunmed ultimate responsibility for the process
of production; through the |egal system the state was al so
provi der of protection and regul ator of the |abor nmarket.

In the furious scranble to create a socialist econony,
many private firnms were sinply nationalized. These were the
| osers in the Darwi nian struggle to determ ne which portions
of the private sector m ght survive. For conpanies that
remained in private hands, it was all but inpossible to
mai ntai n any degree of econonm ¢ i ndependence owing to the fact
that the state becane the single nost inmportant consuner of
t he goods they produced or the services they provided. Because
of the econom c insecurity engendered by nationalization, sonme
private firnms asked the governnment to assunme part ownership.

The firms that survived had to deal with the presence of
the state in every aspect of economc activity. Credit or hard
currency allocations could be obtained only from state banks.
Labor relations had to be carried on with a trade union
nmovemnment, the National Union of Tanganyi ka Workers (NUTA) that
had itself been reorganized as an adm nistrative organ of the
state. The inportation of raw materials or other vital inputs
had to be carried on through state inmport agencies. And even
the storage, transportation or delivery of finished goods had
to be contracted through state firnms established for these
pur poses.

The political end-product of all of this was an all-
pervasi ve pattern of dependency upon the state. Blue collar
wor kers becanme the enpl oyees of state-owned factories and
services. Mddle class and "white collar" professionals
i ncluding not only civil servants, teachers and doctors in
governnment hospitals, but technical and clerical workers in
banks, insurance conpanies were also the enpl oyees of state
institutions. Students received their bursaries, degrees and
educational ranking from state educational institutions. And
farnmers depended upon the state for virtually every aspect of
their economc well-being fromthe marketing of crops through
provi sion of vital inputs.

One hidden casualty of all this was a | oss of
entrepreneurial skills. Because of the overwhel m ng presence
of the state in all aspects of economc life, even those few
areas of economc |life that remained nomnally in private
hands were characterized by a high degree of dependence upon
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central political authority. For Tanzania's small-scale

busi nesses, whether these were productive or service
enterprises, the government was of towering inportance either
as custoner or client or because of the always imm nent threat
that it would further extend its econonm c reach and becone a
conpetitor.

The end-product was Tanzania's well docunmented econom c
di saster, a generation of stagnhant or negative econonic
growth. So much has already been witten about Tanzania's
econom ¢ decline that it need not be described in detail. The
decline had the followi ng principal characteristics: (a)
declining industrial production as state-owned industri al
enterprises suffered fromsevere problens of inefficiency and
fromspiraling shortages of vital inputs of all kinds nost
notably replacenment of the capital stock and raw materials
i nputs; (b) stagnating production of exportable agricultural
commodi ties and a declining share of world markets for these
goods; (c) falling per capita production of food staples with
sharply rising real food prices as staple itens were
increasingly available only in informal markets; (d) severe
trade i nmbal ances, scarcities of hard currency and, as a
result, increasing shortages of inported goods, both
consunpti on goods and production goods; (e) rising rates of
inflation caused principally by deficit budgeting that was
handl ed t hrough noneti zation of the nmoney supply; (f) all-
pervasive political and bureaucratic "rent-seeking", the
tendency of governnmental officials at all levels, to exploit
their positions for personal financial gain; and (g) a
dramatic surge in informal econom c activity including
paral l el production and parallel nmarkets.

Al'l this econom c detail adds to a great human tragedy.
An entire generation of Tanzani ans |ost the opportunities for
a better life that a nore positive econonm ¢ performance ni ght
have made avail able. The magnitude of this tragedy is only now
becom ng evident, but one overriding fact is clear. If the
official estimates of Tanzania's rate of econonic recovery are
even close to correct, it will be well into the next century
before individual Tanzanians are restored to the |evels of
real per capita inconme they enjoyed in the md-1960s. And in
the meantinme, the rest of the world will have noved further
and further ahead.

18



I11. The Re-Energence of Private Busi ness

What perm tted or encouraged the re-energence of nore

aut ononous busi ness activity? There are a nunber of answers to
this question but basic to all of these was the fact that the
government's socialist strategy did not work and coul d not be
sustai ned. The decline of the socialist econony set the stage
for the energence of a new one in a variety of ways. Anong the
nost i nportant was the fact that econom c decline caused the
governnment to lose its grip on the society.

A second factor was a change in policy enphasis within
Tanzani a's donor conmmunity. During the socialist era, Tanzania
had become one of Africa' s nost aid dependent countries. It
woul d be no exaggeration to suggest that donor assistance in
the form of direct budgetary support and project | oans on easy
ternms was a significant factor in enabling the old systemto
continue as long as it did. During the early 19805? foll ow ng
the publication of the World Bank's "Berg Report”,’ many
donors began to insist upon policy reforns as a condition of
continui ng assi stance. Tanzani a's dependence on foreign
assi stance has made it anenable to the new aid conditions, but
it has also nmeant that the new economic refornms were not hone-
grown. Tanzani a does not exhibit the sane sense of reform
ownership that can be discerned in Ghana, for exanple.

Tanzania's willingness to inplenent a program of econom c
reform appears to emanate fromits on-goi ng dependence on
foreign assistance to a far greater degree than the reform st
convictions of its political |eadership. This is of vital
i nportant to USAID and ot her donors. Wthout continuing donor
pressure, the Tanzani an government m ght sinply let the reform
process grind slowy to a halt. Even with intense donor
conditionality, Tanzania has been a reluctant reforner,
proceedi ng very slowmy with certain mjor aspects of the
ref orm process.

To understand why Tanzani a adopted reformat all, it may
be useful to recall that one of the principal objectives of
reformwas to save the Tanzani an state. By the early 1980s,
Tanzania found itself ensnared in the paradox of radicalism
Its goal was to create a powerful state with sufficient
institutional capability to extend its controls into the day-
to-day life of Tanzanian citizens. But the deepening econom c
crisis was reducing the revenues and resources of the state,
weakening its institutions and dimnishing its ability to
control the society. The paradox was a pai nful one for

" world Bank, Accelerated Developnment in Sub-Saharan
Africa: An Agenda for Action (Washington, D.C., 1981).
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radically inclined Tanzani ans. To save itself institutionally,
t he government had to be prepared to accept a |liberal reform
agenda.

Shrinking Wit of Governance

Econom ¢ decline shrunk the wit of governance both
spatially and functionally. Its nmost conspi cuous effect was to
greatly reduce the geographical boundaries of neani ngful
political authority. The physical space over which the
governnment coul d exerci se effective control was progressively
reduced, extending to little nore than Dar es Sal aam one or
two major towns and a small nunber of econom cally significant
rural centers. Qutside these areas, the central government was
|l ess and less able to involve itself in the day-to-day |ives
of individual citizens. What Tanzania did possess was one of
Africa' s nost extensively organized political parties. Its
governing party, the Chama Cha Mapi nduzi (CCM had branches,
party cells, and devel opnent commttees in the small est and
nost renote regions of the country. As the governnent shrank,
the party tended to be the principal (perhaps only) source of
contact with central political authority. To this day, many
rural Tanzani ans do not distinguish between the CCM and t he
gover nment .

The shrinking of the state was |argely the product of the
decreasi ng resources available to the government. As the
econom ¢ base shrank, so did the purchasing power of
governnental revenues. The governnment could sinply afford | ess
and less: it could purchase fewer vehicles; those it possessed
fell into disuse for lack of repairs; governnment offices had a
smal | er and snmal |l er nunmber of operational typewiters and
of fice machines, a smaller volunme of basic office supplies,
and less and less in the way of tel ephone equi pment or other
means of internal comrunication. Perhaps nost inmportantly, the
governnment's revenues procured |less and less in the way of
materiel with which to provision the police forces, the arny,
and intelligence units. Thus, Tanzania becanme a prine exanple
of another of the great political paradoxes of nmodern Africa:
a statist authoritarian regime characterized by political
weakness and a striking inability to assert its control over
civil society.

The shrinking of the Tanzani an state set the stage for
econom ¢ and then political refornms. For centralized authority
even in its statist formexisted, if at all, as a distant
reality. For growi ng nunbers of Tanzani ans, central authority
was only intermttently present in daily life and its
presence, when it was felt, typically assumed a negative form
such as abusive mlitary personnel or rent-seeking
bureaucrats. Tanzani an politics becanme confined to an ever

20



smal | er nunber of |eaders and their clienteles, a few nass
organi zations organi zationally tied to the governing party and
t heir dependent nmenbership, and those still able to receive
state largesse in the formof rents, jobs or lucrative
contracts.

Civil society began to reappear because the Tanzani an
state could do so little to prevent it. In the major cities,
life in African nei ghborhoods took on a quality of self-help.
lronically, this was a value that the governnent had al ways
given great lip-service to but found ways to squelch in
practice. But by the late 1970s, people had beconme nore and
nor e dependent upon the informal econonmy as a source of both
essential goods and material |ivelihood. The boom ng of the
i nformal sector reveal ed nore than anything el se the extent to
whi ch the governnent had becone unable to provide Tanzani ans
with even the nost minimal of life's necessities.

As the quality and availability of government services
declined, citizens were thrown onto their own resources to
provide life's nost basic necessities. The shrinking wit of
the state opened the political space necessary for a re-birth
of civil society. Independent business activity energed to
fill the space vacated by state political authority even
before initiation of formal econom c refornms. An agreed upon
term nology for this revival continues to elude us as sone
observers refer to the parallel econony; others, the informal
econony and still others, the black market econony. The
terminology is less inmportant than the fact that the state
| ost its capacity to provide an adequate supply of goods and
services. Tanzanians had to learn to do on their own.

The econonmi ¢ decline was fostering an environnment in
whi ch busi ness activity becane nore and nore perm ssi bl e.
Tanzani ans who had al ready becone m strustful of their
political |eadership becanme increasingly cynical about the
state. By the early 1980s, the early popularity of the
national i st novenment was replaced by very different attitudes
toward governnmental authority. At the heart of the new
political culture was the attitude that political |eaders were
notivated principally by selfish concerns and narrow materi al
interests. Ordinary citizens felt few conpuncti ons about
adopting the sanme attitudes.

The atnosphere of cynici sm becane self-reinforcing: the
erosion of popular |legitimcy, arising from poor economc
performance and ubi quitous corruption, neant that the
governnment became nore and nore dependent for its politica
stability upon mani pul ati on and raw coerci on. Not
surprisingly, an all-pervasive skepticism about the formal
institutions of governnent and what they can provide in the
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way of citizen welfare has been an inportant contributory
factor in the re-birth of a robust business sector.

Tanzani ans drew two conclusions fromthe shrinking wit
of governance. First, that the fornmal state could not be
depended upon to inprove their lives and, second, that the
state was powerless to sanction individuals or organizations
t hat sought to do so on their own. Civil society as a
spont aneous sel f-hel p phenomenon took root in these
convictions. As material conditions becane progressively
wor se, Africans increasingly devised survival strategies that
required new forms of econom c and social activity. The
informal sector firms that produced and delivered everything
fromsoap and furniture to foodstuffs and fabrics were only
one part of this process. In literally every corner of the
econony, Tanzani ans found ways to surmount the country's
economc difficulties. Private taxi and truck drivers banded
together to share vehicles and parts; farners joined together
to collaborate in evading the increasingly predatory official
mar ket i ng systens.® Professional and business associ ations
al so found the basis for a newly invigorated existence in the
conmmon need to find ways to cope with dim nished resources, a
| owered sense of future opportunity, and to protect individual
menbers from repression.

Oftentines, these associations did not have a high degree
of formal structure; they often | acked adm nistrative
headquarters, did not forrmulate by-laws or institute
regul ari zed neans of selecting |eaders; dues collecting was
rare and financial accounts even rarer. But the new
associ ati ons neverthel ess had some of the nost inportant
bui | di ng bl ocks of associational autonony. They provided a
basis of trust among their menbers, based upon a shared
conviction that grouping together was an essential survival
strategy. They were formed i ndependently of state auspices and
thus were not a part of the formal corporatist environnment;
and, of great inportance in contexts in which ethnicity often
provi ded the nost fertile source of group identity, sone of
t he new associ ations were functional in character and seened
to represent the beginning of patterns of cross-cutting social
cl eavages.

Political science has yet to devise a communicative
term nology for this early process of group regeneration.
Perhaps "proto civil society” would suffice if it were taken

8 For an excellent case study of this process, see Aili

Mari Tripp, Changing the Rules: The Politics of Liberalization

and the Wban Infornmal Econony in Tanzania (Unpublished ns.,
Decenber, 1993).
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to convey the earliest stages of a recreating an independent
group life. Political efficacy was a different matter
altogether. In political contexts in which the formal rules of
the political game still prescribed corporate associations
tied to the state and in which some capacity for political
repression continued to exist, it would be unrealistic to
descri be proto-civil society as dynam c and robust. But its
mere energence during the period of severe econom c breakdown
does suggest Tanzania's capacity for associational vitality.
It further suggests the future potential for a dynamc
contribution by civil society to a nore denocratic political
envi ronment .

Econonmi ¢ stagnation also contributed to the re-energence
of autononmous business activity by forcing the government to
| i beralize the nation's econony.

Econom ¢ Li beralization, 1981-1990

Tanzania's nore |iberal econom c environment has been the
i ndi spensabl e precondition for the re-energence of businesses
that are disconnected fromthe state apparatus. Just as
socialismcreated the political inclination to suppress the
busi ness sector, |iberalismhas fostered a business
renai ssance by providing incentives and opportunities for
busi ness groups to organi ze outside the existing structure of
power. Not only has a private business elite assunmed a pl ace
of growi ng inportance in the country's econony, but the
econom c interests of these groups are so distinct fromthose
of the ol der state sector that it can, in time, be expected to
seek its own vehicle for their political expression.?

But this has not yet begun to occur. Most business
entrepreneurs we interviewed preferred the present governnent
party, the CCM *® That this party, which until recently
espoused one of nobdern Africa's nost systematic socialist
i deol ogi es and which i nplenmented a devel opnent strategy based
on rooting private capitalismout of the national econony,
shoul d have energed as the preferred party of the business
conmmunity presents us with yet another indicator of the
pecul i ar shape of Tanzania's econom c transition. Business
entrepreneurs we interviewed offered several reasons for this
ot herwi se baffling pattern of party support. First, the CCM

° This draws upon Robert Pinkney, Denocracy in the Third

World (Bucki ngham and Phil adel phia, Open University Press,
p. 104.

0 ccM stands for Chama Cha Mapinduzi or, literally, Party
of the Revol ution.
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has acknow edged its past m stakes, repudiated socialism and
reversed its economc direction by inmplenenting a |iberal
econom ¢ program Second, the CCM seenmed to nobst Tanzani an
busi ness | eaders to have a generally higher quality of

| eadership than the opposition parties as nmeasured by
educati on and proven experience in governnent. \Wiile sone

i ndi vi dual | eaders of the opposition were adm red, even
preferred, it was generally considered that their political
organi zations were too thin on both education and experience
to be trusted with the responsibility of governnent. And,
finally, there is the sheer confort factor. The CCMis a known
quantity. Its |eaders are personally known to the business
communi ty and have been for sone tine. There is a sense of
predictability and continuity in the relationshinp.

The new m ddl e and working classes that are based in the
private sector also have an incentive to throw their support
toward political associations that will advance the interests
of their corner of the Tanzani an econony. And, in tine, their
stake in the private econony can al so be expected to becone a
political force that will help make econom c reforns
irreversible. But at the present tinme, however, we have no
sense that this is taking place. The difference between
Tanzani a's governing party and its various opposition parties
does not lie in their differing socio-econom c bases of
support but, rather, in a mx of other factors including
regional or ethnic popularity, religion, and the popularity of
i ndi vi dual | eaders.

If all were well in Tanzania, the present outcone of all
this would be a "virtuous cycle”, one in which political and
econom c reforns reinforce one another to produce greater and
greater progress in both areas. In a virtuous cycle, economc

| i beralization contributes to political pluralism(civil
society) by creating the space for new econom c actors
i ncl udi ng busi ness and social groups based in the private
sector to assune their place in the sun. As the business
community and other new social interests establish a distinct
presence in Tanzania's party system this, in turn, should
make for further progress in the econom c reform process. For
t he business community would be in a stronger position to
pressure the state for the economc reforms that are urgently
needed if Tanzania's econony is to continue to grow.

Not all is well in Tanzania, however. In econom c terns,
Tanzani a's business community is benefitting froma favorable
externality. That is, it is the beneficiary of an econom c
environnent it had little or no role in creating. Wthout
continuing pressure fromthe donor community, this environnent
could once again deteriorate; it may even with such externa
pressure. Many Tanzani ans feel that their country is at a
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political and econom c crossroads and that its future
possibilities include a return to a politically determ ned --
rat her than market determ ned -- allocation of economc
resources. The need for external pressure to naintain a

i beralizing nomentum during this transition stage creates a
conpel ling argument for policy pressure by external donor
organi zations such as USAI D.

The policy inplication for Tanzania's donors is

unm st akable: first and forenpost, nmaintain a presence. Use
that presence to sustain the economc liberality and this wll
help to sustain the denpcracy; sustain the denocracy and the
process of economc reformis better assured. The history of
reformin Tanzania thus far affirnms this relationship, if for
no other reason than that of tinme sequence. Econom c reform
preceded political reform by about five years, just enough
time for renewed associational |life to begin to take root.

But tinme sequence al one does not establish causality and
firm concl usi ons about the relationship between econom ¢ and
political progress would be premature. It is critical to
recall that Tanzania's econom c transformation can at best be
described only as an "early transition.” Vast areas of the
country's economc |life continue to cry out for further reform
and many observers have noted the possibility that the
econom ¢ reform process nmay beconme "stuck"” at critically
i nportant points including the privatization of SOEs and
further reformof the financial sector. It cannot be taken for
granted that Tanzanian civil society is as yet sufficiently
robust to provide inpetus to either economc or political
reforns.

A snapshot of Tanzania in |ate 1995 suggests that the
country is at a crossroads, with at |east two possible future
scenari os. One scenario points in the direction of putting the
ref orm process back on track. The reasoning behind this
prognosis is that the election of 1995, with all its
deficiencies, represented a significant mlestone in that it
resulted in the replacenent of an aging regi ne, whose
reform st energies had clearly waned, with a new one, whose
reformenergies will be higher. In this perspective, the
i naugur ati on of a new governnent will usher in a renewed
i npetus to the economc |iberalization.

The second scenario we can equal ly envision, however, is
one in which the old statist tendencies of the CCM wi ||
reassert thensel ves beneath the surface of an econom c reform
process. In this prognosis, the old tendencies toward the
political allocation of resources will once again cone to the
fore and the new business elites, whose rise has been based
upon their skills in an open nmarket econony but whose
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political position may still be precarious, will be eclipsed
by the old ones whose prom nence is based on their patron-
client ties to key decision makers.

Whi ch scenario prevails will depend heavily upon the
commtnment to reformof Tanzania's newly el ected | eaders and
their ability to inplenment a reform program Sone nenbers of
t he busi ness community express confidence that econom c

conditions will inprove once the new governnment is
i naugur ated. They believe that the political skills of the new
| eaders will permt a resunption of the reform process. But a

| arger nunber of business |eaders |ack this confidence. They
believe that the newly elected | eaders are too closely wedded
to Tanzani a's past approach, too personally behol den to
Nyerere hinself, and too deeply involved in patron-client
politics that will stall any significant effort at further

i beralization.

The vast mpjority of Tanzani an busi nesses seemto be
girding thensel ves for an extended period during which they
will need to deal with the Tanzani an state as an intrusive,
unwant ed and general ly unhel pful presence in the productive
portions of the economy. They believe enphatically that
Tanzani a's business climate will not inmprove during the next
five years.

Sone of the critical shortcom ngs in the present business
environnent are dealt with in the next section.
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| V. Shortconi ngs of the Tanzani an Busi ness Environnent

Despite economic reforns that have breathed renewed life into
Tanzania's private econony, the country's business environnent
continues to denonstrate critical shortcom ngs. As a result,
private business has grown slowly, pressure fromthe business
community is not anong the mmj or sources of the country's
political or econom c reforms, and nost business entrepreneurs
still consider Tanzania a difficult and high-risk environnent.

Menmbers of the business community do not generally feel
that denmocratic politics has strengthened their position. By
and large, they are either indifferent to denmocratic politics
or apprehensive about it. \When denpbcracy asserted itself
boldly, as in the recent election, many nenbers of the
busi ness community were apprehensive. Their apprehensions took
two forms: first, that the election m ght trigger social
vi ol ence that would cause them personal or econom c harm? or,
second, that the election mght lead to the enpowernent of
political |eaders in whomthey |acked confidence and with whom
they | acked effective working rel ationships. That the el ection
has passed wi thout either of these events taking place has
evoked an audi bl e sigh of relief.

The Tanzani an business environnment is not a healthy one.
The difficulties of doing business profitably are numerous and
varied, ranging froman indifferent, if not hostile,
bureaucracy to woefully inadequate infrastructure. Wat
follows is an attenpt to present a partial inventory of the
nost i nportant conpl aints Tanzani an busi ness entrepreneurs
made about their country's business environment. What is
striking to us, as short-term observers, is that any one of
the items on the |list would be enough to di scourage any but
the nost intrepid business entrepreneur. Taken together, they
suggest that nmany inportant refornms remain on the agenda
bef ore Tanzani a coul d be consi dered busi ness-friendly.

Bureaucratic Difficulties

One of the nobst serious problens has to do with the
i nterface between business and government. Nunerous nmenbers of

1 Fearing riots or denpnstrations, many nenbers of the

busi ness community noved their famlies out of the country
during the election. Nunerous retail traders, fearful of
| ooting of shops, have been reluctant to bring goods into the
country. Strangely, since this lowers the demand for $ U. S.

this has contributed to dollar liquidity in the banking system
and a strengthening of the Tanzanian shilling against the
dol | ar.
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t he busi ness commnity conpl ained that, despite formal policy
changes, the governnent bureaucracy continues to exhibit the
laxity and indifference to performance of the socialist era.
One industrial investor described the bureaucracy as

"unhel pful” and said that Tanzanian civil servants seem
unconcer ned about the enploynent of |ocal |abor and so sl ow
that "one nust have a |lot of patience.”

The Tanzani an bureaucracy is also perceived as still
inclined toward a statist approach to econom ¢ managenent.
Many nenmbers of the business community are convinced that old
ways and beliefs die hard and that, anong the nobst influential
Tanzani an political |eaders and bureaucrats, there is an
underlying preference for a return to a centrally controll ed
econony in which bureaucrats would once again play a central
role. In this respect, the Tanzani an bureaucracy is viewed as
an exception to the broad changes in attitude toward busi ness
in Tanzani a. Whereas nost Tanzani ans now vi ew busi ness as
vital to the future welfare of the country, bureaucrats are
said to continue to view business from at standpoint of
suspicion and m strust.

A variety of factors, sonme tangible and sone intangible,
create and reinforce this perception. It is partly based on
the continuing |ack of clarity about property rights and the
hesitancy of the court systemto rule in favor of private
property hol ders when these are pitted against the interest of
t he Tanzani an state. The perception is further reinforced when
the governnent fails to pass adm nistrative reforms into | aw
and when |iberal decrees and executive orders are not fully
i npl emented at the regional |evel.

It is also based on the sense that Tanzani ans officials
have found a host of ways to frustrate the inplenmentation of a
mar ket - based system as when |iberal technocrats are
transferred frominfluential assignments to positions where
their influence is mnimzed. The perception of statismis
rei nforced again when the government adopts a bureaucratic
solution to a problemthat could easily be handl ed t hrough
exi sting private sector organizations, or sinmply left to
mar ket forces.

One recent exanple: a government decision to have its
Agricultural Investnment Fund, a cash reserve to finance
agricultural inputs, managed by a new (and i nexperienced)
state agency rather than an established, privately held
agricultural inporting firmwith a proven track record in this
area. Even better, the governnent m ght sinply have chosen to
|l eave it to market forces, especially given the liberalization
of the financial sector which increasingly allows private
financial institutions to handle agricultural pre-financing.
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The sumtotal of all this is that Tanzani an busi ness
persons regard the Tanzani an state as an obstacle in their
path rather than an indi spensable source of support and
information. As a result, relationships between busi ness and
the state apparatus tend to be difficult at best, fraught with
mut ual suspicion and often adversarial in style. Underlying
and exacerbating all of this is the fact that virtually every
encount er between a business person and a bureaucrat involves
sone el enent of corruption.

Corruption

Corruption is a pervasive, corrosive problemthat has
eaten away at the foundations of the Tanzanian political
system ** The best netaphor is a | oose paraphrase of John
Dean's evocative phraseology: corruption is a cancer in the
Tanzani an polity and it has spread everywhere. Al exander
Muganda has descri bed the problemin the foll ow ng terns:

Bribery is the main reason for the preval ence of bureaucracy.
During the past five years the problem has grown even
worse. Before you were asked to give bribes furtively,

t hrough hints. Now you are asked for them openly; you are
downri ght demanded to give bribes.*

| ndi vi dual Tanzani ans deal with corruption in virtually every
encounter with their government. Patients have to bribe to be
treated in governnment hospitals; parents have to bribe to
enroll their children in schools, and travelers on Tanzania's
roads are harassed constantly by police and sol di ers seeking
bri bes. And business | eaders insist enphatically that in their
dealings with the Tanzanian polity, they encounter corruption
fromthe very highest levels to the very | owest.

2 This problem has been anply documented. See Corruption

in Tanzania: A Socio-Economic Analysis. A Research report

submtted to the Tanzania Chanber of Comrerce, Industry and
Agriculture, Novenber, 1994). Also, The United Republic of
Tanzani a, The Nat i onal Integrity System in Tanzani a:

Proceedings of a W rkshop Convened by the Prevention of

Corruption Bureau, Tanzania (Transparency International and
Econom ¢ Devel opnent Institute of the W rld Bank, August
1995).

13

Al exander A. Miuganda, "The Corruption Conundrum in
Tanzania: Defining Its Limts and Inpact,” in The National

Integrity Systemin Tanzania, p. 12.
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Corruption has nunerous effects; nostly, but not
entirely, negative. The first is that it raises the costs of
doi ng business. Since businesses pass on their costs to
consuners, corruption inposes an inplicit tax on all
Tanzani ans. Because virtually every interaction with the
governnment seens to require sone sort of side paynment to
assure that necessary licenses, approvals or clearances are
processed favorably, this tax is probably fairly high.

Corruption is a resource transfer from public sector
institutions to Tanzania's political |eaders and civil
servants in their capacity as private citizens. Tanzania's
school systemis desperately starved for funds as are its
hospitals and rural clinics. Much of the country's road system
is in urgent need of repair and the inprovenents that are
t aki ng place are nostly donor-financed. Many rural regions
seem desperately in need of basic services such as water and
electricity. And the problenms of the Tanzanian court system
begin with the fact that it is so grossly underfunded. But
numerous public officials are building expensive hones,
driving expensive cars, purchasing expensive consunmer goods,
and investing in lucrative business activities.

That all this undoubtedly originated in the |ow
pur chasi ng power of public sector salaries explains the origin

of the problem It does nothing to excuse or solve it. Indeed,
al nost no one believes that inproving public sector salaries
will help reduce the problem Menbers of the business

community are convinced that Tanzani an politicians and
bureaucrats have become so accustoned to treating their

of fices as sources of highly remunerative side paynents that
the | evel of salaries has beconme al nost incidental.

Corruption spreads attitudes of cynicism anong Tanzani a's
citizens and this poses additional economc difficulties. In
an econom cally healthy society, sone vital functions of
gover nnment depend upon the willingness of individual citizens
to be |aw abiding. A governnment's ability to collect taxes,
for exanple, or to see to it that public property is not
stolen or m sused for private purposes depend upon citizen
willingness to abide by the rules of a system In Tanzani a,
however, corruption appears to have engendered an opposite
attitude: nanmely, if its alright for them its alright for us.
Even if the Tanzani an governnent were to take imredi ate steps
to halt corruption, it would be sonme tinme before the attitudes
of m strust that frustrate its revenue collection efforts
began to abate.

Tanzani ans conpl ain constantly about the "lack of vision"

in the present generation of political |eaders. Although nost
Tanzani ans are fully convinced that the socialist ideas of the
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previ ous generation were inappropriate for Tanzani an

devel opnent, there is a w despread wi stful ness for the clarity
of purpose they seened to inpart to the country. An ethos of
nati onal purpose has now been replaced by an ethos of

i ndi vi dual greed. The nostal gia Tanzani ans seens to feel for

t he past, even for a past that they know was econom cally
difficult, is a measure of the disillusionnment that many feel
in the present. Many Tanzani ans we spoke with seenmed to regard
their |leaders with out and out contenpt, as notivated by

not hing more than the fact that political office provides such
good opportunities for political enrichment.

Public cynicismhas bred political instability in other
African countries. Nunerous mlitary coups, for exanple,
i ncludi ng those of President Raw i ngs in Ghana, have been
justified on the basis of the need to elimnate corruption
fromthe political system The effect of corruption in such
circunstances is to induce a kind of political torpor.
Citizens who have becone disillusioned and cyni cal because of
the corruption of their political |eaders are unlikely to rush
to the defense of denmpcratic institutions.

The denoralizing effects of corruption are not confined
to Tanzani ans, but include the donor community. Menbers of the
donor community have expressed a frustration that has cone to
be called "donor fatigue."' A number of donor organizations
bel i eve that their considerabl e expenditure of funds, going
back over a period of many years, has produced little
beneficial effect and that one of the principal reasons for
this is the henorrhage of funds through the country's
corruption networks. Sonme donors are convinced that a | arge
portion of their funds may sinply have gone to replace the
nmoni es that governnent has lost to corrupt |eaders and
officials. This is undoubtedly true and will probably continue
since corruption on the Tanzani an scal e does not lend itself
to atinmely cure. As a result, the donor frustration |evel,
al ready high, can be expected to grow even higher.

Wth all of these negative consequences, it is
nevert hel ess essential to ask whether corruption has had any
positive benefits for Tanzania. Two beneficial effects can be
di scerned: one, econom c; and one, political.

The econom c benefit has to do with trade |iberalization.
For all of the trade reforns that have occurred in the past
decade, Tanzania continues to have a somewhat protectioni st
environnent. Tariffs on manufactured goods, for exanple,

4 The authors wish to acknow edge Di ana Putnman for calling
our attention to the magnitude of this phenonmenon in Tanzani a.
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aver age about 25 percent. To the extent that corruption
enables inporters to avoid those protections that remain
legally in force, it produces a nore |liberal trade
environment, one in which the effective tariffs are closer to
zero than to the higher nomnal rate. Though this does have
(as above) an unwanted consequence for the governnent's
revenue collections, freer trade has been hel pful in causing
ol der and nore inefficient industries to close. In this way,
it has hastened the changeover fromold to new industries,
fromindustries that depend upon government subsidies and
protection to industries that can survive in the new, nore
globally oriented tradi ng environment.

The second benefit of corruption is political and has to
do with the energence of Tanzani an denocracy. |n nunerous
third world countries, and Tanzania is no exception, the nost
difficult challenge for denocracy is how to induce incunbent
| eaders to | eave office. Where the difference between
i ncumbency and non-incunbency is the difference between
econom ¢ affluence and a substantially poorer lifestyle, this
has proven extremely difficult. This approach to denocracy is
sonetinmes fornulated as the lateral nmobility problem
political |eaders will not exit the political arena unless
they can nove side-wise to incone |evels that either
approxi mate or exceed those they have enjoyed while in office.

Corruption solves the problem In Tanzania, it has given
t he hi ghest ranking political |eaders of the out-going regine
| ucrative business investnents which will further enrich them
once they are out of office. This has | essened consi derably
their reluctance to |l eave. There can be little doubt that one
basic reason why the presidential succession has proven so
effortless in Tanzania has to do with the fact that the out-
goi ng president was able to cushion his departure with
profitable investnents nmade during his tenure in office.

Poor Infrastructure

Tanzani an business is further constrained by the
appal ling condition of the country's infrastructure. Business
spokespersons conpl ai ned constantly that it was often
difficult to nake tel ephone calls within Dar es Sal aam mnuch
| ess between the national capital and other mmjor cities such
as Arusha, Moeya or Mwvanza. Although the road system has seen
sone mmj or i nprovenents in recent years, other aspects of the
country's physical infrastructure are in need of massive up-
grading. This is especially true of its energy and water
systens. *°

> The electricity problem does seem to have abated with
the installation of two diesel-turbine generators. A potenti al
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Political Wakness

One source of the business community's insecurity is its
political weakness. Business |eaders feel that they have
little or no effective | everage over a governnent whose
actions can spell the difference between success and failure.

I ronically, economc |iberalization has made sone portions of
t he busi ness commnity nore dependent than ever on state
action. The flood of inports unleashed by trade |iberalization
and poor enforcenent of whatever protection renmains has caused
t he ol der manufacturing sector, organized in the Confederation
of Tanzani an Industriesi to clanor for nore effective
enforcement of tariffs.' Although the nenbers of this

organi zati on have access to the highest-ranking gover nment
officials, they feel powerless to affect the business
environment in their favor.

Thi s weakness nay have less to do with governnment than
with the powerful divisions of economc interests within the
busi ness community itself. There is an inportant split, for
exanpl e, between manufacturers, who favor protection, and the
mercantile sector, which has benefitted greatly fromtrade
| i beralization. These divisions are discussed in greater
detail in the follow ng section of this report, "Diversity in
t he Business Community." Internal divisions have made it
difficult for the business community to act as a unified
force.

The political weakness of the business sector may be a
good thing. It is by no neans self-evident that all sections
of Tanzani an busi ness have a common interest in pressing for
continued econom c |iberalization. Many Tanzani an busi nesses,
not only the SOEs but a nunmber of older, privately held firns,
have a |ingering preference for the old ways. These are firns
t hat have benefitted from high | evels of protection and from
sol e source econom c relationships with the Tanzani an st at e.
The existence of these firns is jeopardized by |iberalization
and, as a result, they have a powerful interest in opposing
change. Their inability to do so effectively has permtted the
process of reformto nove ahead.

difficulty here is their extrenely high fuel costs. At the
time of our visit, there was an adequate fuel supply for only
four nmont hs of operation.

1 gSee Confederation of Tanzania Industries, A Case for

Protection of Local Industries (Dar es Sal aam March, 1993).
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Political weakness has abetted Tanzania's process of

"creative destruction.” This phenonenon, described by Joseph
Schunpeter nearly sixty years ago, is the basis of econonmc
growth.* It involves the steady wi thdrawal of resources that
are tied up in inefficient and outnoded fornms of production so
that these resources can nove toward nore dynam c and
efficient sectors of the econony. This is precisely the sort
of transformation a freer econom c environnment is expected to
bring about. It is a healthy sign when ol der, under-
capitalized enterprises have either begun to cl ose down or
seek international partners that could provide a fresh

i nfusion of capital to nake their production nore conpetitive.
It would be economcally unfortunate if those busi nesses had
enough political |everage to sl ow down the sort of free
econom ¢ environment that brings this process about.

The Party System

A major part of the political difficulty facing the
busi ness community has to do with the nature of Tanzani an
mul ti-partyism Unlike nore nmature denocracies that have
mul ti-party systens in which the nmpjor parties are relatively
bal anced, Tanzania's party systemis |opsided, featuring one
maj or organi zation, the CCM and a nunber of m nor ones. The
CCM has been in power since independence, is well organized
relative to the others, has |ong established networks of
pat ronage connections throughout the society, and is presently
wel | financed owing to a flow of canpaign contributions from
t he business commnity. This party is opposed by a nunber of
smal | parties that are personalistic, organizationally weak,
financially precarious, and which typically have popul ar
support only in limted regions of the country. Although
i nportant constitutional steps have been taken to create a
wal | of separation between the governing party and the
governnment, the boundaries are still not clear to many people.
For many Tanzani ans, especially outside Dar es Salaam the CCM
is the governnent and the government is the CCM

In this environnment, business has no alternative but to
nurture carefully its relationships with the party that
controls the state apparatus and which, in the eyes of many
citizens, is indistinguishable fromgovernnent itself. From a
political standpoint, Tanzania exhibits a "Catch 22."
Opposition parties will not beconme strong enough to | evel the
playing field until they can obtain financial support fromthe
busi ness community. But the business community is reluctant to

17 Joseph Schunpeter, Capitalism Socialism and Denpcracy

(Boston: 1939). See esp. ch. 7, "On Creative Destruction.”

34



expend econoni ¢ resources on weak organizations that have so
little chance of electoral success.

Lost Organi zational Skills

The Tanzani an business community has a vast agenda in
rebuil di ng | ost organi zational skills. The creation of a
successful business enterprise requires a host of manageri al
skills ranging from sinple tasks such as book-keepi ng and
equi pnment procurenment to nore demandi ng tasks such as tax
accounting and | egal handling of matters such as the
entitlenments of sharehol ders and the responsibilities of
conpany directors.'® Most of these skills were present in the
di stant past. They were |ost during the period of state
control and now they nust be painfully re-I|earned.

Successful business also requires a host of supportive
underlying attitudes including trust, reciprocity and
mut ual ity. Frances Fukuyama, a scholar at the Rand
Cor poration, has suggested that these attitudes are at the
very foundation of the devel opment process. His recent book is
an effort to prove that where these are present economc
growth and political dempcracy can be expected; where they are
?bﬁert,lfcononic atrophy and authoritarian rule are nore

i kely.

Fukuyama' s observations resonate deeply with the nodern
Tanzani an experience. To a very |arge degree, both the
manageri al skills and the underlying attitudes of trust were
| ost during the period of authoritarian socialism Rebuilding
these values will require a considerable period of tine. The
trust that is nost lacking in Tanzania is trust in the
governnment itself. Many nenbers of the Tanzani an busi ness
community view the governnent as a predatory presence. They
have little confidence that it will not, once again, seek to
nationalize their assets. They see governnent bureaucrats as
econom cally inept and nmore inclined toward graft than toward
t he provision of a sound business habitat. And they are
cynical toward a | egal systemthat seenms unable to afford them
even the nmost mninmal protection. Small wonder that so many
menbers of the business community are oriented toward highly

8 One business entrepreneur told us that the principal
constraint on his newy acquired sisal plantation was |ack of
managenent. He has |aunched a search for a plantation nanager
in Mbzanbi que and South Afri ca.

% Francis Fukuyama, Trust: The Social Virtues and the

Creation of Prosperity (New York: The Free Press, 1995).
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liquid, lowrisk investnents that will afford short-term
profit.

A Deficient Legal Environnment

A defining attribute of the early transition toward
busi ness revival is the fact that nmuch remains to be done to
restructure the legal framework so as to create a strengthened
enabling environment. Business requires political freedom so
that it can | obby and pressure the state in its own interest
wi thout fear of reprisal; it nust be free to support
opposition parties and even create a critical nedia. But above
all else, it nust enjoy the benefits of a |legal systemin
which there are laws that clearly spell out the rights of
property in productive assets and a court system fully able to
assure those rights.

This sort of legal environnent does not yet exist. Froma
| egal standpoint, Tanzania is not yet a free society, nor one
with | aws conducive to business activity. Many of Tanzania's
"40 oppressive laws" are still on the books, creating a
chilling effect on business entrepreneurs who m ght wish to
support opposition parties or vent their frustrations in the
popul ar press.

Busi ness | eaders also feel that they lack a | egal system
t hat provides firm grounding for business activity. Such a
system would, at a minimum include |aws that clearly spel
out the rights of property in productive assets, a court
system able to enforce contracts in a tinely manner, and a
reasonabl e certainty that persons who conmt fraud and
enbezzl enent against themw ||l be arrested and inprisoned. The
governnment's tendency to drag its feet as regards the repeal
of old socialist legislation and its tendency to delay the
passage of |aws appropriate for a nmarket-based econom c system
further contribute to the difficulty of conducting business
and to the perception that Tanzania's econony presents a high
degree of investnment risk.

Sone exanples drawn from our interviews nmay help to
illustrate the ways in which | egal inadequacies constrain
busi ness growt h.

Exanple 1. Grain Marketing.

The manager of a large, privately held, agriculturally
oriented business enterprise in Tanzania told us that he had
expl ored the possibility of moving his firminto the area of
grain procurenent and marketing. Ostensibly, this area of the
econony had been liberalized by dramatic reductions in the

36



role of the National MIling Corporation (NMC), the parastatal
enterprise fornmerly responsible for these activities. Qur
respondent found that the old |legislation giving the NMC a
monopoly in this area had not been repeal ed and reform

| egi sl ati on had not been passed by the Tanzani an parlianent.
The changes that had taken place were |argely through
executive directives. Technically, any private organization to
operate in the Tanzanian grain market m ght be in violation of
the law. His firmis interest in expanding into the grain
sector has been adjourned until the |legal climate inproves.

Thi s epi sode reveal s anot her inportant aspect of
Tanzani a's econom ¢ environnment; nanmely, the difference
bet ween the reform process as it is understood in the capital
city where the interface between the donors and the Tanzani an
state takes place, and the reality of econom c behavior in
ot her regions of the country. In sone regions of the country,
where regional comm ssioners are |ess than wholly synpathetic
with the econom c reform process, there have been instances in
whi ch these officials have used their authority to conpel
villagers to sell their grain to a state-managed strategic
grain reserve, thereby bl ocking private traders out of |ocal
grain markets. Since farners are uncertain about whether they
will be able to market surplus production freely, they produce
| ess than they otherwi se m ght.

The governnent's insistence upon maintaining a strategic
grain reserve, and its willingness to allow high-ranking
adm ni strators to use this reserve to frustrate the full
i npl ementation of a nore |iberal econom c environment, betrays
its lack of trust in market forces. In contenporary Tanzani a,
t he assunption that governnent nust be ever-present to assure
i ndi vidual welfare is always close to the surface. Menbers of
Tanzani a's business community are well aware of this
assumption and of that fact that it causes their governnment to
act contrary to its state policies. As a result, they continue
to believe that Tanzania's political |eaders cannot be
depended upon to maintain the present |liberal environnment.

Exanpl e 2. The Coffee Sector

The inmpact of |egal deficiencies on private econom c activity
can al so be underscored by reference to the travails of the
cof fee sector. Tanzani an coffee production has been stagnant
in the past decade, with marketed production varying between
40, 000 and 50,000 nmetric tons. Since growi ng conditions for
hi gh grade coffee are ideal, and since the world market can
easi |y absorb additional volunmes of Tanzania's AA grade, there
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i's no objective reason why Tanzania's coffee production should
not be double or triple its current |evel.?

Sone coffee farmers in the northwestern regions of the
country are anxious to expand their estates. G ven the high
fixed costs of a coffee farm and the consi derabl e econom es of
scal e expansi on woul d make possible, this mkes em nent
econom ¢ sense. The | egal obstacle to nore efficient |and use
lies in the fact that the Nationalization Act of 1973, which
gi ves the government authority to nationalize comrerci al
estates of 50 acres or nore has not been repeal ed. The re-
privatization of the coffee sector has |argely been
acconmpl i shed adm nistratively, w thout the appropriate changes
in the | egal codes. Since anyone whose coffee farm expands
above 50 acres is technically liable to be nationalized, there
is areluctance to invest in the purchase and rehabilitation
of idle coffee estates.

This problem affects a great deal of highly productive
coffee land. Until the early 1970s, the estate sector
conprised a substantial proportion of the coffee industry.
Sone estates were owned by indi genous Tanzani ans, others by
expatriate farmers. \When a nunber of the coffee estates were
nationalized in 1973, they were converted into state
corporations under the adm nistrative jurisdiction of nearby
primary cooperative societies. The nationalization was
typically acconplished by sinple adm nistrative seizure. Sone
owners continued to retain their title docunents; other were
required to transmt themto the Treasury. When the governnment
t ook physical possession of the properties, it sonmetines
provi ded conpensati on; sonetinmes, not.

When the cooperative societies were banned in 1975, the
| egal position of the coffee estates became even nore nuddl ed.
They were now state properties w thout any designated
adm nistrative authority. Wth the restoration of the
cooperative novenent in the 1980s, it was generally assuned
that the state farns were once again under the jurisdiction of
primary cooperative societies. But this has not been clarified
either in law or in decree. As a result, the property rights
and |l egal entitlements of the cooperative societies are as
uncl ear as those of the fornmer owners.

Sone of the primary cooperative societies are presently
attempting to divide their estate land into small plots so

20 The present world market price for Tanzanian AA coffee
is approxi mately $2,300 per nmetric ton. Each additional 50,000
tons of mar ket ed production, t herefore, woul d yield
approxi mately $120, 000,000 in additional export earnings.
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t hat individual peasant farmers can cultivate | ow investnment
crops such as corn or sunflowers. But no one seenms willing to
undertake the higher |evel of capital investnment that would be
required to rehabilitate these estates as coffee farnms until
the |l egal position of the land is nore fully clarified.
Uncertainty about this matter thus di scourages investnment in
the country's nost inportant export crop.

The stagnation of Tanzania's coffee sector has nunerous
causes. But one of the nore inportant is the fact that a vast
amount of prine coffee acreage continues to lie in a fallow
state while a nunber of entrepreneurial farmers, anxious to
expand their holdings, are deterred fromdoing so until rights
of private property have been better established.

The Tanzani an governnent's reluctance to inplenment the
reforms needed to stinmulate greater coffee production is so
striking as to nerit special comment. For failure to clarify
to land rights is only one of several policy blockages that
stand in the way of increased coffee production. Another,

di scussed below in the section on "Credit, Liquidity and

I nterest Rates"” is the governnment's insistence that al
Tanzani an coffee exports be sold through the bi-weekly auction
at Moshi. This requirement prevents |icensed coffee buyers in
Tanzani a, such as the regional cooperatives, fromcontracting
directly with coffee purchasers abroad. As a result of this
requi renment, the regional cooperatives and other buyers are
not able to obligate the proceeds frominternational sales as
collateral for pre-production |oans. This has proven to be a
maj or bottl eneck in obtaining financing from private banks for
the coffee sector.

Policy neglect of the coffee sector has been the cause of
poor production performance. Tanzani an coffee production
trends contrast dramatically, for exanple, with Kenya which,
despite having less prinme quality coffee | and avail abl e, has
at tinmes been able to reach production | evels al nost three
times greater than Tanzania, 130,000 netric tons vs. 40, 000-
50, 000. G ven the considerable amunt of hard currency
earni ngs available from coffee exports, not to nention the
enpl oynment benefits to the society and tax benefits to the
governnment, the government's reluctance to reformthe coffee
sector cannot be expl ained as nere oversight.

A political explanation does suggest itself. Some of
Tanzani a's nost productive coffee regions, nanely Kilimnjaro
and Arusha, have been areas of strong opposition to the
governnment. And, although ethnicity has not generally been a
significant factor in Tanzanian politics, it may have nmuch to
do with the governnent's treatnent of the coffee industry. The
Arusha-Kilimnjaro area is principally inhabited by nmenbers of
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t he Chagga community and Chagga have | ong been consi dered one
of the country major sources of opposition to the CCM the
Chagga community, for exanple, provided two of Tanzania's
opposition presidential candidates (Edwin Mei of Chadema and
Augustine Mema, of NCCR); and one of these, Menmn, becanme the
candi date of the conbined opposition parties. It is difficult
to avoid the confusion that repression of the coffee sector is
at | east partially notivated by a desire to squelch econonic
growth that would benefit an ethnic community well known for
its relatively high levels of discontent with the incunbent
gover nment .

Exanpl e 3. The Wheat Sector

The Parastatal Sector Reform Conm ssion (PSRC) has been
seeking to divest itself of ownership of a nunber of state-
owned wheat farms in the Hanang area. Mich of the | and
occupi ed by these farnms was fornmerly held by small villages.
Si nce nodern wheat production demands econom es of scale, the
i nhabitants of these villages were forced to nove so that

| arge state farms could be created. The principal obstacle to
di vestiture of these farns is the fact that the land rights of
the former residents are unclear.

The governnment has several options. It could assign |and
rights to the evicted villagers. Then, prospective bidders for
these farns would anticipate any additional costs this m ght
i npose and cal cul ate their bids accordingly. Alternately, the
government m ght sinply declare that the purchaser of a
governnment farmis a purchaser in good faith, and that it
assumes responsibility for conpensating those whose rights
were violated. In this scenario, the governnent would set
aside a fraction of the purchase price to pay conpensation.

Ei ther option would work just as well. Businesses have no
difficulty estimating costs and internalizing them when the
policy environnment is predictable and well understood. If |and
purchasers were required to indemify former occupants, they
woul d cal cul ate the value of the land accordingly. |If they
were not, they would bid differently.

But in a confused and unpredictabl e environnent, the
prudent investor's course of action is no action. No action
means no devel opnment and that cost is born by all Tanzani ans.
The governnment's worst option, then, is to continue the
current state of affairs. For until land rights have been
est abli shed, no one knows what the appropriate price structure
for these | ands shoul d be, prospective purchasers have no
sense that investnments will be secure, and devel opnent ceases.
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The point here is a very sinmple one. Changes in the |egal
systemto make it nore suitable for a market-based system
woul d provide a great boost to the Tanzani an busi ness
community, and indirectly to the econony as a whole. This
process should begin by the sinple act of constructing an
inventory of socialist |laws that continue to remain on the
books. Once that has taken place, the donor community shoul d
use its influence to support the legislative activity
necessary to repeal the old system and introduce a new one.

The nost urgent |legal reformhas to do with property
ri ghts. Tanzani a desperately needs | egislative progress in
passing legislation that will define, clarify, secure and
facilitate the sale of property in productive assets,
especially land. The present situation is not only confusing
to all those involved, but a deterrent to investnent and
therefore a significant cause of the country's econonic
dol dr uns.

In the coffee and sisal regions, the Tanzani an gover nnent
is offering to | ease back to sonme former owners the properties
it took fromthem during the 1960s and 1970s. It speaks worlds
to the sense of futility many Tanzani ans feel about their
property rights that many of these owners are accepting the
| easeback offer as the best avail able deal under the
ci rcumst ances.

The governnent's inattention to land rights does not
contribute to a prudential econom c environment. It sends any
nunmber of wrong signals. One is that the process of
i beralization is as ill-considered as the process of
national i zati on was years ago. Another is that this process
does not spring froman internal wellspring of |iberal belief
on the part of political |eaders, but, rather, fromthe
econom c | everage of the donor comunity. And still another
signal is that political |eaders have not entirely ruled out a
return to the old practices.

The growt h penalty of all this is considerable. Wthout a
| egal systemthat clarifies and enforces title to property,
the market in real property, which could be one of the nopst
i nportant contributors to economc growmh, will remain
stunted. Other reforms are just as inportant. Until the | egal
system has been devel oped to the point where contracts can be
enforced in court, to the point where perpetrators of business
fraud can be arrested and tried, and to the point where judges
feel free to be neutral as between the interests of the state
and the interests of the business sector, Tanzania w ||
continue to be perceived as a high risk environnment.

Credit, Liquidity and Interest Rates
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Next to the poor |egal environment, the business
community's nost frequent conplaint has to do with the
difficulty of obtaining credit and with Tanzania Shilling
(TShs) borrowi ng interest rates that vary between 40 percent
and 50 percent. Since Tanzania's inflation rate is generally
estimted at about 30 percent, these seem ngly high nom nal
interest rates convert into real interest rates of only about
10 percent or slightly nore. G ven the riskiness of Tanzania's
busi ness environment, this is not unreasonable. But high
nom nal rates, by thenselves, are a psychol ogi cal deterrent
because infl ati on makes the business environment feel
unpredi ctabl e. Many busi ness owners feel that they cannot earn
a profit on noney that is borrowed at that rate and, as a
result, they do not bother to apply for | oans.

The interest rate problem has several different facets.
The first has to do with inflation. Although Tanzania's
inflation rate is not high by conparison with the hyper-
inflation experienced in the past by a nunber of Latin
American countries, it is still worrisone. Since inflation is
caused by central governnent budget deficits, it sends another
negative signal to the business community; nanmely that the
governnment is unwilling or unable to create a nore favorable
econom ¢ environnment by inposing fiscal discipline upon
itsel f.

The second aspect of the interest rate problemhas to do
with the tendency of governnment borrowi ng fromthe banking
systemto "crowd out" private borrow ng. Several private
bankers we spoke with indicated their strong preference for
hol di ng governnment bonds over lending to the private business
community. This is wholly understandabl e. Government bonds pay
in the range of to 50 percent interest, can be acquired
wi t hout the high 40 percent transaction costs associated with
l ending to private businesses, and are relatively secure in
conparison to loans to private firms. If the private banks
were willing to lend to small private businesses, the interest
rate on governnment bonds woul d establish the baseline over
whi ch i ndependent busi nesses woul d have to pay a risk prem um

The economi ¢ | ogjam again, is caused by the behavior of
governnment. Until the Tanzani an government curbs its fiscal
deficits, it will not lower the inflation rate. Until it
lowers the inflation rate, it will be required to pay high
interest rates on governnent bonds. And so | ong as these bonds
are available, they will crow out borrowers seeking |oans for
productive enterprise.

This problemis further conpounded by the liquidity
probl ens of the Tanzani an banki ng system especially those of
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Tanzani a's state-owned conmerci al bank, the National Bank of
Comrerce (NBC), which has al ways been the | ender of first
resort to indigenous enterprise. The NBC is presently

i nsol vent because it holds so many of the debts of the
bankrupt SOEs. Tanzania's private banks are reluctant to | end
to Tanzani an busi ness enterprises because they prefer to hold
governnment bonds or to make loans to multi-national firms with
solid credit histories.

There is one mpj or exception. Tanzania's private banks
have begun to make pre-export |loans for certain of the
country's major cash crops, cashews and cotton. |ndeed, the
ready availability of private credit for these two commodities
may hel p explain why they are enjoying boom conditions while
coffee is not. The critical difference between the cotton and
cashew i ndustries, on the one hand, and coffee, on the other,
is structural. In the former, regional cooperative societies
whi ch buy from producers and from primary cooperative
soci eties can export directly to international markets. They
are thus in a position to obligate the proceeds from
international sales as collateral for a |loan to help finance
producti on and harvesting. The banks are secure because they
can arrange to have the paynment for the crop deposited
directly to a collection account either in Tanzania or
over seas.

The coffee industry is structured differently. Here, the
governnment insists that the entire crop pass through the bi-
weekly coffee auction at Moshi. Neither the regional
cooperatives nor private buyers who purchase fromfarners are
allowed to export directly.* They are thus not in a position
to obligate the proceeds frominternational sales. Since the
i nternational exporter nmay be different than the regional
cooperative society which is expected to assist in the
producti on process, bank | oans whose purpose is to help with
pre-sal es costs are not feasible.

The governnment could solve this problem by sinply making
the auction optional rather than required. Exactly why it
continues to insist on the auction nonopoly of sales for
coffee while allowi ng direct exportation of other crops is
unclear. The official justification is to see to it that

2l Tanzania has two sets of licensed coffee buyers. One
group of buyers is authorized to purchase from farner or
cooperative societies. The other 1is |licensed to purchase

coffee at the auction. Although there is sone overlap between
the two groups, the qualifications are different. To be
licensed to buy at the auction, for exanple, a buying firm
must show that has a certified liquorer.
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farnmers obtain the highest possible realization from sales.
But this has not prevented a wi dening of sales options in the
ot her industries.

The nore |ikely explanation is purely political: the
Tanzani an government has always felt it necessary to naintain
tight rein over the coffee industry and has shown great
rel uctance to abandon this even during a liberal era. The
above discussion of the coffee industry -- see "Exanple 2. The
Cof fee Sector"-- suggested that the governnment is reluctant to
see nmenbers of the Chagga community, who are generally
considered to be favorable to the opposition political
parties, benefit financially from econom c growth. The
governnment's political concern would be very strai ghtforward.
If the coffee sector boonms, sonme of the proceeds fromthat
boom woul d undoubtedly go to finance the political opposition.

The result of controls on the allowable method for coffee
exports, however, is the existence a serious credit constraint
on coffee production while no such constraint operates for
cashews and cotton.

The novenent of the private banks into export financing
is the seed of Tanzania's economc future. It can be expected
to grow considerably in the years to come. What is so striking
about the cashew and cotton exanples was the ease with which
the liquidity problemwas solved. It sinply required a policy
reformthat nade it legally possible to have secure collatera
for pre-production loans; in this case, a binding title to the
proceeds froman international crop sale. If this problem
coul d be addressed in other sectors of the Tanzani an econony,
it would do nmuch to aneliorate the credit crisis there as
wel | .

The growing role of the private banks in providing
agricultural sector finance casts doubt on the very notion of
a broad liquidity crisis. So do several other features of the
econony. One is that Tanzania appears to be highly liquid in
U.S. dollars, so liquid in fact that the Shilling/Dollar
exchange rate has remai ned stable for about a year despite
Tanzani a's problemof inflation. A second is that the supply
of shillings seens sufficiently abundant to finance boom ng
growth in the construction sector as well as in formal and
informal sector trading activity, not to mention tourism and
certain exports.

Tanzania's liquidity difficulty may be nore accurately
viewed as a conbi nation of high interest rates, the "crowdi ng
out" of private borrowers by governnent bonds, and a policy
regime that continues to make it difficult for prospective
borrowers to establish solid collateral for |oans.
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The insolvency of the NBCis only one piece, albeit a
significant one, of the credit shortage puzzle. Until this
puzzle is solved, however, the NBC will undoubtedly remain the
nost i nportant | ender to the Tanzani an busi ness conmmunity. But
the NBCis in severe adm nistrative disarray. Like so many
state enterprises in Tanzania, it is overstaffed, suffers from
poor to non-existent record-keeping, and has been the scene of
flagrant m smanagenment and corruption. Despite its many and
severe shortcomngs, the NBC is still Tanzania's nost
i nportant commercial bank. It accounts for approxinmtely 80
percent of | oans to business enterprise within Tanzani a and
about 75 percent of bank deposits. It is a genuinely national
bank wi th branches throughout the country; its personnel are
fam liar with Tanzani an busi ness and especially the
agricultural and indigenous productive sectors; and, in sheer
scale, it continues to overshadow the new private banks which
are only just beginning to establish thensel ves.

The lesson is clear: for the tine being at |east, an
i nportant part of the problem of credit for Tanzani an busi ness
rests with the National Bank of Comrerce. The Government of
Tanzani a has undertaken several steps to deal with the NBC s
probl ens. But thus far these do not appear to have been
adequate to the task at hand.

The first was to create a new agency called the Loans and
Advances Realization Trust (LART). Part of LART' s mandate was
to relieve the NBC of its huge burden of non-perform ng | oans.
The procedure for doing so was a fairly sinple one that had
been used successfully in other African countries including
Ghana. LART would acquire the bad | oans and, in return, the
Treasury woul d i ssue special bonds to the NBC. Although these
bonds would pay a relatively low interest rate of about 11
percent, and could not be traded in secondary markets, the
bonds woul d constitute perform ng assets and would thus help
the NBC to shore up its ratio of perform ng to non-perforn ng
assets. The debt for bonds swap woul d cover | oans nade up to
m d- 1991 and since the NBC was technically under a strict
prohi bition not to make any further |loans to insolvent SOEs,
this procedure would be a significant step forward i n making
t he NBC once again a solvent institution.

The fatal flaw in the LART procedure was the assunption
that the NBC could bring itself to stop maki ng bad | oans to
politically well connected SOEs. According to one infornmant,
"bad paper sinply continued to materialize." Additional |oans
wer e di scovered that were dated before m d-1991. And new | oans
continued to be made to insolvent corporations after that
date, sonetinmes by regional branches, sonetinmes by the NBC s
central office. In either case, the non-perform ng | oans that
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LART absorbed were quickly replaced by a whole new wave of
non- perform ng | oans.

The | ogical step would be to create a new LART, or LART
1. The weakness in this procedure is all too obvious: there
is no certainty whatsoever that the process of making non-
performing l|loans to politically well positioned SOEs wi ||
stop until the NBC has undergone a fundanental reorganization.
The NBC is presently undergoing just such a process, one that
wi Il involve radical downsizing including substantial |ayoffs
and the closure of a nunber of rural branches.? The goal of
the NBC reform process, which is presently underway under the
auspices and nonitoring of the World Bank, is to make the NBC
a fully solvent institution, able to play an inportant role in
maki ng credit avail able to Tanzani an busi ness enterprise.

Even if all goes well, this process can be expected to
t ake several years. Until the NBC s reorgani zation is
conpl ete, however, Tanzani an business, especially snal
i ndi genous busi nesses that do not have other credit sources,
can be expected to suffer froman on-going credit constraint.

It is doubtful that all will go well. Opposition fromthe
trade unions, the arny, and other politically influential
borrowers has already surfaced.® The trade unions, for
exanpl e, have a redundancy agreenment that wll nake staff
| ayoffs a | engthy and expensive process. The unions have al so
been critical of the Bank's policy of hiring exgatriate
experts to supervise the restructuring process.“ Politica
opposition to reformof the NBC is already so great that the
gover nnment has announced a review of the process and indicated
its willingness to reconsider both the number of branch
cl osures and the issue of staff redundancies.

Continuing the NBC reforms will require an act of
powerful political will on the part of Tanzania's incon ng
governnment, that of newy elected President Benjam n Mapa.
Techni cal solutions and structural reformare essential and
hel pful . But no anount of downsizing, whether of staff or
redundant branches, will stop the flow of poor, politically
based | oans unl ess the new governnent is genuine inits
intention to elimnate corruption in the NBC s operations. A

22

1995.

See The Business Tines (Dar es Salaam, November 12,

23 See The Guardi an (Dar es Sal aam), Thursday, November 16,
1995.

24 The Guardi an (Dar es Sal aam), Novenber 17, 1995.
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host of political questions therefore nust remain presently
unanswer ed. But these basically reduce to one. WIIl the newy
el ected governnent put the econom c reform process back on
track? O will it |apse gradually toward the old style of
econom ¢ managenent, a politically determ ned allocation of
econoni ¢ resources.

Tanzani ans, donors, and international and donestic
busi ness investors are presently awaiting answers to these
gquestions, and will take their cues fromthe mnisterial
appoi nt nents nade by the in-com ng president.

Even if the new governnent noves to reset the reform
process, there will continue to be serious bottlenecks in the
banki ng system One of these has already becone apparent;
namely, the scarcity of personnel experienced in risk-based
| endi ng. The nost salient feature of the NBC s past | ending
relationship to Tanzania's state owned enterprises was that
| oans were nmade in a risk-free environnment. Typically, the
SOEs had a letter of credit guaranteed by the governnent.
Lending officers sinply pushed bags of noney across the
transom on the basis of this guarantee. There was no need to
devel op a pool of skilled personnel able to assess risk and
make | oans on the basis of credit worthiness.

When the NBC has finally solved its adm nistrative and
financial problems, and is able to resume a program of | ending

to Tanzani an business, that skill will be in short supply.
Based on the experience of other countries, we can anticipate
that a host of problens will arise. Lending officers will need

to have many basic questions answered. WIIl a | ending officer
be fired if he or she nmakes a bad | oan? G ven Tanzani a's poor
| egal environnment, what are the best measurenents of credit
wor t hi ness and ri sk?

Training in private banking practices and risk assessnent
provi des USAID with an opportunity for a highly strategic
intervention in the Tanzani an devel opment process. Since we
are not famliar with the constraints and gui delines that
determ ne precisely how USAID can enploy its own resources, it
is not presently clear to us howthis intervention m ght best
occur. But it is clear to us that Tanzania will have an urgent
need for personnel with training in risk assessnment and in the
managenent of banking institutions where |oans are made on
t hat basi s.

There is an additional problem Even if it is fully

rehabilitated, the NBC will still be a | arge scal e national
bank operating on a commercial basis. This characteristic
alone will make it difficult for the bank to deal with small -

scal e Tanzani an enterprises, sone of whom nmay even be
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di scouraged by the level of literacy required to fill out a

| oan application form Thus, there remains a critical need not
only to devise short-term solutions to address the credit
squeeze, but solutions that specifically address the needs of
smal | business. USAI D, other donors, and various NGOs are
maki ng efforts in the inportant area; nmany of the people we
talked to in this regard stressed the enormty of the task and
the major limtations of available resources.

Anot her possibility is well worth considering: allowthe
exchange bureaus to becone small scale | ending institutions.
They woul d be ideal for such a role. They are small face-to-
face operations that have al ready gai ned consi derable
experience in financial transactions. Their proprietors are in
a position to undertake careful risk assessnment. And with only
t he nost nodest changes in the | aw establishing the exchange
bureau system these bureaus coul d devel op custoner
rel ati onshi ps that m ght include both savings services and
nodest | ending activities. Although the racial background of
many exchange bureau owners nmi ght present a source of
difficulty, such a devel opment could contribute greatly to
easing the credit problens of small businesses that are
daunted by dealings with |arge bureaucratic institutions.

Until all these problens are dealt with, businesses in
Tanzania will treat their investnments as high risk activities.
They will not only expect a risk premiumon invested capital,
but they will continue to pursue hedging strategies that
i nvol ve keeping as much of their capital out of the country at
any given tinme as is feasible. The result will be a rate of

economic growth that is far bel ow the country's rea
potential, and one that is inadequate to generate neani ngful
I nprovenents in the material lives of its citizens.
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V. Diversity in the Tanzani an Busi ness Community

The best point of departure for understanding diversity within
t he Tanzani an busi ness community today is to understand that

t he busi ness environnent is a dynam c one. A nunber of
dramati ¢ changes are taking place. First, the governnent's
econom c reforms, which have included restrictions on bank

| endi ng and budget subsidies to the SOEs have been partially
effective, resulting in the closure of a nunmber of SOEs. Some
of these have been successfully divested and privatized;

ot hers, not. Those that have not found investors lie in a
derelict state, ghostly relics of a past era.

The significance of this process is that the market niche
t hese SOEs once occupied in the econony is now vacant. It is
bei ng taken over by new private enterprises or by inported
goods. Many respondents to our study conpl ai ned about the sl ow
pace of privatization in Tanzania. Their conplaints are
correct but mss a vital point. It is essential to distinguish
bet ween the closure of an enterprise and its privatization.
From an econom c¢ standpoint, the closure of an inefficient
enterprise is a step forward even if it is not purchased by
soneone who intends to keep it in production.

A major requisite of a growing econony is that it be able
to withdraw econom c resources frominefficient uses so that
these may be enployed nore productively el sewhere in the
econony. During the past 18 nonths, the Tanzani an econony has
denonstrated that this process is well underway. An econony
that is noving from sickness to health can exhibit synptons of

deepening illness during the early stages of its recovery.
These m ght include rising unenploynment and an increase in
unutilized industrial capacity. It is inperative not to draw

the wwong conclusions fromthis. These phenonena are not only
heal thy but essential if they arise fromthe cl osure of
inefficient, under-capitalized industries that previously
survived on the basis of governnent subsidies and protection.

The second el enent of change in the Tanzani an econony is
that despite the country's difficult business environnent, new
productive enterprises are springing up. There are new
factories producing shoes, plastic products, plastic shipping
bags, and a host of other consumer itens. Sone of Tanzania's
ol der enterprises, both privately owned and SOEs, are in the
process of taking on international partners who have invested
I n up-grading production facilities or intend to do so.
Tanzani a's beer, cigarette and soap industries are exanpl es.
The installation of new productive facilities extends to the
agricultural sector as well. Despite stagnation in the vol unme
of coffee production, new, privately owned coffee curing

49



pl ants are in operation in Arusha and Bukoba. There are new
cotton ginneries in Mvanza. And even the nost casual travel er
from Dar es Sal aamto Arusha can confirmthat sisal and coffee
pl antati ons are being rehabilitated.

Sone of the nore salient characteristics of Tanzania's
busi ness sector today can be summari zed as fol |l ows:

B internal divisions that prevent business from speaking with
a single voice, the major divisions being those between
old and new styl e businesses, between trading and
manuf acturing interests and, to sone degree, between
busi ness entrepreneurs of indigenous descent and those of
| ndo- Paki st ani descent (Asians).

B a perception on the part of manufacturers that traders have
successfully corrupted the political systemto allow the
unlimted and unregul ated i nportati on of goods that
conpete with and econom cally underm ne | ocal
manuf act uri ng.

B the absence of a sense that the economc well being of the
busi ness sector can be inproved by greater
denocrati zation of the political system Business |eaders
see their nost effective contacts with governnent as
bei ng through informal, extra-institutional channels.

O d Versus New Enterprises

This first division of inportance within the Tanzani an
busi ness community is that between the old and the new. Sone
private businesses not only survived during the socialist era
but managed to thrive. They did so, however, principally on
t he basis of political connections that made it possible to
obtain | oans fromthe banking system (that were often not
repaid), protection fromforeign conpetition, subsidized
i nputs, and lucrative sub-contracts with government
corporations and mnistries.

I n a number of respects, the ol der conpanies that
survived the socialist era bore a striking resenblance to the
state enterprises of the same period. Consider, for exanple,
| PP Enterprises, which is nomnally a privately held conpany.
Li ke the SOEs, IPP could just as easily be viewed as a virtual
ward of the Tanzanian state. It enmerged fromthe socialist era
burdened by huge debts to the banking system operating wth
production facilities that were so inefficient as to be
unconpetitive in a liberalized trade environnent, and | acking
the capital liquidity to nodernize aging plant.
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A second simlarity has to do with product inventory. The
list of I PP products includes consunmer non-durabl e products
such as soaps, toothpaste and shanpoo; househol d goods such as
cl eansers, kitchen utensils, plastic dinnerware and cl eani ng
equi pment; and paper and stationary products including bal
poi nt pens, napkins and toilet paper; and beverages incl uding
soft drinks. The nmost striking feature of this list is that it
is identical to the list of products on which Tanzania, |ike
numer ous ot her African countries, sought to build an inport
substitution strategy.

The second characteristic of these products, as any
econom st could attest, is that they are goods in which
Tanzani a has a very | ow conparative advantage. Their
production is dependent alnost entirely on expensive inported
I nputs and given Tanzania's high | abor costs (relative to
| abor productivity), industries based on the production of
these itens would normally have little chance of surviva
under a nmore open trade regine. Small wonder that the owner of
| PP group was anong the founder-nenbers of the Confederation
of Tanzania Industries (CTl) or that he has been anpbng
Tanzani a's nost out spoken advocates of industrial protection.?

During the socialist era, then, the state and private
enterprises had many common characteristics. Their differing
| egal form of ownership was far less inportant than the fact
that both required the high barriers to inports that the
governnment erected. Businesses like IPP were able to fit into
t he market niche the governnment created for its own SOEs and,
t hrough cl ose personal connections with governnent | eaders,
they were able to carve out a share of the market within this
ni che. Once trade protection was renoved during the present
era of reform both state and private enterprises alike began
to suffer fromthe flood of inports.

The commonal ity of experience during |iberalization is
al so striking. State enterprises based on inmport substitution
have gone bankrupt; |PP has al so been unable to repay its
debts to the banking system and both have been unable to raise
sufficient capital to nodernize w thout foreign investnment.
Bot h have eagerly joined with foreign partners. Tanzani a
Breweries, an SOE, has fornmed a partnership with a privately
owned South African brewery to so that it can conpete with the

2 One of our informants continually referred to the
menbers of CTI as parastatals even though they are nominally
privately held firnms. This was of course technically incorrect
but very revealing. Anot her respondent, w th considerable
passi on, made the disparaging point that the head of IPP is
sinply not a capitalist entrepreneur.
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i nports of high quality European beers. Tanzania Cigarette
Conpany, though nomnally a profitable parastatal, has found
itself struggling with conpetition frominmported cigarettes
and has formed an alliance with R J. Reynolds Co. to
noderni ze its antiquated plant. And portions of |IPP, a
privately held conpany, have been sold to Col gate Pal nolive,
whi ch plans to nodernize IPP factories so that its soaps,
shanpoos and t oot hpaste can conpete nore effectively with

i nported products.

The new private industries that are beginning to take
root in Tanzania bear a superficial resenblance to the old
ones in that they are privately held and nay happen to produce
the same m x of products. Beyond that, any resenbl ance ceases
and the differences becone far nore striking. The first
difference is that the new firns have been capitalized outside
t he Tanzani an banki ng system and thus have no i ndebtedness to
t he NBC. Second, they have taken root during an era of trade
i beralization and thrive in an internationally conpetitive
environnent. And, third, they are far |ess dependent upon the
Tanzani an state. Although they have to deal with the
governnment for such requisites as permts, |licenses, |and
| eases and tax paynents, they do not depend upon state for
protection, |oans or government contracts.

The difference between old and new busi ness enterprises
has nothing to do with econom ¢ function. The new i ndustries
choose their product m x fromexactly the sanme |list as the old
ones; that is, the consuner non-durables including plastic
products, soaps, beverages, paper products, shoes, etc.. But,
in contrast to the older firnms producing these products, the
new ones are financially solvent, able to draw on foreign as
wel | as donestic capital sources, and acclimted to the
conpetitive pressures that global trade has induced. One of
these firns, which is constructing a new factory to
manuf acture pl astic packagi ng, has inported its machinery from
India and Italy, has capital resources in the United States,
Italy and Canada, and, unlike the older firns which are wholly
oriented toward Tanzani a, anticipates further capital
i nvestnents in other African countries such as Mzanbi que.

The final difference is in political orientation. \Wereas
the | eaders of the old firns are perfectly confortable in the
Tanzani an political setting, and often aspire to higher
political office within Tanzania, the | eaders of the new firns
see thenselves in nore global ternms, as hol ders of business
assets in a wide variety of countries, in all of which they
are equally confortable and at hone.

Tradi ng Versus Manufacturing
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The nost visible cleavage within the business community
is that between trading and manufacturing sectors. This
di vision may al so be the nost politically debilitating because
the economi c interests of these two groups seem so
dianmetrically opposed. The first difference has to do with
protection. Generally, Tanzani an manufacturers seek
protection. But ol der and newer firms do not have a single
voice on this issue. The ol der manufacturing firns in Tanzani a
are heavily dependent upon protection; these firms formthe
active core of the CTlI. The new conpani es m ght prefer
protection if it were avail able but do not depend upon it and
are perfectly prepared to do without it as long as corruption
can lower their costs. Despite marginal differences on this
i ssue, all manufacturers have some economi c interest in
obtaining better tariff enforcenent.

Traders, on the other hand, seek maxi mum freedomto
inport. Their economc interest lies in mnimzing
governnmental restriction on the inportation of goods and their
| obbying efforts are extended in the direction of m nimzing
barriers to trade. In Tanzania, the trading comunity has been
so successful in avoiding trade restrictions that ol der
segnents of the manufacturing sector are in jeopardy.

The porosity of the trading systemarises fromthe
enforcement weaknesses of the state as tariff collection has
fallen prone to a pattern of corruption that reaches fromthe
hi ghest | evels of governnental officialdomto the |owest. The

Presi dent and his cabinet mnisters collude with inporters
who wi sh to evade tariffs and other trade restrictions as do
officials at the | owest |evels of the enforcenent bureaucracy.
The problem of custons evasion is so w despread and so
entrenched that the remedies required to correct it can be
expected to take an extended period of tine.

The problem has many of the attributes of a self-
per petuating cycle. Tanzani a depends upon tariff revenues for
a sizable portion of its total revenue collection. Wthout
these, the treasury is starved of fiscal resources. So |ong
as this situation continues, salaries of public officials nust
be kept low. And as long as sal aries are not adequate, civi
servants will continue to consider bribes an indispensable
part of their income. This, in turn, neans low tariff
coll ection and continuing pressure on fiscal reserves. It
woul d be unrealistic to expect |ow ranking custons officers to
i nsi st upon enforcing the tariff code when they see those at
t he highest |evels of governnment enriching thenselves at the
expense of the custons system 2°

2 The level of bribe has al nost become standardized at 10
percent custons savings. A bribe of 500,000 TShs. evades a
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The sectoral division between traders and manufacturers
in Tanzania is organizationally reflected in the existence of
two separate business associations, the Tanzani an Chanber of
Comrerce, Industry and Agriculture (TCCIA) and the
Conf ederati on of Tanzania Industries (CTI). The TCCIA is,
despite its nanme, conposed principally of Tanzani ans invol ved
in trade and agriculture, both of which have energed as
"wi nners" fromthe process of economi c liberalization. The
econom c forces that drive the TCClI A are somewhat obscured by
t he flanmboyant personality of its current president, David
Mwvai bul a. But a cl ose inspection basically reveals that the
TCCIA is positioning itself to become the political voice of
Tanzania's international conparative advantage. Mwai bula is
openly critical of protectionismand believes that Tanzani a
shoul d position itself for menbership in the World Trade
Or gani zat i on.

The political agenda of the TCCIA is to gain
representation in all those councils of governnent where
deci sions affecting the private sector are made. The econom c
pur pose to be served would be to see to it that Tanzania
institutionalizes an outward-| ooking orientation. Mraibula is
concerned that creeping protectionismnot jeopardize
Tanzania's status in the global trading conmunity. The TCCI A
enj oys close ties with the government but its principal
energies are directed toward expanding the TCCIA in those
regions of the country where the businesses of the future,
such as tourism mnerals extraction and high val ue export
crops, are likely to be inportant.

The Confederation of Tanzanian Industries (CTl) is
conposed principally of older, |large-scale Tanzani an
manuf acturers. Its nmenbers and | eaders consistently seek and
obtain contact with governnment officials but regard this
contact as ineffective. CTl spokespersons express frustration
at the failure of their efforts to obtain tariff protection
and suggest openly that this is a result of the corrupt |inks
bet ween hi gh governnment officials and the trading community.

The essential difference between these organi zations can
best be conveyed by the distinction between "sunrise" and
"sunset" industries. The TCCIA is the organization of
Tanzani a's econom c sunrise; the CTlI, its sunset. The thematic
vi ewpoi nts of the two organi zations reflect these differences.
For spokespersons of the CTI, Tanzania's economc difficulties
arise fromthe fact that free trade is strangling Tanzania's

tariff charge of TShs. 5,000,000. The net loss to the
governnment is 90 percent of duties owed.
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manuf acturing sector. For the TCCIA, Tanzania's principal
economc difficulty lies in the fact that it is not devoting
sufficient resources to the devel opnent of its conparative
advant age i ndustri es.

The Political Econony of Protection

Tanzani an manufacturers conplained to us that, due to
poor enforcenent of the country's tariff system the effective
rate of protection on inported goods is at or close to zero.
We see no reason to disagree with this proposition. The World
Bank concurs with this analysis as do hapless officials of the
Tanzani an custons service. And even the npbst casual touri st
woul d be able to observe the astonishing array of inexpensive
i nported goods bei ng hawked by itinerant street vendors.
| nporters seem able to bring goods in freely while paying
duties at nmobst on a small fraction.

Zanzi bar appears to play a significant role in this.
There i s abundant evidence of a steady torrent of goods
smuggl ed across the narrow strait from Zanzi bar, where even
official duties are extrenely |low, to the Tanzani an mai nl and.
But Zanzibar's role is subject to exaggeration. Even if the
Zanzi bar problem were to di sappear, Tanzania's inability to
control and tax the flow of duty-free inports into the country
woul d remain a serious problem An officer of the Tanzani an
custons service freely acknow edged that nmany of the goods
whi ch come into the country duty-free because they are
officially destined for nearby countries such as Zanbi a,

Mal awi or eastern Zaire, seemto filter out of bonded
war ehouses into the Tanzani an mar ket pl ace.

| s Tanzania's de facto status as a duty-free port a good
or bad thing for the national econony? The answer is m xed.
One result is revenue starvation. The fiscal crisis of the
Tanzani an state is a result of inadequate revenue coll ection
to a far greater degree than it is a result of over-
expenditure. Indeed, it nakes al nost no sense to entertain the
i dea of over-expenditure in a country whose schools and
hospitals can barely open their doors, whose road system
depends upon donor contributions, whose system of
t el ecommuni cati ons dates back to colonial tinmes, and whose
hi ghest ranki ng cabinet officers can barely reach one anot her
by tel ephone during business hours. Although there nmay be sone
gains to be made on the expenditure side by retrenching
redundant staff, or cutting back on the arnmed forces, the rea
solutions to Tanzania's fiscal inmbalances lie in inproving the
country's tax, tariff, and excise collections.

The second consequence of duty-free inportation has to do
with the extent to which it has forced the closure of a nunber
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of Tanzani an manufacturing industries, including both SOEs and
a number of ol der private conpanies. Contrary to the views of
t hose who see this closure as an unwanted and undesirabl e
consequence of structural adjustnment, it is, in fact, a mgjor
sign of progress. Far from bei ng an unwant ed consequence of
freer trade, the shutdown of obsolete and inefficient
factories was essential if Tanzania was to attain a positive
rate of econom c growt h.

The vast majority of the industries that have cl osed fall
in this category. They were inefficient, deeply in debt,
under-capitalized and able to survive in the past only through
hi gh I evel s of government subsidy and protection. This is not
the sort of industrial base that is appropriate for a country
that is about to participate nore actively in the gl obal
trading system Even nore inportantly, they had been able to
survive only because the previous government subsidized them
with gigantic economc transfers fromthe agricultural sector.
The ol der SCE industrial system in other words, was nade
possi bl e only through onerous |evels of taxati on on rural
producers, especially producers of export crops.

The ol d industries are dying because they can no | onger
depend upon a system of taxation that penalizes agriculture to
produce the illusion of urban industrial prosperity. Their
dem se is an indication that Tanzania' s econom c resources
are now free to flow to the econom c sectors where they
probably shoul d have been | odged all al ong; nanely high val ue
export agriculture, mnerals extraction, tourism and export
processing. It is not an accident that some of Tanzania's
traditional exports, especially sisal, cashews and cotton are
now fl ourishing and that coffee would do the same with only
t he nost mnor policy adjustnments. An econom c perspective
that focusses only on the health of urban industries and that
fails to address the basic inter-connectedness between urban
i ndustry and export-oriented agriculture does not capture this
vital |inkage.

To the extent that the dem se of the ol der industries has
set the stage for the emergence of new nore efficient ones,
their death by inmport strangulation is a good thing. Tanzani a
is a high wage country despite superficial appearances to the
contrary. This is partly a result of |ow | abor productivity,
which is itself a product of low |levels of investnment in hunman
capital formation (a poor educational system. But it has nore
to do with the potentially high returns to | abor available in
the agricultural sector. Because Tanzania has so nuch
avai l abl e land, small-scale farm ng constitutes an attractive
shadow mar ket for |abor. To attract workers, urban industries
woul d have to pay a higher real wage than the shadow narket
| evel . Under equilibriumeconom c conditions (no governnent
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interference), the only industries that could survive on their
own in Tanzania would need to be highly capital intensive and
efficient.

Those who initiated Tanzani a's nassive system of SOEs, as
well as the private conpanies that m nm cked the SOE sector,
ei ther never knew this economc reality or chose to ignore it.
I n adopting a capital intensive strategy that enpl oys the nost
nodern machi nery to conpensate for the | ow productivity of
| abor, Tanzania's new industries are avoiding this m stake.

If the incom ng Tanzani an governnent is serious about
economic growh, it will ignore the appeals of those who fee
that the state has a devel opnental role to play in fostering
an urban industrial sector. Should it choose that course, even
in a new policy form it would only be repeating the policy
error of the past; nanely, the introduction of hidden forns of
econom ¢ discrimnation against export agriculture.

What all this adds up to is that the present government
of Tanzania is pursuing appropriate econom c policies, albeit
for blatantly inappropriate reasons. Because of corruption at
the mnisterial level and in the custons service, it is not
engaging in protection of its industrial sector. This exposes
its industries to the discipline of international conpetition
forcing the closure of those that are inefficient due to
under-capitalization. Omng to corruption in the excise tax
collection area, it is also failing to tax domestically
produced goods at the retail level. The irony is that the
governnment's inability to collect this tax |levels the playing
field as between inports and donestically produced goods.

The governnment of Tanzania thus has one overriding policy
problemto address. It desperately needs to expand its revenue
base. We understand that USAID studi es are already underway
that will help enable it to do so and that USAID may wel
beconme involved in this process. This would be a wel cone
devel opnent. Tax collection is an adm nistrative chall enge for
whi ch USAID coul d provide a val uable contri bution.

The econonmic challenge will be to devise appropriate
forms of tax collection for a country that is seeking to boost
its growh rate above the current |evel of 4-5 percent. The
optimal economic rule is one of policy neutrality, to devise
tax and tariff policies that do not discrim nate as between
urban industry and agricultural exports. The Tanzani an
government shoul d neither subsidize nor tax the one at the
expense of the other. It should not forget the m stakes of the
past when government | eaders believed that the governnment
could stimulate the industrial sector by taxing its
agricultural base. The way to avoid this m stake in the future

57



is not, as sonme have assuned, to direct econom c resources
toward agriculture, but to select forns and | evels of taxation
that allow econom c resources to flow freely to their own best
use.

Asi an Versus | ndi genous Enterprise

W thin Tanzania there is a perception that the
manuf acturer/trader cleavage has racial dinmensions. To deal
with this matter, it is best to begin with this perception in
its crudest and nost vulgar form The racial stereotype of
Asi ans hol ds that Asians nonopolize the Tanzani an tradi ng and
mer chandi zi ng communities; that they engage in illegal and
unscrupul ous busi ness practices in order to make short-term
profits, portions of which they squirrel away in overseas
banks; that in doing so they have contributed greatly to the
probl em of corruption in the Tanzani an bureaucracy; and that
their ties of kith and kin to India, the United Kingdom and
el sewhere give Asian busi nesses an unfair econom c advant age
such as the opportunity to borrow capital fromfamly firns at
| ow i nterest rates.

An integral part of this perception is the notion that
Asians are nore interested in maxim zing their short-term
personal wealth than the wel fare of Tanzanian Africans and, as
a result, that they do not invest in slowmturing, fixed
assets but keep their wealth in trading ventures where | arge
profits can be earned quickly.

To deal with this stereotype, several inportant points
need to be made. First, racial bigotry in this extreme formis
becomi ng rarer. This could not have been said as recently as
two to three years ago when the political novenment of Reverend
Chri stopher Mikila, the nost outspoken of Tanzania's anti -
Asian political |eaders, seemed to be riding a wave of surging
popularity. In his well attended speeches, he had even
invented a race-baiting code | anguage for Asians,

"magabacholi™ (roughly translated as small aninals that bite).
Hi s movenent has since declined rapidly, indicating the
limted and di m ni shing appeal of anti-Asian views to nmany
Tanzani ans. A Tanzani an political scientist explained the
decline of the Mikila nmvenment (now the Denocratic Party) by
saying simply "this is not Tanzani an."

Hi s point, that Tanzanian political culture does not
provi de a hospitable environnent for racial intolerance,
shoul d be given nmuch credence. The governing party has
consistently refused to nake race an issue in Tanzani an
politics, has constantly presented itself to the Tanzani an
el ectorate as a nmulti-racial organization, and has, on a
nunber of occasions, successfully nom nated Asian candi dates
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in African constituencies. Indeed, the CCM has used whatever
noral credibility it possesses to create a non-raci al
political climate in which the overriding identity is
Tanzani an nationality.

Tanzania's culture of racial tol erance has been further
abetted by awareness of the political violence that has arisen
fromethnic politics in surrounding countries such as Rwanda,
Burundi, Uganda and, increasingly, Kenya. Tanzani ans are
enphatic that they do not want this to happen here. The
maj ority of Tanzani ans we spoke with had subtle and conpl ex
views on the racial issue. Several respondents insisted that
race was sinply not an appropriate or productive way to
approach an understandi ng of Tanzani an business. As a result
of our conversations, we becane convinced that racially cross-

cutting econonm c categories -- old versus new enterprises,
tradi ng versus manufacturing, informal versus formal sectors
-- provide a nore illum nating way to construct a profile of

diversity in Tanzani a' s business sector.

One recurrent theme in these interviews was indi genous
Tanzani ans' willingness to acknow edge that Asians had been
traumati zed repeatedly in the past; as when their plantations
and farms were nationalized in 1971; when their commerci al
real estate assets were nationalized in 1972; and, in 1983,
when many nenmbers of the community were arrested and
i nprisoned during the "anti-saboteurs” canpaign. A nunber of
Africans told us that if there is a tendency for Asians to
prefer highly liquid trade ventures over investnments in fixed
assets, this needs to be understood in the context of their
past traumms.

A nunber of Tanzani ans al so stressed that the sinplified
stereotype of Asians avoiding investnents in fixed assets is
sinply untrue. Some Tanzani ans are deeply aware that many
menbers of the Asian community have invested in factories and
pl antati ons, and that sonme of the |argest Asian firns are
hi ghly diversified congl omerates which include a conbination
of trade and productive ventures. Sone al so indicated that
there are many m ddl e class Asians and that Asians are also to
be found in manual professions such as computer technicians,
mechani cs, el ectricians, and plunbers.

Menmbers of the Asian community are, of course, aware of
the racial issue and extrenely sensitive to it. Any nunber
went out of their way to prove their willingness to invest in
fixed assets such as factories and plantati ons. One nenber of
the Asian community, recently inmgrated to Tanzania from
Zaire, took us on a personal tour of several factories in
whi ch he has invested several mllion U S. dollars. One,
already in production, is producing inexpensive plastic shoes
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for the Tanzanian market. Its products have been so popul ar
with Tanzani an consuners that he is presently enlarging its
capacity and addi ng an adjacent factory to produce plastic
products for household and industrial use. His second plant,
still under construction, will produce plastic bags for
packagi ng grains. When conpleted, this factory will be able to
supply alnmost all of Tanzania's needs, thereby practically
elimnating the need for inports. Together, both factories
will employ nearly a thousand workers.

Ot her Asi an business | eaders nade an equal |y enphatic
poi nt about their willingness to invest in fixed assets. The
Karinee famly, for exanple, discusses this matter openly and
on the record. It has produced an attractive brochure
detailing its extensive holdings in sisal, tea and cashew
production. Other Asian famlies have invested heavily in the
producti on of these crops by rehabilitating plantations that
were nationalized during the 1970s.

The fact of the matter is that the stereotype of Asians
as unwilling to invest in fixed assets is sinply untrue. A
growi ng nunmber of Tanzani ans are aware of that fact and of its
i nportance to the Tanzani an econony. Their awareness is
hel ping to di mnish the racial nyth.

Menmbers of the Asian community are especially sensitive
to allegations of corruption. Nevertheless, practically all of
our Asian respondents acknow edged that it is a problem at
| east to the degree that their community has its share of bad
actors just as any other community does. Sone articul ated a
di stinction between the "honest many", who have a fundanent al
concern for Tanzania and its |ong-term devel opnent, would
prefer to avoid corruption and have taken steps to reduce it,
and the "di shonest few' whose conduct gives the community as a
whol e a bad nanme. The story of the dishonest few, as we were
told it on several occasions, was that many Asians becane
bitter at the wave of nationalizations in the 1970s and | eft
the country. Anpong those who have returned, there is said to
be an angry mnority who are here solely to get back, in
what ever way they can, the wealth they feel was unjustly taken
fromthem

No one denied that there are nenbers of the Asian
communi ty who have created corrupt ties with Tanzania's
hi ghest ranking political |eaders. But there is bitter
resent ment of the presunption that when an Asian pays a bribe
to an African, it is the Asian community that nust be held
accountable, as if the process involved the victimzation of
an i nnocent society. Asian business persons enphasize that
corruption has becone so endenmi c in the Tanzani an bureaucracy
that it is inpossible to avoid. One Asian inporter clainmed
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t hat Tanzani an custons officials have becone so greedy that it
is now nore difficult to pay a tax than to pay a bribe. And
anot her said "they are forcing us to do things we shouldn't be
doing."” Still others expressed deep frustration that

Tanzani a's corrupt environnent had forced themto dimnish

t hensel ves by becom ng cheats.

There is anple basis for this indignation. Business
generally has no interest in a corrupt bureaucracy and prefers
a political mlieu in which |aws are understood, enforced and
obeyed by all. Such an environnent is nore predictable and
| ess expensive. If an orderly environnment does not exist,
busi nesses are prepared to take their political mlieu as a
given and adapt to it accordingly. If it is corrupt,
busi nesses will adapt to the corruption. One highly successful
Asi an entrepreneur pointed out that his firmis a nulti-
national conglomerate with investnents in the United States,
Canada and Europe as well as Tanzania. Only in Tanzania, he
said, are side paynents to corrupt officials a necessary part
of doi ng busi ness.

Asi ans are al so deeply sensitive to the fact that they
are lunped together as if they were a single community when in
fact the cultural divisions within the Asian mnority are at
| east as |l arge as those between Asian and African Tanzani ans.
The m sperception of Asians as a single, relatively unified
community is inportant because it has been taken as an
indication that the | eaders of the "Asian comunity, which by
the estimates of several Asian respondents is in the
nei ghbor hood of 80, 000 people or 0.3 percent of the country's
current estimated population of 27 mllion, have sonehow
failed in their responsibility to discipline the behavior of
the community as a whole. One Asian business person resented
t hat he had been asked by a nmenber of the World Bank staff to
use his position of |eadership to stop Asians from corrupting
the custons service. Even the Bank seened unaware that his
position involved only one Asian sub-conmmunity. Hi's answer, of
course, was "which Asians?" Muslims? If so, which sub-
denom nation? Shias? Ismailis? Khojas? Non-Mislim Asi ans?

Wi ch ones? Hi ndus? Parsees? Si khs?

In the end, the Asian issue is best viewed as a netaphor
for another aspect of Tanzanian politics; namely, the question
of who benefits from econom c reform and whether the benefits
of the reform process are being shared by the vast mpjority of
Tanzani ans. This question would arise even if there were no
Asian mnority in Tanzania. But since Asians are highly
visible in retail trade, especially in the major cities, the
possibility that they have fared better in Tanzania' s new
econom ¢ environnment does pose a potential problem If
econom ¢ reform does not go well, and Africans at |ower |evels
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of the socio-econon c | adder do not begin to feel the benefits
of reform the desirability of the adjustnent process may be
call ed into question.

Foreign Investnment in Tanzani a

Anot her maj or, and rapidly growi ng, source of diversity
in the Tanzani an busi ness community comes from foreign
investnent in the econony. It is potentially very inportant
econom cally and risky politically. Deeply rooted in the
country's psyche is a mstrust, if not downright fear of
foreign especially multinational business. In a speech on May
Day 1995, fornmer President Nyerere attacked the Mm nyi
governnment for its corruption and for selling out to the I M
and the World Bank, especially via privatization. He noted,
"Why do they want us not to have our own industry? They want
us to keep selling raw cotton and coffee for the rest of our
lives."? Some of these fears may be allayed by various schenes
to broaden the equity base of privatized firnms. The Parast at al
Sector Reform Commi ssion is working on several possibilities.
But the overall trend is toward greater and greater
i nvol venment of international capital in the Tanzani an econony.

Thi s aspect of Tanzania's increasing business diversity
is being driven by the slow and uneven |iberalization of the
econom ¢ framework, especially privatization, and the
prospects for profitable investnment, particularly in mnerals,
agricultural sector processing, services, and tourism 1In
regard to the mnerals sector, one foreign banker told us "Its
i ke Australia before the boom" Foreign investment may bring
much needed dynam smto the econony. There is risk, however,
for external investors as they nove into the sane unevenly
hospi t abl e business clinmate faced by the Asian community,

i ncludi ng sone of the sane political risks.

It is too early to get a clear picture of externa
i nvestnent in the econony, but the diversity is striking. The
banki ng sector has opened up rapidly in the last two years
with the arrival of a nunmber of major international banks such
as Citibank, Standard Chartered Bank Tanzania Ltd., Standard
Bank of South Africa (T) Ltd., a Belgian-led bank, the
Eurafri can Bank, and the Kenya Trust Bank. In all, seven new
banks have been opened since 1991 and the applications of
several others, including Geenland Bank of Uganda are
pending.*”® Wth the unfortunate collapse of Meridien Bank and

2’ Economist Intelligence Unit, Tanzania Country Report,

No. 2, 1995. (London, 1995).

28 The East African, Novenber 20-26, 1995, p. 17.
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its acquisition by Stanbic Bank, itself a result of Standard
Chartered' s withdrawal from South Africa during the apartheid
period, the perception of foreign investors as quick rip off
artists may have been reinforced; the Bank of Tanzania had to
assunme $120 million of the loss fromthe Meridien coll apse.

Two major U S. nultinationals have noved into Tanzani a
via their South African subsidiaries -- Coca Cola and R J.
Reynol ds, both as a result of privatization. South Korean
i nvestors have entered the textile sector in a joint venture,
all egedly as a base for export into the U S. market. British,
Italian, Irish and other capital has al so established a
presence in the economy. In addition, quite diverse forns of
external investnment have entered via equity sharing and
managenent contracts. In an incident that illustrates the
diversity of foreign capital, an uproar was created when a
Kuwai ti prince, using one of his London-based firns, received
what was considered to be too good a deal on nine parastatals
inreturn for $60 mllion to build a new national stadium

Two sources of investment in particular may pose
political problems in the future -- investnment from South
Africa and Kenya. The first plays on fears about the white
busi ness community in South Africa, even under a Mandel a
government which has instantly rendered such investnent
"legitimate." South African capital has |ong had a clear
under st andi ng of where profitable investnent opportunities lie
in the econony. De Beers, for exanple, has |ong awaited the
right political conditions to invest in Tanzania's mnerals
sector, for exanmple. In the July 1995 International Trade Fair
in Dar es Salaam 12 South African conpani es were represented.
South African Breweries has already established a position in
beer production; the Protea Hotel chain, in tourisn and South
African Airways has established a presence in Tanzania's |ong
under-served transportation sector with a joint-venture
airline called Alliance. Since Alliance is principally a South
African enterprise, the unions representing the enpl oyees of
Air Tanzani a made an effort, ultimtely unsuccessful, to stop
it.

During 1994, $52 mllion in South African inports entered
Tanzani a via |l egal recorded channels, accounting for four
percent of total inports. Both these figures are likely to
grow rapidly. In part, this is due to the fact that a nunber
of major nmultinationals are now entering the Tanzani an econony
via their South African subsidiaries. The new newspaper, The
East African, has called this whose process "the South
Africani zati on of the Tanzani an econony."?

2 Quoted in Economist Intelligence Unit, Tanzania Country

Report, No. 3, 1995 (London, 1995).
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The second source of investnment plays on fears about
Kenyan dom nance in the econony that remain quite vivid
despite the many years that have el apsed since the breakup of
the East African Community. Agricultural buying and processing
firms are noving in such as the Dorman Conpany and Tayl or
W nch. Dornman has just opened a small and highly efficient
coffee curing plant in Moshi, in direct conpetition with an
agi ng parastatal plant, the Tanzania Coffee Curing Conpany
(TCCCO). The personnel director of the latter told us that he
and others attended the opening of the Dorman plant and felt
as if "we were celebrating the dem se of our jobs."” The Dorman
factory has already |ured away key enpl oyees fromthe TCCCO
and has also hired a nunmber of its retirees.

The Asian factor weaves its way in and out of foreign
i nvestnent in Tanzania. Miuch of Kenyan investnent, for
exanpl e, may be perceived to be Asian, such as Kenya Trust
Bank. India has al so become a major inporter of Tanzani an
cashews, operating principally through |ocal Asian buyers. But
| ndian activity in the cashew sector has been problematic. In
order to subsidize its own | abor-intensive cashew- processing
i ndustry, India pays Tanzani an producers a 20 percent price
differential over the price at which |ocal processors can be
internationally conpetitive. This has caused a nunber of | ocal
processing plants to close, thereby causing serious
unenpl oyment problenms in the cashew i ndustry.

In short, both South African and Kenyan groups may be
seen as |urching ahead, while indigenous Tanzanian firms | ag
way behind. Hence, many of the points nade in the previous
section about the Asian business community also hold for
foreign capital interested in Tanzania. Foreign investors nay
begin to encounter simlar attitudes of suspicion and m strust
and, hence, confront the same difficulties in doing business
in the country as the Asians have.

Formal Versus Informal Sector Enterprise

The political role of Tanzani an business is further
limted by other inportant aspects of diversity. One has to do
with the division between the formal and informal, or
parallel, sectors. Liberalization of the econony has made this
di vision even nore salient than it was in the past. The exact
di stinction between formal and informal enterprise has been
t he subject of nuch acadenm c discussion but precise
definitions of the difference remain elusive. In general,
formal enterprises can be said to be those that operate within
the framework |aid down by the governnent. They obtain
licenses, maintain relatively systematic records of their
transactions and pay (sonme) taxes. Formal sector enterprises
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may be | arge or small dependi ng upon their econom c activity
but all operate under the penunbra of governnental supervision
and oversight. Informal enterprises are those that operate
outside this penunbra and generally do not deal with the

gover nnment bureaucracy on matters such as licensing or the tax
system they are typically small scale and their record
keeping is at best desultory. One working definition of
informal sector enterprises is that they are businesses

wi t hout fixed walls.

Formal and i nformal busi nesses have very different
political agendas. Formal enterprises have nmuch greater
interest in inproving the quality of government which,
officially, they pay for through their taxes. They look to
governnment, for exanple, for the inprovenent of physical
infrastructure and they are nore dependent upon gover nnment
services including publicly provided "utilities" such as
water, electricity and postal and tel ephone. Formal sector
entrepreneurs also have a stake in inprovenent of the judicial
system especially as regards its capacity to protect property
rights in productive assets, adjudicate business disputes and
enforce contracts.

| nformal sector enterprises tend to be nore indifferent
to these considerations. Informal entrepreneurs tend to be
nore concerned with the prospect of governnent as a
potentially negative constraint on their activity, as when
gover nment bureaucracies seek to enforce |icensing
requi renents, collect taxes, inmpose |abor regul ations or
i npl ement environnental and zoning restrictions. The politics
of the informal sector are, therefore, strikingly different.
One of our respondents suggested that the urban, informal
sector petty traders provide nuch of the social energy and
dynam sm for the opposition parties and, indeed, informal
sector entrepreneurs are those who pack opposition rallies.
These sane entrepreneurs, however, do not provide financial
support for the opposition parties.

This is not at all surprising. Many of the street
traders have noved into Tanzania's larger cities as a result
of regional disparities in the Tanzani an econony, consider
t hensel ves outside the opportunity structure of the formal
econony, and they have, in fact, been harassed by the
gover nment .

Finally, the size of the informal sector is a
controversial issue. But what is clear is that, depending upon
one's definition, it could easily rival or surpass the formal
sector in scale. If all activities outside governnent al
regul ati ons are included, such as cross-border smnuggling of
m nerals and agricultural comodities, the drug trade and
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unreported earnings fromlabor mgration, then the infornal
sector GDP is in all probability considerably greater than
that of formal sector gross donestic product (GDP). This fact
makes it extrenely difficult to estimte Tanzania's actual GDP
and its real GDP per capita. One econom st, who has been a

|l ong time observer of the Tanzani an econony, estinmates the
real size of this econony as being at | east twi ce as great as
the official figures suggest. He places the real growth rate
of the Tanzani an econonmy at over 6 percent per annum

The Gender Gap

Anot her critical division within the Tanzani an busi ness
community has to do with gender. Business enterprise in
Tanzani a exhibits a glass ceiling that has inmposed the nost
form dable barriers to upward nobility by women. Business
enterprises of alnmost any scale, whether in trade,
mer chandi si ng or manufacturing are owned and/ or managed al nost
exclusively by male Tanzani ans. Wbnen entrepreneurs are to be
found al nost exclusively in small scale, informal sector
enterprises, both manufacturing and retailing. Although sone
wormren own nmanufacturing firnms enploying up to thirty
enpl oyees, this is considered very rare and fenal e-owned firnms
of a dozen or |ess enployees are nore conmon. One respondent
claimed that wonmen's participation in business nust be
regarded al nost entirely as a "survival strategy” in the
difficult econom c circunstances that have come about during
economic reform And within a context in which all Tanzani an-
owned enterprises suffer froma credit constraint, female-
owned firms appear to suffer froma worse one.

The gl ass ceiling extends to government enpl oynent
itself. Tanzani an wonen are woefully under-represented in the
cabi net and the National Assenbly. Although the Tanzani an
governnment has undertaken sonme prograns to benefit female-
owned busi nesses, and indeed has a Mnistry that houses
wonmen's affairs, it turned out that its prograns were al nost
all funded by donors. When donor funds that finance projects
t hat benefit wonen stop, the governnent's prograns stop as
wel | . When wonen are enployed by governnent, it is al nost
exclusively in relatively low|evel secretarial or technical
positions while upper |evel nmanagerial and adm nistrative
positions are held predomnantly by males. It is not
surprising that two of the nobst professional, conpetent and
content wonmen we nmet work for a foreign nulti-national bank
whi ch val ued, encouraged, and protected their talents. Wnen
al so suggest that the government has done al nobst nothing to
st op sexual harassnent in the workpl ace.

Though there are grow ng signs of a fem nist
consci ousness in Tanzania, the governnment seens to have
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remai ned | argely oblivious to gender inequality in the society
and to the possibility that state policy could play a
constructive role in aneliorating it. Male and femal e
Tanzani ans thus have occasion to view the state through
entirely different prisms. For Tanzani an nal es, the Tanzani an
state has been a silent partner in the econom c supremacy of
their gender and there is little indication, if any, that the
enmergence of conpetitive party politics has altered that
reality. For Tanzanian femal es, the Tanzani an state has been a
tacit participant in an all-pervasive system of inequality and
subordi nation. Males have little interest in policy reform as
regards the gender issue; fenmales, a fundanental one.

Busi ness and Denobcracy in Tanzani a
"No bourgeois, no denocracy." -- Barrington Moore, Jr.

Barrington Moore's fanpus dictum that business
entrepreneurs have historically proven to be the forenost
chanpi ons of denocratic institutions grew out of the case
studies in his classic book.*® More believed that where the
busi ness community was econonmically strong and i ndependent of
the state, it played an essential -- indeed determ native --
role in the growth of constitutional government,
representative institutions and the enmergence of an
i ndependent judiciary able to protect the political and
property rights of individual citizens and groups. The
principle of "no taxation wi thout representati on” was one that
the Anerican revolutionaries had borrowed fromthe British
ari stocracy's successful struggle for parlianmentary governnent
during the 17th and 18th centuri es.

In Moore's view, a contenporary devel oping country woul d
ideally resenble England during the formative stages of its
transformation froman agrarian to an industrial society.
Here, a portion of the |anded aristocracy which had enmerged as
a nascent nercantile bourgeoisie chanpi oned denpcratic
institutions in order to limt the nonarchy's power to
interfere with profits fromthe highly lucrative wool trade.
Qut of the collision between an absol ute nonarchy and ri sing
bour geoi si e whose econonmi c interests required a grow ng
measure of participation and representation in the public
policy process, there grew a powerful tradition of limted
parlianmentary government.

% Barrington Moore, Jr., Social Oigins of Denpcracy and

Dictatorship: Lord and Peasant in the Making of the Mbdern

World (Boston: Beacon Press, 1966).
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Tanzani a, however, has always had a cl oser resenbl ance to
France than to England. In the French case, the bourgeoisie
was not able to function as a chanpion of parlianentary
governnment. Instead, the absolutist state was successful in
i Nposi ng severe constraints on nmenbers of the aristocracy who
aspired to become a nascent bourgeoisie. Because the
bour geoi sie was snmall and dependent upon the throne for
political protection and economc privilege, the
commerci al i zation of the countryside occurred in such a way as
to reinforce the system of absolute authority. Constitutiona
denocracy, when it did energe, remai ned an unstable and highly
intermttent form of governnent.®

As a result of the weakness of the commercial classes,
France's econom c devel opnment was stunted. It remained a
primarily peasant-based, agricultural country until well into
the nineteenth century. Its industrial revolution occurred
only a century after that in Britain and even then was heavily
dependent upon state intervention.

Until very recently, the Tanzani an busi ness comrunity has
been in a political position very simlar to that of early
France. Business entrepreneurs did not have the autonony to
sustain a denocratizing nomentum |ndeed, Tanzani an busi ness
has been so dependent upon the state that it has not been
anmong the | eading forces of either the denocratic or economc
revolutions. Its internal divisions continue to make on-going
political weakness a possibility.

But the potential for a denocratic role by the business
community may be increasing. Two vitally inportant changes
have taken place in the |last few years. The first is the
dem se of ol der business enterprises; that is, the SOE sector
and those private conglonerates that so closely resenbled it.
The second is the deep fiscal crisis of the Tanzani an state,
caused principally by falling revenue coll ections on inport
duties. By November 1995, sonme key ministries were being
al l ocated only 10-15 percent of their original budget
esti mates.

These changes have created an inplicit negotiation that
coul d produce an increased political role for the business

3 It is worth recalling that the First French Republic
| asted only 7 years (1792-1799) and the Second French Republic
only four (1848-1852). Thus, in the 63 years followng the
revol ution of 1789, there were only 11 years of constitutional
denocrati c government.

%2 Business Tines (Dar es Sal aam), Novenber 17-23, 1995.
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community and a strengthening of certain inportant political
rights. The negotiation itself would be a straightforward one.
The governnment urgently needs revenue to pay the salaries of
civil servants, to maintain its army, and to operate essenti al
services. The business community, especially the nmercantile
sector, is fully prepared to pay taxes of various Kkinds,

i ncluding custonms, but its interests lie in obtaining certain
i nportant guarantees in return. These include nore secure
rights in productive property, guarantees of mnority
protection, and a variety of |egal safeguards including the
elimnation of repressive laws that could be used against the
busi ness community, as well as the elim nation of corruption
as a necessity of doing business.

The taxes-for-reforns bargaining process could constitute
t he begi nning of an endogenous denocratic pattern. If it takes
pl ace, Tanzania will bear a closer resenblance to post-
medi eval England than to pre-revolutionary France. There are
certain striking resenblances. Among themis the fact that the
British nmerchant class that negotiated a denocratic bargain
with the nonarchy was culturally different fromthe mpjority
in British society. After the 11th century, the British
ari stocracy had been predom nantly French, not Angl o- Saxon;
and spoke a | anguage that was principally Latino-French, not a
vernacul ar Saxon | anguage.

Per haps nost striking, though, is the fact that enduring
denocraci es have rarely been built by novenents inspired by
denocratic values in the abstract. They have cone about as a
result of the fact that rising economc interests had to
institutionalize certain economc rights. In the course of
doi ng so, they laid the foundation of denocratic institutions.

% Anpng these woul d be the Deportation Ordinance (anended
1991), the Expulsion of Undersirables Ordinance and the
Econonmi ¢ and Organi zed Control Act of 1984.
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VI. The Political Economy of Business Diversity

This section places the issue of diversity in the business
conmmunity into the |arger macro political econony in which it
is enmbedded. First, we will examne a triple-edged political
busi ness cycle. Next we will sketch out an entrepreneur's
paradox that exists in transitional capitalist econom es. The
synergy between these two |leads to a "hollowing out" of the
reformeffort. The hollow ng out of reformis not the major
and formal reversal of key elenents of the reforms, but rather
their slow emascul ation via the political allocation of scarce
resources, policy exenptions and changes, outright corruption,
and the slow and uneven inplenentation of key reforms, all in
ways that are inimcal to sustaining and deepening the reform
process. The rhetoric of reformremains, largely for the often
gullible ears of the major external actors, but the result is
a set of ritual dances of reformdriven by the defense of core
political interests, intensified by sensitivity to a perceived
| oss of sovereignty fromwhat is often seen as a neocol oni al
process by the I M, the World Bank, and the "donor" countries.

The extent of this problemcan be illustrated by pointing
to the decline of the overall macroeconom c situation,
especially exanples such as: the major revenue crisis that
has led to the recent creation of the Tanzani a Revenue
Aut hority, especially the Investnent Pronotion Center tax
exenption and custons stories; the slow pace of privatization;
the inconplete |liberalization of agricultural marketing; and,
nmost vividly illum nating, the failing attenpt to restructure
t he National Bank of Comrerce (NBC).

The resulting emascul ation of the reformeffort further
weakens the state capacity necessary to make the "orthodox
paradox” -- the need to use a relatively strong state to
manage the process of liberalizing a heavily statist econony -
- work effectively. Having done this, we will sketch two
"ideal type" scenarios for the next government and a conti nuum
of possibilities in between them Lastly, we will conment on
t he process of denocratization and its inmpact on econom c
reformand diversity in the business conmunity.

This anal ysis nakes a distinction between the two Ma nyi
governnments. Mumnyi | is the period of quite inpressive reform
that enmerged in Tanzani a between 1985 and 1990; Mam nyi |1, on
t he other hand, constitutes a period of stalled and
emascul ated ref orm between roughly 1990 and the el ections of
November 1995.

The Political Business Cycle
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The Tanzani an reform process has been affected by a
triple-edged political business cycle: [1] the nornal
weakeni ng of reformthat cones as a governnent approaches an
election, [2] the political rot that emerges froma | ame duck
governnment whose ultimate commtnment to reformis already
weak, and [3] a type of reformfatigue that is particular to
t he Tanzani an case, having to do with the ideological limts
of reformin the absence of a powerful new vision to undergird
sustained reformefforts.

The first and second edges of the political business
cycle result in a seriously deteriorating macroecononi c
situation, acconpanied and, in large part, caused by a
spreadi ng cancer of corruption driven by crony forns of
capitalism and the third edge is a reaction to the first two
and sets limts to reformthat are subtle but difficult to
over cone.

The | ate 1960s and the decade of the 1970s were
characterized by a state that was both "hard" and "soft."
Under Nyerere Tanzani a had "hard" or decisive, conmtted, and
legitimate | eadership with a powerful vision of change and the
capacity to make mmj or policy decisions and begin to inplenent
them at the sane tine the state apparatus was "soft" in that
its adm nistrative capabilities were quite weak with a huge
gap between intent and inplenmentation. By the early 1980s, the
eventual result of the attenpt to inplenment Nyerere's vision
of African socialismwas a severe and nulti-faceted econonic
crisis.

The maj or econom c reforns that came under the first
Mm nyi governnment resulted fromthe synergy between the
severity of the economc crisis, accunul ated externa
pressure, and a few brave voices of reforminside the country,
|argely in technocratic pockets of the governnent and from
econom sts at the University of Dar es Salaam It was a
reactive response to crisis, not one of a strongly commtted
| eadership that attenpted to articulate a new vision of change
to replace the African socialist one. The state apparatus
remai ned soft, but it was not yet nmssively corrupt or
seriously denoralized--itself an unusual |egacy for an African
governnment in the early 1980s and largely attributable to
Nyerere's long rule and influence.

During the roughly two and a half years that the |ate
Ki ghoma Ali Malinma was finance mnister frommd-1992 until
his forced renoval in late 1994, the situation deteriorated as
at amazing rate. This rot or "hollow ng out” process was
propell ed by the three edges of a political business cycle and
t he synergi es between them
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The first is the electoral one. Once el ections | oonmed on
the horizon, the political logics of protecting the CCM s
ability to stay in power encouraged the political allocation
of resources, renting-seeking opportunities, policy changes,
and lubrication and protection of key patron-client
rel ati onshi ps that enhance the party's ability to survive in a
new nmul ti-party situation. These processes were intensified by
the jockeying for power and position within the party,
especially regardi ng who woul d be parlianentary and
presi dential candi dates. Resources were needed for these
efforts as well. These endeavors weakened the overal
macr oeconom ¢ situation, particularly in ternms of the nobney
supply, budget deficits, and the collection of state as
opposed to personal revenue.

The second edge of the political business cycle has to do
with the [ ame duck status of the Mam nyi governnment itself.
Once it becanme clear that MsM nyi was not going to be able to
serve for another term his political agenda and the agendas
of the people around him becane reduced to a single anmbition -
- getting as nuch as possi ble before the general election
woul d usher in a new reginme. This involved pervasive |evels of
corruption in high and I ow places and created a clinmate of
corruption and cynicismin |large sections of the civil
service, reinforced by the economi c pain of the economc
reforms, the erosion of salaries, and declining norale. All of
this further weakened the revenue base and the overal
macr oeconom ¢ situation. It also entailed the stalling or
harassnent of efforts to reformkey sites of revenue | eakage
in the system at the NBC and custons in particular.

The third edge of the political business cycle is an
i deol ogi cal one having to do with unease about the nature of
the refornms and the abandonment of the socialist vision and
the material interests it protected, especially in the state
itself. In a process simlar to that which took place in
Senegal, the old party barons who clung to Nyerere's sociali st
vision -- one so |long supported by donor |argesse. They had
hunkered down during the reform onslaught of Mmnyi | but
began in MM nyi Il to chip away at the ideational environnent
of the refornms by stressing the negative costs of the new form
of political econony conpared not to the slowy fading
menories of the terrible years of the early 1980s but rather
to the ideal vision that Nyerere had attenpted to inplenment
and still hankered after.

For over twenty years, Nyerere worked hard to inplant
this vision, its antipathy for private wealth and
entrepreneurial activity, especially foreign and "stranger"”
types, and the belief that the state was the proper vehicle
for planning and achi eving humane and equitabl e devel opnment.
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It stressed that capitalismand markets brought exploitation,
i nequality, and corruption. Nyerere and many of the ol der
party barons sinply did not believe that the new econon c
reforms would work in the Ionger run. This w stful hankering
after the old vision was made possible by the belief that its
problens were "just" a matter of poor inplenmentation, adverse
external conditions, and the connivance of external actors.

What is striking about this wistful mnd set is its
anbi val ence. Many people we tal ked to agreed that econom c
changes had to be nade yet at the sane tine they were
unwilling to admt that Nyerere's vision was wong. The
continued reverence for the man is strong and arresti ng and
enhances his role in attacking the market refornms and the
corruption they all egedly produce.

This is striking testanent to the normative power of
Nyerere's socialist vision as reinforced by the education of a
generation of key people in its ideals. This education was
al so done in Swahili which dimnished the contact of |arge
nunbers of people with other realities in the outside word,
especially given the government's control over the nedia.

Reaching this point in the ideological political business
cycl e was made possible by the fact that no counter capitali st
vi sion of devel opment was provided by the Mam nyi governnment.
Doing so is in fact very difficult, but especially in Tanzania
given its particular history and the fact that Mmnyi really
did not want to provide one, nuch | ess know how to. The
econom c reforns were reactive not proactive. This worsened
once it becanme clear that the expectations about what the
reforms woul d achi eve were not going to be achieved in
reality. This was intensified by donor country projections
about what could and would be achieved within a specified tinme
frame, what has been called el sewhere the "fault of analytic
hurry" inherent in neocl assical approaches to economc reform
They quite sinply oversold the program

Finally, this ideological political business cycle was
intensified by Nyerere's decision to severely attack the
governnment of his own party for its corruption and abandonnent
of old ideals in the face of external pressure. In turn, this
fed sensitivities about the | oss of sovereignty and control
over the country's destiny which resonate through the
political elite and all reaches of the state apparatus.
Nyerere's activities culmnated in his very direct role in the
sel ection of the CCM s presidential candidate and his eventual
deci sion to canpaign for that candidate and the party's
parlianmentary candi dates while attacking corruption allegedly
brought on by capitalist market refornms and the efforts to
dismantl e the parastatal sector.
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These efforts have been reflected in popular attitudes
towards corruption and the role of Asian and other econom c
m norities and multinational corporations by references to
"techni cal know who" instead of technical know- how AlIl of
this helps to hollow out the refornms and nake it nore
difficult to get them back on track. W despread popul ar
cynicism especially in urban areas, has been reinforced by a
much freer press, especially the exuberant nuckraki ng Swahi |
press.

The Entrepreneur’'s Paradox

It is difficult for business to exist in such a climte,
and busi ness people face a powerful paradox. They need and
want predictability and the elimnation (or at | east
weakeni ng) of political control over the econony that econom c
i beralization would bring; yet they know that in order to
survive in a climte that is not yet fully liberalized and in
whi ch economic restructuring is still at a very enbryonic
stage they nust play the political games of connections and
corruption that are necessary for their survival

This was a problem for entrepreneurs in the rise of
capitalismand rul e-based econom es in Western Europe in the
ei ghteenth and nineteenth centuries (and is obviously never
fully elimnated anywhere), just as it is a problemin the
contenporary era in transitional econom es whether it be in
East Asia, Latin Anmerica or Central Europe. The transition
fromcrony to rul e-based capitalism has al ways been a
difficult one; it is particularly difficult in Tanzania. This
does and will continue to hold true for energing indigenous
entrepreneurs in both the formal and informal sectors.

Thi s paradox was driven home vividly by a story recounted
to us by Tanzani an and Asi an busi ness partners who drew up a
set of policy recommendati ons for inproving the business
climte which they wanted to submt to the Mnistry of
Fi nance. The official they approached would not even take the
docunments fromthe businessnmen until offered a nonetary
i nducenent to do so; "what is in it for nme?" he asked. A key
| egacy of the failed socialist experinent is that the
entrepreneurial class is very small (the Wrld Bank's "m ssing
m ddl e") and what existed was given little chance to organize,
conpounded by the fact that the Asian business community was
so insular given its precarious history. This fact will also
sl ow the devel opnment of well institutionalized opposition
parties and the ability of parlianment to effectively supervise
government policy and perfornmance
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This is a particular problem for Tanzani a because nobst of
its private sector is Asian and Arab or popul ated by
mul ti national corporations, but particularly the Asians
because they have | earned best how to exist in this
envi ronnent, and they understood the refornms and how best to
t ake advantage of them This accounts for what m ght at first
bl ush seem odd -- the strong financial support by many Asi ans
for the CCMin the elections.

Many of the Asians in Tanzania are nmenbers of an
i nternational econom c diaspora which has sites of trade and
producti on around the world. Corruption for econom c
production, profit, and survival is not a culturally inherent
phenonmenon as many Tanzani ans seem to believe but usually the
result of a particular business environnent and the habits
that it breeds over tinme. This is especially true in a climte
where confiscation and harassnent of one sort or another has
been a real factor in each of the |ast three decades in
Tanzania. The fact that it is not an inherent characteristic
is denmonstrated by the fact that Asians with di aspora business
sites operate quite nicely by taking |egal advantage of
econom ¢ niches in devel oped industrial econom es. Under those
conditions they thrive as well.

This point will hold for nultinational corporations that
are now noving into the Tanzani an econonmy as a result of
i beralization and privatization. They too will have to find

ways to operate effectively in this highly political and
deeply corrupted business climte. Miltinational corporations
may face an additional source of difficulty in that they wll
find it hard to defend at honme the sorts of business practices
required to produce and nake a profit here.

Hol | owi ng Qut of the Reforns

The key point here is that there is a synergy between the
three edges of the political business cycle and the
entrepreneur's paradox. The result is the increasing
corruption and macroeconom ¢ ni smanagenment that has
characterized MM nyi |1 and the consequent holl owi ng out of
much of the reform process, although not yet the fornmal
reversal of any part of it. Emascul ation of the reform process
is the consequence nonetheless. In addition, it is entirely
possi bl e that accunul ated resentnment nmay once agai n pose
difficulties for an increasingly diverse business community
with the reemergence of a vigorous indigenization debate and
its unpredictabl e outcone.

One of the nost vividly illustrative exanpl es of
emascul ated reform and the ritual dances of the reform process
is the attenpt to restructure the NBC The illiquidity of the
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NBC is both a maj or cause and exanple of the illiquidity in

t he econony which is doing so nuch to hanper refornms and sl ow
growt h beyond what it m ght be otherw se. Resistance to its
reform has been powerful because it is at the core of the
crony capitalismand statismthat have taken hold of Tanzani a-
-the political allocation of scarce resources and the absence
of any underlying will or capacity to assess risk or collect
funds due it. In short, the NBC becane a crony political bank
t hat hovers over the econony |like a dark, dangerous cloud; it
is essentially bankrupt.

The NBC is the bl oated amal gamati on of nine banks, with
far nore enpl oyees, branches, and subsidiaries than it needs.
An early exanmple of its pervasive m snmanagenent is that none
of the branches were cl osed upon amal gamati on, hence the odd
sight of small urban centers having several NBC branches,
often close to each other. The NBC has 80 percent of the
country's deposits and accounts for about 75 percent of the
| oans, of which 85 percent are non-performng in one fashion
or another. It has been the mmj or avenue of funneling state
revenue to prop up the statist econony and the crony
capitalismand outright fraud that energed under the econom c
refornmns.

As one vivid exanple of the problenms on the statist side,
the Tanzania Electricity Supply Conpany is one of the bank's
| argest custoners, and it makes very little effort to coll ect
the revenue owed it, seeking additional NBC | oans instead. The
NBC al so becane the center of many creative enmbezzl ement and
di version schenes. Political lending is a way of life now. In
this sense, the NBC has becone the nost vivid exanmple of the
wor st of both crony statism and crony capitalism

As part of the Tanzania's reform process, the Wirld Bank
set out to stabilize and restructure this crucial behenoth as
part of the 1991 financial sector reformeffort, especially
under the Financial Institutions Devel opnent Program Many
studi es were conducted and recommendati ons made to the
governnment--all of which were ignored. Finally, the Wrld Bank
insisted on placing a three-person expatriate teamin the bank
to carry out a vigorous restructuring effort. As part of the
ritual dances of reformthe Mm nyi government agreed to a
maj or restructuring package in August 1995 and to the presence
of the expatriate team Sonme |oans were witten off, others
wer e refinanced using special bonds, while the governnent
i njected new cash.

The expatriate team has nmet systematic resistance,
despite the valiant efforts of a nunber of Tanzani an bank
officials, and conme under very heavy political pressure. The
| egal mani pul ati on of the | aw has been used to prevent
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transform ng the bank into a rul e-bound and productive
financial institution. A pre-existing |abor agreenent is being
used to prevent mmjor restructuring. Wthin the |ast week, the
expatriate team has been attacked by the arnmy for wanting to
cl ose a branch it uses and the head of the team has been
personal |y attacked in the press under the guise of the m suse
of telephone privileges. The entire restructuring effort is
now i n j eopardy despite government rhetoric that it is
committed to the reforns.

Two Scenari os

The reform of the Tanzani an econony is at a cruci al
turning point after five years of reformfollowed by five
years of rot and hollowing out. In our interview ng, two
"ideal type" scenarios energed as to what the new Mapa
governnment m ght do. What happens over the next several years
will certainly fall sonewhere between these two end points of
a refornmnon-reformconti nuum W will briefly sketch the two
scenarios as a way of highlighting some of the indicators that
one m ght want to watch for:

[ 1] Reinvigorated Reform This scenario hinges on an
assessnent of Mkapa and the people around him Driven by the
terrible realities of the current economc crisis, Mapa is
seen as an i ndependent | eader, one not tied to Nyerere, who
has the strength and will to relaunch the reformeffort by
t aki ng sone very tough decisions early on and nmaking sure that
they are carefully inplemented. It is believed that he wll
surround hinmself with younger nore talented people, ones |ess
bound to old ways and ideas--both socialist and crony

capitalist--and that he will be able to stop the corruption
and work well with the M-, the World Bank, and the donor
countries. The latter will have to provide sufficient and
timely support as well as initial understanding of the very
difficult situation he will face. Equally inmportant, it is
believed that he will be able to provide a new vision of where

Tanzania i s going that encourages voluntary conpliance with
the difficult reforns and restores some of the norale and
rectitude to the civil service. The presence of opposition in
the National Assenbly is seen as providing Mcapa with a watch
dog on corruption and sone policy input as well. Such an

out come could have a quite propitious inpact on an
increasingly diverse and vi gorous business conmunity.

[2] Stalled Reform This scenario paints a very
different picture of the next governnent. It sees Mapa as
bei ng honest and well neaning, but too tied to Nyerere and
ot her barons of the party to be decisive in choosing a capable
cabi net, taking tough decisions quickly, working closely with
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t he Fund, Bank and donors, much | ess being able to provide
strong, visible |l eadership and a vision of sonme formof a new
capitalist future. It sees the rot and holl owi ng out of Ma nyi
Il as too systematic and too far gone to be controlled by a
wel | neani ng but weak government faced with new opposition and
an increasing fractious, if victorious, CCM one badly

tarni shed by its manipul ation of the electoral process. The

new opposition in the National Assenbly is not likely to be
wel | organi zed enough to be nore than, as one of our
respondents put, "a few buzzing nosquitos” seeking out

corruption, much less strongly commtted to tough econom c
reforms and able to keep the Mkapa governnment's feet to the
fire. Early signs of continued hollow ng out are seen to
reinforce the very real reformfatigue that also seens to
exi st on the side of the donors, leading to a continuation of
the wi thhol ding of maj or support, no new I MF agreenent, hence
no Paris or London Club reschedulings, and dim nished Worl d
Bank support. Such an outcone could prove to be dangerous for
the increasingly diverse business community and revive old

t ensi ons and passions.

The actual outcome will obviously be some m x of these
two i deal type scenarios, but at the same, tinme tend to | ean
towards one or the other. There is nothing to nmake either one
of these scenarios inevitable; politics after all often
provi des amazi ng surprises. Who woul d have believed that the
radi cal populist Jerry Rawings in Ghana would be the father
of the |l ongest running and nost successful econom c reform
effort in Africa or that Yoweri Miseveni would be able to put
Hunpty Dunpty back together again in Uganda. The |atter was
t he person nost frequently referred to by the Tanzani ans we
interviewed as the type of vigorous |eadership that the
country needs at this point. Miuseveni has not, however, nobved
toward full multiparty denocracy nor have the donors been
overly aggressive in pushing himin that direction, just as
they were quite gentle with Raw i ngs before him This brings
us to the issue of denmocratization and its relationship to
econom c reform

Denocracy and Econom ¢ Reformin Tanzani a

As his governnment has conme to a delayed and tarnished
end, President Mwinyi, the architect of Tanzania's inpressive
early econom ¢ reforns and the god father of their serious
emascul ati on, nmade sone |nterest|ng comments on this issue.
According to The Guardian, he "criticized foreign efforts to
repl ace soci al i st - oriented regimes in devel oping countries
with Western denocracy after the fall of communismin the
former [S]oviet [Union... Such efforts were strongly exerted
to install |eadership that woul d snmoot hly serve foreign
interests, explaining that devel opi ng countries have bowed to
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such efforts because of poverty." Mwmnyi said, "This is
injustice and hel pl essness. It is painful but we have not hing
to do." He made the point that denmocracy in devel oping
countries should be allowed to take an evol utionary course as
has been the case with Western nations.®* One coul d take these
statenments as an indication that the ideol ogi cal business
cycles is indeed com ng back around again.

There is now quite an extensive acadenm c literature on
the relationship between econom c and political |iberalization
in Africa and el sewhere in the "devel opi ng" world. The mgj or
i ndustrial denocracies have been pushing a new post-Cold War
vi sion which argues for sinultaneous efforts at econon c
reform and denocratization on the grounds that the two will
reinforce each other. This remains a hotly contested
assertion, however

What, if anything, can the recent elections suggest to us
about this relationship in Tanzania? They indicate that for
the nonment at |east the relationship between the two is
anmbi guous and tenuous at best. The Mm nyi econom c reforns
were not in thenselves major policy issues in the elections.
The governnment did not run on the basis of its refornms nor did
t he opposition nmake them a major issue, aside from sone
attacks on corruption and privatization. In fact, discussion
of policy issues was striking by its absence fromthe
canpai gns.

In this sense, neither of two contendi ng maj or views of
the relationship has been validated by this election. The
first is that economc winners will organize to defend their
new found well being, while |losers will stormthe denocratic
barri cades to tear down oppressive externally-inposed econom c
reforms. Both sides nmerely made vague populi st appeal s about
i nproving the well being of the people. Clearly it was
difficult for one nmajor set of winners fromthe reforms--the
Asian community at large--to actively organize to support the
reforms. It is difficult and probably dangerous for themto do
so in a major and public way. As indicated above, however,
they did apparently provide major resources to CCM candi dat es,
willingly or not. It is inpossible to tell which Mwm nyi
government such contributions were neant to protect, possibly,
given their entrepreneurs paradox, both Mam nyis! The
opposition parties are certainly not yet well organized or
coherent; party institutionalization is a |long term process.
Nyerere correctly but self-servingly called them"i mmture."

34 "Mmv nyi criticizes replacement of socialism with
west ern denocracies,"” The Guardian (Dar es Salaam, no. 306,
Novenmber 18, 1995, p. 1.
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W Il the opposition nenbers in parlianent work to
strengt hen or weaken the econom c reform process? They wll
probably do neither, although they may beconme a force for nore
transparency and accountability by focusing on corruption, as
they did in the canpaigns. This assunes, of course, that they
do not allow thensel ves to be bought off or otherw se
silenced. Gven its performance during the elections, it is
i ndeed possible that the new government will use | egal
maneuvers to keep the opposition as quiescent as possible.

The existing literature does, however, caution us about

reading too nmuch into "founding elections;"” second elections
have been nmuch nore revealing about the relationship between
econom ¢ and political liberalization. The next election in

Zanbia, for exanple, is very likely to be much nore of a
ref erendum on econom c reformthat the one which renoved
Kennet h Kaunda from power.

The Western vision does have a certain pollyannish
quality to it, however. One long tine astute observer of
Tanzani a has nmade an assessnment that is an appropriate endi ng
for this report:

The vision of econonm es operating with undistorted
commodity markets and freely flowing capital, wth
just social policies which deliver social services
in an equitable manner, officiated over by a nulti-
party political system innocent of corruption and
pure of purpose is an attractive Utopia, but it is
not particularly realistic. The lack of realism
shows itself in the oscillations of donor concerns--
t he enmphasis on the market followed by shock at the
i nequalities the market generates, the adul ation of
private business and the enbarrassnent at the
processes whereby classes energe at the early stages
of capitalismand endorsenment of nulti-party
politics and surprise that party politics is about
the sectional conpetition for spoils.®

If it is nothing else, the new Western vision is certainly
ahi storical; hence, donors nust be careful about how it is
appl i ed.

%  PBrian Van Arkadie, "Economc Strategy and Structura
Adj ustnment in Tanzania," paper for a World Bank conference on
"Governance and  Successf ul Adj ust ment , " Private Sector

Devel opment Department, World Bank, November 9-11, 1994.
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Appendi x |I. Inplications for Donors

There follows a specific |ist of reconmmendations. These
recomendati ons flow fromand are based upon the analysis in
the report.

FI RST, stay the course. USAID s | everage and donor influence
nore generally, have been the critical factors in bringing
Tanzania to this point. One critical observation, made at
several points in this report, is that Tanzania' s econom ¢ and
political reform processes are not yet endogenously driven.
Unl i ke Ghana, for exanple, the Governnment of Tanzania has not
been active in designing or initiating refornms. Its political

| eaders do not appear to be "invested" in the form agenda but,
rat her, appear to regard reform as sonething that nust be done
to receive foreign assistance. Wthout continuing external
(donor) pressure, the reform process m ght stall or even
suffer reversals.

Ef fecti ve donor surveillance is, therefore, inperative if any
of the follow ng recomendations are to be effective. It would
be preferable if the nmonitoring effort could be coordinated
with other donors. Enhanced donor surveillance would have the
added advant age of strengthening the hand of reform m nded
menbers of the Tanzani an governnment in that it would give them
sonething to point to in their efforts to inmprove the policy
envi ronment .

Donors shoul d be prepared for unevenness in the reform
process. Progress toward nulti-party denocracy and progress in
econom c |liberalization do not nove forward snmoothly. They can
occur in fits and starts; there may be periods of stagnation
in the reformeffort; and sonetinmes, a country may appear to
be nmovi ng backward rather than forward. |ndeed, the concl uding
section of this report, "The Political Economy of Tanzani an
Busi ness”, seeks to show that sone backsliding is to be

antici pated when national elections are approaching.

The nost inportant consideration at this juncture in
Tanzania's politico-econonmc history is to be a player. Wile
USAI D financing could well be increased or decreased in
response to favorable or unfavorable performance in the reform
efforts, it is of utnmost inportance that donor pressure for

ref orm be maintai ned.

SECOND, find ways to boost the revenue coll ection process by
finding strategic points of convergence between the Interests
of governnent and those of the business conmunity and find
ways to facilitate an interaction over those convergences.
This report identifies one broad area of convergence. The
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Tanzani an government is desperately starved for revenue. It
urgently needs the funds to pay its army, police, and civil
servants, to operate its schools and hospitals, and to up-
grade its bureaucracy and court system Menbers of the

busi ness community are perfectly prepared to pay taxes. In
fact, many nmenbers of the business community clainmed to us
that they would prefer to pay revenue rather than bribes. But
they would like a revenue systemthat is fair, reasonable,
uniformy enforced and that does not discrimnate between
sectors. (Manufacturers do not want a taxation systemthat

pl aces them at a di sadvantage in conparison to inporters and
vice versa.) Mire inportantly, businesses want a gover nment
that is nore representative (of their interests), limted (in
its ability to behave arbitrarily against individuals or their
property), accountable (to those whose industries,

pl antations, hotels, and m nes generate enpl oynent) and

pr edi ct abl e.

There presently exists an inplicit negotiation between the
governnment and the business sector. The question is howto
facilitate a real negotiation. Informal |obbying? A business
forunf? Conferences and retreats? Tri-partite panels consisting
of busi ness, governnent and donor agenci es? Perhaps sone
training efforts that will educate segnents of the business
conmuni ty about American-style strategies such as the
formation of political |obbies and political action

comm ttees.

The issue of nodality is one that needs further exploration.
But the substantive content of the negotiation, taxes for
reforms, is in place. Thus, there is a real potential for the
reform process in Tanzania to be driven forward by a
negoti ati on between the governnent and the business comunity.

It is inperative that the governnent not be able to evade its
reformresponsibilities by substituting donor financial
support for internally generated revenues. To see that this
evasi on does not occur, USAID (and other donors) should, anong
ot her things, condition financial assistance upon inproved
revenue coll ections. Donor financial assistance, in other

wor ds, should becone the functional equival ent of the

"mat chi ng funds" requirenent inposed by nmany phil ant hropic
organi zations. For each additional percent of inprovenent in
the ratio of revenues owed to revenues coll ected, donor

assi stance could be increased by a certain fractional anount.

Thi s approach would have two additional benefits. First, it
woul d put the donor community squarely behind the anti-
corruption efforts of the present governnent. Since the
governnment's revenue difficulties are rooted squarely in the
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probl em of corruption, inprovenents in revenue coll ections
woul d be concrete evidence that the new governnent's stated
intention to reduce corruption was bearing fruit.

Second, it offers an inproved prospect of maintaining united
ranks within the donor community. It is readily apparent that
sonme donors are reluctant to set strict conditions their
financial assistance to Tanzania. Part of this reluctance
could have to do with their unwillingness to place financial
assi stance on an all or nothing basis. Aid that is carefully
calibrated to specific inprovenents m ght by-pass this
difficulty.

THI RD, find ways to support and strengthen the busi ness
community in a neutral nmanner. If this report has one single
message, It is that the business community of Tanzania is the
key to the country's econom c and political future. One of the
many paradoxes in Tanzania has to do with the wi de gap between
the way in which many Tanzani ans vi ew busi ness and the way in
whi ch the business comunity views itself. Numerous Tanzani ans
bel i eve that the business sector "controls" the governnent,

t hrough bri bery and personal connections. Mst business people
feel that have no influence at all and that they nmust take the
political systemas a given. The latter is closer to the
truth.

The business sector, though it is daily becom ng nore dynamn c
and robust, can still benefit from external interventions. One
is already in place. Tanzani an busi ness entrepreneurs know
that the various AID m ssions, USAID especially, exercise a
monitoring function over the behavior of the Tanzani an
governnment. This nmonitoring, plus AID conditionality, is
vitally inportant in providing business a protective shield.
Wt hout the presence of the aid community, Tanzani an busi ness
woul d feel even | ess secure and nore exposed to the
possibility of arbitrary governnmental action.

FOURTH, find adnm nistrative ways to strengthen Tanzania's
revenue collecting system Tanzania's revenue difficulties are
partly the result of systemic difficulties such as corruption.
For the tinme being, these problens may be difficult to change.
But the revenue problemis also the result of a revenue-
col l ecting apparatus that dates back to colonial tinmes. To
wal k into a governnment office where revenues are actually
collected is not to be surprised that so little revenue is
coll ected, but to be surprised that any revenue is collected
at all! Files are often strewn about and |lying on the floor or
in piles on desks; there is alnobst no conputerization; records
keeping is by ancient |edgers; working space is congested;
lines are I ong and sl ow novi ng.
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Moder ni zing a bureaucracy is intrinsically a pieceneal task.
But given the severity of Tanzania's revenue difficulties,
this process mght well begin with the Tanzani a Revenue

Aut hority and other points in the system where taxes are

col | ect ed.

Potentially inportant sources of tax revenue seemto us to be
ei ther un-tapped or inadequately tapped. One is property
taxes. The dangers of over-taxation of fixed assets aside, for
the nonment, creating an admnistrative systemthat wll

coll ect property taxes in a tinely, efficient and objective
manner i s daunting enterprise. In Tanzania that enterprise
woul d begin with inprovenent of the system of |and registry.
One reason, anong many, why Tanzani a does such a poor job of
collecting taxes is that the governnent has virtually no way
to create, track and keep records of the taxable assets in the
country, land anong them

In nost counties in the United States, the functions of |and
registration and property tax collection are normally conbi ned
in a single agency for obvious reasons. It is admnistratively
easi er for the agency responsible for recording |and (and real
property) transactions to be responsible for sending out the
bills and collecting the taxes on those transacti ons.

Ot herwi se the possibilities of an information di s-connect are
too great.

I n Tanzania, there is a vast area of inmprovenment with respect
to the land registries. Everything is needed. Conputerization
i ncluding inter-connectedness; system nmet hodol ogy; staff
training;, better nmethods of linking title recording and tax
billing (and collection).

FI FTH, find ways to strengthen the autonony of basic financial

sector institutions. Strengthening the autononmy of the
financial sector is one of the nost powerful signals that a
government i s serious about creating an econoni c environnent
favorabl e to business. The first concrete step in this
direction is the political independence of the central bank,
Bank of Tanzani a. The appointment of the Director of Bank of
Tanzani a nust, insofar as possible, be imunized from
political considerations.

At a minimum the appointnment of the Director of the Bank of
Tanzani a cannot be a purely presidential appointnent and the
termof office of the director nust be different than the
country's electoral cycle. The appoi ntnment could be by a
national board with representatives of governnent (including
opposition | eaders), business, |abor, and agriculture.
Alternately, the appointnment could be by presidential
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nom nation froma |list submtted by the national board, the
president's nom nee to be subject to parliamentary approval.

This report has also called attention to the extrene
difficulty of reform ng the governnment-owned conmmercial bank

t he National Bank of Commrerce. The very idea of a governnment-
owned commerci al bank is thus open to the nost serious
guestion. State ownership of banking institutions m ght have a
certain logic in a socialist econonmy in which the nost

i nportant industrial enterprises are owned by the state. Its
justification in a market-based econom ¢ system where private
banking is already well established is another thing

al t oget her.

Privatization of the National Bank of Comerce deserves the
ut nost consideration. If current reformefforts fail,
privatization my be both politically and econom cally
essenti al .

Fi ndi ng ways to enhance the political autonony of financial
sector institutions would strengthen the political influence
of reform m nded nmenbers of the Tanzani an government. In
governnment's such as Tanzania's, where reformis politically
difficult, the nost effective political strategy for reforners
is to have the governnment's hands tied. This is the reform
equi val ent of "stop me before I kill again.”

SI XTH, find ways to strengthen Tanzania's (commercial) |aw
systemand its judicial institutions to enforce i1t. Tanzani an
busi ness operates in a difficult, high risk environnent. A
significant part of that risk is that the inadequacy of the

| egal system Basic business |aws including contracts,

i nvestor protections and guar antees, sharehol der rights and
privileges, fiduciary obligations, etc... should be reviewed
and up-dat ed.

Once draft |egislation has been prepared, the statutes
essential for a country involved in global trade and seeking

to attract international capital will need to be passed by the
Tanzani an parliament. That is a political matter that wll
rest on the reform st will of the incom ng adm nistration. But

it begins as a technical process of carefully review ng
exi sting |legislation and preparing appropriate revisions.

This process should be done in cooperation with the business
conmmunity, both national and nmulti-national. Investors are the
best detectives as to which |egislation m ght well be repeal ed
or nodified, and in pointing to specific areas where new

| egi sl ati on woul d be hel pful.

85



Appendi x Il1. A Note on Method

The core nethodology of this study was to create a
profile of the business community by using the answers to
broad and fairly open-ended questions. The researchers
conducted nunerous interviews with nmenbers of the Tanzani an
busi ness community. (See Appendix Il. List of Interviews).
Typically, each interview began with a fairly broad statenent
of the purpose of the research -- "USAID has asked us to
create a profile of the Tanzani an busi ness comunity." -- and
t hen nmoved to an open question: "How would you descri be the
nature of the Tanzani an busi ness community? What are its
principal features?" "How is this community changi ng and what
are its principal problens?"

Qut of the answers to these questions, we gradually
constructed a portrait of the principal lines of diversity in
Tanzani an busi ness. Because of the nature of the study, we had
initially suspected that the racial issue (Asian vs.
| ndi genous Tanzani an busi ness) m ght |oomlarge in
respondents' comments. For one or two respondents, it did. But
for the vast mpjority, it did not. We had al so thought that
t he division between manufacturing and tradi ng woul d assune
great significance. And for many respondents, it did. But
ot hers persuaded us that the real key to understandi ng
Tanzani an busi ness was to capture the difference between the
old and the new, between businesses that survived in the past
t hrough their close political connections to the old regine
and busi nesses that are able to survive in a conpetitive,
gl obal l'y open tradi ng environnent.

Qut of all our interviews, we therefore devel oped a
profile of Tanzani an business that consisted of a series of
econom cally and politically consequential divisions. These
consisted of the following. (1) Od vs. New Business
Enterprises; (2) Trading vs. Manufacturing; (3) Asian vs.
| ndi genous Enterprise; (4) Miultinational vs. National
Enterprise; and (5) Formal vs. Informal Sector Enterprise.

A critically inmportant issue, one that remains to be
expl ored much nore fully, is that of the gender gap in
Tanzani an busi ness. As the study notes, alnost any productive
busi ness of any scale, whether in the formal or informal
sector, is male-owned and managed. Males are also nunerically
dom nant in trading enterprises of all scales, both formal and
informal . Al t hough women do own sone relatively large firns
enpl oying up to thirty persons, these are in fact very rare,
i ndeed exceptional. The vast mpjority of femal e-owned
busi nesses are small in scale, enploying few workers, and
appear to be principally in the nature of survival activities
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in rapidly changing economc mlieu. This was not an aspect
of our study to which we could devote nearly enough attenti on.
It deserves nore.

87



Appendi x I11: List of Interviews

Shabir Abji, Director, New Africa Hotel

Edson Ambi ndwi | e, Chief Liquorer and Auctioneer, Tanzani a
Cof f ee Boar d

Brian van Arkadi e, Econom st, Dar es Sal aam

Joel Barkan, Election Observer, Dar es Sal aam

Paul Bundi ck, The Business Centre

Si mon Cai nk, Executive Director, Standard & Chartered Bank
G. M Chamungwana, Chairman, First Adili Bank

Clive S. Gay, Institute Fellow, Harvard Institute for
| nt er nati onal Devel opnent

Abdul Haji, Chairman, CMC Land Rover (T), Ltd.

Moi ez Hal ari, Mabi bo Enterprises

Saf dar Hanmeer, Owner, Jannmohaned's, Dar es Sal aam

M. Sangito Kaaya, Coffee Farmer, Mleru District

Hatim A. Karinjee, Managing Director, Karinjee Jivanjee Ltd.
Al Nur Kassam Vi ce Chancell or, Sokoine University

M. Yalinde A Katunzi, Assistant Conm sioner, Custons
Depart nent

Benedetta Killian, Tanzani an graduate student, UCLA

Andr ew Ki ondo, Departnent of Political Science, University of
Dar es Sal aam

Zenoul Ladha, Director General, Ladha Industries (T), Ltd.

Anna M Lyabandi, Manager of d obal Products, Standard &
Chartered Bank

Africanus T. Maenda, Executive Director, The Associ ati on of
Tanzani a Enpl oyers

M. Mat hew Mangi, Director of Operations, Tanganyi ka Farnmers’
Associ ati on
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Henry C. Mbano, Personnel & Adm nistrative Manager, The
Tanganyi ka Coffee Curing Co. Ltd.

Rashi di Mouguni, Business Care Services

J. Craig McAllister, Chief Operating Oficer, National Bank of
Commer ce

Dr. Ruth Meena, Departnent of Political Science, University of
Dar es Sal aam

Charles M shetto, Export Manager, The Tanganyi ka Coffee Curing
Co.

Harry Memn, USAID, Dar es Sal aam

Dr. Rogate Mshana, Denobcracy and Human Ri ghts Unit,
Evangel i cal Lut heran Church of Tanzani a

M. E. R K. Mhiu, Managing Director, Tanganyi ka Farmers'’
Associ ati on

Ms. BEdwin Mei, Coffee Farner, Arusha

M. Alois C. Mowa, Chief Consultant, Parastatal Sector Reform
Conmmi ssi on

Rwekaza Miukandal a, Chair, Departnent of Political Science,
Uni versity of Dar es Sal aam

Davi d Mwai bul a, President, Tanzani a Chanmber of Commerce,
| ndustry and Agriculture

Job V. Mwmanmbuma, Organization of Tanzania Trade Unions
Raphael Mwanukondo, Mabi bo Enterprises

Shansa Mwangunga, Senior Consul tant, Business Care Services
Lucas Moshi, Coffee Farmer, Komnbo

Bruno J. Mpangal a, Secretary General, Organization of Tanzania
Trade Uni ons

Shansa S. Mwmangunga, Seni or Consultant, Business Care Services

F. S. ole Ndukai, Acting Chief Engineer, The Tanganyi ka Cof f ee
Curing Co. Ltd.

John Ngare, Coffee Farnmer, Konbo

89



Dani el Ngowi , Economc O ficer, USAID, Dar es Sal aam

Syl vanus Nnunduma, Assistant to Managi ng Director, Tanganyika
Farnmers' Associ ation

Jeetu C. Patel, Chairman, Noble Azania Investnents Limted
Ni na Pendaeli, Legal Officer, Standard & Chartered Bank
St ef ano Ponte, Research Student, University of East Anglia
Aliraza Rawj i, Computer Sales & Services
Ki twana Saidi, Taxi Driver, Dar es Sal aam
Edward K. Sanda, Managi ng Director, Tanzani a Coffee Board
Robert Satchwell, General Manager, Equity I nvestnent
Managenent

Limted

Hati bu K. Senkoro, General Manager, Tanzani a Devel opnment
Fi nance Conpany Limted

Edmund Soka, Konmbo Primary Cooperative Society
Jim Stone, Food Aid officer, USAID

Haji R Suweid, Public Relations Oficer, Tanganyi ka Farners
Associ ati on

Col. Anatoli A. Tarino, Regional Comm ssioner, Lindi
Thomas Tengg, Project O ficer, USAID
Tony Thonpson, Operations O ficer, Wrld Bank

Prof essor Samuel Wangwe, Executive O ficer, Econom c and
Soci al Research Foundati on

Dr. Edie B. WIlson, Managing Director, EB WI son Managenent
Consul tants
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