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ABSTRACT

After a decade of steadily growing foreign direct investment (FDI) in ex-
tractives, Tanzania is now facing a virtual ‘take off” in extractive FDI. One of
the concerns related to these investments is whether the foreign investors are
linking up sufficiently with local firms through localized supply chains and set-
vice inputs. In theory, the opportunities for linkage formation in Tanzania are
due to the growing propensity of extractive multinational corporations (MNCs)
to outsource sections of their value chain. However, our review demonstrates
that linkages in Tanzanian extractives are few and that those that do exists are
typically shallow and confined to simple, low value added tasks. The reason
for the lack of linkages is mainly that the technology gap between MNCs and
local firms is too big to bridge and that a toxic Tanzanian business environ-
ment makes contractual partnerships between local firms and MNCs difficult.
The lack of linkages amplifies already widespread concerns that extractive FDI
leaves too few development benefits for Tanzanian society. As a consequence,
pressure is mounting on the government to force MNCs into localizing their
value chains though mandatory local content and ownership requirements. The
paper assesses the diverging interests and pressures for linkage formation in
Tanzanian extractives and discusses whether or not the Tanzanian government
will be able to exploit the opportunity offered by the surge in extractive FDI to
spur economic development and industrial transformation. The conclusion is
that there is a risk that Tanzania will forego this development opportunity due
to lack of focused industrial vision and policy.
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I. INTRODUCTION

Tanzania is at a watershed in relation to FDI
in extractives. For decades, FDI has been
confined to gold mining and other smaller
operations with limited integration into glo-
bal value chains. With the discovery of huge
gas deposits in south Tanzanian and Zanzi-
bari waters and large uranium, coal, iron and
nickel deposits in mainland Tanzania, the
country is now facing a FDI zake off in indus-
trial-use natural resources that may funda-
mentally transform the Tanzanian economy.
All the major players involved, i.e.namely the
government, MNCs, local industry and do-
nors, are aware of the significance of the sit-
uation and are seeking to position themselves
accordingly. The Tanzanian debates on FDI
in extractives center around two issues:

1. how to appropriate and distribute rents;
and

2. how to promote linkages and spillovers on
to the broader economy. In this report we
focus on the latter issue.

The paper is based on a perusal of the lim-
ited existing literature on Tanzanian linkages
and on fifteen interviews with government
officials, embassies, business people and re-
searchers conducted in May to August 2013.

Figure |. Macroeconomic indicators

2011
Real GDP growth 64
Real GDP per capita growth 34
CPl inflation 12.7
Budget balance % GDP -6.0
Current account balance % GDP -11.9

In addition, detailed case studies of linkage
practices in three large mining MNCs in Tan-
zania were conducted.

In the following we will briefly describe FDI
trends in Tanzania with a focus on extrac-
tives and then move on to analyze the scope,
content and driving forces behind linkages in
Tanzanian extractives.

2. THE TANZANIAN ECONOMY

Over the last decade, Tanzanian GDP growth
has been in excess of 6%, one of the highest
growth rates in Sub-Sahara Africa (SSA) and
a growth rate that over a decade has led to a
doubling of national income. This growth is a
significant achievement, especially against the
background of the stagnant or non-existent
growth (when taking into account population
growth) during the 1980s and early 1990s.
This more recent growth can be attributed to
high political stability, widespread institutional
reform and not least macro-economic stabili-
ty. In terms of the latter, and as seen in Figure
1, Tanzania has managed to bring macro-eco-
nomic imbalances such as inflation, budget
deficits and current account deficits under
control (OECD, 2013). However, in spite
of these economic achievements, Tanzania

2012()  2013(e)  2014(p)

6.4 6.9 7.0
33 38 3.9
[6.1 84 6,9
9.1 -39 3,1
-1 -11.9 -10.8

Source: OECD 2013. Legend: estimates (e); projections (p)
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faces serious developmental and structural
problems. While strides forward have been
made on the MDGs (UNDP, 2013), Tanza-
nia remains one of the poorest countries in
the world. Economic growth has been rela-
tively jobless and accompanied by sluggish
improvements in development indicators
(Hoffman, 2013). A third of the population
live below the poverty line, more or less the
same as ten years ago, and living standards for
ordinary people measured by GDP per cap-
ita have not improved much since the 1970s
(Nord et al., 2009). Official figures suggest
that a third of young people are unemployed
(Therkildsen and Bourgouin, 2012), and the
majority of university graduates fail to find
formal sector jobs (Curtis and Lissu, 2008).

2.1 Industry structure

The Tanzanian economy is dominated by ag-
riculture, and although its share of the econ-
omy is declining, this sector still accounts for
74% of the labour force. However, it is also
characterized by very low productivity which
is why this sector contributes less than a quar-
ter of GDP (see Figure 2).

Figure 2.
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A very large proportion of the Tanzanian
economy is informal, and it is estimated that
the informal sector accounts for as much as
60 per cent of Tanzania’s GDP (World Bank
2005).

The manufacturing sector is small and weak.
At 9%, manufacturing is more or less at the
same level as in 2001 and below that of other
comparable SSA countries (UNIDO, 2012).
The manufacturing sector consists of SMEs
and a handful of very large conglomerates. The
SMEs are involved in food processing (such as
milk, meat and fruit processing), textiles and
garments, leather and plastics. The large diver-
sified conglomerates are involved in activities
such as grain milling, cement, brewing, steel
and aluminum and are often spin-offs from
trading companies (Sutton, 2012).

Mining accounted for 3.3% of GDP in
2010 and is becoming increasingly important.
The discovery of huge natural resource de-
posits in recent years gives this sector the po-
tential to become a major driver of growth.
In particular, large offshore gas deposits are
promising; it is estimated that, fully devel-
oped, the gas fields could provide 40% of
current revenues and 7% of GDP, depend-

Source: UNIDO 2012
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ing on the revenue sharing scheme adopted
(Ledesma, 2013). At present, there is no evi-
dence that extractive industries have led to a
resource curse in Tanzania: their contribution
to GDP is too small, their inflationary effects
too modest and their impact on employment
too low (Cooksey, 2011a), however the dan-
ger obviously exists, as the new generation of
extractive development takes off.

2.2 Exports
As seen in Figure 3, Tanzania has become
more integrated into world markets, with
export and import shares of GDP growing
from 37% to 69% during the past two dec-
ades (OECD, 2013). The geographical orien-
tation of trade has shifted dramatically over
the last ten years, with exports moving away
from the EU and the US toward East Asia
and Latin America. Also interregional trade
has increased, albeit at much slower rates
than trade with Asia (see Figure 4). At 10-
15% trade in the East African Community is
small (UNIDO, 2012).

Exports are largely natural resource-driv-
en, and Tanzania is among the ten most re-

source dependent economies in the world
(ADB, 2013). Exports are dominated by tra-
ditional ‘soft’ commodities such as cotton,
coffee, tea, cashews, sisal and cloves and by
hard commodities such as minerals and met-
als. Export of minerals accounted for 42% of
total goods exported in 2009; gold alone ac-
counted for 20% (Morris et al, 2011b) and in
2011 it accounted for 36% of export revenue
(Sutton, 2012).

As already mentioned, the manufacturing
sector in Tanzania is weakly developed, and
consequently Tanzania has historically shown
low manufacturing export performance. How-
ever, recently it has been pointed out that man-
ufactured exports as a share of total exports
have increased significantly (UNIDO, 2012).
Indeed, as seen in Figure 4, manufacturing
exports as a share of total exports rose from
a level of around 25% in 2000 to more than
50% in 2010. However, upon closer inspec-
tion it becomes evident that ‘neatly half of the
country’s manufactured exports in 2010 were
resource-based products (mostly base and pre-
cious metal ore). Hence, Tanzania’s manufac-
tured trade performance is not as impressive
as it seems at first glance’ (UNIDO, 2012: 27).

Figure 3. Manufactured exports in total exports for Tanzania and

comparators, 2000-2010
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Source: UNIDO 2013
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Figure 4. Tanzania market concentration (destinations’ share
of manufactured exports), 2000-2010
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The main manufacturing exports are pro-
cessed fish, curtains, metal waste and scrap,
steel, flour and cut flowers. In other words,
manufacturing exports are largely com-
modity-based, and there is little evidence
of exports in traditional developing coun-
try manufacturing industries such as textiles
and garments, metals and machinery, or elec-
tronics. Nor is there evidence that Tanzanian
firms are being integrated into global value

Source: UNIDO 2012
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chains, apart from providing low value added
commodity-based inputs.

2.3 Foreign direct investment

FDI into Tanzania has surged in recent dec-
ades, rising from virtually nothing in the
early 1990s to a level of around USD 1 bil-
lion (Figure 5). But while Tanzania has been
relatively successful in attracting FDI, it is

Figure 5. FDI Inflows into Tanzania, 1992-201 |
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also clear that the country, given especially
its endowments in natural resources, has a
large unrealized FDI potential (UNCTAD,
2012). Moreover, as a share of GDP, FDI
is relatively low (4.6%) compared to other
similar African countries, and FDI has stag-
nated during the financial crises.

The main investors, in order of impor-
tance, come from the UK, India, Kenya,
Netherlands, China, the US, South Africa,
Canada, Germany and Oman (OECD, 2013).
In 2008, mining accounted for 27% of FDI,
manufacturing for 23% and trade and tour-
ism services for 15% (TIC, 2008). Manufac-
turing FDI is comparatively small (UNIDO,
2012) and is mainly driven by regional mar-
ket-seeking investors seeking to jump tariff
barriers and reduce transport costs. Virtually
no foreign manufacturing investors are using
Tanzania as a host for efficiency-seeking in-
vestments aimed at servicing global export
markets with manufacturing goods.

The largest share of FDI is in extractives.
The extractive FDI has largely been domi-
nated by gold investments. Hence, Tanzania
is Africa’s fourth largest gold producer and,
with 2% of known world reserves, the coun-
try has a huge untapped potential within gold.
USD 2-3 billions have been generated from
initial and sequential FDI in gold mining over
the years, most of it by large global firms
such as the world’s largest gold mining firm
Barrick Gold (Canada), Anglo Gold Ashan-
ti (South Africa) and Resolute (Australia), all
lead firms within the industry. Diamond in-
vestments are also large, led by Williamson
Diamonds (South Africa) and Tanzanite (AF-
GEM, South Africa). Recently, large deposits
of industrial minerals (uranium, coal, nickel
etc.) have been discovered, and foreign in-
vestors have positioned themselves to exploit
these resources. In nickel, Kabanga, a joint
venture between Barrick and Xstrata Nickel,

had invested more than 200 million in de-
veloping a nickel mine near Lake Victoria by
2013. In uranium mining, Australian Mantra
is in the process of investing USD 1 billion in
developing a mine in the Mkuju River region.
Production of coal increased substantially in
2011 when the Ngaka coal fields commenced
production. In 2011, China’s Sichuan Hong-
da Co. Ltd. signed a contract to establish a
USD 3 billion 80/20% joint venture with the
state-owned National Development Corpo-
ration (NDC) aimed at developing coal and
iron mining in the Mchuchuma region. The
largest FDI potential, however, currently lies
in natural gas. Natural gas reserves are esti-
mated at 7.5 trillion cubic feet, and at least
twelve big companies have been granted li-
censes to invest in petroleum and gas explo-
ration. Alone in 2013 Statoil and British Gas
will each invest USD 500 million in prepara-
tion for gas exploitation in Tanzania (OECD,
2013), an amount equal to the total value of
FDI in 2011.

2.4 The opportunity offered by
extractive FDI

The expected surge in FDI in extractives is
potentially a game changer in Tanzanian eco-
nomic development. High growth may be re-
placed by even higher growth. A state budget
of which 30-35% comes from donors may
find other sources of finance, thus decreas-
ing Tanzania’s dependence on donors. More
generally — and as pointed out by the literature
on FDI impacts in Africa (see Morris et al.
(2011a, 2011b, 2011c), Amandolagine (2013)
or Morrissey (2012) for reviews of this liter-
ature) — extractive FDI has the potential to
become a key driver of economic and social
development through generation of revenues
and foreign exchange income and through
employment creation, income-generation, and
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skills and technology upgrading. But FDI-driv-
en development is a two-edged sword and can
also be the source of inflationary pressures
(‘Dutch disease’), divert resources away from
productive sectors with higher job creation
and poverty alleviating potential, increase
dependency on decision-making at far away
corporate headquarters, and cause political
and social tensions. A particular problem for
natural resources pointed out by the literature
is that FDI may become enclaves in the host
economy, with no linkages with or spillovers
on to the economy at large (Morrissey, 2012).
If extractive FDI is to leave a lasting benefit
on the Tanzanian economy, it is essential that
revenues are extracted and distributed fairly
and that linkages are formed with local indus-
try. In particular the latter aspect has received
less attention in the recent literature on re-
source extraction and FDI (Morrissey, 2012).
However, as several authors have argued, the
formation of linkages with local industries
is absolutely key if host countries are to see
spillovers and other lasting benefits from FDI
(Markusen &Venables,1999; Blomstrom et al.,
2000; Javorcik, 2004; Gunther, 2005; Hansen
et al. 2006; 2009; UNIDO, 2012; Amandolag-
ine, 2013). In this paper we will examine the
linkage issue from the Tanzanian perspective.
We will first look at MNC linkage practices in
Tanzania and then move on to discuss the fac-
tors shaping these practices.

3. THE BREADTH AND DEPTH
OF LINKAGES IN TANZANIA

FDI linkages in extractives are, like all linkag-
es, vertical or horizontal. Vertical linkages are
cither backward or forward. Backward linkag-
es are collaborations with suppliers of equip-
ment, raw materials or components. They can

also be providers of services such as security
services, transport and logistics services, main-
tenance services, engineering services, etc.
Forward linkages are with processing firms,
exporters, handlers, distributors etc. Horizon-
tal linkages are linkages with other extractive
companies in the same industry, involving, for
example, technology agreements with local or
international extractive firms, or joint venture
collaborations with local (often state-owned)
mining companies. Linkages can be measured
according to how common they are (breadth)
and how intense (depth) (Mortis et al. 2011a).
‘Breadth’ refers to the number and volume
of exchanges in linkage collaborations, while
‘depth’ refers to the degree of exchange of
knowledge and reciprocity in the linkage col-
laboration.

3.1 Horizontal linkages

Foreign investors can work with local firms in
the same industry, partly through equity linkag-
es and partly through strategic alliances. To be
beneficial to the host country, horizontal link-
ages require there to be local firms within the
same industry that can learn from the foreign
investor through direct collaboration or spill-
over effects such as competition and demon-
stration effects (Scott-Kennel and Endervick,
2004). There are potentially two types of
horizontal linkage present in Tanzania, name-
ly those with small-scale, often artisanal local
mining industries and those with state-owned
extractive companies.

In gold mining, Tanzania has a sizable arti-
sanal and small-scale gold mining industry (in
the following dubbed ‘artisanal mining’) that
was present long before the large foreign gold
firms arrived in earnest in the 1990s. This in-
dustry used to employ an estimated 500,000
people (Curtis and Lissu, 2008) and account-
ed for the bulk of gold mining in Tanzania.



DIIS WORKING PAPER 2013:22

Artisanal gold mining is to a large extent out-
side the official economy and often takes place
under horrendous working conditions, with
frequent accidents and deaths. While employ-
ment in the artisanal gold-mining industry
plummeted to approximately 170,000 people
in 2007 (Curtis and Lissu, 2008), this industry
was still estimated to account for about 10%
of total mineral production in Tanzania, with
a value of USD 55 million per year. Part of the
reason for the decline of the artisanal mining
industry was the arrival of foreign investors in
the 1990s, which essentially meant that large
parts of the artisanal industry were crowded
out by larger and more efficient foreign firms.
However, the crowding out effect was argued
to be due not only to the greater efficiency
of foreign MNCs, but also to the preferen-
tial treatment given to foreign investors (e.g.
in terms of being granted prospecting and
mining licenses and tax exemptions) and the
outright neglect of local artisanal industries
(Bourgouin, 2011; Curtis and Lissu, 2008). A
main point of the literature on artisanal mining
is that it is very rare to find linkages (e.g. joint
ventures, technology collaboration or joint
exporting) between foreign mining firms and
the local artisanal industry. The few exceptions
are that Dalnick Metal Ltd. allegedly increased
productivity and facilitated the production
of spare parts in Tanzania by leasing mining
equipment to local mines (Kweka, 2009) and
that a certain level of skills migration has tak-
en place, with, for example, engineers trained
in gold mining MNCs moving to local firms
(Mortis et al. 2011b).

Another form of horizontal linkage in
Tanzania is joint ventures with state-owned
enterprises. The joint venture collaborations,
which were common before liberalization in
the 1990s, were typically ‘forced marriages’ in
the sense that local partnerships were made
a precondition for foreign investment. Thus,

Tanzania formed state-owned extractive cor-
porations that were aimed at building compe-
tencies in extractive operations and eventually
running them themselves. In oil and gas the
Tanzanian Petroleum Corporation was estab-
lished in 1973, and in mining the State Mining
Company Ltd. (STAMICO) in 1972. Accord-
ing to Kweka (2009), little learning took place
in these joint ventures, and no Tanzanian ex-
tractive corporation reached a skills and tech-
nology level where it could undertake mining
operations alone (Kweka, 2009). In the case
of STAMICO the company failed to maintain
adequate levels of reinvestment, and gold pro-
duction plummeted (Lundstel et al., 2013).

Mandatory horizontal linkages were aban-
doned with liberalization in the 1990s, partly
encouraged by the World Bank’s recommenda-
tions, as stated in a 1992 World Bank position
paper on mining (World Bank, 1992). Howev-
et, recently Tanzania has started reconsidering
the role of ‘national champions’ in natural re-
source extraction. The mining legislation of
2010 opens up makes possible Tanzanian state
co-ownership of mining operations (see be-
low), and a number of state-owned extractive
companies have been established or re-invig-
orated. In oil and gas, the Tanzanian Petrole-
um Corporation has been assigned a key role
in the rising gas industry, where it is hoped that
joint ventures with foreign MNCs will lead to
knowledge transfer and skills upgrading. Sim-
ilarly, the National Development Corporation
(NDC) is designated to play a key role in the
development of industrial minerals such as
coal and iron.

3.2 Vertical linkages

One way to get an impression of the scope of
vertical linkages is to look at indirect job-crea-
tion on the part of suppliers and subcontrac-
tors. The estimates of indirect job-creation
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SHAN TA GOLD (SHANTA MINING CORPORATION)

Shanta Gold is a British and Canadian owned company established in Tanzania in 2001. The company is involved
in the exploration, development and mining of gold in five different areas in Tanzania. The company was publicly
listed on the London Stock Exchange’s Alternative Investment Market and the FTSE sub-sector of Gold Mining
in 2005. The initial investment was of USD 76.752 million and there were 100 employees: This has since grown to
950 employees and a total investment of USD 165.680 million. The company has spent considerable time and
resources in the exploration phase of its operations, currently operating two mines, and engaged in advanced
exploration and development in three other mining areas.

Estimated procured items % out of Local Foreign
the total Purchases Purchases
procurement (%) (%)
Services Consultancy 5% 80% 20%
Cleaning 1% 100% 0%
Security 1% 20% 80%
Transport 0.5% 100% 0%
Banking 0.5% 80% 20%
Catering 10% 2% 98%

Works Construction 20% 10% 90%
Repair and Maintenance 5% 2% 98%

Goods Capital Goods 60% 0% 100%
Consumable Goods 5% 0% 100%
Not accounted for 0%

More than 80% of turnover is procurement. The key suppliers for the company have been companies involved
in the provision of capital and consumer goods and consultancy services. Most of these suppliers have been
dealing with the company for more than 7 years. The key suppliers providing consultancy services have been
highly preferred for a long petiod of time as they provide quality service. By far most of the procurement is
foreign. In contruction and capital goods, which together account for 80% of procurement, there are almost
exclusively foreign inputs. Also catering is more or less foreign. Only in transport, banking and cleaning has it
been possible to achieve high local procurement shares. The company acknowledges that in the first phase of
exploration the procurement activities were not well organized and no department or unit was set for this
function.However when operations commenced in 2011, a department was made responsible for procurement
activities. While the government puts pressure via the Mining Act of 2010 in using local suppliers, it is very
difficult. There are two reasons why the company has problems sourcing locally: lack of professionalism among
suppliers and poor communication (before, during and after contract fulfillment). So far the company doesn’t
have any initiatives or a policy aimed at developing the local suppliers but the company is planning an interven-
tion to develop the local suppliets.

Apart from the local levies provided to the council authority where it operates, taxes paid and local procurement,
no other support is provided to improve the local economy. One of the big challenges related to local communities
is local artisans who delay vacating areas acquired by the company for exploration or even invade areas belonging
to the company.

Source: Interview, August 2013
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in Tanzanian extractives are wildly fluctua-
ting. On the one hand, unconfirmed industry
assessments claim that in 2004 gold mining
created 8000 direct jobs (including both mine
employees and contractors) and 45,000 addi-
tional jobs in related and supporting indus-
tries, a factor 5-6 indirect employment effect.
In preparing its multibillion dollar invest-
ment in developing offshore gas extraction
of the coast of Lindi and Mtwara, British
Gas (BG) has estimated the multiplier effects
of their investment using a methodology de-
veloped by the ICMM (2011). Here BG esti-
mates that its investment will create 3-5000
direct jobs and more than 8000 indirect jobs.
If all direct, indirect and induced effects (in-
come effects) are included, each job at the
LNG plant will create five to six additional
jobs. BG also predicts that most of the jobs
are created in the establishment phase (Hud-
son, 2013). Other studies of extractives from
other countries confirm that extractives of-
ten have significant multiplier job effects, al-
though the estimates vary significantly across
sectors and countries (McMahon and Remy,
2001; Lundstel et al., 2013).

Another way to measure the scope of link-
ages is to assess the share of procurement
that is local. We conducted case studies of
three major mining operations in Tanza-
nia, namely Shanta Gold, Barrick Gold and
Richland. The case studies suggested that
procurement (locally bought or imported) is
typically very high in Tanzanian mining (be-
tween 65% and 85% of turnover). This re-
flects the fact that mining MNCs have out-
sourced functions and activities to a very high
degree. However, much of the procurement
consisted of imported goods. In the case of
Richland, local procurement was significant
in catering, construction and consultancy, but
these accounted for less than a third of total
procurement. In Barrick, local procurement

was high in transport, banking, construction
and maintenance, but these accounted for
less than a quarter of total procurement. In
Shanta Gold, local procurement was impor-
tant in consultancy, cleaning, transport and
banking, but these accounted for less than
10% of total procurement. In short, while
local firms in Tanzania have made inroads
in regard to construction, transport, banking
and consultancy, local procurement has been
difficult to build in all three cases. Motreovet,
it is suggested that even these low numbers
may be inflated, as local purchases through a
local representative office or the dealerships
of a global supplier for some MNCs qualifies
as local procurement (Hanlin, 2011). At the
end of the day, as little as 5% of value added
in Tanzanian gold mining may be truly local
(Curtis and Lissu, 2008, confirmed by corpo-
rate informants).

While there are examples of local link-
age formation within mining and extrac-
tives and while inroads into certain areas
have been made, the general impression
from the limited literature is that linkag-
es between foreign investors in extractives
and local firms in Tanzania are few and
shallow:

* Mjimba (2011), in his study of Tanzanian
gold mining, finds that weak, unfocussed
and uncoordinated Tanzanian legislation
has resulted in very few and mostly shallow
linkages from the gold mining operations.
Local purchasing only exists in confined
areas and in areas where there is low ‘com-
plexity’ and ‘criticality’. Where inputs are
‘critical’, MNCs prefer to use their inter-
national preferred suppliers or alternatively
internalize the activity. Even the nominally
‘local’ firms often had foreign ownership;
for instance, although security services
were frequently provided by firms domi-
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RICHLAND RECOURCES LTD (TanzaniteOne)

Richland Resources Ltd, formertly TanzaniteOne, is a Bermudian registered holding company and is the wotld’s
largest miner and supplier of the rare gemstone tanzanite which is only found in Tanzania, in the foothills of
Mount Kilimanjaro. Richland Resources Itd invested USD 56 mill in Tanzania by 2012 and has 670 employees. In
2011, the company made a profit of USD 0.7 million, however, heavy losses were suffered in 2012 partly due to
illegal mining activities in the area. The company considers its mining operations to be modern, low-cost opera-
tion and boasts an exemplary safety record and it claims to apply international best practice in the design and
implementation of its employment, social and environmental policies.

The company procures between 60 -75% of turnover, depending on the stage of the project lifecycle and the level
of activity. In 2008, it was decided not to outsource catering, cleaning, transport and security services but to keep
it in house. This explains why this company, compared to other extractive firms in Tanzania appear to have
relatively low procurement. The company’s purchases from external sources are cutting, gemmological equipment
and other mining equipment, earthmoving equipment, future, fittings and some improvements to leased premises,
infrastructure and surface buildings, motor vehicles, office equipment, raw materials and other consumables used.
Most of the suppliers are foreign firms that have the status of key suppliers. These suppliers have typically been
dealing with the company for more than 6 years.

Estimates of procured Items % out of Local Foreign
the total Purchases Purchases
procurement (%) (%)

Services Consultancy 5% 40% 60%

Catering, security and 10% 90% 10%

transport

Banking 2% 20% 80%
Works Construction 15% 100% 0%

Repair and Maintenance 5% 0% 100%
Goods Capital Goods 30% 0% 100%

Consumable goods- 25% 0% 100%

Not accounted for 8%

In terms of local procurement, the Mining Act of 2010 and Mining Policy in 2009 of the United Republic of
Tanzania require the company to submit procurement plans annually to the Ministry of Energy and Minerals. The
annual procurement plans should state in clear terms, the names and nationality of each present supplier of goods
and services for each mining project. Although the government does not restrict the mining companies to use
local suppliers, Richmond Resources Ltd has provided priority to local supplies in case they meet the required
standards and quality desired. However, several challenges have been encountered when dealing with the local
suppliers notably; late deliveries or no deliveries at all; poor quality of deliveries; and lack of sufficient capital to
honour contracts. However, the company notes that foreign suppliers are not without problems either. For
instance, foreign suppliers also have issues with deliveries and in some instances they have lacked flexibility as they
had started consider themselves to be the only suppliers.

Richmond Resources Ltd seck to support the local communities in which it operates and in the case of Tanzanite-
One Mining 1.td, this includes not only its designated mining area but also the entire district and region. Several
initiatives have been undertaken to support the local community, such as bursaries for secondary school students,
the construction of a village water plant and a reverse osmosis plant, water supply for primary schools, and
construction of roads, police stations and schools as well as a fence for a water pipeline.

Source: Interview, August 2013



DIIS WORKING PAPER 2013:22

ciled in Tanzania, many of these were run
by Tanzania-resident South Africans and
Zimbabweans. Mjimba finds that only in
the exploration phase does it appear that
Tanzanian firms — mainly geochemical ser-
vice firms — have made some inroads so
that four out of fourteen exploration firms
were Tanzanian. Mjimba speculates that
the lower capital requirements in this phase
of the investment cycle create the greater
inclusion of local service providers.

* UNECA reports that the big gold mining
companies AngloGold Ashanti, Resolute
and Africa Barrick have their own corpo-
rate exploration departments and that local
content is limited to drilling services and
logistics in exploration and fuel, equipment
maintenance, and basic services in mining,
Morteovet, it is noted that most of the ser-
vices and goods are imported (UNECA,
2013).

e Kweka, in a study of the gold industry,
reports that the mining operations of
MNCs have only been integrated into the
local economy to a limited degree (Kweka,
2009).

* The Tanzanian Investment Authority (TIC,
2008) reports that the dominant mining in-
vestments have “very insignificant sectoral
linkage and multiplier effects”, especial-
ly when compared to other areas of FDI
such as cotton or tourism.

¢ Diyamett et al. (2011), in a study of fifty
mining operations, concluded that in min-
ing, linkages were few and that the MNC
operators gained most inputs through im-
ports. The only situation in which techno-
logical spillovers took place was through
joint explorations between foreign and lo-
cal mining firms, and training activities.

* Morris et al. (2011b) concluded their study
of extractive FDI in eight African coun-
tries by stating that Tanzania was the weak-

est performing country with regard to
linkages and that linkage development was
‘regressive’ in Tanzania, contrary to most
other African countries studied.

While mining MNCs in Tanzania appear to
use local suppliers to only a limited degree,
they are, as the three case studies suggest,
still procuring large quantities of inputsfrom
foreign-owned suppliers, some of whom are
located in Tanzania. Mjimba (2011) explains
that numerous foreign suppliers have estab-
lished a presence in Tanzania to be able to
service the mining operations. One exam-
ple is camp management services, where the
Sandvik Mining and Construction Corpora-
tion supplies drilling machinery through its
representative office in Tanzania. This com-
pany sold equipment with virtually no local
value added. Even food and beverages were
sourced internationally. Hence catering ser-
vices for expatriates and senior mines per-
sonnel in the major mines are organized by
foreign firms such as Sodexho and All Ter-
rain Services.

3.3 Summary

Overall, it seems that the Tanzanian case, in
spite of examples to the contrary, and taking
into account the scattered nature of data, re-
sembles a classic ‘enclave’. Horizontal link-
ages are rare, and the impact of MNC in-
vestment on local artisanal producers mainly
comes in the form of crowding out. Also
vertical linkages appear to be few and shal-
low, with local procurement limited to low
value added and non-critical services such as
transport, cleaning and security. Neverthe-
less, there seems to be evidence of a large
potential of horizontal and vertical linkag-
es in the upcoming generation of industrial
mining and gas.
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AFRICAN BARRICK GOLD (ABG)

African Barrick Gold is a Canadian and British owned gold mining company, operating four mines in Tanzania. The company
was established in 2000 and was listed on London Stock Exchange and Dar es Salaam Stock Exchange in 2010. The compa-
ny’s investment in Tanzania has increased from the initial investment of USD 4.2 billion to a current total of USD 6.1 billion.
It has also grown from 2020 employees to 5880 since its establishment. The company is mainly involved in the extraction of
gold however copper concentrates also result as impurities from the extracted gold. For a period of five years the company
has been facing fluctuations in both production and turnover due to fluctuations in the wotld market prices. The company
has been subject to heavy NGO and political attention and has come to epitomize many of the problems related to gold
mining in less developed countries. Whether the fact that Barrick has spun off its Tanzanian operation in a separate company
and has been seeking to sell it off is related to these NGO campaigns or rather to the fact that the Tanzanian operation,
according to internal Barrick figures, is the most costly among its numerous activities around the world, is not known.

The company has outsourced most activities in recent years, and now procure 80-85% of turnover. Transport contraction and
maintenance are to a significant degree sourced to local providers, banking to a lesser extent. Overall, local sourcing accounts
for little more than 20% of total procurement. In 2010, the supply chain was centralized to a large supply chain department
with its own directorate. As a consequence, the company’s global supply base has been reduced from 2500 to 2000 suppliers,
thus reducing costs. The company’s key suppliers are those who supply capital goods and consumer goods. These have been
in a position to deal with the company for more than 10 years, so they understand the company specifications.

Procured Items % out of Local Foreign
the total Purchases Purchases
procurement (%) (%)

Services Consultancy 10% 2% 98%

Cleaning 5% 0% 100%
Security 1% 0% 100%
Transport 0.5% 100% 0%
Banking 2% 20% 80%
Catering 10% 2% 98%
Works Construction 10% 100% 0%
Repair and Maintenance 10% 50% 50%
Goods Capital Goods 15% 0% 100%
Consumable goods- 30% 0% 100%
Not accounted for 23% - -

The company has initiated local procurement programmes, partly in response to the strong pressure the company has
been under from NGOs and government. However, the company raises some concerns when dealing with local suppli-
ers notably; poor communication. For instance, in a procurement of branded shirt uniforms (a contract of around USD
200,000), the supplier was contacted by email but lost the contract as it did not respond to the email. The local suppliers
lack professionalism in the way they conduct their business practices not respecting the contract terms. Moreover, the
quality of the goods or services offered by most local suppliers is low standard and often prices quoted are inflated
unnecessatily. Lastly local suppliers lack capital to finance delivery on contracts. Seeing the challenges raised above
Barrick has sought to assist e local suppliers to improve performance and a desk has been set aside to deal with both
international and local key suppliers. The company has undertaken the following supplier development initiatives:
initiatives; seminars, one to one meetings, training on business ethics, preparation of supplier guide book, and provision
of financial support by paying in advance before delivery (paying them within two weeks instead of four weeks). The
company notes that there are also problems with foreign suppliers. It would be helpful if government ensure all suppliers
are registered and recognized and create a unit responsible for listing and blacklisting all suppliers in the country.

The local community and NGOs have increasingly been putting pressure on Barrick to ensure larger contributions to
the local community. There have been several uprisings such as strikes, sabotages and invasion of the mines. As a result
Barrick has become involved in a number of activities aimed at boosting the capacity of the local community such as the
construction of hospitals and schools, sponsoring education of employees, support of a number of local progams
thorugh the “Maendeleo” Fund (Development Fund).

Source: Interview, August 2013
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4. FACTORS SHAPING LINKAGE
FORMATION IN TANZANIA

In the following, we will search for explana-
tions for the current state of linkages in Tan-
zania and identify factors that may promote
a broadening and deepening of linkages in
Tanzanian extractive sector in the future. We
will argue that the scope and depth of link-
ages depend on four sets of factors and their
interplay, namely local factors such as govern-
ment and local industry factors, as well as for-
eign factors such as MNC- and donor-related
factors.

4.1 Government influences on
linkage formation

4.1.1 General industrial policies and strategies
Industrial policy in Tanzania is a textbook
example of ambitious state-led industri-
al development plans that collapsed in the
face of economic fundamentals and was re-
placed with almost their opposite, highly lib-
eral open-door economic policies. In recent
years, the Tanzanian government has sought
to re-formulate its industrial policy to make it
more targeted and to ensure that the private
sector contributes more effectively to devel-
opment objectives such as job creation and
skills development. Hence, the government
has adopted an array of plans for develop-
ing the private sector, including Big Results
Now, the First Five Year Development Plan
(2011/12-2015/16), Tanzania Development
Vision (TDV) 2025, the 2005 Mini Tiger Plan
and the latest, the Integrated Industrial Devel-
opment Strategy 2025. A plethora of generic
plans and a similar multitude of sector-speci
fic plans related to Trade, SMEs, EPZs, Agri-
culture, Tourism and Mining should be added
to this. The combined aim of all these poli-

cies is to turn Tanzania into a middle-income
country by 2025. FDI plays an important
role in these industrial development visions,
strategies and policies.. And just as the gen-
eral industrial policy framework has moved
from state dirigisme in the 1960s-1980s via
liberalization in the 1990s and 2000s towards
more assertive approaches in recent years, in-
dustrial policy as it relates specifically to for-
eign investors has moved from restrictive ap-
proaches via ‘passive open door’ approaches
towards ‘selective targeting’ approaches very
recently.

Tanzania is notorious for its eatly state-
led industrialization strategy. In 1967, Tan-
zania adopted the Ujamaa policy as part of
the Arusha Declaration, essentially a socialist
policy of state dirigisme and self-reliance. It
prescribed the nationalization of major eco-
nomic sectors, the indigenization of ‘foreign
interests’ (including those of non-ethnic Af-
rican origin), self-reliance and the introduc-
tion of economic planning according to so-
cialist principles (Therkildsen and Bourgouin,
2012). In connection with Ujamaa, the Tan-
zanian state sought to control the extractives
sector, allowing in only a few foreign inves-
tors, and even then only as partners of the
state-owned mining corporations. The Uja-
maa policy collapsed in the early 1980s due to
serious current account deficits, partly caused
by an increasingly unproductive state-con-
trolled sector. As a consequence of the eco-
nomic crisis, Tanzania was made subject to
Structural Adjustment Programmes (SAPs)
formulated by the IMF and the World Bank.
The SAPs prescribed, among other things,
the removal of subsidies, the privatization of
state-owned enterprises, export promotion,
deregulation, the removal of trade controls
and the liberalization of foreign exchange.

By the mid-1980s, Tanzania embarked on a
reform programme that fundamentally broke
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with the socialist past, implying the rolling
back of state planning and opening most sec-
tors up to private investment, foreign as well
as domestic (Nord et al., 2009). In 1992, with
donor support, Tanzania adopted an ambi-
tious privatization programme — the Para-
statal Sector Reform Programme (PPRSP)
— which led to the mass privatization and di-
vestment of the then approximately 400 para-
statals (Mjimba, 2011), including the national
brewery and cigarette, soft drinks and cement
companies.

4.1.2 Foreign direct investment regulation

As part of the deregulation and privatization
efforts of the 1980s and 1990s, Tanzania un-
dertook a radical change in its approach to
FDI.Restrictions on foreign investors were
gradually removed and various measures to
promote FDI initiated. In 1990 Tanzania
approved a National Investment Promotion
Policy and Investment Code and established
the Investment Promotion Center (IPC). In
1997 this early investment regulation was re-
placed by the Tanzania Investment Act, ac-
cording to which Tanzania was opened up
to investors in most sectors. The legislation
actively promoted FDI through import duties
and VAT exemption on capital goods, as well
as import duty drawback schemes. The leg-
islation further allowed for foreign investors
to use expatriate staff depending on the sec-
tor, and it guaranteed repatriation of profits
and earnings. Investment became guaranteed
against expropriation, and Tanzania became
a member of the WTO in 1995, the Inter-
national Centre for Settlement of Invest-
ment Disputes (ICSID) and the Multilateral
Investment Guarantee Agency (MIGA). As
a consequence, National Treatment (treating
foreign goods no differently from domesti-
cally produced goods) was extended to most
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industries and sectors. The reforms also es-
tablished the Tanzanian Investment Center
(TIC) to replace the malfunctioning IPC. The
ambition was that the TIC should become
a one-stop center aimed at promoting and
coordinating investments. To further attract
export-oriented foreign investors, Tanza-
nia established a number Export Processing
Zones (EPZs) and Special Economic Zones
(SPZs). The EPZs were regulated through
the Export Processing Zone Act of 2002
and sought to transform local supplies into
exports through various local procurement
and export incentives. SEZs were regulated
through the Special Economic Zones Act of
2006 and designated special economic zones
as objects for FDI. As a consequence of all
these reforms, Tanzania ended up with a
highly open FDI regime with unconditional
repatriation of profits, license fees, remit-
tances from expatriates, etc.

Specifically for mining, the 1990 Invest-
ment Promotion Policy removed the re-
quirements for government participation
in mining. In 1994 a Mining Sector Policy
Framework was set up, stipulating the divest-
ment of state-owned mines, reforming the
regulatory framework, establishing a fiscal
regime to govern mining and strengthening
institutional capacity in the Mineral Resource
Department. According to Butler (2004), the
liberal stance on foreign investments in min-
ing was inspired by recommendations made
by the World Bank in the 1992 ‘Strategy
for African Mining Technical Paper’ (World
Bank, 1992). This paper criticized the pre-
vious local content, local employment and
local ownership requirements and specifi-
cally recommended the state not distinguish
domestic from foreign investors and not use
mining as an engine of employment genera-
tion. The World Bank provided institutional
and financial support for reforms along the
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lines suggested in the paper. While, as argued
by UNIDO (2012; 19), “the liberalization
agenda the government has diligently fol-
lowed since the 1990s has paved the way for
major investments in several resource-based
sectors”, concerns regarding these liberal pol-
icies mounted during the 2000s. As a conse-
quence of these concerns, by the mid-2000s
the Tanzanian government started contem-
plating a more assertive approach to extrac-
tive FDI. The new approach focused on two
issues: 1. How to increase revenues through
taxation; 2. How to promote linkages with
the local economy.

4.1.3 Gaining revenues from FDI

In the wake of liberalization in the eatly
1990s, Tanzania introduced provisions for the
taxation of mining investors as well as claus-
es stipulating exemptions. Tanzania therefore
sets requirements for corporate income tax,
royalties, a withholding tax, exemptions from
indirect taxes and deductions for capital in-
vestments. While these impose both costs
and gains for foreign investors, the measures
were formulated in a situation in the 1990s
when Tanzania was eager to make the coun-
try more attractive to foreign investors. The
focus on FDI attraction resulted in what,
according to many observers, were too low
revenues from extractive FDI. For instance,
in the Financial Year 2006/2007, exemptions
for gold mines had a value of USD 769 mil-
lion and of USD 538 million the following
year (Cooksey, 2011a). This contrasts with to-
tal tax paid between 1997 and 2007 of USD
429 million. Lundstel et al. (2013) estimate
that the Tanzanian mining sector has histori-
cally generated less than its potential revenue.
At the minimum it would be expected that
revenues would have a similar share of total
revenues as the sector’s share of GDP, but at

2.3% of revenues compared to 3.1% of GDP
on average in 2008-2011, revenues fall short
of this expectation. Lundstel et al. (2013) cal-
culate that potential revenues in Tanzania are
136% higher than actual revenues.

The below-potential revenue can be attrib-
uted to widespread tax exemptions and de-
ductions as well as ineffective tax collection.
Likewise, there have been concerns regarding
arbitrary decisions, delays and a lack of ap-
peals in cases involving Tanzania’s taxation of
mining (Cooksey, 2011a). Moreover, several
authors point to rent-seeking by authorities
as a cause of low revenues. Cooksey and Kel-
sall (2011) report on the so-called Alex Stew-
art gold audit corruption case which involved
key public officials, as well as the Meremeta
Ltd. case, where gold and mining purchases
were used to finance military procurement.
Similarly Curtis and Lissu (2008) imply that
Mining Development Agreements (MDAs)
have been subject to rent-seecking practices,
thus diverting government revenues into pri-
vate pockets and/or leading to lost revenues
for the government.

The lack of revenues from minerals FDI
motivated a number of government studies
and commissions during the 2000s, culminat-
ing in the new Mining Act in 2010. This le-
gislation removed some exemptions, in-
creased royalty and taxation levels, and ena-
bled government shares in extractive opera-
tions free of charge (Lundstel et al., 2013).
However, these reforms will only impact on
revenue in the longer term, as ‘financial stabi-
lization clauses’ (clauses that stipulate legisla-
tive and contractual financial responsibilities
of the contracting parties as part of MDAs
and that are subject to investment arbitration
(OECD, 2013)) obviously constrain the abil-
ity to generate additional revenue in already
contracted concessions. Tanzania also creat-
ed a semiautonomous mineral audit agency

21
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(Lundstel et al, 2013) to address the problems
related to corruption and rent-seeking, Final-
ly, Tanzania signed up to the Extractive In-
dustries Transparency Initiative (EITT), which
promotes accountability and transparency in
extractive industries. While it is too eatly to
draw conclusions regarding the effectiveness
of these revenue-generating measures, recent
government figures suggest a 59% increase
in revenue generation from mining between
2011 and 2012 (Guatdian, 14/7 2013). More-
over, depending on the revenue-sharing
schemes adopted in the upcoming gas and
mining projects, government revenues from
extractives are projected to become the most
important source of government revenue in
the future (Ledesma, 2013).

4.1.4 Promoting linkages with the local
economy

As mentioned above, Tanzania’s FDI and
mining legislation takes a rather liberal ap-
proach to foreign investors. Nevertheless,
the government has made attempts to pro-
mote linkages. For instance, the 1998 Mining
Act says that the act should assist in devel-
oping the country’s ability to provide inputs
to the sector. The act also makes possible
the promotion of forward linkages, as well
as incentives for the development of local
value-adding activities. There are provisions
for succession programmes, that is, specific
programmes for gradually replacing foreign
expatriates with local employees and reserv-
ing certain parts of the exploration cycle (e.g.
prospecting licenses, reconnaissance, mining
licenses and special mining licenses) for local
Tanzanian companies, defined as companies
that are solely owned by Tanzanian citizens.
However, all subsequent licenses can be sole-
ly foreign, and the local licenses obtained in
the exploration phase can be sold to foreign
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firms, provided they engage in joint ventures
with the local firm. The 2010 Mining Act
further stipulates that MNCs seeking pros-
pecting and mining licenses are expected to
draw up lists of goods and services that can
be provided by local firms, something that
may enhance opportunities for local firms to
serve as suppliers to the foreign investors.
The act also promotes horizontal linkages.
Hence, according to the act, the Minister of
Energy and Minerals can now require for-
eignh companies to give the government a
free owner share in return for a Mining De-
velopment Agreement (MDA). Finally, there
are provisions to facilitate the establishment
of training institutions to develop indus-
try-supporting skills, as well as to encourage
foreign investors to contribute to the devel-
opment of skills and capabilities.

However, it is noticeable that there are
no mandatory provisions for linkages in the
Tanzanian mining legislation. By avoiding
mandatory requirements such as local con-
tent requirements, Tanzania no doubt avoids
conflict with the provisions of the WTO
TRIMs agreement (Trade Related Investment
Measures), which considers trade-related
performance requirements as breaching the
National Treatment Principle. Moreover, the
provisions that do exist are all vague, and the
process of forming linkages is largely left to
market forces. As Mjimba argues (2011), the
problem is that the Mining Act lacks specif-
ic targets, monitoring mechanisms or incen-
tives and sanctions related to reaching the
overall development objectives. Even though
the Mining Act mentions the importance of
training and technology institutions, it fails to
establish effective provisions for developing
local capacity in the mining field. Moreover,
other parts of the Tanzanian investment
framework directly counter local linkage de-
velopment. Hence, the Mining Act stipulates
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employment, VAT and duty exemptions for
foreign investors, as well as duty drawback
schemes for imports of capital goods and
other goods and services. This obviously
provides a disincentive to foster local linkages
and puts local suppliers at a disadvantage, as
they do not have access to such exemptions.
In fact, local suppliers face a ‘double disad-
vantage’, as they not only face higher tariffs
but also have to operate in a deficient Tan-
zanian business environment. These policy
inconsistencies have made several observers
conclude that the lack of linkages and the
shallow nature of linkages can mainly be at-
tributed to the policy regime (Mjimba, 2011;
Kweka, 2009).

The lack of specific and mandatory pro-
visions for linkages in Tanzanian legislation
has drawn a lot of criticism over the years,
and recently change seems underway. Hence
local content and ownership requirements
are contemplated as part of several pieces
of legislation under preparation, including
the Gas Act, the Minerals Act, the Land
Legislation Act and the Investment Road
Map exercise.

4.1.5 Business environment

Linkage formation is not only affected by
specific linkage measures, but also by the
quality of the general business environment.
While the business environment has been
high on the agenda since the late 1980s and
numerous initiatives have been implemented
to improve it, the Tanzanian business envi-
ronment remains among the worst in Afti-
ca. Where some countries have made huge
strides forward — for example, Ghana moved
from 101 to 65 in the World Bank’s Doing
Business Index — Tanzania stagnated. Hence,
the World Bank ranked Tanzania 125-140 out
of 183 countries from 2005-2012, and it even
slid backwards over this period (see Figure
0). Likewise, the Global Competitiveness Re-
port (2011/12) ranked Tanzania 113 out of
139 countries. The IMF has suggested that
the problems related to the Tanzanian busi-
ness environment consist of “burdensome
licensing procedures, reflected in high start-
up costs, insufficient access to credit, restric-
tive labor regulations, difficulties in register-
ing property and poor property rights, and
very poor infrastructure” (IME, 20006; 9). An

Figure 6. Tanzania’s Overall Ranking in Ease of Doing Business

Doing Business (DB) Report DB 2009
Overall Rankings 126
Starting a Business 1
Dealing with Construction Permits 175
Employing Workers 133
Registering Property 145
Getting Credit 84
Protecting Investors 88
Paying Taxes 113
Trading Across Borders 105
Enforcing Contracts 31
Resolving Insolvency 113

Source: World Bank Doing Business

DB 2009 DB 2009 DB 2009
131 125 127
120 122 123
178 177 176
131 80 78
145 155 158
87 96 98
93 93 97
119 123 129
108 115 92

31 33 36
113 120
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Figure 7. The most Problematic Factors for Doing Business

Corruption

Access to financing

Inadequate supply of infrastructure
Tax rates

Tax regulations

Crime and theft

Inefficient government bureaucracy
Inflation

Poor work ethic in national labor force
Inadequately educated workforce
Restrictive labor regulations
Foreign currency regulations

Poor public health

Policy instability

Government instability/coups

o

Source: ADB 2013

AfDB (2013) survey among business experts
and leaders found that the main problems
with the Tanzanian business environment are
related to corruption, followed by financing
and taxation. Infrastructure, inefficient gov-
ernment bureaucracy and a lack of education
and skills in the work force also rank high on
the agenda (see Figure 7).

Looking at the business environment for
extractives specifically, the Fraser Institute of
Canada assesses the quality of mining juris-
dictions around the world. According to this,
Tanzania has a very large mining develop-
ment potential but needs to establish good
institutions to manage these resources. How-
ever, the actual quality of Tanzania’s minerals
resource management has made the country
slide from a position as number 48 in 2004-
2005 to a position as number 68 out of 71
jurisdictions in 2008-2009 (Cooksey, 2011a).

The problems of the institutional environ-
ment surrounding extractive FDI may have
serious repercussions for FDI level, profile
and impact. First, a difficult business envi-
ronment may affect the relative attractiveness
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of Tanzania compared to other natural re-
source-rich locations and lead to foregone in-
vestments, thus reducing linkage opportuni-
ties. Second, a difficult business environment
may severely undermine efforts to form link-
ages with local industry. This aspect is often
overlooked in the debate over the influence
of business environments on FDI. A diffi-
cult business environment may constrain the
development of viable local supplier firms;
indeed Perkins and Robbins (2011) argue that
the limited extent of linkages in Tanzanian
mining can be attributed to a bad business en-
vironment and infrastructure shortcomings
which curb development of the domestic en-
terprise sector. Moreover, a difficult business
environment may render contract-based col-
laborations between MNCs and local firms
difficult to establish and maintain due to inef-
ficient contract enforcement institutions and
uncertainty regarding contracts.

Donors have put strong pressure on the
Tanzanian government to improve the busi-
ness environment, and organizations such as

SIDA, DFID, DANIDA and the Wotld Bank
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have invested heavily in doing precisely that,
for instance, through the multidonor BEST
programme (Business Environment Strength-
ening for Tanzania) and the World Bank Pri-
vate Sector Competitiveness Project (2000).
As part of the efforts to improve the business
environment, the government has initiated the
so-called Road Map exercise headed by the
Prime Minister’s office, which has a coordinat-
ing role. In spite of all these efforts, however,
huge problems remain, as described above.
The fact that the business environment re-
mains feeble in spite of all efforts to improve
it offers an enigma to outside observers, as
it would seem that Tanzania, with relatively
small investments, could gain huge economic
benefits. One reason for the lack of progress
seems to be a lack of any sincere political
commitment to improve the business envi-
ronment. As Cooksey argues (2011a; 76), “Itis
routine for senior officials, from the President
downwards, to express concern with the (in-
variably critical) points raised by donors, with
promises of action. This invariably involves
delegation to subordinates, and usually noth-
ing much happens thereafter”. Informants at
western embassies trace the problems back
to a left-over mentality from the Nyere era,
where, in spite of the market-friendly rhetoric,
the private sector is viewed with great suspi-
cion. Another explanation offered is that pol-
iticians and administrators have become com-
placent with regard to business environment
reform since investment levels, as suggested
eatlier, have surged over the last decade.

4.1.6 Politicization of linkages

The extractive industry, especially gold, has
been politicized for a long time, and the past
history of gold is to a large extent shaping
the current debates on gas and industrial
use extractives. The liberal approach to for-

cign investors adopted in response to the
collapse of Ujamaa has drawn heavy criti-
cism in recent years, and political pressure
for a more assertive approach to FDI has
mounted. Foreign MNCs are broadly per-
ceived as crowding out local artisanal mines,
extracting (‘unfair’) tax exemptions from the
government and o causing social and envi-
ronmental disruption in local communities.
For many, Tanzanian gold mines, especial-
ly those controlled by Barrick, have epito-
mized the negative consequences of extrac-
tive FDI in less developed countries, and
the mining companies have been subject to
intense campaigns from local and especially
international NGOs (see Cooksey (2011a)
for an overview). During the 2000s, Tan-
zania witnessed highly politicized conflicts
surrounding gold mining over, for example,
evictions of artisanal miners from land ac-
quired by mining MNCs and the perceived
low revenues from extractives.

The politicization of extractives in gener-
al and of linkages in particular has intensi-
fied recently in connection the discovery of
huge gas deposits in south Tanzanian waters.
In May 2013, riots sparked by the govern-
ment announcement that gas finds would be
diverted from Mtwara to Dar es Salaam left
six people dead. The Lindi and Mtwara com-
munities, which are the closest regions to the
planned offshore operations, have argued that
gas should be used and processed in their re-
gions, rather than being transported through
a pipeline to Dar es Salaam. The conflict re-
vealed cleavages not only between regions
but also between parties and along religious
lines. The leader of the opposition party, the
CUF — a party that is mainly supported by
Muslim constituencies — has announced that
the distribution of benefits from gas exploita-
tion will be a key theme in the 2015 election
campaign. Opposition legislators are also try-
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ing to delay approval of the planned pipeline
to Dar es Salaam. For whatever reason, the
adoption of a Natural Gas Policy has been
delayed, and there is no expectation of it be-
ing approved before late 2013.

The politicization and indeed radicalization
of the linkage issue is of deep concern to in-
vestors, who hitherto have been able to rely
on the high level of political and macro-eco-
nomic stability in Tanzania and on a firm
government commitment to investment pro-
motion and protection. However, this may
change in the future as political competition
for the spoils of extractive FDI intensifies.
BG and Statoil’s delaying of the final decision
to invest in a USD 15 billion LNG plant until
2016 may partly be related to uncertainties re-
garding the political environment in Tanzania
for oil and gas extraction.

Thus, the Tanzanian government is facing a
very difficult balancing act. On the one hand,
it is aware that any change in the current re-
gime may scare away investors, wary that their
investments may be rendered unprofitable by
stringent new requirements; Cooksey (2011a)
argues that the anti-MNC rhetoric and the
more assertive policies adopted by President
Kikwete since the mid-2000s may already be
affecting the attractiveness of Tanzania for
investors. On the other hand, the govern-
ment needs to satisfy constituencies wanting
a stake in the development and growth op-
portunities provided by the surge in extrac-
tive FDI. With the discovery of large depos-
its of natural resources and the high prices
for them, the Tanzanian government seems
increasingly assured that its bargaining posi-
tion with MNCs is being strengthened and
that it can and should step up pressure on the
extractive sector. Hence, the government is
currently revisiting its relatively liberal invest-
ment regulation in order to promote broader
development effects.
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The political economy of linkages is in many
respects a micro-cosmos of the political econ-
omy of industrial policy in Tanzania. Several
studies have described and analyzed the evo-
lution of Tanzanian industrial policy (see e.g.
Therkildsen, 2011; Therkildsen and Bour-
gouin, 2012; Cooksey, 2011b). A common
thread in this literature is that over a very long
time span Tanzanian politics has consistently
been able to deliver stability and legitimacy,
while being less successful in creating the con-
ditions for the development of productive sec-
tors. Tanzania is characterized by a high degree
of stability, and the ruling coalition supporting
the CCM (previously TANU) has been able to
keep the latter in power over almost fifty years,
which is an achievement, not least given the
fact that since 1995 Tanzania has had compet-
itive elections. This stability can be explained
with reference to the ability of the government
to form coalitions of the major interests within
the ruling party, as well as coalitions with ma-
jor social interests (Therkildsen, 2011; Ther-
kildsen and Bourgouin, 2012). However, while
the government has promoted stability, it has
also, as demonstrated above, been unsuccess-
ful in promoting a broad-based and job-creat-
ing industrialization process in Tanzania. One
reason could be that the interests of private
enterprises have been weakly represented in
the political process. This is partly related to
the ethnic dominance of Tanzanians of Indi-
an and Arab origin in the private sector, which
may have made the government unwilling or
unable to adopt private sector-friendly policies
in the past (Therkildsen and Bourgouin, 2012).
A second reason is related to the survival of
a dirigist and state-control mindset from the
Ujamaa period, which still plays a large role
in political thinking, if not rhetorically, then
in practice. Cooksey (2011b) argues that there
is “a ‘control mentality’ among government
officials, lack of empathy for business needs,
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deficiencies in the legal system and pervasive
corruption”. Third, as seen with the failed
attempt to harvest the low hanging fruits in
improving the business environment, bureau-
cratic infighting and factionalism have under-
mined the implementation of policies adopted
by the government. Based on the weak capac-
ity of the Tanzanian government to promote
industrialization effectively over the decades,
it can be questioned whether the government
has the ability to oversee the development of
the extractive sector to the benefit of Tanzani-
an industrial development.

4.1.7 Summary

In response to the structural adjustment pro-
grammes of the 1980s and 1990s, Tanzania
adopted a relatively liberal approach to for-
eign direct investment in extractives. While
Tanzanian mining legislation set out ambi-
tions regarding local linkages and owner-
ship, there were no mandatory requirements.
Moreover, tariff policies and tax exemptions
for foreign firms undermined efforts to in-
crease local content. The liberal approach to
mining management has drawn widespread
criticism, and since the second half of the
2000s, Tanzania has become more assertive
in relation to foreign investors. The linkage
opportunities related to new discoveries of
gas risk becoming embroiled in a highly polit-
icized debate that is shaped and informed by
more or less valid interpretations of previous
experiences of the gold industry.

4.2 MNC influences on linkage
formation

The scope and depth of linkages are also
shaped by the policies and strategies of
MNCs. Generally, MNCs are poised between
incentives for internalization and incentives

for outsourcing, the current trend being to-
ward the outsourcing of non-core activities
in order to increase efficiency, reduce costs,
diversify risks and acquire access to capabil-
ities (Doh, 2005; Sako, 2006). This tendency
is also evident in the natural resource extrac-
tion industry (Morris et al, 2011a), where a
massive reconfiguration of lead firms’ val-
ue chains has taken place in recent years so
that such firms are increasingly becoming
overseers of complex webs of supplier and
service providers collectively contributing to
the resource extraction process. Obvious-
ly, as outsourcing to a third party may incur
transaction-related costs and risks (e.g. com-
promising reputation, disruption of supply
chains, leakage of technology, etc. (Hennart,
1982)), there are limits to the extent to which
MNCs will outsource activities.

Hence, at the most general level, the extent
of linkage formation in extractives is a result
of lead MNCs’ outsourcing strategies. But
at the operational level, linkage formation is
a result of concrete sourcing and procure-
ment strategies and programmes adopted by
MNCs. Outsourcing is typically a carefully
planned and strategic process, with signifi-
cant resources being invested in identifying,
negotiating with, training and upgrading pro-
spective suppliers and service providers. In
the Tanzanian case, we can identify a num-
ber of such specific MNC strategies and pro-
grammes to foster linkages to local industry,
as described in what follows.

4.2.1 MNC strategies and programmes to fos-
ter linkages.

Some MNCs are seeking to form linkages,
either by adopting local procurement pro-
grammes or by seeking to develop the capac-
ity of the local supply industry. Sometimes
linkage formation programmes are part of

27



DIIS WORKING PAPER 2013:22

MNCs’ commercial strategies and sometimes
they are conceived as an aspect of corporate
social responsibility (CSR).

4.2.2 Local procurement and supplier
development programmes

The main gold mines have or have had lo-
cal procurement programmes (Hanlin, 2011).
This is confirmed by the case studies con-
ducted for this report. Barrick established
a supplier development programme, which
implied running workshops in Dar es Sa-
laam where local suppliers were informed
about the requirements and procedures for
becoming suppliers to Barrick. The Barrick
supplier development programme included
the mapping of suppliers, vocational training
and supplier development. However, after
three years the programme was given up, as
local suppliers were unable to develop sus-
tainable businesses from the linkages. This
was due partly to the high safety and techni-
cal standards required by Barrick and partly
to the challenging business climate for SMEs
in Tanzania.

One MNC currently in the process of de-
veloping a major Tanzanian operation within
industrial minerals interviewed for this pro-
ject reported that it does not yet have spe-
cific local procurement programmes, though
it plans to procure “as much as possible lo-
cally”. The company is developing a shortlist
of prospective local suppliers, here only reg-
istered firms with a bank account and at least
three quotes from other companies. Working
with local suppliers implies a very substantial
investment in contract formulation, reviews
and safety procedures, and the company pre-
dicts that a lot of resources will go into up-
grading and policing the suppliers. However,
“we don’t want to be in the business of de-
velopment”. Hence, the company is adamant
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that boundaries between the government and
the MNC are clearly drawn with regard to
local supplier development: “if government
expects more local procurement, they must
develop local industry; if they expect more
local employees, they must provide voca-
tional training”. A factor placing a limit on
this company’s commitment to local suppli-
er development is that it risks spending large
resources on upgrading local supplies which
may then be wasted if the investment fails or
if the upgraded suppliers find other MNCs
to partner up with. In any case, the compa-
ny does not have high hopes for local pro-
curement in Tanzania. Based on experiences
of other gold mines in Tanzania, the com-
pany expects “5% of value if we are lucky,
depending on how much we can unbundle
our contracts to allow local middle men to
come in”. A particular problem with regard
to this °
of the mine will be outsourced. Hence, it

‘unbundling” is that the operation

will in most cases be the operator who will
work with local suppliers. This means that the
lead MNC must work through its operator
to ensure local sourcing. At some point the
company made an attempt to set standards
for a contractor firm regarding local hiring,
but this led to complaints from the contrac-
tor. Of course, the lead MNC could insist
on local hiring and local procurement at the
contractor firm, “but the problem is that we
don’t have that specific knowledge about his
industry”.

Another MNC interviewed for this pro-
ject was contemplating a large oil and gas in-
vestment in Tanzania. As part of the invest-
ment, the company would seek to procure as
much as possible locally. The company was
currently assessing the local supply capacity,
dividing suppliers into three groups: those
that can serve as suppliers right away, those
that need significant upgrading, and those



DIIS WORKING PAPER 2013:22

that can only become suppliers in the long
term. While the company has the objective of
procuring as much as possibly locally, under
no circumstances will it compromise safety
and health standards. It is admitted that this
policy seriously limits the field of potential
local suppliers. As the company expects to
be in Tanzania for the long haul and knows
that documented contribution to the coun-
try’s development agenda is key to its ‘license
to operate’, it has engaged itself strongly in
local capacity development, for example, by
supporting education and vocational training
activities related to the oil and gas industry,
and more broadly, by facilitating clustering
between potential supplier firms.

From the above rather scattered evidence,
it seems clear that some MNCs are working
with local procurement and supply chain
development. Hence, we find evidence of
supplier screening, training and monitoring.
However, most of the evidence is related to
future investments in industrial extractives
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and gas, and especially in the ““old genera-
tion” extractive investments, it appears that
local supplier development has taken root
only recently . Indeed, based on his review of
the gold mining industry in Tanzania, Mjim-
ba (2011: 4) concludes that “beyond a gen-
eral commitment to local sourcing, at a mi-
cro-level the buying firms have no effective
policies to develop and utilize local linkages
and are not actively developing local capaci-
ty. The firms are taking advantage of liberal
trade policies that permit unrestricted impor-
tation of goods and services destined for the
sector””.

While a lack of “effective policies” among
MNCs may explain weak supplier develop-
ment and linkage formation in Tanzanian
gold, our interviews also pointed toward
some highly tangible practical barriers to link-
age formation. First, MNCs cannot compro-

mise standards related to quality and especial-
ly safety. Due to the inability of Tanzanian
suppliers to meet such standards, local sup-
plies will typically be confined to non-com-
plex and low criticality inputs. Second, deci-
sions about standards for inputs are typically
taken at the headquarters of the MNCs and
not locally. As large MNCs are increasingly
streamlining and standardizing their procure-
ment programmes and standards globally in
order to obtain global scale advantages and
global synergies, they are reluctant to develop
location-specific standards and requirements
that could open up entry to local suppliers
(Hanlin, 2011; Mortis et al, 2011a). Third, the
transient nature of the expatriate workforce
(typically expat technicians and managers op-
erate in eight-week shifts) makes it difficult to
build long-term and sustainable contacts with
local industry. Finally, as mentioned by one
of our corporate informants, lead extractive
MNCs will typically deal only indirectly with
local suppliers, as most of their turnover is
procured from preferred global suppliers and
contractors. Consequently, the main work in
developing local suppliers will have to be un-
dertaken by foreign suppliers and contractors
rather than the lead extractive firms, creating
numerous principal-agent problems in terms
of implementing local content.

4.2.3 CSR and local community development
Local procurement and supplier development
activities are not only part of MNCs’ quest
for efficiency, cost reductions and risk diver-
sification. They are also part of the corporate
social responsibility (CSR) programmes that
today are adopted by most large MNCs. As
part of such programmes, MNCs may foster
linkages with local communities.

The literature provides a number of exam-
ples of MNCs working with local commu-
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nities. As Cooksey reports (2011), between
1999 and 2004 the mining industry spent
approximately USD 12 million on education
projects, health projects, and water projects,
with the latter accounting for more than half.
Kweka (2009) reports that Africa Mashariki
Gold Mines has made investments in excess
of USD 1.5 million in local infrastructure de-
velopment, including investments in health
services, education, water and roads. Kweka
(2009) estimated that by 2008 mining MNCs
had invested approximately USD 35 million
in local community development activities,
concluding that, although these investments
seem small in relation to total mining in-
vestments, they are important to poverty al-
leviation policies at the local level. Ledesma
(2013), in a study of the Tanzanian and Mo-
zambiquan gas industry, reports that compa-
nies that are investing in the natural gas sec-
tor in Tanzania are undertaking community
development programmes and are promoting
public-private partnerships in order to be al-
lowed to undertake investments. Several of
the mining MNCs operating in Tanzania (as
well as the Tanzanian government) are sub-
scribers to the EITI (Extractive Industries
Transparency Initiative), which obliges sup-
pliers to maintain transparency and openness
with regard to the revenues from extractives.

CSR activities are also reflected in our case
studies, where we find that both Barrick and
Tanzanite have local community develop-
ment programmes related to the construction
of hospitals and schools, the sponsorship of
tertiary education and the provision of local
infrastructure, such as water provision and
road construction. One of our corporate in-
formants reported that it has a local commu-
nity development programme, but also that
it is essential to explain to local communities
that there are limits to how much the mine
can do. For this informant, local communi-
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ty management is very much a question of
adjusting expectations, explaining where the
money is going and what local communities
can expect from the mine.

While CSR may be viewed as a non-com-
mercial activity by some MNCs, other MNCs
have a more strategic view of CSR and local
community development. One of our corpo-
rate informants argued that “the better local
relations, the more security”. Thus, in such
MNCs local community and CSR programmes
are viewed as a “license to operate” and as a
risk management tool (Hanlin, 2011). Espe-
cially in mining, local procurement and local
job creation are often necessary to maintain
stable relations with local communities. This
is not least because mines may be located on
communal land, may have severe local envi-
ronmental consequences and/or may infringe
on the activities of artisanal miners (Cooksey,
2011a). Indeed, the business organization BSR
(Hackenbruch and Pluess, 2011) reports that
non-technical risks related to local community
relations, rather than technical and commer-
cial risks, might be the greatest risk factor that
MNC extractive firms face in Tanzania.

4.2.4 The costs of local content seen from an
MNC perspective

Several corporate informants are concerned
that linkage activities may add significantly to
their costs and eventually render investments
less profitable. Barrick reports that the cost
levels of Tanzanian gold mining are among
the highest in the wortld (http://www.barrick.
com/investors/quarterly-reports/default.
aspx). Together with other government-in-
duced costs (taxation, royalties and costs of
compliance with local standards for environ-
ment, health and safety), requirements for local
content may significantly affect the net present
value (NPV) calculation of the mining inves-
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tor. While it is difficult to find evidence that
investors have foregone investments in Tan-
zania due to actual or expected local content
requirements, Cooksey (2011) suggests that
a generally worsening mining investment cli-
mate in Tanzania has contributed to gold mine
investors withdrawing investment (Cooksey,
2011a).

4.2.5 Summary

Overall, several extractive MNCs seem have
been trying to find ways in which they can
work with local linkage formation, either as
part of their commercial and risk manage-
ment strategies, or as part of their CSR strat-
egies. Based on our admittedly scattered case
studies, it appears that the ‘new’ investors in
gas and other industrial use extractives are
highly focused on developing local content,
whereas the ‘old’ investors in gold and other
precious minerals seem to have less elaborate
local content activities. These apparent in-
dustry differences could partly be related to
different best local content practices in dif-
ferent industries and partly to the timing of
the investments. Hence, the gold mines en-
tered Tanzania at a point of economic devel-
opment when very few local industries were
able to work with MNCs, when local regu-
latory capacity was exceptionally weak and
when the overall investment regime was very
liberal. For the ‘new’ generation of extractive
investors, the pressures and incentives related
to local content may be fundamentally differ-
ent.

4.3 Local industry influences on
linkage formation

The formation of linkages and learning from
linkages require that there are local firms with
some level of capacity to work with MNC

buyers. One of the main obstacles to linkage
formation in Tanzania is related to the weak
capacity of Tanzanian manufacturing, as de-
scribed in what follows.

4.3.1 The manufacturing problem of Tanzania
The reforms of the 1980s and especially the
privatization of the approximately 400 state-
owned enterprises during the 1990s were
driven by donor pressures rather than “prag-
matic considerations about future industrial
policy” (Therkildsen and Bourgouin, 2012).
Eventually these efforts led to a virtual ‘de-in-
dustrialization’ of Tanzania (Arkadie and
Dinh, 2004). It seems that Tanzanian manu-
facturing industry never fully recovered from
that shock.

There is little doubt that Tanzanian manu-
facturing development is lagging behind in
terms of the quantity and quality of industrial
goods produced (UNIDO, 2012), and in a de-
industrializing continent, Tanzania has been
a frontrunner. According to UNIDO (2012),
the manufacturing sector’s share of GDP
stagnated at around 9-10% between 2000 and
2010. This places Tanzania below the African
average (which is low) and as one of the least
industrialized countries in the world. UNI-
DO (2012: 35) concludes that manufacturing
industries are only in their infancy in Tanzania
and that the value addition process in manu-
facturing is dominated by “low processing of
resource-based products — when this is taken
into account, the real level of manufacturing
decreases even further”. A 2008 Industrial
Survey identified a mere 680 manufacturing
companies with more than ten employees in
Tanzania. The few large Tanzanian compa-
nies had in most cases foreign ownership, and
companies with foreign ownership account-
ed for 60% of manufacturing employment
(Therkildsen and Bourgoin, 2012).
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Local industry can essentially be divided into
the large incumbent firms that control most
of Tanzanian industry, the entrepreneuri-
al newcomers (typically SMEs) and the huge
number of small and micro enterprises in the
informal sector (UNIDO, 2012). The incum-
bents are typically large industrial conglomer-
ates such as Bakhresa Group and Mohamed
enterprises, often controlled by Tanzanians of
Indian or Arabic origin. These conglomerates
are dominating industries such as trade, trans-
port, telecommunications, construction, tout-
ism and media and are often spin offs from
trading companies (Sutton, 2012). Sometimes
they embark on internationalization into re-
gional markets with similar market structures,
such as Uganda or Rwanda. Incumbents are
often incentive- and policy-driven, owing their
businesses to concessions, rights, titles and
exemptions granted by the government. As a
consequence, they tend to see the openness
and inflow of FDI as a threat to their incum-
bent positions, which they will protect by ad-
vocating selective tariff policies. While in the-
ory these conglomerates have the capacity to
develop viable supplier firms that can link up
with extractive MNCs, their shelter mentality
may prevent this from happening.

The SME segment could potentially form
the basis for the development of a viable
Tanzanian supplier industry within extrac-
tives. However, the SME segment is weak-
ly developed in Tanzania. Hence, Tanzania
clearly displays the ‘missing middle’ char-
acteristics that are also known from other
African countries, with a noticeable lack of
SMEs in the industrial structure. The weak
position of SMEs is to a large extent the re-
sult of the very difficult business environ-
ment in Tanzania described previously in
this report, an environment which favors

large firms and discourages firms from mov-
ing out of informality (World Bank 2008b;
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Cooksey, 2011). For newcomer SMEs, it is
very difficult to break into the privileged
positions occupied by the Tanzanian con-
glomerates. One consequence of the under-
developed SME sector is that the dynamism
in Tanzanian industry becomes limited: ac-
cording to UNIDO (2012), only 11% of
formal industrial employment in Tanzania is
generated in firms created after 2004.

4.3.2 Technology gap

Apart from the fact that there are few local
manufacturing and service firms that can or
will link up with foreign investors, the tech-
nology gap between MNCs and local industry
generally appears to be too large to bridge.
Several studies suggest that the technology
gap and low absorptive capacity seriously un-
dermine attempts to promote developmental
linkages. A 2003 cross-sectoral study found
that backward linkages were limited due to
low absorptive capacity in Tanzania (Portelli
and Narula, 2000). Similarly, a 2011 UNIDO
survey of the availability of skills in Tanza-
nian manufacturing found that two thirds of
high-skilled companies reported that it was
‘not easy’ to find a suitable workforce. In a
cross-sectional survey of Tanzanian firms,
Diyamett et al. (2011) found that local firms
have limited linkages with MNCs and that
they were rarely able to learn from them:
only about 16% of local firms acquired prod-
uct technological capabilities from MNEs,
while about 84% acquired them from other
sources, and only about 13% of local firms
acquired process technological capabilities
from MNEs.

4.3.3 Summary
The weak link in the efforts to create local
linkages in extractives is the capacity of Tan-
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zanian industry. Tanzania has witnessed a vir-
tual deindustrialization in recent decades, and
the capacity of local industry to link up with
foreign MNCs is highly limited. The further
development of effective local supply in-
dustries is hampered by a deficient business
environment and by the dominance of local
conglomerates that have little interest in de-
veloping linkages with foreign firms.

4.4 Donor influences on linkage
formation

Donors play an important role in Tanzania and
are involved at almost all levels of government.
Some even argue that donors are the most im-
portant player in policy and its implementation
(Hyden, 2005; Mmuya and Tostesen, 2007).
However, others (e.g. Lawson and Rakner,
2005), argue that “in practice it is domestic po-
litical factors which exert a dominant influence
over policy” and that donor influence, while
often deeply resented, is merely “‘tolerated”
(Therkildsen and Bourguoin, 2012). Regard-
less, donors are important players in Tanzania.
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4.4.1 The new challenge for donors posed by
extractives

As natural resource extraction may dramati-
cally alter the Tanzanian government’s reve-
nues — as already mentioned, the newly dis-
covered gas fields could provide as much as
40% of current revenues — donors need to
take an interest in the sector. 30-40% of the
Tanzanian state budget is funded by donors,
and donors are increasingly allocating assis-
tance as general and sector budget support.
The expected natural resource revenues may
reduce the need for budget support. More-
over, these revenues may accentuate the
problem of the fungibility of aid money, that
is, the problem that development assistance

may indirectly be funding other sectors of
the economy than those intended through
the aid. Related to this, there is a risk of wor-
al hazard, where the Tanzanian government
may fail to scrutinize its tax base effectively
due to the discretionary funds obtained from
donors and natural resource revenues. For
these reasons, donors are pushing for greater
transparency in the collection and allocation
of natural resource revenues.

While donor support has traditionally fo-
cused on poverty alleviation, health and ed-
ucation as well as agricultural development,
a growing focus has more recently been di-
rected toward private-sector development
assistance. Several of the private-sector de-
velopment activities adopted by donors are
directly or indirectly relevant to linkage for-
mation in extractives. For instance, donots
(e.g. DFID, USAID, SIDA and Danida) have
invested heavily in improving the business
environment, thus promoting better condi-
tions for contract-based business collabora-
tion, including those related to MNC-local
firm linkages. The Private Sector Support
Program (PSSP) from 20006, established by
the UNDP, UNIDO and ILO, specifically
aimed to bridge the capacity gap faced by
local suppliers. Donors have also invested
in developing clusters (e.g. the SIDA-funded
Cluster Initiative Project) to compensate for
some of the competitive disadvantages of lo-
cal supplier firms in Tanzania. Finally, donors
have recently adopted various value-chain
approaches to private-sector development;
according to an estimate by one embassy, 64
donor-supported value chains are in progress
in areas such as corn, sunflower, wheat, etc.

4.4.2 Donor activities in extractives
Some of these donor activities are direct-
ly targeted developments of the natural re-
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source extraction sector. As mentioned, since
the early 1990s the World Bank has been very
active in promoting liberalization of the min-
ing sector and has invested heavily in mod-
ernizing Tanzanian mining management. By
2013, it seemed that donors, led by the World
Bank, were re-positioning themselves on the
issue, now in relation to the expected surge
in gas FDI. On the one hand, there were ef-
forts to introduce some level of coordination
in relation to natural resources. There were,
for instance, regular lunch meetings between
like-minded donors, including the UK, Bra-
zil, the UAE, the World Bank, ADB, the EU,
Holland, the UK, Norway, Sweden and the
US. On the other hand, there was also intense
competition as donors sought to become the
preferred partners in the expected take off of
Tanzanian natural resources. Hence, several
donors undertook scoping missions and anal-
yses related to extractives: joint studies were
underway by DFID and the World Bank on
training and on tertiary education; the Neth-
erlands Government focused on primary and
secondary education activities related to ex-
tractives, SIDA and CIDA focused on fiscal
and institutional issues; NORAD had already
been strongly involved for several years in
technical assistance to revenue management
in Tanzania and supported scholarships and
faculty exchange related to natural resource
extraction capacity building.

If we look at donor involvement in linkage
promotion specifically, it is evident that hith-
erto donors have not been strongly involved.
One reason is that linkage promotion has in
many ways been contrary to the liberalization
agenda that motivated much donor inter-
vention in Tanzania in the 1990s and 2000s.
Thus, donors have problems in coming to
grips with the more interventionist agenda
inherent in linkage formation. Moreover, the
link between linkage formation and poverty

34

alleviation is indirect at best, and donors are
struggling to make the link both conceptual-
ly and practically. In spite of these challeng-
es, it appears that donors are gearing up for
linkages and local sourcing. For instance, the
World Bank is scoping for studies in the gas
field, exploring how the opportunities of-
fered by gas can be leveraged by increasing
local context in a realistic way. Together with
DFID, the World Bank put out two tenders
in the area, one on local suppliers in mining
and one on local mining mainstreaming. The
USD 2 million studies include a gap analysis
identifying the inputs and quality needed, the
demand expected and the potential supply.
The World Bank also engaged in the dissem-
ination of best practices and, together with
the IFC Advisory Services, it collected and
consolidated experiences from various natu-
ral resource-dependent countries in order to
identify best practices regarding local content
and supplier development.

Donors are aware of the huge risks of
rent-seeking and corruption in linkage for-
mation and are therefore seeking ways to
ensure transparency and reliability in linkage
formation, an effort that is parallel to the
transparency initiatives related to revenue
collection. Ledesma (2013) proposes that
donors should ensure that all contracts, pro-
ject selection and payments are monitored
and audited by an independent body and
disseminated to the public. Moreover, it is
suggested that Tanzania should be assisted
in building institutional capacity to monitor
progress on the implementation of supplier
development and local procurement pro-
grammes and to develop common method-
ologies for measuring indirect effects such
as job creation.

The linkage activities of donors are close-
ly related to other areas of donor interven-
tion. On the one hand, linkage policies may
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affect the effectiveness of other areas of
intervention. Negatively, large demand in
extractive-related industries may crowd out
jobs and investments in other sectors. Posi-
tively, it may generate spillovers by generat-
ing new competences and activities in indus-
tries unrelated to extractives. On the other
hand, linkage promotion requires coordina-
tion with other areas of intervention to be
effective, e.g. tariff policies, private-sector
development policies, FDI policies etc. At
the most generic level, linkage activities, to
be effective, need to be part of the gener-
al industrial development policy framework
(Tordo et al., 2013).

4.4.3 The politics of donor intervention

There are several concerns on the part of the
Tanzanian government with regard to inter-
vention by donors in extractives. First, the
government appears to have a rather strained
relationship with its multilateral donors in the
field of extractives. This is mainly due to the
perceived overzealous liberalization policies
of the 1980s and 1990s, which, according to
many Tanzanian observers, were imposed by
the World Bank and IMF and allegedly led to
missed development opportunities. Second,
as several of the donor countries have large
economic interests at stake in developing the
Tanzanian natural resoutrce sector, there atre
concerns that donor intervention will be-
come an instrument of national economic
interests and that donors will coordinate with
private business. Cooksey (2011) reports that
over the years, whenever disputes over min-
ing have arisen, bilateral donors have lobbied
and intervened on behalf of their national
firms. These concerns, of course, mainly re-
late to donor countries like Canada, the US,
the UK, Norway, Australia and not least Chi-
na, which all have major mining interests in

Tanzania. But also other donor countries that
at first sight are not involved in natural re-
source extraction may have substantial com-
mercial interests in the field, mainly through
major first-tier supplies. While donors report
that they are trying to erect watertight barri-
ers between the commercial interests of in-
dividual companies and aid activities in this
field, there will always be a suspicion of ‘hid-
den agendas’.

The donor landscape in the field is further
complicated by the fact that donors that are
less concerned with conflating commercial
and aid interests are lurking in the corridors.
Hence, the Chinese seem less afraid of com-
bining financial and infrastructure support
with extractive foreign direct investments.
Indeed, the fact that Chinese investments
in extractives can be accompanied by addi-
tional investments in infrastructure and ed-
ucation may give Chinese investors an edge
over western investors (Alden and Davies,
2006; Luo et al., 2010). The Chinese pres-
ence in Tanzania’s extractives has been lim-
ited until recently, but this may soon change:
in 2011 China’s Sichuan Hongda Co. Ltd.
committed USD 3 billion to coal and iron
mining in the Mchuchuma region, and in the
spring of 2013 the Chinese president visit-
ed Tanzania. During his visit, no less than
seventeen memorandums of understanding
(MOUs) were signed, including MOU s relat-
ed to extractive development. For instance,
the Chinese pledged support for the devel-
opment of the harbor in Tanga and agreed
to provide finance for the pipeline that will
bring gas from southern Tanzania to Dar es
Salaam.

4.4.4 Summary
Overall we find that donors have played an
important role in developing Tanzania’s
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natural resource management, though also
that they now are facing a new situation in
which the Tanzanian government has a much
stronger bargaining position due to the ar-
rival of new donors and the expected huge
revenues from extractives. Moreover, donors
are struggling to formulate a new extractive
agenda that goes beyond the open door, lib-
eral approach that characterized earlier donor
intervention in the sector.

5. DISCUSSION AND
CONCLUSION

Tanzania has been singularly unsuccessful in
its attempts to foster linkages between for-
eign firms and local industry. While the grow-
ing FDI inflows may have offered many ben-
efits to Tanzanian development in terms of
job creation, exports and technology trans-
fer, it is broadly understood that Tanzania
has not been able to reap the full potential
of these investments. The largest FDI sector
is mining, in particular gold mining. General-
ly, these investments have failed to produce
broad and deep local horizontal and vertical
linkages. In their pursuit of greater efficien-
cy, reduced costs, risk diversification and as-
set augmentation, MNCs are indeed foster-
ing many linkages with supplier and service
providers, though these are mainly foreign
firms. Hence, the high standards required by
lead-mining MNCs provide prohibitive entry
barriers for a local industry that rarely has
the capacity or the strategic vision to con-
tract with extractive MNCs. At the end of the
day, linkages in Tanzanian extractives remain
weak and shallow.

Tanzania’s past experiences with extractive
FDI mainly in gold have informed the cur-
rent debates on extractives management and
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potentially created a rather adversarial politi-
cal environment for the upcoming generation
of extractive investors. However, it is essen-
tial to keep in mind that the experience of
gold mining cannot necessarily be extended
to other extractive industries. Arguably, the
linkage potential in gold is limited due to the
historically (but not in recent years) weak fi-
nancial position of this industry, its limited
integration into global value chains and the
relatively unsophisticated nature of its tech-
nology. With the advent of industrial extrac-
tive FDI in Tanzania, this rather bleak pic-
ture may change. LLead MNCs in oil and gas,
nickel, coal, uranium etc. appear to have more
advanced local supplier development and
CSR programmes than gold mining and thus
hold greater linkage potential. The potential
of linkages in these new extractive industries
goes beyond the immediate local supplier
firms. Hence, the development of supply in-
dustries can be a catalyzer for development
of the Tanzanian manufacturing sector more
generally as MNC suppliers become centers
of excellence in the local industry, setting
new standards for other firms and producing
spillovers through competition, demonstra-
tion and the migration of talent.

A clear point of contention with regard
to future linkage formation in Tanzania is
whether linkages are formed more or less au-
tomatically as part of MNCs’ and local firms’
pursuit of efficiency and risk diversification,
or whether there need to be clear govern-
ment-imposed regulation and incentives in
place. On the one hand, the liberal position,
as laid out in the World Bank’ 1992 paper
on extractives (World Bank, 1992), holds
that open-door polices with the liberalization
of investment regimes and across the board
policies to strengthen the business environ-
ment and improve infrastructure would lead
to the formation of linkages. The reason
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why linkages evidently have not succeeded
in Tanzania according to this view is main-
ly that infrastructure, the investment climate
and institutions are all underdeveloped, that
the local supply industry is feeble or non-ex-
istent and that misguided regulations have
provided disincentives for local linkage for-
mation. Remedies to these problems would
include greater transparency in regulation,
liberalization of the local private sector, bet-
ter institutions and infrastructure, and good
governance. On the other hand, the inter-
ventionist position argues that, left to them-
selves, market forces will produce few and
mostly symbolic linkages. Hence, selective
and targeted policies are required if linkages
are to be formed. This could, for instance,
involve screening investors with high linkage
potential, formulating clear requirements and
standards for local content and procurement,
or mandating local ownership. By formulat-
ing local content and other requirements
to linkage formation, the Tanzanian gov-
ernment can, according to this view, ensure
that extractive MNCs’ sourcing strategies
become aligned with national development
objectives. Extractive FDI will not only lead
to the development of a local supplier indus-
try related to extractives, it may also, through
spillovers, lead to the development of other
industries.

It is our view that Tanzania will be better
served by abandoning the highly liberal ap-
proach to FDI that has characterized Tanza-
nian extractive management during the last
two decades. This approach may have been
right in a situation where the objective was
to (re-)build the extractive sector and attract
foreign investors to assist in this process.
Now Tanzania holds stronger cards and can
focus more on spurring the broader devel-
opment effects of extractive FDI. Indeed,
our analysis showed that, after two decades

of World Bank-sponsored liberal policies
where the focus has been on developing the
general business environment according to
the Doing Business regime and/or creating
greater transparency, the Tanzanian govern-
ment now is contemplating a more inter-
ventionist approach. Hence, Tanzania seems
determined to include local content require-
ments and other linkage-promoting meas-
ures in upcoming legislation on gas, mining
and land. We agree that Tanzania should
seize the development opportunity offered
by the surge in extractive FDI by adopting
more interventionist approaches. First, it
should formulate a clear strategy as to how
extractive FDI can contribute to industrial
development in Tanzania that can focus the
efforts of different ministries and admin-
istrative levels. Hence, as our analysis has
demonstrated, the lack of coordination be-
tween ministries and bureaucratic infighting
may have hampered the development of the
extractive sector, including attempts to fos-
ter local linkages. Second, Tanzania should
screen MNCs more actively for their linkage
potential before approving investment pro-
jects. Hence, as we have also demonstrat-
ed, there are large variations in the degrees
to which MNCs work with local linkages
through local procurement and CSR pro-
grammes. Tanzania needs to focus its efforts
on those firms with large documented link-
age potential. Third, as one of the main ob-
stacles to linkages is, as our analysis clearly
demonstrated, the weak capacity of Tanza-
nian supply industries, it is paramount that
the Tanzanian government adopts targeted
measures to develop the capacity of local
supply industries, for example, through ded-
icated training, cluster programmes and tax
incentives. Fourth, the Tanzanian govern-
ment should actively encourage MNCs to
engage in linkage formation and local sup-
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plier development, preferably through vol-
untary measures, but possibly also through
mandatory measures, as long as such meas-
ures are realistic and phased in in a gradual
manner.

It is clear that the proposal we have out-
lined is largely in line with the intervention-
ist approach depicted above. But we also
believe — and here we are more in line with
the liberal approach — that linkage-promo-
tion policies should be implemented in a
context with functioning market-support
institutions, and that this should take into
account the governance capacity of the Tan-
zanian government. First, our analysis clear-
ly suggested that one of the largest barriers
to linkage formation in Tanzania is related
to the toxic business environment, which
makes it more than difficult for qualified lo-
cal supplier firms to evolve and which poi-
sons contract-based business relations, that
is, linkages. In fact, while a difficult business
environment may be manageable for large
extractive MNCs, it may not be for local
supplier firms; in that sense, the lack of link-
age formation may be the ultimate price paid
for a weak business environment. Thus, we
argue that improvements to the Tanzanian
business environment must go hand in hand
with any attempt to introduce more targeted
linkage-promotion polices. Second, while in
theory assertive linkage policies may be de-
sirable for Tanzania, it would be naive to ig-
nore the limited governance capacity of the
Tanzanian government to implement such
policies. While the Tanzanian government
has no doubt been strong in the sense that
it has been able to deliver political stabili-
ty over a long period of time, it has a weak
track record in terms of pushing institu-
tional reform and industrial development.
In such a weak governance and institutional
context, linkage policies may easily become
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embroiled in ministerial infighting, captured
by rent-seeking bureaucrats and politicians,
and/or distorted by entrenched business in-
terests. Therefore, it is essential that linkage
promotion adjusts its level of ambition to
the actual executive power of government
and minimizes opportunities for distortions,
rent-seeking and capture. This means intro-
ducing linkage measures gradually and cau-
tiously and above all ensuring openness and
transparency in linkage formation.
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