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PREFACE

Foreign Private Investment (FPI), particularly in the form of Foreign Direct Investments (FDI),
has long been touted as the strategy of choice for developing countries, including Tanzania, for
the purpose of monitoring balance of payments and related statistics. This idea is also associated
with the theoretical understanding concerning the existence of positive linkage between FDI and
economic development. Though this survey is not directly intended to show how strong this
linkage with respect to Zanzibar environment is the findings will, however, assist policy makers
in making appropriate adjustments in the way FDI is handled. To give an example, the findings
of this survey revealed that stock of FDI reached USD 597.9 million in 2012, compared to USD
576.0 million in 2011. This is an upward growth on the performance of the economy which was
attributed to continued promotion campaigns geared at creation of the conducive investment

environment.

ZIPA, BOT and OCGS have been collaboratively undertaking PCF surveys and publish reports
whose main objective is provision of information on magnitude and source of private capital
flowing into Zanzibar. This is the seventh Zanzibar Investment Report (ZIR) which covers data

on capital flows for two years, 2011 and 2012.

This report provides an in-depth analysis and practical advice on how to maximize the benefits
associated with private investments. This is essential to ensure more inclusive growth and

sustainable development.

It is expected that, the report will be a useful source of reference to policy makers, investors,
academia and other stakeholders.

Salum K. Nassor
Executive Director
Zanzibar Investment Promotion Authority (ZIPA) -(date)
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EXECUTIVE SUMMARY

Zanzibar has been conducting Foreign Private Capital Surveys since 2004 and this Investment
Report (ZIR) 2014 is the seventh round of a collaborative work carried out by three institutions
namely Zanzibar Investment Promotion Authority (ZIPA), Office of Chief Government
Statistician (OCGS) and the Bank of Tanzania (BOT). It covers years 2011 and 2012. In this

report, an analysis of the developments in foreign and domestic investments is reviewed.

The main objective of Private Capital Flow (PCF) 2012 survey was to obtain the magnitude,
source, and direction of both foreign and domestic private capital flows. The specific objectives

of the survey were as follows;

i.  To update PCF database as an input in the compilation of Tanzania’s Balance of
Payment (BOP) and international investment position (1IP) statistics as required

by the international standards and codes.

Ii.  To identity gaps in order to facilitate better services in response to the needs of

investors.

iii.  To provide appropriate policy recommendations in order to stimulate private

investments for economic development.

The survey methodology was done in consistent with the international best practices on
compilation of investors register, questionnaire design, enumerators manual, questionnaire

administration, data collection, data editing, data entry and processing and data up-rating.

The survey had targeted 281 enterprises; however, only 268 questionnaires were distributed to
the enterprises. From these questionnaires, 234 were responded, equivalent to response rate of
87.0 percent. The MEFMI PCMS software was used for data editing, validation, entry and

analysis.
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Main Findings of the Survey

Stock of Foreign Private Investments increased in 2012

The findings of the survey reveals that the stock of Foreign Private Investments (FPI) amounted
to USD 597.9 million in 2012, representing an increase of 3.7 percent from USD 576.0 million
recorded in 2011. Foreign Direct Investment (FDI) accounted for 89.0 percent of total stock of
FP1 while Portfolio and Other investments accounted for 0.1 percent and 11.0 percent,

respectively.

Flows of Foreign Direct Investments Decreased

FDI inflows decreased from USD 128.8 million in 2011 to USD 14.9 million in 2012, and
accounted for 68.0 percent of total FPI. Low inflows in 2012 was due to a variety of factors
including low new equity and investment fund shares as well as negative reinvestment of
earnings which are associated with decreased globalization incentives to encourage FDI such as

fiscal privileges, exemptions and other related policies.

Stock of FDI increases, consistent with ZSGRP-II Goals...

The stock of FDI reached USD 531.9 million in 2012 compared with USD 517.1 million in 2011
with accommodation continuing to lead as it accounted for 67.8 percent of the total stock
followed by information and communication which registered 15.6 percent of the total stock in
2012 (Table 3.3).This development is consistent with the Zanzibar Strategy for Growth and
Reduction of Poverty (ZSGRP-II) objectives of promoting service sector notably tourism as an

engine of economic growth in Zanzibar.

Accommodation and Food Services Dominated in Foreign Direct Investment Flows

The FDI flows also exhibited almost the same pattern as FDI stocks, and the three top recipient
sectors were accommodation and food services, finance and insurance, and education accounting
for 46.5 percent, 45.5 percent and 4.6 percent of total FDI flows respectively during 2012.
Investments in services sector specifically tourism related services and finance have been
dominant in contributing to economic growth, especially since the late 2000s consistent with
ZSGRP-11 objectives.
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Foreign Direct Investment Flows by Source Country was Dominated by Kenya, Italy,
Switzerland, and Spain

As far as FDI flows by source country are concerned, Kenya was leading with 29.4 percent
followed by Singapore as a leading source country among non-OECD countries. Among the

OECD countries, Italy was the leading followed by Germany.

North Unguja Remains the Most Preferred Destination of FDI

The study revealed that, North Unguja region was the most preferred destination of FDI stock
during 2012, accounting for 39.6 percent of the total FDI stock, followed by Urban West with
38.7 percent and South Unguja with 21.4 percent. Pemba regions were the least recipients of FDI
stock and flows. This pattern is consistent with infrastructure developments which is one of the

key incentives to attract more investments in respective regions.

Stock of Domestic Investment Increased in Magnitude and Contribution-

Domestic Direct Investment (DDI) increased from USD 294.4 million in 2011 to USD 358.8
million in 2012. Contribution of DDI in total direct investment increased to 40.3 percent in 2012
from 36.3 percent in 2011. It was also found that most of domestic investors prefer Urban West
region as their most favorable destination. Information and communication was found to be the

largest recipient of stock of domestic direct investment.

Employment in Domestic and Foreign Investment Increased

The survey revealed that total employment increased by 18.0 percent from 11,200 employees in
2011 to 13,219 employees in 2012, which was in conformity with the increase in both foreign

and domestic investments.
Corporate Social Responsibilities Increased

The survey showed that USD 3.4 million was extended to communities in Zanzibar, out of which
42.8 percent was directed to safety and security activities followed by health and welfare with
26.3 percent of the total contribution. Other social activities received less than 10 percent of the

total contribution.

Xiv



Electricity Remains the Main Source of Energy

The survey findings reveals that 97.8 percent of the respondents used electricity as the main
source of energy, and only 1.4 percent used solar as source of energy. Other sources of energy,

which include firewood, charcoal and gases accounted for 0.8 percent of the total.

XV



CHAPTER ONE

1.0 AN OVERVIEW OF THE DEVELOPMENTS IN FOREIGN PRIVATE
INVESTMENTS
1.1  Background

In this chapter, an overview of the global Foreign Direct Investments (FDI) flows performance
during 2012 is first presented with focus on the general global performance as well as the regional
and Africa FDI developments. Further, analysis of Zanzibar’s FDI performance versus the global
trends is made, as well as the discussion on the investment climate, Foreign Private Investments

(FPI) and the general macroeconomic performance during 2012,

Foreign Private Investment (FPI) particularly in the form of Foreign Direct Investments (FDI) has
long been touted as one of the strategies of choice for developing countries, including Africa for
promoting economic growth as well as for the purpose of monitoring balance of payments and
related statistics. This idea is also associated with the theoretical understanding concerning the
existence of positive linkage between FDI and economic growth. Moreover, the growing
integration of financial markets has compelled many countries in the world to closely monitor
data on FPI as an important aspect for effective formulation of investment and macroeconomic

policies.

Zanzibar Investment Report (ZIR) 2014 provides analysis, strategic development options and
practical advice for policy makers and others on how to maximize the benefits and minimize the
risks associated with private investments. This is essential in order to ensure more inclusive
growth and sustainable development. The ZIR (2014) is comprised of survey data and analysis of

the private investment developments during 2012.



1.2 Global FDI Trends

According to the World Investment Report (WIR, 2013), total global FDI flows declined by 18.0
percent to USD 1,351 billion in 2012 compared to USD 1,652 billion in 2011 (Table 1.1). The
decline was attributed to continued macroeconomic fragility and policy uncertainty for investors
in major world economies. The decline was, however, in contrast to other key economic
indicators namely GDP, international trade and employment, which all registered positive growth
at the global level as a result of high caution among investors associated with the economic

fragility and policy uncertainty.

Table 1.1: Global FDI flows, 2008 — 2012

Billions of USD
2008 2009 2010 2011 2012
FDI inflows 1,816.4 1,216.5 1,408.5 1,651.5 1,350.9
FDI outflows 2,005.3 1,149.8 1,504.9 1,678.0 1,391.0
Change in FDI inflows (%) -33.0 15.8 17.3 -18.2
Change in FDI outflows (%) -42.7 30.9 115 -17.1

Source: World Investment Report, 2013

1.2.2 Regional Distribution of Global FDI Flows

During 2012, FDI inflows decreased in all three major economic groups namely developed,
developing and transition economies, albeit at different paces. FDI flows dropped in developed
countries especially in the European Union (EU) countries and the United States by 31.6 per cent
from USD 820 billion recorded in 2011 to USD 561 billion in 2012, due to decrease in inflows.
This situation remained relatively stable in developing economies, declining by only 4.0 per cent.
Despite being more resilient compared to developed countries, FDI flows to developing
economies recorded their second highest level of USD 703 billion in 2012 accounting for 52.0 per
cent of global FDI inflows; having surpassed flows to developed economies for the first time, by
USD 142 billion (WIR, 2013).

Other parts of the world, notably developing countries of Asia and Latin America and the

Caribbean experienced a slight decrease of FDI inflows. All sub-regions in developing countries



of Asia and Latin America and Caribbean had a reduction in the FDI flows in 2012 relative to

2011. See Table 1.2a.

Table 1.2 a: FDI Flows by Region 2010-2012

Billions of USD

. FDI inflows FDI outflows

Region/economy
2010 2011 2012 2010 2011 2012

World 14085 16515 11,3509 15049 1,678.0 1,391.0
Developed economies 696.4 820.0 560.7 1029.8 1183.1 909.4
Developing economies 637.1 735.2 702.8 413.2 422.1 426.1

Africa 43.6 47.6 50.0 9.3 5.4 14.3

Asia 400.7 436.2 406.8 284 310.6 308.2

Latin America&Caribbean 189.9 249.4 243.9 119.2 105.1 103.0
Transition economies 75.1 96.3 87.4 61.9 72.9 55.5

Source: WIR, 2013

Tablel.3 b: Percentage Share of FDI Flows by Region 2010-2012

Reqion/econom FDI inflows FDI outflows
9 y 2010 2011 2012 2010 2011 2012
Developed economies 49.4 49.7 41.5 68.4 70.6 65.4
Developing economies 45.2 44.5 52.0 27.5 26.2 30.6
Africa 3.1 2.9 3.7 0.6 0.3 1.0
Asia 28.4 26.4 30.1 18.9 18.5 22.2
Latin America&Caribbean 13.5 15.1 18.1 7.9 6.3 7.4
Transition economies 5.3 5.8 6.5 4.1 4.3 4.0

Source: WIR, 2013

In 2012, FDI inflows to Asian countries went down by 6.7 percent to USD 406.8 billion partly
due to political uncertainty and subdued economic prospects globally. Amidst the declining global
FDI inflows, the inflows to Latin America and the Caribbean remained almost at the level
attained in 2011. During the year, Africa was the only region in which inflows rose, reaching
USD 50.0 billion compared to USD 47.6 billion in the preceding year, partly explained by the

increase in investments in the extractive sector.



Developing economies’ outflows reached USD 426.1 billion in 2012, representing 30.6 percent of
the world total. The largest source of FDI remained to be Asian countries, accounting for 75.0
percent of the total in developing countries. FDI outflows from Africa expanded three times
compared to 2011 levels, associated with the huge investments from South Africa; whereas flows
from developing Asia and from Latin America and the Caribbean were the same as the 2011

level.

Among the emerging economies, the BRICS countries (Brazil, Russia, India, China and South
Africa) continued to be the leading sources of FDI, recording a rise from USD 7.0 billion in 2000
to $145 billion in 2012, accounting for 10 per cent of the world total FDI. Despite this impressive
performance of FDI recovery from 2010-2011, outflows from developed economies fell by 23.0
percent to USD 909.0 billion, following large declines in Europe and North America outflows
specifically as a result of the Euro zone crisis. According to WIR (2013) it is anticipated that FDI
will have a growth rate that is close to the rate in 2012, on account of structural weaknesses in the
global financial system, deterioration of the macroeconomic environment and significant policy
uncertainty. Future forecast indicates that FDI may grow to USD 1,600 billion in 2014 and reach
USD 1,800 billion in 2015 following regaining of investor confidence among transnational

corporations, in the medium term.

1.3 Africa FDI Trends

Inflows to Africa continued its increasing trend, second year in a row, by recording a 5.0 percent
rise to USD 50.0 billion in 2012 compared to 2011. FDI outflows from Africa almost tripled in
2012, to USD14 billion. In terms of FDI stock, Malaysia, South Africa, China and India (in that
order) dominate by being the largest investors. Huge variation characterize FDI flows in Africa,
for instance a larger part of growth in North Africa was associated with a rise in investments in
Egypt, Morocco and Tunisia. Similarly, Democratic Republic of the Congo, Mauritania,
Mozambique and Uganda received relatively huge FDI inflows being driven by investment in
extractive sectors. On the other hand, inflows declined in West Africa particularly Nigeria, as a
result of political instability (Table 1.3). There was an increase of inflows to Central Africa
particularly the Democratic Republic Congo, where large inflows were directed to the expansion

of the copper-cobalt mine.



Table 1.4: Africa’s FDI Flows 2008 — 2012

Billions of USD
Region FDI inflows FDI outflow
2008 2009 2010 2011 2012 2008 2009 2010 2011 2012
Africa 589 530 436 476 500 101 6.3 9.3 5.4 143
North Africa 23.1 182 157 85 115 8.8 2.6 4.9 1.6 3.1
East Africa 4.4 3.9 4.5 4.6 6.3 0.1 0.1 0.1 0.1 0.1

West Africa 125 147 120 177 168 1.7 2.1 1.3 15 3.0
Southern Africa 13.9 101 2.0 8.7 54 -06 14 24 19 7.3
Central Africa 5.0 6.0 9.4 8.1 10.0 0.1 0.1 0.6 0.3 0.7

Source: WIR, 2013.

In East Africa, FDI inflows increased from USD 4.6 billion in 2011 to USD 6.3 billion in 2012, as
a result of increased investments in oil and gas in Tanzania and Uganda. The share of Tanzania in
Africa FDI inflows improved to 3.4 percent (USD 1,799.6 million) in 2012 from 2.5 percent in
2011, while that of global inflows remained at 0.1 percent. On the other hand, Zanzibar attracted

FDI inflows amounting to USD 14.9 million in 2012, less than the amount received in 2011.

1.4 Zanzibar’s Developments in Private Sector Investment

In promoting private sector investment across sectors, the Government’s principal role continues
to be that of providing an enabling environment for private sector investments through relevant
investment promotion policies. The Policy measures taken by the government recently to promote

investments by the private sector include:

1 Review of Zanzibar Investment Promotion and Protection Act (in progress).
Establishment of Zanzibar Bureau of Standards (2013)
E-Government infrastructures (2012)

Initial stages of Public Private Partnership (PPP) laboratory(2011)

= = =4 =2

Free Economic Zone infrastructure development (notably at Fumba).



1 Promotion of good governance, political stability, property right, general security

and combating corruption on a sustainable basis.

In its efforts to strengthen PPP, the Revolutionary Government of Zanzibar (RGoZ) supports
Private Sector Development through promotion and effective participation in the Zanzibar
Business Council (ZBC) whose chairperson is the President of Zanzibar. Other private sector
associations such as Zanzibar National Chamber of Commerce, Industries and  Agriculture
(ZNCCIA), Zanzibar Association of Tourism Investors (ZATI), Zanzibar Association of Tour
Operators (ZATO) and Zanzibar Employers’ Association (ZANEMA) are also actively involved
in the PPP initiative.

The existence of conducive investment environment is instrumental and has influenced an
increase in the number of approved projects. Total (cumulative) number of projects approved by
ZIPA has been consistently increasing from 164 in 2008 to 312 in 2012 (Chart 1.1). ZIPA also
has remained an active member of the East African Business Council (EABC) as well as the
World Association of Investment Promotion Agencies (WAIPA) - the organizations support
capacity building programmes, facilitate information sharing and provide investment promotion

services among the members.

Chart 1.1: Number of Approved Projects by ZIPA, 2008-2012
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1.5 Background to Macroeconomic Policy Framework

Zanzibar policy framework is enshrined in the country’s Development Vision 2020, which has the
main objective of poverty eradication by year 2020. In line with Vision 2020, the Zanzibar
Poverty Reduction Plan (ZPRP) was initiated as a medium term plan in 2002. ZPRP was a
priority centered philosophy, driven by the desire to fight non income poverty. After a successful
implementation, it was replaced by Millenium Development Goals (MDG)-based poverty
reduction strategy known as Zanzibar Strategy for Growth and Reduction of Povertyl (ZSGRP |
and Il —spanning between 2006 and June 2010 and July 2010 and June 2015, respectively). The
Strategy is an outcome based framework linking goals and outcomes and focused on both linking

growth and poverty reduction.

1.6 Macroeconomic Developments

1.6.1 Developments in Output and Prices

Zanzibar’s economy rose by recording a 7.1 percent growth rate in 2012 from 6.8 percent attained
in 2011, mainly associated to growth in the industrial and services sectors. The GDP per capita
increased by 4.5 percent from TZS 960,000 recorded in 2011 to TZS 1,003,000 in 2012 (Table
1.4). The growth and vitality of private sector is further linked to developing the country’s service

sector, which is the main contributor of economic development.

! ZSGRP is a five year plan implemented from 2010/11 to 2014/15.
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Table 1.5: Zanzibar Key Statistics, 2008-2012

ITEM 2008 2009 2010 2011 2012
GDP growth rate at Constant 2001 Prices (%) 53 6.7 6.4 6.8 7.1
CPI1 Average inflation rate (%) 20.5 9.2 6.1 14.7 9.6
GDP Per Capita (TZS) 638.4 726.0 782.0 960.0 1,003.0
Population Growth (%) 1.2 1.2 1.2 1.2 1.2
Exchange rate (TZS/USD) 1,197.0 1,307.0 1,396.0 1,557.0 1,572.0
Exports of goods and services (Mil. USD) 107.8 127.6 120.1 181.3 197.3
Imports of goods and services (Mil. USD) 163.9 160.2 161.5 379.3 517.4
Trade Balance (Mil. USD) -56.0 -32.6 -41.4 -198.1 -320.1
Total Debt Stock (Mil. USD) 109.9 98.0 101.3 116.1 162.3
Total Debt as % of GDP 17.6 14.6 14.9 15.1 18.8
Public Finance 2008/09 2009/10 2010/11 2011/12 2012/13
Total revenue to GDP Ratio (%) 18.7 17.0 19.2 184 19.7
Total Expenditure to GDP Ratio (%) 27.2 32.6 36.8 31.2 33.7

Source: Office of the Chief Government Statistician.

1.6.2 Sectoral Analysis

During 2012, the services® sector growth rate went up by 8.7 percent, from the rate of 8.6 percent
recorded in 2011. Despite the small percentage increase, each of the sub-sectors increased during
2012, compared to 2011, albeit in different magnitudes. The growth of services sector has been
contributed mainly by growing number of tourist arrivals, due to government policy geared on the
creation of a more favorable investment climate which led to increased investments in tourists’
hotels and restaurants.

According to the Tourist Exit Surveys, Italy continued its dominance, contributing about 35.0
percent of tourist arrivals in 2012. These results are due to the fact that many tourist hotels and
restaurants in the Island are originated from Italy. The challenge for the Government is to
diversify the country sources of private investments with the aim of eventually attracting mostly
high spending tourists from stable economies in the world®. The top ten sources of tourist arrival

in Zanzibar are depicted in Chart 1.2.

The services sector contributed an average of 46.4 percent of real GDP in the period 2001-2012, compared to
agriculture sector whose contribution to real GDP stood at an average of 22.7 percent during the same period.

3
Tourist Exit Surveys and OCGS Monthly Survey 2012.



Chart 1.2: Tourist Arrivals from Top Ten Countries, 2012
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Source: Office of Chief Government Statistician (OCGS).

Other sectors’ performances were generally modest. Agricultural activities grew by 1.3 percent in
2012 down from 2.7 percent recorded in 2011. while its sub sector of fishing grew by 2.3 percent
compared to 1.4 percent in 2011. Other subsectors which had positive percentage growth rates

included crops (0.6 percent), livestock (3.1 percent) and forestry and hunting (1.2 percent).

1.6.3 Industrial Sector

During 2012, industrial sector rose by 9.2 percent compared with 5.8 percent recorded in 2011.
This growth was associated with a significant increase in mining and quarrying and construction
sub-sectors. The construction sub-sector in 2012 rose by 14.1 percent from 4.7 percent registered
in 2011, mainly due to increased imports of capital goods utilized for investment projects
including roads construction in Pemba, financed under the Millennium Challenge Account
(MCC). Mining and quarrying sub-sector rose mainly on account of increased production of

gravels used in construction activities (Table 1.5).



Table 1.5: Percentage Growth Rates in Industrial Sub-sectors

Economic Activity 2008 2009 2010 2011 2012°
Industrial Sector 1.9 34 1.9 5.8 9.2
Sub sectors:
Mining & quarrying 22.8 114 5.4 12.9 16.2
Manufacturing 11 24 3.1 2.5 0.1
Electricity, gas & water supply 0.9 2.4 -0.5 15.9 4.7
Construction 0.5 3.2 1.1 4.7 14.2

Source: Office of Chief Government Statistician (OCGS).

Note: Calculations are based on constant prices.

The manufacturing activities which increased during the review period were bread, window Un

plasticized Poly Vinyl Chloride (UPVC) and noodles production due to increased demand (Table

1.6).

Table 1.6: Production of Selected Industrial Commodities

. . % Change
Commodity  Unit 2008 2009 2010 2011 2012 2011 to 2012
Beverages* Liters ("000") 12,780 13,800 15,414 17,199 14,409 -16.2
Bread Number ("000") 102,050 105,531 108,264 111,512 114,858 3.0
Door UPVC Numbers 33 43 125 140 95 -32.1
Window UPVI Numbers 35 98 43 95 201 111.6
Video / Radio Cartons 61,167 30,742 30,648 14,517 4,646 -68.0
Garments Dist Pieces 3,778 4,392 4,648 4,672 2,877 -38.4
Noodles Kgs 71,072 75,600 80,417 189,000 199,000 5.3
Jewellery (Gol Gms 7,526 9,710 9,508 8,602 8,172 -5.0

Source: Office of Chief Government Statistician.

Notes: *Include Mineral Water and soft drinks.

The quantity of electricity distributed went down from 247.9 million KWh in 2011, to 223.4

million KWh distributed in 2012, due to power rationing which adversely affected small

industries, street lights and domestic users (Table 1.7).
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Table 1.7: Quantity of Electricity Distribution (National Grid) kWh <000’

Description 2008 2009 2010 2011 2012 Share % Change
Commercial 13,651 13,296 18,600 17,608 19,466 8.7 10.6
Domestic 58,400 51,954 45,512 60,698 60,425 27.0 -0.4
Large Industry 41,030 38,135 36,509 45,194 45,260 20.3 0.1
Medium Industries 16,560 23,176 30,639 28,719 33,678 15.1 17.3
Small Industry 600 618 979 2,527 2,381 11 -5.8
Street Lights 446 371 698 935 270 0.1 -71.1
TUKUZA 0 57,252 63,929 92,255 61,818 27.7 -33.0
Total 130,687 184,801 196,866 247,936 223,407 100.0 -9.9

Source: Zanzibar Electricity Company.
Notes: kWh = kilowatt-hour.

Inflation rate has shown a declining trend from December, 2008 to reach a single digit of 6.1
percent by December, 2010 and 5.0 percent by the end of December, 2012. The main inflation
driver has been food which accounts for 51.7 percent of the weight of CPI basket with rice, fish
and wheat/bakery products accounting for 20.7 percent 11.4 percent and 7.5 percent of total food

weight respectively* (Chart 1.3).

Chart 1.3: Annual Headline, Food and Non-food Inflation
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Source: Office of Chief Government Statistician

*High incidences of food inflation have previously been attributed to high food prices in the world markets that have
been influencing domestic prices for imported rice, sugar and wheat.
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1.6.4 External Sector Developments

During 2012, the overall current account balance recorded a deficit of USD 40.2 million,
compared with a surplus of USD 10.2 million recorded in 2011, mainly driven by decrease in
clove exports as the major cash crop. On the other hand, the value of import of goods and services
went up by 53.5 percent from USD 145.5 million recorded in 2011, following a rise in oil prices

in the world market.
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1.6.5 Financial Sector Development

Deposits of commercial banks in Zanzibar increased by 5.5 percent to TZS 414.0 billion during
the year ending 2012 from TZS 392.5 billion during the year ending December 2011. Credit to
the private sector increased by 5.2 percent to TZS 180.9 billion from TZS 172.0 billion during the
same period. However, the ratio of loans to deposits declined from 43.8 percent to 43.7 percent.

This is a healthy situation since there it represents a build —up of domestic savings.

1.6.6 Bank Rates

During the period under review, average deposits rate reached 4.4 percent from 4.3 percent
registered in 2012. On the other hand average lending rate decreased from 14.9 percent to 14.5
percent, leading to interest rate spread to narrow from 10.6 percent in December, 2012 to 10.1

percent in December, 2013.

1.7 Structure of the Report

This report is organized in four chapters. Chapter one is an introduction which summarizes
Zanzibar Investment Environment, Global Performance of Foreign Private Investment, Zanzibar
macroeconomic development and objectives of the Study. Chapter two presents Methodology
used in carrying out the survey. Detailed report findings on foreign and domestic private capital
flows, employment in domestic and foreign investment are provided in chapter three. Finally,
chapter four concludes the report and provides challenges faced during the survey, policy

recommendations and the way forward.
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CHAPTER TWO

2.0 METHODOLOGY

2.1: Introduction

This Chapter presents methodology and related issues that were undertaken in the conduct of
circle seven of the survey on Foreign and Domestic Private Investments in Zanzibar. It covers
issues relating to the organization of the survey, international best practice, and survey techniques
which includes, survey instruments, field activities, evaluation of response rate, coverage and up-
rating.

As in the previous edition, circle seven of the Private Capital Flows (PCF) was a census survey.
The primary objective of doing a census survey was to obtain data on Foreign and Domestic
Assets and Liabilities for both large and small enterprises. This has been possible due to the small

size of Zanzibar Islands.

2.2:  Objectives of the Survey

The primary objective of the survey was to obtain and analyze the magnitude, types, sources, and
direction of private investments in Zanzibar. The survey was designed to help in formulating
appropriate policy recommendations to stimulate and effectively manage these flows; specific
attention was devoted to the following:

(i) Providing appropriate input in the compilation of Tanzania Balance of Payments (BOP)
and International Investment Position (IIP) statistics as required by International
Standards and Codes in compliance with the IMF Balance of Payments and International
Investment Position Manual 6 (BPM6) as well as the United Nations Conference on
Trade and Development (UNCTAD) Foreign affiliated trading in services guidelines.

(i) Providing data as an input in the coordinated Direct Investment Survey as required by
the IMF.

(iii) Assessing the investors’ perceptions on the investment climate and policies with regard to
investment promotion and facilitation as well as Government policies and regulations.

(iv) ldentifying gaps and concerns to facilitate better services aimed at promoting trade and

investments
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2.3 Scope and Coverage

All five regions of Zanzibar were covered during the survey for the period of 2011 and 2012.
However, focus period was 2012 while 2011 was taken to confirm data collected during the
previous survey. The survey covered data on the Private Capital Flows which includes Direct
Investment (D), Portfolio Investment (PI) and Other Investments (Ol). Also the survey covered
both stock and flows of foreign and domestic investment. Data analysis focused on source

country, sectoral and regional distribution of Private Capital Flows.

2.4 Survey Frame

The register of enterprises from previous survey was updated using a list of enterprises from
projects monitored by the Zanzibar Investment Promotion Authority (ZIPA), the Zanzibar
Revenue Board (ZRB), Zanzibar Commission for Tourism (ZCT), Business and Property
Registrar Agency (BPRA) and the 2012 Central Register of Establishments (CRE) obtained from
Office of Chief Government Statistician (OCGS). Information obtained was used to enrich the

register.

2.5 Target Population

The target population size for circle seven was 281 enterprises, based on the listed enterprises.

2.6 Survey Distribution

The distribution of selected enterprises by region and industry shows that Urban West and South
regions had the highest percentage of enterprises accounting for 51.2 percent and 23.1 percent,
respectively. The lowest number of enterprises recorded was in North Pemba region (Table 2.1
and 2.2).

15



Table 2.1: Distribution of Enterprises by Region

Region Number ofjPercentage (20)
companies
North (U) 54 19.2
Urban West 144 51.2
South (U) 65 23.1
South (P) 10 3.6
North (P) 8 2.9
Total 281 100

Source: PCF survey 2013.

Table 2.2: Distribution of Enterprises by Industry

Sector Number of Companies Percentage (%)
Accommodation 195 69.4
Agriculture 10 35
Arts and entertainment 7 2.5
Construction 0.4
Education 10 3.6
Finance and insurance 4 1.4
Human health 3 1.1
Information and communication 0.4
Manufacturing 17 6
Transport and storage 10 3.6
Wholesale and retail trade 23 8.2
Total 281 100

Source: PCF survey 2013.

2.7 Organization of the Survey

The Survey was conducted on the strength of legal mandates of the Bank of Tanzania (BOT) Act
2006, section 57, Statistical Act No. 9 of 2007 of the Office of the Chief Government Statistician
(OCGS) and Zanzibar Investment Promotion and Protection Act No. 11 of 2004. These
legislations not only give authority to the institutions to collect data, but also make provisions for

the confidentiality of the data collected and stipulate penalties for non — compliance.

The field staffs for the survey were from three institutions namely, BOT, OCGS and ZIPA. The

PCF Survey commenced on September, 2013 where locally built technical expertise was utilized
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at some stages of the survey including questionnaire design, researchers training, field work, data

entry, editing, analysis and report writing.

2.8 Training and Sensitization

The 2012 survey activities were organized as follows: design of the survey instruments, selection
of the enterprises, training of the researchers, data collection, data editing, entry, analysis and
report writing.

Due to limited resources, no sensitization workshop was held for this survey. However, survey
awareness was made through emails and phone contacts. In addition, introductory letters were

distributed to the respective companies to notify them on the importance of the survey.

A three day training of researchers was organized and held in ZIPA office, on 26™-28th August,
2013. The training was aimed at equipping researchers with background and purpose of the
survey; understanding private investment components of the Balance of Payments (BOP) and
International Investment Position (IIP) in the context of Manual, 6th edition (BPM®6), survey
questionnaire practical training on how to extract information from financial statements to

complete the survey form and how to check consistency in the data provided by the respondents.

2.9 Questionnaire Design

A structured Questionnaire was designed to collect data on general information of the enterprise
which includes: Location, shareholding structure, turnover sector (industrial classification), actual
investments and profitability, employment and corporate social responsibility. In addition data on
foreign assets and liabilities between residents and Non - residents (both flow and stock) for

calendar year 2012 were also collected.

2.10 Questionnaire Administration and Performance of the Survey

The survey was launched on 3rd September 2013, and ended on 15th November, 2012.

A total of 4 supervisors and 12 researchers participated in the 6 weeks data collection exercise.
Thereafter, a follow up exercise was made to deal with non- response, and address some
inconsistencies in the data which improved data quality. The follow up process was conducted
from 20th November to 20th December, 2013.
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2.11 Data Editing and Processing
Data editing and entry was done from 27th January to 14th February, 2014. MEFMI Private

Capital Information System (PCIS) software was used to capture and analyze the data. Report
writing was done after data cleaning, validation, compilation and analysis. The report was edited

before and after the retreat.

2.11.1 Response Rate
The survey targeted 281 enterprises but 268 questionnaires were administered and out of which,
234 responded, accounting a response rate of 87.4 percent. Regions which had the highest

concentration of enterprises and response rate included Urban West, South Region and North

Region.

Table 2.2a: Response Rate of Foreign and Domestic Companies by Region

Region Questionnaire Questionnaire Response
administered returned rate %

North Unguja 52 45 87

Urban West 136 119 88

South Unguja 62 54 87

South Pemba 10 9 90

North Pemba 8 7 88

Total 268 234 87

Source: PCF Survey, 2013
Note: Companies not found: 13; Companies not responded: 34
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Table 2.2b: Percentage Distribution and Response Rate by Sector

Sector Targeted | Administered | Returned Re;p;(::se
Accommodation 195 189 170 90
Agriculture 10 8 5 63
Arts and entertainment 7 6 4 67
Construction 1 1 1 100
Education 10 7 6 86
Finance and insurance 4 4 4 100
Human health 3 2 2 100
Information and communication 1 1 1 100
Manufacturing 17 17 13 76
Transport and storage 10 10 8 80
Wholesale and retail trade 23 23 20 87
Total 281 268 234 87

Source: PCF Survey 2013.

2.11.2 Up- rating

To obtain better Foreign Private Capital (FPC) estimates, the survey data was up - rated using
sector specific up-rating factor derived from the survey. Data under various FPC aspects were
then generated, group appropriate sectoral up- rating factor were applied to obtain better

estimates.

2.11.3 Dissemination

The dissemination workshop was aimed at strengthening the partnership between the lead
institutions with the private sector and other stakeholders. The comments provided were helpful
in the preparation of the final report. The report was disseminated through two main channels:

a. Posted on PCF member institutions websites: and

b. Distribute hard copies to enumerated companies, government institutions, academic institutions

and other major domestic and international stakeholders.
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2.11.4 Data Validation and Up- rating

Data Validation was done by:

a. Using Financial Statements and other documents, where relevant to check the data.
b. Using additional information supplied by the respondents and

c. Using local knowledge supplied by researchers.
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CHAPTER THREE

3.0 MAIN FINDINGS

3.1 Introduction

This chapter examines findings resulting from the survey of companies with foreign assets and
liabilities in Zanzibar. It focuses on Foreign Private Investments (FPI) which comprises Foreign
Direct Investments (FDI), Portfolio Investments (Pl) and Other Investments (Ol), with a
particular emphasis on their magnitude and trends. It also examines the distributions of FPI by
activity, source of financing, country of origin and geographical distribution. This chapter also

examines magnitude of stocks by domestic/local investors.

3.2 Stock and flows of Foreign Private Investments

3.2.1 Stock of Foreign Private Investments

The findings of the survey reveals that the stock of FPI reached USD 597.9 million in 2012,
representing an increase of 3.7 percent compared to USD 576.0 million recorded in 2011 (Table
3.1). Like in other years, FDI dominated and accounted for the largest share of FPI standing at
89.0 percent of total stock of FPI during 2012. Meanwhile Portfolio and Other Investments

accounted for 0.1 percent and 11.0 percent, respectively.

Table 3.1: Foreign Private Investments, 2010 — 2012 Million USD

Items Flow Stock

2010 2011 2012 2009 2010 2011 2012
FDI 40.8 128.8 14.9 315.0 388.2 517.0 531.9
Portfolio Investmer 0.0 04 0.0 -0.1 -0.4 0.3 0.3
Other Investments 11 6.3 7.0 3.2 7.2 58.7 65.7
Total FPI " 419 " 1355 219 < 3181 = 3950 = 5760  597.9

Source: Foreign Private Investment Survey 2013

3.2.2 Flows of Foreign Private Investments (FPI)
FDI inflows decreased from USD 128.8 million in 2011 to USD 14.9 in 2012 million and
accounted for 68.0 percent of total FPI (Chart 3.1).
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The decrease in FDI inflows was contributed by a variety of factors including low new equity
and investment fund shares as well as negative reinvestment of earnings. Similarly, relatively

bleak economic outlook for Sub-Saharan countries was among the factors that contributed to
decrease in FDI inflows during the years under review”.

Chart 3.1: Flows of Foreign Private Investments
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Source: Foreign Private Investment Survey 2013.

3.3  Stock and Flows of FDI by Financing Type

In terms of financing, FDI is composed of Equity and Investment Fund Shares, Long-term and
Short-term Inter Company loans and accumulated retained earnings. In this study, it was found
that, stock of FDI was mainly dominated by Equity and Investment Fund Shares and Long-term

Inter-company loans, accounting for 44.0 percent and 82.2 percent, respectively, of the total FDI
stock in 2012 (Table 3.2 and Chart 3.2).

®> However, it is suggested that the results should be interpreted with caution since data shows that general

investments specifically tourists arrivals and construction of new hotels have been on the increase during recent
years.
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Table 3.2: Flows and Stocks of Direct Investment

Millions of USD
Components INFLOWS STOCK
2011 2012 2011 2012

Equity and investment fund shares 101.4 9.4 224.9 234.3

Reinvestment of earnings/ losses 8.7 -176.6 -50.7 -227.3

Long-term loan from related parties 18.4 97.1 340.2 437.3

Short-term loan from related parties 0.3 85.0 2.6 87.6
Total FDI 128.8 14.9 517.0 531.9

Source: Foreign Private Investment Survey 2013.

3.3.1 Stocks and Flows of Foreign Direct Investments by Sector

Accommodation continued to lead in FDI stocks as it accounted for 67.8 percent of the total stock
followed by information and communication which registered at 15.6 percent of the total stock in
2012 (Table 3.3). This development is consistent with the Zanzibar Strategy for Growth and
Reduction of Poverty (ZSGRP-II) objectives of promoting tourism as an engine of economic
growth for Zanzibar. The increased share of information and communication sector was on an
account of recent growth of telecommunication companies to provide services to the general
public. Finance and Insurance, Wholesale and Education sectors were the third, fourth and fifth

and accounted for 7.0 percent, 2.8 percent and 2.7 percent of FDI stock, respectively, in 2012.

FDI in agriculture sector was negligible in 2011 and 2012 as well accounting for 0.2 percent of
total FDI in each year despite its potential in economic development and employment creation. In
particular, Zanzibar has a comparative advantage in the production of cloves, tropical fruits,
spices and essential oils which are highly demanded by tourists. Similarly, the expanding
domestic market for food, especially rice, livestock/poultry, marine and vegetable products are
among opportunities for agriculture sector investment in Zanzibar to support the growth of the
economy. However, the constraints facing this sector include infrastructural bottlenecks such as
poor rural feeder roads, inadequate agriculture market centers, shortage of landing/abattoir sites as
well as other related policies, which need joint efforts between the public and private sectors to

resolve.
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Table 3.3: Foreign Direct Investment Stock by Sector

Millions of USD

Sectors STOCK

2009 Yo Share 2010 % Share 2011 % Share 2012 % Share
Accommodation 254.3 80.7 306.8 79.0 3474 67.2 360.8 67.8
Financial and insurance 321 10.2 35.0 9.0 242 4.7 374 7.0
Transportation and storage 1.6 0.5 10.4 2.7 7.5 1.5 6.7 1.3
Wholesale and retail trade 10.0 3.2 13.3 3.4 15.0 2.9 15.0 2.8
Manufacturing 1.7 0.5 4.4 1.1 1.2 0.2 1.5 0.3
Agriculture 1.5 0.5 3.8 1.0 1.3 0.2 1.2 0.2
Construction 2.2 0.7 0.3 0.1 3.7 0.7 4.1 0.8
Education 9.4 3.0 10.5 2.7 13.0 2.5 14.3 2.7
Recreation 15 0.5 3.3 0.8 7.2 1.4 7.4 1.4
Professional activities 0.4 0.1 0.2 0.1 0.5 0.1 0.5 0.1
Information and communication 0.4 0.1 0.3 0.1 96.2 18.6 82.9 15.6
Total "3151 1000  388.3 1000 517.1  100.0 531.9  100.0

Source: Foreign Private Investment Survey 2013.

3.3.2 Foreign Direct Investment Flows by Sector

The FDI flows indicates that, top recipient sectors, namely accommodation and food services,
finance and insurance, and education accounted for 46.5 percent, 45.5 percent and 4.6 percent of
total FDI flows, respectively, during 2012 (Chart 3.2). Consistent with economic policies,
investments in services sector specifically tourism and finance; have been dominantly

contributing to economic growth especially since the late 2000s.
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Chart 3.2: Foreign Direct Investment Flows by Sector — % Share Contribution 2012
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3.3.3 Foreign Direct Investment Stock and Flows by Source Country

The findings from the survey show that during 2012, FDI stock was dominated by OECD
countries of United Kingdom, Italy and Germany, while non OECD countries were Kenya and
Singapore. Specifically, UK had USD 206.0 million accounting for 38.7 percent of total FDI,
followed by Kenya with USD 121.2 million, Italy with USD 68.7 million and Germany with
investment amounting to USD 15.6 million. Kenya and Singapore had USD 188.5 million or 35.4
percent of the total stock to Zanzibar. The findings further reveal that out of these, the top five
countries namely UK, Kenya, Italy, Singapore and Germany have a total investment amounting to
USD 478.7 million, accounting for 92.3 percent and USD 67.3 million, respectively of the total
FDI stock. This reflects a risk because a significant amount of FDI stock originates from few

countries (Chart 3.3) representing higher proportion of dependency of these countries.
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Chart 3.3: Stocks of FDI, Top Ten Source Countries, 2012
Millions of USD
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Note: The list of source countries exclude international financial centres

Survey findings show that most of the FDI inflows to Zanzibar in 2012 originated from ten major
source countries depicted in Chart 3.4. Kenya by nationality was the leading source country of
FDI inflows amounting to USD 29.4 million while inflows from the developed countries namely
the Italy, Switzerland and Spain reached USD17.4 million. Saud Arabia’s FDI inflows reached
USD 1.5 million. Most of the investments from these countries went to accommodation, finance

and insurance, and information and communication activities.
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Chart 3.4: Top Ten Source Countries of FDI Flows, 2012
Millions of USD

Poland 0.2
Netherlands 1 0.2
Caymanislands # 0.4
China # 0.6
Spain = 1.3
Saudi Arabia &= 1.5
Switzerland === 38
Singapore | 538
Italy 1 12.3

Kenya 1 294
Millions of USD

Source: Foreign Private Investment Survey 2013.

3.3.4 Investment by Regional Groupings

East Africa Community (EAC) region was the largest source of inflows to Zanzibar, topping the
list of investment by regional groupings in 2012, with investment amounting to USD 29.0 million
with Kenya dominating as the largest source of the FDI inflows in Zanzibar. The inflows from
the EAC region are pulled down by the negative inflows from Uganda. Investment from EAC
region is relatively stable for the three years compared to other regional groupings. These

investments were directed to accommodation and information and communications activities.

OECD follows was the second largest regional grouping, with investment amounting to USD 6.0
million or 40.5 percent of the total Zanzibar’s inflows for 2012. However, investment from
OECD decreased in 2012 compared to the FDI inflows of USD 54.8 million recorded in July
2011 due to huge reported negative inflows, particularly UK with negative inflows to the tune of
USD 11.9 million in 2012 compared to investment worth USD 16.5 million in 2011. Negative
inflows are also reported with respect to investment from the SADC region during 2012,

indicating reduced intra - regional trade connection (Table 3.4).
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Table 3.4 FDI Inflows by Regional Grouping

Millions of USD

Countries Inflows 2010 Inflows 2011 Inflows 2012
OECD 21.4 54.8 6.0
United Kingdom 7.2 16.5 -11.9
Italy and Vatican City -7.5 435 12.3
Germany 10.3 2.0 0.1
Switzerland 0.5 1.3 3.8
Poland 2.1 -0.3 0.2
Ireland, Republic of 3.3 0.5 0.0
Australia 1.7 0.2 0.0
Sweden -0.2 0.5 0.0
Netherlands 0.6 0.0 0.2
Norway 0.4 0.2 0.0
Other OECD 3.0 -9.4 1.3
SADC 0.9 -2.2 -3.5
South Africa 0.9 -2.2 -3.5
EAC 24.7 29.8 29.0
Uganda 0.0 1.3 -0.4
Kenya 24.7 28.5 29.4
Other regions 26.3 46.5 -16.7
Grand Total 73.3 128.8 14.8

Source: Foreign Private Investment Survey, 2013.

3.3.5 Portfolio Investment

Total stock of Foreign Private Investments (FPI) in the form of portfolio investments was stable at
USD 0.3 million in 2012 the same as recorded in 2011 (Table 3.5). The share of portfolio
investment remained at less than 1.0 percent of the total stock of FPI which were mainly invested

in the financial and insurance sectors.
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Table 3.4:  Stocks and Flows of Portfolio and Other Investments, 2011 — 2012

Millions of USD
Items FLOW STOCK
2011 2012 2011 2012
Portfolio Investment 0.4 0.0 0.3 0.3
Other Investment 6.3 7.0 58.7 65.7

Source: Foreign Private Investment Survey, 2013

3.3.6 Other Investments

During 2012, the stock of Other Investments was USD 65.7 million compared to USD 58.7
million recorded in 2011 (Table 3.5). Large share of the stock of Other Investments were in the
form of long-term loans; and trade credit and advances. Most of these investments were in the

accommodation, education and financial and insurance sectors as well

3.3.7 Distribution of FDI Stocks and Flows by Region

The study revealed that, North Unguja region was the most preferred destination of FDI stock
during 2012, accounting for 39.6 percent of FDI stock followed by Urban West followed and
South Unguja accounting for 38.7 percent and 21.4 percent, respectively. Pemba regions were the
least recipient of FDI stock and flows (Table 3.5). This pattern is consistent with infrastructure
developments, which is one of the key incentives to attract investments in respective regions.
Hence in terms of flows of FDI, North Unguja and South Unguja attracted more shares of total
FDI flow, due to improved infrastructures development mainly roads, and its proximity to the

airport and harbor.

Table 3.5:  Percentage Share Distribution of FDI stocks and Flows by Region

Regions INFLOWS STOCK

2009 2010 2011 2012 2009 2010 2011 2012
North-Pemba 1.3 0.5 0.4 0.3 1.6 15 0.3 0.3
North-Unguja 30.1 42.6 55.8 69.1 121 8.5 38.8 39.6
South-Pemba 0.2 0.1 0.0 0.0 0.9 05 0.0 0.0
South-Unguja 16.3 42.7 39.9 37.2 11.8 13.4 21.0 21.4
Urban West 525 14.1 38 6.6 73.6 76.1 40.0 387
Grand Total " 1000 1000 1000 1000 1000 1000 1000 ' 100.0

Source: Private Investment Survey 2013
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3.4. Domestic Investment

3.4.1 Magnitude of FDI and DDI Stocks 2011-2012
Data collected on domestic private investment shows that the magnitude of DDI has increased
from USD 294.4 million in 2011 to USD 358.8 million in 2012. Contribution of DDI in total

direct investment increased to 40.3 percent in 2012 from 36.3 percent in 2011 (Table 3.6).

Table 3.6: Magnitude of FDI and DDI Stocks 2011-2012

2011 2012

(USD % Share (USD % Share
Type Million) Million)
Stock of FDI 517.0 63.7 531.9 59.7
Stock of DDI 294.4 36.3 358.8 40.3
Total 811.4 100 890.7 100

Source: Private Investment Survey, 2013

3.4.2 Stock of DDI by Region

The stock of DDI by region shows Urban West was leading in both 2011 and 2012 with a
percentage share of 90.1 percent and 90.3 percent, respectively. This indicates that most of
domestic investors prefer Urban West region as their most favorable destination (Table 3.7).

Table 3.7:  Stock of DDI by Region
Regions Stock End 2011 | % Share Stock End 2012 | % Share
(USD Million) (USD Million)

North — Pemba 0.7 0.2 0.7 0.2
North — Unguja 23.5 7.9 28.1 7.9
South — Pemba 0.8 0.3 0.8 0.2
South- Unguja 4.4 1.5 5.2 1.4
Urban West 265.0 90.1 324.0 90.3
Grand Total 294.4 100 358.8 100

Source: Private Investment Survey 2013
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3.4.3 Stock of DDI by Sector

Survey reveals that Information and Communication was the largest recipients of stock of DDI

amounting to USD 129.9 million followed by Accommodation and Food Services with USD 85.5

million. Least recipients of DDI were Agriculture, forestry and fishing and Arts, entertainment

and recreation (Table 3.8).

Table 3.8 Stock of DDI by Sector

Millions of USD

Sectors Stock End 2011 |Inflows 2012 Stock End 2012

Manufacturing 6.4 0.6 7.1
Accommodation and food service activities 81.2 4.5 85.7
Agriculture, forestry and fishing 0.0 -0.1 0.0
Arts, entertainment and recreation 0.1 0.0 0.1
Education 1.6 -0.1 1.5
Financial and insurance activities 64.8 6.6 71.4
Wholesale and retail trade; repair of motor vehicles and motorcycles 5.8 0.6 6.4
Construction 0.7 -0.1 0.6
Transportation and storage 33.1 20.7 53.9
Information and communication 100.1 29.3 129.5
Human health and social work activities 0.4 2.2 2.7
Administrative and support service activities 0.1 0.0 0.1
Grand Total 294 .4 64.4 358.8

Source: Private Investment Survey 2013

3.5 Employment in Domestic and Foreign Investment

The survey revealed that total employment increased by 18.0 percent from 11,200 employees in

2011 to 13,219 employees in 2012, corresponding with the increase in both foreign and domestic

investments.

3.5.1 Employment by Region

During the period under review, employment by region showed that Urban West region continued

to dominate the share of employment with 64.5 percent of total employment in 2012. North

Unguja ranked the second at 19.2 percent of total employment in 2012 but was lower than 18.9

percent registered in 2011. South Unguja ranked third accounting for 12.8 percent, while North

and South Pemba recorded the least share of employment, accounting for 1.3 percent and 2.1

percent, respectively (Table 3.9). The findings on employment by region largely correspond with

regional direct investment distribution.
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Table 3.9: Employment by Region

Region/year 2011 % 2012 %
North - Pemba 148 1.3 176 1.3
North - Unguja 2,119 18.9 2,543 19.2
South - Pemba 231 2.1 277 2.1
South - Unguja 1,415 12.6 1,698 12.8
Urban West 7,286 65.1 8,525 64.5
Total 11,200 100 13,219 100.0

Source: Private Investment Survey, 2013

3.5.2 Employment by Sector

Employment by sector revealed that Accommodation and Food Services led with 57.9 percent in
2012 while Agriculture, hunting, forestry and fishing sector ranked the second with 7.5 percent.
Information and Communication scooped 6.3 percent, while Transport and storage accounted for
6.1 percent of total employment in 2012. Other sectors had insignificant share of employment
(Table 3.10).
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Table 3.10: Employment by Sector

Sector 2011 | % share 2012 % share

Accommodation and food service activities 6039.0 53.9 7,648 57.9
Administrative and support service activities 0.0 0.0 113 0.9
Agriculture, forestry and fishing 1017.0 9.1 987 7.5
Arts, entertainment and recreation 85.0 0.8 117 0.9
Construction 155.0 14 339 2.6
Education 304.0 2.7 423 3.2
Financial and insurance activities 482.0 43 579 4.4
Human health and social work activities 91.0 0.8 51 0.4
Information and communication 716.0 6.4 837 6.3
Manufacturing 857.0 7.6 373 2.8
Professional, scientific and technical activities 183.0 1.6 185 1.4
Transportation and storage 664.0 59 805 6.1
Wholesale and retail trade; repair of motor vehicles and motorcycled 608.0 54 762 5.8
Total 11200] 100.0 13,219 100.0

Source: Private Investment Survey 2013.

3.5.3 Employment by Origin

Employment by origin revealed that domestic recruitment (from Tanzania Mainland and

Zanzibar) accounted for the highest number of employees; of which Zanzibaris were 7,961

employees or 60.2 percent of total employees in 2012. The number of foreign employees

increased from 710 employees in 2011 to 912 employees in 2012 (Chart 3.5).
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Chart 3.5: Number of Employees by Origin, 2011 and 2012
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Source: Private Investment Survey, 2013

3.5.4 Employment by Position and Gender

Male employees continued to dominate all positions during the period compared to female

employees. Employment by position showed that number of skilled labor increased to 6,568 in
2012 from 5,892 in 2011 (Table 3.11).

Table 3.11:  Employment by Position and Gender in 2011 — 2012
2011 2012
Mgt [Skilled [Unskilled Total (Mgt |Skilled |Unskilled Total
Professional Professional
Male 471 3,977 2,273 587 [ 7,308 | 498 | 4,125 3,071
592 | 8,286
Female 162 | 1,915 1,592 223 | 3,892 180 2,443 2,059
2511 4,933
Total 633 | 5,892 3,865 810 | 11,200 | 678 6,568 5,130
843 | 13,219

Source: Private Investment Survey 2013

34




3.5.5 Corporate Social Responsibilities

The Corporate Social Responsibility (CSR) measures voluntary support from investors to the

communities around the areas surrounding private investments. The survey showed that USD

3,396.1 was extended to the communities in 2012; out of which 42.8 percent was directed to

safety and security activities followed by Health and welfare which accounted for 26.3 percent of

the total contribution. While other social activities received less than 10 percent of the total

contribution (Table. 3.12 and Chart 3.6).

Table 3.12 Corporate Social Responsibilities

usD
Social Activity Contribution in 2011 Pk shardcontribution in 2012 % share
Arts and culture 91.3] 59 195.6 5.8
Education 368.5[ 24.0 236.5 7.0
Environment 186.6( 12.2 134.3 4.0
Health and welfare 464.9] 30.3 894.3 26.3
Religious 120 7.8 94.9 2.8
Safety and security 1499 9.8 1,452.2 42.8
Sports and development 85.8[ 5.6 94.6 2.8
Water 679 4.4 293.7 8.6
Total 1534.9( 100.0 3,396.1 100.0

Source: Private Investment Survey, 2013.
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Chart 3.6: Contribution on Corporate Social Responsibilities
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Source: Private Investment Survey 2013

3.5.6 Utilities

Utilities include all basic infrastructures to support investment development such as energy,
electricity and water supply used by investors. The survey findings revealed that 97.8 percent of
the respondents use electricity as the main source of energy, and only 1.4 percent use solar as
source of energy. Other sources of energy, which include firewood, charcoal and gases accounted
for 0.7 percent of the total (Chart 3.7).
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Chart 3.7: Uses of Electricity by Investment Projects
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Further analysis revealed that, 86.0 percent of electricity users depend on the national grid, while
only 13.0 percent depend on their own source of energy. Similarly, the survey revealed that 60.0
percent of the investments use water from main public pipes, while 31.0 percent use bore holes
and the remaining 9.0 percent use rain water harvest, desalination and other sources. In order to
preserve water for investment uses, there is a need to encourage rain water harvesting and water

recycling methods (Charts 3.8).
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Chart 3.8: Main Sources of Water
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CHAPTER FOUR

4.0 CONCLUSIONS AND POLICY RECOMMENDATIONS

41 Conclusion

In this survey, it has been revealed that Foreign Private Investments (FPI) have continued to grow
and contribute to sustained economic growth. The Private Capital Flows has also been a source of
technology transfer, provision of markets access, inter-sectoral linkages and practice of various
social corporate responsibilities (CSR) including community development projects.

In 2012, the study found that flows of Foreign Direct Investment had decreased and unlike in the
recent years. Kenya was found to be the top in terms of flows of Foreign Direct Investment, in
contrast to the previous years in which Italy has been dominating.

Employment creation is found to have increased, albeit the fact that most people are employed in
projects within Urban West region, mainly in accommodation and food sectors (Tourism and
related activities).

4.2  Policy Recommendations

In a bid to improve the private sector investment for sustainable development, the Government is
advised to implement the following policy recommendations.
To provide special incentive package to attract investment from countries like India, Russia,
China and Singapore. This initiative will help diversify the sources of investment and hence
take advantage of these emerging economies. The implementation of this policy initiative will
reduce the current trend of depending on a few European economies.
To sensitize domestic and foreign investors to invest in other regions such as Pemba following
creation of conducive investment climate.
To embark on strong promotion campaigns to attract potential investors to invest in other
sectors of the economy (sectoral diversification) notably deep sea fishing, agro-processing
industries, and sea weed farming. An investment diversification should also be initiated on
sectors which have strong backward and forward linkage with tourism related activities, in

tandem with the Zanzibar Development Vision 2025.

39



Vi.

To put in place desired infrastructure at Free Economic Zones in both Unguja and Pemba so
as to attract investors.

To strengthen Zanzibar Institute of Tourism Development, vocational training and quality
education in order to prepare locals to take management positions in the hotel industry.

To enhance the participation of women in private sector employment in order to boost their

livelihood.

4.3  Challenges Encountered

The following are the main challenges which were faced during the survey.

Some of the respondents were reluctant to submit financial statements. This led to difficulties
in certifying the authenticity of information given by the respondents. Data provided by
investors especially, accumulated retained earnings and annual profits which appeared
unrealistically low and in most cases negative. This might have led to understatement by
respondents.

Availability and timing of financial resources hamper timely and efficient implementation of
the planned PCF survey activities.

PCF survey team took too long time to make follow up and collect questionnaires from the
respondents, partly due to lack of the awareness by the investors on the importance of the

survey.

44  Way Forward

The argument for undertaking the Private Capital Flow Surveys is hinged on its importance as a
useful tool for monitoring private capital inflows and collecting responses from investors on the
general investment climate in the country. The survey findings and investors feedbacks finally

lead to policy reforms or review of the legal environment. As a way forward, it is advised that:-

The government should continue to monitor the flow of the foreign private capital, and to
facilitate the compilation of official statistics of private capital flows and stocks. In this regard
it is imperative for the Government to continue to provide financial resources to support FPC
activities.

The Government should institute and enhance a sensitization and awareness campaign on the

PCF survey involving both public and private sector stakeholders.
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Annexure 1: Main Policy Recommendations Matrix

Policy issue

Recommendations

Implementation status

1. Narrow market

Embark on a more focused and

targeted investment  promotion
efforts to emerging markets. GoZ to
promote its investment opportunities

to Asian and Far East.

ZIPA/Tourism Commission to
continue to participate in
various international
investment forum/exhibitions
So as to broaden investment

market, specifically tourism.

2. Sectoral
diversification

Embark on strong promotion
campaigns to encourage potential
investors to invest in other sectors of
the economy such as deep sea
and

fishing agro-processing

industries.

GoZ to put more efforts in
promoting private investment
in agro-processing industries

and deep sea fishing.

3. Lack of
infrastructure in
Free Economic
Zones

Promote of Free Economic Zones in

Zanzibar by putting required

infrastructure

GoZ and other stakeholders

are in the process of
improving ports; for example;
Abeid Amani Karume Airport
(construction of new
passenger terminal has begun),
and

roads utility

infrastructures.
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Annexure 2: Employment by Position and Gender in 2011 — 2012

2011 2012
Mgt |Skilled |Unskilled [Professional [Total |Mgt |Skilled [Unskilled |Professional|Total
Male Mainland 67 1,450 293 182 | 1,992 199 1,412 386 114 | 2,111
Female Mainland 28 909 129 92 | 1,158 59 1,224 612 82| 1,977
Male Zanzibar 175 2,412 1,949 285 | 4,821 132 2,165 2,673 293 | 5,263
Female Zanzibar 53 983 1,412 72 | 2,520 41 1,153 1,414 90 | 2,698
Male Foreigner 229 115 31 121 496 167 548 12 185 | 912
Female Foreigner 81 23 51 60 | 215 80 66 33 79| 258
Total 633 5,892 3,865 812 | 11,200 678 6,568 5,130 843 | 13,219

Source: Private Investment Survey 2013

Note: Professional refers to employees with specialized formal training at the level of at least first degree or its

equivalent.
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Annexure 3: Questionnaire for the Survey of Companies with Local/ Foreign Assets and
Liabilities 2012

i

o
, ZIPA
%‘ ‘s\g AIVZIOAL T0VEtment Promotion futhoritd
OF T
Bank of Tanzania Zanzibar Investment Promotion Authority Office of Chief Government Statistician
Zanzibar Branch P. O. Box 2286 — Zanzibar P. O. Box 2321 - Zanzibar
P.O. Box 568 — Zanzibar Tel: 255 24-2233026 Tel: 255 24-2231869
255 24-2237858 Tel 255 24-2230803 Fax 255 24-2231742
Fax: 255 24-2232737 255 24-2232362 Fax: 255 24-2231742
E-mail: zipa@zanzinet.com Fax:255 24-223 0415 E-mail: zanstat@zanlink.com
Zipaznz@zanzinet.com E-mail: info@hg.bottz.org Website:www.0cgs.go.tz

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

QUESTIONNAIRE FOR THE SURVEY OF COMPANIES WITH LOCAL/ FOREIGN

ASSETS AND LIABILITIES; 2012

QUESTIONNAIRE TYPE: PCFZ/1/2012

RESEARCH OFFICER .....ccccciviininnene.

PART A: GENERAL INFORMATION
ALL RESPONDENTS SHOULD COMPLETE THIS PART

COMPAILY TIAIME: ...t etentetenent et ettt et et e e ettt e et ettt et et et ettt e e et e e e e et et et et e e et et e e et et et eaenenenaee

Previous name of the Company (if any): .........o.ouiiiiiiit it

Date completed: ............coevviiiiiiieeeeeeeeeenn., (A /mm/ yyyy)

Name and position of person completing this questionnaire:

NaAME: ..ot POSItION: ..ot
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http://www.bot-tz.org/

Company Address: P.O. BOX ......ouiuiiiiiiiiiiiii
Tel: oo, Fax:.....ooooeevininnnn. E-mail: ... Website: ......coovvvviiinnn.n.

District: Area: Street/Plot:

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

NaAME: oot s Position: ..o
Tel: oo Fax:...oooovviiiiiiinn Mob: i E-mail: ...
Date of Establishment: Date of Commencing Operations:
Does your company have any subsidiary® within Tanzania? Yes No

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

Yes |:| No |:|

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

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

2012 I:I I:I

Acknowledgement of Receipt of Questionnaire
Instructions:
This page should be filleith by the person who is receiving the questionnaire on behalf of the entitsprése or company at the
time of delivery of this questionnaire by the enumerator. After it is signed, the enumerator should retain the origiolathi®py

page.

I, of ,
(enter name of recipient) (enter name of entity/company/enterprise)
Acknowledge receipt of the Balance of Payments survey questionnaire, 2012.

Title:

Tel No.

Signature:

Date:

Research officer

Tel. No.

® A company whose more than 50% of voting right is controlled by another company is usually referred to as
subsidiary company.
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Thank you for receiving the questionnaire.

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

page.
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PLEASE READ THIS FIRST
Purpose of survey
This questionnaire collects information on assets and liabilities and perception of your enterprise (or group) in Zanzibar. This
information will be used by the Bank of Tanzania (BOT), Zanzibar Investment Promotion Authority (ZIPA), Office of the Chief
Government Statistician (OCGS) and the Government in balance of payments compilation, investment promotion and national
policy formulation.
Focus
You are required to complete this questionnaire from the point of view of your transactions as an investor with foreign assets
and/or liabilities in Zanzibar regardless of your nationality.
Collection Authority
Completion of this questionnaire is compulsory under Act No. 11 of 2004 of the Zanzibar Investment Promotion Authority
(ZIPA) section 31; Act No 9 of 2007 of Office of Chief Government Statistician (OCGS); and Act of 2006 of Bank of

Tanzania (BOT) section 57. Failure to comply could result in legal and/or administrative action against your company.

Confidentiality

Information will be used only for statistical purposes, and be published in aggregated form. Data relating to individual
organizations will not be made available to anyone outside the BOT, ZIPA or OCGS. Government officials failing to comply with
confidentiality clause face severe penalties including summary dismissal. This is in accordance with the Acts that established
BOT, ZIPA and OCGS.

Estimates

Where possible, please use figures from your accounts. Un-audited data are perfectly acceptable for this purpdeecases where
data is not readily available from your accounts, please provide careful estimat&¥e would rather have your best estimate than
nothing.

Inapplicable questions
Please do not leave blank spaces even where the question does not apply to you as we do not need to follow up with you. Please,

enterN/A" i n the appropriate box, or at the start of the

Due Date
Please complete this questionnaire and return the original to either research officer in contact with you (name on the first page) or

ZIPA. Please keep the ‘Respondent Copy’ of the questionnaire for your own records.

Help Available

This questionnaire contains technical terms. If you have problems in completing this questionnaire, please refer to notes attached
at the end. Alternatively, please contact BOT, ZIPA or OCGS through:

Shariff A. Shariff Nicodemus Mboje Abdulramadhan Abeid
Zanzibar Investment Promotion Bank of Tanzania Office of Chief Goverment Statistician
Authority Zanzibar Branch P.0. Box 2321
P. O. Box 2286 P.O. Box 568 ZANZIBAR
ZANZIBAR ZANZIBAR Tel: 255 24-2231869
Tel: 255 24-2233026 Tel: 255 24-2230803 Fax: 255 24-2231742
: 255 24-2237858 : 255 24-2232362 E-mail:zanstat@ zanlink.com
Fax: 255 24-2232737 Fax: 255 24-223 0415 Website: www.ocgs.go.tz

E- mail: zipa@zanzinet.com 25524-2232140
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Website:www.zanzibarinvest.org Website:www.bot-tz.org

THANK YOU IN ADVANCE FOR YOUR COOPERATION
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1. INDUSTRIAL CLASSIFICATION

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

Tick Estimated percentage share
. e relevant Al 1 OOEAOQGOGET 1T O]
Industrial Classification
activity investments

1. Agriculture, hunting, forestry and fishing

2. Mining and quarrying

3. Manufacturing

4. Utilities

5. Construction

6. Wholesale & retail trade, catering & accommodation

services

6.1 Wholesale and retail trade

6.2 Hotels,

6.3 Tour operators

6.4 Restaurants

6.4 Other related services

7. Transport, storage & communication

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

9. Community, social and personal services

10. Activities not covered above (specify)

1.2 COMPANY’S MAIN ACTIVITY
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2. SUBSIDIARIES

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

S/N

Name of subsidiary Industrial Classification Main activity

Al W N| P
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PART B:EQUITY INVESTMENT IN YOUR COMPANY
Please report all values inZS or USD, and in unitge.g.ten million unitsas10,000,000 andOT 10m)
Currency usedtickthe relevant currendyeder to a table of exchange rates in thellast d:| US|:|

B1l. DIRECT INVESTMENT

TABLE B1EQUITY & INVESTMENT FUND SHARES

Source Country | Percentage | Relationship: A B ©
/Multilateral Share DI, DIE,or FE, Closing Balance Purchase/ Sales/
Equity Type organisation holding FPEI, Other and 2011 Increase Decrease
IFS in 2012 in 2012

D
Closing Balance
2012

E
Official Use Only
‘Other’ Changes
E=D - (A+B-C)

1.

Paid-up Share Capital 2.

3

Tanzania

1.

2.

Share Premium 3

Tanzania

Reserves(Capital, 1.

Statutory, revaluation, & | 2.

Other) 3
Tanzania
Other Equity 1.

(e.g. Equity Debt Swaps, [ 5

Shareholders Deposits) 3

Tanzania
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Retained Earnings/Loss

Tanzania
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Investment Fund Shares
(Shares) .
3
Tanzania
Investment Fund Shares | 1.
(Accumulated  Retained [ 5
Earnings) 3
Tanzania

*Investment Relationships: DI= Direct Investor; DIE = Direct Investment Entity; FE = Fellow Enterprise

INCOME ON INVESTMENTS

TABLE B2:PROFITS, DIVIDENDS, RETAINED EARNINGS AND HOLDING GAINSE e ¢ € € € e .

A
Source Country

/Multilateral organisation

Percentage Shareholding

B

C
Relationship:
DI, DIE, or FE,
FPEI, Other and IFS

D
Net Profit (or Loss)
After Tax in 2012

E

Dividends

Declared

Dividends Paid/Profits

Remitted

F

G
Holding gain
( FPEI and Other only)
=D-E

H

Official Use Only

Retained Earnings

(D-E)
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Tanzania

TOTAL

PART C: NON EQUITY INVESTMENTS IN YOUR COMPANY

TABLE C1: NON EQUITY LIABILITIES,

Source Country | Relationship | Original A B © D E E
Type of loan /Multilateral s: Maturity Closing Balance Amount received Principal Closing Balance Interest Paid in Official Use
organisation LT- 2011 2012 Repayment 31 Dec 2010 2012 Only
DI, DIE, or | 12months or 2012 (Including ‘Other’
FE, more Accrued interest changes
Other ST-Less than Not Paid) F=E-(A+B-C)
12 months
(Indicate LT
or ST)
1.
Loans (Including Financiall 2
Leases, Repds 3
Tanzania
Debt securities 1.

(Including Money Marke

2
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Instruments, Bonds and|3
notes. Tanzania
Suppliers/Trade Credits & | 1.
Advances 2

3

Tanzania
Currency and Deposits 1.

2

3

Tanzania
Life & Non-Life Insurance | 1.
Technical Reserves 2

3

Tanzania




Pension Entitlements/Claims

1.

2

3

Tanzania

Standardised Guarantees

1.

2

3

Tanzania

Other Accounts Payable

1.

2

3

Tanzania

TOTAL

D2:EMPLOYMENT

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

Foreign Nationals

Tanzanians

Nationality Zanzibar Tanzania Mainland
Year 2012 2012 2012
Sex M F M F
Management

Professionals

Skilled

Unskilled

Total

*Professional refers to employees with specialized formal training at the level of at least first degree or its equivalent
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D3:CORPORATE SOCIAL RESPONSIBILITY

Please indicate the amount your company spent on the following activities during:

No. ltem 2012
1 Education
2 Health and welfare
3 Safety and security
4 Arts and culture
5 Sports and development
6 Environment
7 Water
8 Road
9 Religious
10 Other (specify)

D5: UTILITIES SOURCES

a. What type(s) of energy is/are applicable to your project? Tick in appropriate box.

@) Electricity ( ) (ii) Biogaseéé ) (iii) Solar
b. In case of electricity, what are the source(s)? Tick appropriately.

0] National Grid () (ii) Own source () (ipt her s (Specify) éeéééeéee

C. What are the main water sources? please tick appropriately:

0] Bore hole ( ) (i) Main public pipe ( ) (i)  Rain harvest ( )

(iv) Desalination () (vv Others (Specify) éeéeéeéé

TABLE C2:EXCHANGE RATES (TZS/USD), 201AND 2012

2011 2012




End of period

1,566.7

1,571.6

Annual average

1557.4

1,571.7




