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PREFACE

The Letter of Development Policy of 29 October 1986 calls for the
preparation of an assessment of the parastatal sector which, along with
other studies, should help greatly both in clarifying the future role and
responsibilities of the public sector and in ensuring that thRse responsi-
bilities are carried out more efficiently than in the past." This study
constitutes the first major step toward achieving these ends. Its prin-
cipal objectives were to develop a clear picture of the sector, how it
performs and interacts with the rest of the economy, a diagnosis of the
causes for its poor performance and a set of recommendations to improve the
situation. In large part, the recommendations aim to initiate a process
that will produce and implement a Parastatal Recovery Program that is con-
sistent with and complementary to the Economic Recovery Program.

The study was undertaken by a team of experts and consultantsl/
from the World Bank and the University of Dar Es Salaam with substantial
assistance from the Ministry of Finance. The field work was undertaken in
April, 1987 and a first draft of the report was revised after discussions
with collaborators in Dar in October 1987.

This report is divided into an executive summiary, three chapters
and a series of Appendixes. Chapter 1 describes the parastatal sector and
assesses its performance. Chapter 2 investigates the reasons for the poor
performance observed, focusing on those factors that are amenable to im-
provement through policy changes. Chapter 3 reviews past recommendations
and efforts at reforming the parastatal sector and proposes steps to be
taken from this point forward. The appendixes, among other things, present
more detailed pictures of the parastatal sector, its economic and financial
performance, employment and compensation practices and the institutional
framework that manages and supervises the sector.

1/ Ronald G. Ridker, team leader, Sunita Kikeri, Russell Muir, John
Nellis, Joseph Semboja and Mary Shirley.
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EXECUTIVE SUMMARY

In recent years the Tanzanian Government has become increasingly
concerned about the poor performance of the parastatal sector. This
concern has been expressed in the Hamad Commission report of 1983 which
identified gross inefficiencies and recommended remedies; the Annual
Reports of the Tanzania Audit Corporation which have grown increasingly
vociferous about the inadequacies of parastatal financial accounts and
performance; a speech by President Mwinyi in November, 1985, which warned
parastatals that they must get their financial affairs in order within the
next two years or face serious disciplinary action; a 1987 report to
Cabinet by the Presidential Implementation Team (formed in 1984 to
implement the recommendations of the Hamad Co"ission); and the Nsekela
Commission report of 1987 which was concerned vith remuneration of public
sector employees, parastatal performance and related institutional issues.

These expressions of concern are totally appropriate. While the
parastatal sector has succeeded, at least partially, in accomplishing what
was hoped for it at the time of the Arusha Declaration in 1967, it often
did so only at high cost or at the expense of other goals. The
nationalizations of the late sixties freed the country from dependence on
foreign private investors; but the operation of the sector has resulted in
increased dependence on foreign banks and aid donors and equal or greater
dependence on imports (relative to GDP and to exports). An industrial base
was established more rapidly than the private sector would have done; but
after an initial spurt of growth, the pace of overall development has been
very disappointing despite heavy investments. Indeed, growth in GDP per
capita in constant prices has been negative during most years after 1976.
Gross fixed capital formation and domestic savings as percentages of GDP
have both declined, in large part (though not exclusively) as a consequence
of parastatal performance. The composition of output has not improved.
While substantial employment was generated, a class of indigenous managers
and executives created and a variety of social services provided, the
opportunity cost of doing so in this way was very high. And most
important, far too many parastatals have been grossly inefficient in the
sense that they have used more resources than they have produced for most
of their lives. In the past, much of this inefficiency was hidden by the
explicit or implicit subsidies and protection parastatal received. But
with the discontinuance of subsidies, devaluation, tight budget and credit
ceilings and reduced protection from foreign competition (because of the
export retention and own import schemes), these inefficiencies have become
more obvious and difficult to ignore.

Until recently, efforts to correct these problems have focused on
strengthening Government supervision and control. In the late 60's the
Government established SCOPO, the Tanzanian Audit Corporation and sector
holding companies with powers to advise, request reports, and sanction or
otherwise intervene in a variety of parastatal decisions. In 1974 the post
of Commissioner for Public Investment was established and combined with the
functions of the Treasury Registrar, and in 1975 and again in 1983 the
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p,wers of this office were expanded. As a result of the Hamad Commission
report, the all-purpose crop authorities were replaced by cooperatives and
marketing boards, several parastatals were closed down or merged into other
agencies, rules governing membership on boards of directors were changed, a
large-scele effort to reduce public sector employment was undertaken and a
series of programs initiated to reduce waste and increase cost-conscious-
ness. The impact of all these efforts has be relatively small, in part
because they have not gone far enough and in part because they have failed
to attack more fundamental problems such as lack of competition and
inadequate managerial accountability and autonomy.

With the introduction of the Economic Recovery Program (ERP) in
1986, this situation began to change. By devaluing the shilling, raising
interest rates, strictly limiting access to funding through the budget and
credit institutions, introducing the export retention and own-funded import
schemes, eliminating many price controls and lifting restrictions on trade
and transport of related commodities, this program has placed the
parastatals under considerable pressure to improve performance.
Parastatals that can adapt to the new situation by improving internal
efficiency or by shifting, for example, from lines heavily dependent on
imports to export oriented activities, will prosper; those that cannot will
be hurt with less prospect of being bailed out.

While the ERP addresses some of the fundamental causes of
parastatals' poor performance, it fails to address others and does not take
into account special problems that parastatals face just because of the
ERP. Increased financial pressure on parastatals to improve performance is
not always translated into increased pressure on managers and senior staff.
Even where it is. these individuals cannot respond properly if they are
impeded by red tape, absence of technical knowledge, lack of resources or
overwhelmingly large debt service obligations (made worse in some cases by
recent devaluations). At a minimum, therefore, the following additional
issues must be addressed to develop a complete program for parastatal
reform.

(1) Absence of overall stratest and clarity on Roals. Tanzania
has no up-to-date statement of general principles that can serve as a guide
to parastatal operations and decision-making; nor is there good coordina-
tion between national goals and plans and parastatal goals and plans. The
consequence is lack of clarity about performance criteria which allows poor
commercial performance to be excused, ad hoc decisions of doubtful national
benefit that are difficult to argue against, requests that parastatals
perform functions they are not equipped to undertake, and expectations on
the part of managers that their company will be bailed out rather than be
allowed to go bankrupt if they fail to perform and that their job is rela-
tively secure regardless of the fortunes of the company.

To correct this problem the report recommends the appointment of a
committee or task force to clearly lay out the criteria by which parastatal
performance is to be judged, specify and explain the policies to be applied
to the sector (and where necess&ry to individual parastatals) and lay this
out in a comprehensive public policy statement. A considerable amoant of
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rethinking has already taken place (see first section of Chapter Three);
what is necessary now is to codify these materials and fill in gaps.
Examples of such statements developed for this purpose by other countries
are included in Appendix E. It is also recommended that the President
issue a statement announcing the appointment of this task force, indicating
in general terms the new policies to be develced, announcing a serics of
interim measures to apply until the policy statement is issued and period-
ically reinforcing the new set of expectations (for example, that bailouts
should not be expected).

(2) Excessive number of parastatals given the availability of
resources and managerial capacity. Tanzania has more parastatals than many
much larger countries with greater administrative and managerial talents at
their disposal. Most parastatals are underfunded--noncommercial parasta-
tals because of a tendency to spread scarce budgetary resources evenly and
commercial parastatals because of a failure to generate sufficient internal
funds--and high quality managers and staff of both parastatals and super-
visory bodies are overloaded. The consequence is that no agency, whether
of high priority or not, is fully capable of getting on with its job.

The only remedy for this situation is to reduce the size of the
parastatal sector and concentrate the resources and managerial talent saved
on those parastatals that remain. To accomplish this, the report recom-
mends that parastatals be classified into four groups and special programs
be established for each.

First, noncommercial parastatals should be separated out and sub-
jected to special review to determine whether their continued existence is
still warranted: whether their functions are still needed and if so could
be served better in other ways, for example by existing Governmental
departments or private voluntary agencies. Those which are to remain
parastatals should then be administered separately from commercial
parastatals. Second, it is recommended that commercial parastatals be
subdivided into those that must be maintained in public hands and made to
work effectively, those that no longer have any rationale and are to be
divested and the remainder that should be allowed to fend for themselves,
prospering or failing without special help or intervention.

Commercial parastatals to be maintained would work out with
Government a plan or agreement that in the initial year would include
equipment rehabilitation and financial restructuring if necessary and on an
annual basis would include cost minimization targets, pricing formulas and
investment plans. Such plans could have significant budgetary implications
which need to be taken into account in forward budgetary exercises. For
this reason, but also because the Government's ability to adequately
develop and administer such plans is limited, the number of such
agreements, and hence the number of firms in this category, must be
strictly limited. Accordingly, this categor.' is likely to include firms
typically considered public utilities or natural monopolies that must be
regulated in any case, plus financial institutions, but few if any others.



Parastatals to be divested would include those which no longer
serve any useful purpose, which are clearly not capable of becoming
economically viable in a reasonable period of time or which the Government
decides it no longer wishes to manage itself. If a parastatal fiti one of
these criteria, a plan for phasing it out and redeploying its useful assets
would be worked out. It may also be necessary in some cases to develop a
transition assistance program for labourers laid off in the process. Some
candidates for this category could equally well be placed in the next
category and allowed to fend for themselves; the choice should be made on
pragmatic and political grounds, keeping in mind the benefits of rapid
disposal of clear-cut cases.

All other commercial parastatals would be allowed to fend for
themselves without preferential treatment but with greater freedom to re-
spond to competition and, if they find it useful, form joint ventures or
enter into management contracts. Some may warrant temporary assistance to
overcome past problems. Since Government resources available for such
assistance are extremely limited, the report recommends the establishment
of a fund from which awards would be made on a competitive basis to a
limited number of firms best able to demonstrate their capacity to become
economically viable if this assistance is provided. This is meant as an
interim measure tG assist with transition problems; on a more regular basis
the banking system should be prepared to play this role.

(3) Weak ComPetitive Pressures and Discriminatory Treatment.
Parastatals have been protected from domestic competition by enjoying
exclusive rights to operate in certain fields and from international com-
petition by the import licensing and foreign exchange allocatiin system.
They have also enjoyed preferential treatment over the private sector, for
example, in the allocation of credit and foreign exchange at low, official
prices, in access to foreign technical assistance and capital, and in will-
ingness to tolerate arrears in payment of bills and debt service. The
consequence has been an absence of pressure for high-quality performance.

At the same time, parastatals also have major disadvantages in
facing competition. Appointment procedures sometimes result in weak boards
and managerial teams; wage and compensation policies make it difficult to
compete with the private sector for high-calibre, skilled personnel;
parastatals are sometimes expected to perform services that are not in
their best commercial interest; and they are saddled with problems from the
past, including failure to develop the necessary skills to compete,
managers with a civil service rather than an entrepreneurial mentality,
and large foreign debts which now, because of devaluation, have become
excessively burdensome.

A variety of measures are required to ccrrect these problems.
Among the more important are measures that impose greater financial
discipline (by, for example, forcing the settlement or renegotiation of
payment arrears and then, after a grace period, declaring any firm in
arrears to be ineligible for credit or budgetary support regardless of
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priority) that make it clear that commercial parastatals are not required
to perform social services unless these services are specifically
contracted and raid for, and that eliminate all artificial barriers to
entry into commercial activities.

(4) Absence of a regulatory system that rewards and punishes on
the basis of performance. In the private sector, the fortunes of senior
managers are relatively closely linked to those of the company. In the
public sector, where this linkage is much weaker, some administrative
mechanism of rewards and punishments on the basis of performance must be
substituted to force managers to be equally aggressive in seeking maximum
profits. The present regulatory system does not accomplish this. To the
extent it rewards and punishes managers at all, it is more for compliance
with regulations and procedures than for commercial results. The report
recommends inclusion of an incentive scheme in each contract plan
negotiated with parastatals, performAnce to be judged by an expert
coumittee. For the bulk of parastatals that do not have contract plans, a
more general procedure is recommended.

(5) Absence of an Authority to Implement Structural ChanRes.
Present institutional arrangements include numerous agencies with
overlapping responsibilities and no one with clear authority to implement
changes in the system. To force this system to change, authority must be
shifted upwards and downwards--upwards towards a central agency with the
power to deve'op, implement and enforce a new set of policies and downward
towards parastatal managers who, just because they have more authority can
be held more accountable for results. The report recommends the
establishment of a small agency headed by someone with the rank of Minister
or Principal Secretary with the authority to develop and implement--or
assign responsibility to other agencies to implement--the policy changes
recommended. This agency, which to be effective may have to report
directly to the President, should be considered temporary, operating only
until the sector has been restructured and the line ministries' capacity to
properly manage and supervise parastatals has been strengthened. The
report also recommends a reduction in the number of ministries, holding
companies and special agencies involved in parastatal affairs as the size
of the perastatal sector is reduced and an increase in the freedom of
managers and boards to establish independent policies for their
parastatals, to be accomplished by shifting from reliance on uniform
regulations to reliance on guidelines and negotiated arrangements.
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CHAPTER ONE

HISTORY. DESCRIPTION AND PERFORMANCE

1.01 The Tanzanian Government has become increasingly concerned about
the performance of its parastatal sector and has taken a number of steps to
deal with the situation. Wbile these steps have yielded some promising
results, more stringent measures are needed and are being considered. The
goal of this report is to assist with these deliberations by reviewing the
problems of the sector and their causes, what the Government has done so
far, how effective and appropriate these measures have been, and what else
needs to be done to complete the process. The focus is on the overall
policy environment within which parastatals operate rather than on indi-
vidual institutions.l/

1.02 Parastatals, as the term is used in Tanzania, include commercial
enterprises in which the Government owns 50 percent or more of the shares
plus regulatory bodies, marketing boards, holding companies and noncom-
mercial agencies such as educational and research institutions set up
under one of several acts of Parliament. These acts include the Companies
Ordinance (Cap.212) which authorizes the establishment of limited liability
companies for commercial purposes (most parastatals were established under
tLis act); the Public Corporations Act, 1969 (which empowers the President
to directly establish public corporations); the District Corporations Act,
1973 (corporations involved in trade and promotion of economic development
at the district level); The Corporation Sole Act, 1975 (which established
the Dar es Salaam Water Corporation Sole plus twc other organizations that
are semi-autonomous and semi-commercial departments of sector ministries);
and specific acts of Parliament (which established the Tanzania Harbours
Authority, the Tanzania Railways Corporation, Air Tanzania, the National
Urban Water Authority and the marketing boards).

1.03 This report is primarily concerned with commercial parastatals,
those expected to generate a surplus through the sale (to the public or
private sector) of the goods or services they produce. It will, however,
review and comment on non-commercial parastatals as appropriate. Many of
the comments and recommendations made about commercial parastatals will
apply to other categories of organizations that operate within a similar
policy and regulicory environment, for example, enterprises in which the
Government has a minority but still a controlling interest and coop-
eratives, which are considered part of the private sector but which
receive, at times, preferential treatment from the Government (e.g., in the
allocation of credit, donor finances, vehicles and equipment).

11 More detailed studies of parastatals in specific sectors are available
in other World Bank reports. Most noteworthy, are Chapter III and
Annex 3 of Tanzania: Agricultural Sector ReDort, 1983, and Appendix B
of Tanzania: An Agenda for Industrial Recovers, 1986.
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Evolution of Parastatal Sector

1.04 Up to the time of independence in 1961, the economic development
that occurred in Tanganyika was largely the result of private initiative.
The colonial Government provided administrative services and infra-
structure, assisted some enterprises by purchasing minority shares and
established crop marketing boards for major crops such as cotton, coffee
and sisal. It had majority shareholdings in only three enterprises, a
diamond mine, a salt mine and a meat packing plant. These shares were held
by the Treasury Registrar, an office established in 1959 to manage the
Government's portfolio. For the most part, the Government kept out of all
management decisions and did little to regulate or even monitor the activ-
ities of these enterprises.

1.05 With some modifications, this pattern continued until 1967. A
number of additional parastatals were established, among them the National
Housing Corporation, the National Insurance Corporation, the National
Development Corporation (originally the Tanganyika Development Corpora-
tion), a holding company to manage and promote the further development of
state-owned enterprises, plus several additional marketing boards and
financial and banking institutions. In 1966, there were about 43 para-
statals; more than 2/3 of their assets were in the electricity and mining
sectors, only 10 percent was in manufacturing and the remainder were spread
over other sectors--corstruction, tourism, agriculture, commerce and
finance. But overall the Government vas optimistic about its ability to
attract foreign investors and donors and assumed that "the main thrust in
industrial investment was to come from private investment" with the public
sector 'filling gaps left by private investmentso.2/ To encourage private
investors the Government inzroduced a number of incentives, for example,
accelerated depreciation allowances, tariff protection and guarantees of
profit repatriation. And the First Five Year Plan (1964-69), while
adopting an ambitious public investment program, nevertheless assumed a
private investment share of 75 percent in the industrial sector.

1.06 By the mid 60'., however, the Government had become disillusioned
with reliance on private investment. The inflow of private capital from
abroad was far less than expected and what little there was continued to go
into traditional areas rather than broadening and diversifying the indus-
trial base. At the same time, the political and social philosophy of the
mid 60's called for independence, self-reliance and greater emphasis on
social objectives such as employment generation and rural-urban equality;

2/ Figures from W. Edmund Clark, Socialist Development and Public
Investment in Tanzania. 1964-73, University of Toronto Press, 1978.
Quotes from the First Five Year Plan and a policy statement by then-
President Nyerere introducing the Second Five Year Development Plan
(1969-1974) included in J. V. Mwapachu, Manaxement of Public
Enterorises in Developing Countries, Oxford & IBH Publishing Co, New
Delhi, 1983, p.12.



while the economic philosophy of the time called for the use of public
ownership and central planning and control as the principal instruments to
achieve these objectives. This philosophy was spelled out in the Arusha
Declaration of February, 1967 which called for public ownership of all
important economic activities. The goal of this new policy was to gain
control of the economy so that it could be mobilized to serve a number of
socioeconomic objectives, namelyt

-- to promote self-reliance;

-- to force the pace of economic development by mobilizing and
generating surpluses for investment that might otherwise be
used for consumption or leave the country;

-- to change the pattern of development, placing more emphasis on
rural and agricultural development and production to meet
basic needs;

-- to distribute the fruits of development more equitably by
increasing productivity, employment and the standards of
living of the masses, concentrating on the production of basic
needs and eliminating profiteering and exploitation; and

- to accomplish these ends efficiently, that is, at minimum cost
to the economy.

Other routes to controlling the ecor-my--reliance on regulation of the
private sector and public investment alongside private investments--were
generally rejected, the first, apparently, because of doubts about the
ability of the Government to regulate the private (often foreign-owned)
sector and the second because of shortages of skilled manpow-er and capital
which, in the view of planners at the time, placed a premium on avoidance
of duplication.

1.07 The call in the Arusha Declaration for greater emphasis on rur.'
development and agriculture was not implemented during this period.
Instead, the Second Five Year Plan (1969-74) continued the emphasis on
industrial development--in contrast to the First FYP, however, the public
sector was to account for 88 percent of total investment--and the Third FYP
(1974-79) adopted what was called The Basic Industrial Strategy. The goals
of this strategy were to reduce external dependence by import substitution,
give industry priority over other sectors and, in particular, promote
capital and consumer goods industries. In effect, this policy meant con-
tinued large public investments in the manufacturing sector from the mid-
609 through most of the 709.

1.08 The result of the Arusha Declaration was rapid proliferation of
public sector organizations and assets. The number of parastatals increased
from about 43 in 1966 to 73 by the end of 1967, 380 in 1979 and over 410 at
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the present time. Between 1964 and 1971, parastatal assets grew 5.5 times.
About 30 percent of this increase occurred through nationalizations, most
of which took place in 1967 and 1968. Forty percent of the assets acquired
in this way were in the commercial sector (most involving the acquisition
of real estate), 36 percent were in the manufacturing sector and the
remainder were split roughly equally between agriculture and finance. The
remaining 70 percent of the increase in parastatal assets during this
1967-71 period involved an actual increase in capacity, half because of the
establishment of new firms and half because of the expansion of existing
firms. Of the assets created by investing in new firms, half went into
manufacturing, a quarter into transport (most of which went to develop the
Zambian corridor in the wake of the Unilateral Declaration of Independence
by the white controlled Government of Rhodesia in 1965) and 13 percent to
tourism. Expansion of existing capacity occurred mostly in manufacturing,
electricity, commerce and construction.31

1.09 Since 1971 parastatal growth has been much slower. Little was
left to nationalize, fewer joint ventures were established and domestic and
foreign savings became increasingly difficult to mobilize. A larger
fraction of parastatals established after this period were holding com-
panies, regulatory bodies, non-commercial organizations (such as educa-
tional and health related agencies) and regionally oriented enterprises
(regional transport companies, regional trading companies and district
development corporations), most of which are quite small. While no compre-
hensive estimates on growth in assets could be found for this later period,
this picture is consistent with time series data indicating a fairly steady
decline in parastatal fixed capital formation--in constant price shillings,
as a percent of GDP and as a percent of total investment--from 1971 through
1985 (see Figures 1 and 2).4/ It is also consistent with information on
parastatal assets in the manufacturing sector that indicates a dramatic
slowdown in the rate of increase from the early 70s to the early 80s, a
slowdown that would be even more dramatic if the figures had controlled for
inflation over this time period.5/

31 See Clark, op. cit.

41 See note to Figures 1.1 and 1.2.

5/ Parastatal fixed assets in the manufacturing sector increased from sh
21 million in 1964 to sh. 971 million in 1971, according to Clark
(p.103), and to sh. 2,85.1 million in 1979 and sh. 3,278.4 million by
1981, according to unpublished data from the Bureau of Statistics
presented in World Bank, Tanzania: An Agenda for Industrial Recovery,
Vol. II, p.119. This implies an annual percent change (and absolute
change) in the period 1964-71 of 73 percent (sh. 136 mill.), in 1971-79
of 15 percent (sh. 252 mill.) and in 1979-81 of 5 percent (sh. 146
mill.). Considering inflation rates during this period, parastatal
fixed assets in manufacturing in constant prices may actually have
decreased in the last few years.
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1.10 This growth of the public sector was accompanied by the introduc-
tion of a host of complex economic regulations and controls. The most
important were central control of investments, administrative allocation of
foreign exchange, imports and credit, price and wage controls, and
'confinementu--the assignment of exclusive rights to perform certain
economic activities to various public sector enterprises. The prolifera-
tion of such controls and confinement policies, many of which resulted in
preferential treatment for public enterprises, has no doubt adversely
affected the private business climate. While comprehensive figures are not
available before 1971, private investment appears to have been low from the
mid 60s to the mid 70s. Thereafter, however, it appears to have increased
(see Figures 1.1 and 1.2 and Appendix Table A4.1). It is not clear why this
might be the case. One explanation is that by the mid 70s parallel (un-
regulated) markets had developed to the point where private investment once
again became profitable, despite limited access to foreign exchange and
credit at low official prices. Another is that these figures are misleading
since the cost of private investment has been rising more rapidly than that
of public investment (since private firms deal to a greater extent in
parallel, uncontrolled, markets and parastatals more at official prices
which have been rising less rapidly); if both could be deflated by more
appropriate price indices, the picture might be quite different.

Principal Characteristics

1.11 The net result of these developments is a very large, diverse and
complex parastatal sector. Only in countries as large as Brazil (six times
the population and 50 times the GDP of Tanzania) and Mexico (3.6 times the
population and 35 times the GDP) does one find more than 425 parastatals.
Pardstatal value added as a percent of GDP, which rose from about 2 percent
in 1964 to 7 percent in 1967 and 9 percent in 1972 (or 12 percent of
monetary GDP), now stands at about 13 percent.6/ This figure is about
average for a sample of 34 developing countries that includes Zambia,
Nicai-agua, Egypt, Venezuela and Tunisia but is 3 points above average if
these special cases are excluded.7/ The share of nonagricultural wage
employment by nonfinancial parastatals was 32 percent in 1978; only Zambia
and Benin in a worldwide sample of 34 countries have higher percentages.8/

6/ Data differ substantially depending on source. The figures for 1964-72
come from Clark, op. cit. p.63. The latest figure (for 1984) is
computed from the Ministry of Finance and Economic Planning, The
Economic Survey. 1985. A study by L. A. Msambichaka, S.M.H. Rugumisa
and J.J. Semboja, The Role of the Public Sector in Development-
-Tanzania, Economic Research Bureau, University of Dar es Salaam, June,
1985, places this figure at 19 to 20 percent of monetary GDP for the
years 1972 to 1979 and 25 percent in 1980

71 Mary M. Shirley, "Managing State-Owned Enterprises", World Bank Staff
Working Papers, Number 577, p.95. These cases are special because of
publicly owned copper and oil companies that dominate these economies.

S/ Employment by all parastatals as a percentage of total wage employment
was estimated at 1.4 percent in 1964, 7.5 percent in 1967, 18.3 percent
in 1972 and now stands as about 24 percent.



Fixed capital formation by Tanzanian parastatals accounted for 50 percent
of total investment in the early 70's and 35 percent in the early 80's,
compared to a weighted average of 11 percent for industrial countries and
27 percent for developing countries.9/

1.12 Parastatals are even more important in some sectors. More than a
third of parastatal assets are concentrated in the energy and minerals
sector, slightly less than a third are in industry and trade and 14 percent
in agriculture (see Table 1.1). As Table 1.2 indicates, parastatals
generated 47 percent of both value added and employment in the
manufacturing sector and 37 percent of value added and 68 percent of
employment in the transport sector. Among other things, they produce all
of the cement, beer, fertilizer, and refined sugar; import all the
petroleum, fertilizer and motor vehicles, and up to recently had exclusive
rights to trade in certain commodities.

Table 1.1

GOVERNMENT SHAREHOLDING IN PARASTATALS, JUNE 30, 1986

Paid up Share Capital Percent
Sector (TSh. Million) of Total

Financial Institutions 408.7 4.6
National Resources/Tourism 637.6 7.2
Communications and Works 624.8 7.1
Agriculture & Livestock 1228.5 14.0
Energy & Minerals 3249.7 36.9
Industries & Trade 2656.3 30.2

TOTAL SHARE CAPITAL 8,805.6 100.0

Sourcet Ministry of Finance, Treasury Registrar, Tanzania

9/ Shirley, 1983, pp. 96 and 97.
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Table 1.2

PARASTATAL CONTRIBUTION TO SECTOR VALUE ADDED AND WAGE EMPLOYMENT

Sector Value Wage
Added Employment

Agriculture 1.0 13.6
mining 21.3 55.1
Manufacturing 46.9 46.5
Electricity 21.2 4.5
Construction 28.4 36.4
Commerce 29.1 53.3
Transport 20.3 87.0
Finance and Real Estate (a) 0.2 0.7

TOTAL 12.8 24.4

(a) If real estate were excluded, these figures would be close to 100
percent.

Sources Economic Survey, 1985

1.13 The sector is also very diverse. It includes large companies (for
example, Aluminum Africa with over TSh. one billion in annual sales and
over 1000 employees and Kilombero Sugar Company with over 6000 employees)
as well as quite small ones (for example, THB Estates with 27 employees in
1985); natural monopolies (Tanzania Harbours Authority and Tanzania
Electric Supply Company) and potentially competitive firms (Tanzania Sewing
Thread Manufacturing Company); noncommercial institutions that are clearly
important (University of Dar es Salaam) and others that are seemingly
unimportant (Audio Visual Institute); and firms in every conceivable line
of business (including consulting companies, marketing boards, trade
associations, tourist promotion agencies, hotels, safari camps, institutes
to promote local languages and culture). Appendix Al provides a relatively
complete list with selected characteristics.

1.14 While a third of the parastatals are affiliated with the Ministry
of Trade and Industry and 22 of these are supervised by the National
Development Corporation, the largest holding company, virtually every other
ministry as well as the offices of the Prime Minister and the President
have some parastatals under their jurisdiction (see Tables 1.3 and 1.4 for
a summary, and Appendix Al for a detailed picture).



Table 1.3

THE PARASTATAL SECTOR IN TANZANIA

Ministry No. of Of Which: Non-
Affiliation Parastatals Holding Commercial Commercial

Agriculture & Land Devt. 61 5 53 3
Communic.& Transp. 26 1 20 5
Fducation 7 0 1 6
Finance & Planning 20 0 15 5
Health 3 0 0 3
Mineral & Energy 22 2 20 0
Labor & Manpower 4 0 0 4
Nat. Res.& Tourism 36 0 31 5
PM's Office 85 0 76 9
President's Office 6 0 4 2
Trade & Industry 131 10 112 9
Water 1 0 1 0
Other a/ 11 0 6 5

TOTAL 413 18 339 56

a/ Includes Defense, Foreign Affairs, Judiciary and Land, Housing and
Urban

Sources Table Al.
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Table 1.4

SUPERVISION OF PARASTATALS IN TANZANIA

NUMBER OF
SUPERVISING AGENCY PARASTATALS

Agriculture and Land
Cashewnut Authority of Tanzania 2
NAFCO 10
NMC 2
SUDECO 4
Tanzania Sisal Authority 5
Ministry 33

Total 56

Communications and Transport
NTC 9
Ministry 16

Total 25

Finance and Planning
Ministry 20

Total 20

Minerals and Energy
STAMICO 14
Tanzania Petrol Devt. Corp. 4
Ministry 1

Total 19

Natural Resources and Tourism
Ministry 36

Trade and Industry
BIT 8
NCI 7
NDC 22
TEXCO 12
SIDO 1
SMC 13
TBL 3
TKAI 5
TLAI 6
SARUJI 11
Ministry 24

Total 112

Sources Table Al.
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Parastatal Performance

1.15 The parastatal sector has a number of significant accomplishments
to its credit. Through them the Government has eliminated private,
especially foreign, economic power centers that might have controlled the
economy. Parastatals have filled gaps left by the private sector,
eliminated some sources of profite4ring and established a significant,
albeit capital intensive, industrial base where little existed before. And
the parastatals have served as a training ground for a new generation of
indigenous business managers and executives; had the private sector been
relied upon, fewer Africans would have received this training and it would
have occurred more slowly. But the parastatal sector has not, or only
partially, fulfilled other goals, and sometimes done so only at high cost.

1.16 Self reliance. Increased self reliance means reduced dependence
on imported consumer and capital goods and on foreign experts and managers.
Clearly, substantial progress has been made in reducing dependence on
foreign expertise, although the education sector, not the perastatal
sector, deserves principal credit. So far as the other two dimensions are
concerned, progress has been far less than hoped for. Tanzania freed
itself from dependence on foreign investors but has become more dependent
on foreign banks and aid donors. It produces a much wider range of goods
than in the 60's, but the import content of these commodities is high,
sometimes higher than had the finished goods been imported. Statistics on
imports reflect these trinds. As a percent of GDP, imports have remained
above 25 percent from 1965 through 1980; they dropped below that level
during the next few years (mainly because of severe foreign exchange
shortages) but then rose again in 1986. Imports minus exports as a percent
of GDP have been above 9 percent for 11 of the past 15 years (the only
exceptions being 1972173 and 1976177); it was 10.5 percent in 1985 and
14.5 percent in 1986. In the manufacturing sector, imported input costs as
a percentage of total input costs (excluding oil) increased from 15 to 53
percent between 1961 and 1984.10/

1.17 The pace of development has not increased. From 1966 to 1976, GDP
in constant prices grew at 4.6 percent per year, little more than 1 percent
above population growth. Since then, it has grown at 1.7 percent per year
with the result that GDP per capita is lower today than it was in the early
to mid 70's. Value added and production in the manufacturing sector, where
investments by parastatals have been concentrated, has actually declined
between 1976 and 1986, from 3.1 to 1.0 billion shillings (in 1976 prices),
a decline of 68 percent.

10 Government of Tanzania, Economic Survey, various years, and World Bank,
Tanzania, An Agenda for Industrial Recovery, Volume I, p. 10
(henceforth cited as Agenda). These figures are underestimates since
they are based on official prices; if imports and exports were valued
at parallel market rates for foreign exchange, these percentages would
be much higher,particularly in later years.
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1.18 Throughout most of this period, gross fixed capital formation has
been decliiing, from 24 percent of GDF in 1976 to 16 percent in 1985 and 17
percent estimated for 1986. Most of this decline results from declines in
parastatal and central Government investments; from 1977 to 1985 these
components declined in constant prices by 65 and 60 percent respectively,
whereas private investments declined by 22 percent.

1.19 Over the same period the amount of domestic savings mobilized from
GDP to finance this investment also declined, from 20.8 percent in 1976 to
6.8 percent in 1985 and as low as 2.2 percent in 1986. Thus, the economy
has become ever more dependent on foreign aid and loans to finance invest-
ment, not less so as envisioned by the authors of the Arusha Declaration.
A fall in retained profits out of value added generated by parastatals,
from 39 percent in 1976 to 25 percent in 1984, accounts for some of this
decline; but the bulk of it results from increased current account deficits
by the central Government (see Appendix Table A4.2). Savings as a percent
of value added generated by the private sector do not appear to have
declined (but the evidence is weak since the only way to calculate private
savings is as a residual which includes some public savings and many errors
and omissions).

1.20 Dissavings by the central Government is significantly related to
the failure of parastatals to contribute much on net to their owner. As
Table 1.5 indicates, over the five year period ending in 1985/86, there was
a net transfer on current account of only 991 million shillings. This
figure includes corporate taxes which these firms would have paid to the
Government even if they had been privately owned; if these taxes are
excluded, there has been a net transfer from the Government to parastatals
of 7.8 billion shillings over this period. Very few parastatals remit any
dividends to the Government;ll/ indeed, more than three fourths are con-
tributed by the Bank of Tanzania (see Appendix A5). Most subsidies are
paid to crop authorities; in earlier years they were meant to cover differ-
ences between purchasing and selling prices, but after 1984, when the
decision was made to cease providing subsidies, they have been provided to
cover past debts and interest obligations, principally of the National
Milling Corporation.12/ Grants and subventions, defined as payments to non-
commercial parastatals (e.g,, TSh. 318.5 million for the University of Dar
es Salaam and 15.5 million for the Tropical Pesticides Research Institute

11/ Subsidiaries of holding companies are supposed to pay dividends to
their holding companies which after taking care of necessary
expenditures and capital projects, are supposed to remit dividends to
the Government. In practice holding companies remit very little.

12/ However, these figures are probably underestimates since they do not
include line items in parastatal accounts that appear to be in the
nature of subsidies. For example, the National Transport Company
accounts for 1985 show an income item of TSh. 3.9 million titled
'Trucking Project Funds from Treasury' and the Aluminum Africa
Corporation had an 'Export Subsidy' of TSh. 4.3 million in its 1984
accounts.
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in 1985/86), appear to be growing, though not in real terms. The major tax
contributors are the brewery, cigarette and textile companies. The figures
in Table 1.5 do not include interest payments and short term loans on
current account and grants and loans on capital account which, taken
together, further reduce parastatal contributiond.

Table 1.6

TANZANIA: RESOURCE FLOWS BETWEEN GOVERNMENT A PARASTATAL SECTOR
1981/82 - 1986/86

(T nsnle Shillnings Millions)

Not Transfer* to Government
Dividends Grants Including Exeluding

Number CorDorat . C -r"Fate Cor orat
RitVtinc Amount Tex** Subsidies Subventions Tixiea Tix

1981/02 16 199.0 1186.0 965.1 S16.7 (89.9) (1874.8)

1062/68 9 888.6 1848.0 1,888.6 844.6 (496.5) (1844.5)

1988/84 9 862.1 1S16.0 1,822.1 696.0 (841.0) (1656.0)

1984/86 11 406.7 1e66.6 784.4 866.5 468.8 (1216.2)

1965/86 19 444.1 2959.0 714.6 1283.3 1455.2 (1508.6)

Soure : Ministry of Finance, Treasury Registrar, Tanzania

1.21 The composition of output has not changed in the directions
desired. Despite heavy investments to create capacity to produce capital
and intermediate goods, particularly in non-traditional lines like chem-
icals, fertilizers, rubber, plastics and metals, the composition of manu-
facturing output judged in domestic prices has changed only modestly,
capital goods increasing and consumer goods decreasing as percentages of
value added in manufacturing between 1965 and 1983. Indeed. if judged in
international prices, it has changed in perverse ways: in these terms,
between 1965 and 1984 the share of value added contributed by the produc-
tion of consumer goods increased from 56 to 85 percent while that of
capital goods increased from 3 to 4 percent and that of intermediates
decreased from 40 to 11 percent. The difference in outcome when judged by
international prices is because the structure of protection is biased in
favor of the most inefficient firms, to keep them alive; and such firms are
concentrated in the intermediate and capital goods sectors.13/

13/ Agenda, op. cit., Volume I, pp.3-4.
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1.22 The parastatalf employment--80,000 in 1974 and 176,000 in 1984 (24
percent of total wage employment in 1982)--but it has done so at
considerable cost. Had the same amount of capital been invested in less
capital-intensive and less foreign exchange-intensive ways, and had per
capita output increased rather than declined during the last decade,
employment op tunities would have been far greater.

1.23 Labor income, instead of increasing in real terms, has declined
steadily since the early 70's; and parastatals appear to have led the way.
Table 1.6, which covers all sectors up to 198C and the parastatal sector
thereafter, indicates how dramatic that decline has been: more than a 70
percent decline for all categories of workers.141 During the 70's, para-
statals in the industrial sector may have paid workers more than did the
private sector, as one study of that period indicates.151 But all other
evidence for the 80's suggests that parastatals paid workers less and that
the differential videned.16/

14/ It is difficult to believe that total income has fallen this much. One
possibility Js that nonwage benefits have increased in real terms.
Appendix B suggests that they have at least for higher salaried
personnel for whom real wages have fallen the most. Another
possibility, also suggested by Appendix B and probably of more
significance, is that second jobs have become increasingly important.
But it is difficult to believe that these two factors could have kept
total income from declining significantly.

15/ See Msambichaka, et. al., The Role of Public Sector in Economic
Develonment - Tanzania, Phase Two, September, 1985, Table 2.2, which
surveyed 100 public and 30 private industrial firms and covered the
period from 1975 to 1979.

16/ Unpublished data from the Bureau of Statistics covering medium and
large manufacturing companies in 1981 indicate that parastatals paid
operatives 7 percent less and non-operatives 27 percent less than
private firms. See Agenda, op.cit., Vol.II, Table A 2.5. p. 103. See
also Table A 2.10, p.107 for a sector breakdown. A sample of sisal
estates (three private, two public and one joint) covering the period
1981-1984 also indicates that parastatals paid lower wages than private
estates. See Semboja, et. al., The Role of Public Sector in Economic
Development - Tanzania. Phase III. The Sisal Sector, November, 1986.
Finally, two sets of data covering the period 1976 through 1984
indicate that parastatal labor costs per employee in constant prices
declined substantially whereas per capita income for the whole economy
remained roughly constant during this period. The first set involve
responses to a Bureau of Statistics questionnaire sent to all para-
statals indicating that remuneration per employee in constant prices
declined by about 46 percent. See Bureau of Statistics, Analysis of
Accounts of Parastatal Enterprises. 1973-1982, plus unpublished
materials for 1983 and 1984 and the Economic Survey for price deflator
and per capita national income. The second set, again from the Bureau
of Statistics but covering only manufacturing parastatals, indicates
that there was a decline of 63 percent in labor costs per employee over
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Table 1.6 INDEX OF REAL WAGES FOR REPRESENTATIVE GROUPS,
1969.100

Minimum Average Middle Top
Sectors Year Wage Wage Salary Salary

-------------------------------------------------------------

All 1968 90 97 95 102
1969 100 100 100 100
1970 96 103 103 93
1971 93 103 105 88
1972 119 99 106 75
1973 109 102 96 67
1974 135 133 91 56
1975 103 108 68 44
1976 83 104 64 39
1977 71 98 58 33
1978 61 86 51 30
1979 58 77 45 26
1980 I 63 j 65 37 21

Parast. 1981 60 56 24 18
only 1982 49 47 24 14

1983 40 39 17 12
1984 46 31 16 11
1985 31 HA NA 9

Notes The figure for average wage in 1979 was estimated by assuming
that the average percent change in other categories applies
to this case as well. Numbers for 1981-85, plus that for
1980 average wage, are for public sectors only, are based on
1977 prices, and may not include an adjustment for this.

Sources For 1968-80, T.R. Valentines 'Wage Adjustments, Tax Rates,
Accelerated Inflation in Tanzania." ERB, 1983.

For 1981-85, plus 1980 average vage, National Productivity
Council, Productivity and Operations Report for the Year
ending 30 June 1986.

1.24 Parastatal service to the masses has also been disappointing.
Publically owned shops in remote areas, while charging lower prices than
private traders, have been virtually devoid of goods. Half the buses in
Dar es Salaam and abo

Footnote 16 Cont.
the period. See Agenda, oy.cit., Vol.11, p.101. While these studies are
supposed to take into account fringe and non-monetary benefits, they
may not do so completely, and there is some evidence that parastatals

provide higher level persontel with more of such benefits--for example,
housing--than do private firm.. But this qualification does not apply
to less senior staff who receive few such benefits.
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Transport Corporation are out of service. Crop authorities were abolished
because of their failure to provide farmers with the services they were
created to deliver. The railroad can meet only 10 to 15 percent of the
demand for freight services. Such examples can be multiplied manyfold.

1.25 Finally, the parastatal sector is inefficient, consuming more
resources than necessary to produce the output it creates. Evidence for
this statement comes from financial data, economic rates of return and
partial indicators of efficiency. Financial data are the most widely
available but only indicate ability of a firm to take advantage of the
existing economic situation which includes price controls, subsidies, pro-
tection from imports and so on; they do not indicate whether a firm is
profitable to the nation as a whole--for example, how well it would do if
it were not subsidized or protected at the expense of other parts of the
economy. For that, one needs economic rates of return, that is, returns
based on prices likely to exist in open, competitive markets. Only one
recent study using such methods is available at the present time, and it is
limited to data on firms in the manufacturing sector in 1984. rartial
indicators of efficiency, for example, labor productivity and incremental
capital-output ratios, can be used as rough indicators for other sectors
and to support other findings, but can be misleading if used in isolation.
All three sources of information support the general contention that the
parastatal sector is inefficient, both by absolute standards and as com-
pared to the private sector.

1.26. Financial Performance. Given the preferential treatment most
parastatals enjoy, one would expect them to earn reasonably good financial
returns. Some do. But many do not. The most comprehensive data on such
returns comes from the Tanzania Audit Corporation (TAC) which produces
aggregated data for its clients with acceptable accounts. As Table 1.7
indicates, aggregate profits for this group of companies was negative in
1984. Even in 1985 when profits were positive, though still small, nearly
half of the 354 companies audited made losses. Highly unprofitable para-
statals include not only the Crop Authorities, but important commercially
oriented enterprises such as Steel Rolling Mills Ltd., Kilimanjaro Textile
Corporation Ltd., Mwanza Textiles Ltd., and transport monopolies such as
the Tanzania Railways Corporation. Enterprises with profits exceeding TSh
5 million a year include the National Bank of Commerce and the Bank of
Tanzania, the Tanzania Cigarette Company and the Tanzania Breweries Ltd. A
full list of firms with losses or profits over TSh. 5 million is shown in
Appendix G. In its Annual Report for 1985, the TAC commented on this
performance as follows: "...when consideration is given to total investment
in the parastatal sector, the amount of profit earned is far from
satisfactory. When it is further considered that the biggest loss makers
are in the sectors of industries and trade, agriculture and livestock and
communications, where the largest investments are made, the position is
further tarnished. In the absence of set rates of return on investment,
many parastatals seem content when they just barely break even.'



- 17 -

Table 1.7

TANZANIA: FINANCIAL PERFORMANCE OF PARASTATALS AUDITED BY TANZANIA AUDIT
CORPORATION, 1988-05

198a 1984 1985

ProfIt Before Tax Frofit Before Tex Profit B fore Tax
Numbr. (TSh. Million) Number tTSh. Million) Number (TSh. Million)

Pereetetele with 196 8,876.5 21$ 2,911.9 180 8,811.4

Pereetels with 165 (910.2) 171 2!D%4.4. 165 (1,58.0)

Net Profit So1 2966.8 a84 (82.5) 854 1958.4

Beurees Tanzania Audit Corporation Annual Report

1.27. While there are large variations in sector and individual company
*zperiences, financial performance on average appears to have worsened
during the past decade. Given the changes currently under way in the
macroeconomic environment--in particular the elimination of subsidies,
devaluation, increasing interest rates, reduction in the number of goods
subject to price controls and deconfinement--this deterioration is likely
to continue but at a faster pace for a while (see discussion in Chapter 2).
The variance in experience, however, is also likely to increase: para-
statals most heavily dependent on imports are likely to be hit the hardest
while others more able to export, plus firms related to the agricultural
sector, are likely to find their financial performance improving. Appendix
AS provides details on financial performance over time for selected groups

of, as well as individual, companies.

1.28. Economic Efficiency. The most up-to-date and comprehensive infor-
mation on economic efficiency--and one that permits a comparison of the

public and the private sectors--comes from a recently completed study of

the industrial sector.17/ For present purposes, the most relevant findings

from that study are reflected in Table 1.8. Fifty four percent of all the

171 Aaenda, on. cit., especially Vol. I, p.43ff and Table 16, Vol.II,
p.139. This study surveyed 118 product lines in the industrial sector,

30 percent of which (on a weighted basis) are in the parastatal sector.
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parastatal activities in the industrial sector are extremely unproductive
in that they produce negative value added when all inputs are valued at
world market prices. This compares to a figure of 11 percent for the
private sector. On the same basis, only 18 percent of these parastatal
activities are efficient in the sense that they use less inputs than the
value added of their output, compared to 43 percent of the private sector
industrial activities.

Table 1.8 PERCENTAGE OF PRODUCTION LINES OPERATING AT
DIFFERENT LEVELS OF EFFICIENCY, BY OWNERSHIP,

1985

A. Percent of All Activities

Domestic Resource Cost /a
Less Greater than Infinity

Sector than One than One /b (Net. value added) Total

Public 14 16 35
Private 10 21 4

Total 24 37 39 100

B. Percent of Sector

Domestic Resource Cost /a
Less Greater than Infinity

Sector than One than One /b (Neg. value added) Total

Public 22 24 54 100
Private 28 61 11 100

Total 23 27 50 100

la Short-run Domestic Resource Cost: cost of domestic factors
(labor and capital assumed at sunk cost, shadow priced) for
generating one unit of world priced value added calculated at
actual levels of capacity utilization. Calculations made at
capacity rates attainable if foreign exchange for recurrent
inputs were not a constraint are not significantly different.

lb Excluding infinity.

Source: Agenda. OD. cit., Vol. II, Table 13, p. 136.

The most likely explanation for these findings is that parastatals enjoy
preferential treatment and bail-out" privileges that permit them to remain
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in business longer than can private firms when they are operating ineffi-
ciently.

1.29. Partial Indicators of Efficiencv. Tables 1.9 and 1.10 provide
summary indicators permitting comparisons of public and private firms in
the industrial sector during the period 1975-79 and on sisal estates over
the period 1981-84. In both cases, output per worker (or per manhour) is
roughly half that of private firms. In the industrial sector, this occurs
despite the fact that output per unit of capital employed is about the
same. Taken together, these two findings suggest the existence of substan-
tial redundant labor in the parastatal sector. It is also interesting to
note in Table 1.9 that manhours worked per employee are less even though
labor costs per employee are more amongst public firms in the industrial
sector.18/ Moreover, amongst sisal estates, parastatals receive a lower
price for their output, probably because quality of their product is lower.
Appendix A3 provides information suggesting that sales in constant prices
per employee of parastatal firms in nearly every sector have declined over
the period 1974-84, on average by 30 percent. Additional evidence to this
effect is provided in Table 1.11 which separates out the district develop-
ment corporations, which perform very poorly, and financial and other
service parastatals, which perform reasonably well, from all others in a
sample of over 100 public enterprises.19/

Table 1.9

AVERAGE INDICATORS OF PERFORMANCE PUBLIC AND PRIVATE INDUSTRIAL FIRMS,
1975-79

Public Private

Manhours per Employee 2,160.2 3,009.0
Labor Cost per Employee 13,490.0 8,355.8
Labor Cost per Manhours 5.7 2.9
Output-Labor Ratio 41,944.4 90,467.0
Output-Manhour Ratio 19.0 31.2
Labor Cost/Total Cost (2) 32.8 15.9
Capital-Labor Ratio 2.8 23.8
Capacity Utilization (5) 56.2 50.2
Output-Capital Ratio 1.4 1.4
Size of Firm - Employee per Unit 972.4 81.4
Capital per Unit (at 1000 per unit) 25,782.0 16,248.1

Sources Semboja, op. cit.

18/ These figures could be misleading. Large firms typically pay more than
small firms, and as Table 1.9 indicates, the public firms are on
average much larger than the private firms in the sample.

19/ The District Development Corporations have apparently never performed
well. See a paper by H. P. B. Moshi (Financial Performance of Public
Corporations: the Case of District DeveloPment Corporations. Economic

Research Bureau, 1980) which indicates that these parastatals incurred
sizeable losses throughout the mid to late 70s.
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Table 1.10

TANZANIA - AVERAGE INDICATORS OF PERFORMANCE
SISAL SECTOR, PUBLIC AND PRIVATE FIRMS 1981-84

Public Private

1. Labor Cost per Employee 6,958.3 14,089.5
2. Labor Cost per Manhours 2.8 5.9
3. Output Labor Ratio 16,049.3 35,785.3
4. (a) Physical Output per Manhour 2.4 2.8

(b) Output in Shillings per
Manhour 6.8 15.3

5. Price of Fiber per Ton 4,674.3 5,152.3
6. Ratio of Variable Cost to

Value of Output 1.1 0.7
7. Capacity Utilization 0.2 0.4

Source: Semboja, op. cit.

Table 1.11

INDICATORS OF PARASTATAL PERFORMANCE BY SELECTED GROUPINGS, 1986

Industry
Indicator 1 - 4 5 6

1. Value of Production / No. of
Employees 874,000 83,000 1,208,000

Size of Sample, n 44 8 8
2. Wage Bill I No. of Employees 33,000 19,000 37,000

n 82 17 41
3. Profits/ Total Assets 0.307 0.175 0.435

n 35 5 5
4. Profits / Fixed Assets 0.304 0.175 0.435

n 33 5 5
5. Revenue / Total Assets 3.225 3.064 2.792

n 72 16 34
6. Revenue / Fixed Assets 51.539 40.781 6.657

n 70 17 37

7. Revenue / Total Expenses 2.289 1.466 1.670
n 78 17 44

Notes: Industries 1 - 6 refer to manufacturing, agriculture, trade, trans-
port, District Development Cooperatives, and Services, respectively.

Source: Joseph J. Semboja, The Parastatal Study: Analysis of the
Qualitative and Scopo Data, University of Dar es Salaam, July 1987.
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CHAPTER TWO

FACTORS DETERMINING PARASTATAL PERFORMANCE

2.1 Chapter 1 indicates parastatals have contributed far less to the
achievement of economic and social goals than was expected of them at the
time of the Arusha Declaration and what they hpve accomplished was
sometimes achieved at high cost. A wide variety of factors have been put
forward to explain these disappointing results. Some are common to all
economic activities in Tanzania and help explain the less than hoped for
results obtained from private firms as well. Others, while specific to the
parastatal sector, are at a level of generality that is not operationally
useful. This chapter sorts through these various explanatory factors and
focuses on those that appear to have the most implications for policy.

Factors Affecting All Economic Activities

2.2 A variety of external factors have contributed to the generally
poor performance of the economy during the last decade. These include
deterioration in the terms of trade since the coffee boom of 1978, droughts
that periodically force foreign exchange to be allocated for the importa-
tion of food, the war with Uganda in 1979, the breakup of the East African
Community which required extraordinary budgetary and foreign exchange
expenditures for a time, and declining external assistance since 1978 in
both nominal and real terms (though on a per capita basis it is still
amongst the highest in the world).

2.3 But of at least equal significance has been the overall policy
environment within which economic activities have taken place. The
Government has relied primarily on centralized administrative regulations
to control the economy. Foreign exchange, imports and credit have been
rationed; the exchange rate, interest rates and most commodity prices have
been set administratively; and a number of economic activities--banking and
insurance, and trade, transport and production of certain commodities--have
been reserved for and assigned to various parastatals, effectively
eliminating competitive pressures for efficiency from these markets. These
regulations were sometimes used to pursue inappropriate policies. For
example, during much of this period, price controls and allocations of
foreign exchange, credit and budgetary resources favored industry over
agriculture to such a degree that (along with other factors, for example,
confinement of trade to crop authorities that proved to be inefficient) the
result was an actual decline in the production of export crops and hence in
foreign exchange earnings on the one side and excess capacity in the
industrial sector on the other. But even where the policies pursued were
appropriate, the use of administrative regulations to achieve them has
introduced its own problems. It has distorted incentives in such a way as
to encourage investments in lines of business in which Tanzania has little
or no comparative advantage and in plants that are too large, capital
intensive and import dependent. It has provided protection to firms,
private as well as public, that could not survive if they had to compete
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with imports. It has encouraged managers to focus their efforts on seeking
additional import allocations and permission to charge higher prices rather
than on efforts to control costs. search for new markets and improved
technologies. It has resulted in the growth of black markets, declining
public revenues, and, in the end, less rather than more control over the
economy as a whole. The alternative--using a minimum of direct controls
(e.g., to regulate monopolies and provide temporary assistance to a few
,infant industries") and a maximum of indirect controls to guide the
economy--is unlikely to have been worse; at least it would not have
provided a premium for illegal activities.

Factors Specific to the Parastatal Sector

2.4 In addition to these general factors, there are a wide variety of
factors specific to the parastatal sector. This section discusses only
those with particularly important policy implications.

2.5 Absence of Overall Strategy and Clarity on Goals. Tanzania has no
up-to-date statement of general principles20/ that can serve as a guide to
parastatal operations and decision-making. Nor is there good coordination
between national goals and plans and parastatal goals and plans. One
consequence is a series of ad hoc decisions that, while they benefit some
special interests, are not necessarily in the national interest. All too
often, for example, holding companies and ministries have conceived and
planned new projects to satisfy the empire-building aspirations of their
managers or the desires of foreign donors and equipment manufacturers.
Such behavior is difficult to argue against in the absence of clear
statements about national goals and priorities. Another consequence is
that managers find it easier to justify and excuse inefficiency by pointing
to noncommercial objectives that central Government decision-makers may
never have sanctioned. For example, some managers appear reluctant to fire
redundant workers or close uneconomic activities despite the fact that it
is not the main purpose of the parastatal sector to provide employment,
particularly unproductive employment.

2.6 Unclear goals and performance criteria also at times have resulted
in parastatals being faced with excessive or inappropriate demands. For
example, they have often been faced with interference in personnel
decisions, asked to provide transport or other services without appropriate
compensation, or asked to serve goals for which they were not established
and equipped. An important example of the latter is the National Hilling

201 Examples of statements of such principles from other countries are
included in Appendix E.
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Corporation which has faced this problem since its inception.21/ Such
pressures wi'l always be present; but they can be reduced, and parastatals'
capacy to resist strengthened, by publically clarifying and restating the
goals that parastatals are expected to perform.

2.7 Excessive Number of Parastatals Given the Availability of
Resources and Mana erial Cavacity. As indicated in Chapter 1, Tanzania has
more parastatals than many much larger countries with greater
administrative and managerial talents at their disposal. The best evidence
on this score, however, is derived from the commonly accepted observation
that most parastatals are underfunded and understaffed--not in terms of
numbers but in terms of skills and quality of staff, particularly at higher
levels--and that many regulatory bodies, because they also are underfunded
and understaffed, cannot handle the work-load required to do their job
well. The tendency to spread limited resources evenly and thinly serves to
keep inefficient parastatals alive but only at the expense of efficient, or
potentially efficient, operations. Given the limited physical and human
resources available to the Government, the general principle should be to
fully fund and staff important operations and not to waste resources and
quality staff on unimportant, unproductive activities.

2.8 Weak Competitive Pressures and Discriminatory Treatment. Evidence
from many countries shows that a key factor in determining the efficiency
and dynamism of any enterprise, public or private, is the degree of compe-
tition it faces. Public enterprises that compete with one another, with
private enterprises and with imports tend to be more cost conscious and
more prone to seek new markets and improve service and quality than those
that do not face such challenges. In the past, competitive pressures from
all three sources have been weak. Individual parastatals have been pro-
vided with exclusive markets or territories in which to operate; private
firms have not been allowed to enter these areas; and imported commodities
that might compete with domestic production have been deliberately
restricted. Recent policy changes, in particular deconfinement of
significant areas of production and trade, have permitted some changes in
this situation (see Chapter 3); but the predominant characteristics of the

21/ At different times NHC has been used as the implementing agency for
Government directives not only on foodgrain prices, but on famine
relief, distribution of imported food, purchases of low value cassava,
millet and sorghum, purchases from GAPEX, politically determined
exports and Party directives on the size of village levies. In almost
all cases, the financial implications or procedures for these actions
were not clearly assessed before they were adopted.' Since then,
considerable thought has been given to redefining NHC's role and
agreement on a new reduced role consistent with financial realities may
be emerging.
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system are still protection and preferential treatment, especially for
parastatals.

2.9 Monopolies or near-monopolies are present in most markets at all
levels of business. At the national level, The National Bank of Commerce
(NBC) has a virtual monopoly in providing current and savings accounts, and
complaints about poor service are widespread.221 The Cooperative Rural
Development Bank (CRDB) has recently been allowed to take deposits and
provide short term credit, but its interest policy is ideitical and it
deals almost exclusively with cooperatives. There is only one firm
producing cigarettes. three plants operated by the same company and General
Manager, one source of insurance, one maker of aluminum cookware, three
cement plants owned and operated by the same company and two large shoe
manufacturers both owned by the same holding company. While there are
numerous areas in which the size of the domestic market is too small, given
economies of scale, to support more than one or two firms, this is not the
case in any of the markets mentioned above. At the local level,
particularly in rural areas, the situation is undoubtedly worse: most
farmers are faced with one source of fertilizer and seed, one purchasing
agent for their crops, and sometimes only one or two retail shop in which
to purchase consumer goods, and the possibilities for exploitation as well
as poor service are great.

2.10 Competitive pressure is reduced not only by erecting barriers to
entry of competing firms and imports but by preferential treatment.
Chapter 1 has already indicated that few parastatals pay dividends and
many, until recently, received subsidies and could realistically expect to
be bailed out by the Government if they got into serious financial trouble.
Other areas of preferential treatment include allocation of credit and
foreign exchange, privileged access to technical assistance and donor
funding and price controls, and frequently, exemptions from paying tariffs.

2.11 While there is no official policy discriminating agairst private
credit applicants, the effect of the credit allocation process and access
to guarantees by parastatals has been to provide parastatals with most of
the credit that is made available at official interest rates, which have
been negative in real terms. In addition, parastatals have been able to
expand credit through arrears to the banking system with greater impunity

221 Not only are transactions slow and communication poor, savings policy
discourages resource mobilization. For example, opening a savings
account requires references, withdrawals can only be made twice a week
and while there is a high nominal interest rate on savings (more than
27 percent a month but still lower than the inflation rate and only
posted twice a year), no interest is paid on amounts in normal savings
accounts over sh. 200,000; the customer must put funds over that amount
in a series of short term certificates or into fixed term deposits at
lower interest. NBC pays no interest on current accounts, yet
parastatals must maintain their current accounts with them. Some of
these practices have been inherited from colonial times and are similar

Continued on next page
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than can the private sector. At the end of 1986. 73 percent of Tanzania
Investment Banks (TIB) loans outstanding were accounted for by parastatals
and 54 percent of these loans were in arrears, compared to 27 percent for
private loans (see Table 2.1). At the same time, 65 percent of the loan
portfolio of the NBC was to parastatals, versus 13 percent to the private
sector and 21 percent to cooperatives (see Table 2.2). Most of its loans
are to the agricultural sector and within that sector parastatals (mostly
marketing boards) account for 72 percent and cooperatives for 26 percent.
Although statistics on arrears with the NBC are not available, there is no
reason to believe the situation is much different.

2.12 Parastatals also have privileged access to technical assistance
and donor funds at concessional rates. At the same time, the private
sector has difficulty attracting expatriates since they cannot offer them
an arrangement whereby they can convert a portion of their salary into
foreign exchange, as can parastatals directly or indirectly receiving donor
funds.

2.13 The foreign exchange allocation system has also favored para-
statals, the private sector having to purchase a larger fraction of its
Imports at parallel market rates.23/ Moreover, the fact that foreign
exchange applications for dividends and interest payments overseas are
given low priority makes it virtually impossible for private firms to raise
foreign equity or loans.

2.14 In addition some of the goods subject to price controls are
officially allocated, which typically works in favor of parastatals.
Transport imports such as vehicles, tires and fuel, for example, are
allocated by various groups and committees at the national and regional
levels. Government and parastatals, such as the railway, TANESCO, the
Tanzania Fertilizer Company, receive top priority. Thus, truck imports are
allocated by the State Motor Corporation (with approval of the Prime
Minister's Office) and about 65 percent of the trucks imported in 1984 and
1985 went to the public sector even though about 70 percent of trucking
services are provided by the private sector. In addition, parastatals
receive the bulk of vehicles imported under aid projects; for example, 100
trucks were given to the Tanzanian Cotton Authority by the Dutch Government
in 1984.

2.15 Parastatals have major disadvantages in facing competition as
well. Because of appointment proceedures and political considerations,
their boards have less flexibility in selecting, or recommending the
selection of, managers. Parastatal managers have less flexibility

Continued from previous page
to practices in other countries; they persist because of lack of
competition and inherited regulations that have not been updated.

23/ The reason for this, however, is that parastrtals are more likely to be
found in high priority areas (which the private sector cannot enter);

Continued on next page
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than do private managers to cut costs, for example, by closing uneconomic
lines, laying off staff, changing suppliers, and cutting down the various
services they provide to staff (clinics, transport, food services, etc.).
They also have less flexibility in determining how their revenues will be
used--for example, it is mandatory that 20 percent of after-taz profits be
set aside for staff housing. Parastatals are also at a disadvantage in
attracting high-calibre, skilled personnel since the salaries and benefits
they can offer are typically lower than in the private sector. Other
compensations are present in the public sector--for example, greater job
security and more opportunity to pursue private interests (for example,
taking on secondary jobs during work hours, sometimes using company
equipment)--but they work against the selection of staff who put the
interest of the organization high on their priority list. Parastatals must
comply with price controls and tax laws which private firms often skirt and
they must sell certain products through the RTCs (fertilizers, farm tools,
sugar, common cloth, corrugated iron sheets) at lower prices than they
could receive elsewhere. Parastatals are, to a greater extent than private
firms, at the mercy of private suppliers who overcharge and employees who
accept kickbacks. Their greater vulnerability results from two factors:
less pressure on managers and boards to be vigilant in guarding against
such practices, and less capacity to do so because of the generally large
size and complexity of the organization. Furthermore, because of past
protection, most perastatals do not know how to compete successfully; it
will take a while for them to develop the necessary skills in corporate
planning, financial management, marketing, and cost control and to begin
applying them aggressively.

2.16 Parastatals have recently found themselves saddled with another
disadvantage compared to the private sector, this one a result of their
earlier advantage in obtaining foreign loans. Since they are generally
required to assume the foreign exchange risk of loans passed on to them by
Government, recent devaluations have hit firms with large foreign debt and
little chance to increase prices (e.g., public utilities like railways and
TANESCO and manufacturing firms facing competition from imports) very hard.
This disadvantage is less severe for parastatals than for the private
sector since, as indicated above, they more frequently have their debts
forgiven or are allowed to be in arrears. But the situation is piling up
potentially severe problems for the financial system. While arrears and
insolvency problems have been growing for some time, they have been drama-
tically worsened by the 1986 and 1987 devaluations. Arrears to the TIS,
for example, have increased from TSh. 469 million in December 1985 to TSh.
1.9 billion in December 1986 and TSh. 2.4 billion by June 1987. Some
analysts, even before the 1986 and 1987 devaluations which have brought the
problems of excessive foreign borrowings into the open, believed that these
problems were beginning to threaten the viability of the financial system.24/

2.17 Absence of a Resulatorv System that Rewards and Punishes on the
Basis of Performance. In an enterprise in which board members and
managers have ownership shares, pressures for high quality performance are
more or less automatic. In the public sector where ownership and

Continued from previous page
parastatals in low priority areas find it equally difficult to obtain
foreign ezchange from official sources. In addition to being in a high
priority area, a firm must also have the local currency to cover the
proposed purchase of foreign exchange. This factor adds another
dimension since at times a private firm may find it easier than a
public firm to put up the cover.
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management functions are quite separate, an administrative system that
holds managers accountable for performance while giving them the autonomy
necessary to perform must be substituted. The regulatory system governing
Tanzanian parastatals does neither very well.

2.18 This regulatory system consists of seven overlapping layers of
control. (1) Managers of operating companies are responsible for day-to-day
decisions but in practice have to obtain external approvals before acting
on many issues. (2) Boards of Directors (or Management Committees in the
case of subsidiaries of holding companies) are responsible for reviewing
corporate plans, accounts, budgets and operating results. Boards of
important companies perform these functions quite well; many others are
weak, do not meet regularly or discuss performance-related issues, instead
focusing on minor personnel and administrative issues. (3) Sector holding
corporations are expected to "manage the affairs' of their subsidiaries,
*take actions to avert and minimize losses' and to expand business by new
projects. Their performance is mixed, greatly dependent on the abilities of
their General Managers and staff: some provide sorely needed expertise and
guidance to their subsidiaries while others interfere in counterproductive
ways; others have focused on empire building through the establishment of
additional subsidiaries regardless of national priorities; still others are
passive, content to collect substantial management fees which might be
better used to support current operations. (4) Each holding corporation has
a Board of Directors that functions for the holding company in a manner
similar to that of an operating company. (5) Parent ministries are
supposed to approve corporate plans, budgets and capital expenditures and
to supervise performance and take corrective action; in practice, few have
the expertise to do so in an informed manner. (6) The Ministry of Finance,
Economic Affairs and Planning is responsible for approving investment
projects and annual budget plans, providing budgetary support and
supervising and assessing financial performance; in practice, it does
little other than providing budgetary support on current and capital
accounts. (7) The ultimate responsibility for the whole system lies with
the President, Cabinet and National Assembly. While they should focus on
general guidelines and overall strategic issues, they often intervene in
lower-level decision making.

2.19 In addition to this hierarchical structure, there is an array of
special agencies to implement specific regulations. For example, the
Standing Committee on Parastatal Organisations (SCOPO) establishes organi-
zational structures, sets salary and benefit levels for posts within these
structures and supervises the provision of budgetary awards for these
levels. The effect of its work, plus the award structure, is to compress
salary and benefit packages into a narrow range and limit the freedom of
parastatais to compete with the private sector for high quality staff. The
Permanent Labour Tribunal administers a system of (across-the-board)
bonuses, (provided for in the National Policy on Productivity, Incomes and
Prices), to be awarded if certain conditions are met; but as Appendix B
explains, these conditions are seldom met and few firms even bother
applying for the awards.
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2.20 Appendix C provides a detailed picture of the regulatory system
and how it works. The picture that emerges is a complex system with
overlapping, poorly delineated, responsibilities. It is not clear, for
example, which of the seven control layers described above decides whether
parastatal performance is satisfactory and which has the authority to take
remedial action. The result is a lengthy decision-making process with a
tendency on everyone's part to avoid responsibility. At the same time,
many of these agencies have the power to interfere in daily operating
decisions, with debilitating effects on managers who are not in a position
to effectively resist. Overall, there is a tendency to control and regulate
procedures and processes rather than final performance, with the result
that managers have neither the authority nor the incentive they need to
search stridently for better operating results.

2.21 Weak Information and Accounting Systems. Tanzania has a well-
developed set of procedural requirements designed to ensure the timely
production of financial data and its transmission to the board, share-
holders and regulatory bodies. Parastatal managers are required to present
regular accounts and annual budgets of both recurrent and capital revenues
and expenditures on a monthly, quarterly and annual basis, to the Board or
Management Committee. These accounts and budgets are supposed to be
presented to and reviewed by the holding company and parent ministry
involved, the Treasury Registrar, and DEVPLAN. Annual accounts are
required by statute to be submitted to the Tanzania Audit Corporation
(TAC). The Parastatal Organisation Committee (POC) of the National
Assembly holds half-yearly meetings with selected parastatals to scrutinize
financial performance and recommends that the Ministry of Finance fine
executives that fail to fulfill their obligations. The Party Standing
Committee on Parastatal Supervision and Development also supervises and
recomr-nds actions to the Government. Finally, the banking system should
routinely insist on detailed cash flow estimates and audited accounts
before funding overdrafts or loans. In practice, these procedures are not
always followed. Boards do not always receive accounts and budgets before
critical decisions are made; review bodies do not always review these
documents even when available; and banks sometimes provide overdrafts and
loans even in the absence of audited accounts and detailed cash-flow
statements.

2.22 The fundamental problem is the chronic failure to produce
acceptable accounts. Tables 2.3 and 2.4 provide an indication of the
extent of this problem. In 1985/86 over 109 parastatals were delinquent by
more than two years in submitting accounts to the TAC for audit, and of
those that were submitted, only 37 percent received clear reports. During
the first half of 1986/87, 95 firms were de'inquent by more than two years
and 50 percent received clear reports. Th!.s situation appears to be the
result of five factors.

(i) Ineffective Management and Management Information Systems.
There is a high correlation between the quality of management
and the quality of accounting informati',n in an enterprise.
Where strong management teams exist (e.g., Tanzania Cigarette
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Company, Ubongo Farm Implements, National Transport Company)
financial systems are well established and accounts are seldom
in arrears. Where they do not, accounts are more likely to be
defective in one or another way. All too frequently, management
information systems at the level of the firm are rudimentary
and, where they exist, the shortage of trained accounting staff
and managers capable of analyzing the data often mitigate
against effective implementation of the system. Standard
costing methods and budgetary control and monitoring procedures
are absent in many organisations. Indeed, few parastatals have
proper internal audit departments that monitor and control
independently from their finance departments.25/ Ideally, an
internal audit department should report directly to the chief
executive of the company on such issues as lack of
accountability, unreliable accounting information, non-
production of accounts and abuses of financial resources.

(ii) Poor External Controls. The incentive to produce timely
and accurate accounts is low if no adverse consequences flow
from the failure to do so. This appears to be the case. The
Treasury Registrar was established to perform the role of
Government custodian of parastatals' share certificates and to
undertake financial reviews of the parastatals and monitor their
investment and budget activities. Similarly, the parent
ministries were to establish parastatal project monitoring units
in order to oversee the financial and economic affairs of their
respective public enterprises. In practice, both the Treasury
Registrar and the parent ministries have often been unable to
fulfill their obligations with the result that most parastatals
receive little effective or constructive external guidance. In
the past, enterprises sometimes failed to honor requests to
attend meetings of the Parliamentary POC or to provide
information requested, despite the threat of being fined. There
is some indication that this situation is changing, that the
Committee is becoming more active and is being taken more
seriously.

241 See Bartholomew Nyagetara, *The Demand for Commercial Credit in
Tanzania, 1966-82, Economic Research Bureau.

25/ Reginald A. Hengi, *Accounting Information Systems and Controls for
Parastatal Organizationsw, October, 1985.



-31 -

Table 2.3
TANZANIA: PARASTATALS WITH ACCOUNTS OVERDUE BY MORE THAN TWO YEARS

Year Number Percent
of Total

1981/2 83 29.0
1982/3 107 28.0
1983/4 105 25.0
1984/5 100 24.0
1985/6 109 28.0
1986/87 (first half) 95 --

* Sources Tanzania Audit Corporation Annual Reports.

Table 2.4
TANZANIA AUDIT CORPORATION: PARASTATALS AUDIT RESULTS

JANUARY 1981 - DECEMBER 1980

1981/2 1982/8 198B/4 1984/6 1985/8 1986/7
No. X No. X No. X No. X No. X months

No. X

A/Cs given Clean Reports 865 0.1 116 26.7 148 84.7 166 89.8 146 87.1 82 5S.O
A/Ce given Qualified Reports 186 48.9 126 88.5 156 87.9 158 87.0 15C 88.1 59 86.6
A/Ce with Dieclaieers 16 5.8 115 80.6 27 6.5 14 8.8 75 19.0 22 18.4
A/Co with Adverse Opinions 48 16.2 27 7.2 66 20.9 84 19.9 23 5.8 1 0.6

Totl No. of A/C* Audited 282 166.8 87 100.0 412 166.0 422 100.0 894 160.0 164 166.6

Sourcest Tanzania Audit Corporation Annual Reports 1981-86

(iii) Shortates of Trained Accountants. The paucity of staff with
trained accounting skills in Tanzania parastatals is a significant
bottleneck in any effort to tackle accounting deficiencies. Table
2.5 demonstrates the limited number of authorized auditors (145)
and accountants (382) in an economy with 425 enterprises in the
parastatal sector alone. Despite a significant training program
by the National Board of Accountants & Auditors (NBAA) and
pressure from the NBAA to tackle the problem of late accounts and
to upgrade the accountancy profession in Tanzania, there are an
estimated 250 vacancies for qualified accountants in the
parastatal sector and widespread shortages in local and central
government agencies.
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Table 2.5
TANZANIA: ACCOUNTANCY SKILLS AND VACANCIES, 1986

Category of Skill Number
Authorized Auditors 145 (46 expatriate)
Authorized Accountants 382 (94 expatriate)
Semi-Qualified Accountants 1465
Accounting Students:
National Board of Accountants & Auditors 1515
Institute of Development Management 205
Dar es Salaam School of Accountancy 484
University of Dar es Salaam 136
Nyegezi Social Training Institute 90

Unfilled Vacancies for Qualified Accountants:
Parastatal Sector 250
Local Government Sector 150
Cooperative Sector 150
Central Government 100
Private Sector N.A.

Source: National Board of Accountants and Auditors

(iv) Inability to Compete with the Private Sector. The parastatal
sector has trouble competing with the private sector in terms of
wages. The consequence has been a continual loss of accountants
to the private sector once obligatory periods of employment after
training have been satisfied. Some observers believe this is a
major factor explaining the high vacancy rate for accountants in
among parastatals.

(v) Deliberate Abuse. While it is difficult to prove that a
correlation exists between misappropriation of funds and poor
financial records, there have been a sufficient number of abuses
in recent years to warrant concern. Clearly, it is in the interest
of someone who wishes to misuse funds to hide the fact by not
producing financial records. Clearly also, managers should be able
to produce some relevant reports even without trained accountants
and sophisticated information systems. If managers make little or
no effort to do so, it reasonable to question their motives.

2.23 Emiloyment and Compensation Policies. Inefficiency and low
productivity in the parastatal sector can be traced in part to personnel
problems, among which three are most important in the present context:
shortage of high quality skilled personnel to serve as managers, board
members and senior staff, overstaffing at lower levels and poor motivation
at all levels. These three problems, in turn, are largely explained by
employment and compensation policies that have restricted parastatal
autonomy in hiring, firing and setting wages.



-33 -

2.24 Shortages of skilled manpower in Tanzania is a problem inherited
from colonial days. But complaints about such shortages and poor quality
of existing staff are far greater in the public than in the private sector.
Three factors appear to account for this. The first is lack of adequate
incentives in the public sector--insufficient remuneration, little
association between rewnmeration and performance, and incentives that are
distorted by the administrative and regulatory system. If these problems
could be corrected, many poor performers would begin changing their
behavior, and those that did not would be forced to move on.261

2.25 Parastatal employees fall under personnel systems that are similar
to the civil service. These systems are characterized by uniform,
personnel regulations, high security of employment, inadequate
remuneration, promotion on the basis of seniority rather than performance
and lack of flexibility in dealing with individuil cases. As a
consequence, managers are unable to quickly and easily adapt the size and
skills of their labor force to changing markets, technology and skill
needs.

2.26 Recruitment is overly centralized, at higher levels because the
President makes the final decision on chief executives for holding
companies and most independent companies, and at middle levels because,
given shortages and difficulties in competing with the private sector,
managers are forced to depend on the new graduates who are allocated by the
High Level Manpower Allocation and Training Committee of the Ministry of
Labor and Manpower Development. Given the large number of appointments
that have to be made and the absence of adequate information and manpower
planning systems, the result is a decision making process that is slow and
that frequently seems to come to suboptimal assignments. In addition,
recruitment frequently occurs by secondment from the civil service, a
practice that places individuals who are not trained as entrepreneurs in a
commercial environment without the penalties for poor performance that are
tgpical of that environment.

2.27 Compensation policy is also centralized, nearly uniform across
parastatals, and provides little or no room for parastatals to compete with
the private sector, particularly at middle and higher levels. Since the
early 1970s wages and salaries have failed to keep up with inflation to
such an extent that in 1985 top salaries were only 20 percent, and minimum
wages only 30 percent, of the 1975 level in real terms (see Table 1.6).

261 It is interesting to note that a recent survey indicates that
parastatal managers typically have more formal and on-the-job training
than their private counterparts and roughly equal years of experience.
See Joseph J. Semboja, The Parastatal Study: Analysis of Qualitative
and SCOPO Data, Dar es Salaam, July 1987. In organizations of the same
size and complexity, therefore, these managers should be able to
perform at least as well. The most likely explanation for the fact
that they do not is absence of appropriate incentives. However,
parastatal enterprises in Tanzania are probably larger and more
complex, on average, than Private enterprises.
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The result has been poor motivation, indiscipline, moonlighting, and low
productivity. In addition, over time, wage scales, particularly after-tax
differentials, have been severely compressed, reducing incentives for
advancement. This picture must be modified to some extent by taking into
account fringe benefits the distribution of which tends to be highly
skewed; but such benefits, which now constitute nearly half of the
compensation package for higher level staff, has its own set of problems
(see Appendix B, especially paragraph 45).

2.28 The second factor, which helps explain shortages in general as
well as greater shortages in the parastatal sector, is inherent in the
decision taken in the mid-sixties to utilize large-scale centrally
controlled organizations to operate the bulk of the economy. These
organizations require more formally trained manpower than do small-scale
decentralized operations. A case in point is rural marketing and
distribution. Large, complex organizations in these areas require managers
with substautial formal and specialized training; small, decentralized
organizations undertaking the same functions can rely on individuals with
skills little different from those traditionally involved in farming and
petty trading, or skills which can easily be learned on the job.

2.29 The third--and related--factor has been a tendency to under-
estimate the skill requirements needed to efficiently manage large scale
complex operations. In some cases, too few skilled posts have been
allocated to projects or enterprises; in others projects have been started
without any prior investigation to ensure that skilled staff can be found
to manage the operation.27/

2.30 Overstaffing at lower levels results from some of these same
factors; but in addition it is influenced by legal and regulatory
procedures that make it far easier to hire than to fire workers. In the
past, these procedures have been used to protect workers when production
was low. Currently, the mood in the country is supportive of cost-cutting
and managers are finding it somewhat easier to obtain the necessary
approvals. Nevertheless, the procedures involved are time-consuming and
difficult.

2.31 These issues are elaborated in Appendix B which describes the
existing situation, reviews past and existing government policies and
discusses implications of these policies.

27/ Examples from the agricultural sector can be found in World Bank,
Tanzania Airicultural Sector Report (August 19, 1983), Chapters 3 and 7
and Draft Background Papers III and VI.

I 
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CHAPTER THREE

TOWARDS A REFORM PROGRAM

3.1 As noted at the outset, the Government has been aware of these
problems for some time and has initiated a number of efforts to solve
them. This chapter discusses these efforts, what they have accomplished
and what additional steps are necessary.

Past Efforts at Reform

3.2 Until quite recently, nearly all efforts to improve parastatal
performance have focused on strengthening Government supervision and
control. In 1967, the Government established SCOPO and the Tanzania
Audit Corporation. In 1969, the National Assembly passed the Public
Corporations Act which led to the establishment of sector holding
companies and which spelled out the powers and responsibilities of
various agencies dealing with parastatals. In 1974, in an effort to
increase the powers of the Ministry of Finance, the post of Commissioner
for Public Investment was established and combined with the functions of
the Treasury Registrar. In 1975 an Inspection, Supervision and Control
Section was added and the 1983 amendments to the Public Corporations Act
and the Treasury Registrar Ordinance further strengthened the powers of
the Commissioner's office.

3.3 In 1979 a technical assistance team from the Statsforetag AB,
the principal holding company for public enterprises in Sweden, was
posted in the office of the Commissioner for Public Investment. Between
1979 and 1983, more than 10 years of resident expertise was provided and
a variety of technical papers and analyses developed. The team's final
report presented a careful analysis of the parastatal sector and
concluded that disappointing performance was caused by insufficient
capital structure, inputs and infrastructure; bad management due to
unqualified and inexperienced board members and senior staff; fraud,
theft, negligence and lack of incentives; and insufficient monitoring and
control by Government. Despite the perceived need to reduce the number
of parties that intervene in parastatal affairs and to conserve on
skilled manpower to handle regulatory functions, the ,eport recommended
against establishment of a central body to manage all parastatal affairs,
similar to the National Enterprise Board of the United Kingdom as it
existed in 1983; that approach was believed to be totally unworkable
given the size and complexity of the parastatal sector. Instead, it
endorsed the 1983 efforts to strengthen the office of the Commissioner
for Public Investment, recommended that the number of ministries charged
with supervising parastatals be reduced and technical assistance be
provided to the others, and proposed the creation of a detailed
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reporting/information system, specifying the type of information (and
timing of submissions) that each unit in the hierarchy should produce.
These recormmendations were never formally reviewed or discussed, despite
the efforts of the then-Commissioner of Public Investments to use the
report as a basis for the revision of his office's oversight role.

3.4 In the period 1981-1983, several other reviews of parastatal
operations in general, and of key sectors such as agriculture, were
undertaken. All agreed that the management/supervision scene was
cluttered and chaotic, with too many agencies involved, posing too much
of an information burden on weak parastatal management and equally weak
reviewing bodies. The reports further concurred that management autonomy
was lacking in areas where decisions should preferably be made at the
level of the firm - e.g., pricing, hiring and firing, incentives and
sanctions for the workforce and middle management, cutting uneconomic
services, closing consistently money-losing plants or services. But the
reviews also stressed that while supervisory bodies frequently acted to
constrain managerial autonomy in areas where it was needed, they at the
same time failed to exercise necessary oversight functions, particularly
in the realm of financial control, and analysis of parastatal invest-
ments.

3.5 As a result of these reviews--plus increasingly visible poor
parastatal performance--Government undertook two actions. As indicated
above, it revised the Public Corporations Act to strengthen the super-
visory role and powers of the Office of the Commissioner for Public
Investments; and it created a special commission--the Hamad Commission--
to review parastatal performance, to examine the reasons for the sector's
lack of efficiency and productivity, and to propose remedies. The
enlargement of the legal powers of the CPI has had no discernible impact
on either the performance of that body or the parastatals in general.
The Hamad Commission was a different matter in that a number of its
recommendations were implemented and have had at least some effect.

Mi) The Commission recommended that with the revival of agricul-
tural cooperatives, the all-purpose crop authorities were no
longer needed and should be replaced by marketing boards.
This recommendation was carried out.

(ii) A recommendation was made to close a few parastatals that
were performing particularly poorly, to merge several others
and to absorb the functions of several others into normal
ministerial operations. Some of these recommendations were
implemented. A Livestock Development Authority and two of
its subsidiaries were eliminated, one transport and several
trading firms were dismantled, several firms were restruc-
tared and a few mergers took place.
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(iii) The Commission recommended the removal of Members of Parlia-
ment from Boards of Directors, the limitation of boards to
10 members. and the appointment to boards of technical
experts, main users of the products or services produced,
and representatives of major creditors. The first recommen-
dation was enacted in 1985; the second and third are being
implemented slowly, with a few exceptions only as fast as
vacancies occur.

(iv) The Commission suggested that boards be more actively in-
volved in the choice of General Managers, by advertising
vacancies, interviewing candidates and proposing a short
list of names to the President. This procedure is being
adopted.

(v) Cost-cutting measures were a priority item for the
Commission; managers of the parastatals responded by reduc-
ing the number employed in the sector by about 20,000
between 1984 and 1986 (though an undetermined percentage of
these people probably were shifted to other posts in the
public sector); accounting improvements were begun, and a
host of waste reduction steps were taken.

3.6 As a follow-up to the Hamad Commission, a Presidential
Implementation Team was formed in 1984, with a mandate to suggest further
cost-cutting and cost-controlling measures. Over a three year period the
PIT has made a number of suggestions for improving cost consciousness in
parastatals. But it also has examined the issue of performance
monitoring and supervision, and in 1987 submitted to Cabinet a set of
recommendations on these matters. In essence, the PIT sees lack of
managerial autonomy as the principal problem, compounded by the
ineffectiveness of the supervision agencies. Unlike parastatal managers
who attribute poor performance to lack of capital and other resources,
the PIT blames unclear or incorrect objectives and lack of incentives.
The PIT recommends that profitability be established as a primary goal of
parastatals, that managers be given latitude on who they can hire and on
how much they can pay, and that decision-makers in Government scrutinize
each and every parastatal to determine its utility to the country--and to
take corrective action including dismantlement if necessary. Finally,
the PIT proposes that a new agency be formed to advise Government on
parastatal policy, to analyze problem firms and propose solutions.

3.7 Finally, there is the Nsekela Commission report of 1987. While
the bulk of this report dealt with remuneration of civil cervice and
parastatal employees, it also dealt with the sector's poor performance
and the institutional factors contributing to that performance. In line
with all other analyses, the Nsekela Commission attributes the sector's
admitted ineffectiveness to poor initial investment decisions, unclear
objectives, weak management, insufficient autonomy of management, and a
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set of macro issues outside the control or direction of enterprise
management. It recommendss a more careful search for chief executives,
the involvement of the Board of Directors in their choice, better boards,
more resources devoted to management training, and the creation of a new,
centrally located policy makingisupervisory body. The new body should
take over some of the responsibilities of SCOPO (which would disappear),
be staffed by high-level persons, be chaired by a personage of cabinet
rank, and be assisted by a powerful secretariat, headed by an outstanding
official. Both sets of recommendations, those of the PIT and those of
the Neekela Cownission, are under review at the present time.

3.8 All these efforts to improve parastatal performance,
particularly those involving changes in the regulatory environment, have
had only marginal impacts. Few of the proposals have been implemented
and those that have, have not gone far enough to have lasting,
significant effects. On the other hand, a number of other steps which
directly or indirectly change the policy environment facing parastatals
have recently been taken that are having significant effects.

3.9 Most important is the Economic Recovery Program (ERP) introduced
in June, 1986. Among other things, this program includes the following
changes in economic policy:

The shilling has been devalued and the Government is committed to
further devaluation to achieve equilibrium by mid-1988. As these
changes occur the Government plans to shift from reliance on
administrative mechanisms to tariffs as the principal means of
regulating imports.

As interim measures, an own-funded import and an export retention
scheme have been adopted, thereby allowing wider and more
automatic access to foreign exchange and imports than had
previously existed.

Interest rates have been increased substantially, the goal being
to achieve positive real interest rates by mid-1988.

Tight monetary and fiscal policies have been adopted.

Subsidies, most notably on food and agricultural inputs, have been
eliminated, producer prices for agricultural exports have been
increased and domestic prices are being decontrolled in such
fashion that by July, 1988 only 12 categories of commodities will
remain controlled.

Restrictions on transport and trade in agricultural products and
commodities whose prices are being decontrolled are being lifted.
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3.10 These changes are beginning to have profound effects on all seg-
ments of the economy but especially on parastatals. In general they mean
that the protection from domestic and international competition that para-
statals in particular have enjoyed is being eroded, that they will have to
pay prices and interest rates more similar to those faced by the private
sector and that they cannot assume that the Government will automatically
come to their rescue with subsidies or credit when they incur losses.
Parastatals that can adapt to the new situation by improving internal
efficiency or by shifting from unprofitable to profitable lines of
activity--for example, from processes heavily dependent on imports to those
that result in exports--will prosper; those that cannot will be hurt.

An Aienda for the Future

3.11 These policy changes address many but not all of the factors
discussed in C%apter 2: they are necessary but not sufficient to generate
the momentum sustained improvements in the parastatal sector. First,
special measures may have to be developed to assist parastatals especially
hard hit by the effects of the credit squeeze and devaluation. Second,
while the ERP provides strong incentive3 to parastatals--to the institu-
tional entities--to improve performance, that fact does not automatically
mean that board members. managers and employees of parastatals have
comparably increased incentives. Since the Government, not any of these
individuals, is the owner, no one with direct responsibility is
automatically and necessarily hurt by poor parastatal performance or
rewarded for superior performance. Past efforts to utilize institutional
mechanisms to provide such motivation have worked poorly. Another, more
serious effort in this direction is called for. Third, in addition to
being properly motivated, parastatals and their managers must have the
capacity to respond in appropriate ways. They cannot do so if they do not
know how; if they cannot fill key staff positions with well-trained and
motivated individuals, or if they are blocked by overwhelming debt
obligations, pricing regulations, red tape, or lack of raw material, spares
or infrastructure. To round out the ERP so far as parastatals are
concerned, policies must be developed to resolve these problems. The
following agenda is meant to accomplish this task.

Clarify Goals and Correct Expectations

3.12 In a speech given in November, 1985, President Mwinyi put para-
statals on notice that they had two years to put their economic house in
order or face disciplinary action. In effect, that statement told para-
statals that they were to behave like profit-making entities, that non-
commercial goals were to take second place, and that after a period of
adjustment they would be held accountable. It is a statement that seems to
have been taken seriously and may have been responsible for the harder line
parastatal managers appear to be taking with non-paying customers and
redundant workers during the last year.
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3.13 More statements of this type, though of a more specific and
detailed nature, are needed at the present time. They are needed to spread
Information about recent policy changes that are not widely known and
understood.28/ They are especially important at the time a new program is
being initiated. Otherwise, old expectations will remain, the new efforts
vill not be taken seriously and implementation will be impeded. If the
assessment and recommendations of this study are accepted, that statement
might include the following pointes

-- an announcement that a new policy statement on parastatals
will prepared within a specified period. say, six months; an
indication of why such a statement is needed and what its
general content will be;

-- an explanation for the new macroeconomic policy euvironment
and the necessity of eliminating preferential treatment;

-- an appreciation of the fact that the new policy environment,
as it unfolds, will create opportunities for some firms and
problems for others;

-- a strong assertion that there will be no general bailouts-
-that there simply are not the resources to do otherwise--that
the most that can be expected is that a few high priority
firms might receive temporary assistance to help correct past
mistakes and adapt more rapidly to the new environment.

-- an indication of the major steps to follow, e.g., announcement
of the individual and the institution to be put in charge of
the operation, announcement of programs to be initiated to
eliminate credit and accounting arrears, etc.

-- an announcement of immediate interim measures--e.g., no new
parastatals to be established, no net expansion of staff, no
new loan guarantees to be issued, etc.--until this new policy
statement is made public.

281 A case in point is the list of commodities no longer subject to price
controls and that can be freely imported and traded. It is important
to do more than take away restrictions; at a minimum it is necessary
to ensure that everyone knows that the restrictions have been lifted.
A high-level, widely publicized announcement of this policy change
would encourage private activities to enter the field more rapidly,
would inhibit local efforts to restrict such activities and would put
Regional Trading Corporations and other parastatals on notice that
the competition they are beginning to face is not going to go away-
-indeed that it will increase--and that therefore they should begin

Continued on next page
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3.14 A comprehensive policy statement pertaining to the parastatal
sector would include a statement of what is expected of the sector and its
role vis a vis other actors--the Government proper, cooperatives and the
private sector--an analysis of their performance and problems in fulfilling
this role and a plan of action to correct these problems. For some
parastatals, in particular, marketing, trading and regulatory bodies, more
specific statements of goals and objectives are also needed. Other
countries have found such statements useful, first and foremost because the
process of preparing such a statement forces a certain amount of strategic
thinking to be undertaken, and second, because the publication of such a
statement helps put everyone on notice about what is expected. Examples of
such policy statements are provided in Appendix E.

Reduce the Number of Parastatals to a More Manageable Nimber and for this
PurRose Classify Parastatals and Establish Specific ProArams for Each

3.15 At the present time, very scarce managerial and financial
resources are being spread over a large number of parastatals, so thinly
that few of them have sufficient resources and expertise to do what is
necessary to adapt to the new economic environment. These resources must
be reallocated to provide high priority firms that are capable of becoming
viable with all that they need and to stop wasting resources on firms that
are no longer serving useful purposes or cannot become viable within a
reasonable time.

3.16 For this purpose, it is proposed that parastatals be classified
into commercial and non-commercial categories and that the commercial
parastatals be further subdivided into those that must be maintained and
made to work, those that no longer have any rationale and are to be
divested and the remainder which will be allowed to fend for themselves,
prospering or failing without special help or intervention. Each of these
categories is discussed below.

3.17 Parastatals to be maintained. This category of commercial para-
statals would include enterprises which the Government is determined to
support even if they prove to be economically nonviable for a period.
Parastatals likely to be included in this category in Tanzania are those
concerned with post and telecommunications, water services, power
production and distribution, rail and air services, harbours and ports,
insurance and banking.291 There is no good name for this category. Not
all are 'public utilities, as the term is commonly used; not all are
natural monopolies; while they are all high priority, the Government is
likely to assign high priority to the activities of other parastatals and
private firms from time to time.

Continued from previous page
adjusting to it rather than attempting to shore up their eroding
monopoly position.

29/ The brewery and cigarette companies might be added to this list
because of their importance in generating revenues. But the tax

Continued on next page
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3.18 The distinguishing characteristic of parastatals in this category
is that the Government would work out with them an agreement, sometimes
called a 'contract plan', that in the initial year would include plans for
equipment rehabilitation and financial restructuring and on an annual basis
cost minimization targets and pricing formulas as well as investment plans.
The number of firms in this category must be strictly limited by the
Government's ability to adequately develop, administer and finance such
plans. At the present time, it is unlikely that more firms than those
listed above could be included in this category.

3.19 Parastatals to be divested. Parastatals in this category are
those which no longer serve any useful purpose, which are clearly not
capable of becoming economically viable in a reasonable period of time or
which the Government decides it no longer wishes to manage itsplf and
prefers to turn over in part or whole to the private sector. If a
parastatal fits one of these criteria. no further resources should be spent
on it; it should be phased out and its useful assets redeployed elsewhere.
Firms that are clearly not viable could equally well be placed in the next
category and allowed to fend for themselves; but if it is clear that they
are not going to succeed on their own, it would be better economically to
redeploy their assets and manpower sooner rather than later.

3.20 All other commercial parastatals. Between these two extremes are
a large number of parastatals that may or may not survive in a competitive
environment without preferential treatment. They should be allowed to fend
for themselves but with greater freedom to respond to competition (see
below) and form joint ventures or enter into management contracts. Some
may warrant temporary assistance to correct the effects of past policies
and price distortions, but in most cases the enterprise should be left to
survive on its own without special treatment. They should not, however, be
asked to serve non-commercial goals without receiving appropriate compensa-
tion from the Government (see below).

3.21 Temporary assistance may be warranted in certain cases, for
example where an enterprise has been decapitalized or unable to maintain
and replace outmoded equipment because of price controls, Government-
mandated social welfare objectives or sudden changes in policy (for
example, devaluation). It may also be appropriate to help firms improve
operational capacity in areas that were neglected in the past--for example,
internal accounting and control systems, quality control, marketing and
financial management.

Continued from previous page
system is sufficiently well developed that the same revenue could be
collected no matter who owned these firms. Nor is their anything to
be gained by keeping out domestic and foreign competition.
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3.22 However, Government resources that can be used for these purposes
are extremely limited and should therefore be provided only to a few firms
with the very best chance of prospering if such assistance is given and is
not available from other sources.30/ To ensure that these conditions are
met, thought should be given to setting aside a specific pool of budgetary
resources for such assistance and asking firms in this category to compete
for these resources by submitting proposals on a competitive basis to a
panel of experts. An added degree of discipline can be obtained by
providing these funds as loans, though perhaps at concessional rates. This
procedure would ease the administrative burden on Government officials and
improve the chances that the scarce funds would not be spread too thinly to
be effective. Once this transition period is over, Government assistance
for this purpose should cease and the Banking system should be relied upon
as the principal institution for allocating credit.

3.23 Non-commercial parastatals. Government subventions to this group
of parastatals is not insignificant; in 1985/86 it amounted to over TSh.
4.5 billion. The status of each should be scrutinized with care. Some
are no different from winisterial departments and should be reconLstituted
as such. Others are likely to operate more efficiently if they are admin-
istered somewhat separately and have more autonomy to hire and fire and
raise revenues through the sale of goods and services; cases in point are
the University, major health facilities and possibly also some research
institutes. They should not, hfwever, be permitted the same degree of
financial independence (for example, to borrow or determine how reserves
are to be utilized) as commercial parastatals. Still others should be
abolished or reconstituted as private voluntary agencies supported solely
by private contributions. The goal of such a review should be to reduce
the number of such agencies that have to be administered and financed and
to improve the cost-effectiveness of those that remain.

Increase Competitive Pressures

3.24 During the last two years, competitive pressures on some para-
statals have been significantly increased. This has occurred because of
the introduction of the own-imports and export retention schemes, and by
deconfinement of industrial supplies and domestic distribution of agricul-
tural commodities and inputs except fertilizer and seed. The Government is
committed to proceed further with deconfinement, and to consider arrange-
ments for fertilizer and seed, as additional price controls are eliminated.

3.25 Many barriers to entry into economic activity still exist, hrw-
ever. To eliminate or reduce them, additional measures should be con-
sidered. Government offices and parastatals could be allowed--perhaps even
encouraged if better service or lower costs can be obtained--to purchase
supplies and services from any accredited source. Examples of the supplies
and services that should be considered are office supplies, accounting
services, legal services, transport and shipping--all of which, as a
practical matter, are still *confined". To make this measure effective,

30/ In some cases necessary assistance can be obtained from private
partners in joint ventures, management firms which agree to take an

Continued on next page
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private firms--and cooperatives and parastatals in other lines of business
as well--should be allowed and encouraged to establish accredited
businesses in these areas. For example, financial institutions could be
allowed to offer the full range of financial aud banking services and to
provide them to any potential client; and cooperatives could be encouraged
to expand the range of services they provide--for example, opening retail
stores--in their region. open retail outlets and provide other services to
members and non-members alike within their area. Reducing barriers to
entry is also likely to require changing regulations governing permits to
invest and establish new businesses and revising legislation providing
protection in case of expropriation (for example, to specify an objective
procedure for determining the value of assets, as opposed to the present
vague promise of "full and fair3 value, ar.i a clear time frame for
compensation, presently unspecified). Many other barriers to entry,
informal and subtle as well as formal and obvious, are likely to exist; a
broad-ranging study should be undertaken to identify them and to determine
how to change them.

Eliminate Preferential Treatment

3.26 As detailed in Chapter 2, parastatals receive preferential treat-
ment in a variety of ways. If inefficiency is not to be rewarded, this
treatment mrst be eliminated. Subsidies must be provided sparingly and
only for sp'scifically agreed services. Payment of taxes and dividends must
be required on the same terms as required of private companies Cand if the
dividends cannot be paid they should accrue with interest).31/ Government
guarantees for domestic loans should be eliminated if possible, or if not
provided sparingly for exceptional reasons. Interest rates on such loans
are projected to become positive by mid-1988; in the interim it would be
useful to investigate how, from whom and at what rates the private sector
obtains credit so that a set of positive rates can be selected that elimin-
ates any remaining preferential treatment. Guarantees on foreign loans
should be provided sparingly and all such loans should be onlent at commer-
cial rates. In addition, the credit allocation system should be studied to
determine the extent and nature of preferential treatment accorded in this
way.

3.27 Other dimensions of financial discipline can be enforced in the
following ways. It should be stated and restated at the highest level--
and demonstrated in practice--that there will be no automatic Government
bailout or debt forgiveness. Arrears can be handled by insisting that all
overdue bills, taxes, loan payments and so on must be settled (not neces-
sarily at par) or renegotiated within a maximum of six months, after which
banks will be instructed not to provide credit and producing parastatals
not to provide goods or services to any company in arrears, regardless of

Continued from previous page
equity position or establish some other profit sharing arrangement,
or through twinning arrangements with similar, more developed firms.

31/ So far as dividends are concerned, one way to do this is to determine
a standard or average dividend rate from a study of private business

Continued on next page
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priority. Since some intractable and contentious problems are likely to
arise, it would be useful to assign a task force to assist with implemen-
tation and mediation. The Government may also find it necessary to assist
some parastatals financially if this problem is to be resolved once and for
all. The problem of inadequate financial accounts can be handled by
instructing banks to consider parastatals without accurate, up-to-date
accounts (after a grace period of, say, six months) to be non-creditworthy
and, therefore, not eligible for credit, regardless of priority. Here too
some intractable problems may arise that require special assistance.321

Eliminate Discriminatory Treatment

3.28 As discussed in Chapter 2. there are a variety of factors that
make it difficult for parastatals to ce:mpete on equal terms. It is as
important to remove such barriers as it is to eliminate sources of
preferential treatment.

3.29 Price Controls. Parastatals are obliged to adhere to price
controls and guidelines to a greater extent than the private sector. In
part, this situation derives from the fact that parastatals are more
frequently found in fields where regulation has been necessary because of
the absence of competitive pressures. But the situation also dervies from
the fact that it is easier to enforce price contro's on the public sector.
As noted above the list of commodities subject to price controls by the
National Price Commission is to be reduced to 12 groups by mid-88;
consideration should be given to going further at that time. Other prices,
including especially those of natural monopolies, are currently set by
Cabinet. For these, consideration should be given to delegating this
authority to a more technical body on the basis of guidelines set by
Cabinet. These guidelines might usefully include automatic pass-through of
the effects of devaluation and interest rate increases except for a
targeted improvement in efficiency which would be passed on to consumers.33/

Continued from previous page
practices and then to require all commercial parastatals-
-subsidiaries and holding corporations as well as independent
corporations--to pay (or accrue with interest) the appropriate amount
to the Government.

321 In 1986, the National Board of Accountants and Auditors directed
auditors to follow practices laid down in a manual, Standard
Accounting Practices and Principles; more recently, it has initiated
a series of steps to assess and improve training capacity in the
country. These efforts should be reviewed to determine their
effectiveness and whether anything more needs to be done at the
present time.

33/ A recent directive that allows the railway to raise its tariffs by up
to 5 percent without prior approval and by up to 10 percent with

Continued on next page
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3.30 Social obiectives. Some parastatal managers appeal to social
objectives as an excuse for inefficiency. At the same time, some
Government officials believe that parastatals should be willing to bear the
expense of achieving social objectives--for example, keeping redundant
workers or providing merchandise or services to public agencies, officials
and remote regions at less than market price--because they are compensated,
among other ways, by receiving foreign exchange and credit at favorable
rates. Both arguments lead to a stalemate that permits the inefficiencies
to continue. That stalemate would disappear if it was accepted by all
parties that commercial parastatals are to serve strictly commercial goals,
that social services are not expected of them unless specifically
contracted and paid for and that they should not expect any preferential
treatment. To accomplish this change in expectations, high-level public
statements to this effect are needed along with changes in procedures and
policies that eliminate preferential treatment and establish a mechanism of
contracting for social services. That mechanism should be a part of the
the budget process, which is where decisions to make other purchases by the
Government are taken. For example, regional trucking companies are
expected to service remote areas vithout extra compensation. Either the
company should be allowed to raise its fees for these regions or the
Government should agree to pay the difference.341

3.31 However, before any such solution is implemented, the costs and
benefits of achieving the underlying goal in different ways should be
assessed. For example, a sample survey could determine how much of the
supply of an item, such as farm implements, is provided to remote areas by
the RTCs; whether the items they provide go to the intended beneficiary-
-the poor farmer--or to wealthier farmers or middlemen; and what would be
the effects, benefits and costs, of leaving provision of such goods to
private channels.

3.32 Managerial Autonomy. There is general agreement that managerial
autonomy must be increased. Parastatal managers cannot be held accountable
for results if they have little power to determine those results; nor can
they be expected to perform on a par with private managers unless they have
similar degrees of freedom. This means, for example, that managers should
have more freedom to hire and fire staff, set prices and wages, purchase

Continued from previous page
ministerial approval during each six month period is a sign that the
need for greater flexibility is being realized. But this particular
guideline bears no necessary relationship to actual increases in
costs and improvements in efficiency. To introduce these elements
effectively, some negotiation between the parastatal and a technical
body representing the interests of the Government and country at
large will be necessary.

341 Other more specific solutions might be considered in special cases.
ForJexample, poor people in remote villages could be allowed to
purchase vouchers to buy farm implements at a discount, all other
customers paying the full price plus transport costs; the parastatal
would then turn the vouchers over to the Government for reimbursement
of its costs. If such a targeted subsidy proved administratively too
burdensome, a more expensive but still acceptable solution would be
to reduce the price to all customers and subsidize the enterprise
directly. A third best solution that can be considered in cases like
the provision of electricity where the market can be segmented is
cross-subsidization, that is, charging one part of the market more
than another so that on average all costs are covered.
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from the most economical and reliable suppliers, sell in the most profit-
able markets, close plants and production lines that cannot make a profit
and open new lines and plants in the most promising areas. The quality of
their decisions should then be judged after the fact--by results--not by
the extent to which they conform to a priori rules and regulations.

3.33 Managers have not been given more freedom for at least four
reasons: desire that they conform to certain uniform standards (e.g., with
respect to wages and terms of employment), lack of confidence in their
abilities, weak boards of directors, and pressure to implement non-com-
mercial objectives (e.g., location of a plant in a backward area). But it
is also the case that managers have often not exercised the full extent of
the freedom they have, in large part because they are not directly rewarded
and punished for the ensuing results.

3.34 Pressures to implement non-commercial objectives should be dealt
with as discussed above, by reiterating the priority of commercial goals
and using special contracts to achieve non-commercial goals (in those hope-
fully rare cases where it is found to be appropriate and necessary to
utilize commercial parastatals for these purposes). The other factors
suggest that it may be best to proceed towards more autonomy by modest
increments. This can be done by specifying general principals that should
be followed or setting a range withkn which the manager has latitude to act
(with or without board approval). As everyone becomes more comfortable
with the results, the range within which latitude is allowed should be
increased; and wherever possible, general principles should be substituted
for ranges. The procedure suggested above for regulating prices charged by
natural monopolies is a case in point.

3.35 Weak boards and management committees contribute to the problem by
encouraging regulatory agencies to undertake supervisory functions normally
assigned to boards; but such agencies can only do so by establishing
uniform rules seldom tailored to the circumstances of individual
parastatals. The Government has already taken a number of steps to
strengthen boards. These measures need to be consolidated and reinforced
by ensuring that they are rigorously applied, appointing more technical
experts (which means using fewer civil service generalists) and providing
training where necessary for others, removing directors who perform poorly,
limiting terms of appointment to 3-5 years and providing appropriate
remuneration packages. In addition, it would be useful to develop a set of
guidelines that spells out objectives and functions of Boards and national
policy issues of relevance in formulating company policy. So far as
management committees are concerned, they tend to be inherently weak
because of their composition; thought should be given to replacing them by
full boards.

3.36 Employment and Compensation. Instead of paying salaries and bene-
fits competitive with the private sector, parastatals have depended on
secondment from the civil service and central allocation of new graduates
obligated to work for the public sector to fill their needs for managerial
and technical manpower. This approach has resulted in moonlighting, low
productivity and morale, greater dependence on high cost expatriates and a
sorting out of personnel, those more interested in security and less
capable of competing in the private sector remaining in public service.
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These problems cannot be eliminated in any other way than to make
compensstion packages competitive with the private sector. This does not
mea,a that public salaries should be identical to that of the private sector
since there is more security of employment, but it does require some
narrowing of the gap. That cannot be done without increasing
productivity, which means in the first instance at least, eliminating
redundant labor and motivating remaining employees to devote their energies
to enhancement of parastatal goals. A necessary, though far from
sufficient conditior for accomplishing this is to provide managers with
more freedom to hire, fire, and set wages, as discussed above. Such
flexibility iR absolutely necessary if restructuring of the parastatal
sector is to occur at all. A barrier to providing such flexibility may be
fears about the social consequences of the disruptions involved. While
many observers appear to believe these consequences would be minimal in
Tanzania because of earlier experiences with retrenchment (see paragraphs
6-9 of Appendix B), the fears may still be present and deserve
consideration if only to lay them to rest. Other means to increasing
productivity must be identified on a case by case basis.

3.37 A review of income tax and fringe benefit policies is also called
for. While marginal rates have recently been adjusted, they remain so high
that the benefit of salary increases higher levels is small and the incen-
tive to receive increases in the form of non-taxed fringe benefits remains
high. Fringe benefits now account for a large fraction--perhaps 50
percent--of total compensation. Particularly when given in kind rather
than monetary allowances--which is most common--they impose substantial
costs and managerial burdens on parastatals and they lend themselves easily
to abuse. These two subjects deserve careful study to develop a plan by
which fringe benefits can be reduced, the savings used to increase base
salaries and tax rates adjusted to ensure that an adequate fraction of the
increase in base pay is passed on to the employee. Of particular import-
ance is a review of housing policy, perhaps the most managerially burden-
some and costly of the fringe benefits.

Establish a Performance Monitorina and Evaluation System

3.38 In principle, performance evaluation of public enterprises
involves, first, agreement on goals or targets, second, assessment of the
extent to which the company met these objectives, and third, determination
of the reasons for the observed perrormance, that is, whether due to
external or internal factors, and if the latter assignment of responsi-
bility. This information would then be used to reward or penalize those
responsible as appropriate. The second and third steps can become quite
complicated since the analysis must separate out various causes, determine
which could be influenced and consider what would have happened under a
different set of circumstances. Tanzania has neither the necessary infor-
mation systems nor sufficient trained analysts to undertake such an
analysis for more than a few enterprises. On the uther hand, some system
of performance evaluation and rewards is necessary to provide proper
insentives for superior performance.
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3.39 For important enterprises, the system can be embodied in a
contract plan (see paragraphs 3.17 and 3.18) that includes a section on how
managers will be rewarded/penalized for their performance and how that
performance will be judged. One way do so is to establish an expert
committee reporting to the office responsible for appointing the manager.
In most of these cases, this means reporting to the President. This
expert committee would assist or advise the Government on relevant portions
of the contract plan, assess the extent to which goals and targets have
been met and judge the extent to which senior management was responsible
for the outcome.

3.40 For the bulk of parastatals that do not have contract plans,
reliance might again be placed on an expert committee reporting to the
appointing body, the principal difference being that there would have to be
a general formula or set of guidelines established to determine rewards and
penalties to be applied across the board (or to major groupings of
parastatals).

3.41 A mechanism already exist for providing bonuses to workers in
companies that surpass agreed-to production targets; but it works poorly:
few agreements are concluded, registered and accepted, and only a handful
of bonus awards have actually been made since its inception in 1981. An
important reason for this poor record is the highly centralized nature of
the scheme which requires the registration and acceptance of a voluntary
agreement between managers and workers by the Permanent Labor Tribunal (see
paragraphs 46-48 of Appendix B). If managers were held more accountable
for parastatal performance, as proposed above, they could be given more
autonomy with respect to providing such bonuses directly, or with agreement
only of their boards.

Institutional Arrangements

3.42 This program for parastatal reform requires two different types of
institutional arrangements, one to cover a transition period of two or
three years and the other to operate and manage the parastatal system that
emerges from this transition period.

3.43 Transitional Arrangements. During the transition period some one,
or agency, must be assigned responsibility to:

- - think broadly and strategically about the best way for the
Tanzanian economy to organize itself in the long run and
decide on the role that the parastatal sector should play, and
for this purpose undertake analyses and develop position
papers for consideration by the President and Cabinet;
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-- develop detailed plans to move the economy and the parastatal
sector in particular in the desired direction, a task that
includes classifying parastatals and setting up programs and
procedures to deal with parastatals in each group;

-- make sure that all parties understand and accept the need for
these changes; and

-- implement--or assign responsibility and supervise the
implementation of--the agreed-to plans, for example, review,
and if necessary assist in the development of. rehabilitation
proposals and implement programs to correct credit and
accounting arrears problems.

3.44 These four tasks, or sets of tasks, are not fully separable or do-
able in stagest each will interact with the other and in the process goals,
plans and implementation proceedures will be amended. For this reason, one
agancy should be assigned responsibility and held accountable for all four
tasks. But to accomplish these tasks, it must have the power to delegate
authority, assign responsibilities to other agencies and impose sanctions
for noncompliance. For example, it might ask the Commissioner for Public
Investment to implement the programs to eliminate credit and accounting
arrears; and it might ask sector ministries or holding companies that have
the capacity to do so to advise on which parastatals should undergo reha-
bilitation, help draft terms of reference for studies to prepare rehabili-
tation programs, and supervise the whole process. In addition, this core
agency should have the authority to set up advisory committees, special
implementation teams and ad hoc task forces and to hire consultants as
needed to get the job done.

3.45 Since the tasks involved are similar to--indeed they are a part
of--the Economic Recovery Program which is the responsibility of the
Ministry of Finance, consideration might be given to locating this agency
in that ministry. But the problem of finding the proper person to lead
this effort argues against inclusion in that ministry. The person must be
distinguished and senior enough to be listened to by the President and the
Cabinet; he must have a high enough rank to deal effectively with para-
statals, regulatory bodies and ministries--which probably means a rank of
Minister or Principle Secretary--and he would have to devote full time to
the task, ideally for the whole transition period. Such a person would not
be effective if located within a ministry; he would have to report directly
to the President. A practical alternative, therefore, is to locate this
agency in the Office of the President. The President's Implementation Team
for the Hamad Commission Report provides a precedent for this; but the body
envisioned here would differ in that it would have ongoing strategic
analysis and planning functions as well as implementation and supervisory
functions. For this purpose, its head would need several deputies to whom
primary responsibility for major parts of the program could be assigned and
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a small--perhaps no more than a dozen--senior staff. All these individuals
should be capable of preparing high-level decision memoranda and have
sufficient authority to implement or supervise implementation of parts of
the program.

3.46 Onaoint Arransements. The ongoing functions that the Government
needs to perform to properly manage its parastatal sector can conveniently
be summarized by reference to a statement recommending the proper role for
management of multi-divisional firms in the private sector. According to
that statement, head offices of such firms should undertaken the following
tasks with regard to their subsidiaries:

(i) Set basic objectives;

(Li) Appoint the general manager and members of the board;

(ii) Evaluate performance;

(iv) Reward or penalize the manager for his performance;

(v) Review financing decisions that affect the funds of the head office;

(vi) Do long range planning and coordination across units;

(vii) Do nothina else--that is, leave all other decisions to the
management of the operating units.351

3.47 For public firms, this list needs two modifications. First, task
(v) should be amended to read *review financing decision that affect public
funds Cincluding equity contributions, debt guarantees, and allocation of
surpluses to dividends, capital projects and other uses)'. And second an
additional function should be added, namely, to regulate and set prices for
natural monopolies and wherever necessary enter into contracts for the
performance of special non-commercial tasks.

3.48 The first of these tasks must ultimately be performed by the
President and Cabinet. To do so they will continue to require policy
papers and advice on a regular basis. A scaled-down version of the central
agency envisioned for the transition period would be appropriate. This
central agency could also assist the President in making parastatal
appointments and serve as the secretariate for the advisory committee on
parastatal performance.

3.49 Final responsibility for review and supervision of financial
decisions must rest with the Ministry of Finance, with the Office of the
Commissioner of Public Investment and DEVPLAN playing key roles, since
these decisions affect the central Government's budget. But sector

351 After speech by Professor Leroy Jones to World Bank Public Enterprise
Seminar, February 1987.
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ministries, holding companies and boards of directors must also be
involved.

3.50 Long range planning and coordination at the sector level should
be the primary responsibility of sector ministries, though in some
circumstanc*s they may call upon holding companies to assist. Guidelines
for the establishment of these sector plans must be provided by DEVPLAN
which would also, along with the central agency concerned with basic
objectives for the parastatal sector, review these plans to ensure
conformity with national priorities and objectives.

3.51 Monopoly regulation and performance contracts, at least for the
time being, should be in the hands of the central agency. Eventually,
these functions might be moved to Treasury or decentralized to sector
ministries.

3.52 The admonition to *do nothing else' implies a substantial
devolution of authority to managers and their boards of directors. Such a
devolution may have to proceed in stages, the first stage consisting of
negotiations with a regulatory body for more discretionary power and
exceptions to general rules (for example, with respect to compensation).

* * * * *

3.53 These recommendations involve four types of changes in the
current regulatory system. First, strategic policy analysis and planning
would become a distinct, important function clearly assigned to an
appropriate agency; the President and Cabinet would continue to make final
aecisions but would have available to them papers and decision memoranda to
serve as guides. Second, there would be fewer cases of overlapping
authority. Wherever possible, primary or ultimate responsibility for a
given function would be assigned to a single agency; it may in turn
delegate that responsibility but the accountable agency is clearly
identified. Third, there would be less reliance on uniform regulations,
more reliance on guidelines and negotiated arrangements. While this
approach is time and staff intensive, it would be feasible because such
efforts would be focussed on only a few critical parastatals.

3.54 Finally, because the parastatal sector would be significantly
smaller, the size and number of agencies involved could be substantially
less. Remaining parastatals could be grouped together in such ways as to
reduce the number of sector ministries and holding companies involved in
their operations. And the functions of a number of specialized regulatory/
supervisory bodies could be taken over by other agencies. For example,
SCOPO's functions as well as those of the National Productivity Council, to
the extent they continue to be performed, could be taken over by the
central authority. The result should be a more streamlined system that
conserves on scarce resources and high-quality administrators while at the
same time affording managers more autonomy to get on with their job and
more pressure on them to do it well.
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Tosonamn Pharmeceuical Iaduetrs 29.0 115
Twnge. Teary Plastics 6.0
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OIX Al (continue)

5iu. (laes t yr.)- 
$Izocle"t v2-Privete Managamt Type of Tormi of

mvasm H"1042 COWANXIIII Mt" limpldy". Partici- Contact Agreement Agreseent

NATINL iEVELMET NrAT .0 
Air COmmunictlon Technologies
Aluminue Africa Ltd. U.S 1406 87
t(iIimniaro Machine ToAl.e . 111.4 178 FTm machine import (tuleari) 0 F

Ligan- Iran an Steel
Liht Source Wg C. Tunss. 01-9r-) 0 F
MAkn'ula Mach. Machine Tool 40.8 as0
lbol Farm Iquapeant

nh d Mechine Toole
Hotel Dox Tansanie Ltd. 10.0 71 L0 Metal Iar p.l.c. Intl. (1UK 0 F,V
Nono F ra Eowtom-n
MatimI Ulcycle C..
National eineen C. 10 74 0

ationl Steel Gw 8. 8 64
Itefrigeratien Equiunt
Soutbern P2er Nil a 0.7
Stel Rollin l nill-Ltri O.0 4
Tanzani l 18.0 91 29 Cmoraft Service Ltd. (Ue 0 F,V
Tanzania Cron Corl.
Tanzania Eloc. ed WS. C. 87.? 1as 20
Tanzanin Oen)g 6.4 126 40
Tansanin Watch Aembllng Co 8.8 iS
lAuno. Firs Zr glemt. 18.2 6on

NATIOTL IDlILE aA TI0 4S0.0 127
Blan a, WSLtd 2.0 679
Friendship Textl till 80.0 4291
Xi IlinnJaro Teatii I .0 2066 49
Marogoro Canvas MII 180.2 we
ltaea.aT fti. 1 56.9 64
Maanaa Tacti I 124 | 271
Tanonia I Co 6ill 0.0 620
Tanzania khg Cop .- Mi l l 40.7 418
Tanzania S_ ine Thread WC C.
Tana. DCeing A Weavingue I 18.1 2006
Ihiuneg Spinning rl 1-
Ut_g ren- Ltd. 12.2
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AM=DI Al (continud

Size (lte yr.)
.- s ------ r-- Privt e Typ* of Tes_ of

MINsTY HIUWD CMU Paidm fop. Partici- CAng t A4rsa
AFFLIATIUI i Z; I nCuapt Coteln WithS,

LKL DrA MYn. CM-. jU
Tanzai lwicreft NkV Ce

STATE 1TT CIIW TMN US.0 on
ien & ur CT) Cu. 0.2 I
1e Africn Mate Aaelie

bprnw Trac ot 118.A m4J
Far. Machinry Ditrihtio
Mater atTazani Ltd 0.4 40

Ma ervice C.
_aaci Treetor * Veb h. s.

Neon a GnOral Signa (?) Ltd
Riddach M5.0 S
Tanzonic Auto g. Co Ltd 2.0 120
Tanzania MaterC Gap 2D.0
Tanzania Tractor We 18.0
Tra ler Lo L _der .S. *.0 1t0

TANZl 1i LTD. 20.0 a2 45 Agr4or_let (Bulgaria) M.0 r
Darbi Ltd. 8.0 1
TOL Form
Tanzanis Haitin

T6N A KWTAST 2SOCIATE DS. 41 Gibbon. Serfat Print Export Ltd. N f,V
Ciern Africa Publicatn, Ltd
KIlo Paper Industries 4.8 14 7
National Printing Co. 10.0 r S
Printpk Taxnla Ltd. 14.0 4IS
Tanzania Publiehina Mamma,

TANMWA LUA1Tt ASCIATE D011. O
ffiogap. Leather bade Co 5.7 1U0
NWiosr Shoe Cu 90.4 440

Moogr Tannerise 80.0 3114
= , Tannerte_ I.9 1

Tanzanic She Co. 18.0 251
Tanxania Tannetis. Co Lt. 10.0
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A.fODIX Al (continud)

rPivte NMoaement Tge of T"ote ofMINISTR HMLOD CeAN Pti twfflqa. Purtici- cmntract Agreement Agreewent
AFFILIATION Opearnti to Cea Rtin it m

TANZANsiAlMW iiM t4 NWS Prgoinvemt (CaeocImoe@ki ) N.0 F.V
African Marble Co.

T.ajal Pre_ab. Cancret0
Cement CD.

IboooCeramics Worses Coamraft Met. Services, (ftname) NF.V

Tnl h Co 10.0Tanza Olin C_..k OTeai-Ch .rc t k. onn 1. r
Ta :i Clap Products

Tonsai d r T Ltd.
TORRiS Portland Comen" Ltd 1.0 0 60

ATanzaPncil C~sto l Coseraft Ngt. Sortwiin (Paname) N .V

AfnJ Pecl C*. 1^ " a

Aruahe Natal Indu.try
Shrd af Satemal Trade IV

Lwn"E or Tanzania

Ruft Press Ltd. *.A is 8o
HazCl Products

Rubor Tndustries 1.5 119
Tabora Teat Ise Hi I
Tangtanard (Nnrs aper) Ltd. 12.8 J
TanzaIa u sarwa of Standards 1V 187
Tenzani Cliarette Co 90.0 la"
Tanzania &g. nW. Deign Ore. V
Tanzan . Research & Dht. Org. 7
Tan. Ind. Stud. * Conlt. Or. 12
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APPLX Al (ccntinud)
Size (lateat yr.) PiaeT"01, Trsa

_ - ~~~Private Man_ageet Typ e .9 Temo
ISIIY a0D40 COMPNIBES Paid-up Elcymt. Partici- Cnt act Agreement Agreemnt

A1 TUN 0p*rattuCoan I n Cpitatl potian With i/ 8
ude wnt ctnWc ('axo t h) CO) A/_ __ _ _____ ___ ___ _ _ __h)(5

Tanzanit Package Mg.
Tanani Starch We.
Tanzania Truat
Tanania Vehicle Finance
Zen as Kilimo-Mbeys 448 6o Ns aene. (goed-.) N,0 P

WATR Rational Urban Water Authority

S/ Operating or approvel 1967-67. May be incoaplete.

i Mona A_ 4rement. O a Others: Coneultancy or Technical Advisory/Servic./Services Advieory/Serviceu
Assnstance/Cmmu t nqy Agreement.

F * fixed *ee; v - variable fee; n.e. a not available.

Non-commercial agency.

g/ By Tanzania Touriet Corportion for the following caanies (or hotels); Kilm_nJrr, Kundchi. Tanzania Teur. Lti.. Sofitel Noa
Africa. Movotel Mount Maru and Serengeti Safari Lodge..

Sam==: SCOPO. eAaenda for lndustrial R eworye, Vol. IX. p. 60 ff and
Inter-Mianiterial Paraatatal anagement and Technical Agreement. Comittt.. c 1arg.ye

ii*: The eDicry ume" the following name of companice with _nn cmnt contract which
do not appear In the OC lat of paratetela: KtK C L TB F?)

DAAO - OAi rport Handling Co. (AC~TPC Ltd. (SUA F PQ?)
Morogoro Polyeeter Textile. Ltd. OTbeays; iaec Textile Mil Ltd O)
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APPENDIX A2 PARASTATAL VALUE ADDED BY SECTORS

Table A2.1 PAMASTATAL VALUE ADDED BY SECTORS, MILL. SHS.

1978 1979 19" 1081 1082 1088 1984

1. Agriculture 212.7 219.6 190 l6 428 808 418
2. Mining 181.8 188.0 19e 169 104 48 74
8. Industries 902.7 941.6 2178 2122 467 1788 2499
4. Elebricity A Water 197.8 227.7 867 841 62 62 117
5. Construction 84.6 29.7 99 1e 446 4" 488
6. Comerce 525.6 2078.7 1646 1268 1672 2014 2887
7. Transport 166.6 262.8 n.a. n.n. 1548 1805 1778
8. Finance 180.6 614.4 861 947 655 562 1246
9. Servica ninl real estate 240.8 251.7 894 80 28 8 12

TOTAL 2627.6 4759.2 n.e. n.e. 7809 7985 9514

Source: Bureu of Statistics, Table 84, The Economic Survey, 1982, 108.

Table A2.2 PARASTATAL VALUE ADDED, PERCENT DISTRIBTION

1. Agriculture 8.09 4.61 n.e. n.e. 6.86 4.98 4.34
2. Mining 6.00 2.81 n.e. n.a. 1.42 0.60 9.78
8. Industries 86.56 19.78 n.e. n.e. 83.76 21.77 26.27
4. Electricity A Water 7.53 4.78 n.n. n.o. 0.86 0.78 1.28
S. Construction 1.29 9.62 n.e. n.s. 6.10 5.76 5.18
6. Commsrce 26.00 48.68 n.e. n.e. 22.08 86.49 80.84
7. Transport 6.82 6.51 n.e. n.n. 21.18 22.66 18.69
8. FInance 7.10 12.91 n.s. n.a. 7.52 6.91 18.10
0. Services lncl rel eate 9.16 5.29 n.s. n.e. O.88 0.10 0.18

TOIAL 100.00 100.00 n.n. n.e. 100.80 100.60 106.00

Table A2.8 PARASTATAL VALE ADDED, PERCENT OF SECTOR VALUE ADDED

.Agriculture 1.76 1.49 1.18 0.60 1.62 1.22 1.00
2. ining 18.85 47.e4 67.75 58.51 89.10 19.28 21.96
8. Industries 24.17 24.84 58.16 47.15 66.57 85.79 42.64
4. Electricity A Water 75.79 82.30 84.20 89.61 14.78 12.66 21.28
C. Constructbon 8.2 2.42 6.61 6.56 28.94 U8.74 29.88
6. Comrce 18.52 47.85 82.60 21.98 24.54 86.76 27.66
7. Transport 8.66 12.41 n.n. n.n. 45.16 46.77 86.84
8. Finance 0.04 26.6 28.16 21.01 11.25 10.51 20.29
9. Service incl rel etate 8.88 7. 9.95 8.24 0.51 .14 0.18

TOTAL 9.19 14.78 n.s. n.e. 18.91 18.09 12.48
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APPENDIX A3 ANALYSIS OF BUREAU OF STATISTICS SURVEY

Each year the Bureau of Statistics sends a questionnaire to a
sample of parastatals and publishes the results in a document entitled
Analysis of Accounts of Parastatal Enterprises. The material presented in
this appendix is taken from the 1984 edition which covers the years 1973
through 1982, plus unpublished materials for 1983 and 1984.

'he number of firma contacted, responding and estimated (i.e..
estimated and added to the responding firms) varies from year to year.
This substantially reduces the value of any time-series analysis of the
absolute values of these data. It is still of interest, however, to
observe trends in ratios (i.e., profits to sales, sales per employee, etc.)
over time. That is what this appendix focuses on (see Table A3.2).



Table A8.1 DATA USED IN ANALYSIS

1974 1975 1976 1077 1978 1079 196 1961 1902 198" 1984

NU OF FIRMS IN SALE
Responding 115 112 115 121 110 117 132 18$ 186 141 118
E tinastd 14 24 14 10 29 29 31 *5 as 09 64
Total 120 18S 129 189 148 146 168 166 171 180 167

GDP DERATOtS 76.8 87.7 106.6 117.6 129.1 140.9 166.6 186.5 216.0 268.5 806.2

1. Ariculture 17M 11066 15596 16661 17617 17366 17671 17542 1626 29232 21618
2. linng 8SJ2 2880 2806 2605 2857 2914 2960 3191 a966 4911 4124
8. Mmnufacturing 84770 36278 8MU48 43064 48641 58766 61946 52824 64969 55996 57642
4. Elctricity 3204 8364 8677 8714 488 6020 760 7695 7865 7779 8374
5. Constructlon 8667 3122 2792 S867 8622 8789 4021 4260 2367 2896 8396
6. Commerce 12408 18880 18673 19288 16024 16256 1632 18614 20281 20e47 21603
7. Tranport 4S28 5S15 U418 566 20567 84687 36496 89445 4S829 41903 42186
0. Finance, Real Estate A Bus. Service 8761 7868 8962 10272 11284 14288 13420 1466 14716 14992 16796
9. Obber ServIce 1662 1J62 16 1178 1184 1219 86 35 12 163 18 1680 

TOTAL S6U7 62804 02260 156876 126929 16261 153628 1996 166182 166829 176958

VALUE ADDED (ml I oh.)

1. Ariculture 207.9 123.2 171.1 215.4 211.4 221.5 240.1 279.3 428.9 307.6 418.8
2. Minling 166.5 87.9 00.7 127.6 146.6 200.9 178.6 219.8 14.4 47.8 78.9
8. manufacturing 458.9 634.7 622.6 1917.1 1089.4 1388.7 1618.8 2172.5 2467.1 178.8 2498.7
4. Electricity 06.1 1M1.4 187.4 193.2 240.4 196.2 481.5 896.1 446.5 469.9 467.9
5. Construclon 6.4 16.7 46.7 27.8 84.0 87.4 47.8 55.6 60.3 618. 116.6
6. Co merce 846.6 877.9 874.6 628.0 547.5 476.9 766.4 1109.6 1671.4 2914.1 28 6.5
7. Transport 9.9 127.6 132.9 165.8 924.7 289.8 1364.6 1486.6 1648.2 1384.9 1777.5
8. Finance, Re I Estate A Sun. Service 78. 903.5 113.1 182. 351.8 8a5.6 541.2 M88.6 549.6 562.2 1246.0
9. Other So" Icea 19.S 18.9 176.6 167.4 177.9 168.9 116.0 6.4 27.6 6.5 12.2

TOTAL 1876.2 1762.6 267.6 256M.7 8716.2 786.0 607S.0 9 09113.9 7869.2 7065.8 9612.6



Table AJ.1 Continuod

1974 1975 1976 1977 1976 1979 low6 m91 1952 19U5 1964

PMFIT3SEFORW TAX (mll. oh.)
1. ATriculture 72.T U. 6C.4 72 .9 71.6 89.9 99.8 156.2 64.7 72.8
2. Itngno 6.8 68.J C2.2 n2.8 1s.0 102.6 76.8 96.5 7.0 -49.8 -29.1
8. anufacturing 7.8 J88.3 812.2 466.6 617.9 J51.5 686.7 917.7 819.7 266.6 779.7
4. Eloctrlcity 8.6 18.6 26.2 68.8 191.6 26.0 282.6 196.6 179.6 149.9 89.6
5. Conetruction -8.5 4.9 4.4 19.4 l1l. 12.8 15.2 6.6 87.9 28.5 49.9
6. Commerce 22.9 26C.6 246.6 826.7 266.8 19J.8 862.5 690.6 1864.7 2267.2 2165.6
7 Transport 25.9 22.2 18.7 56.6 882.5 -481.6 514.2 M.4 204.4 847.8 282.7
9. Finane, Real Estate A Bus. Service 282.2 271.0 869.6 406.8 788.2 1154.7 856.8 617.6 927.9 1926.4 1766.1
9. Other Servies 6.8 7.4 171.8 161.6 176.5 1. 15.8 -5.4 -5.1 -25.6 -21.7

TOTAL 646.7 1564.9 1251.6 1644.2 2812.9 1699.6 290.6 2755.2 8864.8 4841.4 616.8

SALS REVEINE (mill. oh.)

1. riculture 281.6 169.5 206.4 242.9 241.6 256.2 278. 885.4 619.7 617.6 647.1
2- Zingn 186.8 164.6 149.5 154.1 167.6 196.2 229.6 882.1 884.2 855.4 865.7
8. Manufacturing 21. 2"9. M1.9 4642.9 4720.7 6125.6 7288.2 8587.8 19886.2 19787.9 18581.5
4. Electricity 141.0 154.9 197.7 248.9 275.9 306.9 489.9 569.6 7".2 782.6 969.4
5. Con tactoeon 84.0 67.6 194.8 108.9 180.6 148.6 154.7 92.7 96.6 283.6 878.8
6. Commerce 819.6 8227.7 2147.4 8696.4 4241.8 4289.6 4948.6 18476.9 14984.9 1426.8 18485.6
7 Transport 159.7 208.7 286.6 276.2 1678.1 1492.9 1926.5 26"4.7 2698.5 274.6 4128.0
8. Flnanco, Real Estate A 8us. Services 216.4 264.2 625.7 827.7 1452.6 1794.9 2027.5 868.7 944.5 1777.9 22U.5
9. Other Services 16.8 24.6 9.6 16.9 24.9 64.8 176.6 19.8 88.8 41.8 48.8

TOTAL 670.6 6986 7608.4 161.9 12927.9 1466.2 17556.4 26678.2 866.1 81789.2 4777.4

LABR COSTS (mlII. oh.)

1. Agriculture 1.5 78.4 95.5 116.6 114.7 122.7 120.7 148.9 26.4 220.2 228.7
2 Mining 82.4 28.7 82.6 86.2 80.4 88.4 85.4 46.8 58.8 54.8 56.8
8. Mbnutacturing 282.4 816.7 820.1 842.6 854.7 456.6 489.9 761.6 S64.7 790.7 876.4
4. Electriclty 80.4 87.1 49.9 49.7 U8.8 68.6 57.2 sc.5 191.6 129 144.5
5. Construction 28.4 24.2 24.1 26.6 85.4 89 48.4 81.7 11.9 86 69.6
6. Commerce 82 7.6 109.1 157.6 222 226.6 8396.7 86.8 48.6. 882.7 419.8
7 Transort a8.5 68 69.4 58.5 4560.7 628.1 678.6 641 997.9 1686.8 199.2
6. Finance, Rool Estate A Bus. Services 06.9 106.8 120.8 186.6 167 177 216.6 284.1 264.4 u8.1 446.9
9. Oter Servie 6.1 10.1 11.2 12.8 14.4 10.8 25.1 s.7 26.7 27.8 27.8

TOTAL 687.6 784.6 829.2 928.8 1482.6 1664.6 1946.6 2478.1 2971.6 8651.6 886.4



Table A3.1, Contnued

1974 1976 1976 1977 1797 1979 1960 1901 1962 19i8 1964

LWR COSTS PER EMPLOYEE 76 PRICES

1. Xriculture 11.528 7.60a 6.128 5.878 5.072 6.084 4.J07 4.422 6.088 4.210 8.6C4
2: m ITnog 14.145 11.604 11.648 9.166 8.242 6.186 7.083 6.100 6.184 5.287 4.775
8. Mamutcturlng 10.642 10.801 6.827 0.767 6.816 5.9U4 6.769 7.281 7.182 5.552 4.99
4. Elwetrleity 12.486 12.804 11.138 11.879 9.528 f. 4.047 5.9J6 5.971 5.974 6.685
6. Construction 9.985 6.689 6.919 7.827 7.571 7.J65 6.664 4.911 2.866 4.644 0.61
6. Co_ierce 8.681 6.292 8.088 0.944 11.446 9.902 12.814 11.028 9.652 7.881 6.282
7. Transport 12.648 14.824 12.809 8.119 11.607 10.806 11.156 11.494 11.212 10.047 8.482
8. Finance, Real Estate A De*. Servies 16.970 16.829 14.098 11.490 10.777 0.792 10.246 8.6 $.69 *.724 9.240
9. Other Services 16.287 10.947 10.219 9.279 9.421 10.665 12.962 2.876 7.277 5.869 4.796

TOTAL 11.267 10.166 6.967 7.466 6.667 7.8062 6.661 6.81 .264 7.618 6.287

Sourc: Bureau of Statistics, Anal"si of Accounts of Parastatals. 1974-1984

_~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~0



Table A8.2 ANALYTICAL TABLES

1974 1975 1976 1977 1976 1979 1v9 1981 1662 196 1964

PRFITS TO SALES RATIO (M)

1. Agriculture 87.4 22.4 27.6 81.4 80.2 27.7 82.9 29.6 26.2 U9.5 11.2
2 mining 52.9 85.2 41.6 59.9 64.4 62.8 84.8 27.8 2.1 -14.0 -7.5
8. Manwuacturing *.8 12.6 S.8 9.6 11.0 9.6 9.5 19.7 7.6 2.4 6.7
4. Electrlcity 6.1 6.8 18.8 28.4 86.6 6.5 57.6 26.9 22.2 19.2 9.2
5. Cenrtruction -6.5 8.5 4.2 10.0 6.5 6.4 9.6 7.1 88.4 9.6 10.7
6. C_mro 6.8 7.6 11.4 6.9 6.8 4.5 7.8 5.1 7.1 15.9 11.7
7. Transport 16.2 10.9 5.8 29.2 19.9 -a9.8 20.7 8.7 7.1 29.6 5.6
S. Finance, Real Estate A Bus. Servie 197.8 292.6 67.4 49.1 65.5 64.8 42.2 71.5 96.2 67.7 76.4
9. Other Services 4.6 80.2 1758.1 l107.6 664.7 267.2 9.0 -26.0 -15.8 -. 2.9 -50.1

TOTAL 9.7 14.5 16.4 16.1 17.9 12.9 16.6 29.8 29.9 12.7 12.8

SALES PER EMPLOYEE, 1976 PRICES (1M oh.)

SALES AT 76 PRICES
1. ortculture 26.6 17.5 18.2 12.2 10.7 10.6 9.6 9.8l 15.8 11.6 29.1
2. Ltng 60.9 66.8 68.4 46.7 45.4 47.6 49.6 60.1 86.6 84.8 806.
8. Uanufactur)ng 68.7 ? 8.8 101.8 91.7 84.0 60.6 68.9 88.0 66.6 75.7 76.7
4. Eloctrllty 67.7 58.6 68.6 57.0 49.8 86.1 89.7 86.2 45.1 86.5 87.6
5. Construction 27.2 21.9 86.6 28.0 27.6 20.6 24.6 11.7 19.6 86.6 86.9
6. Commerce 871.6 276.9 169.2 162.7 216.7 186.1 199.1 890.8 887.6 274.6 269.6
7. Transport 52.9 46.8 48.7 41.6 48.8 26.7 81.9 36.4 82.6 86.2 82.0
6. Finance, Real Estate A Bue. Servlces 42.0 40.8 69.8 66.5 99.7 69.2 96.4 81.9 29.6 45.9 48.2
9. Oer Servince 21.8 26.6 8.9 11.5 16.8 87.4 67.6 6.9 9.4 6.6 7.6

TOTAL 109.7 96.o 62.5 61.9 7.7 69.8 72.9 91.1 96.9 n.9 75.7

SALES PER UNIT LABOR COST

1 Agriculture 2.288 2.809 2.151 2.998 2.100 2.104 2.267 2.881 8.962 2.695 2.629
2. M Ing 4.022 5.786 4.5s6 6.108 5.651 6.874 6.460 6.676 6.270 .645 6.86
8. Manufacturing 7.66 6.875 12.227 18.562 18.899 18.694 15.464 12.108 12.145 18.042 15.462
4. EletricIty 4.686 4.176 4.884 6.608 6.176 4.459 6.547 5.969 7.601 6.197 6.709
5. Constructlon 2.786 2.787 4.826 8.906 .8672 8.867 3.565 2.924 8.398 7.968 5.848
6. Comerce 42.922 48.s65 19.688 28.481 19.105 16.694 16.171 8.M91 4.286 87.119 45.664
7 Transport 4.148 8.288 8.499 5.144 8.712 2.6S7 2.869 8.166 2.09 8.609 8.769
6. Finance, Real Estate A Bus. Services 2.498 2.497 4.964 6.968 9.254 19.141 9.464 8.669 8.821 5.259 S.
9. OtWr Services 2.074 2.426 9.876 1.242 1.729 8.514 6.778 8.866 1.290 1.618 1.596

TOTAL 9.746 9.441 9.176 10.990 9.024 6.611 9.619 19.666 10.426 10.461 12.185



TIb a iA.1 CAP?AL .TICN

1m71 1971 *7 1174 *5 1976 117 In 11 1"10 11 lm l5 111 11 W

Nililca shillin curtrae, rices
ParesuataeeiFO 10114.00 11611.00 118611.00 10961.00 10961.00 970.00 2307.00 2561111.00 571.00 548.00 261631.00 850.00 12M.00 11117.00 6011614.00
other pul c f0 06o o 57.0D e1o S10 961.00 1066.00 i#JO.00 25i0.00 1436.00 Z1m.oo 23.00 2a.oo 561.00 141110.00 16.0
Private (FC. loom- ii sIsa) 931.00 748.00 9616.00 1489.00 181.00 588.00 896.00 456.00 81104.00 61191.00 696.00 61116611.00 6170.00 u1nsos 115.00
Total 591.00 2489.00 2760.00 816.00 4004.00 476.00 76.00 600 900.00 10.00 11711.00 126.00 611.00 UO1.O 2444200

Wilice Shi IIiema. 167 Pei Cos
P.raeotetls (FC) 1966.73 123.4? 18110.01 1435.96 121631.46 970.00 2216.68 16851.40 183.97 112.91 19219. 1I .061184,S.2* 9W.01 716.1

(62 Survey) FZ 1966.72 2023.47 10.01 1416.04 215.46 O7.00 60.76 1064.41 911.7 66. 12 901.85 6U1.33
O pbi IC S 2 6) 807991' i 166.87 26 2 41. 2 .86 266 23.1160.65 5500 S8.48 06.10 611261.6 80.9 1666.71 2740.40 1447.26 1565.51 18X7.20
Privt f.,(FC lfecr In stck) 651.6 o 81. n 6676 1096624 186.6 a55.00 55.4n8515.8 366.1 "6620 538.09 223.26 21.76 140.16 181.46
ToeCI 5J6.S S776.41 8544.30 8177.59 819.94 2.OD 766.100 733.16 776.74 7116.09 6411.06 U1U.U1 6.3111 406.511 85.66

PercentA of Total
sraetatei 41.64 47.61 41.66 81.17 37.4 20.87 86.14 2".79 0.94 24.68 19.2" 27.U 5.895.2 2I..U

other publIc 23.63 21.41 24.18 27.8 27.t7 26.42 16.7S 1i.60 20.51U 23.64 21.16 18.81. 18.9 17.92 18.18
Private 8.850 60.89 88.61 41.60 46.1 3 3.00 60.00 65.41 85.65 6221.5 6.53 58.418 WO.N S."6 8.67

Percent of UrP
pateatatal 12.24 11.0 10.6 7.0 6.46 4.46 10.14 8.84 7.84 4.79 8.18 6." S.44 8.8 6.12
Other pubIlie 6.42 5.25 8.00 6.66 1.45 5.611 8.14 4.991 6.9.20 8.1 .85 4.51 2.69 1.66 2.26
Private 10.40 7.44 6.18 10.41 1.1.65 11.70 18.3 115.6611 17.08 14.5 18.60 18.59 6.47 6.M 9.41
To"l 29.20 24.8 24.02 2.10 5.87 w 21.99 88.6 26.69 60o. 27. .7 4.1 146 14.67 14.7

Other Imdicatwoa
Osfiaet (7610=0)(61 ASI8 Surmc 0.84 0.5 O.64 0.76 0.74 1.00 1.18 1.39 1.41 1.87 1.66 2.18 2.U6 8.0i MM

GOP facxt cos. cur rnef price 631511 10061 11440 140 169611 218 5 26663 8127 $7484 4808 S" 6IM 7406 977
d2e Survey) 3881 10062 1146 14010 18 201 268 36687 SOW 66176 3 42160

P1 rt ra ucs 163 erve thrugh1975i c m.e .2 6Surve)' uwe" only that Surve



Table A4.2 SOURCES OF SAVINGS

1979 1980 1981 1982 1983 1984

Million Shillings
Foreign (Current Account Balance) 3252.0 4605.1 2280.3 5004.0 4380.9 5989.1Parastatals (retained profits(l)) 803.6 1676.8 1296.5 524.6 2612.8 2393.2Central Government (Recurrent Surplus) -1477.4 -1367.9 -2192.0 -1990.3 -2221.5 -2903.8Residual (2) 5868.8 3572.0 8539.2 6023.7 6320.8 8963.5

Total (Total Capital Formation) 8447.0 8486.0 9924.0 9562.0 11093.0 14442.0

Percent of Total
Foreign (Current Account Balance) 38.5 54.3 23.0 52.3 39.5 41.5Parastatals (retained profits(l)) 9.5 19.8 13.1 5.5 23.6 16.6Central Government (Recurrent Surplus) -17.5 -16.1 -22.1 -20.8 -20.0 -20.1Residual (2) 69.5 42.1 86.0 63.0 57.0 62.1

Notes: (1) Retained profits is net profits minus tazes and dividends paid.
Most of these profits are contributed by the Bank of Tanzania
and the National Bank of Comuerce. If these were excluded, the
parastatal contribution would be very significantly smaller.
These numbers come from Bureau of Statistics, Analysis of
Accounts of Parastatal Enterprises. 1974-1984. This publication
provides the following figures for parastatal fixed capital
formation starting with 1974: 871.7, 1173.3, 1339.1, 1191555,
1936.7, 1484.1, 1895.1, 2174.0, 3630.5, 2017.3, 2751.8. These
figures are generally smaller than those for parastatal fixed
capital formation in Table A4.1, apparently because this
publication uses a subset of all parastatals for its analysis.

(2) The estimates for parastatal savings are based on data gathered
by the Bureau of Statistics for between 100 and 150 (depending
on the year) parastatals. Since this is not a complete set, the
residual includes some parastatal savings as well as private
savings.
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APPEIX AS PAIASTATALS REMITTINS DIVIDEISS

191/0-1914191
(1' SkiIIIg.4)

Perasttaals 1911/U9 1912/6 1961/14 1914/61 Total

Tanzaats Audit Corp. 16,M,m.w 0,,m cm.u

Tanzania Cigarette
Co. Ltd. 12.U,M.91 24,*mm.. 17m,m_ 0.n ,_,.o 76,m ee

Kagera RTC 6mf .. _ O6 w.GO

Mtwara RTC t,eM.. 2i6,m.96

Bank ot Tanzania 152,912,16S2S 281,64,712. 90 1,768,018 S1M 167,677.in 1,681,72,S68.17

BP Tanzania 16,C91,941.0 1S,687,941.0

Noti. Bank of
Cmrc r,e, . 8 mm. 2m,m,.. m,m_ ,m_m 25,M,

Dar es Saleea RTC 1,mm, .0 1,IU,60UL

Tanzania Investment
Bank 8,_,M.9 m,M,M.. 9,Me,m .Ge

NAPCD 8m,m_.J S,eo,ew.eo

AISCO 2,m,m.9 2,m,m.m00

OEFCO 1,,M. 1,5S,M.W

DARTEX 2,m0,0. 2,M,m.69

Arusha RTC s ,0. 0 sem..000

Agricultural &
Industrial Supplies
Co. Ltd. 3,M,M.U 90 $,0 .90

Dar as Saloom Textile 1,4 m.111.1CO 1,40,M.00
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APPENDIX AS (continued

Parestta ls i118/s8 1902/S 19U3/U 1984/66 Total

reeral Food Co. 6.a0

Houehold Supplies
Co. Ltd. 1,52,49$.u 1,529,490.00

Natl. Insurance Corp. 4,M,66.U 4,00,006.00

Nati. Shipping
Agencies Co. C"w.66 Sn1,S.00

OSN Textile Co. Ltd. ma'a." 860,M .60

AGIP Tanzania Ltd. 1,90,8870.410 1,936,670.00

T aze PIpe lnes
Co. 6,6,6,606.in 6,586,686.60

Kigome RTC 1U,Mm.m 169,m0.U

NASACO 10i,m 0 189,e00.90

Domestic Appliance
Bicycle Co. 1,254,616.6 1,254,616.00

TOTAL 100,67,720 .C5 3,079,22.I 802,983,956.25 460,7C,618.66 1,800,438,5C0.10
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APPENDIX AG EXTERNAL RUNDS OMNT TO PARASTATALS BY TREAS1RY

Parastatal Sour Amount Initiation Lost Interet
Payment

Tanzania Leather EEC EUA 12,456 19?? 1999 1-6X

Assoc 1ated
Industries I 3282,3 1977 1990 UEP

K! mbero Sugar Netherlands Tohlf,M 1979 2011 7X
Co. Ltd. and Donmark

IDA, InRO 189,3 1979 1998 ox

Capltal Zimbabwe 3)i,3 - 199 7
Development Authority

Moroooro Polyeter IDA, VI0 45,6 0 1979 1994 UX
Texti les Ltd.

Tanzania Touritt IDA $14,11 - 1999 UX
Corporation

Cooperative and IDA Tohl24,56 - 1900 4X
Rural Development IDA 316,0 - 1905 8 1/JX
Bank IDA Twh6,916 - 1999 4X

IDA TabO1,982 1972 1090 4X
IDA Tahl7,215 1976 1985 4X
KtV DMS,106 1975 2028 8 1/21
IDA S18,30 1976 1995 4X
BADEA 3.0M 1976 1995 4X
IDA 3,300 1976 1990 4X
FRO T*h2,560 - - J 1/21
FRO Tah2S,811 - - 8 1/21
IDA Tehes,999 - - 41
IDA TehJ2,94S 1971 1986 3 1/41
ICO Twh8,429 - 1992 4X
IfAD WtR14,56 1986 2062 9 1/2X
IDA
IDA- --

fAO 32,000 1986 - 7 1/2X

State Moter Japan T*hSS,02W 1979 - 4X
Corporation

National Sank Sweden SEK6,0 1905 1994 41
of Cemaree

Tanzxniaq CIDA Teh1S,93S 1975 2021 NIL
Investmnt Sank CIDA Teh4,460 - 2025 NIL

CIDA Cal, 00 1971 2021 NIL
Dutch Tah8,92S - 2025 J/4X
Dutch Tshl2,742 - - NIL
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APPENDIX AG (continued)

Daeof
Parastatal Sourc Amount Intlotion Lost Interet

Dutch Tshl1,904 - 2 25 J/4S
Dutch DF11,665 - - 2 1/2X
Dutch Tah28,611 - -
Dutch Tah7,SOI - 9o9 2 1/2X
Sweden SEKS, M 1966 2eo ex
SIDA Tsh8,6S - 1994 4S
SIDA Tahl9,6i - -
NORAD NK2,S22 - - -
Finland Tah4,411 - 108 3/45
Finland Tehl2,6e6 - - -
IDA Teh22,012 - 1989 7 1/41
ADS Tah12,60 S 1991 eX
KfW T.h28, I 1618 8/4S
KfW TsIh,6_ - gm 8/4S

Tanzania Tobacco IDA 88, 197" 19#4 Id
Processing Co. Ltd.

Tobacco Authority IDA 84,10e IY19 1963 1CX
of Tanzania

National
Agricultural U.K. L99 - - eS
Food Corporation ADS UA4,56 1961 20eo oX

ADS UA6200 1978 2667 6S
ADS UA8,411 1961 2016 1S

Frlondship Textil China Twh7, 1974 2669 2 1/2X

ACIP Italy 7,460 1986 t */10X
Italy $1I'36 1987 t 1 12/1i

Livestock Denmrk Tehl2,826 -
Developmnt IDA Tsh9,204 1#69 -
Authority

Cashownut Japan Tahs,167 -
Authorlty of MDhD, IDA T0h21,892 107 - -
Tanzania

Natlonal Textile Japan Teh8,#s1 -
Corporation China Tah40,6 1071 1988 e1

Tanzania Harbours Netherlonds Tshl8,480 19B 1991 ex
Authority IDA SDR26,200 1966 W10 llS

Mwanza Textille nID *14,800 1975 1986 1x
Company KPAED D04,60 1976 1990 1ds

Ubungo Farm China T8h2,CO 1977 1990 aX
Implament
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APPENDIX AG (continued)

Parustatal Souro Amount It aion Last Interest

Small Industries IDA S12,M 1076 1967 8S
Development Org. A
Tanzania Housing Bank

Saall Industries IDA TehS,524 1t76 1967 Ss
Dovelopment Org.

Tanzania Housing CIDA Tahl4,Wf 1974 2921 2 1/2X
Bank IDA f2,0e 1974 1991 8s

IDA *11,587 1977 1967 JX

Tanzania DiBD 9806,s 1077 261 0 17/28X
Electricity

Supply Company S edn SKr8s,e 1907 2661 6 O/166
KfW DM,M 10s" 2 1 6 1/2X
KfW DM196,0 l98l 2066 a 1/2X
CDC L2,65s 1992 1008 Ss
Canada Tehl8,627 19iU 1977 8 1/4X
Sweden Th678,M88 1076 1996 7 1/4X
IDA 687,3 1036 2606 0X
IDA SDRJ4,740 1986 26 9X
OPEC 35,66 - 15m 7 1/21
ADO UA6,666 - 1995 7 1/2X
CDC Q8P38,6 - 1995 6 1/2X
EEC TehS8,166 - 2668 6 1/2X

Tanzania Ra lwayo KfW DM24,01 1979 26g7 4X
Corporation

National Ch_teal Dutch DF14,006 1992 1909 4 1/2X
Industries

Tanzania Post. and IBRD U197,164 1949 1979 ox
Telecoemunieatione
Corporation

National Transport ONARD Th2,)i8 1076 1980 7X
Company

Nationol SIDA Tahl,867 1969 2613 41
Development DEO DM6,506 1964 2612 oX
Corporation

Tanzania Cotton Dutch DFI1,0s 1962 196 61s
Authority (now
Tanzanie Cotton
Marketing Board)

Tanzania Saruji Denmark DK64,516 1961 2602 as
Corporation Denmark Tsh852,186 - 2616 ox

D rk DKr24,527 1971 1967 4
France FRS7,M 19o 1005 oX
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APPENDIX 6 (o"tinued)

Date af
Parstatal rSures, Ainsnt initiation Lost Interet

Soutbwrn PFer SW 14,00 -- 19 2 
mill Co. Ltd IID , 19" 2 tax

I so,90 low 20 lox
NI 01,56 1is" 2l lox
CDlC LO 1,9 106 1999 lox
WPEC 5,O low LU lox

Tanzania Pharm-l Finlan PM,M OsS 109 4X
ceutical Industries
Ltd.

Tanzania Wood Kfu S1S,OU is" 19 O9
Industrie Corporatlon

Tanzania Sisal EEC Twh44,261 196 1097 NIL
Authority (now
Tanzania Sisal
Marketing Board)

Amboni Estate Ltd. EEC Tehls,565 1997 1097

National BSnk of FM DL4,60 1907 199 4K
Comerce Soon SKrS,M 1967 1OU 4X

Sween. UKrC,OO 1900 19O 4X
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APPENDIX A? PARASTATALS Wi PROFTS OR LOSSES
EXCEEDING SHS 5 mIlI ON

Account Comany Profits Comany
Year Before

Tax

1981 Tanganyika Packers Limited 16.8 Small Industries Dov. Org. 71.8
Tanzania Herboure Authority 176.0 University of Der es Stlem 26.6
Tanzania Sisal Authority 88.6 Tanganytik Packers Ltd. 18.0
Tanzanta Dairies Limited 25.4
Tanzania Portland Cement Co.Ltd. 22.2

1962 Tanzania Harbour. Authority 215.6 Tobacco Auth. of Tanzania 184.9
Tanzania Dairies Ltd. 54.1 Tanzania Railways Corp. 119.1
National Provident Fund 24.2 Air Tanzanie Corp. 79.7
Mwananchi Engineering A National Milling Corp. 88.7
Contrecting Co. Ltd. 2S.8 Small Industries Dev. Org. 26.0
Tanzania Bremries Ltd. 10.9 Oak9w Rice Farms Ltd. 21.8
National Distributors Ltd. 19.7 National Bicycles Co. Ltd. 16.8
Tanzania Film Co. Ltd. 6.2 Tanganyika Packe Ltd. 1659
Tenzanis Livestock Dew. Auth. 5.7 Tanzania Cordage Ltd. 11.9
Rukw- Regional Trading Co. Ltd. 5.2 National Housing Corporation 6.S

Mbeys RegI. Trading Co. Ltd. 7.1

1988 Tanzania Harbour. Authority 0C.5 Cashewnut Auth. of Tanzania 151.4
Tanzania Dairies Ltd. 60.5 Musomr Textiles Ltd. 117.6
Tanzanit Breweries Ltd. 67.t Tobacco Auth. of Tanzania 45.6
Building Hardware A Electrical Tango Cement Co. Ltd. 86.8
Supplies Co. Ltd. 41.0 Dakawa Rice Farm Ltd. 84.0

Kibo Paper Industries Ltd. 87.6 Nyanza Salt Mines (T) Ltd. 8.10
Arusha Regi. Trading Co. Ltd. 28.0 Small Industries ev. Org. 20.6
National Provident Fund 22.4 Minjingu Phosphate Co. Ltd. 24.4
Kiwandb cho Zone za Kilimo Buck Reef Gold Mining Co.Ltd. 19.8
Ubungo Ltd. 21.6 Tanganyika Packers Ltd. 16.7
Tanzania Portland Coment Co.Ltd. 19.2 Tanzania Cordage Ltd. 16.6
Air Tanzania Corporation 17.0 National Housing Corporation 14.7
Tanga Regional Trading Co. Ltd. 15.5 Tansania Livestock Raw. Org. 12.5
Tanzania Beg Corporation 14.4 Tanzarlo Elec. Supply Co.Ltd. 12.2
TanznlI Dlstilleries Ltd. 14.1 Singida Reg i. Trading Co.Ltd. 11.6
Mwanza Regional Trading Co. Ltd. 14.8 Kagera Regi. Trading Co. Ltd. 9.0
National Phor mauticals Co. Ltd. 18.4 Mar. Regional Trading Co.Ltd. 6.7
Knradha Co. Ltd. 12.5 Mwsnza Tanneries Ltd. 7.?
Office of the Registrar of Bldgs. 10.7 Tanzania Tom Authority 7.4
Goneral Tyre (E.A.) Ltd. 90. Tanzania Ph rm acutical
Tanzania Film Co. Ltd. 90. Industries Ltd. 7.8
Tanzania Fishnot Industries Ltd. 9.1 Coast Regi. Trading Co. Ltd. 7.8
National Development Corporation 90. Tanzania Tobacco Processing
Basotu Plantations Ltd. 8.6 86. Co. Ltd. 6.9
T nganylka Dyeing A Weaving Sambuni Industries Ltd. 6.6
Mills Ltd. 6. institute of Dev. Ugat. 6.t
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APPENDIX A? (continu ed)

-Prof I toit -
Account Company Profits Company Loses
Yer Before

Tax

Kilimanjaro Textile Corp. Ltd. 3.1 Mangula Mechanical &
Tanzania Standard (N) Ltd. 7.8 Machine Toole Co. Ltd. 5.8
Tanganyika Tegry Plastices () Ltd. 7.0 KTvukoni Collog 562
Tenannl Tanneries Ltd. 6.?
Sao Hill Sanmillo Ltd. 0.7
Lindi Regional Trading Co. Ltd. 6.6
Tanganyika Instant Coffee Co. Ltd. 6.4
Mtwara Regional Trading Co. Ltd. 6.1
Iringn Regional Trading Co. Ltd. 5.9
Fare Machinery Dietributors (T) Ltd 5.4
Tanzania Fertilizer Co. Ltd. 6.1

1984 National Bank of Commerce 770.5 Mwen:. Textiles Ltd. 261.6
Bonk of Tanzania 816.8 Kilimnjaro Textile Corp.
Tanzania Cigarette Co. Ltd. 197.8 Ltd. 21.6
Tanzania Investment Bank 116.1 Tanganyika Pyrathrm Board 2t.1
Agip (T) Ltd. 84.0 Tanzania Coastal Shipping
Tanzania Petroloum Dev. Corp. 74.1 Line Ltd. 2S0.
Aluminum Africa Ltd. 78.2 National Transport Corp. 18.0
Tanzania Elimu Suppites Ltd. 65.2 Serengeti Safari Lodge Ltd. 14.0
Shirika la Uafirt Der as Tenzsnia Tobacco Procesng
Salae Ltd. 51.2 Co. Ltd. 869

Building Hardware A Electrical Capital Construction
Supplies Co. Ltd. 45.8 Equipmnt Co. Ltd. 0.8
General Tyre (E.A.) Ltd. 40.4 Steel Rolling Mills Ltd. 7.8
Tanzania A Italian Petroleum Sugar Development Corp. 0.8
Refining Co. Ltd. 83.8 Institute of Adult Education 0.1
State Motor Corp. 88.4
Workers A Farmrs Housing
Development Fund 82.7
Geenral Foods Co. Ltd. 24.6
Mbeya Reel. Trading Co. Ltd. 28.7
Tanzania Tractors Manufacturing
Co. Ltd. 22.8

Der es Salem Textile Co. Ltd. 21.8
Kartakee Market. Corp. 21.0
Tanzania Automobile Manufacturing
Co. Ltd. 20.2

Shinyangs Regl. Trading Co. Ltd. 17.9
TPC Ltmtted 10.2
Tanzania Wildlife Corp. 15.1
Kempuni ya Uchukuzi Dodoma Ltd. 14.0
Karedha Co. Ltd. 14.5
Mtibwa Sugar Estates Ltd. 14.1
Morogoro Regi. Trading Co. Ltd. 18.7
Statio eny A Office Supplies (T)
Ltd. 18.6

Printpak (T) Ltd. 18.1
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APPUIX A? (catinuod)

Account C_mny Profits Cmeny Loo
Yeer Bofors

Tax

Der em Salem Rogi. Trading Co.Ltd. 12.S
Tnamnit Tom Authority 11.t
Ruiko Regi. Trding Co. Ltd. 1U.2
Tanzania Cables Ltd. 0.7
National Engineering Co. Ltd. 6.5
Sodo.. Rogl. Trading Co. Ltd. 6.2
Stone Valley Ton Co. Ltd. 7.8
Kilimnjaro Rogi. Trading Co. Ltd. 6.7
Ka_mnl ye Uchukuzi Ravus. Ltd. 6.6
TM Eotete. Co. Ltd. 6.5
Tanzania Rural Devolopment lank t.7
K_wnl ye Uchukuzi Mtwara Ltd. 6.4
National Textile Corporation 5.2

o mon-commrocll



- 81 -

APPENDIX AS

FINANCIAL PERFORMANCE OF SELECTED PARASTATALS

Selected Basic and Metal Industry Parastatals

1. Development Corporation (NDC) companies produce a range of
products in the metal working, electrical engineering, iron and steel,
and pulp and paper sectors. Table A8.1 presents consolidated group
financial performance for 1985 and estimates for 1986. The 1985 figures
on pre-tax profits as a percent of sales and return on investment reflect
the access of these companies, most of which are heavily dependant on
imports, to relatively cheap imported raw materials and inexpensive
credit. In ant'cipation of an increase in costs due to the devaluation
of the currency and increases in interest rates, the forecasts for 1986
show a negative return on investment despite a 77 percent lncrease in net

sales revenue. In fact the forecasts may well underestimate the negative
impact of the devaluation and the credit squeeze on the NDC companies and
have to be modified downward.

Table A8.1

NATIONAL DEVELOPMENT CORPORATION, MDC CONSOLIDATED
FINANCIAL PERFORMANCE, 1985-1990

Actual Estimate
1985 1986 1987

Met Sales Revenue 1913.8 3391.7 4418.1
(Shs. M)

Pre-tax Profit as
S of net sales 17 5 9

Return on
Investment 2 9 (1) 7

2. The information on past profits of a nmple of NDC companies in Table
A8.2 shows that, despite dominant positions in the local market, with two
exceptions (Tanzania Oxygen and Tanzania Cables) the sample firms made small
profits or losses. Furthermore. the profits of these firms are misleading. A
recent study 1/ indicates that many of these firms have negative value added at
international prices despite their positive financial returns. Tanzania's
prices are moving closer to international prices. As that happens the true cost
of these companies will become clear and unless they can substantially change
their production methods, their financial performance will worsen.

1/ World Bank, Tanzania: An Agenda for Industrial Recovery, June 30, 1987.
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Table A8.2

TANZANIAs PROFITS OF SELECTED SUBSIDIARIES OF THE
NATIONAL DEVELOPMENT CORPORUTION

(TSh.Millions)

1982 1983 1984 1985

Steel Rolling Mills 0.6 4.5 (7.9) 14.9

Tanzania Oxygen Co. Ltd 8.0 21.4 19.3 36.4

Tanzania Cables Co. Ltd N.A N.A. 11.4 16.3

TANELEC (24.3) 0.5 5.6 9.8

lfang'ula Mechanical Co. (2.9) 1.0 1.3 1.2

National Engineering Co. 5.2 6.5 8.0 9.1

Motor Mart (T) Ltd. 0.6 0.5 1.6 1.4

Metal Box (T) Ltd 24.5 12.0 0.6 (1.6)

TWACO N.A. N.A. N.A. (0.5)

Rilimanjaro Machine Tools N.A. (1.2) (16.2) N.A.

Source: Consolidated NDC Group Company Plan, March 1986
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Selected Agricultural Parastatals

3. Over the past five years the agricultural parastatals have been a
major financial drain on the limited resources in the Tanzanian economy.
In 1982 eleven agricultural parastatals lost over TSh. 2.2 billion and in
the same year these agricultural crops authorities accounted for 80 percent
of the total overdraft facilities of the National Bank of Commerce. From
1983 to 1985 the agricultural marketing boards and operating companies in
cotton, cashewnuts, sisal, tobacco and tea made substantial losses (see
Table AS.3). In addition, these parastatals, most of which were
established with little equity, have relied heavily on overdrafts to
finance their operations. In the most extreme case, the cotton parastatal
sector had outstanding overdrafts in 1983 of TSh. 1.5 billion, more than
twice its total sales. Although the current ratio (current assets to
current liabilities), is greater than all the sectors except cashewnuts,
these figures are misleading since overdrafts were being used to finance
the day to day working capital requirements of the enterprises. The high
interest burden of these loans has had a deleterious impact on the
financial profitability of these parastatals and has placed a significant
burden on both the enterprises themselves and the financial sector.

4. An important factor explaining the financial performance of the
agricultural parastatals has been the overvalued Tanzanian shilling which
has made most of these commodities uncompetitive in international markets.
This factor combined with the fall in international commodity prices over
the past few years has left the agricultural sector exposed to reduced
sales earnings without concomitant reductions in costs. The rising unit
costs in these companies cannot be tackled without more efficient stock
control and working capital management.

5. The recent changes in the macro-economic environment, most notably
the devaluation of the currency, should auger well for most agricultural
parastatals. With improvements in internal financial controls these
enterprises should begin to earn financial surpluses especially if the
expected supply response from producers and the recently re-introduced
cooperatives is forthcoming.

Selected Board of Internal Trade Companies

6. The Board of Internal Trade (BIT) and its National and Regional
Trading Companies were established in 1973 following the dissolution and
reorganization of the State Trading Company. The main objective of the BIT
and its operating companies is gto consolidate public ownership and control
of the major means of distribution'.

7. The Board reviews and approves companies corporate plans, and
budgets, arranges finance for companies and provides a range of financial
and management information systems advice. In return, the companies should
provide monthly reports to BIT including comprehensive data on sales, gross
profits, operating expenses, net profit, stocks, trade debtors, balance
sheets and cash flows. In practice, not all of the ccmpanies have the
internal financial systems capable of providing this data and where it is
available the information tends to be an average of two months in arrears.
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TableA8.8 FDNANCIAL PERFPRUACIC: SELECTSED AtICULTURAL PARASTATALS

ET PROFIT TOTAL SALES DAMN OVERDRAFT NET PROMTS AS X OF
..LILM. .412!J..L.SN ... 12&.... OERENT RATIO CAPITAL EWLOYED

COTTON l9o8 (545.0) 725.6 1491.4 1.2 (#3.1)

1964 (486.8) 1206.4 1682.5 1.6 (197.2)

196 (528.1) 1181.4 N.A. N.A. N.A.

NUTS 1968 (175.2) 215.4 299.2 6.6 (62.8)

1964 (193.6) 878.6 CC2.6 0.7 (85.7)

1965 (217.5) 486.6 299.4 0.4 (16s.7)

SISAL 1968 (2.9) 218.2 65.6 4.7 (0.5)

1984 (19.8) 160.7 52.1 5.1 (1.7)

1965 (69.8) 154.1 24.8 6.8 (10.8)

TOBACCO
1968 (48.1) 281.4 66.S 2.4 (15.4)

1964 (8O.9) 806.2 19.0 6.2 (as. )

1986 (199.1) 866.8 N.A. N.A. N.A.

TEA 1968 (10.4) 57.6 87.0 1.4 (9.4)

1984 7.6 121.8 42.8 1.5 5.1

1966 (0.5) 187.5 56.6 2.1 (9.8)

Source: Mlnletry of Agriculture and Livet.ok
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Table AS.4

TANZANIA: FDNCIL PERUMANCE OF BOW OF INTEAL TWDE COPANIES,
1064105

(TSh. 'millions)

Total National Total Regionnl Total NTC'o
Tradinn Comsanile Tredlno onnlos and RTC'o

Sales 2,241.6 7,875.7 9616.8s

Net Profit before Tax 160.9 412.9 67a.5

Tax 60.4 206.4 266.6

Not Profit After Tax 80.4 206.4 268.7

Net Profit after Tax/Saoles (X) 8.7 2.8 8 .

Return on Capltal Employed (X) 13.4 21.0 16.5

Debt/Equity Ratio 0.40 1.44 0.90

Current Ratio 1.6 1.8 1.5

Source: Performnen Reporb of' Bard of Ineornal Trade *nd Its Spciled
Ceopanloe, 1064/86
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8. As a whole, these companies have earned a reasonable return as
shown in Tab)e A8.4 for 1984/85. The aggregate returns on sales and
capital emplo,ed of 3 percent and 18.5 percent respectively, masked
considerable variation between the Regions but in general the financial
indicators were satisfactory and results were close to the targets for the
year. The total sales figure for the combined group that year was 21.9
percent higher than the previous year while the net profit after tax figure
showed an improvement of 9.7 percent over the same period. The current
ratio greater than unity indicates that both the NTC's and the RTC's had
sufficient working capital to operate their businesses, although the margin
would be small for a trading group if viewed from the lending perspective
of a commercial bank. However, many companies were heavily overexposed in
overdrafts: outstanding balances for the Group constituted nearly 37
percent of current liabilities.

9. The main factor influencing the profitability of these trading
companies has been their virtual monopoly of the supply of most price
controlled items and imports. (It was only during the course of 1984/85
that the Government embarked cn its policy of liberalization of imports.)
Increasing competition and the changes in the macro-economic framework are
putting pressure on the BIT companies in many product areas. It remaitie to
be seen whether the RTC's and NTC's can implement their cost reduction
plans and adopt more aggressive marketing strategies to meet the challenge
of private sector traders. The companies have the advantage of extensive
distribution networks but have been criticized in the past for delivery and
service to customers (which is not surprising given their RTC's mo/nopoly
position).

10. Survey of Thirteen Key Parastatals. As part of this study, an
anailysis of 13 important parastatals was undertaken for the years 1980-
1985. The companies were divided into two main groups as follows:

a) Eight 'Production Enterprises'

Aluminum Africa Ltd
Tanzania Cigarette Company Ltd
Tanzania Breweries Ltd
Saruji Trading Company Ltd
Southern Paper Mills Ltd
Ubongo Parm Implements Ltd
National Food and Agricultural Co.
National Transport Company
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b) Five Natural Monouolies

Tanzania Railways Company
Air Tanzania
Tanzania Harbour Authority
Tanzania Electric Supply Co.
Tanzania Post and Telecomunications Corporation

11. 'Eiaht Production CateloriesO. The parastatals included in this
sample are not a homogeneous group but rather reflect the diverse nature of
the public enterprise sector in Tanzania. These firms were selected not
only for their size in terms of sales revenue but also because they produce
important products and services. The commercial parastatals include a
number of manufacturing companies many of which hold monopoly positions in
Industries which in many countries are served predominately by competitive
private sector enterprises. The service companies, including public
utilities and some of the transport monopolies, are more commonly operated
as public enterprises in most countries. Their performance is analyzed
separately. Comprehensive time series data were not available on all of
these companies due to late accounts and therefore emphasis in the summary
data should be placed on ratio and percentage performance indicators to
allow for these time series deficiencies.

12* The aggregate working capital and the current ratio for the sample
seem adequate for these Tanz nian parastatal enterprises, which implicitly
or explicitly had been able to rely on Government guarantees for loans or
overdraft facilities during the period under review (see Table A8.5).
Private firms in these sectors in other countries would have sought higher
ratios (approaching 2:1) as a minimum cushion against bad debtors,
inventory shrinkages, or short term liquidity crises. The recent credit
squeeze in Tanzania has imposed liquidity pressures on companies at the
same time that the devaluation of the currency has begun to have a serious
Impact on the cost of Imported raw materials and components. The aggregate
debt to equity ratios deteriorated rapidly over the five year period to a
point in 1985 where the parastatals were depending on borrowed funds for
the majority of their financing.
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Table A8.5 FINANCIAL STAIETS AS ANALYSIS POEl hNT 'PRUUCIS PARASTATALS

136 L351 152 135 134 15

INCOIE STATEMET

TOTAL SALES Mlm 8217661 81949 0119 165714 7261122
Cost of Goods Sold 2415U 2TMUlS 815490 4111445 4972572 576419W

GROSS PROFIT 8$3164 47464 684661 968665 115142 1496982
Deprociation M9C4 7211 76OM 96274 188701 126965

OPERATING PROFIT AFTER OEP. #845 4019#42 57166 97891 185186 1869967
Interest a div. Incom s9on U9 18644 16410 18498 116l
Rent Incoe e9e 1148 1294 1624 1688 as
Subvntions 1919 7918 7491 9246 12851 a264
Other Income 24961 28126 8166 41919 74466 56166
Interest expense 25726 60410 8924J 66488 69621 90629
Rent exp oe 28667 1464 2614 2562 2165 1626
Other overhoead * Expene_ 192977 266666 854986 618269 668491 C5296

PROFIT BEFORE TAX 1U412 lU76 2149?7 25U24 897449 769676

BALANC SHEET

ASSETS

TOTAL CURENff ASSETS 199268 19192 15748 21 9 8197519 8272
Fixed assets 19827 16622W 2266614 2666649 U8967 41161J6
Capitol work In proces 6841 Om 729 6619 11764 1294
Investmsnt 1645661 2245460 2624851 26648 8886586 1568976

TOTAL FtXED ASSETS 271649 8987822 474244 558689 6717257 7276466

TOTAL ASSETS M118S7 6029274 6227 765984 9914767 19665976

LIABILMES A EqTM

TOTAL CURRENT LIABILITIES 646900 77621 19 7 157469 221826 212598J

LONG TERM LIAILIMES 676674 916644 1296491 1669749 286955 876204

TOTAL LABILMES 18284 169562 2865i 8267218 454228 562697

Share Capital (Shareholders fund)
Capital Reserves
Revaluation Reserves 1684 lo45

TOTAL EQUITY 24666 4212 898767 444776 521U44 4917761
Long term Liabi lties * Equity 266278 84149W J88171 418565 6548661 4689110
TOTAL LIMIUTIES & EITM M811887 6829274 6299627 764984 094767 1665976
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Table AjSS (.e*lam94

RUX 19U Ing3 I3J 1354 1365

.vr sKos
Nsb Workleg Capital 446616 818784 486116 58562 6642 1491657
Current Rbio 1.. 1.40 1.45 1.86 1.44 1.66
Dlt/EquItt 6." 6.51 6.66 6.71 6.96 1.17
Profit betere Tom 158412 115T7 114677 5M824 197449 789676
Prof t betere tepTbaol Sles 1) 1.48 8.86 5.44 5.w7 6.45 19.88
Proflt beters. Tm/lEeA ty M) 6.17 8.46 6.48 6.61 7.47 11.67
Pro ft bet T*n/eXtel LIeb4ultyM) 4.U 1.16 8.41 8.J7 4.01 7.J1
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13. As a group the companies earned very low profits before tax and
modest returns on capital employed. The significance of these poor returns
can be put in perspective by bearing in mind that these enterprises would
not even have satisfied the minimum Tanzanian Investment Bank or Treasury
criteria for approving 'oan applications for projects--a financial rate of
return at least as high as the commercial deposit rates. The returns are
especially unimpressive in view of the fact that several in the sample hold
monopolies in price inelastic conmodities (the Tanzanian Cigarette Company
or Tanzania Breweries for example.

14. Natural Honololies. The positive net working capital figure and
current ratios for these companies show a strong liquidity position similar
to the eight production parastatals (see Table AS. ). The group's debt to
equity ratios were considerably higher, however, and their profits before
tax and rate of return on capital employed, reveals that all of these state
monopoly enterprises have fared badly. Aggregate rates of return were
negative or near zero throughout the period with the exception of 1985 when
a 6.9 percent return on investment was earned. This 1985 figure can be
explained by the improved financial performance of a single company-- the
Tanzania Posts and Telecommunications--as a result of a major
rehabilitation of its trunk network. These summary figures are
particularly disappointing wvhen viewed against the 13.1 billion shillings
of total assets invested in these five capital intensive industries by
1985. The main factor influencing the performance of these companies has
been government's pricing policy. In addition the present credit squeeze
and currency devaluation will have further serious consequences on
companies such as TANESCO and TRC, which have to bear the foreign exchange
risk on loans for equipment purchased with hard currency from overseas
suppliers.
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Table AM. IVE NATURAL MWOUES

low 1o1 1962 1968 1964 1965

INCOME STATEMENT

TOTAL SALES 1665492 2366469 2565160 26J91 J 8 164661 a4201e4
Cost of Goods Sold gu1m 1926U7 1J0ae49 1604M 1221865 6981
GROSS PROFIT 14492 1286452 1517107 100659 1948276 12216r
DOproelatlon 19298 256682 27411 $3J076 261814 246444

i OPEJTINT PROFIT AFTER OEPR. 61569 1026906 1259696 1478527 1661962 x8766
Interest a dtv. Income 16846 198" 21916 27465 29754 1i6
Rent Income o612 7589 9606 16490 9419 964
Subyantiono 6822 3822 9U22 22679 2740 8
Other Income 178156 289666 2862 816849 76762 89991
Inte ree expenee 71626 126915 18971t 2756 265815 148677
Rent expense 7842 4946 666 76e48 74 5168! Other overheade + Expeece 696546 957675 1278211 1697M 1566528 7191

PRIT BEFORE TAX 67790 264665 148619 -129961 846e4 96U48

BALANCE SHEET

ASSETS

TOTAL CURRENT ASSETS 2176486 2661654 802751 8494691 8UJ860 266860
Fl xed assets 448867 66657M 5762187 0402401 5767627 658212
Capital work In procee 16U866 161658 188U4 1476965 2544765 8651664
Inveeteent 25476e 89842 416866 e9787 811585 242614

TOTAL FID ASSETS 6141518 1182 7518777 616146 80624867 1426625

TOTAL ASSETS 6811949 9572496 19541886 11686809 11667617 18106926

LABILIES A ElJM

TOTAL CuRRENT LIABILITES 184402 1652784 2152924 268C49 1918426 1656838

LONG TERM UABILIES 2929015 8286658 865524 4765134 6879685 58659

TOTAL LIBILMES 4268642 4882622 5658448 7244674 7296601 7246927

Share Capital (Shareholdere fund)
Capital Reaorve
Revel ust ton Raerves 2228616

TOTAL EqUITY 46468a7 4689954 4982859 4419765 4859556 5856996
Long term Liabi I tlom * Equity 690457 7919522 888834 127849 869191 11248687
TOTAL LABILITIES A EqJT p811940 9572466 15417 1164439 11657617 1816925
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Tebl- 3.0 (contin d)

am IOU ISIM am 19 4 lwo

mEy RATIOS

Net Working Capital 65644 Mw 6744107 950231 1115124 62166m
Current Ralto 1." 1."U 1.41 1.16 1.16 1.44
Oebt/Equity 1.0 1.04 1.12 1.64 1.67 1.24
Profit before Tau 6"776 204 14£4016 -12261 *44 664""4
Profit before ta/Total Salee (I) 8.47 11.47 5.73 -4.46 1.0 23.94
Profit before tox/Equity (S) 1.48 5.64 2.37 -2.94 6.7 1.48
Profit bef Tax/Total LIab*Equit(y) 0.11 2.73 1.49 -1.11 S." 6.6
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SUbleo k.?

SWIARY FINANCIAL DATA ON FMV 4MATURAL MONOPLIES

iou iou 1ia 1U2 1964 1964

Nt Working Capltal ('e SHS) DM5944 9aon 07406 21 1115124 621062

Current Ratio 1." 1.65 1.41 1.80 1.55 1.44

Debt/Equity Ratio 1.M 1.64 1.12 1.64 1.67 1.24

ProfIt before Tax (_ JHS) 5776 260 14919 (12991) 4684 94676

ProfIt before tax/Total Sale (X) 8.47 11.47 5.79 (4.40) 1.09 29.94

Profit before Tax/Capltal Employed (X) 6.7" 2.76 1.40 (1.11) *.80 6.90

Note: Acount for Air Tanmaln (106, Tanco (19), Tanzania harbour Authority (1995) and
Tanzania Rai Iwye Corp. (1064 & 106) wer not avai able.
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APPENDIX B

EMPLOYMENT AND COMPFNSATION IN TANZANIA'S PARASTATALS

1. Policies and practices with respect to parastatal employment and
the degrees of freedom which managers have to hire, fire and set wages
have a considerable bearing on labor productivity and hence parastatal
performance. This appendix describes past and present policies and
practices and discusses their implications for parastatal performance.

Employment

2. Parastatal workers have always been a privileged class in
Tanzania. Despite declining productivity, their numbers have grown
steadily; they have enjoyed a relatively high degree of protection from
layoffs; and they have benefitted from wages that, in comparison with both
skilled employees and rural workers, are somewhat more insulated from price
inflation. The situation is changing today, however, as parastatals adjust
to the new regime of increased competition and greater financial
stringency.

Trends in Employmentl/

3. Between 1980-1984, parastatal employment expanded in absolute
terms by 24 percent (at an average annual rate of 5 percent), and by 1982,
24 percent of modern sector employment was accounted for by the parastatal
sector. Substantial growth occurred in mining, construction and transport,
while agriculture and industry show relatively moderate growth. Industry
and transport were the largest employers accounting for 35 percent and 20
percent of parastatal employment respectively; agriculture and commerce
accounted for 25 percent of all employees; and the remaining 20 percent
were fairly evenly distributed across the other sectors (see Tables Bl and
B2). Although no specific data are available, lncreases are said to have
taken place primarily at lower and middle skill levels. Employment growth
was not, however, matched by growth in output per worker: as shown in
Chapter 1, sales and value added per employee show declining or stagnating
trends.

1/ Employment data are scanty and beset with many problems: dsta prior
to 1980 are incomplete and hence excluded from the report; they cover
only a sample of enterprises (on average 170) and, moreover, the
sample base shifts from year to year; data are not disaggregated by
skill, occupation, or employee status (permanent employees vs. daily
paid employees for example); and they vary significantly between
different sources. As a result this report has relied on aggregate
data provided by the Bureau of Statistics as well as on informal
observations and interviews with government and parastatal officials.
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Table 01 ANNUAL PERCENTAGE CHANGE IN PARASTATAL EMPLOYMENT: 1986-1904

1959-31 1981-2 1932-93 IM3-34 1911-34 1975-33
Totsl Av.Ann. Totel Ave.Ann.

Channe Rate Chanme Rate

.Agriculture -1 6 9 4 18 4 84 28
2 .ining 80 14 1 a 111 21 42 13
8 Industry -8 9 a 5 11 a s6 20
4. Electricity and Wcter 9 -76 4 as -64 -13 -27 9
5. Construction 7 U -4 a 109 2g 149 81
6. C _re -6 29 -1 7 so a a6 19
7 Tranuport 8 88 8 1 46 is 786 164
S. Flnance 6 1J 2 5 Ss 7 149 81
9. Services, lncl real estate 0 -45 16 O -8s -16 -28 10

TOTAL EMPLOYMENT o 2 14 2 a 24 6 164 26

AVERAGE NO. OF EMPLOYEES
PER PARASTATAL -1 12 -$ O 22 5

* Includ EAC enterprises

Soure: Bureau of Statistics

Table 52 PARASTATAL EMPLOYMENT

A7verage N9
Share

1986 1931 1982 19938 1984 (198-0;4)

1. Agriculture 17771 17642 18620 26282 21018 13
2. Mining 1o6w 8611 8s8 4011 4124 2
S. Industry 51948 66420 54969 56609 57842 85
4. Electricity and Water 718 7865 2807 2896 88e8 8
S. Construction 4eeo 4259 7806 770 8874 4
6. Comerce 15882 15765 20231 20657 2160t 12
7. Transport 28808 29675 49828 41968 42180 29
8. Finance 11886 12470 14716 14902 15796 9
9. Service., nel. re a estate 2779 29U 12o 18is 188 2

TOTAL EMPLOYMENT (a) 142182 144887 166182 168820 175958 166

Numbr ot Parastetels 164 1i6 171 180 167

AVERAGE 1(. OF EMPLOYEES
PER PARASTATAL 867 869 o06 985 1954

(a) Includes EAC *nterprlses

Source: Bureau of Statistics
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4. Several factors contributed to employment expansion in this time
period. Although top government officials emphasize that parastatals have
never been burdened with employment generation as their primary objective,
other officials point to informal political and soc.al pressures on the
entire public sector (including parastatals) to provide employment at lower
and middle levels. Dating back to the Arusha Declaration, deep and long-
standing commitments were made to increase the role of the public sector in
national development and improve the national distribution of income.
These objectives were realized by diverting resources to the public sector
to the neglect of other sectors in the economy such as the traditional
agriculture sector, and by expanding public employment and allowing wages
to decline. In the absence of alternative dynamic labor markets, govern-
ment became the major employer of the increasing number of entr.nts into
the labor force. Other factors which led to overstaffing are lack of of
financial discipline (see Chapter 2 and Appendix A8), poor manpower
planning, insufficient concern about costs of creating new posts because of
lack of managerial accountability for parastatal performance, and cumber-
some legal and regulatory procedures required to fire workers. As a
result, until 1983 large numbers of workers managed to maintain their
employment status despite poor parastatal performance, overall resource
shortages and the heavy financial burden on the Government (Chapter 1).
Such employment was maintained not only at high costs to the parastatals
but also at the expense of the poor as scarce government resources were
taken away from priority areas such as health, education and infra-
structure.

5. To some extent this situation changed with the appointment of the
Hamad Commission in 1983. The Commission's key recommendation, that
parastatals contain costs and cut waste wherever possible, resulted in
significant staff reductions. Although specific data were not made
available (reportedly they exist in the Ministry of Labor and Manpower
Development), the study team was informed that up to 20,000 parastatal
employees were laid off as a result of this exercise. Specific data for a
sample of 71 parastatals in industry and minirg indicate a total reduction
in staff of 6,431 (13 percent) between 1984 and 1986. Forty five of these
firms show employment reductions, 10 show virtually no change and 16 show
increases in employment over this period (see Table B3). Not included in
these figures are layoffs in railways (2,000), transport (286), and steel
(40).

6. Implementation of this retrenchment policy started with para-
statale submitting information on staffing levels, expenditures, profit-
ability, and other criteria to a special redundancy committee appointed by
the President. Based on this information, the Committee specified
redundancy levels for each parastatal. Implementation left up to the Boards
of Directors. Many laid-off workers were absorbed in the private sector,
often by spending more time at the small, secondary ventures or jobs they
were engaged in before being laid off. Still others are reported to have
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Table 68 CHANGES IN EMLOYME1NT Fgt A SAMPLE OF 71
INDUSRI AUND MINNG PARASTATALS 1904-1166

Chance I n xh
Employment E ploy nt In t

Parstata l 1094 196 (84-9O (U -U

Musoa Textile 168e a46 -7n2 -40
Morogoro Shoe Co 640 U -117 -46
Bldg Hardwr & Elec Spply Co 267 148 -124 -46
Nat? Textile Corp 127 78 -54 -48
Kilimanjaro Textile W47E 2000 -1909 -88
NatI Steel Corp 94 64 -31 -82
Morogoro Tannerioe 84 229 -166 41
Ton Saruji Corp 187 94 -48 -81
Rufiji Basin Dcv Author 11S 04 -84 -29
Agric & Induntl Supplies Co 847 261 -96 -28
NatI Developusnt Corp 204 161 -U* -20
Ton Electric Supply Co. 6774 5174 -1606 -24
Natl Printing CO. 656 66 -120 -1U
Tan Oxygen 154 126 -28 -16
Tan Bureau of Standards 167 187 -3U -18
KilImanj. Machine Toole Co 218 175 -80 -10
Friondship Texti le Mll 6211 4296 -916 -13
State Motor Corp 1e Be -16 -1?
Tan Tanneries Co Ltd. 6 826 -66 -17
Aluminum Africa Ltd. 1462 1167 -215 -15
Tangs. Cement Co. 76 042 -116 -16
Blankets WV Ltd 71o 679 -00 -18
Nst$ Shipping Agencies Co. 981 615 -116 -12
Derbrew Ltd. 176 154 -21 -12
Tan Brewerli Ltd 8148 2708 -44 -11
Tan Shoo Co. 202 25)9 -881 -11
Koko Pharmaceutical Industrs 16 180 -14 -9
Mwanaa Tanneries 17J 15C -16 -9
Expres Tanzania Ltd 168 140 -18 -J
Natl Engineering Co 400 U 8 -2 -8
State Mining Corp $86 880 -29 4
Steel Rolling Mills Ltd. 871 848 -20 4
Rubber Industre 182 90 -7 -7
Tan Gemstone Industre 75 70 -5 -7
Nyanza Salt Mines 000 572 -36 4
Tan Petrol Dev Corp 214 202 -12 -4
Natl Pharmaceutical Co Ltd. 287 224 -18 -6
Sabuni Industries Ltd. 1a 15 -9 -5
Small Industr Dev Corp 766 682 -18 -
Household Supplies Co. 116 115 -8 -8
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Chan"ei Cag
P *trt l l~~~~~Employment Employent tn (apt.

Ton Pha'mecAl. al Industre in 113 - -2
WlIlemo_n Dlamonde 2522 2272 - -2
Muana T xtllo 274 2751 -48 -2
Surn* A Bnn (T) Co. 65 64 -1 -1
Board of ExternalT& of s9 -1 -1

VA-TOTAL (45 ) 89900 "1111 -766 -16

Ton Cigarette C. 157 1NS, -4 -
Agip Tan Ltd 24U 248 * 6
Metal Box Tanzania Ltd. 871 1 9 I
Vorogoro Canveasll Mt8 363 I 
Morogor. LAther Goods Co 147 147 
Nati Chmical Industries 57 8 6 
Ton Cables Ltd 01 21 8 s
Ton Electrel God W Co 156 16S 9 9
Ton Leather LAced Indetre e6 e6 9 6
Tan Watch Asemblng Co 13 16 9 6

SUB-TOTAL (1) 866 a6 -4 4

Geeral Tye 628 628 5 1
Ton Portland Cement Ltd 752 708 10 2
Ubungo Fare Ioplent. 022 64 1s
Zen a Killmb.ys 022 04 1i s
Polyeaake Co 148 1i6 7 6
Tan Bag Corp.-Mll I 1045 N0 62 6
Uang'uTi Moech. Machine Tool S609 m6 27 6
Tonga. Dyein A Weaving MtIl 206 2151 125 6
Saruji Trucking Co. 02 609 7 11
Votor Mort Ton Ltd 84 s8 4 12
Tan Diamon Cuting Co 470 56 60o 17
Ton KoratasiAesctdIndstre 84 41 7 21
Ton Auto Wf Co Ltd. 99 12 1 21
statney Ofe Suppi Tan 72 So 17 24
Tna. erh 110 158 84 29
Slasher* Consumer Co 174 816 142 82

SUW-TOTAL (16) 783 79" s6o 9

UtAND TOTAL (71) 56061 4456 -6081 -18
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been reinstated in other parts of the public sector, for example, by being
shifted from holding companies to their subsidiaries. in a few cases,
workors were reinstated in their old jobs. For example, of the 300 workers
whose services were terminated in TAZAR (Tanzania-Zambia Railmay
Authority) 116 were reinstated in 1984 by a ruling of the Permanent Labor
Tribunal (PLT); the remaining employees are still fighting for rein-
statement mad a ruling by the PLT is still pending.

7. The political fallout from this exercise was reportedly mLnimal,
surprisingly so given the large numbers involved. Officials attribute this
to a process of careful 'political preparation's the exercise received
wide and prolonged publicity, and most important, continued support by the
President.

8. But other factors are likely to have played a significant role as
well. First, all workers receive severance pay when laid offs typically,
one to three months base pay plus transportation back to the worker's
hometown. Second, secondary jobs-- 'moonlightingo--is widespread, a
consequence of the low levels of pay and perhaps also the permissiveness of
managers (for whom this practice is, if anything, even more widespread).
For many, therefore, being fired was not that serious an event; it simply
meant spending more time on these activities.

9. Third, there appear to be significant opportunities elsewhere in
the economy. The country is endowed with abundant, rich agricultural land
and nearly everyone has ties to that sector. Moreover, there appears to be
a thriving small-scale, informal sector and capital requirements to enter
are small (a 1980 survey of 72 firms in this sector estimated that on
average their capital was worth TSh. 6364 per firm).21 Because of
improved producer prices, devaluation and greater access to credit3l
these opportunities are undoubtedly greater today than they were three-four
years ago.

10. Overstaffing is still estimated to be substantial--20 to 40
percent--in many firms. Improvements in capacity utilization, which should
occur as the Economic Recovery Program (ERP) takes hold, will help, but
will not by itself eliminate this problem.

2/ See Structure and Policy Problems of the Informal Manufacturing Sector
in Tanzania, by M.S.D. Bagawacha, University of Dar es Salaam, ERB
Paper 81.4, 1981

i3 As of 1985, NBC and CRDB set up a small-scale industries department to
provide credit to small scale businesses. While the amounts are small
and it is necessary to establish a registered business (which is not
difficult but means filing reports, paying taxes, etc.), this
represents an improvement over the situation in 1983-84.
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Procedures for Lavina off Workers

11. According to the Parastatal Regulations (1984), employees may be
terminated as a disciplinary action, or because of employee Inefficiency or
redundancy (&part from attainment of compulsory retirement age and medical
reasons). Summary dismissal is permltted for theft and absence from post
without permission or good cause for more than three days. In all other
cases, termination may be effected by giving three months' notice in
writing or one months's gross salary in lieu thereof.

12. The disciplinary authorities for different staff levels include
Boards of Directors (for middle-managers and above), Appointment Committees
(for lower level workers), and the Chief Executive (for the lowest level
employees). For disciplinary action, appointing authorities must follow
the dismissal procedures laid down in the Security of Employment Act of
1964, which aims ̂ to restrict the powers of employers, businesses and
employees summarily and otherwise in relation to the discipline of
employees'. Under this Act the employer must inform the Workers' Committee
(established in each enterprise under the Act) of intended action for
breaches of the Disciplinary Code, including being late or absent from
work, neglect of work, failure to complete tasks, destruction of property,
*'imoral actsO, smoking in safety areas, and consuming alcohol and drugs on
the job. In some cases, breaches of the Code may entail reprimands and
fines; in other cases they may entail summary dismissal. The Vorkers'
Committee has a few days to respond to the employer's proposed action of
dismissal. If it does not respond the employer may take dismissal action;
if it does respond (apparently the typical situation), an effort is made to
resolve differences without the intervention of a third party. If no
agreement is reached either party may refer the case to the Permanent Labor
Tribunal, then to a Conciliation Board and finally to the Minister of
Labor. Each of these various referral bodies has the power to confirm,
reverse or vary the disciplinary penalty imposed by the employer.

13. Parastatal managers frequently complain that these procedures are
difficult to apply, time-consuming and subject to political interference,
severely restricting their ability to manage. Other employers indicate
that the process is manageable if required procedures are carefully
followed. The Government has recognized the need to simplify current
procedures. The National Policy on Productivity, Incomes and Prices
(1981), for example, clearly states that labor laws will be reviewed to
speed up action against irresponsible workers at all levels. However, such
action has yet to be taken.

14. Beyond this, much depends on how the procedures are implemented.
In past years, the emphasis was on protection of workers and it took a
strong, determined manager to exercise his authority. More recently,
political leaders have recognized the need for improved efficiency and
productivity to meet parastatals' mounting financial problems. Continued
political support--indeed, pressure on managers to exercise the authority
they have, and on administrators to support them--will be needed to over-
come resistance and change ingrained habits of thought.
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Recruitment Practices

15. For all public corporations and for parastatals established by
special acts of Parliament, the chairman of the board and the chief
executive are appointed by the President. Typically, a list of candidates
is drawn up by the board of directors and submitted to the parent ministry,
which in turn presents a short list to the President. For parastatals that
are subsidiaries of holding companies, the chairman of the board (typically
in this case called the management cosuittee) and the general manager are
appointed by the board of the holding company with the approval of the
parent ministry. Middle level managers are selected and approved by
special appointment committees set up within each parastatal; boards of
directors or management committees must give final approval for managers
above this level. Lower level employees are appointed by chief executives.

16. As in every country, political pressure is frequently exerted to
Influence the outcome of these appointment procedures. Because of this,
plus the fact that the President makes most of the key decisions, many
managers feel less beholden to their board or parent ministry than they do
to more senior political authorities and it becomes difficult to reward and
punish them for mismanagement and parastatal performance. One way to
improve this situation is to require tha; all chief executive posts be
advertised and all acceptable candidates be interviewed by the board (and
possibly the parent ministry as well). While this procedure is sometimes
followed, it is not apparently a legal requirement except for posts below
that of chief executive and posts not filled by secondment from the civil
service.

17. Given shortages of trained manpower, managers are heavily
dependent on new graduates. If these graduates come from Tanzanian
training institutions or received state scholarship funds, they are
required to accept employment in the public sector for a specified number
of years, if an appropriate position is offered to them. A committee, the
High Level Manpower Allocation and Training Committee of the Ministry of
Labour and Manpower Development, is responsible for matching these
graduates against public sector needs. This committee periodically sends
out 'indent forms' to prospective employers in the civil service and para-
statals requesting information on current manpower strength, future man-
power needs, number of vacancies, number of expatriates, and so on. Once
these forms are returned, the Committee matches them with expected student
output from the University and proceeds to make allocation decisions.
Final allocation decisions are apparently based on two important factors.
The first and most important one according to Ministry officials is
employer needs. Consideration is given to the number of vacancies in key
posts, size and importance of the organization, number of expatriates in
skilled positions, the employers' history of needs, and retention capacity.
Second, decisions take into account national *priority areas' identified by
the Committee. Priority is given first to training institutions, then to
the productive sector (and here priority is given to agriculture and infra-
structure over industry), and finally to the service sector.
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18. Government officials justify this system in light of the severe
nationwide shortages of key personnel (accountants, managers, engineers,
and so on). They argue that if left to market forces the eventual result
would be a highly skewed distribution of available skilled manpower.
Scarce skilled staff in high demand would gravitate toward organizations
that are able to offer superior remuneration (such as the private sector
and some big parastatals), making it difficult for other equally important
but less profitable institutions to recruit necessary qualified staff.
Thus, government officials stress the need for allocational criteria that
channel and counteract market forces.

19. This system appears to result in overly centralized decisions
based on inadequate information. Both managers and graduates complain that
they are offered too few choices--sometimes none--and often quite inappro-
priate ones. Part of the problem is the inadequacy of the manpower
planning and information systems both at the central and the parastatal
levels. Required data are often unavailable; staff operating the system
are frequently inadequately trained; there is little coordination between
agencies; and as the Annual Manpower Report to the President (1983) points
out, organizational structures and staffing levels in many parastatals are
not systematically developed to match their planned targets.

20. Given sufficient time and effort, these deficiencies can be at
least partially remedied; but in the end, the system will remain overly
centralized. A better approach would be for the committee to drop its
efforts at allocation and serve only as a clearing house and monitoring
agency, to ensure that graduates fulfill their obligation for public
service. Consideration should also be given to allowing these graduates to
join a private firm provided they or the private firm agree to pay the
Government a sum for the training the graduates received at Government
expense.

21. Other problems have arisen because managers are seconded from the
civil service. Some secondments occur as a result of Presidential appoint-
ments; others result from negotiations between the concerned parastatal and
the parent ministry, in which case SCOPO approval is needed. Secondment
lasts for a period of one year, although extensions may be granted by the
President or by SCOPO. Posts filled in this way do not have to be
advertised. All too often they are filled with individuals lacking the
proper background and experience to operate successfully in a commercial,
competitive environment. Moreover, unless the secondment period is
strictly limited, secondment provides managers with a risk free environment
or a sense of tenure which may be appropriate in a bureaucracy but is quite
contrary to the nature of a commercial enterprise. Secondment also leads
to instability in key positions as officials are moved around from one
organization to another. Equally important, the practice robs the civil
service of key personnel who are trained, qualified and experienced to do
particular types of jobs. For all these reasons, the practice should be
used sparingly and the time period should be clearly and strictly limited.
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22. Finally, the recruitment of expatriate managers is made very
difficult, though still easier than In the private sector. For indi-
viduals, an internal committee must reccamend to the parent ministry which
then must seek approval of the Ministry of Labour. To recruit a management
team, the request must also be reviewed by an interministerial committee
that advises the Cabinet which makes the final decision. It is often
difficult to argue persuasively that local personnel cannot do the job with
equal competence.

23. Such caution is understandable in light of previous experience
with expatriatese costs are very hight it is difficult to ensure good
quality; and often counterparts are left untrained. At the same time,
however, the Government may be erring on the side of excessive caution.
This is particularly damaging given the drastic shortages of skilled and
qualified personnel facing the nation and the cost of mismanaging such an
important sector of the economy. Thought should be given to simplifying
the approval process; placing more emphasis on training (for example,
requiring that expatriates be both able and willing to train, that it
always be part of their terms of reference, that qualified counterparts be
assigned and then monitoring the implementation of these agreements); and
possibly using services that guarantee the capability of managers and
replace them if they fail to perform (IFC has set up such a service, for
example).

24. This discussion of recruitment proceedures can be summarized by
saying that, while on paper, they seem reasonable--albeit somewhat overly
complex and centralized--in practice they are subject to all kinds of
special interventions that result in a far from optimal allocation of
available manpower. While a few suggestions can be made to improve the
situation, no fundamental change will occur until all parties agree in
practice as well as in principle that excellence must be the primary
criterion. Such a fundamental change in attitude will come about more
quickly if excellence is required for sarvival of the institution; and that
will only occur if the parastatals are subjected to more competition than
is the case today.

ComDensation Policy

25. For commercial parastatals to respond to market conditions and to
ensure profitability, they require a flexible compensation policy that
allows them to attract, retain and motivate qualified staff and to compete
with the private sector for skilled and experienced manpower. In Tanzania,
parastatal compensation policy has had difficulty achieving these goals.
Parastatals find it difficult to fill key positions with qualified persons
and to keep the best from leaving for the private sector; * moonlighting"
is common; productivity and morale are low; theft and corruption are
thought to be increasingly common. The most important reasons for this
situation are low pay scales, the result of overall poor performance and
overstaffing; Government regulations linking pay scales to the civil
service which reduces flexibility and makes it difficult to compete with
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the private sector; small increments between steps and an ineffective
system of rewards and punishments based on performance. The Government has
begun to recognize these problems, and, as a first step, appointed the
Nsekela Commission in 1985 (the first such cammission since the Adu
Commission in 1961) to study the subject of public sector salaries. The
Commission's report is currently under review.

Comoensation Structure and Administration

26. Salary structures and increases are determined by the Government
and enforced by the Standing Committee on Parastatal Organizations (SCOPO),
a Government department located in the President's Office. Established in
1968, one of SCOPO's key functions is 'to review and approve salaries and
fringe benefits of employees in parastatal organizations in order to ensure
that they are consistent with the salaries and benefits payable to
employees in Civil Service requiring the sam skills and qualifications."
Prior to 1967, parastatals inherited and followed the compensation systems
of the corporations they replaced.4/ As a result, top managers enjoyed an
average 14 percent pay premium over their counterparts in the civil
service. After the nationalizations following the Arusha Declaration,
however, explicit efforts were made to narrow this differential and provide
uniform compensation for all public sector employees. This was justified
on the grounds that rewards for staff (possessing similar qualifications
and skills) in 'equivalent' and *interchangeable' jobs in different parts
of the public sector should be similar. In addition, top managers in the
civil service claimed that it was difficult to effectively supervise para-
statals whose chief executives earned higher salaries than their own. As a
result, parastatal salary policy was standardized with that of the civil
service and SCOPO was established to implement this policy.

27. For compensation purposes, parastatals are graded by SCOPO into
three categories on the basis of size (amount of capital and assets, number
of employees, turnover, profit and loss accounts), 'workload and complexity
of the operations of the company' (working conditions, level of technology,
geographical location), and *national importance.' So far, 123 parastatals
have been graded on the basis of data collected by SCOPO. Chief Executives
of the most important parastatals (category A) receive (as of June, 1987)
TSh. 6,075 per month, which is 3 percent and 6 percent higher than chief
executives in category B and C parastatals. They may also receive addi-
tional fringe benefits, for example, entertainment allowances which in some
cases is equal or greater than the salary itself. Based on the chief
executive's salary, SCOPO then sets the salaries of the remaining employees
in the firm.

28. The present parastatal salary structure corresponds closely to
that of the civil service. It consists of 13 salary scales. Minimum wage
earners fall under MSU 1; middle level managers fall in MSU levels 5 to 9;

4/ For more details, see J.V. Mwapachu, Management of Public Enterprises
in Developins Countries. 1983. Oxford and IBH Publishing Co.. New
Delhi.
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and chief executives fall in MSU 10 to 14, depending on the categorization
of the firm (Table 84). All salary scales are separate and incremental,
except for the top managerial scales (MSU 10 - 14) which are fixed. Annual
increments are also fixed by SCOPO. They are small (less than 1 percent in
most cases) and, although suppcsed to be based on productivity, are
regarded as an automatic salary adjustment unrelated to job performance.5/

29. Each parastatal Board of Directors establishes *schemes of
service' for different categories of workers which define movement within
and between salary scales. Although parastatals are given freedom to set

Table B4 SALARY STRUCTURE IN THE PARASTATAL SECTOR, 1986187

SALARY SCALE* SALARY RANGE ANNUAL
(She. Per Annum) INCREMENTS

MSU 2 9,720 - 11,220 300
MSU 3 11,640 - 15,240 600
MSU 4 15,900 - 23,100 900
MSU 5 24,120 - 31,680 1,080
MSU 6 33,000 - 40,200 1,440
MSU 7 41,400 - 49,200 1,560
MSU 8 50,400 - 58,800 1,600
MSU 9 60,660 - 64,260 1,800
MSU 10 65,280 - FIXED -
NSU 11 66,900 - FIXED -
MSU 12 (Group C) 68,340 - FIXED -
MSU 13 (Group B) 70,620 - FIXED -
MSU 14 (Group A) 72,900 - FIXED -

* MSU 2 - 4 - Subordinate Service
MSU 5 - 9 - Middle Level Managers
MSU 10 - 11 - Chief Executives of Some Parastatals and line managers of

Parastatals
Category B
MSU 12 - 14 - Chief Executives of Categories A, B, and C Parastatals,

and line managers, depending on firm categories on.

Sources SCOPO, Directive No. 40.

Notes As of July, 1987, these scales have been increased on average by 20
percent.

5S As of July, 1987 civil service and non-commercial parastatals (those
receiving subventions from the budget) received an across-the-board 20
percent increase in salaries and commercial parastatals were told they
could increase their wage bill by 20 percent, thereby allowing them
somewhat more flexibility than previously.
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their own promotion policy, schemes of service must conform to the salary
structures established by SCOPO. Promotions between grades takes approxi-
mately 3-5 years, becoming increasingly difficult at higher levels. Theo-
retically, individuals are evaluated on the amount and quality of work,
although factors such as cooperation with staff, lifestyle, and extra-
curricular activities are reported to be given equal weight. In practice,
performance evaluation systems are rudimentary and promotions tend to be
based mostly on seniority.

30. Although not clearly documented, fringe benefits comprise a
significant portion of the overall compensation package. Some estimates
put this figure at over 50 percent. Fringe benefits and allowances have
grown in importance as parastatals attempt to find ways to get around
salary unification with the civil service and the highly progressive income
taz. Benefits and allowances are stipulated in the Parastatal Regulations
of 1984 and include: medical and dental (parastatals may opt to follow the
civil service plan or set up their own arrangements with the approval of
SCOPO), acting allowance, disturbance allowance, subsistence allowance,
overtime, responsibility/duty allowance, mileage allowance, outfit allow-
ance, housing, and free transport for certain occasions. Parastatals may
also provide other benefits with the approval of SCOPO, which typically
include subsidized meals, transportation for workers, out-of-station allow-
ance, and a host of allowances for special groups (teachers, doctors, air-
craft pilots, and mortuary attendants, for example). Benefits at the chief
executive level include housing, car, domestic servant, first class air
travel, and entertainment allowance. These benefits are not taxed.

31. Many of the above benefits are provided in the form of services
rather than flat monetary allowances. For instance, many parastatals buy
and maintain their own fleet of buses to provide free transport for their
workers, run free clinics to provide medical benefits, and offer subsidized
meals. Where monetary allowances are provided, they are often so inade-
quate that employees, when given the choice, opt for the service rather
than the allowance.

32. At the managerial levels, the most important benefits are housing
and transport. MSU levels 8 and above are entitled to housing; all other
levels are eligible. Because of the severe housing shortage, however, not
all those who are eligible or even entitled get public sector housing.
Those who manage to get this benefit pay a nominal rent (12.5 percent of
basic salary for higher level managers; 10 percent for middle managers; and
7.5 percent for lower level employees).

33. Public sector housing is provided by the National Housing Corpora-
tion, the Registrar of Buildings, the central Government, or the parastatal
itself. From all accounts, it appears that the parastatal sector is much
better off than the civil service in the tight housing market. Government
requires all organizations (public and private) to set up Workers Housing
Funds consisting of 20 percent of their profits net of tax and deprecia-
tion. Although many parastatals are unable to comply with this require-
ment, quite a few can build houses for their staff. Furthermore, unlike
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the civil service, parastatals are allowed to rent private houses for their
employees. Reportedly, better housing prospects have prompted some civil
serv'.ce employees to move to the parastatal sector (although this movement
is apparently becoming less frequent with increasing instability in the
parastatal sector).

34. The current shortage of housing has resulted in part from past
Government policy. In 1971, Government nationalized all housing units that
were valued at TSh. 100,000 or more (this involved about 2,000 buildings
comprising 10,000 units) and gave itself a monopoly on building houses.
However, Government was unable to keep up with high costs and interest
rates and housing construction slackened off to well below rising demand.
The ensuing shortage led Government to repeal its monopoly in 198 and
today individuals are encouraged to build their own houses with financial
assistance from the Housing Bank.

35. The other important benefit at senior levels is the use of a com-
pany car. In most cases, chief executives are entitled to the full-time
use of a vehicle that is maintained by the parastatal. Cars are apparently
an expensive fringe benefit for parastatals. As a result, Government made
a recent decision that all public officials (including parastatal managers)
acquire and use their own cars while on official duty; a flat allowance for
fuel and maintenance is to be provided by the parastatal. Although not yet
fully implemented, the initial results reportedly show that fuel consump-
tion has dropped from a maximum of 70 litres a week to approximately 30.
There still is a small pool of company cars, however, and they are, report-
edly, being used more heavily than in the past.

Take-Home Pay

36. Infrequent and small salary revisions, small annual increments,
high inflation (consumer price indices in urban areas showed an average
price increase of 27 percent in 1983) and a progressive income tax
structure have all combined to result in drastic deteriorations in real
take home pay at all skill levels. In addition, policy choices to expand
employment (rather than increase wages) and declining productivity have
also contributed to declining real wages, as less money is spread thinly
among large numbers of unproductive workers. Thus, in 1985 top level
employees earned 66 percent less in real terms than they earned in 1980 and
minimum wage earnings deteriorated by 54 percent (Table B5). These figures
exclude fringe benefits which apply more to upper salary groups; unfor-
tunately, there is no data to indicate whether they have decreased by more
or less than earnings.

37. Inadequate take-home pay has had an adverse effect on employee and
enterprise performance. I Moonlighting' is today considered essential to
maintain standards of living. Parastatal employees (at all levels) would
be hard pressed to live on their salaries alone. An average chief
executive on the MSU 12 scale, for example, earns 5,695 TSh. a month, of
which 25 percent is taxed, 12.5 percent goes toward housing, 5 percent



- 108 -

toward the Provident Fund, which leaves him with a net monthly take home
pay sufficient for only one to two weeks. As a result, an increasing pro-
portion of official working hours is spent on secondary activities (such as
farming, poultry, private sector consulting, etc.) that are equally if not
more lucrative tban official jobs, and conmitment to primary work is
eroded. Although the Leadership Code prohibits those in MSU 4 and above
from having second jobs, a blind eye is turned toward such activities as
they are increasingly recognized as essential.

Table B5

ANNUAL PERCENTAGE CHANGE IN PUBLIC SECTOR EARNINGS: 1980-1985

Middle
Minimum Average Grade Top

Year Wage Salary Salary Salary

1980 Nominal 26.3 10.0 3.1 0
Real -7.7 -15.5 -14.1 -17.5

1981 Nominal 25.0 7.6 3.6 10.4
Real -4.4 -14.4 -21.4 -12.8

1982 Nominal 0 7.7 3.9 0
Real -17.9 -16.5 -17.2 -21.4

1983 Nominal 0 6.1 3.7 0
Real -19.1 -16.5 -16.8 -19.4

1984 Nominal 35.0 8.2 17.9 10.0
Real 14.9 -20.5 -7.4 -7.8

1985 Nominal 0 NA NA 0
Real -31.7 - -18.8

Total Change
1980-85

Nominal 113.1 21.4
Real -54.0 - - -65.9

Average Annual
Change

Nominal 18.9 9.3 7.1 3.6
Real -9.0 -12.0 -11.4 -11.0

Source: Productivity and Operation Report for the Year Ended 30th June.
1986, National Productivity Council.

Note: Real wages are nominal wages deflated by the cost of living index,
1977-100.
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38. Inadequate take-home pay has also led to increased theft, corrup-
tion, and misuse of official public services over the past several years.
outright theft and the ability to extract rent from certain positions have
no doubt improved the living standards of employees at all levels but this
has taken place at a significant cost to parastatals, both financial as
well as in terms of employee morale uan- motivation. dependence on such
forms of income has led employees to focus a significant portion of their
productive time on finding unofficial ways to circumvent their low official
salaries.

39. A top priority, therefore, is to increase take-home pay to a level
that permits employees to maintain a reasonable standard of living without
moonlighting or corrupt practices. This should initially be done selec-
tively (at higher levels) tc fill vacancies and retain scarce skills. The
need for across the board increases to assure all staff earn a living wage
should be studied. Given current financial constraints and poor parastatal
performance, across the board increases will be possible only in conjunc-
tion with other reforms that improve parastatal productivity. A first
step, of course, is to eliminate redundant workers; thereafter, special
studies may be necessary to determine how to proceed. At the same time, it
will be necessary to review and if necessary modify the tax structure to
ensure that a significant part of any salary increase is passed through to
increase take-home pay.61

Incentive Effects of the Comnensation System

40. The incentive effects of the salary structure, by itself, must be
negligible. Annual increments and promotions have become, in practice,
automatic rather than tied to performance. Moreover, the salary structure
is characterized by severe wage compression which is largely a result of
explicit Government policy that aims to narrow existing income differ-
entials in the country. This objective has been achieved by granting
consistently higher wage increases to lower level employees (Table B5).
For instance, the 1984 wage revision resulted in upward adjustments of the
MSU 2 wages by 62 percent and top salaries (MISU 14) by 10 percent;
similarly, the "cushion fund," established in July 1986 to counteract wage
erosion, ranged from 30 percent for the lowest paid employees to 7.5 per-
cent for the highest paid staff. The highly progressive income tax
structure and limited number of salary scales have also contributed to wage
compression.

41. Today, the salary of the best paid chief executive in the para-
statal sector is only 7.5 times higher than the starting salary of the
lowest paid worker, and is a mere 1.2 times higher than the middle manager
in the firm. Although similar equity considerations prevail in many

61 The Government has already taken some steps in tax reform. In 1984,
income tax rates were reduced from a range of 25 percent-95 percent to
20 percent-75 percent. In 1987, the non-taxable base was increased
and tax rates further reduced.
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African countries, vage compression seem more severe in Tanzanian para-
statals than elsewhere. In Zambia, for example, where Governmnt has
explicitly followed a policy of *narrowing-the-gap,' managing directors on
average earn salaries that are twelve times higher than the lowest paid
employees.?/ On the other hand, fringe benefits are very unequally dis-
tributed among employees at different levels (also true in Zambia); whether
the combined package provides sufficient incentives for personnel in key
positions to acquire additional skills and seek additi^nal responsibilities
is an open question that remains to be studied.

Comparison with the Private Sector and Differentiation Amona Parastatals

42. Current policy does not recognize that labor and job requirements
(in terms of qualifications, skills, experience, functions and responsi-
bilities) in couaercial parastatals are more comparable with the private
sector than the civil service, and that parastatals must compete with the
private sector for a limited supply of skilled personnel. Since parastatal
employment offers certain benefits over private employment (more job
security, more opportunity to earn money in secondary ways such as moon-
lighting) opportunities for responsibility and advancement, more job
security), wages need not be at par to attract skilled staff. But In
Tanzania, the differential is so substantial as to make it difficult for
parastatals to compete.

43. Although specific data are unavailable, anecdotal evidence indi-
cates that managers and other technical personnel (accountants, engineers,
and architects, for example) can command up to three times more pay and
much higher tax-free benefits in the private secto:. As a consequence,
persons who decide to work for parastatals despite the lower income, are
likely to be less prone to take risks, more interested in the opportunities
for secondary income or simply not of a calibre to command the higher
salaries in the private sector.

44. Tanzania also differs from other countries in compensating para-
statal employees roughly on a par with civil servants and maintaining very
small differences in top salaries between parastatals of different size and
importance. On average, top managerial salaries in parastatals are only
marginally higher (1.2 percent) than the salaries of most Principal Secre-
taries in the civil service. Indeed, MSU levels 18 and 19 in the civil
service earn 12 percent and 19 percent more than the highest salary in the
parastatal sector). In many other countries, even where salary scales are
standardized, parastatals maintain a substantial edge over the civil
service by the use of extended scales for higher level staff. In Zambia,
for example, these premiums are on the the order of 15 percent. Such
salary differentials recognize the different labor markets, motivation and
risks faced by senior parastatal staff compared to civil servants. Highly

71 For more details, see Zambia. Wage Policy and the Structure of Wages
and Employment, World Bank Report No. 5727, May 7, 1986).
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standardized salary systems may be appropriate in situations where there is
a fair degree of homogeneity in work and output as in Government depart-
ments and non-profit parastatals. But they are not suited to comercial
parastatals that are vastly different in activity, size, market conditions
and performance. Clearly, it is impossible to group such a wide array of
parastatals into just three broad categories and adequately reward staff
for very different levels of responsibility.81

Fringe Benefits and Allowances

45. As noted, a large fraction--perhaps as much as 50 percent--of the
compensation package is provided in the form of fringe benefits and fre-
quently they are given in the form of services rather than monetary allow-
ances. These practices not only impose large costs on the parastatals;
they also impose a substantial managerial burden. Buses have to be bought,
maintained and driven, and clinics have to be staffed and equipped. More-
over, the evaluation of parastatal performance is made even more complex as
all of these expenses are embedded in overall costs. Finally, these exten-
sive fringe benefits make compensation less transparent and lend themselves
easily to abuse. This subject needs careful review to determine whether
such benefits can be phased out and the savings used to increase base
salaries and whether those that remain can be provided in the form of
allowances rather than services.

The Bonus Scheme

46. A successful compensation policy must be able to motivate staff by
adequately rewarding good performers (and penalizing poor performers). The
National Policy on Productivity, Incomes and Prices (Government Paper No. 1
of 1981) emphasizes this concept of linking pay to performance. It clearly
states that parastatals must relate pay, through bonus payments, to the
attainment of production targets specified in the voluntary agreements
drawn up between management and workers. A bonus application may be made
in the agreement, and bonuses are awarded only if the agreed target is
surpassed and if it can be shown that profits are made through cost
reductions rather than price increases. The policy emphasizes that bonuses
should be awarded to individuals or groups of workers based on performance
although in practice they tend to be distributed evenly across the board.
The Permanent Labor Tribunal (PLT) is then supposed to register these pro-
duction targets. After an agreement regarding bonus payments is reached,

8/ In Kenya, parastatals are grouped into six different categories with
significantly different upper limits (approximately 84 percent
difference between the top and lowest categories). Based on their
ability to pay, parastatals are then allowed to determine their own
salary scales and fringe benefits subject to the approval of the State
Corporations Advisory Committee.
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the board of directors may proceed to implement it without prior PLT clear-
ance, although PLT has the authority to summon both management and workers
to furnish further information.

47. This policy has had very limited effect. Few parastatals bother to
send in productivity targets and agreements or applications for bonus.
During 1985186. for example, the PLT received only 51 voluntary agreements
(of which none were registered)5 122 productivity targets (of which 44, or
36 percent, were registered); and 6 bonus applications, of which only one
received an award (Table B6). Considering that there are 12,548 firms (the

Table B6 SUHNARY OF PRODUCTIVITY PROGRAEMS PROCESSED
BY THE PLT FROM 1983184 TO 1985/86:

Subiect 1983/84 1984/85 1985/86

Number of Agreements
Received 27 101 51

Number of Agreements
Registered 7 23 -

Number of Awards in
Voluntary Agreements 7 20 2

Bonus Applications Received 3 5 6

Bonus Applications Awarded NIL 2 1

Number of Productivity
Targets Received 32 307 122

Number of Productivity
Targets Registered 3 275 44

Source: Productivity and Operation Report for the Year Ended 30 June 1986,
National Productivity Council.

policy applies to both public and private firms) on the register of the
Commissioner, these figures amount to less than 1 percent of all firms.
Moreover, the extent to which the above numbers reflect parastatal response
(as opposed to private sector response) is unclear. These numbers are,

moreover, substantially lower than those for the previous year, indicating
a declining trend In compliance with the productivity program' established
under Government Paper No. 1.
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48. Part of the problam stema from the lack of data and necessary
expertise on the part of the parastatals. The National Institute of
Productivity has not been able to offectively assist employers in setting
production targets. Equally lmportant is excesaive centralization of this
program. In practice, the PLT hs assumed full authority and boards of
directors are given very little say in awarding bonuses; criteria for
registration of productivity targets and approval of bonuses is stricts and
the registration process is long. Ir- addition, manager complain that they
are not rewarded for reducing loses, which in the difficult operating
environment is a success itself. They also emphasize that PLT does not
take into consideration the difficult, unpredictable, and highly regulated
environment in which they operate. Such conditions make it difficult to
plan and achieve specified production targets.
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APPENDIX C

ORGANIZATION. MANAGEMENT AND SUPERVISION OF TANZANIAN PARASTATALS

Evolution of the Institutional Framework

1. At independence in 1961, Tanzania inherited a substantial para-
statal sector. In the period following World War II, the colonial Govern-
ment had created a number of agricultural marketing boards, rural develop-
ment agencies, and industrial promotion entities. In 1959, the colonial
Government created in the Ministry of Finance an office of Treasury
Registrar to hold and manage these public investments. Its role as monitor
and supervisor of parastatals was limited, in line with the then prevailing
British conception of maximiz=1g the autonomy of parastatal managers. But
the interesting point is that shortly after independence, Tanzania
possessed more than sixty parastatal bodies. Thus, the country had before
its adoption of socialist principles in 1967 a larger parastatal sector
than most sub-Saharan African countries had after the boom expansion period
of 1973-1981 for African parastatal formation.

2. In January of 1965, the Government created the National Develop-
ment Corporation (NDC) out of the merger of the Tanganyika Agricultural
Corporation and the Tanganyika Development Corporation. Its goal was to
promote economic and especially industrial development. Following the
Arusha Declaration of 1967. and the ensuing nationalizations, Government
expanded the National Development Corporation into a super-holding company
to oversee the many new commercial and industrial entities in the state's
portfolio. The enormity of the supervisory task soon became apparent. In
1969 the National Assembly passed the Public Corporations Act, which
provided a legal basis for the sectoral holding concept, and spelled out
the powers and responsibilities of the various actors involved --the
President, the Ministry of Finance, Boards of Directors, managers, the
Government auditors, the National Assembly, etc. This scheme was then
widely applied; between 1969 and 1974, twelve sectoral holdings were
formed.l/ Overall, the bulk of the parastatal sector's growth took place
between 1968 and 1980, with--on average--thirty new parastatals being
formed in each year of the period.

3. Also following the Arusha Declaration, Government created the
Standing Committee on Parastatal Organisations, or SCOPO. Reporting to the
Office of the President, the original purpose of SCOPO was to assist In
staffing the many parastatal bodies created by the nationalizations. Over

1/ There are now seventeen holdings to which the 1969 Public Corporations
Act as amended in 1983 applies. The act also applies to ten other
parastatals. The rest of the sector is legally regulated either by
the Companies Ordinance, by specific acts of Parliament, or in a very
few cases by extraordinary legislation.
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time its responsibilities have grown to include playing a lead advisory
role on the organization of parastatals, the definition of parastatal
salary scales, the production of schemes of service for parastatal staff,
and manpower development planning and training schemes SCOPO has produced
about fifty sets of guidelines and directives on organizational, personnel
and training issues. A parastatal is expected to abide by the directives
but may write requesting approval for changes relevant to that organiza-
tion. SCOPO now has a staff of 45 persons, organfzed in three divisions--
operations, manpower management, and research and development. In recent
months it has begun compiling a data base on parastatals, combining
financial and management information.

4. Prior to the Arusha Declaration, audits of all Tanzanian para-
statals were carried out by private firms. But wvih the turn to socialism
and the exponential growth of the sector, the Gove rment created, in early
1968, the Tanzania Auditing Corporation (TAC), itse'f a parastatal, which
now audits all parastatal accounts. It also pLoduces an annual report that
examines parastatal accounts, assesses their quality, and recommends steps
to be taken to improve the production, timely submission and quality of
accounts. The reports, 18 of which have so far been produced, frequently
go beyond the strict boundaries of accounts auditing to make recommenda-
tions on management practices in general. As of 1987 the TAC had a staff
of 230 professional auditors, of which 150 were holders of a university
degree (usually the B. Com.). Thirty two of the 150 were fully qualified
CPA(CA)s.

5. Parastatals are required by law to submit accounts within three
months of the close of books for a financial period; the TAC is required to
provide the parastatal board with its audit report within another three
months; and the parastatal must submit the audited accounts to the
Parastatal Organization Committee (POC) of Parliament within a total of 8
months. The POC was established in 1978 with power to review TAC's
findings and recommendations, call managers before it to answer questions
and, if warranted because of financial loss or deficiency or mismanagement,
recoummen to Treasury that they be fined up to 15 percent of one month's
salary.

6. Thus, by the early 1970s, the Government had formed a number of
supervisory and advisory agencies to aid and oversee its rapidly expanding
parastatal sector. Nonetheless, performance was disappointing. Instead of,
on net, generating revenues for the Government, parastatals became an
increasing burden on the budget; and it became increasingly evident that
large investments were being made by parastatals without adequate prepara-
tion or supervision. Therefore, the Government in 1974-75 added substan-
tially to the oversight responsibilities and powers of the Ministry of
Finance. The post of Commissioner for Public Investments was created, and
an Inspection, Supervision and Control section added to it in 1975. The
functions of the Treasury Registrar--which had never actively pursued its
assigned supervision tasks--were transferred from the Deputy Principal
Secretary of the Ministry of Finance to the new office, the holder of which
was henceforth known as the Commissioner for Public Investments/Treasury
Registrar.
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7. On paper, the Comaissioner and his office possessed vast powers to
adwise Government on parastatal policy, monitor and evaluate enterprise
performance, and Intervene where and when necessary to diagnose problems
and propose - and apply - appropriate remedial actions. The Treasury
Registrar's Ordinance (Cap. 418), the Public Corporations Act of 1969, as
amended in 1983, and the Companies Regulation of Dividends and Miscella-
neous Provisions Act of 1972, charged the department with major responsi-
bilitiess

- to advise Governmnat on the establishment of public
corporations:

- to review parastatal financial performance and recommend
measures for mergers, closures or improvements in performance;

- to review and approve corporate plans;

- to set financial targets and other performance criteria;

- to evaluate the performance and effectiveness of Boards of
Directors and Management Committees;

- to consider and recommend appropriate capital structures of
parastatals and to advise on appropriate or desirable
additional capital injections;

- to set and review appropriate financial regulations;

- to evaluate short and long term credit needs for parastatals;

- to advise Government on investments and loans for parastatals;

- to prepare statements of investments accounts for Government;
and

- generally, to ensure that parastatals *minimize un-productive
expenditures and losses of revenue with a view to making them a
significant source of revenue for the Government by way of
dividends and or efficient instruments for social and economic
development of the country.' (Treasury Registrar, 1985, 2-4)

The department has an establishment of 29 persons, consisting, in theory,
of a Commissioner, three Assistant Commissioners and 26 professional level
staff. The Commissioner's post and one of the Assistant Commissioners'
posts has been vacant for several years, and 9 staff positions are
currently vacant.

S. The Commissioner for Public Investments was officially given the
responsibility to advise Government on financial aspects of parastatal
investments; economic aspects are the responsibility of the Commissioner
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for Sectoral Planning in the Ministry of Planning (which recently has been
amalgamated into a Ministry of Finance and Planning). On paper, the
Sectoral Planning unit has an establishment of forty-four persons, seven of
whom are supposed to be senior staff.

9. In 1980, the Prime Minister's Office issued a directive stating
that each parent ministry, that is, each of the line or technical
ministries having more than three parastatals under its direct supervision,
should create a special parastatal monitoring and supervision unit. The
size, powers and precise mode of functioning of these units was left to the
determination of the ministries.

A Summarv of Existing Institutions

10. These were the major dates and events in the evolution of the
supervisory framework. However, a number of other agencies play an
important if more intermittent role in the parastatal process. Table Cl
lists all the bodies and layers which presently manage or supervise
Tanzanian parastatals.

Table Cl

TANZANIA - PARASTATAL MANAGEMENT AND CONTROL AGENCIES

AGENCY FUNCTIONS - COHMENTS

I. General Supervisorv and Control Agencies

1. Workers' Council Reviews and approves corporate plans and
budgets. Composed of representatives of
workers and management. In every parastatal.

2. Management Cdu ittees Equivalent of Boards of Directors; found in
operating companies (subsidiaries of
holdings). Responsible for corporate policy,
reviews and approves corporate plans, budgets,
annual accounts and financial statements,
capital investments and financing, and
approves appointments of personnel other than
the General Manager (GM). Made up of workers
- 40 percent - and non-workers. Of the non-
workers, 40 percent come from management, 60
percent from outside. The Board of Directors
of the parent holding company appoints Manage-
ment Committee members. The Board of the
holding also appoints the Management Committee
Chairmen. (Up until 1984, the General Manager
of the holding company was, in most cases, the
Chairman of the Management Committee.) The
Board is normally composed of from 6 to 12
members.
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S. Boards of Directors Found in holding companies (17) and in the
large number of major parastatals which are
independent; i.e., not a subsidiary of a
holding. Its duties are the same as those of
Management Committees. Compositions from 6
to 12 persons, formerly composed mainly of
civil service representatives of relevant
ministries and members of parliAment. As of
1984, MPs no longer may serve on Boards.
Boards are still mainly composed of civil
servants. Both Management Committees and
Boards are supposed to meet quarterly.
Chairmen of Boards are appointed directly by
the President of Tanzania.

4. General Managers GMs of operating (subsidiary) companies are
appointed by the Board of the holding company.
GMs of holding companies and independent para-
statals are appointed directly by the
President of Tanzania. GMs of operating
companies are responsible for management and
financial performance of their units; GMs of
holdings are also responsible for their
subsidiaries' performance.

5. Holding companies Formulate long-range policy for their group,
set financial and general performance targets,
facilitate availability of inputs, advise and
assist on sector-wide technical, recruitment
and training issues, supervise and review
company budgets and financial statements. Some
holdings require and review corporate plans of
subsidiaries.

6. Parent ministries Determine policy for their sectors; recommend
on the establishment or dissolution of para-
statals, establish guidelines for parastatals
and evaluate performance. Review and approve
corporate plans, budgets, financial state-
ments, accounts and capital investments; and
appoint all members of the Boards of their
parastatals, except for the Chairmen.

7. Central ministries
Finance & Planning The Comissioner for Sectoral Planning in

DEVPLAN is responsible for review and approval
of proposed capital investments of
parastatals.
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In Finance, the Treasury Registrar/
Commissioner for Public Investments approves
the annual budgets and investment plans, sets
financial targets, supervises financial
performance and advises on needed improve-
ments, sets dividend policies and holds shares
of parastatals.

Labour and Manpower Monitors training programs of parastatals,
reviews labor productivity and production
targets, manages employee bonus system
(through its Permanent Labour Tribunal - which
also administers labor agreements and
adjudicates labor disputes); monitors workers'
rights legislation, issues work permits for
expatriates.

S. National Assembly Enacts legislation creating or dissolving
parastatals, reviews performance.

POC Parastatals Organisation Committee - Annually
reviews reports of Tanzania Audit Corporation;
calls managers before it to explain poor
performance or non-submission of information,
and recommends fines up to 15 percent of one
month's pay for financial loss or deficiencies
or mismanagement. levies fine - 15 percent of
one month's pay - for flagrant mismanagement
or non-submission of information

9. President of Tanzania Establishes parastatals5 appoints Chairmen of
Boards of Directors and OMs of holdings and
independent parastatals.

10. CCM The Chama cha MaDinduzi (Revolutionary Party),
the sole political party in Tanzania, has a
Standing Committee on Parastatals that formu-
lates policy for the sector and advises parent
ministries on steps to improve company
performance.

II. Specific Supervisorv and Control Agencies

11. TAC The Tanzania Audit Corporation audits all
parastatal accounts and prepares an annual
report reviewing financial performance and
recommending changes. The audited accounts are
sent to the parastatal boards with copies to
relevant agencies; the annual report is
submitted to the President with copies to
relevant agencies including POC.
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12. SCOPO The Standing Committee on Parastatal Organisa-
tion, reporting to the Office of the Presi-
dent, was originally created to assist in
staffing parastatals. Latterly, it was
assigned responsibilities for defining pay
scales, allowances and fringe benefits and
schemes of service to ensure uniformity and
fairness in pay and benefits. It also
approves the organizational structure of each
parastatal develops training programs.

13. Registrar of Companies *Empowered to regulate the affairs of
companies established under the Companies
Ordinance (Cap.212), whether public or
private' (Mkulo, 1985, 178]. About 250
Tanzanian parastatals, most of them
subsidiaries of holdings, are established
under this act and are thus subject to its
requirements. The Ordinance requires
parastatals to submit to the Registrar of
Companies accounts and financial statements
for review and approval.

14. TIB The Tanzania Investment Bank provides medium
and long term credit. Starting in 1986 it was
made responsible for monitoring implementation
and disbursement of funds for industrial
projects. Starting in 1987, it was made
responsible for some project appraisal work as
well. Legal and technical problems have
inhibited initiation of these new responsi-
bilities.

15. CRDB The Cooperative Rural Development Bank, which
provides short, medium and long term credit
mainly to the agricultural sector, has been
assigned similar new responsibilities for
parastatal investments in agriculture and
faces similar implementation problems.

16. Bank of Tanzania The central bank provides foreign exchange
licenses and reviews and approves requests for
expatriate staff.

17. NBC The National Bank of Commerce provides and
allocates short term credit, including that to
marketing parastatals, honors foreign exchange
licenses and thereby, in effect allocates
foreign exchange.
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16. Price Commission Administers price control mechanisms; reviews
and approves - or adjusts or denies -
parastatal requests for price increases.

19. W10, TBS & TLC The National Productivity Council, the
Tanzania Bureau of Standards and the Tanzania
Legal Corporation are indirectly involved in
parastatal supervision, as parastatals are
frequently instructed to seek their advice on
planned actions.

11. Table Cl shows the number of institutions involved in parastatal
supervision, and it also reveals the large number of check points through
which - in theory - certain parastatal activities must pass. The budgets
of operating companies in commercial or industrial fields, for example,
should be reviewed and approved by six different layers: the Workers'
Council, the Board or Management Committee, the holding company, the parent
ministry, the Registrar of Companies and the Ministry of Finance and
Planning. The same is true of the corporate plans of these firms.

12. Another way to envision the supervision scene is by listing what
management theory posits and what analy3is of prblic enterprise experience
In other countries reveals to be the necessary functions which supervisory
agencies should fulfill, and then examine if and where these functions are
performed in Tanzania. This is done in outline fashion in Table C2.

Table C2

PARASTATAL OVERSIGHT FUNCTIONS AND STRUCTURES

Tev Oversimht Functions Institutional Location in Tanzania

Set policy for parastatal sector National Assembly
CCM
Office of the President

Set policy for sub-sectors parent ministries
holding companies

Review & approve budgets
and corporate plans Workers' Cotmc.'ls

Boards or Management Committees
holding companies (where applicable)
parent ministries
Registrar of Companies (where applicable)
Ministry of Finance and Planning



- 122 -

Review and approve:
subventions holding companies, parent ministries,

Ministry of Finance and Planning, Board
of Directors (BODs) investments

investments holding company, parent ministry, BODs,
Ministry of Finance and Planning,
investment banks

dividends holding company, parent ministry, BODs,
Ministry of Finance and Planning

Appoint GM of major company parent ministry provides short list,
President makes choice

Appoint GM of operating co. Appointed by BOD of holding company

Appoint Board of Directors Directors appointed by parent ministries,
some few parastatals' by-laws stipulate
appointment of users or creditors;
Chairmen appointed by President

Appoint Management Committee BOD of holding appoints Directors and
Chairmen; parent ministry approves

Performance Monitoring BODs or Management Committees, holding
companies, parent ministries, Finance &
Planning, TAC, POC, CCM, credit-supplying
and investment-analyzing banks, other
central ministries, President's office,
Presidential commissions

Analyze sectoral trends E
macro-economic impact Ministry of Finance & Planning

13. Table C2 indicates illustrates the over-lapping of responsi-
bilities among Tanzanian oversight bodies, particularly in the case of the
scattered responsibilities for budget and plan review, and performance
evaluation. But what this type of presentation does not and ctnnot show is
the deficient and inadequate performance of the agencies assigned the
supervisory tasks; nor does it show the bureaucratic burdens placed on
parastatal managers by these bodies. The depth of the problem of the
Tanzanian institutional framework is better revealed by an analysis of what
actually takes place in practice.
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Deficiencies of Present Tanzanian Supervision Practice

14. Enterprise management. Enterprise management is weak as evidenced
by the fact that a substantial percentage of managers cannot run their
firms with a minimal level of financial discipline. In 1985186, a third of
the parastatals were delinquent in producing basic accounts and of those
that did, three-fifths were deficients of those with clean audits, one-
fourth were making losses. Few Tanzanian parastatals carry out regular
inventories of their assets, controls over use of credit and cash are weak,
records on procurement and transactions with subsidiaries are often missing
or incomplete, internal auditing procedures are often weak or non-existent,
and allegations and proven instances of fraud, corruption and theft are
common. While there are shortages of competent accountants or middle-level
financial and technical personnel, in those parastatals with particularly
effective management--Air Tanzania, the NTC and the Tanzania Cigarette
Company, for example--internal procedures have been maintained or brought
up to acceptable standards. Good managers exist in Tanzania, but they
appear to be few in number.

15. Management Committees and Boards of Directors. These bodies are
often characterized as ineffective. First, many meet far less than the
stipulated four times per year. Second, the vast majority of persons
appointed to Boards are middle-level civil servants representing a
ministry. They seldom possess appropriate skills or detailed knowledge of
the enterprise they are supposedly directing; they are frequently shifted
from board to board, filling in at the last minute for a higher official
who cannot attend; they tend to view their role as protecting the interests
of their ministry, a goal that is not always compatible with advancing the
welfare of the parastatal. The regulations stating that no individual
should serve on more than three Boards is regularly violated, as is the
regulation stating that Boards should number ten persons or less. In the
absence of detailed knowledge of the workings of the firm, training on the
proper role of a Board member, and preparatory materials on the agenda of
the Board meeting, it is not surprising that parastatal Boards have not
served their functions as policy-makers, performance evaluators, super-
visors of management and buffer between the enterprise and the Government.
Management Committees have at least been composed mainly of persons knowing
the business of the parastatal concerned; but they have been subservient to
the Chairman who, until recently, was always the General Manager of the
holding company. The removal of MPs from Boards, and the rule prohibiting
GMs of holdings from chairing Management Committees, were progressive
steps. Third, Boards of public corporations have limted power to select,
appoint and remove the General Manager. The situation is different for
subsldiary companies, where management committees do play a significant
role in appointing, disciplining and removing general managers. According
to the TAC, 'boards do not ensure that managements achieve set targets of
performance. Even where targets are set, weak boards often accept
Inadequate explanations from the managements for shortfalls in performance'
(TAC, 17th Annual Report, 1986, 15).
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16. Holding Coriorations. The idea of a holding company is appealing.
A well-working holding could both offer technical support and general
advice to weak managers, and insulate them from excessive political Inter-
ference. In Tanzanian practice, the record is mixed. The National
Development Corporation (NDC), oldest of the holdings, generally "anages to
turn profits and moderately positive returns on investments in its consoli-
dated holdings--though profits tend to be small and dividends negligible.
Consolidated accounts of other holding companies typically show losses.
Holding corporations are criticized for concentrating on expanding their
portfolios without adequate analysis of new investment or sufficient and
effective monitoring of on-going projects; for not setting profitability as
a prime goal (both operating and holding companies are instructed to gavert
and minimize losses,); for inadequate performance evaluation; for not gaLe-
guarding the autonomy of managers; and generally for adding bureaucratic
layers and regulations to parastatals, rather than managing their
subsidiaries according to commercial principles. It is clear that
Tanzanian holdings have never performed one key role of private sector
holdings in the industrial countries: that of divesting their portfolios of
non-performing companies.

17. Parent ministries. Sectoral or parent ministries should play a
most important supervision role. In theory, they possess the specialized
knowledge and expertise of sector conditions which is necessary to guide
and orient their dependent enterprises. The ministries should have either
the personnel or the knowledge of personnel who could staff and direct
parastatals in their field of endeavor. They should provide their
parastatals with access to the financial, human and physical resources
which are necessary to their proper functioning. In reality, Tanzanian
parent ministries have not lived up to expectations. They have recommended
the starting of new projects or companies without adequate--indeed,
sometimes any--examination of feasibility. They have not monitored
financial performance, nor have they provided parastatals with clear
objectives or competent Board members. As is the case with all other
layers and agencies of supervision, they have consistently failed to
enforce existing regulations with regard to the production and submission
of basic accounts or other financial and production information. The
response to the Prime Minister's directive in 1980, requiring parent
ministries to create special parastatal monitoring units, was insufficient.
Most ministries simply instructed one official, usually of relatively
junior rank, to add parastatal supervision to his or her existing duties.
Some ministries, such as Natural Resources and Tourism, assigned the
responsibility to a senior official, but the task of reviewing the work of
two dozen firms exceeds the capacity of any individual. Only in the
Ministry of Agriculture, did the directive result in the ezpansion of a
supervisory unit, called the Project Preparation and Monitoring Bureau
(PPMB).

18. As the name implies, the unit was originally formed to prepare,
appraise and manage projects. It still has some responsibilities in this
field, but much of its work now deals with installing management
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information and reporting systems in agricultural parastatals, collecting
and analyzing the data produced by these systems and sending back
directives and recommendations to the parastatals on how to correct
perceived problems. Since 1984, the PPMB has been supported by technical
assistance; it now consists of nine professional level staff (and
established slots are available for a further nine), of which two are UN-
provided technical experts. PPHB leadership admits that it is only at
present, after several years of concerted effort, that the Bureau is
beginning to have an impact on information production and distribution
systems in the ministry's parastatals. Nonetheless, it must be admitted
that the PPMB has not yet succeeded in instilling financial discipline in
agricultural parastatals, and its activities have centered on analyzing
past actions, rather than providing parastatals with stimulative signals on
performance, or incentives to cut costs and generate profits or revenue.
None of the other parent ministries has devoted a similar amount of time
and resources to the parastatal monitoring task. If they were to do so, it
is reasonable to assume that they too would need at least three years (and
donor assistance) to reach a minimal level of effectiveness. The
conclusion must be that to date parent ministries have not played their
assigned role in supervising parastatal operations. And this judgement
encompasses the PPML which has yet to demonstrate that it can check
mismanagement and non-reporting in the agricultural parastatals.

19. Ministry of Finance. Commissioner of Public Investments/Treasury
Registrar. The key central institution supervising parastatals has been
the Ministry of Finance. As noted in paragraph 14, the legal powers of the
reviewing offices in Finance cover all areas of parastatal activity. But
by every standard, and according to all observations including those of
concerned officers in the Ministry itself, their performance has been
deficient. Parastatal enterprises have been established without an
analysis of prospects for their future economic or financial performance.
Investments have been made without an appraisal of their quality. Capital
restructuring has been undertaken without any review of what use was made
of past capital injections. Discipline is not imposed on managers who
consistently fail to submit required information to the Ministry. There is
no evidence that any attempt has ever been made to formulate a sectoral
policy or advise highest decision-makers on how to deal with the
disappointing performance of parastatals. In sum, it does not appear that
the Ministry undertakes the numerous supervision tasks for which it has
responsibility. Why is this the case?

20. One issue is the problem of staffing; this is closely related to
the issue of the relative status of officers in the financial supervisory
bodies. For example, the post of Commissioner was vacant for two and one-
half years in the early 1980s, and it once again fell vacant after the
departure of the second Commissioner--to return to a post in a holding
company--in November of 1985. The post has remained unfilled through
December, 1987. The Assistant Commissioner for Inspections post was filled
once, for a relatively brief period, and has not been filled since the late
1970s. On paper, the two other Assistant Commissioners are supposed to
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divide the inspection responsibilities; in reality, the tasks are not done.
Supervisory officials state that their demands for information and
suggestions for reform are ignored by parastatal managers; and that they
have no way to force them to comply. The Comnissioner's office In effect
now simply reacts to the published reports of the Tanzania Audit Corpora-
tion, sending out letters asking for explanations of poor performance and
advising the companies to follow the recommendations offered by the TAC.
Parastatal response to the letters has been rare; Treasury follow-up to the
initial letter equally so.

21. A second problem is the quality of supervisory staff. As of 1985,
the Commissioner's office had a staff of twenty-six officers with training
in economics, accounting, finance or statistics. In theory, this number of
professional staff might be sufficient to oversee the activities of the
sector, large though it may be. (The SEST, Brazil's oversight agency, has
sixty professional staff to supervise 250 public enterprises, the finan cial
size of which is far greater than that of Tanzania's sector.) In reality,
the Commissioner's junior and middle staff are young, inexperienced and
without much knowledge of commercial operations. Without basic data on
enterprise operations and performance, experience, or the status necessary
to Influence managers, the monitors within Treasury are weak and
ineffective.

22. Parastatals Orzanisation Committee of Parliament. The POC has
become increasingly active since the expansion of its mandate, in 1981, to
inquire into any area of parastatal activity and performance (and not just
matters of accounts). This coincided with the upsurge of official and
public discontent regarding parastatal performance. Meeting from January
to May of each year, and holding inquiries in several major towns, the
Committee reviews the reports of the TAC and calls before it managers to
explain either the failure to submit accounts and financial statements, or
persistent poor parastatal performance. It has effectively used its power
to recoumend to Treasury fines for mismanagement or financial deficiencies.
In the past, managers have sometimes ignored the comuittee '5 summons to
appear and present information; but there is recent evidence that it is
being taken more seriously.2/ On the other hand, the Committee's
resources and time are limited and it has been unable to effect an annual
review of all the problem parastatals.

2/ A recent court ruling may make the committee more cautious in
exercising its powers. The Governor of the Bank of Tanzania (BOT),
who was recently fined by Treasury upon recommendation by the
committee, took the Government to court arguing that (1) according to
the BOT act, his salary cannot be reduced by anyone other than the
President; and (2) the levy was applied for failure to provide records
to the committee in the stipulated time, but according to the law it
can only be applied for financial loss or deficiencies or
mismanagement which were never raised as issues. The court upheld
these claims. But the incident also places managers on notice that the
committee intends to exercise its powers wherever it can.
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23. Tanzania Audit Corporation. The TAC is a bright spot in the
Tanzanian institutional setting. It is wvll-run, applies stringent
standards, issues critical but constructive reports without fear or favor,
and is the major supplier of performance information to the country at
large, to parliamentary reviewers, and even to the other supervisory
agencies which should possess their own parastatal performance information
systems. Recent TAC Annual Reports have been scathing in their denuncia-
tions of accounting arrears and poor accounting practices in parastatals.
Parastatal accounts very often show supposed sales of inventory to
purchasers who have no record of receipt. Many entries under Odebtors' are
purely fictitious and might m'ore properly be labelled 'losses.' Up until
recently basic book-keeping was not simply deficient; it was often non-
existent. Budgets are produced without solid foundation. None of the
supervisory bodies, from the Boards of Directors, on through the sectoral
holding companies, to the parent ministries, SCOPO, Treasury and Develop-
ment Planning, receives the basic informati-on on which to make sound policy
decisions or evaluate performAnce. In its reports the TAC goes far beyond
analyses of accounting deficiencies; the report for the year ending
30.6.85, for example, dealt with a range of causes of low profitability
including ineffective management, ineffective Boards of Directors and over-
staffing, in addition to factors more traditionally in the purview of
auditors: poor control of expenditures, inappropriate financial structure,
poor management of working capital and poor planning of investments. In
short, the TAC carries out effectively its assigned tasks, and indeed does
far more than respond to its official mandate. Nonetheless, there are
limitations on what one can expect from the TAC. It is composed of
auditors, whose perspective on parastatal performance is somewhat narrow.
It analyzes past performance and points out errors and deficiencies; its
assignment is not to stimulate and promote productivity and efficiency.
The TAC is effective and necessary, but it is not, in and of itself,
sufficient to carry out the parastatal supervision process.

24. Standing Committee on Parastatal Organisation. In contrast to
other supervisory agencies which are often criticized for failing to do
their job, the most cosmon criticism of SCOPO is that it does carry out its
assignment, but that in the process it interferes needlessly and
excessively in enterprise affairs. It sets wages for each category of
worker, in the process forcing workers into categories it believes to be
comparable in the civil service and across all types of commercial and non-
commercial parastatals. It reviews and approves changes in parastatals'
internal organization, aiming for more uniformity than is often
appropriate. The same tendency towards detailed uniformity is present in
most issues it is concerned with.

25. Given the sometimes low level of expertise and experience in these
matters, plus the scope for paying inappropriate wages and expanding the
vorkforce beyond what is cost-effective in public enterprises, where no one
is automatically motivated to represent the 4nterest of the owner, it is
useful to have some central agency that prepares guidelines and serves as a
watchdog. But at this point in the development of Tanzania's parastatal
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sector, these tasks could be undertaken more effectively with a less heavy
hand. For example, In the area of salaries and benefits, SCOPO could limit
itself to classifying parastatals and setting salaries only for top manage-
*ent, allowing the Board and management to set the remaining salary
structure subject to mininam wage regulations and general guidelines.

26. Other agencies. The Office of the President, as in many countries
throughout the world, has the final say or at least a strong influence,
over who shall manage and who shall chair boards of major parastatals.
Also as in most countries, this procedure has resulted in appointments of
many persons without adequate qualifications. The Cabinet makes a variety
of decisions with regard to parastatals, often of necessity without
adequate factual information or studies to guide its deliberations. On
many occasions, for example, it has granted increased tariff protection to
natural monopolies which do not cover operating costs let alone replacement
investments or expansion. The Reisistrar of Comvanies is moribund; it plays
no role at all in parastatal supervision, despite its responsibilities
under the Companies Ordinance. The investment banks, the TIB and the CRDB,
have been assigned new roles with respect to parastatal investments but for
legal and technical reasons are not yet performing these functions--with
the immediate result that these functions are ill-performed anywhere in the
system.
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APPINDIX D

ANALYSIS OF QUALITATIVE AND SCOPO DATA

1. This appendix presents the conclusions of a study undertaken as
part of the project to develop this report l/ It is based primarily on two
data setss a field survey of 76 enterprises (50 public and 26 private) and
a sample derived from responses to questionnaires sent to all parastatals
by SCOPO (130 conmmercial enterprises of which 17 are District Development
Corporations, 45 provide financial and business services and 56 are in
manufacturing; and 21 non-comercial organizations). Data derived from the
Bureau of Statistics questionnaire used to prepare its Analysis of Accounts
of Parastatal Enterprises was also used to round out the picture.

2. The purpose of the study was to identify elements in the economic,
policy and regulatory environment facing parastatals that if changed would
lift constraints or ch&nge incentives in such ways as to induce more
efficient operations. The identification of such elements cannot usefully
be undertaken without reference to the way these same factors affect the
private sector. The two sectors operate in the same economy, face the same
economic circumstances (at least to the extent they operate in the same
markets), and many of the same policy instruments are applied to both.

3. There is videspread belief that the private sector is more
efficient than the parastatal. Studies in support of this claim exist but
they all suffer the shortfall of applying the same performance indicators
to both sectors even when the objectives of the two may differ. But
suppose these studies and the claim are correct the question that remains
ls, what causes these differences of performance in the two sectors? There
is also widespread belief that the private sector is being crowded out,
resourcewise. If this were true, together with the claim that the private
sector is efficient than the parastatal then a very straightforward answer
would be, stay away from the parastatal. Unfortunately this study did not
go to the extent of comparing the performances of the two sectors. How-
ever, what this part of the study did was to ask questions. Are the two
sectors facing different constraints? Do they operate under different
environmental conditions? These questions and the like were answered by
formulating hypotheses and attempting to test them by using indicators.
For example, the hypothesis, on management education and experience was
tested by using formal education, existence of training programs, age,
length of stay in an institution as employee and manager. etc.; that on
incentive was tested by using the level of both cash and non-cash benefits,
the degree of competition and controls.

1/ Joseph J. Semboja, The Parastatal Study: Analysis of the Qualitative and
ScoDo Data, University of Dar es Salaam, July 1987, and is available
from the author
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4. The results indicated that there are significant areas of similar-
ities but there are also areas of differences. For example, whereas in
such areas as formal education, management training, length of stay in an
institution as an employee and non-cash benefits the parastatal sector has
an edge over the private sector, in other areas Including age of manager,
length of stay in an institution as an employee and non-cash benefits the
parastatal sector has an edge over the private sector, in other areas
including age of manager, length of stay in an institution as manager,
mobility of management, and cash benefits (salaries) it is the other vay
round. In the area of accountability it was observed that the parastatal
sector was not doing well although lack of data constrained us from
comparing results vith the private sector. It was noted that part of the
explanation of this (accountability) laxity may arise from the incom-
patibility between the appointment and reporting procedures. It was
hypothesized that the present procedure in which the appointee reports may
be a source of indiscipline in the parastatal sector. This discrepancy was
found to be minimum in the privata sector.

5. In the area of competition and controls it was not possible to
arrive at a conclusive statement due to insufficient information. There
were, however, indications that the private sector was exposed to more
competition than the parastatal sector although both sectors enjoy a
significant degree of monopoly depending on the type of activity involved.
Indeed the degree of competition/monopoly depends on the type of activity
rather than on ownership. Furthermore, price controls appear to be more
prevalent in the parastatal than in the private sector but again as in the
degree of competition both have significant amount of control over their
prices. Surprisingly even for those whose items are not under price
control the method of price determination is cost-plus for the majority to
the extent that one can not attribute the parastatal inefficiency to cost-
plus pricing.

6. Focusing on financing of working capital and other purposes it was
noted that both the parastatal and private sectors depend mainly on inter-
nal funding. Furthermore, both receive subsidies and overdrafts and bank
commercial credits. The hypothesis that the private sector is being
crowded out was not supported although it is not sensible to suggest that
the information used in this report is sufficient to refute the claim with
high confidence.

7. The results of this study point to the conclusion that it may not
be appropriate to discuss policy reforms along parastatal constraints.
This is because both the parastatal and private sectors operate in the same
environment and differences in the way they are affected by policy instru-
ments does not appear to be a function of ownership but rather of type of
product. Thus General Tyre (EA) which is jointly owned has been receiving
more priority from the government than Friendship Textile Mill which is 100
percent state owned. When one makes a visit to the key economic ministries
one sees as many CZ from the parastatal as from the private, each one
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attempting to secure resources and 8etting around the system which is con-
straining both of them. Thus, when seeking for reforms it will not be
appropriate to focus on those which are parastatal centered. Rather we
should concentrate on macro reforms, those which affect both, unless we are
convinced that specific c=nstraints which require specific reforms exist.
For example, any requirements from the government which demand that enter-
prises should produce at a profit or perish should be accompanied by the
decentralization of authority which empowers the management of these enter-
prises to play the commercial game. Here the change does not have to be
sector specific.
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APPENDIX K

EXAMPLES OF STATEMENTS OF GENERAL PRINCIPLES

FOR PARASTATAL SECTOR: SENEGAL. BENIN AND THE PHILIPPINES
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BENIN

PUBLIC ENTERPRISE SECTOR REMABILITATION ROJECT

POLICY STATENENT
FOR A BA ILITATION PROGRAM

OF TIE PUBLIC AND SW11-PUBLIC ENTERPRISE SECTOR 1/

A. General

1. The national policy of State ownership undertaken in 1974-75
reflected Benin's fundamental choice and its political, economic and
social needs. Its purpose ts to enable the State to more effectively
conttol the country's dconomic development process, to foster the
accumlation of resources necessary for financing this process, to
ensure optu-m utilization of those resources, thereby enabling the
Beninese economy as a whole to benefit directly and comprehensively from
the fruits of expansion.

2. The expected effects have not been fully achieved on account
of:

a) the Inadequacy of_ the public and semi-public enterprises'
financial resources;

b) the nonpayment of the share capital of certain public and
semi-public enterprises;

c) deficient management and the lack of experience of certain
managers;

d) the inadaptation of the institutional environment; and

e) the protracted serious and far-reaching International economic
crisis that led to a steady deterioration of the terms of
trade, higher external debt burden, and higher cost of imports
(in particular energy, inputs and essential commodities).

3. The financial situation of certain public and smi-public
enterprises has severely been affected by these conditions and the
public sector as a whole bas dzained off a sizable proportion of the
State's resources, either through the national budget or the financial
system, thereby seriously eroding the financial stability of the
country's banking system.

4. The Government, in recognition of these difficulties, has
taken certain corrective measures to ensure the harmonious development

1/ Unofficial translation.
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of the public sector within the framework of the nation's economic
objectives. Some important decisions were taken in April 1982, aimed
at:

a) liquidating or merging a numb4r of state enterprises;

b) closing down most of the provincial enterprises;

c) installing new management teams in several enterprises;

d) raising the prices of selected products;

e) improving enterprise management and productivity by
introducing a personnel incentive system;

d) reforming the institutional framework of the public and
semi-public enterprises, and

a) strengthening management control.

kowever, it has not been possible for these decisions to be fully
Implemented and the expected results have not materialized.

5. The 1983-87 Development Plan cqufirmed this orientation and
emphasized, among its objectives, the necessity of improving the
economic efficiency and financial results of the public enterprise
sector. on the one hand, and of reexamining the State's participation in
the various sectors of *the economy, on the other. The Plan also
stressed the need to mobilize domestic and foreign private capital.

t 6. The following Policy Statement is in keeping with the 1974-75
nationalizations, the reorganizations of 1982 and the 1983-87
Development Plan. Jt has two parts. The first part delineates the
scope and the role of the Public and Semi-Public Enterprise Sector and
the second sets out the reforms to be undertaken to improve the
conditions under which these enterprises carry out their activities.
This Policy Statement is accompanied by an Action Program for
Implementation of the proposed reforms.

B. Role and Delineation of the Public and Semi-Public
Enteprise Sector

1. Definition

7. The purpose of State ownership in enterprises in Benin is to:

a) control the economic development process;

b) facilitate the accumulation of resources necessary for
financing this process;

c) ensure the optimum utilization of these resources; and
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d) enable the economy as a whole to benefit directly and
cOmprehe4nively from the fruits of expansion. The objective
of the Beninese public and semi-public enterprise sector is to
Implement the Government'a economic and eocial policy when
State ownership Is deemed to represent the best way of
achieving such objective. Four categories of enterprises have
been identified as belonging to the public and semi-public
sector:

(1) onterprises providing public services to meet social
needs; these are in general of limited comercial
attractiveness: postal services, water supply, power
generation-and distribution, hospitals, etc.;

(11) enterprises in sectors of strategic or vital interest to
the economy over which the Government wishes to exercise
full control (e.g. ports, airline, importation of oil
products, banks, insurance, etc.);

(iii) enterprises so large that the Government wishes to
control their activities either through full ownership or
a majority or minority shareholding (e.g. ONIGBOLO
Cement); and

(1v) enterprises enga8ed in activities the aims of which are
in accordance with the national economic policy and in
which State participation is necessary either because
they have not attracted private investors or because the
State's presence is essential for securing foreign
financing (e.g. Save Sugar Company).

S. All economic or commercial activities not falling within the
above categories will be open to the domestic and foreign private
sector, subject to prevailing regulations. To the extent that the
private sector is not forthcoming, the State reserves the right to step
In provided such State initiatives are justified by a thorough study
establishing the economic and financial viabillty of the enterprise in
question and the possibility of mobilizing the human and financial
resources necessary for achieving the aims pursued.

9. Liquidations. The Government has decided to liquidate
nonviable enterprises not falling within the framework set forth above.
The 1982 reforms set In notion the liquidation or merger of a certain
number of public enterprises. This effort will be continued: the
Government will reexamine the number of enterprises in the public and
semi-public sector and will draw up a list of enterprises to be
liquidated and a timetable to implement these decisions.

10. Opening up of Certain Activities. The Government will take
steps to open up sectors of economic activity in which State control no
longer appears vital for pursuit of the priority goals of Benin's
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economic policy. This will be achieved in various ways: by the opening
of capital to private Investors, by increasing the private sector's
share in mixed ownership companies, and by bringing the private sector
Into sectors heretofore subject to state monopoly. The sectors best
suited for this opening are:

a) textiles (e.g. SOUETU);

b) huildivglconstructiou (e.g. SONACOTRAP);

c) transport, freight forwarding/consignment (SONATRAC,
SOTRACOB); and

d) Importation and-distribution (AGB, SOGECOB).

The State vill give priority In opening up these sectors to Beninese
nationals with requisite competence or fliancial resources before
seeking out foreign investors.

I1. Investment Program. The Govermnent vill draw up a specific
investment program for the public and semi-public enterprise sector for
each fiscal year. Taking into account the liquidations and
privatizations to be effected, this program will not exceed the level
reached in 1982.

12. Creation of New Public and Semi-Public Enterprises. The
creation of new state enterprises will be limited to the categories
defined in paragraph 7. In addition, establishment of any new state
enterprise will be subject to an analysis dtemonstrating its economic and
financial viability.

C. Environment and Operation of Public and Semi-Public Enterprises

13. In the context of its rehabilitation policy for the public and
semi-public enterprise sector, the Government will pursue its efforts to
improve the environment and operation of the enterprises, especially
vith regard to their regulatory and institutional framework, the
monitoring system, incentives, and priclg policy.

1. Regulatory and Institutional Framework

14. Supervision and Management of State Enterprises. The
supervision of the public and semi-public enterprises will be
rationalized and the roles of the supervisory bodies and management
(supervisory ministry, board, management committee, management, etc.)
will be clarified in order to avoid duplication of responsibilities and
confusion, and to allow the enterprises autonomy once their objectives
have been defined. The composition of the Board of Directors will be
revieved to increase its efficiency. The Board will entrust the
management with the responsibility for handling day-to-day operations.
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15. Enterprise Autoaomy. The managers of public enterprises will
have the necessary freedom of action, within the objectives set by the
Board of Directors and the supervisory authorities. This autonomy wilL
extend to all day-to-day management acts such as dismissals/hirings,
cholee of suppliers, etc.

16. Enterprise Control and Management Information Systems. The
Internal and xternal control of the enterprises will be strengthened in
parallel with greater management autonomy. The Government will refine
its tools for sonitoring the operations of the semi-public and public
enterprises. A management information system will accordingly be set up
to provide the Government and the enterprise managements with operating
and financial -- 'a and other essential indicators of the health of the
enterprise. This system will also be intended to help management and
the Governmet authorities to evaluate the results of the operations.

17. Efflciency of Public Enterprise ManaRement and Incentive
System. A performance monitoring system will be set up in each public
or semi-public enterprise. In addition, the Management of each state
enterprise will determine each year, in agreement with its supervisory
authorities, the performance criteria to be applied for comparing actual
results with forecasts. Enterprise managers vill receive incentives
baed on performance and the staff will benefit from a bonus sytem.

18. Uniform Accounting System. The Government will ensure the
rigorous application, country-vide, of the National Accounting Plan
Introduced on January 1, 1983.

2. Prices

19. Priclag PA1icy:

a) the pricqa of public services will reflect, to the extent
possible, the cost of the services; and

b) the prices of manufactured products will be set, to the extent
possible, by market forces.

if market prices are too low to cover costs and ensure the financial
viability of the operations in the short term, budgetary subsidies will
be allocated that will be fixed in advance for the next financial year.
In addition, the Government will support specific price reform
recomendations included in the rehabilitation plans to be prepared for
each Individual enterprise.

20. The price Review Mechanisms will be reexamined with a view to
reducing the time required for obtaining approval for changes. The list
of Imported or local products will be reviewed and non-monopoly products
that are not of strategic importance or do not meet essential social
needs will be taken off the list.
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21. Financial Discipline will be improved and the time taken to
settle the finaucial obligations of the state enterprises will be
reduced. The process of clearing reciprocal debts in the public and
semi-public enterprise sector begun in 1983 will be continued and
extended to the whole sector.

22. Allocation of Profits of State Enterprises. The State will
give enterprises greater flexibility in allocating their profits and
surpluses, thereby increasing their capacity for financing necessary
investments and maintenance expenses.

3. Rehabilitation of State Enterprises

23. The Government vill initiate specific studies for a selected
list of state enterprises.

24. For those enterprises diagnosed as potentially economically
and financially viable, these studies will lead to rehabilitation plans
that will specify the measures to Le undertaken by the enterprise on the
one hand, and the State on the other, to enable the enterprise to
operate on a sound footing. The rehabilitation plan will also specify
the performance indicatorg and evaluation criteria.

25. The Government will submit these rehabilitation plans to IDA
for approval and financing. For those enterprises diagnosed as
non-viable, a liquidation plan will be prepared and executed. In the
assistance requested from IDA, the Government would like severance
payments to be taken into account on the same basis as the other
physical and financial restructuring elements.

November 1984
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SENEGAL: THE NEW STATE POLICY FOR_THE PARAPUBLIC SECTOR, JULY 1985.

i. GOVERNMENT STATVMENT ON POLICY FOR TSE REORGANIZATION AND RERABILITATION
OF THE PARAPUBLIC SECTOR.

Senegal's parapublic sector consists of more than 80 entities

(public establishments, national corporations, mixed-capital corporations)

under full or majority State ownership, and of a portfolio of minority

holdings in more than 100 enterprises.

This major sector, a legacy from colonial times. has been

progressively expanded since independence as a result of the desire of the

State to broaden its control over strategic national resources, infrastructure

and public services, to encourage production in sectors where private

initiative was found to be wanting, and to expand the management and

employment opportunities available to the Senegalese people. The State is

currently involved in practically all sectors of the national economy.

Now, after 25 years of independence, the efficiency of this

involvement is now being questioned. Is the parapublic sector equipped to

contribute towards the recovery and development of the national economy?

Doesn't its sheer size prevent national economic agents from playing a more

active role in accomplishing these goals? Is the financial cost borne by the

community to offset the total deficit of the parapublic sector consistent with

the austerity that is a crucial element of the Government's policy to

reestablish financial and economic equilibrium?

-rho new State policy for the parapublic sector aims to create a

general framework that will restimulate the national production potential and

bring about the more efficient management of national resources. It proposes

a general strategy and selective actions tailored to each enterprise. This

strategy can be sumled up by the following concept: less management but

better manatement. The actions are based on two forms of reorganizatior. for

the parapublic sector: (1) the withdrawal of the State from enterprises where
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its involvement is no longer needed and (2) the rehabilitation of enterprises

remaining under State supervision.

I. Withdrawal of the State

1. Ob1ective

The expansion and diversification of the parapublic sector have

monopolized a large proportion of the State's financial and human resources.

Numerous rehabilitation attempts have failed to relieve the deficit burden,

which is jeopardizing the success of efforts to restore the public finances to

good health. The State also lacks the experience and organizational skills

needed for the dynamic management of couercial enterprises.

The withdrawal of the State is one of the main focuses of the

Nouvelle Politiaue Apricole (New Agricultural Policy). The reduction in

supervisory structures is justified by measures to make the various agents in

the rural environment more accountable. The same should hold good for the

other entities in the parapublic sector, in order to mobilize private

initiative into the management of activities that come under the private

sector's sphere of responsibility. while relieving the financial burden of

State aid.

The State must minimize its area of involvement in commercial

enterprises and focus its attention more efficiently on its priority goals.

The principle of the policy will be for the State to withdraw when it is found

that a service or a product can be obtained at a lower social cost by other

means or when, for a given social cost, a more useful and better quality

service or product can be obtained through State withdrawal.

This principle aims at identifying those enterprises, the "hard

core," that must be kept in the parapublic sector because they perform their
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public service role effectively or play a strategic role in the development of

economic activities.

The withdrawal process will have to be diversified and adapted to

the particular situations of the individual enterprises so that the transition

process is handled appropriately.

Of course, while it would be a mistake to obstinately retain those

enterprises that lend themselves to privatization, it would be just as much a

mistake to cast them off too hastily. Moreover, State withdrawal will also

only make sense if the private sector gets more deeply involved in investment

and employment generation. If the sector becomes stymied, as can happen, by a

tendency to wait for changes to occur or by a demanding attitude toward the

Government, there is little hope of Senegal winning its economic wager.

This withdrawal process should result in a significant reduction in

the State's portfolio.

2. Stratety

The withdrawal strategy will be based on a systematic review of the

State's portfolio, a prec_se methodological and institutional structure

framework, and any support measures that are needed to ensure smooth

implementation. It will take account of the formulation of policies for State

involvement in sectors incorporating a large number of public enterprises

(industry, transport, housing, banking).

The process can take several forms:

- regrouping of enterprises;

- partial or total transfer of shares held by the State;

- disbanding of units which have completed their missions;

- transformation, if necessary, into non-corporate public services.

The strategy will be perfected with experience but will be based on
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the following principles. Any withdrawal will normally be preceded by a

professional study confirming its suitability, comparing available options and

recommending a timetable and procedures.

Selection will primarily take the interests of the community and the

taxpayers into account but will also consider the State's financial goals and

the individual interests of users or customers and employees. Depending on

need, measures will be taken both to safeguard both the assets of the

enterprise and to ensure their fair transfer price for the State, particularly

by creating competition among buyers, and to provide Senegalese buyers with

any technical assistance that is warranted and to give them the best possible

opportunities of helping to run the national economy.

First and foremost, studies of eligibility for withdrawal will be

conduc,ted on enterprises whose general-interest public-service role is

non-existent or minor. These enterprises generally comprise all those engaged

in the production of commercial goods or services and particularly those that

are already experiencing active competition from the private sector.

Of these "minor public-service".enterprises, those with the greatest

net-of-subsidy deficits will be retained for subsequent liquidation or

disbandment. The others will be studied with a view to possible privatization

depending on the interest aroused among Senegalese private investors.

The second step will be to tackle the enterprises that have a

definite public-service role but one that is restricted to a small user

population. A more detailed study will thus be necessary in order to

determine whether this public-service role justifies the cost to the community

or whether its role could not be performed by the private sector with the

various incentive and regulatory mechanisms needed.

In the short term, an initial group of enterprises where withdrawal
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seemo to be straightforward and urgent will be studied without waiting for the

precise strategy to be formulated. A plan of action names the enterprises

affected and the priority work to be done during 1985/86.

II. REHABILITATION OF PUBLIC ENTERPRISES

1. Obiect

There are certain areas of activity which cannot escape the direct

involvement of the State or at least its supervision, either because the State

alone can guarantee the interests of the general public, or because the State

alone controls the factors of development or, lastly, because the State alone

can take the risk of investing in the strategic sectors identified by the

Economic and Social Development Plan.

The object of rehabilitating those enterprises remaining in the

parapublic sector is to increase the volume and quality of the services

provided to the community by cutting their unit cost to the State. The

actions to be undertaken by the Government to achieve this goal will focus on

four main areas:

- improvement of the parapublic sector information and monitoring

system;

- contractual formalization of State-public enterprise relations

(contrat-plan and rehabilitation plan);

- improved internal management of the enterprises through the

incorporation of efficiency standards;

- simplification of State control and strengthening of State

supervision.

These actions will be adapted to the specific context of each

entity. Efforts will be made, however, to achieve the homogeneous and
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systematic rationalization of State-public enterprise relations for each of

the three following groups:

- State-controlled enterprises in the commercial sector, in which

management autonomy will be strengthened on the basis of a contrat-plan

providing for a progressive reduction of State assistance. Preference will be

given to a Posteriori control.

- State-controlled enterprises in the mixed-capital sector that

partially play a public-service role, for which State assistance will be

strictly limited to the accomplishment of that role and made subject to

implementation of a rehabilitation plan.

- Quasi-administrations for which a State appropriation is

justified by their exclusively public or social role and which have

administrative autonomy.

The Government has set itself two goals for 1988/89 in relation to

1984/85: to halve the total amount of direct subsidies granted to the

parapublic sector and to carry out 20 priority rehabilitation operations

(contrats-plan, rehabilitation plans).

2. Strategv

The aforementioned gcals will call for seeking ways to cut the cost

of public services before planning to expand the field. There will be a ban

on the setting up of any new public enterprise, except through the

redeployment of existing resources. Investments will focus primarily on the

rehabilitation and badly needed modernization of existing infrastructure.

while not neglecting profitable expansion projects. The public-service role

of each enterprise will be identified and defined, subsidies being kept in

line with the importance and volume of this role. Thus, starting in 1985/86,

enterprises desiring subsidies must discharge a public-service function or
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meet any other special requirement imposed by the State and established by the

mutual agreement of the parties.

A management information chart will be prepared to monitor the

overall impact of the parapublic sector on the public finances and priority

economic indicators, such as the balance of payments and the domestic and

external debt. Stricter financial supervision will be applied to ensure

better control over operating costs and particularly the wage bill, changes in

which will be closely monitored until 1988/89.

The general strategy regarding the form of enterprise management

will be to promote autonomy and make the management of the enterprises

accountable in order to increase managerial and organizational efficiency.

The State will, in particular, refrain from interfering in the day-to-day

management of the enterprises. By resuming its primary role as the planner

and regulator of economic activity, the State should become more of an

arbitrator than an actor and concentrate its efforts on formulating the

medium- and long-term sectoral policies that form the framework for the

activities of the enterprises. This movement toward autonomy calls for a

demonstration on the part of the enterprises of their capacity to establish

efficient management systems (accounting, management information charts,

forward management, trade policy etc.).

As in the case of withdrawal, the strategy for medium-term

rehabilitation hinges on the evaluation of the State's portfolio, sectoral

diagnostic studies, and possible support measures aimed at accelerating the

decision-making process regarding enterprise rehabilitation, simplifying the

supervision of State agencies and bringing about lasting improvements in

management systems and in the capacities of management personnel.

In order to accomplish the two goals by 1988/89 the enterprises will
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be tackled initially in order of priority, based on the size of their

net-of-subsidy deficit. Later on, in the case of profitable enterprises, the

selection of rehabilitation priorities vill be established in terms of the

indirect economic aid granted by the State and the conditions for improvement

in their self-finscing margins.

Every contrat-olan must include a precise definition of the purposes

of the enterprise, an evaluation of costs and the corresponding multi-year

performance targets, a description of the form of State supervision and of the

enterprise's degree of autonomy, the amount of resources contributed by the

State, details of incentives to encourage good management (bonuses and

penalties), and measures needed to help achieve financial recovery and the

absorption of arrears owed tn the banking sector and private suppliers.

The contrat-plan system will be supplemented by a less severe system

of evaluating the performance of enterprises which, given their large number.

cannot all sign contrats-plan with the State.

The State's economic involvement has, in certain areas, reached its

limit in terms of effectiveness. New forms of economic regulations should be

introduced in order to release the energies that are sometimes repressed by an

administration that is ill-prepared for innovation, management and risks.

Thts does not mean that Senegal renounced its political options.

Moreover, ideological debate reaches its limit when it is realized that

economic democracy does not mean that the Government has to be involved in

every single aspect of production and distribution. Economic democracy

lmplies that the State fully exercises its role as arbitrator and general

organizer of economic activity; it also implie8 that the State grants all

agents of change the opportunity to take the Lnitiative and to assume full

responsibility for that initiative.
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The new State policy for the parapublic sector should help

reactivate a significant development potential by questioning certain

supervisory or intervention structures, eliminating quasi-monopoly rents in

order to open up activities to new agents, and rationalizing procedures for

granting subsidies, tax exemptions, customs privileges and government

contracts on the basis of the contribution to development (value added, job

creation).

The partial withdrawal of the State in order to achieve more

efficient management of national resources is thus a prerequisite for economic

recovery. It is insufficient, however, unless the national economic agents

are ready to take over. It is their responsibility to make a more

thorough-going commitment to Improve the competitiveness of the enterprises

through investment, innovation and the search for new markets.

As the Head of State himself said in December 1984: "It is not at

all paradoxical today to say that there is a need for both more and ltns State

involvement - more, in term of giving the State a stronger role as

arbitrator and regulator in the organization of social and economic affairs,

and less, in terms of allowing all the agents of change to take the initiative

and assume full responsibility for that initiative."
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Offif of th.e frsibeut
of 4 wU3p$u

sXiCuTIVI oRtD NO.

RATIONALIZING TEE GOVEEINT COPORATE SECTOR

RECALLING that the re-organization of the government is
mandated expressly in Article II, Section 1(a), and Article III
of the freedom Constitution;

RAVING IN MIND that pursuant to Executive Order No. 5
(1986). there is a need to effect the necessary and proper
changes in the organizational and functional structures of the
national and local governments, agencies and instrumentalities,
including government-owned or controlled corporations and their
subsidiaries, in order to promote economy, efficiency and
offectivenpas in the delivery of public services;

TAKING NOTE that in the past, there was an excessive
proliferation of government-owned and controlled corporations,
without clear delineation of the grounds for government
activities in corporate form and without adequate supervision and
control;

CONSIDERING that consequently, there was progressive
discouragement of private initiative on account of undue
government competition and because of the lack of oversight
mechanisms, the financial performance and productivity of
government corporations, in the aggregate, were below desirable
levels;

NOW, THEREFORE, I, CORAZON C. AQUINO, President of the
Philippines, by virtue of the powers vested in me by the
sovereign will of the Filipino people and the Freedom
Constitution, do hereby order:

SECTION 1. 2111. This Executive Order shall otherwise be
known as the Reorganization Act of the Government Corporate
Sector.
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SIC. 2. Ig2rgXSSsllo2. The Government Corporate Sector,
consisting of government corporatioas i hereby reorganissd,
structurally and functionally, in accordance with the provisions
of this Executive Order.

530. 2. lgg2IrZSJgL9oE2JfJgZ. In order to encourage a
gSneral lmprovement In the operations, particularly financial
perfursance and productivity of government corporations, it is
imperative to bring about a rationalization of this *octor so as
to (a) provide criteria for defining and classifying government
corporations and for allowable government activities in corporate
form; (b) provide general directions for the disposition of
certain government corporations presently existing; and (c) a-t
down policy measures to improve the organizational and functional
capabilities ot goverarent corporations and provide for their
ministerial and inter-ministerial supervision and control.

8EC. 4. g22grutu2nQ!n g4_2o itra2C2gl- Q2ru2rai2o2. A
government-owned or controlled corporation (GOCC) is a
corporation which is created by special law or incorporated and
organized under the Corporation Code and in which the government,
directly ar indirectly, has ownership of the majority of the
capital or has voting control; provided that any subsidiary of a
GOCC is also a GOCC; provided, further, that an acquired asset
corporation, as defined in the following Section 5, shall not be
considered as a GOCC;

Provided, further, that a corporation created by special law
which is explicitly intended under that law for ultimate transfer
to private ownership under certain specified conditions shall be
considered a GOCC, until it is transferred to private ownership
and control;

Provided, further, that a corporation that is authorized to
be established by special law, but which is still required under
that law to register with the Securities and gxchange Commission
in order to acquire a juridical personality, shall not on the
basis of the special law alone be considered a aoCC; and

Provided, finally, that the term, government corporation, as
used elsewhere in this Executive Order is intended to be
synonymous with COCC.

sEC. 5. 4_giir,4_Asg1_._r,ecs1iOm. An acquired asset
corporation is a corporation organized under the Corporation Code
(1) under private ownership, the voting or outstanding shares of
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which (i) were conveyed to the government or to a government
agencyg instrusentality or corporation in satisfaction of debts
whether by foreclosure or otherwise, or (ii) were duly acquired
by the government through sequestration proceediSgs; or (2) as a
subsidiary corporation of a government corporation organized
exclusively to own and manage, or losse, or operate specific
physical assets acquired by a government financial institution in
satisfaction of debts incurred therewith, and which in any case
by law or by enunciated policy ot the government is required to
be disposed of to private ownership within a specified period of
time.

SC. S. 22r2 The provisions of this Executive Order
shall govern GOCCa only; provided, however, that acquired asset
corporations, while generally exempt theretrom, shall be subject
to reportorial requirements and Sections 10 and 11, relevant
provisions of Section 15, and Section 17 hereof; provided.
further, that chartered universities, colloges, schools, and
municipal corporations ar. exempted!! U^ *he
subject of a separate policy enunciation.

Nothing in this Executive Order shall inhibit the Commission
on Audit from auditing acquired asset corporations.

SEC. 7. State-ent of2 General PoEi_y__f_the 2o2l2a of thg
q2!2r22et_aLI1r2vate 8ector. The State recognizes the
indispensable role of the private sector, encourages private
enterprises, and provides incentives to needed investments.
Accordingly, the private sector shall have the primary role in
undertaking desirable economic activities, especially in the
production of goods and services. It is also the policy of the
State to avoid competition with private enterprise in economic
activities. In this regard, the usual role of government is
twofold: (a) to provide the regulatory framework within which
the private sector participants in socio-economic activities are
to operate; and (b) to provide such support as may be necessary
to encourage the private sector to produce vital goods and
services efficiently.

SIC. 8. QCil&ri2-t2r-Cg22r!usuL l-E2r&igi2nij. The
Government may participate in areas of activity primarily
reserved for the private sector, if either of the following
circumstances (a) or (b) exists:

(a) When the goods or services to be provided are vital
to society but the private sector is unwilling or unable to
provide the same or expand Its capacity to meet market
demand, such as, or similar to, the following:
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(1) Pioneer undertakings usually involving large and
physically Indivisible assets requiring massive
capital and/or advanced technology and generally
characteriued by high risks and/or uncertain or
uncompetitive returns.

(2) Services which are essential for socio-economic
development and/or provide basic nocessitioe,
which may or say not be profitable or the returns
therefrom may be principally social rather thba
financial, such as Irrigation projects, operation
of small water supply systems or resettlement
projects.

. (3). Projects Involving substantial external costs, the
consideration ot which renders the activity
unprofitable or uncompetitive, such as chemical
industries where the need to install e*tmsion/
effluent control mechanisms may be substantial.

(4) -Pump-priuincg activities, where due so bsa
urgency of producing the goods or services
required, the investment and decision-making
process of the private sector cannot be awaited.

(b) When intervention in free market operations is
Justified by the need to create a bias in favor of
disadvantaged sectors of society, such as:

(1) When monopoly or certelized operations exist; or

(2) Wheo price supports for producers or price
ceilings for consumers are temporarily required.

In theoe cases where government participative activity is deemed
necessary, the overriding consideration therefor should be to
accelerate socto-econosic development. Practicable measures
should be adopted to encourage the private sector to assume the
activity being undertaken by the government. Once the
circumstances which have warranted government participation or
intervention no longer exist, governsent should withdraw from
those areas of activity.

3C9. I. gngclfibg_mm._yb_.,_ou_sis.._cu In
imeteaces when government participation or intervention is
Justified, the use of the corporation form is permissible if
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The conversion Into equity of loans proviously extended by a
government corporation to a privately owned corporation organized
under the Corjoration Code, which conversion will result in
majority ownership or control by said govtrnment corporation La
said debtor corporation, shall likewise require the prior
approval by the OCHMO.

330. 11. ftnQsdu~sL3_X*9|sII1a SThe GCMCC shall, in the
rules and regulations which it shall formulate to Implement this
lxecutive Order, provide, among others:

(a) Strict prohibition against the creation,
acquisition or proliferation of corporations in violat'.on of
the foregoing Section 10; and

(b) Strict and mandatory procedures and criteria in
determining the appropriate levels and kinds of governsent
equity investments in government corporations, limiting the
same to what is .reasonably needed by said corporations.

Governmnt corporations shall be provided with adequate
operational flexibility in order to function properly and
efficiently, especially under conditions of market competition.
Such flexibility shall nevertheless be consistent with the
requirements of public accountability.

Operational flexibility for this purpose shall mean the
ability of the corporation to act promptly on lts own on
individual transactions or matters, without need for further
prior clearance from supervisory authority external to the
corporation, provided such actions are within the purview of
their respective charters, explicit general policies, programs,
and guidelines including budgetary constraints provided by
external supervising authorities.

INC. 13. tifrrsis1_rssugm& To implement the concept
of greater flexibility, government corporations in general shall
be accorded differential treatment which is more consistent with
corporate organizational practices as distinguished from bureaus
or regular line agencies of government, with respect to the
exercise by the various service-wide agencios, such as the Office
of Budget and Management, Civil Service Commission and the
Commission on Audit, of their respective poters and functious and
also with respect to the procurement neede of government
corporations. The establishment of such differential treatment
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either of the following conditions existcs (e) whon the roture
of the goods or services to be produced or the market environment
under wbib tha activities are to be carried out dictates a aeed
for operations to be undertaken under procedures lose restrictive
than thoas proscribed standard government regulations applicable
to bureaus and other regular line agencies of government; or (b)
when it is the Intent to limit the liability of government to its
direct equity expooure In the activity or operation.

As a general rule, the activity undertaken in corporate form
can reasonably be expected to be financially elf-sustainings
that isg the activity must be able to support its operations from
internally generated funds without any special privilege or
continuing budgetary assistance from tho government.

The corporate form shall be avoided if its financial
viability depends wholly or substantially upon the automatic
receipt of income in the form of involuntary charges Imposed by
government in favor of the corporation, for which no

-arr4s ina---4--s- 4 a ,A._A A4v4 t* tnha nawer of the

charges.

SBC* 10. Pg!gru2gL.tlb2-g2g2grnge2 egrE2g..l.tU2gB3u2.B.,.gd
Cg2g4J&IDSIID .!i921J1122-.LgCg8gC l.g2rE_t2.g L-2^sg2i11i2L_Qt
gg9£2098.92LggRigL2gi. Restraint shall be exercised in the
creation or acquisition of corporations by government. Such
creation or acquisition shall not be undertaken without prior
approval from the government Corporate Monitoring and
Coordinating Committee (GCMCC). All proposals for the
acquipition or creation of government corporations shall, in each
case, be subject to prior review by GCMCC in accordance with
appropriate criteria established for the purpose by GCMCC before
they are submitted to the President. The GCMCC shall advise the
President regarding proposed government corporations to be
created by the legislature. All proposals to create or acquire a
government corporation, including proposals to establish
subsidiary corporations, shall be submitted to the President for
decision.

* The Secu0ities and gxchange Commission shall likewise ensure
compliance with this Executive Order and shall require the
submission of the written approval as prescribed in this Section
before giving due course to the application for registration of a
corporation under the Corporation Codo.
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shall be guided by comparable and appropriate industry practices
and standards.

for purposes of this provision, government corporations may
in addition be classified into functional or sectoral groupings;
however. any such functional or sectoral classification sball be
agreed upon and consistently applied by the service-wide agencies
involved. Any such classification shall consider, Caong others:
(1) existing private shareholdings in th- government corporation,
(2) any decision by government or mandatory provision in its
enabling act or other applicable law for the ultimate conversion
of the specific government corporation into a private
corporation, and (3) sustained satisfactory financial and
economic performance indicative of continuing financial
viability. Such agreed classifications may be used as a basis
for further differentials in treatment among the different
categories of government corporationa.

The Office of Budget and Management and the Commission on
Audit, as the case may be, shall observe the applicable industry
standards in the promulgation of appropriate accounting and
auditing regulations, and towards this end shall ensure that
govcrnment corporations establish and adopt accounting and
auditing systems and standards which are consistent with the
appropriate and applicable guidelines of the Commission on Audit,
and which in any case shall be as untform as possible and shall
conform with law and with generally accepted accounting
principles and sound auditing practices. The policy of the
withdrawal of resident auditors shall be fully implemented;
provided, that adequate funding support shall be provided the
Commission on Audit for the exercise of its audit function over
government corporations, which support shall come from reasonable
audit service charges levied by it on the individual government
cotporations, and supplemented as necessary from budgetary
appropriations.

The audit of government corporations by the Commission on
Audit shall not preclude government corporations from engaging
the services of private auditing firms, if necessary for
specified special purposes, as allowed by procedures to be
established by the GCNCC in consultation with the Commission on
Audit; provided, however, that even-if the services of private
auditors are availed of, the audit report of the Commission on
Audit shall serve as the report for purposes of compliance with
audit requirmoents as required of government corporations under
applicable laws.
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The Civil Service Commission shall be guided by comparable
industry practices and shall develop appropriate atandards in its
personnel policies pertaining to selection, movement, training,
discipline and related matters. The Corporate Affairs Office of
the Civil Servies Commission or the Office at Compensation and
Position Classification, as the case may be, shall formulate
compensation and position classification policies which shall
endeavor to make the corporate salary scales competitive with
those for similarly situated induatry personnel.

The National Economic and Development Authority shall
likewise formulate policies providing for difterential treatment
for infrastructure contracts and major procurement of supplies,
materials, equipment and the like by government corporations,
such policies to be made in the context of comparable and
appropriate industry practicee and standards.

In performing their respective assignments herein set forth,
which must be completed within six (6) months from the
effectivity of this Executive Order, the Civil Service
Commission, Commission on Audit, and Office of Budget and
Manugementshall, subject to constitutional limitations,
coordinate with the GCMCC, preferably through the medium of
intcragency committees.

Nothing in this Section and in Section 14 hereinbelow shall
be construed a in any way diminishing or limiting the
responsibilities and accountabilities of government corporations
and their respective officials.

SiC. 14. gers.Bt-ggr-r!1i9aL.!it-IigDiIas!Dui!2ri&z
EriXa2e2BxUX. Government corporations wherein more than
thirty-three and one-third (33-1/3) percent of the outstanding
voting capital stock is privately owned shall, as a general rule,
be accorded the greatest possible flexibility in the application
of the regulations of the various service-wide agencies.

Such corporations may engage the services of private
external auditors, and the Commission on Audit may, at its option
and with respect to its financial audit function, review the
private external audit or conduct its own parallel audit.

The personnel of such corporations shall not be subject to
the position classification and compensatit. rules and
regulations.
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830. 15. og_.gggg. The governmset shell observe the
tollowing policy measures and limitations, with respect to
government corporations:

(a) !rhlj&mnELrguglfrL.aIlhgcl Government
corporations shall not be vested with quasi-judicial or
adjudicatory authority nor undertake regulatory functions,
unless the performance of regulatory functions is absolutely
necessary in the pursuit of the objectives of the
corporation. In no case may a government corporation
engaged in an activity in competition with private sector
corporations possess regulatory authority over such
competing corporations.

(b) 4!9ihug...gLuggIIL2ri!i1sggL hsti1sg
Government corporations, especially those in areas which
compete directly with private sector counterparts, shall not
as a general rule be entitled to undue competitive
advantages and benefits, including automatic government
guarantees for debts incurred, special privileges such as
partial or full exemption from the payment of taxes, duties,
impoats, and other charges, and automatic sources of income
for which no direct service or benefits are rendered to the
payors or the sources of income, except when the government
corporation is organized solely for cultural, educational,
civic or scientific purposes.

This limitation shall, however, be without prejudice to
the government providing financial assistance to government
corporations in the form of equity contributions, or loans
preferably under terms not more favorable than those
obtaining in the market. Provided that where a government
corporation is required by the government to undertake any
activity involving the provision of a subsidy by the
government, the coat of such activity shall be borne
entirely by the government and shall not impair the
financial viability of the corporation, and the work shall
be undertaken on the basis of a separate contract between
the government and the government corporation for the
purpose.

In like manner, government corporations shall not be
subject to undue constraints or limitations not imposed on
their private counterparts in their respective areas of
operation.
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i ~~~(C) IZan4sr4...faa1grsL.sgiuguL.l,g-!vEnul-n
sM91211uu. Those organizational, managerial and
financiul aspects comon to all government corporations
*hall be standardixed to the fullest extant possible,
covering matters such as the general powers of the
corporation, the composition, powers and functions of the
board, the powers and functions of the chairman of the board
and the chbif executive officer, including their
relationships, the basic organizational structure, the
formulation of multi-year corporate plans consistent with
national and sectoral development plans, borrowing powers
and limitations, Aandard accounting systems and other
related matters. Such standardization shall be accomplished
by the issuance of appropriate executive orders, rules,
regulations and procedures or, whenever pertinent, by the
corporations affected and in accordance with low.

(d) Tasit!L1iii_- Except as may be expressly
and specifically assumed by the government under or in
respect of loan agreements, the liability of the government
for the obligations of a government corpuration, and ts
liabllity of a government corporation for the obligati. .s of
its subsidiaries, shall be limited to the extent of their
respective equity participation. Notwithstanding any other
law to the contrary, no law or charter shall provide for
any automatic assumption by the government of the
obligations of government corporations. To this extant, the
respective charters of the government corporations concerned
are hereby modified.

(e) Ba_agn9Lg2!sr!_t_e_rp_IitI. The
management of a government corporation shall be carried out
by its board of directors and by its chief executive
officer.

The chief executive officer shall be responsible for
the implementation of policies and programs approved by the
board of directors and shall appoint and have supervision
and control over the personnel of the corporation, except
that his appointment of principal officers shall be with the
prior approval of the board of directors.

The board of directors shall provide policy and program
direction as in, but not limited to, the corporation's
budget, organizational structure and statting pattern,
financial operations, production, sales and other corporate
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targets, and distribution of profit. The same board *hall
also serve as the approving autbority for the operational
policies and programs prepared by tbh chief executive
officer.

The ministry to wbich a corporation is attached will be
represented In the board of directors of the oorporatioa by
an official of the miaistry with the rank of deputy minister
or lower in an ex-officio capacity, who cannot be the
chairsan or the chief executive of the corporation. Where
the nature of principal corporate operations shall be in
sectoral areas of responsibility of other ministries, the
boards of such corporations shall include repreosenttives
with ranks of deputy minister or lower, one for each of said
ministries, who shall be ex-officio members of said boards
except in the case of the Central Bank of the Philippines,
where an ex-officio member of the board can be a person with
a rank of minister.

As a general rule, the minister cannot be a member of
the board of directors or the chief executive officer of a
government corporation. None of the ministry
representatives can be the chairman of the board or the
chief executive officer of a government corporation.

The total number of ox-officio members in the board of
directors should comprise less than majority of the board
membership.

No person can be a chief executive officer of more than
one government corporation, except in the case of a
subsidiary of a government corporation of which he is
already the chief executive officer. Neither can a person
serve in an ex-officio capacity in the board of directors of
a government corporation, except as provided above.

No person may serve as a member of the board of
directors of more than four (4) government corporationso
except as may be approved by the GCMCC.

The minister shall see to the reorganization of the
board of directors of existing government corporations

attached to his ministry in contormity with these provisions
within one hundred eighty (180) days after the approval of
this Executive Order.
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(t) UIfIaEEILEIE,U1E1,L.,L.1±1.,k,LgO!EZ UURI
5ggjgggtig. When govern3ent corporations are attached to
a smiistry, the latter shall 1222 tgglg be responsible for
ensuring that the policies and progress of such
corporations, such as their budgets, financial operations.
production, sales cad other corporate targets, and
dispositions of profits. are consistent with s*ctoral
policies and programs, the supervision to be undertake.
through appropriate coordination and nonitoring within the
sector.

The minister's authorities with respect to a government
corporation attached to his ministry shall include the
following:

(1) Recommending the members of the board, including
the Chairman, for appointment by the President;

(2) Appointing the full-time Chief Executive Officer
of the Corporation from among the members of the
board.

E

(3) Setting overall objectives of the corporation by
the issuance of general guidelines to the board of
directors in accordance with the initial paragraph
of the herein Subsection (f);

(4) Requiring reports and data from the board of
directors or the chief executive officer regarding
the corporation's performance;

(5) Approving the annual report, budget proposals, and
modifications of the articles of incorporation or
by-laws;

(6) Exercising such rights as are normally enjoyed by
stockholders or members of a corporation, except
that visitorial power is limited to financial
transactions of the corporation.

However, the minister cannot intervene in any manner in any
particular action taken by the board of directors, the chief
executive officer or other subordinate personnel.

(s) las=n:la&1strl-aLsimaiiaima..aguisrnige
ggUgQgLUgSg. The role of inter-ministerial supervision of
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government corporations shall be performed by the Government
Corporate Monitoring and Coordinating Committee (GCMCC).
GCNCC shell be concerned with overall monitoring and
coordinatioa of the government corporations Involving inter-
ministerial, sectoral and inter-sectorel issues, and is not
meast to replace the basic responsibilities of lainiterial
supervision.

Adequate procedures shall be adopted tor the
*valuation, control and monitoring of the various forms of
the national government's financial support to government
corporations.

(h) !srfo!...er11uriai_ !s1 o
Operationally meaningful financial and economic performance
criteria shall be formulated and agreed upon by the
government corporations, the respective ministries to which
they are attached, and such other entities which way
exercise overall supervision and/or coordination over
government corporations, in order that corporate management
say be fully aware of the standards and targets by which
theiv oper4tions will be assessed.

Such performance criteria shall include both those
which are applicable to government corporations in general
and those which are specific to each corporation or group of
similar corporations and shall be translated into
appropriate quantitative multi-year performance targets to
be aimed at by each government corporation.

SBC. 16. ftc-d2o4_SJr_iu.u.oitl2. The Presidential
Commission on Government Reorganization shall, pursuant to Its
mandate, recommend On or before January 25, 1987 the future
disposition of government-owned or controlled corporations
presently existing, such as but not limited to:

(a) Retention of the corporation, which may involve
changes in ministry attachment, purposes, functions, etc.;

(b) Consolidation or merger with another GOCC;

(c) Regularisation, that is, abolition of the
corporation and tranfefr of Its powers and functions,
personnel, assets and liabilittes to a regular line agency
of govera-ent;
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(d) Conversion, that is# have the governamet
corporation registered under the Corporation Code and thus
be treated as a private corporation;

(e) Dissolution of the government corporation, winding
up of Its affair. and liquidation of its assets and
liabilities; sad

(t) Diveotmeat of government ownership, either totally
or partially, in favor of the private sector.

The President is hereby granted the continuint authority, in
addition to what is provided io the law creating the Co"mittee on
Privatizaion, to change in any manner the respective charters of
existing government corporations within five (5) years after the
approval of this Executive Order, in order to implesent the
purposes of the herein Section. The lay-off of personnel, as a
consequence of such changes, may likewise be effected within the
same period of five (6) years, as an exception to Executive Order
No. 17 (1986).

The Presidential Com-ission on Government Reorganization, or
such other agency as may be designated by the President, shall
see to it that the dispositive actions approved by the
appropriate government mechaoism with respect to *xisting
government corporations and pursuant to the preceding paragraph
are faithfully implemented.

SBC. 17. fl1aa2lalg2L9hgAgi2rgj2.hAt2l-G2ra2ga2igua. Any
acquired asset corporation, which has not been disposed of to the
private sector within five (5) years from the date of its
acquisition, shall be dissolved upon the lapse of such period.
The Chief Executive Officer of such corporation shall, within
sixty (60) days from the lapse of such period, submit to the
proper authorities the legal instruments necessary for its
dissolution in accordance with law, unless a specific exemption
or extension is granted by the GCNCC.

sThe Chief Executive Officer who, by fault or negligence.
falls to submit sueb instruments as hurein proscribed shall be
subject to civil or criminal sanctions, under appropriate laws,
togetbhr with such persons who partake in the same fault or
negligence.

ala. 18. Qbacgag..mZulualllLgL-.Eulisz..S-QngQs
Unless otherwise provided elsewhere in this Executive Order, all
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measures and policies provided for berein and In other
implementing instruments enacted io due time pursuant to this
Bxecutive Order shall be fully complied with by all government
corporations witbis a period of one (1) yeur from the ettectivity
of this Bxecutive Ordor.

Any new government corporation created, whbther by special
law or throu%h the Corporate Code, shall adhere to the principles
and policies enunciated hereln.

Nowever, collective bargaining agreements existing at the
time of the issuance of this Executive Order in those
corporations previously deemed excluded from the coverage of the
definition of government corporations, Including renewals made
during the status quo, shall continue to be in full force and
effect until their expiration.

sEc¢ 19. !9D:i!s1i9L.sLAu1kQr11x4eL.trEs-d1 Unless
otherwise authorixed by the President, nothing in this Bxecutive
Order shall be construed as in any way diminishing, transferring
or withdr,wing any of the existing powers of the President with
respect to the government corporate sector as a whole or the
individual government corporations.

SEC. 20- .Igssea_.jt_2g1isg_P_sE. Thr, reorganization of
the government corporate sector prescribed in this gxecutive
Order is hereby intended and deemed to be an exercise of police
power of the State. However, it any reorganizational change
herein prescribed would create the danger of contravening some
contractual stipulation as to prejudice thereby a creditor of a
government corporation, such change shall have no legal effect
whatsoever until such danger has been resolved; provided,
however, that nothing in this provision is intended to limit the
prerogative of the State to exercise, through the President, its
police power to the fullest extent, it. in her sound judgement,
such kind of exercise is warranted by the circumstances them
prevailing.

SEC. 21. £gm lz._Cug The provisions of this
Executive Order are declared to be separable and if any provision
or the application thereof is hold invalid or unconstitutional,
the validity of other provisions shall not be affected.

330. 22. hugj_.g1 . Presidential Decree No. 2029
dated February 4, 1986 and Letter of Instruction No. 1620 of even
date are bereby repealed jg 1219. All othor laws, decreeso,
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orders, proclsatious, corporate charters, rules and regulations
ad parts thereof, which are -ilconsisteut with any of the

provisiome ot this *xecutive Order are bereby repealed or
soditied accordingly.

$s0. 232 TttstiillxJlsus This Executive Order *hall
take eftect i-ediately upon its approval.

APPROYIN in the City of Manila, Philippioon, thia . day
of____________, int the year ot Our Lord, Nineteen Nundred and
a ighty ----------

CORAZON C. AQUINO
President of tbh Philippines

By the President:

JOIIR P. ARROYO
Executive Secretary


