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ABSTRACT

Global  economy,  trade  and  foreign  direct  investment  (FDI)  has  grown  by 

approximately 20 times since 1980. Developing countries receive about a third of 

world FDI inflows. Tanzania has been receiving an average of US $ 489 million FDI 

inflows for the past 10 years. Sectoral distribution of Tanzanian FDI favors mining, 

trade  and  manufacturing  sectors.  However  agriculture  sector,  which  contributes 

about 26% of GDP in 2008 and employs 74% of the population, is among the sectors 

receiving  minimum  amount  of  FDI.  The  objective  of  this  study  is  to  make 

agricultural  sector  attractive  to  investors  and as  such resulting  to  an  increase  in 

investments and general agricultural productivity. The study examined how domestic 

regulatory policy framework, promotional strategies, infrastructure and supporting 

services affected FDI flows into agriculture as well as determining the empirical 

relationship between macroeconomic variables and FDI flow trends into agriculture 

sector in Tanzania. OLS method was applied together with attitude ratings. Factors 

found unfavourable for FDI in agricultural sector were foreign exchange rate and 

domestic currency stability rated by 55%, the import and export procedures rated by 

37% and 28% found inflation rate to be unfavourable. About 91% commented on 

political  stability  to  be  the  favoring  factor  as  well  as  tax  holidays  (99%),  tax 

exemption  (81%)  and  entrepreneurship  (83.3%),  also  telecommunication  (71%). 

FDI inflows in agriculture was found negatively related to GDP; positively related to 

rate of domestic inflation; negatively related to exchange rate, positively related to 

interest rates and to the country’s openness to trade. All the variables were found 

significant at 1% level. The study recommended that, the government should invest 

more into basic infrastructure and sectoral strategic investment promotions. Also, it 
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should  advocate  reforms  in  labour  related  laws,  investment  environment, 

macroeconomic stability and entrepreneurship skills promotion as well as harnessing 

investment in agricultural sector, political will and commitment in agribusiness.
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CHAPTER ONE

1.0 INTRODUCTION

1.1  Background

Global economy has expanded in an incredible fashion especially in the last three 

decades. While nominal world GDP has increased four times, world bilateral trade 

flows have grown more than six-fold, and the stock of foreign direct investment 

(FDI) has grown by roughly 20 times since 1980 (Adler and Heufber, 2008 ). The 

sources  of  global  trade  and  investment  growth  are  economic  expansion,  policy 

liberalization  and  better  information  and  communications  technology  which  can 

generally  be known as globalization.  The importance and benefits  of FDI are so 

noticeable and have made countries to compete on the best ways to attract FDI. FDIs 

are  important  in  creating  employment,  transferring  technology,  increasing 

government revenues hence contributing positively to the capital formation process 

of host economies (Ngowi, 2002).

1.2 World Foreign Direct Investments Flows

The flow of FDI since the early 1990s was interrupted by the FDI downturn in the 

early 2000s due to largely cyclical fluctuations in economic growth reflected mainly 

in the response of Transnational Corporations (TNCs) to competitive pressures and 

new opportunities from globalization. Increasing number of companies from both 

developed and developing countries are actively seeking foreign markets, resources 

and created assets through equity investments or non-equity arrangements. There are 

currently at least 77 000 TNCs in the world that own over 770 000 foreign affiliates 

(UNCTAD, 2006).
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Globally, foreign direct investment inflows continued to rise in 2007 reaching a new 

level of $1 833 billion, surpassing the previous peak of 2000 (UNCTAD, 2008). The 

financial and credit crisis, which began to affect several economies in late 2007, did 

not pose a significant impact on the volume of FDI inflows at that particular year, 

but it added new uncertainties and risks to the world economy. This might have a 

dampening effect on global FDI in 2008 - 09. At the same time,  the global FDI 

market is in a state of flux, making it difficult to predict future flows with precision. 

All the three major groups of economies that are in developed countries, developing 

countries  and  the  transition  of  economies  of  South  East  Europe  and  the 

Commonwealth  of  Independent  States  saw continued growth in  FDI (UNCTAD, 

ibid).

1.3 Foreign Direct Investments Flows in Developing World

Until  the  late  1980s,  most  of  the  developing  countries  relied  on  bilateral  and 

multilateral donor assistance as a source of project development finance. There are 

arguments  that  the  years  between  1990  and  2000  witnessed  a  remarkable  and 

consistent decrease in development assistance to developing countries that forced 

them to search  for  alternative  and sustainable  sources  of  financing.  By the  year 

1998,  foreign direct  investment  had emerged as the largest  source of capital  for 

developing countries rising from US$174 billion in 1992 to US$664 billion (Kiiza, 

2007). The growth in foreign direct investment shows that sustainable growth for 

several  developing  countries  is  progressively  being  influenced  by  multinational 

enterprises (MNEs) through foreign direct investment flows. Developing countries 

received more than a third of world FDI inflows in 2005, or about $334 billion while 
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South, East and South-East Asia continues to be the largest developing host region, 

as it has been for some time (UNCTAD, 2006). 

Despite  its  declining  share  of  outward  FDI,  compared  with  the  mid  1990s, 

developing Asia remains,  nevertheless,  a significant  investor  in  other  developing 

countries (UNCTAD, 2007).  This happens particularly for developing countries in 

Asian region 

1.4 Foreign Direct Investments Flows in Africa

FDI flows in Africa unlike those of the developing Asia have remained minimal, 

Fig.  1.  Africa’s  share  in  developing  countries  inflow  of  FDI  declined  from  12 

percent in 1980s, to five percent and rose thereafter reaching nine percent in 2005 

(UNCTAD,  2006).  Factors  such  as  political  and  macroeconomic  instability,  low 

economic  growth,  weak infrastructure,  poor governance,  unwelcoming regulatory 

environments, and improper investment promotion strategies, are responsible for the 

poor FDI performance in the region.

Figure 1: FDI inflows in Europe, Africa and Asia for the years 1990, 2000 and 2008.
Source: UNCTAD 2006
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Globalization and the increase in the world trade have increased the competition for 

FDI even in developing countries. There is a need for concerted efforts in trading 

between  regional  and  international  levels.  African  countries  should  pay  more 

attention  to  the  improvement  of  relations  with existing  investors  and offer  them 

incentives  to  assist  in  marketing  domestic  investment  opportunities  to  potential 

foreign investors (Chantal and Osakwe, 2005).

1.5 Tanzania Foreign Direct Investments Flows

Tanzania is ranked 131 out of 183 economies in the ease of doing business in the 

World Bank report for doing business in the year 2010. Tanzania’s position for the 

year 2009 was 126 and it is declining in all aspects of business attraction. Table 1 

below summarizes the factors which are considered in that ranking and compares the 

countries position for the years 2009 – 10. In view of this report and overall FDI 

inflows in the country Tanzania has a big challenge in improving investment climate 

in the country.

Table 1: Tanzania’s ease of doing business rankings

Activity 2010 2009 Change
Ease of Doing Business 131 126 -5
Starting a Business 120 111 -9
Dealing with Construction permits 178 175 -3
Employing Workers 131 133 +2
Registering property 145 145 0
Getting credit 87 84 -3
Protecting investors 93 88 -5
Paying Taxes 119 113 -6
Trading Across Borders 108 105 -3
Enforcing Contracts 31 31 0
Closing a business 113 113 0

Source: Doing Business Report 2010
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FDI flows to the United Republic of Tanzania remained at a very low level before 

the 1990s, averaging $4.4 million during the period 1970-1990 (UNCTAD, 2007). It 

is explained further that since the mid 1990s, they started to rise in response to the 

reform programme and privatization and have continued to grow to high levels in 

the following years, averaging $456 million during 1999-2005. Since reform of the 

parastatal  sector  in  June  1993,  TNCs  have  assumed  an  important  role  in  the 

Tanzanian  economy  through  a  series  of  cross-border  mergers  and  acquisitions 

related  to  the  privatization  programme in  particular,  the  sectors  with  impressive 

growth rates since the mid-1990s, namely mining, manufacturing, financial services 

and tourism, have been dominated by TNCs (Ngowi, 2002). Most of the non-natural 

resource FDI and a majority of privatized firms are geared to supplying the domestic 

market. FDI flows into agriculture are still minimal, appendix 3. Between 1990 and 

May  2003;  2  288  projects  with  a  total  investment  of  8  180  billion  Tanzanian 

shillings  were  registered  with  the  Tanzania  investment  centre  (TIC).  UNCTAD 

(2008) reports that, Tanzania was among the top 10 destinations for FDI inflows 

among the African LDCs in 2007.  The sectoral distribution of FDI in Tanzania 

indicates  high  concentration  of  investment  in  few sectors  including  mining  and 

quarrying, wholesale and retail trade, manufacturing and financing and insurance. 

The four sectors together accounted for 84% of stock of FDI in year 2006 (TIR, 

2007).

The United Republic  of Tanzania efforts  to attract  FDI started in 1985 when the 

country decided to initiate the process of transition from a centrally planned to a 

market based economy (Laryea and Sumaila, 2001).  However, it was only in the 
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second half of the 1990s when the economic situation improved, the privatization 

programme  began,  market  oriented  reforms  reached  a  critical  mass,  and  sound 

foundations for an enabling framework for FDI were put in place.  For the past 10 

years, Tanzania has been receiving an average of US $ 489 million FDI inflows see 

Table 2.

The largest sector for FDI in the United Republic of Tanzania is mining, and the 

largest single industry is gold. At the end of 1998, cumulative FDI in mining was 

estimated at $370 million UNCTAD (2002). This suggests that a share of mining in 

cumulative FDI inflows is above 50 %. Judging from data on  total investments  in 

major  foreign  affiliates,  most  of  which  were  established  during  1997-2000,  the 

sectoral composition of the largest projects is mining (65 %), services (19 %), and 

manufacturing (16 %) (TIR, 2006). The largest source of FDI in the country is the 

United Kingdom, followed by the United States, Ghana and South Africa. As FDI 

inflows  have  increased,  the  qualitative  impact  of  FDI  on  the  economy has  also 

become  noticeable  especially  in  the  industries  in  which  FDI  is  concentrated.  In 

mining, FDI has served as an engine of growth and has helped increase gold exports. 

In banking, it has contributed to the modernization of the industry. Foreign investors 

have restructured privatized enterprises, boosting their competitiveness.

They have typically contributed to the transfer of technology and skills. Although 

the impact  is the strongest in the industries in which FDI is concentrated,  it  has 

implications  for  the  entire  economy.  The  challenge  for  the  United  Republic  of 

Tanzania (URT) is now to push FDI to new frontiers to attract higher levels of FDI 
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inflows than those received in the second half of the 1990s, and to increase the scale 

and scope of the benefits of these inflows to its economy. Since 1993, FDI inflows 

into Tanzania have taken predominantly the form of Greenfield Investment in spite 

of some participation by foreign investors in Tanzania’s  privatization programme 

and a few cases of acquisitions of foreign affiliates by foreign investors but foreign 

acquisitions  gave  an  initial  push  to  increased  FDI  inflows  (UNCTAD,  2001). 

Tanzania has the investment  advantages of a long coastline of 80 km with three 

ports, political stability and successful economic reforms (UNCTAD, 2007).

1.6 Problem Statement and Justification

African countries are generally poor and with low domestic savings. On average, 

domestic savings as a percentage of GDP between 1990 and 2000 in sub Saharan 

Africa  were  approximately  16  percent  (World  Bank,  2002).  Low  incomes 

accompanied  with  low  domestic  savings  created  a  need  for  external  financing. 

Tanzania  Investment  Report (2001) shows that  the financing structure of foreign 

companies in 1999 FDI related flows accounted for 82 percent and the flow from 

non-FDI sources accounted for the remaining 18 percent. Although domestic savings 

have shown a steady upward trend, they are still low and well below the rates the 

country must achieve if it is to be successful in raising sufficient investments for 

eradicating  poverty  in  the  medium  term.  It  has  been  estimated  that  the  rate  of 

domestic savings should raise from 13 per cent of GDP in 2005 to 18 per cent over a 

10 year period to generate sustained poverty-eradicating growth rates of 6 per cent 

for the average sub-Saharan economy (UNCTAD, 2000).
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Tanzania  enjoys  relatively  high  inflows  of  foreign  direct  investment,  though  it 

decreased slightly from 27.7% of gross fixed capital formation in 2003 to 21.9 per 

cent in 2004 (OECD, 2006). Tanzania continues to have one of the highest stocks of 

FDI to GDP ratios among oil importing African countries. FDI flows to Tanzania are 

expected to remain high, especially as simpler and more transparent FDI regulations 

have been adopted recently.  However, despite recent increases in FDI inflows as a 

percentage  of  GDP such flows are still  low (Appendix 3).  Given the significant 

savings investment gap, the increased competition for development aid, as well as 

donor  fatigue,  FDI  will  be  needed  to  help  realize  the  country’s  aspirations. 

Recognizing this, Tanzania is now committed to attracting FDI and benefiting from 

it  by  creating  an  attractive  and  competitive  business  environment  suitable  for 

domestic and international investors (Naiko, 2008).

Despite more rapid growth in other sectors, agriculture is still the foundation of the 

Tanzanian economy. The sector contributed about 26 % of Gross Domestic Product 

in  2008 while  74% of  the  population  is  engaged in agricultural  activities  (URT, 

2009).  With 44 million hectares of arable land of which only 10 million hectares are 

under  utilization,  the country has huge land potential  for large scale  commercial 

farming. As far as investment is concerned, however, the agricultural sector remains 

dominated  by  subsistence  producers  who  lack  modern  farming  knowledge, 

technology  and  capital  to  produce  a  surplus  to  feed  the  country  adequately. 

Historically, foreign investment in the sector has been hampered by some laws and a 

land tenure system which only allowed foreigners to lease land (TIR, 2008).
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Even with the above stated importance of Agriculture, the sector is among the ones 

which receive a lowest amount of FDI inflows in Tanzania (TIR op cit).  Worse still, 

most  FDI  directed  to  agricultural  sector,  currently  has  little  impact  on  the 

employment  situation  and  poverty  reduction  as  it  is  directed  towards  capital-

intensive sectors (Msuya, 2007). 

Several  other  studies  have  been  done   Msuya  (2007),  Kabelwa  (2006),  Ngowi 

(2002) but little or no attention was paid to entry modes and types, and the analysis 

of  the  relationship  between  the  macroeconomic  policy  variables  and  FDI  to 

Tanzania’s agricultural sector. In view of the above observations, this study focuses 

on  the  analysis  of the  factors  affecting  Foreign  Direct  Investment  inflows  into 

agricultural sector in Tanzania with the rationale of revealing the possible hindering 

factors  to  greater  inflow of  FDI  into  agricultural  sector.  The study will  suggest 

interventions which will  enable TIC and other promotional  agencies  to get more 

promotional strategies for investors to increase investments. The effects  of which 

will  enhance  increase  in  employment  opportunities,  technology transfer,  increase 

government revenues and contribute positively to the capital formation process in 

agricultural  sector  and  consequently  leading  to  increased  growth  of  Tanzanian 

economy which in turn will reduce poverty.

1.7  Objectives

1.7.1 General Objective

The overall objective of this study is to make agriculture sector more attractive to 

investors and as such resulting to an increase in investments and overall agricultural 

productivity.
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1.7.2 Specific Objectives 

(a) To identify and characterize types of FDI flows into agriculture sector

(b) To analyze how domestic regulatory policy framework, promotional strategies, 

infrastructure and supporting services affect FDI flows into agriculture.

(c) To determine the empirical relationship between macroeconomic variables and 

FDI flow trends into agriculture sector in Tanzania.

1.8 Hypothesis

H 1: There is no significant relationship between macroeconomic variables 

(inflation, GDP per capita, real exchange rate, interest rate) and FDI 

flows into agricultural sector in Tanzania

H 0: Macroeconomic variables (inflation, GDP per capita, real exchange 

rate,  interest  rate)  affect  FDI  flows  into  agricultural  sector  in 

Tanzania
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CHAPTER TWO

2.0 LITERATURE REVIEW

2.1 Important Definitions

2.1.1  Direct Investment

Maitena and Banco (2003) defined direct investor as an individual, an incorporated 

or  unincorporated  private  or  public  enterprise,  a  government,  a  group of  related 

individuals,  or  a  group of  related  incorporated  and/or  unincorporated  enterprises 

which have a  direct  investment  enterprise,  operating  in  a country other  than the 

country of residence of the direct investor.

 OECD  (2000)  defines  a  direct  investment  enterprise as  an  incorporated  or 

unincorporated  enterprise  in  which a  foreign investor  owns 10% or more of  the 

ordinary shares or voting power of an incorporated enterprise or the equivalent of an 

unincorporated  enterprise.  Direct  investment  enterprises  may  be  subsidiaries, 

associates or branches. Where; A subsidiary  is an incorporated enterprise in which 

the foreign investor controls directly or indirectly (through another subsidiary) more 

than 50% of the shareholders’ voting power.  An associate is an enterprise where the 

direct  investor  and its  subsidiaries  control  between 10% and 50% of  the  voting 

shares. A branch is a wholly or jointly owned unincorporated enterprise.

2.1.2 Foreign Direct Investment (FDI)

According  to  the  IMF  and  OECD  definitions,  in  Maitena   and  Banco   (2003) 

Foreign direct investment reflects the aim of obtaining a lasting interest by a resident 

entity of one economy (direct investor) in an enterprise that is resident in another 

economy  (the  direct  investment  enterprise).  The  “lasting  interest”  implies the 
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existence  of  a  long-term relationship  between  the  direct  investor  and  the  direct 

investment enterprise and a significant degree of influence on the management of 

the  later. Direct  investment  involves  both  the  initial  transaction  establishing  the 

relationship  between the  investor  and  the  enterprise  and  all  subsequent  capital 

transactions between them and among affiliated enterprises, both incorporated and 

unincorporated.

Foreign direct investment refers to an investment involving a long-term relationship 

and reflecting a lasting interest and controls of a resident entity in one economy in 

an enterprise resident in an economy other than that of the investor (OECD, 2006)

 Foreign Direct Investment  (FDI) can also be defined as international  interest  in 

which a resident in one country obtains a lasting interest in an enterprise resident in 

another.  It  is  a situation where a  foreign country creates  a subsidiary to  provide 

goods and services. Thus, a firm undertakes FDI in a foreign market if it possessed 

an ownership advantage over the local competitors. The ownership of the foreign 

investment  usually  remains  in  the  investing  country.  FDI  represents  the  primary 

means  of  transfer  of  private  capital  being  physical  or  financial,  technology, 

personnel and access to brand names and marketing advantage (Makola, 2003).

2.2 Characteristics of FDI 

FDI is an investment that crosses national borders. Dahl (2002) regards FDI as an 

investment that have the following three characteristics: 

i. Equity capital: The foreign direct investor’s purchase of shares an enterprise 

in a country other than its own. 
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ii. Reinvested  earnings  –  the  investor’s  share  of  earnings  not  distributed  as 

dividends by affiliates. 

iii. Intra-company loans or intra-company debt transactions – this is the short- or 

long-term  borrowing  and  lending  of  funds  between  direct  investors  and 

affiliate enterprises.

2.3 World FDI flows and FDI determinants

 Cuyvers  et al.  (2006) analyzed foreign direct  investment  in Cambodia over  the 

period  1994  -2004  using  unpublished  data.  They  identified  the  most  important 

recipient  sectors  in  Cambodia  and  analyses  the  distribution  over  the  provinces, 

which they have shown to be uneven. A log-linear regression model was estimated 

with panel data over 1994 -2001 of revealed comparative advantage of Cambodia’s 

garments,  textiles,  tourism,  furniture  and  transportation  sectors  as  dependent 

variables, and the respective FDI inflows and FDI stock as independent variable. 

They allowed for sector differences in the intercepts as well as in the sector slopes in 

the  model.  The impact  of  changes  in  the  FDI  stock in  the  textile  sector  on the 

sector’s  revealed  comparative  advantages  and  its  exports  position  was  not 

statistically significant, unlike the impact on relative imports. The situation of the 

textile  industry  is  therefore  different  from the  garment  sector,  as  inward  FDI in 

textile production has probably contributed to a negative sectoral balance of trade of 

the sector. They further report that FDI in the garment and textiles sector leads to a 

significant increase in these sectors’ exposed comparative advantages, though much 

less in the textiles industry. Using similar log-linear model specifications, it was also 
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shown that in the garments sector and to a much lesser extent in the textiles sector, 

the impact of FDI on exports is larger than on imports.

2.4 Africa FDI flows and determinants

Ngowi (2001) studying FDI in Africa, points out that it is difficult to determine the 

exact quantity and quality of each of the determinants of FDI that should be present 

in a location for it to attract a given level of FDI inflows. Nevertheless it is possible 

to identify factors that all firms are believed to consider when deciding whether or 

not to invest in a particular country.  He mentions a number of factors including; a 

stable and predictable political environment, favourable macroeconomic indicators, 

good  performance  on  economic  growth,  stable  inflation  rates,  and  low  budget 

deficits. Also the quality of infrastructure, roads, communication networks, transport 

networks, electrical power, the availability and quality of natural resources, the size, 

openness and competitiveness of the domestic market as well as well functioning 

and  transparent  financial  markets.  Also  qualified  human  capital,  low  cost  and 

unskilled labour may be an influential determinant, depending on the nature of the 

prospective FDI and low transactions and business costs, including trade and labour 

regulations,  rules  of entry and exit  into  markets  and  favourable  tax structures  . 

Ngowi concludes that, with respect to African countries, one of the main factors that 

prevent increased inflow of FDI is high risk of doing business caused by lack of 

political  and institutional stability and predictability.  He further pointed out other 

factors that hinder FDI to be poor access to world markets, price instability, high 

levels of corruption, small and stagnant markets and inadequate infrastructures.
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Kiiza (2007) examined the causality relationship between foreign direct investment 

(FDI) inflows and Uganda’s economic growth used Gross Domestic Product as a 

measure for economic growth. The study analyzed the direction of causality between 

foreign direct investment and economic growth (GDP) using Uganda’s time series 

data  from the World Development Indicators.  The methods used to  establish the 

causality were; Ordinary Least Squares method and the Granger causality test. He 

found that foreign direct investment leads economic growth in the case of Uganda. 

The study also found that  there is  a  positive  relationship  between foreign direct 

investment and economic growth.

Investigating the FDI trends, the factors and challenges involved in Africa, Makola 

(2003),  report  that  countries  with less  population  tend to  have  high FDI inward 

capita, and developing countries with good infrastructure, natural resources tend to 

attract FDIs even more.  Makola argues that most Southern African Development 

Community (SADC) countries fail to attract FDIs because they do not fulfill most of 

economic indicator criteria. They cannot manage to keep their economic growth per 

capita higher than population growth. 

With the objective of identifying the key factors that motivate foreign investors to go 

and invest in Uganda and also establish the institutional constraints investors face in 

operating  business  in  the  country  as  well  as  explore  the  empirical  relationship 

between FDI and GDP growth in Uganda (Obwona, 1996) used the below written 

model. The data used was for a period of 1981 – 1995. FDI determinants equation
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(1) FDI =  11 +  12GDPGR +  13GDP +  14TB +  15INF +  16PPEGDP + 

 17DSR +  18EDSGDP + ε1

Growth equation

(2) GDPGR =  21 +  22FDI +  23GDS +  24OCF +  25EXGR +  26AID + ε2

Where;

FDI     = Foreign Direct Investment,

GDP     = Gross domestic product,

GDPGR  = Annual growth rate of GDP,

TB     = Trade account balance,

INF     = inflation rate

PPEGDP = proportion of public expenditure to GDP,

DSR     = Domestic savings rate,

EDSGDP= external debt service as a proportion of GDP.

GDS     = gross domestic savings as proportion of GDP,

EXGR     = rate of growth of real exports,

AID        = net current transfers to government plus official long-term

borrowing,

OCF    = other capital inflows,

ε1, ε2     = stochastic disturbance terms.

Obwona applied a two stage least squares (2SLS) estimation method and found that 

all  sources of funds had a positive impact  on the growth rate,  with flows to the 

public  sector  having  the  strongest  effect.  Obwona  argued  that  foreign  aid  has 
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promoted FDI through its  effects  on public  sector  investment  between 1981 and 

1995.

While the empirical results based on a small sample he suggested that foreign AID 

and other capital inflows have had a positive effect on FDI through their effects on 

public sector investment in the short-run, a developing country like Uganda must 

also be concerned with the long-run sustainability of the macroeconomic stability 

and external debt.

Mjuweni  (2009) analyzed factors  influencing FDI inflows into Malawi and used 

Ordinary Least Squares method and time series type of data. The model used in her 

study was as follows:- 

LnFDI =βo +β1LnOPT + β2LnCtaxt + β3Lnfert + β4Lnlnflt + β5Lninflt +β6CDum 

+ μ 

Where;

t = Time 

Ln = Natural logarithm 

FDI = Aggregate FDI inflows 

OPT = Measure of the openness of the economy to trade 

Ctax = Corporate tax rates 

fer = foreign exchange rate 

Infl = Annual inflation rates 

CDum = Competition policy law dummy variables 

μ = error term
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In her findings, she came out with the findings that market size, macroeconomic 

stability, plausible economic policies and competition policy play a significant role 

in determining the flow of FDI. On the other hand, in the immediate or short term, 

corporate tax rates, markets size, macroeconomic stability, credible macroeconomic 

policies and the presence of competition policy influence FDI inflows. However, the 

study was found that openness of the market does not drive the flow of FDI for 

Malawi. 

2.5 Tanzania FDI flows and FDI determinants

 2.5.1 Forms of FDI

From 1993 to 2002, FDI inflows into Tanzania have taken predominantly the form 

of  Greenfield  Investment  inspite  of  some  participation  by  foreign  investors  in 

Tanzania’s  privatization  programme,  and  a  few  cases  of  acquisitions  of  foreign 

affiliates  by  foreign  investors.  But  foreign  acquisitions  gave  an  initial  push  to 

increased  FDI  inflows.  Giving  the  example  of  1993  the  total  value  of  these 

acquisitions was higher than annual FDI inflows, in 1994, the third year of FDI and 

the  growth,  was  still  one  quarter  (UNCTAD,  2001  in  UNCTAD  2002).   It  is 

explained that after that period, the share fluctuated between 1 and 14 percent per 

annum.  Generally,  during  1993-1998,  the  share  of  foreign  acquisitions  in  FDI 

inflows was above one tenth. 

 2.5.2 Market-seeking FDI

UNCTAD (2007) explains that Trans National Companies have stepped in Tanzania 

as one type of FDI so as to fill the gap created by the government when it stopped 
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involving  itself  in  direct  investments.  The  companies  include  Tanzania  Brewing 

Limited, owned by SAB Miller (South Africa), and the Tanzania Cigarette Company 

(TCC), International Matsushita (Japan) which produces batteries as well as other 

basic electronic equipment for the domestic market. The Tanzania Shoe Company is 

an  example  of  an  investment  dominated  by  foreign  investors  that  is  geared  to 

supplying the domestic market.

 Joint ventures have been formed between the Government and foreign companies, 

including: Wazo Hill Cement, a cement manufacturer partly owned by Scancem of 

Norway;  Mbeya  Cement  Company  involving  CDC  (51  per  cent)  and  Chilanga 

Cement  Company  of  Zambia  (14  per  cent);  Tanelec  (which  supplies  electrical 

engineering  equipment  to  Tanzania  National  Electric  Supply  Company 

(TANESCO)),  in  which  Asea Brown Boveri  is  a  minority  shareholder;  Tanzania 

Cable, in which Dae Sung Cable of the Republic of Korea owns a 51 per cent share;  

and Kilombero Sugar Company, partly owned by Illovo Sugar Ltd of South Africa 

(55 per cent) and ED & F Man of the United Kingdom (20 per cent) UNDP (op cit).

It is explained further that the financial  services sector is almost wholly foreign-

owned,  following  the  acquisition  of  the  largest  commercial  bank  in  the  United 

Republic of Tanzania, the National Bank of Commerce, by Amalgamated Banking 

Group  of  South  Africa  (ABSA).  Eleven  other  prominent  foreign  banks  in  the 

country include Standard Chartered Bank (United Kingdom), Stanbic Bank (Saudi 

Arabia), Barclays (United Kingdom), Citibank (United States), Eurafrican (Belgium, 

France and IFC), Kenya Commercial Bank (Kenya) and the  International Bank of 

Malaysia.
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 2.5.3 Export-oriented FDI

The pace of FDI in natural resources has accelerated in recent years for example, 

Barrick  Gold  Corporation  (Canada)  invested  $50 million  in  a  mining  project  in 

2003. In addition, some foreign investors entered through mergers and acquisitions. 

In 1994, for example Baker talc Incorporation (Canada) acquired two companies in 

the gold ore industry with investments of $7.7 million and $3.6 million, respectively.

2.5.4 FDI Entry Modes in Tanzania

Ngowi (2002) identifies FDI entry modes in Tanzania, as the driving forces behind 

the identified entry modes and the possible development implications of the entry 

modes to the country. He found that, FDI entry modes in Tanzania are both mergers 

and  acquisitions  and  green  field  investments.  Among  the  major  driving  forces 

behind mergers and acquisitions include the privatization programs in the country. 

Major  driving  forces  behind  green  field  FDI  include  availability  of  untamed 

investment opportunities especially in the natural resource sector. 

The identified entry modes found to have different positive and negative long term 

and  short  term  effects  on  financial  resources  and  investment  technologies, 

employment,  skills,  export  competitiveness  and  market  structures.  According  to 

Ngowi’s  study,  mergers  and  acquisitions  entry  modes  are  dominant  in  most  of 

traditional  classic  colonial  or  neo  colonial  exportable  raw  materials  and  import 

substituting or manufacturing goods that enjoy a high degree of natural protection 

like beer, cement and petrol products. He explains that, Tanzania FDI inflow enjoys 

more mergers than acquisitions. Green-field FDI in Tanzania has been marked in the 

20



study as more in nontraditional sectors like fishing and mining where parastatals 

coverage  are  very  limited.  It  is  also  a  dominant  entry  mode  in  raw  materials 

production. 

3.5.5 Agricultural sector FDI

Agricultural sector has been receiving a sizeable amount of green field FDI in the 

1990s ( Ngowi, 2002). Among them are the 11 fish processing and exporting plant 

which were opened at the Tanzanian part of lake Victoria and 15 cotton ginneries 

have been opened in the same area. 

Nyange (2005) analyzed factors hindering FDI flow into the agricultural sector in 

Tanzania.  He assessed factors increasing the likelihood of FDI flow into agricultural 

projects and carried discriminant analysis to identify factors that best discriminate 

agricultural  investments  from  other  sector  projects.  Investors’  perceptions  to 

investment climate of Tanzania were classified by using the factor analysis. 

Nyange came out with the observation that FDI flows to agriculture remain small 

and  come  from  less  diversified  traditional  sources,  namely  UK,  Kenya,  India, 

German  and  Netherlands,  together  accounting  for  72  percent  of  the  investment 

projects.  Moreover,  investors  in  agricultural  processing  are  more  diversified  and 

similar to non-agricultural sectors. Livestock sub-sector has attracted less investment 

relative  to  crops  most  notably  sugar  and  tea.  Nyange  explained  further  that, 

investment  in privatized public  enterprises has been used as a mode of entry by 

foreign  investors  more  in  agriculture  (particularly  in  crop sub-sector,  43%) than 
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other  sectors  (24%  in  non  agriculture  projects).  The  pattern  is  explained  as 

attributable  to  an  underdeveloped  private  sector  in  commercial  farming  and 

Agribusiness and the availability of good opportunities in the early liberalization era. 

The  proportion  of  Tanzania  shareholders  in  investment  projects  is  lowest  in 

agriculture (70% in crops as opposed to 79% in non-agriculture) suggests limited 

opportunities for joint ventures with foreign investors.

Nevertheless  regional  distribution  of  investment  in  agriculture  shown  is  favors 

Arusha,  Tanga,  Morogoro  and  Dar  es  Salaam.  Favourable  climate,  developed 

infrastructure  and  location  of  privatized  public  enterprises  are  determinants  of 

regional  distribution  of  FDI  projects  in  agriculture.  For  example,  despite  their 

agricultural potential and well developed infrastructure, Iringa and Mbeya regions 

received  little  investments  possibly  due  to  lack  of  public  enterprises  and  slow 

privatization  of  existing  ones  particularly  in  Ruaha/Rufiji  basin.  Mwanza  and 

Shinyanga regions are amongst major recipients of non - agricultural investments 

but are climatically unfavorable to agriculture.

Kabelwa (2003) in his study titled South African FDI in East Africa; the case of 

Tanzania observed that the agricultural sector has attracted very low South African 

FDI for the past decade. Between 1993 and 2002, South African companies have 

invested less than 1 percent in agriculture and agro-processing business out of their 

total  investments  in  the  country.  Kabelwa  argues  that  South  African  companies 

started to invest in agro-processing in Tanzania in 1997 when the Government sold 

the Mufindi  Pyrethrum Extraction  Plant  to  South African  International  Chemical 

22



Products Ltd for about US$ 1million. In the following year, a new agro - processing 

namely Wonder Foods Tanzania Ltd was established to pack market and distribute 

milk powder in the country. Since 1998, the company has expanded its operations 

into tea processing, blending, packaging and distribution. Only one South African 

company engaged exclusively in agriculture, namely, the Golden Leaf Growers Co. 

Ltd. The company was established in 2002 in Morogoro to grow flue cured tobacco. 

Msuya  (2007)  examined  the  impact  of  Foreign  Direct  Investment  (FDI)  on 

agricultural productivity and poverty reduction and assessed the factors that hinder 

FDI flow to agriculture in Tanzania.  He observed that FDI has a positive impact on 

productivity especially to smallholder farmers who are linked in integrated producer 

schemes  and  recommended  rethinking  of  the  smallholder  institutional  setup  for 

increasing  productivity  and  FDI  flow  to  the  agricultural  sector.  Also,  FDI  to 

Tanzania and specifically to agriculture has a much more far reaching economic and 

social impact than in other sectors.

Analysing the impact  of macroeconomic policy reforms on the FDI inflows into 

agriculture sector  in Tanzania 1990 – 2000, Ngaruko (2002) applied institutional 

FDI  fitness  model  and  Dunning’s  eclectic  framework.  In  so  doing,  qualitative 

analysis  was  done  using  surveyed  data  obtained  through  questionnaires  and 

quantitative  analysis  which  involved  econometric  estimation  of  the  impact  of 

selected  macroeconomic  policy  variables  on  agricultural  FDIs.  Results  of  both 

quantitave and qualitative analysis indicate that macroeconomic reforms have had 

significant influence on both locational advantages in terms of attracting agricultural 

FDI inflows into Tanzania.
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CHAPTER THREE

3.0 METHODOLOGY OF THE STUDY

3.1 Conceptual framework

Tanzanian  economy  can  be  improved  through  growth  in  agricultural  sector  and 

agricultural  production.  Growth in  agricultural  production  depends  on growth in 

agricultural investments being domestic and international investments in Tanzania. 

The agricultural international investments in the country can be termed as FDI in 

agriculture.  The  local  or  domestic  investments  are  potential  for  international 

companies to either merge or acquire to form FDI. Also, supply of raw materials and 

market to the Foreign Direct Investment in Agriculture (FDIA) and activation of the 

investment environment come from the domestic investments.

FDIA contributes to the economy of the country through capital formation as it fills 

savings  –  investment  gap  in  the  country  as  shown  in Fig.  2.  It  also  improves 

production technology by contributing to it an international brought out technology 

better  production  technology  is  expected  to  occur.  Another  effect  of  FDIA is 

employment creation gained from the new investment,  expansion of the existing 

investment  and or the use of a better  technology of production.  The government 

revenue is also expected to increase from FDIA. Fiscal and monetary policies, the 

promotional  agencies  initiatives,  infrastructure  and  support  services  as  well  as 

certain government rules and regulations are the factors which influence FDIA in 

various ways.
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3.1.1 Fiscal and monetary policies

Stability  in  these  policies  may  attract  or  discourage  FDI  inflows  in  agricultural 

sector the country. These include inflation rate, foreign exchange rate and domestic 

currency  stability,  lending  interest  rate,  access  to  credit  and Repatriation  of 

dividends and profits. Also, taxation policy, tariff policy and local government taxes.

3.1.2 Promotional strategies

Promotion  strategies  are  important  in  marketing  the  country  and  investment 

opportunities in it. In Tanzania promotional strategies are done through facilitation 

by promotional institutions/ agencies, Parastatals sector Reform Commission PSRC, 

Crop/commodity  boards,  Business  associations,  Tax  holidays,  Tax  exemptions, 

Domestic market potential,  Regional trading blocks potential example SADC and 

EAC.

3.1.3 Infrastructure and support services

Infrastructure  and  support  services  are  among  important  factors  determining  the 

investment environment. They include road transport, railway, port services, airline 

services,  electricity  supply/tariff,  water  supply,  telecommunication 

(telephone/internet), labour availability (quality), and land availability, availability 

of  other  resources,  entrepreneurship  attitude  and  political  stability.  These  affect 

directly the costs of production of an investment.
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3.1.4 Government regulations

Government  rules  and  regulations  may  promote  or  discourage  investment  in  a 

country.  These  include  Land  laws,  labour  laws,  environmental  regulations, 

corruption, government-private sector partnership, import/export procedure
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Figure 2: Conceptual framework
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FDI flows into the Tanzanian agricultural sector are characterized by a number of 

factors  including  entry  modes,  FDI  types  and  macro  economic  variables.  FDI 

entries’ modes into Tanzanian agricultural sector may be classified by activity of the 

organization or by investment strategy as shown in Fig.13.  Classification by activity 

shows that there are firstly horizontal FDI in which similar plants at the same stage 

of  the  production  process  are  located  in  different  national  markets  or  “market 

seeking  investment.  Secondly  there  are  vertical  FDI  in  which  plants  produce  at 

adjacent stages of a vertically related set of production processes or natural resource 

seeking investment. Lastly in this classification there are diversified FDI which may 

be plants but their outputs are not related to each other or risk diversification.  In 

classification by investment strategy, there are firstly green field investments which 

are market entry by establishing a completely new plant and secondly mergers and 

acquisition  which  can  be  market  entry  by  acquiring  an  existing  plant  and  joint 

venture  described  as  market  entry  by  forming  a  new  enterprise  with  a  foreign 

partner.

3.2 Research design

 The analysis of the data was carried out by Ordinary Least Squares (OLS) method. 

The data were exposed to various diagnostic tests. Time series data of 13 years from 

1996 to 2008 collected  by various institutions  were used in  this  study Table 17. 

These  data  were used  to  distinguish  a  problem,  firstly  from more  ordinary  data 

analysis problems and secondly, from spatial data analysis where there was a context 

that  observations  related  to  geographical  locations.  There  were  additional 

possibilities  in  the  form  of  space  time  models.  A time  series  model  generally 

28

http://en.wikipedia.org/wiki/Spatial_data_analysis


reflected the fact that observations close together in time were more closely related 

than  observations  further  apart.  In  addition,  time series  models  made use of  the 

natural one-way ordering of time so that values in a series for a given time were 

expressed as deriving in some way from past values, rather than from future values.

3.3 Description of the variables

3.3.1 GDP Per capita 

Gross  domestic  per  capita  was  used  to  determine  the  purchasing  power  of 

Tanzanians and therefore market. It is the domestic income. A large market implies a 

greater  demand  for  goods  and  services  and  therefore  makes  the  country  more 

attractive for FDI. Per capita GDP is expected to have a positive relationship with 

FDI inflows. 

 3.3.2 Inflation Rate 

Inflation  was used as one of  the measures  for  macroeconomic  stability.  Holding 

other factors constant, a higher inflation rate should be negatively related to FDI 

inflows.  

 3.3.3 Real exchange Rate 

Real exchange rate is another measure for macroeconomic policy used in the study. 

Depreciation  in  domestic  real  exchange  rate  reduces  the  costs  of  domestic 

production in comparative to foreign production costs. Foreign exchange rate  was 

employed to find out how it impacts on FDI inflows. The relationship is expected to 

be negative. 
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 3.3.4 Lending Interest Rate 

The  banks  real  lending  interest  is  among  measures  of  macroeconomic  policy 

stability management. It shows the easiness of obtaining capital for investment in the 

country. Favorable banks’ real lending rate promotes local and foreign investments 

and therefore it is expected to be positively related to FDI inflows. 

3.3.5 Openness of the economy 

The openness of the economy was obtained by the percentage of the total exports 

and imports to GDP. As countries liberalize their FDI it is expected that a more open 

economy  will  attract  more  FDI  inflows.  Openness  of  the  economy  to  trade  is 

expected to have a positive relationship with FDI inflows.

3.4 Data collection 

Primary data were collected through a survey of institutions dealing with FDI in 

Tanzania  including;  Tanzania  Investment  centre  (TIC),  Board  of  External  trade 

(BET),  Tanzania  Chamber  of  Commerce  Industry  and  agriculture  (TCCIA), 

Confederation  of  Tanzania  industries  (CTI),  Export  Processing  Zones  Authority 

(EPZA)  and  Ministry  of  Trade  Industry  and  Marketing.  Agricultural  investment 

enterprises  with  foreign  direct  investment  were  also  surveyed  for  primary  data 

collection.

Secondary data were obtained from Bank of Tanzania (BoT), the Sokoine University 

of Agriculture Library (SNAL), Economic and Social Research Foundation (ESRF) 

Library,  Tanzania  Investment  Centre  (TIC)  data  bank,  Export  processing  zones 
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authority (EPZA), Confederation of Tanzania Industries (CTI), the National Bureau 

of Statistics (NBS) and electronic sources.

         

3.5 Data sampling

Multistage sampling technique was applied in the study. The two leading regions 

with FDI inflows were chosen in the first  stage; which were Dar es Salaam and 

Arusha.  Arusha was chosen because of its leading role for FDI in agricultural sector 

and Dar es Salaam because was the leading business centre. The second stage was to 

narrow down into two districts from each region, chosen districts were Arusha and 

Meru for Arusha and Ilala and Temeke for Dar es Salaam.  Agricultural investments 

with FDI were purposely targeted and randomly selected from the districts. Fifteen 

questionnaires were sent to agricultural investment firm in each district.

3.6 Data analysis

3.6.1 Analytical techniques 

Quarterly data of the variables explained in section 3.6.2 below for the period of 

January  1996  to  December  2008  was  collected  for  analysis  with  regard  to  the 

objectives.  However,  the  quarterly  data  were  not  available  so  annual  data  was 

interpolated by linear interpolation method to obtain quarterly data. The descriptive 

statistics were determined from the data.

Unit Root Test  

Time series data always exhibit time characteristics and therefore is associated with 

non - stationarity. This is when the mean and variance computed from such variables 
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would be unbiased estimate of the unknown population mean and variance.  Unit 

root test for stationarity which involved Phillip - Perron test was done in order to 

avoid spurious results. 

In determining the perception of the investors and investment promotion agencies 

towards  agricultural  investment  environment  the  questionnaire  information  were 

treated in Statistical Package for Social Science (SPSS) computer programme and 

the descriptive results obtained.

3.6.2 Model Specification

Linear regression was used to determine the empirical relationship between, factors 

affecting  FDI,  macroeconomic  variables  and  FDI  inflow  trends  into  agriculture 

sector in Tanzania from 1996 to 2008. The model used in this study expressed the 

nature  of  relationship  between  FDI  inflows  into  agricultural  sector  and 

macroeconomic variables of inflation, GDP per capita, real exchange rate, interest 

rates and openness to trade. 

FDIA t  =   +  1GDPP t +   2 INFL t +  3RER t +  4INTR t +  5 OPT t +   



Where,

FDIA = FDI in Agriculture in Us $ measured as a percentage of 

aggregate FDI              

GDPP = Gross Domestic Product per capita or GDP (p.c.) in TShs

INFL = Rate of domestic inflation  

32



RER = Domestic real exchange rate

INTR = Bank’s real lending interest rates %       

OPT = Percentage openness to trade 

t = Time (quarters)

 = Constant term of the regression (intercept) 

 1 –  5 =    Parameter estimates (coefficients)

 = Error term

3.7 Limitations of the Study

Data  and information  availability  was among the major  challenges  of  the  study. 

Some  of  the  surveyed  institutions  were  reluctant  to  give  the  data  requested  by 

claiming  that  it  was  confidential  information.  However,  through  formal  requests 

many data were available. In addition was a problem of the same data to differ when 

collected by different organizations or even when collected by the same organization 

but in different years. 
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CHAPTER FOUR

4.0 RESULTS AND DISCUSSION

4.1 FDI flow in Tanzania

Trends of Foreign Direct Investment (FDI) inflow to Tanzania have been increasing 

from US $ 150 in 1995 to US $ 517 in 1999 Table 2. For the past ten years the 

minimum amount was US $ 308 in 2003 but in general from 1999 to 2004 FDI 

inflow has been increasing and reached its  recently highest peak of Us $ 696 in 

2008. 

Increase in FDI inflows may be as a result  of increase in world FDI inflows as 

explained earlier in this study, growth in the world economy and adaptation to the 

trade  liberalization  policy  in  Tanzania  may  also  be  major  reasons.  The  good 

domestic  regulatory  policy,  successful  promotional  strategies  and  some 

improvement in infrastructure and support services contributed in making a better 

investment environment and the increase in FDI inflows.

Table 2:  Value of FDI inflow to Tanzania from 1995 to 2008 in million US $

Year 1995 1996 1997 1998 1999 2000 2001

Value of FDI 151 149 159 172 517 463 467

Year 2002 2003 2004 2005 2006 2007 2008

Value of FDI 388 308 331 448 617 653 696
Source: Bank of Tanzania (2010)

Tanzania like many other developing countries has not been able to stabilize her 

FDI.  Fig. 3 presents a clear view of DFI inflow trend in Tanzania for the period of 
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1998 – 2008 where there was an increase from US $ 151 in 1995 to 696 in the year 

2008. Although there were decreases in FDI from 2000 to 2003 by 2004 the increase 

started again.

 

Years

Figure 3: Value and trends of FDI inflow to Tanzania from 1995 to 2008 (in million 

US $)

Source: Bank of Tanzania (2009)

4.2 Sources of FDI

Major sources of FDI to Tanzania have been from United Kingdom, Kenya, South 

Africa, China, United States of America, India and Netherlands, Table 3. This may 

be due to historical relationship between Tanzania and these countries. Other factors 

include cultural similarities and the comparative advantage these country have with 

Tanzania. 
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Table  3: Number of investment projects to Tanzania by source of 

origin(2007 and 2008) 

                                      Projects
Country 2008 2007
United Kingdom 96 59
Kenya 72 25
South Africa 20 40
China 50 16
United States 24 16
India 39 27
Netherlands 27 19

Source: URT Economic Survey (2008)

Table 3 shows the investment projects of 2007 and 2008 by country of origin. It is 

found while the number of new investment projects from South Africa have been 

declining from 40 in 2007 to 20 in 2008 the Chinese investment projects for the 

same period have increased by three times and more (from 16 projects in 2007 to 50 

in 2008).the decline may be accredited to decline in resources and profits for their 

investments. Also, this proves that what the attracting factor for investment in one 

country  may  not  be  attracting  factor  for  the  other  country.  Exhaustion  of  the 

resources  which  South  Africans  used  might  be  the  cause  for  decrease  in  their 

investments  compared  to  other  countries.  Fig.  4  below presents  a  clear  view of 

variation in number of investments projects for the years 2007 and 2008.
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Number of projects

                                      Country of origin

Figure 4: Trend of investment projects in Tanzania by source country (2007 and 2008)

Source: URT Economic Survey (2008)

African countries had not been the major source of FDI flows into Tanzania. With 

the exclusion of South Africa and Kenya among the 10 major investors in Tanzania 

all  the  others  come from outside  Africa.  The top  ten  foreign  direct  investors  in 

Tanzania for the period of 2001 – 2005 had been Canada (US $ 81), South Africa 

(US  $  75), United  Kingdom (US  $  50),  United  States  of  America(  US  $  14), 

Bermuda (US $13), Cayman Islands (US $ 12), Kenya (US $ 12 ), China (US $ 8) 

and Switzerland (US $ 7) TIR, (2006). This was caused by similarities in the level of 

capital,  technology,  available  resources  in  African  countries  which  lowered  the 

comparative advantages.
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4.3 Types of FDI

This  study  found  75%  of  the  FDI  to  be  mergers  while  25%  was  green  field 

investment  Table  21.  Acquisition occupied insignificant  portion of the Tanzanian 

FDI. That was due to the adopted privatization policy which involved the investors 

to replace the government’ role in production. Trade liberalization also added to this 

when untamed natural resources started to be used by foreign investors.

The major type of FDI in Tanzania as reported by many sources (Kyaruzi, 2005; 

Ngowi, 2002;  UNCTAD, 2001) is green-field investments which is  followed by 

Mergers and acquisitions of companies which is mainly caused by privatization and 

good  investment  policies  as  pull  factors.  However  as  the  above  Table  3  shows 

Msuya (2007) classifies some FDI as Market seeking, export oriented and FDI in 

infrastructure. Understanding that international companies came in Tanzania when 

the government of stopped involving itself in direct production. This influenced the 

FDI type in Tanzania for the time to be mergers and acquisition.

4.4 Sectoral Distribution of FDI

Mining and quarrying sector had the leading role in FDI inflow in 2007 with 31% of 

country FDI inflows while the least inflows about 0% went to community and social 

sector see Table 4. Sectoral distributions of FDI were not in line with the role which 

sectors play in Tanzanian economy. URT (2008) indicated that despite the large FDI 

inflows into mining and quarrying sector and whole sale and retail  trade sectors, 
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their contributions to GDP per year were 4% and 12% respectively. The agricultural 

sector which received less FDI (3%) contributed 26% from the year 2002 to 2006. 

Table  4: Sectoral distribution of FDI in Tanzania (2002 - 2006)

Sector Average %
Mining and Quarrying 31
Whole sale and retail trade 28
Manufacturing 14
Transport and Communication 11
Utilities 9
Agriculture 3
Financing and Insurance 3
Construction 1
Community and social 0

Source: Tanzania Investment Report (2007)

The existence of unexploited natural resources was the main distributing factors to 

various sectors in Tanzania. Mining and quarrying which has not been in use for 

many years seemed to have led in sectoral FDI inflows. Construction, community 

and  social  sectors  lacked  FDI  due  to  policy  and  regulatory  frameworks  which 

limited privatization  and involvement  of investors in those sectors.  Fig.  5 below 

presents  sectoral  distribution  of  FDI  in  Tanzania  for  better  appreciative  and 

comparison. Agriculture pays minimal as compared to other sectors.
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                                                                               Percent (%)

Figure 5: Percentage by sectoral distribution of FDI in Tanzania from 2002 to 2006.

Source: TIR (2007)

4.5 Regional Distribution of FDI 

Pattern  of  Regional  Distribution  of  FDI in  selected  regions  of Tanzania  in  2005 

showed more concentration on the major cities in the country than small towns Table 

25.  Large  concentration  of  FDI  in  Dar  es  Salaam  might  be  due  to  its  being 

commercial administrative centre for the country whereas Mwanza and Shinyanga 

might be due to heavy investments in mining sector, Fig. 6. Large populations may 

offer bigger market and become regional attraction. Developed infrastructure in the 

area  may  be  another  reason  for  absorption  of  bigger  amounts  of  FDI  in  these 

regions. Lindi, Mtwara, Dodoma, Rukwa and Kigoma regions were not statistically 

potential for FDI.

     Percent (%)
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Figure 6: Percentage regional distribution of FDI

Source: TIR 2006

4.6 Characteristics pf FDI in Agricultural Sector 

Agricultural Foreign Direct Investment inflow in Tanzania for the past ten years had 

been at its peak in the year 2000 when it reached US $ 48 million Table 5. Minimum 

amount of 6 million was attained in 2002. Variation in this inflow might be due to 

variation of the agricultural produce in the world market.

Table  5:  Value of FDI inflow from 1995 to 2008 (in million US $)
Year 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

 FDI 24 48 34 6 16 9 11 15 16 19
Source: Bank of Tanzania (2010)

TIC registered projects in agricultural sector flows with the average of 84 projects 

per year which made a total of 592 for the period of 2003 – 09, Table 6. The number 

of projects had been increasing from 2003 – 08. However in 2009 fewer projects 
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were registered compared to the previous years. This might be due to the effect of 

the world financial crisis.

Table  6: TIC registered projects in agricultural sector from 2003 to 2009

Year 2003 2004 2005 2006 2007 2008 2009

Number of Projects 
Registered 70 85 85 90 91 103 68

Percent 12 14 14 15 15 17 12
Total number of projects 592    Average 84 projects

Source: TIC data base (2010)

Fig. 7 below presents variation in amount of FDI flows into agricultural sector in 

Tanzania. The flows have not been steady may be due changes in macroeconomic 

policies as well as promotional efforts and various rules and regulations.

Years

Figure 7: Trend of Agricultural FDI 1999 – 2008 (in Million Us$)
Source: Bank of Tanzania (2010)
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4.7 Sources of Tanzanian Agricultural FDI

The survey conducted during this  study found out that the leading foreign direct 

investor in agricultural sector was India (41%), who operated mainly in agricultural 

processing industries; followed by Holland (18%), who was found mainly in flower 

cuttings  industry.  Other  investors  were  United  Kingdom (9%)  and  China  (9%). 

Among the least investors in the sector were Pakistan, South Africa, USA and Kenya 

see Table 7.

Table 7: Source of FDI in agricultural sector
                                   Country Percent (%)

               China       9
                Pakistan       5
                South Africa       5
                Holland       18
                India       41
               United Kingdom  9
               USA  5
               Kenya  5
               Total  100

On contrary,  TIR (2007) showed the leading foreign direct investor in Tanzanian 

agricultural sector was USA (74%) shown in Fig. 8, followed by Kenya (17%). This 

might be due to USA foreign policy of the period which propagates trade with the 

developing countries and Africa. Among the five big sources of FDI South Africa 

seemed  to  have  the  least  investments  in  agriculture  TIR  op cit.  Studying  South 

African  investments  Kabelwa  (2003)  found  that  between  1993  and  2002  South 

African  companies  had invested  less  than  one  percent  in  agriculture  and agro  - 

processing business out of their total investment in the country.
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Figure 8:  Sources of Foreign Direct Investment in Tanzanian Agricultural sector year 

2006

Source: TIR 2007

Table  8: Value of FDI inflow trend 2002 – 06 in million US $ in Agriculture, 

mining and Trade sectors.

Sector Canada S. Africa
United 

Kingdom USA Kenya
Mining and Quarrying 86 69 6 5 0
Whole  sale  and  retail 
trade 0 17 34 16 17

Agriculture 0.4 0 1.4 15 3
Source: TIR (2007)

FDI sources for the Other Sectors of Tanzanian economy had not been the same as 

in agriculture sector.  Table 8 above indicates that Canada, South Africa and United 

Kingdom had been the leading sources of FDI in Mining and trade Sectors with little 

investments in agriculture see Fig. 9. That shows the major investors in Tanzania do 
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not invest in agriculture sector but in mining. This suggested that promotions for 

investing in Tanzania should consider specific sectors. There was a need to invest in 

specific sectors and particularly in agriculture.

    %

                                   Country

Figure 9:  Value of FDI inflow trend 1995 to 2008 (in million US $) in Agriculture, 

mining and Trade sectors

Source: Bank of Tanzania (2010)

4.8 Types of FDI in Agricultural Sector in Tanzania

Agricultural Projects registered by TIC in the period from 2003 to 2009 as shown in 

the Table 9 were classified as new projects and expansion or rehabilitation of the 
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previously existed projects. The data shows 61.2% were new projects, 35.6% were 

expansion projects and rehabilitation projects were 1.5 % of the total agricultural 

projects registered in the centre.

Table 9: Agricultural Projects registered by TIC in the period from 2003 - 09

Nature of the Projects
Frequency

                                    Per
cent

New 363 61
Expansion 211 36
Rehabilitation 9 2
Total 583 98

Source: TIC data base (2010)

On contrary, TIC approved projects in 1990 – 2000 as explained by Ngaruko (2002) 

69.9% were rehabilitation or expansion of the existing projects  while the new or 

green field were 30.1% of the projects.

This  study  found  that  green  field  (74%)  is  the  major  type  of  entry  mode  into 

agricultural  sector  in  Tanzania,  shown  in  Table  10.  Next  to  green  field  was 

acquisition  accounting  for  14%  and  Mergers  which  took  11%  of  the  surveyed 

investment firms. Such results were in contradiction to the study of Nyange (2005), 

where  it  was  found  that  acquisition  was  the  major  entry  mode  in  Tanzanian 

agricultural  sector.  Driving forces behind the entry modes were privatization and 

availability of investment in the market (20%), profits associated with green field 

and  acquisition  (53%),  availability  of  untapped  natural  resource  (8%)  and 

advantages of market and few producers.
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Table 10:  Types of FDI in Agricultural sector in Tanzania

                 FDI Type         Percent (%)
Greenfield          74

 Mergers          11
 Acquisitions          14
 Total          100

The impacts of identified type of FDI into agricultural sector found were the need to 

reduce number of employees of the investments bought by 13.9% and the need to 

increase  scale  of  production  so  as  to  cover  production  costs  and  benefit  from 

advantages of scale by 25% of the investors. Easy way of entry into market and 

reduce competition from the local enterprises by the foreign investor was mentioned 

by 36% while other 5% each were impacted by the need to reduce importation of 

inputs  and the  need to  increase  number  of  employees  (foreign  and local)  under 

complex labor laws. High competition in the external market was the impact faced 

by  3% of  foreign  direct  investors.  This  may  be  due  to  barriers  established  by 

developed countries for products produced in developing countries.

4.9 FDI Inflow in Selected Sectors of Tanzania 

Table  11: FDI inflows in Agricultural, mining and Trade sectors in Tanzania 
2002 - 2006 (in million US $)

Source: TIR (2007)

Year Agricultural FDI
Mining and quarrying 

FDI Trade FDI
2002 5 231 43
2003 16   77 61
2004 13   85 90
2005 13 158 209
2006 19 168 230

47



On average total FDI amount injected in agricultural sector for the period of year 

2002 to 2006 was less  by twenty times  compared to  amount  which flowed into 

mining and quarrying and trade sectors Table 11. The trends of the inflow of the FDI 

from the table above are shown in figure 10 below. That may be due to inefficient 

promotional efforts which are not sector specific but also can be contributed to the 

risks associated with investing in agriculture. 

FDI value

    US $

Year

Figure 10: FDI inflow in Agriculture, Mining and Trade sectors in Tanzania 2002 - 

2006 (in million US $)

Source: TIR (2007)
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4.10 Regional Distribution of Agricultural FDI

Regional  distribution  of  agricultural  investment  does  not  differ  much  from  the 

distribution of total FDI. The major cities of the country receive greater inflows than 

the  small  towns.  Nyange (2005) found agricultural  FDI  to  be  skewed favouring 

Arusha, Tanga, Morogoro and Dar es Salaam rather than the other towns which are 

endowed with much resources favouring agriculture including land and favourable 

climate. However this study found a slight difference as Figure 11 shows that Dar es 

Salaam is the leading city with 210 TIC registered agricultural investment followed 

by Arusha which had 67 projects, Mwanza with 43 projects and Iringa where 35 

projects were registered. This might be due to the fact that the major towns were 

also  business  centres,  and proper  areas  for  office  allocation  but  their  production 

areas for the investments may be allocated elsewhere.
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Figure  11:  Regional  Distribution  of  TIC agricultural  investment  projects  2003 – 

2009

Source: TIC data base (2010)

4.11 FDI in Agriculture and Domestic Regulatory Policies

This  part  discussed the domestic  regulatory  policies  as  pull  factors  which affect 

foreign direct investment in the country specifically in agricultural sector. Foreign 

Investment  and Protection  Act  of  1963,  trade  liberalization,  National  investment 

policy  of  1990,  privatization,  National  investment  policy  of  1997  and  Business 

Environment Strengthening for Tanzania (BEST) program are discussed in table 12.

Table  12:  Effect of Domestic regulatory policies on foreign direct investment in 
Agriculture

Policy Strategy
Effect on Agricultural 
investment

1 Foreign 
investment and 
protection Act 
1963

- Offered incentives and guaranteed investments 
against nationalization and various forms of 
expropriations between 1963 and 1990.

- Aimed at limiting the inherited colonial 
investments and resources from moving back to 
their countries. It was overtaken by the Arusha 
declaration 1967.

- Discouraged the FDI 
inflows in the country 
due to Arusha 
declaration which 
obscured this act.

2 Trade 
liberalization

- Liberalization of foreign exchange rates and non 
tariff barriers.

- Multiple import and export licenses, removal of 
price controls and protectionism

- Removal of monopoly in crop marketing, 
processing and exports by crop boards

- Increase movements 
of capital, foreign 
trade and Foreign 
direct Investment in 
Agriculture

3 National 
investment 
policy of 1990 

- Enactment of National Investment Promotion 
and protection act of 1990

- Offered a variety of incentives and legal 
guarantees 

- Establishment of investment promotion centre.

- Increase Agricultural 
FDI due to its 
strategies and 
promotions

4 Privatization - Establishment of PSRC by Public corporations 
(Amendment) Act 1993.

- The objective was to reduce the government 
ownership of enterprise, enhance efficiency of 
parastatals and generate additional resources for 
the government.

- Ranged from divestiture to company employees 
or management, joint ventures, sale of assets, 
placement of shares on stock exchange, leasing 
and management contracts.

- Projects in the agro-
based sectors 
comprise the bulk of 
both privatization and 
non-privatization 
based investments in 
number, but the great 
mass of FDI is 
accounted for by 
projects involving 
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Policy Strategy
Effect on Agricultural 
investment

- PSRC dealt with 239 companies until 1999. 
(PSRC reports)

mining and power.

5 National 
investment 
policy of 1997

- Tanzania investment Act of 1997 came into 
operation

- Identified a framework within which a 
transparent legal and regulatory framework 
could be established.

- Establishment of one stop promotion centre that 
is Tanzania Investment promotion centre.

- Increase Agricultural 
FDI 

6 Business 
environment 
strengthening 
for Tanzania 
(BEST)

- Multi sectoral 5 years program launched in 
2003.

- Aims to reduce administrative and regulatory 
environment of doing business in Tanzania and 
improve government and judicial services to 
private sector.

- Supported and 
financed land reforms 
and tax related 
reforms.

- Business Activities registration act, 2007, local 
government tax and finance act.

- Increased agricultural 
FDI

- Value added tax (1997)from July 1998 -20% till 
2009- 18%

- Income tax(1973) to be charged on the income 
of an individual firm

- Custom tariff (1976) charged on importation of 
goods into Tanzania

Source: TIC and PSRC reports (2006)

FDI promotional strategies have been done in Tanzania since early 1990s. The major 

investment  promotional  agencies  have  been Investment  Promotion  Centre  (IPC), 

Tanzania Investment Centre, Export Processing Zones (EPZ) and Special Economic 

Zones (SEZ). Table 13 gives a brief discussion on the promotional agencies and their 

possible effect on FDI and agricultural FDI.

Table  13: FDI Promotional Strategies and in Agricultural FDI

S/
N

INSTITUTION PROMOTIONAL STRATEGY EFFECT ON 
AGRICULTURAL 
INVESTMENT

1. Investment 
Promotion  Centre 
(IPC)

Established as  a centre for  facilitation and 
promoting  business  and  investment  in  the 
country.

Contributed  to  increase 
in investment but added 
to  bureaucratic 
investment  registration 
procedures.
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S/
N

INSTITUTION PROMOTIONAL STRATEGY EFFECT ON 
AGRICULTURAL 
INVESTMENT

2 Tanzania 
Investment Centre

Established 1997 as the primary agency of 
the government to coordinate, encourage, 
promote and facilitate investment in 
Tanzania and to advice the government on 
investment related matters. TIC strategies;-
- Markets Tanzania as an attractive 

investment destination.
-   Certificate of incentives to successful 

registered investors
- Investment guarantees
- Technology agreements
- Offers various services including 

preparation of local projects profile, 
provision of investment act and 
investor’s guide.

TIC investors’ guide 
and Country marketing 
strategy on 
opportunities of 
investing on agricultural 
sector is expected to 
bring positive effects on 
FDI in agricultural 
sector. 

3 Export  Processing 
Zones 

Established  by  the  enactment  of  Export 
processing zones Act no. 11 of 2002 which 
was amended in 2006. The scheme aims at 
promoting  and  facilitating  export  oriented 
investments  as  well  as  coordinating 
infrastructure development in the zones.

It  increase  FDI inflows 
by  export  facilitation 
but is concerned only in 
agricultural processing

4 Special  economic 
zones

Established  under  the  special  economic 
zones  Act  of  2006  with  the  aim  of  fast 
tracking  economic  growth  and  poverty 
reduction

Involves  all  sectors 
including  agricultural 
sector  and  promotes  it 
as at allows investors to 
sell in the local market.

4.12 Current Agricultural Promotion Efforts

Priority areas in the government budget for the year 2010/11 includes agriculture 

and  livestock  development,  industries,  water  and  irrigation,  research  and 

development,  infrastructure  including  roads,  railway,  ports,  airports  and  energy; 

were expected to bring greater impact to FDI flow in the country. Addressing the 

Tanzanian Parliament on 10th June 2010, JMT (2010), Hon. M Mkullo said that the 

government is expected to take the following initiatives:-

(i) Modernize  agriculture  to  realize  high  productivity  through  supporting 

production  of  high  quality  seeds;  provision  of  subsidies  on  farm inputs; 

improving  market  information  system  for  farmers;  developing  marketing 
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infrastructures;  and  promoting  value  addition  activities  on  agricultural 

products;

(ii)  Strengthening  extension  services  and  research  on  production  of  better 

livestock  breeds  with  high  productivity;  and  improving  provision  of 

subsidies on veterinary drugs and vaccination;

(iii)  Strengthening  and  developing  irrigation  schemes,  in  order  to  attain  the 

aspirations of Kilimo Kwanza(meaning agriculture to be given first priority ), 

including construction of rain water harvesting dams to increase irrigation 

capacity;

(iv)  Increase of water supply in urban and rural areas;  establish national centres 

for land surveys and mapping and implementation of national land use plans 

and allocate more resources for construction and rehabilitation of transport 

infrastructure,  especially  roads  and  railways;  rehabilitation  of  airports  in 

order to make Tanzania a regional and international commercial hub for air 

transport services;

(v) Enhanced impetus in the production of energy and implementation of various 

projects in collaboration with the private sector in order to increase energy 

generation and distribution capacities in urban and rural areas;

(vi) To promote small and medium scale businesses in order to increase quality 

and  value  addition  by  investing  in  agro-processing  industries,  storage 

facilities  and  incubator  sites;  promotion  of  the  use  appropriate  industrial 

technologies  that  conserve the environment,  including production  of  farm 

implements; and
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(vii) To establish the Agricultural  Bank, strengthening the Tanzania Investment 

Bank and the Tanzania Women Bank and accelerate the implementation of 

agricultural financial leasing services and completes the establishment of the 

Tanzania Mortgage Refinance Company (TMRC).

In addition to the above efforts agriculture has been allocated Tanzanian shillings 

903.8 billion, with an increase of 35.5 percent from the year 2009/2010. Also, 

the following amendments to the Value Added Tax Act were done in order to 

foster agricultural investments;

(i) Exempt  VAT  on  transportation  (intra-transport)  of  agricultural  products 

which will apply to organized farming;
(ii)  Exempt  VAT  on  machines  and  equipments  used  in  the  collection, 

transportation and processing of milk products which aimed at  promoting 

investment  in  the  dairy  sub-sector  and  improve  the  income  of  livestock 

keepers

(iii)  Exempt VAT on animal feeds or seed cake (locally known as Mashudu) and 

Provide  VAT Special  relief  for  the  supply  of  equipments  to  a  registered 

Veterinary Practitioner under the Third Schedule to the VAT Act;

(iv)   Exempt VAT on agricultural implements that is combine harvesters, pick-up 

balers,  hay  making  machinery  and  the  mowers  used  in  agricultural 

production  and  livestock;  and  on  Airfreight  charges  for  transportation  of 

flowers; 

(v)  Granting VAT special relief on “green houses” to the supply of goods and 

services to the organized farms and farms under the registered cooperatives 
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unions for the purpose of building of farms infrastructures in the farms, such 

as irrigation canals, construction of road networks, construction of go downs 

and similar storage facilities;

(vi)   Exempt VAT on breeding services, Provide for VAT special  relief to the 

supply of building materials and construction services to EPZ developers and 

zero rate VAT on locally produced edible oil using local oil seeds by local 

processors;

(vii) Exempt  VAT on  supply  of  packaging  materials  for  fruit  juices  and  milk 

products. The measure is intended to reduce production costs and improve 

the quality of goods produced by local processors; and
(viii) Reinstate the practice of classifying certain goods intended for use in specific 

investments  as  “deemed  capital  goods” to  provide tax relief  to  investors. 

However, to avoid abuse of this facility, the government will form a technical 

committee (Inter disciplinary committee) under Tanzania Revenue Authority 

to oversee its implementation. A list of goods involved will be prepared and 

made available to the beneficiaries.

This shows the government commitment in promoting agriculture. However, success 

to  these measures  depends on the implementation system as well  as information 

dissemination to the farmers. Other challenges to the success of the policy are donor 

dependence of the budget, sustainability of the policy which is always affected by 

the change of leadership and the monitoring and evaluation mechanisms.
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4. 13 Infrastructures and Support Services and Agricultural FDI

Hard of physical infrastructure such as roads and electricity, soft infrastructure such 

as  information,  human  capital  and  productive  infrastructure  were  found  to  have 

effect on investment inflows in a country. Mkenda and Mkenda (2004) found that 

infrastructure is an important  determinant  of FDI inflow.  Increase in production 

costs,  regional  disparities  in  FDI  inflows  were  also  attributed  to  infrastructural 

development (Nyange, 2005). Table 14 shows selected infrastructural distribution in 

various regions in Tanzania.

Table  14: Selected infrastructural distribution in various regions

Number of TIC 
registered 

Projects
Percent

Number of 
Surveyed 

Farms 
(2008)

Quantity of 
electricity 

sold(GWH) 
(2008)

DSM 210 35.4 21 1745*
Morogoro 31 5.2 59 169
Arusha 67 11.3 110 296
Mwanza 43 7.3 18 173
Kilimanjaro 31 5.2 67 14
Tanga 29 4.9 76 109
Mtwara 6 1.0 12 23
Mbeya 13 2.2 37 115
Coast 29 4.9 132 136
Kagera 16 2.7 56 37
Shinyanga 20 3.4 13 196
Iringa 35 5.9 11 79
Dodoma 13 2.2 2 68
Tabora 8 1.3 0 98
Rukwa 3 .5 6 11
Mara 12 2.0 15 44
Manyara 6 1.0 15 -
Singida 4 .7 0 18
Lindi 6 1.0 5 11
Ruvuma 3 .5 20 15
Kigoma 3 .5 1 12
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Total 593 100.0 676
Source: URT (2008) and TIC data base (2010) 
* refers to the figure which includes 2 regions of Dar es Salaam and Coast 

Tanzania road, air, water and railway transport and size can be summarized as in the 

following description;

i. Road transport
Tanzania  has  a  road network  of  85  000 km consisting  of  trunk (10  300 km) 

regional (24 700 km) urban (2 450 km) and community (27 550 km ) roads

ii. Air transport
Tanzania has 3 international air ports which are Dar es Salaam, Kilimanjaro and 

Zanzibar.  But also it  has 5 major  domestic air  ports  and about 60 smaller  air 

dromes and airstrips.

iii. Water transport
Dar es Salaam, Tanga and Mtwara are the major ports in Tanzania but the country 

also has inland ports around lake Victoria, lake Nyasa and lake Tanganyika.

iv. Railway transport
Tanzanian railway system track the length of 3 685 km out of which 2 715 km 

linking Dar es Salaam with the central and northern regions which is operated by 

TRL and 1860 km linking Dar es Salaam and Zambia is under TAZARA.

Tanzania is rated 127 out of 181 in doing business in 2009 one of the reasons being 

the poor infrastructure in the country (URT, 2009).

4.14 Empirical Relationship between Macroeconomic Variables and FDI flow 

Trends into Agricultural Sector
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The average foreign direct inflows into agriculture (the dependent variable) for the 

study period are US $ 20.9 million see Table 12. With the standard deviation of 28.4 

the maximum value is 86.6 while the minimum value in 1.5. This suggests that FDI 

inflows into agriculture is not only in minimal amounts but also has great annual 

variation. Descriptive statistics for the other variables are summarized in the Table 

15 below.  

Table  15: Descriptive Statistics of the variables

FDIA GDPP INFL OPT RER RINTR
 Median 4.9 298147.2 6.7 2781.3 929.8 8.8
 Maximum 86.6 627787 21 7366.3 1135.9 15.3
 Minimum 1.5 30499.8 4.4 147.8 10.2 1.4
 Std. Dev. 28.4 149345.6 4.5 1907.6 246.6 3

 Unit Root Test

Unit root test was used to test the order of integration of each variable in a model, to 

establish whether it is non-stationary and how many times the variable needs to be 

differentiated to derive stationary series.  The Augmented Dickey Fuller test makes a 

parametric correction for higher order correlation and it controls for higher order 

correlation by adding lagged difference terms of the dependent variable to the right 

hand  side  of  the  regression  (Rutaihwa,  2009).   For  that  reason,  this  study used 

Philip- Perron test which makes a correction to the t-statistic of the Yt coefficient in 

the Autoregressive Process to account for the serial correlation in random term (Ut ).

The results show that the values were not at stationary during the level and even 

when they were first differentiated. When they were differentiated for the second 

time (t - 2) all the variables proved stationary at 1% level of significance.

Regression results
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The model used for regression to test relationship between selected macroeconomic 

policy variables and agricultural FDI inflows was 

FDIA t-2  =    +  1GDPP t-2   +  2INFL t-2   +  3RER t-2   +  4INTR t-2   +  5 

OPT t-2  +   

The regression results obtained are as follows;-

FDIA t-2= 0.26 + 0.001GDPP + 5.3INFL – 0.02 RER + 8.1 INTR – 0.03OPT + 

            (0.48)      (0.00)        (1.2)   (0.01)           (1.49)      (0.01)

The constant

 The value 0.26 shows the amount of foreign direct investment inflows in agriculture 

which will be obtained when all other factors are equal to zero. It is significant at 

1%.

Gross domestic Product per capita

Foreign direct investment inflows in agriculture is expected to change by 0.001 US $ 

given  a  unit  change  in  Gross  domestic  Product  per  capita  holding  other  factors 

constant. Results show GDPP to be significant at 1%.

Inflation rate

The study found that when all other factors were held constant, the rate of inflation 

changes by one percent will cause a change of foreign direct investment inflows in 

agriculture by 5.31%.  Inflation rate was unexpectedly found to be positive. Results 

were at 1% level of significance.
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Real exchange rate

Foreign direct investment inflows in agriculture were found to be negatively related 

to  exchange  rate  in  this  study.  It  was  evidenced  that  when all  other  factors  are 

constant, a unit change in exchange rate would result into negative 0.02 changes in 

foreign direct investment inflows in agriculture. The exchange rate value is found 

significant at 1% level.

Interest rate

The bank’s lending interest rates were also found to be positively related to foreign 

direct  investment  inflows in agriculture.  The results  indicate  that  when all  other 

factors were constant, one percent change in interest rate would result into 8.1% 

change in foreign direct investment inflows in agriculture. The exchange rate value 

was found to be significant at 1% level. 

Openness to trade

Positive relationship was found between Tanzanian openness to trade and foreign 

direct  investment  inflows  in  agriculture.  It  was  observed  that  holding  all  other 

factors constant a unit change in openness to trade would result into a 0.03 change in 

foreign direct investment inflows in agriculture. The value was obtained at 1 % level 

of significance.

Results further showed that R Square = 0.45  Table 23 meaning that about 45% of 

the changes in foreign direct investments (the exogenous variable) were explained 

by endogenous variables of DGP per capita, inflation rate, exchange rate, interest 
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rate and openness to trade included in the model. The overall the model fits well. 

The computed value of the f-statistic  is  significant  at  1% and its  p-value is  7.9. 

Therefore the results obtained are meaningful.  

Dw = 2.01292 implies that there is no autocorrelation as it is close to two.

Table 16: Regression results

Variable Expected sign Obtained
GDP per capita    + ve -ve
Inflation -ve +ve
Exchange rate -ve -ve
Interest rate    + ve +ve
Openness to trade    + ve +ve

Table 16 above shows GDPP and inflation brought unexpected signs the reason for 

that was beyond the explanation of this study. However, it can be assumed that it is 

the  FDI  inflows  which  increased  money  supply  and caused  inflation  the  reason 

which  is  against  Tanzanian  inflation  explanation  in  (Bot,  2010).   The  results 

obtained in this part were generally similar to many other results found by some 

preceding  studies  Table  17.  Ngaruko (2002) found unexpected  sign  in  GDP per 

capita but he got the expected negative sign for inflation.

Table  17:Comparison of the results with the other studies

Study by Explanatory variable Effect and Significance

Ngaruko (2002) GDP per capita - ve          Insignificant 
Inflation - ve          Significant
Exchange rate - ve          Significant
Exchange rate2 - ve          Insignificant
Interest rate + ve        Significant
Openness to trade + ve        Significant

Mjuweni (2009) GDP + ve        Significant
Inflation - ve        Significant
Exchange rate -  ve        Significant
Openness to trade       + ve        Significant
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Current Study GDP per capita -  ve        Significant
Inflation       + ve        Significant
Exchange rate -  ve        Significant
Interest rate        + ve        Significant
Openness to trade       + ve        Significant

4.15 Results from Agricultural Investments Survey

This study involved a survey to 40 agricultural investment with foreign ownership 

located in Arusha (52%) and Dar es Salaam (48%) as explained in chapter three of 

this study. The survey involved discussions with the investors as well as the filling in 

of the structured questionnaire appendix 1.

 Nature of the foreign agricultural investments 

The study found that  agricultural  investments  with  FDI  had the  average  of  308 

employees  Table  15.  The  maximum  number  of  employees  in  the  surveyed 

investments was 2 000 while the minimum number of employees was 14.

Table 18: Employment in the surveyed agricultural investments

                          Company Number of employees
                           Mean 308
                           Median 110
                           Mode 100
                           Std. Deviation 518
                           Minimum 14
                           Maximum 2000

Agricultural investments with FDI were mainly involved in food production (40%), 

manufacturing (26%), horticulture (17%), textile (11%), milk processing (3%) and 

farm input  supply (3%), Fig.  12.  Further  analysis  showed that  investments  were 

divided  into  crop  production  (11%)  livestock  production  (3%),  agricultural 
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processing  (81%),  agricultural  services  (3%)  and  livestock  production  and 

processing (3%) Table 26.

Activities
Figure 12:  Activities of agricultural investments with FDI.

FDI flow into agricultural sector

Before  respondents  were  asked  about  their  perceptions  towards  agricultural 

investment environment, they were asked to mention factors which hinder FDI flow 

into agricultural sector in Tanzania. Twenty five percent (25%) of the respondents 

found lack of agricultural  inputs as a major hindrance although 19% found poor 

infrastructure and support services to be the hindering factors. Unreliable weather 

(13%) and domestic regulatory framework were mentioned by 13% of the surveyed 

investors. Other factors mentioned as hindering factors to greater flow on FDI into 

agricultural  sector  in  Tanzania  were  unstable  export  prices  (5.6%),  promotional 

framework (11.1%), high cost associated with investing in agriculture (5.6%) and 

unstable  market  listed  by  5.6% of  the  surveyed  investors.  Analyzing  investors’ 

perceptions  towards  investment  environment  in  Tanzania  statements  to  measure 

regulatory policy frameworks, promotional strategies, and infrastructure and support 

services were used. Respondents had to fill  their attitude towards the statements. 

Respondents  indicated  whether  a  given  environment  was  favourable,  slightly 
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favourable,  indifferent,  unfavourable or most unfavourable.  Perception results  are 

summarized in Table 19.   

Table  19 : Investors Perception towards investment environment in agriculture

Favoura
ble

Slightl
y

favour
able

Indifferent      Un
favourable

  Most un-
favourable

Total

Monetary policy 15 45 1 21 18 100
Inflation rate 3 25 0 44 28 100
Foreign exchange rate  and 
domestic currency stability 

0 17 0 28 55 100

Lending interest rate 7 70 4 15 4 100
Access to credit 13 70 0 13 4 100
Repatriation  of  dividends 
and profits

53 41 0 6 0 100

Fiscal Policy 24 58 3 10 5 100
Taxation policy 11 51 0 20 18 100
Tariff policy 31 54 6 9 0 100
Local government taxes 28 63 3 6 0 100
Fiscal policy stability 26 65 3 3 3 100
Government regulations 28 51 4 8 9 100
Land laws 25 64 4 7 0 100
Labour laws 59 41 0 0 0 100
Environmental regulations 29 68 0 3 0 100
Corruption 6 66 14 6 8 100
Government-private  sector 
partnership

37 43 3 9 9 100

Import/export procedure 9 23 6 26 37 100
Promotion strategies 59 37 3 0 1 100
Facilitation by promotional 
institutions/ agencies

70 28 3 0 0 100

Parastatal  sector  Reform 
Commission PSRC

48 52 0 0 0 100

Crop/commodity boards 27 65 8 0 0 100
Business associations 21 65 9 3 3 100
Tax holidays 99 1 0 0 0 100
Tax exemptions 81 19 0 0 0 100
Domestic market potential 46 52 3 0 0 100
Regional  trading  blocks 
potential  e.g.  SADC,EAC 
etc

81 16 0 0 3 100

 Infrastructure  and 
support services

30 45 3 12 10 100

Road transport 3 60 0 20 17 100
Railway 65 0 0 19 16 100
Port services 6 53 3 21 18 100
Airline services 14 61 0 11 14 100
Electricity supply/tariff 7 41 9 24 21 100
Water supply 6 41 6 29 17 100
Telecommunication(teleph
one/internet )

53 47 0 0 0 100

Labour availability(quality) 65 32 0 3 0 100
Land availability 26 67 0 4 4 100
Availability  of  other 15 71 6 3 6 100
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Favoura
ble

Slightl
y

favour
able

Indifferent      Un
favourable

  Most un-
favourable

Total

resources 

Entrepreneurship attitude 13 65 7 7 10 100
Political stability 91 9 0 0 0 100

Results showed that among the factors the investors found unfavourable for FDI in 

agricultural sector were foreign exchange rate and domestic currency stability rated 

by 55% , the import and export procedures rated by  37% (monetary policy )and 

28% found inflation  rate  to  be  unfavourable.   Conversely  91% of  the  surveyed 

investors commented on political stability to be the favoring factor for foreign direct 

investment  environment  in  Tanzania.  Other  observed  favoring  factor  were  tax 

holidays by 99%, tax exemption by 81% and regional trading blocks potential was 

found favourable by 81 of the surveyed investors. 

Measures to attract Foreign Direct investors into Tanzanian agriculture sector

In order to increase FDI flows in Tanzania, 22% of the respondents suggested that 

local and international markets should be promoted and Tanzanians should know the 

importance  of  buying  products  produced  in  Tanzania.  The  role  of  Tanzanian 

government  in  reducing  importation  taxes,  other  taxes  and control  inflation  was 

found as an important factor by 28% of the investors surveyed. Six percent stated 

that corruption control and improvement in labour and land laws will increase FDI 

flow into agricultural  sector.  Some respondents (17%) said that, the government 

should enhance modern Agricultural production skills and methods so as to improve 

the  quantity  and  quality  of  the  agricultural  produce.  Eleven  percent  suggested 

creation of a better investors- government relationship, while 6% pointed out that 
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the  control  of  price  fluctuations  and  macroeconomic  stability  was  important  for 

increase in FDIA. Also, improvement of infrastructure and simplification of import 

procedures were found as important measures for improvement of FDI inflow by 

8%.

Questionnaire results from investment promotional agencies

The  Table  20  below  shows  a  summary  of  nature  of  the  investment  promotion 

institutions  in  Tanzania  which  were  visited  during  the  survey.  The  promotional 

institutions  were  established  in  different  years  from 1962 to  2006,  with  various 

objectives  such as investment  and export promotion,  private  sector  development, 

business promotion and business environment regulation.

Table 20: Nature of Investment Promotion institutions 

Agency/Institution Year of 
commencing 

operation

Main Objectives
Major Beneficiaries

Board of External Trade 1979 Export Promotion Business community

Cashew nut  Board of 
Tanzania

Cashew nut business 
regulator

Cashew nut Farmers

Confederation of Tanzanian 
Industries

1991 Advocating for conducive 
environment for business 
profitability

Private sector 
investors

Export Promotion Zones 
Authority 

2006 Investment  facilitation & 
value addition

Domestic and foreign 
investors

Ministry of Livestock & 
Fisheries

2005 Policy regulation and 
guidelines

Foreign and  local 
investors and farmers

National Development 
Corporation

1962 Stimulate and develop 
basic industries

Manufacturers and 
agro processors

Tanzania Chamber of 
Commerce Industry and 
Agriculture

1978 Lobbying and advocating 
for good business 
environment

Traders

Tanzania Investment Centre 1990
Investment Promotion

Domestic and local 
investors

The  promotional  agencies  part  viewed  the  factors  that  hinder  FDI  inflow  into 

agricultural sector in Tanzania to be the available  domestic regulatory framework 

(13%)  and  infrastructure  and  support  services  (50%).   Perception  of  investment 
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promotional  agencies  towards  investment  environment  in  Tanzania  statements  to 

measure  regulatory  policy  frameworks,  promotional  strategies,  and infrastructure 

and support  services  were  asked as  it  was  the  case with  the  above agribusiness 

investors.  Promotional agencies results concur with investor on perception towards 

foreign  exchange  rate  and  domestic  currency  stability  which  they  also  found 

unfavourable by 43%. Other hindering factors were lending interest rate by 71% and 

access to credit was found unfavourable by 43% of the surveyed agencies. Seventy 

one  percent  of  the  surveyed  investment  promotional  agencies  commented  on 

political stability to be the favoring factor for foreign direct investment environment 

in Tanzania as it was the case with agribusiness investors Table 21. Other observed 

favoring factors were entrepreneurship 83.3%, and telecommunication which were 

mentioned by 71% of the respondents.
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Table 21: Results on Promotional agencies’ Perception towards investment 

environment in agriculture 

Favourable Slightly
favourable

Indifferent      Un
favourable

  Most
unfavourable

Total

Monetary policy 36 20 9 22 14 100
Inflation rate 57 29 0 0 14 100
Foreign exchange rate and 
domestic currency stability 

29 14 14 43 0 100

Lending interest rate 14 14 0 71 0 100
Access to credit 29 29 0 43 100
Repatriation of dividends 
and profits

43 14 29 0 14 100

Fiscal Policy 34 36 11 18 0 100
Taxation policy 43 43 14 0 100
Tariff policy 25 38 13 13 0 100
Local government taxes 14 43 14 29 0 100
Fiscal policy stability 50 17 17 17 0 100
Government regulations 29 43 14 14 14 100
Land laws 14 41 14 14 14 100
Labour laws 28 29 2 14 0 100
Environmental regulations 43 43 14 0 100
Corruption 14 43 14 29 100
Government-private sector 
partnership

43 43 0 0 14 100

Import/export procedure 29 57 0 0 14 100
Promotion strategies 38 33 21 3 5 100
Facilitation by promotional 
institutions/ agencies

25 50 13 13 0 100

Parastatal sector Reform 
Commission PSRC

14 29 43 14 0 100

Crop/commodity boards 28 43 28 0 0 100
Business associations 43 14 43 0 0 100
Tax holidays 50 13 25 0 13 100
Tax exemptions 57 29 0 0 14 100
Domestic market potential 37 37 13 0 13 100
Regional trading blocks 
potential e.g. SADC,EAC 
etc

50 50 0 0 0 100

 Infrastructure and 
support services

36 31 14 14 3 100

Road transport 14 43 14 14 14 100
Railway 14 29 14 29 14 100
Port services 14 57 29 0 100
Airline services 0 57 0 43 0 100
Electricity supply/tariff 14 14 14 43 14 100
Water supply 17 33 33 17 100
Telecommunication(telepho
ne/internet )

71 14 14 0 0 100

Labour availability(quality) 57 29 14 0 0 100
Land availability 50 17 33 0 0 100
Availability of other 
resources 

29 57 14 0
0

100

Entrepreneurship attitude 83 0 17 0 0 100
Political stability 71.4 28.6 0 0 0 100
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CHAPTER FIVE

5.0 CONCLUSION AND POLICY IMPLICATION

5.1 Conclusion

The overall objective of this study was to make agriculture sector more attractive to 

investors and as such resulting to an increase in investments and overall agricultural 

productivity. The study aimed at  identifying and characterizing types of FDI flows 

into  agriculture  sector;  examining  how  domestic  regulatory  policy  frameworks, 

promotional strategies,  infrastructure and supporting services affect FDI flows into 

agriculture as well as analyzing the empirical relationships between macroeconomic 

variables and FDI flow trends into agriculture sector in Tanzania and recommend 

future policy option for attracting FDI in the sector in question.

5.1.1 Characteristics of FDI flow into agriculture sector

The  foreign  direct  investment  inflow  trend  into  agricultural  sector  had  been 

increasing at an alarming rate although it is below the other sectors of the economy. 

Sources of agricultural  FDI have been USA (74%), Kenya (17%) and UK (7%). 

Types of FDI into the sector are greenfield 72% followed by Acquisition 14% and its 

regional distribution shows that it favours the major towns of Dar es Salam, Mwanza 

and Arusha. 
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5.1.2 Empirical relationship between macroeconomic variables and FDI flow 

trends into agriculture sector in Tanzania

The study found that Gross domestic Product per capita to be negatively related to 

FDIA and the results was significant at one percent. Inflation rate was found to be 

positively related to FDIA at 1% level of significance.  Foreign direct  investment 

inflows in agriculture were found to be negatively related to exchange rate.  The 

study found that  exchange rate  value was significant  at  one percent.  The bank’s 

lending interest rate also found to be positively related to foreign direct investment 

inflows in agriculture. The exchange rate value was found to be significant at one 

percent  level  of significance.  Positive relationship  was found between Tanzanian 

openness to trade and foreign direct investment inflows in agriculture.  The value 

was obtained at 1 % level of significance.

5.1.3 Domestic regulatory policy framework, promotional strategies, 

infrastructure and supporting services affect FDI flows into agriculture

The factors found unfavourable for FDI in agricultural sector were foreign exchange 

rate and domestic currency stability rated by 55% , the import and export procedures 

rated  by   37% and  28% found  inflation  rate  to  be  unfavourable.  Also,  lending 

interest rate by 71% and access to credit was found unfavourable by 43% of the 

surveyed agencies.  Ninety  one  percent  of  the  surveyed investors  commented  on 

political stability to be the favoring factor for foreign direct investment environment 

in  Tanzania.  Other  observed  favoring  factor  were  tax  holidays  by  99%,  tax 

exemption by 81% and regional trading blocks potential was found favourable by 

81%  of  the  surveyed  investors.  Other  observed  favoring  factors  were 
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entrepreneurship 83% and telecommunication which was advocated by 71% of the 

surveyed investment promotional agencies.

5.1.4 Current Agricultural Promotion Efforts 

Mentioned  below  were  the  efforts  which  had  been  made  by  the  governmental 

ministries, departments and agencies in promoting FDI in agricultural sector. Also 

mentioned were suggestions towards the same end;

i.) Increase government budget in agricultural sector by 36% and reduction of 

VAT in many agricultural  production activities (as part of  Kilimo Kwanza 

initiatives).

ii.) Modernize  agriculture  to  realize  high  productivity  through  supporting 

production  of  high  quality  seeds;  provision  of  subsidy  on  farm  inputs; 

improving  market  information  system  for  farmers;  developing  marketing 

infrastructures;  and  promoting  value  addition  activities  on  agricultural 

products.

iii.)Providing opportunity of sector activities and facilitating marketing of their 

produce while they are in Tanzania.

iv.) Identify and mapping all investment potentials available in agriculture sector.

v.) Providing necessary information required for FDI such as capacity building 

in farm management/crop processing and marketing.

vi.) Increase in promotional strategies and promotional institutions example the 

new Act that aim at transforming the Board of External Trade and increase 
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its operation is passed and it is now known as TANTRADE that is Tanzania 

trade and development authority and is with broader objectives.

5.2 Recommendation and Policy Implication

Policy options

Making the agriculture sector more attractive to investors; increase investments and 

overall agricultural productivity the study found a need for the following;-

i.) The government  should invest  more into hard and basic  infrastructure  (Road 

Railways, ports, irrigation infrastructure) in order to induce direct investment.

ii.) Reliability of supply of utilities such as water, energy and electricity, that is to 

avoid power cuts also reasonable costs of utilities such as water and electricity, 

the  costs  should  be  reasonably  cheap  and  of  about  the  same  rate  with  the 

neighboring countries.

iii.)Policy regulatory that  causes implementation based on our local  environment 

and there should be additional political will with commitment on Agribusiness. 

iv.)  Land access procedures should be simplified to allow investors obtain the land 

they request.

v.) Establishment  of  agricultural  development  banks  improvement  in  extension 

services and research should be fastened.

vi.) Agricultural commodities /goods are allowed to be traded as other goods of non 

agricultural example in export and entrepreneurship skills promotion as well as 

harnessing into investment in agricultural sector.
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vii.) Dissemination  of  information  on  investment  opportunities  to  business 

delegations and in website and other means of communication.

viii.) More sectoral strategic investment promotion, advocating for the reduction 

of cost of doing business should be done also, taxes and skills development levy 

should be reduced to the level which is common to the other countries (that is 

from current 6% to 2%).

ix.) Advocacy for reforms in labour related laws specifically for the hiring and firing 

procedures as well as import and export procedures.

x.) Coordination of promotional efforts to avoid duplication of resources as well as 

simplification in environment of doing business.

5.3 Areas for further research

This study analyzed factors affecting FDI flows into agricultural sector in Tanzania 

and confined itself to the pull factors. The researcher found that there was a need for 

more studies in this area especially the push factors which affect FDI flow so as to 

determine their influence on FDI inflows in agriculture sector in Tanzania. Also was 

a need for research on the effect of FDI flows into agriculture sector so as to come 

out with the employment and technological effects on agricultural FDI inflows in 

Tanzania.
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APPENDICES 

Appendix 1: Analysis of  factors affecting foreign direct investment flow into 

Agricultural sector in Tanzania 

The aim of this questionnaire is to find factors that affect FDI flow into agriculture 
sector,  understand  perception  of  investors  about  agricultural  sector  investment 
climate in Tanzania in order to make agricultural sector more attractive to investors; 
increase investments and overall agricultural productivity. 
This  study  is  meant  for  a  dissertation  to  be  submitted  to  the  Directorate  of 
Postgraduate Studies of Sokoine University of Agriculture (SUA) to fulfil  partial 
requirements of a Masters of Science degree in Agricultural Economics.   Therefore 
the  information  requested  is  for  academic  purposes  only.   Thank  you  for  your 
valuable time and your kind cooperation.

Agricultural Investment
A. Firms Profile

Name of the firm ……………….........................................................………
i.) Core business………………….........................................……….
ii.) Year of Registration/starting operation ………………………….
iii.)Number of employees.....................................................................
iv.) Shareholders/owners country of origin

(Please list) a. ..........................................................................
  b. .........................................................................
  c. ........................................................................
  d. ..........................................................................
   e. .............................................................................

v.) Main activity
a.) Crop production
b.) Livestock production
c.) Agricultural processing
d.) Agricultural services
e.) Other (specify) ...................................................................

vi.) How do you classify  your  enterprise
a.) New in Tanzania (Greenfield)
b.) Union/expansion of  the existed enterprise (Mergers)
c.) Bought once existed enterprise (Acquisition)
d.) Others (Specify) ……………………………..

vii.) Why did you choose the above entry mode?
a.) Existence of enterprise to merge/acquire
b.) Existence of ample natural resource 
c.) Profitability of operation
d.) Others (Specify) ……………………………..

………………………………………………..
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viii.) How does your entry mode affect you performance
a.) Need to reduce number of employees
b.) Increase scale of production
c.) Reduce competition from local enterprises
d.) Others (specify) ………………………………………

ix.) What factors hinder FDI flows into agriculture sector? (please circle)
a.) Unreliable weather 
b.) Unstable export prices
c.) Lack of agricultural inputs
d.) Domestic regulatory policy framework
e.) Promotional framework
f.) Infrastructure and supporting services
g.) Others (specify)  ………………………….
………………………………………………..

B. Perception on agribusiness Environment
C.

1. REGULATORY AND POLICY ENVIRONMENT
MONETARY POLICY 

Favourable Slightly
favourable

Indifferent      Un
favourable

  Most
unfavorable

Inflation rate
Foreign exchange 
rate and domestic 
currency stability 
Lending interest rate
Access to credit 
Repatriation of 
dividends and profits

FISCAL POLICY
Favourable Slightly

favourable
Indifferent      Un

favourable
     Most
unfavourable

Taxation policy
Tariff policy
Local 
government 
taxes
Fiscal  policy 
stability

GOVERNMENT REGULATIONS 
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Favourable Slightly
favourable

Indifferent      Un
favourable

  Most
unfavourable

Land laws
Labour laws 
Environmental 
regulations
Corruption 
Government-private 
sector partnership
Import/export 
procedure 

2.   PROMOTION STRATEGIES

Favourable Slightly
favourable

Indifferent      Un
favourable

  Most
unfavourable

Facilitation by 
Tanzania Investment 
centre-TIC
Facilitation by other 
promotional 
institutions/ agencies
Parastatal sector 
Reform Commission 
PSRC
Crop/commodity 
boards
Business associations
Tax holidays 
Tax exemptions
Domestic market 
potential
Regional trading 
blocks potential e.g. 
SADC,EAC etc

3. INFRASTRUCTURE AND SUPPORTING SERVICES
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Favourable Slightly
favourable

Indifferent      Un
favourable

  Most
unfavourable

Road transport
Railway
Port services
Airline services
Electricity 
supply/tariff
Water supply
Telecommunication
(telephone/internet  
)
Labour 
availability(quality)
Land availability
Availability of other 
resources 
Entrepreneurship 
attitude
Political stability

x.) What should be done to make agricultural sector more attractive to investors?
……………………………………………………………………..
…………………………………………………………………….
…………………………………………………………………….
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Appendix 2: Survey questionnaire 2. Analysis of factors affecting foreign direct 

investment flows into agricultural sector in Tanzania.

The  aim  of  this  questionnaire  is  to  analyze  factors  that  affect  FDI  flow  into 
agriculture sector, understand Tanzanian agricultural sectors investment climate and 
make  agriculture  sector  more  attractive  to  investors;  increase  investments  and 
overall agricultural productivity.  

This  study  is  meant  for  a  dissertation  to  be  submitted  to  the  Directorate  of 
Postgraduate Studies of Sokoine University of Agriculture (SUA) to fulfil  partial 
requirements of a Masters of Science degree in Agricultural Economics.   Therefore 
the  information  requested  is  for  academic  purposes  only.   Thank  you  for  your 
valuable time and your kind cooperation.

  Investment Promotional Institution/Agencies
A. Institution/agency details 

i.) Name and contact of the institution/agency ……………
…………………………………………………………………..
ii.) Year of commencing operation ………………………….

iii.) What are the main objectives of your agency/institution...
a.) Investment promotion
b.) Export promotion
c.) Agricultural investment promotion
d.) Others  ……………………………….............................................

…….
………………………………………………..........................…………...
.....................................................................................................................

iv.) Who are major beneficiaries of your organization?
a.) Foreign investors
b.) Domestic Investors
c.) Foreign and domestic investors
d.) Farmers
e.) Others (please mention) ………………….
……………………………………………….

B. OPERATIONAL ENVIRONMENT

i.)What is the main FDI mode of entry into Tanzania?
(Please circle)

e.) New in Tanzania (Greenfield)
a.) Union/expansion of  the existed enterprise (Mergers)
b.) Bought once existed enterprise (Acquisition)
c.) Others (Specify) ……………………………..

………………………………………………..

87



v.) What  is the FDI type/mode of entry which is  common in agricultural 
sector in Tanzania?  (Please circle)

a.) New in Tanzania (Greenfield)
b.) Union/expansion of  the existed enterprise (Mergers)
c.) Bought once existed enterprise (Acquisition)
d.) Others (Specify) ……………………………..

………………………………………………..

vi.) What factors you may suggest as driving forces behind the entry modes?
e.) Existence of enterprise to merge/acquire
a.) Existence of ample natural resource 
b.) Profitability of operation
c.) Others (Specify) ……………………………..
………………………………………………..……………..

vii.) Please  circle  the  possible  implication  of  FDI type/entry  mode  to  FDI 
inflow into agricultural sector.

a.) Limited expansion to other sector
b.) Need to reduce number of employees
c.) Increase scale of production
d.) Reduce competition from local enterprises
e.) Others (specify) ………………………………………

viii.) What factors hinder FDI flow into agriculture sector?
a.) Domestic regulatory policy framework
b.) Promotional framework
c.) Infrastructure and supporting services
d.) Others (specify) ………………………….
………………………………………………..

D. Perception on agribusiness Environment and investment in Agriculture
In this section please rank the outlined variables and their effects on FDI flow 
into agricultural sector in Tanzania.

1. REGULATORY AND POLICY ENVIRONMENT

MONETARY POLICY 
Favourable Slightly

favourable
Indifferent      Un

favourable
  Most
unfavourable

Inflation rate

Foreign exchange 
rate and domestic 
currency stability 
Lending interest 
rate
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Access to credit 

Repatriation of 
dividends and 
profits

FISCAL POLICY
Favourable Slightly

favourable
Indifferent      Un

favourable
Most 
unfavorable

Taxation policy

Tariff policy

Local government 
taxes

Fiscal policy 
stability

GOVERNMENT REGULATIONS
Favourable Slightly

favourable
Indifferent      Un

favourable
  Most
unfavourable

Land laws
Labour laws 
Environmental 
regulations
Corruption 
Government-
private sector 
partnership
Import/export 
procedure 
2.   PROMOTION STRATEGIES

Favourable Slightly
favourable

Indifferent      Un
favourable

  Most
unfavourable

Facilitation by 
promotional 
institutions/ 
agencies
Parastatal sector 
Reform 
Commission PSRC
Crop/commodity 
boards
Business 
associations
Tax holidays 

Tax exemptions
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Domestic market 
potential

Regional trading 
blocks potential 
e.g. SADC,EAC 
etc

3. INFRASTRUCTURE AND SUPPORTING SERVICES

Favoura
ble

Slightly
favourable

Indifferent      Un
favourable

  Most
unfavourable

Road transport
Railway
Port services
Airline services
Electricity 
supply/tariff
Water supply
Telecommunication
(telephone/internet )
Labour 
availability(quality)
Land availability
Availability of other 
resources 
Entrepreneurship 
attitude
Political stability

ix.) What  should  be  done  to  make  agricultural  sector  more  attractive  to 
investors?

……………………………………………………………………..
…………………………………………………………………….
…………………………………………………………………….

x.) What is being done by your institution/agency to ensure greater flow of 
FDI into agricultural sector?

……………………………………………………………………..
…………………………………………………………………….
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Appendix  3:  FDI distribution by sector 2002 - 2006

FDI inflows Us$ 
millions

Year 2002 2003 2004 2005 2006
Total Registered projects 1072 1590 1133 1706 5877
Agriculture 50 146 72 466 533
Mining & Natural 
resources

55 64 29 16 176

Tourism 90 121 141 227 683
Manufacturing 204 228 390 462 1243
Transport & 
infrastructure

25 834 214 138 1254

Construction 590 56 203 195 1248
Other 58 141 86 200 741

Sources: Tanzania Investment Centre and Bank of Tanzania.

Appendix 4: Clasification of FDI
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FOREIGN
DIRECT

INVESTMENT

ACTIVITY
OF

ORGANIZATION

INVESTMENT
STRATEGY

VERTICAL 
FDI

HORIZONTA
L

FDI

RISK
DIVERSIFI
CATION

GREENFIELD MERGERS
&

ACQUISATION

NATURAL 
RESURCE 
SEEKING 

INVESTMEN
T

MARKET 
SEEKING 

INVESTMENT
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Appendix 5:  Results of OLS estimates using the 54 observations 1996:3-2009 
Dependent variable: d_d_FDIA

Variable Coefficient Std. Error t-statistic p-value

const 0.261284 0.47983 0.5445 0.58859
d_d_GDPP -0.00127608 0.000323952 -3.9391 0.00026 ***
d_d_INFL 5.30912 1.19898 4.4280 0.00005 ***
d_d_RER -0.0151287 0.00553493 -2.7333 0.00875 ***
d_d_RINTR 8.1353 1.48926 5.4626 <0.00001 ***
d_d_OPT 0.0309954 0.00792284 3.9122 0.00029

Mean of dependent variable = -0.249938
Standard deviation of dep. var. = 4.42698
Sum of squared residuals = 570.782
Standard error of residuals = 3.44838
Unadjusted R2 = 0.450484
Adjusted R2 = 0.393242
F-statistic (5, 48) = 7.86991 (p-value = 1.78e-005)
Durbin-Watson statistic = 2.01292

Appendix 6:   nature of surveyed agriculture investments

                                       Firms                                      Percent

Textile mills 11
 Milk processing 3
 Manufacturing 26
 Horticulture 17
 Food production 40
 Input supply

3

Appendix 7: Regional distribution of FDI in Tanzania
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Region % FDI

Dar es salaam 43
Mwanza 26
Shinyanga 13
Arusha 4
Morogoro 4
Mara 3
Iringa 2
Kilimanjaro 1
Kagera 1
Mbeya 0.4
Manyara 0.3
Tanga 0.3
Pwani 0.2
Tabora 0
Ruvuma 0
Singida 0

Source TIR 2006
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Appendix 8:  The main activity of the surveyed agricultural investments

 Activity Percent
Crop production 11.1

 Livestock production 2.8
 Agricultural processing 80.6
 agricultural services 2.8
 Livestock production and processing 2.8

 Total 100.0

Appendix 9: FDI mode of entry into Tanzania

FDI type
Greenfield  Mergers Acquisition

FDI 25 75 0

FDIA 20 40 40

Appendix 10: Inflows in Europe, Africa and Asia for the years 1990, 2000 and 

2008.

1990 2000 2008

Europe 808943 2281563 6932525
Africa 60635 154244 510511
Asia 355576 1074958 2575002

Source UNCTAD 2009
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Appendix  11:  Data used for regression analysis.

Year FDIA 
Agricult
ural 
FDI  in 
Million 
US$ 

INFLI 
Inflatio
n rate

RLR 
Real 
interest 
rate 
(LR-
INF)

 
EXPORT
S in 
Million 
US$

IMPORT
S in 
Million 
US$

GDPP 
Per 
capital 
income 
in TShs 

NER 
Nominal 
exchang
e rate 
(TSh to 
1US$)

Tradeo

1996 51.5 21 5.5 1419.8 2028.5 149831 583.7 591.2
1997 86.6 16 9.9 1235.0 1948.2 147134 612.1 573.1
1998 144 12.8 13.1 1157.4 636.1 209330 664.7 1793.5
1999 23.6 7.9 13.4 1201.8 601.5 233397 744.9 1803.3
2000 47.6 5.9 15.3 1361 733.6 255575 803.3 2094.6
2001 34.1 5.1 10.7 1766.7 851.3 276741 877.3 2618
2002 6 4.6 14.6 1899.7 979.6 310991 967.1 2879.3
2003 15.8 5.3 7.2 2168.6 1220.9 353495 1038.9 3389.5
2004 9 4.7 7.9 2618.3 1481.6 396154 1089.1 4099.9
2005 11.1 4.4 9.7 2948.3 1679.1 441063 1129.2 4627.4
2006 14.8 7 7.6 3271.4 1743.3 478100 1253.9 5014.7
2007 16 7 9.7 3899.9 2024.2 547081 1244.1 5924.1
2008 18.5 10.3 6.2 4678 2688.3 627787 1196.3 7366.3
2009  12.1 2.3 4610.6 2664.5 702291 1319 7275.1
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