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Résumé: Cette étude examine l'impact de la politique des Etats en matiére de
nationalisation, d’ africanisation et de substitution a I importation sur la performance
financiére et I utilisation des capacités de quelques entreprises publiques de la
Tanzanie et de la Zambie. Les résultats obtenus prouvent que contrairement a la
plupart des études qui présentent la performance des entreprises publiques en des
termes monolithiques, I’ évolution de la performance est évidente quand on considére
ces entreprises au plan macro ou quand on les analyse a travers le type de gestion et
la nature des rapports Etatientreprise. Cette étude montre que I'évolution de la
performance des entreprises (i.e. en termes de profit financier et d’ utilisation de la
capacité) est lie aux politiques spécifiques de gestion économique suivies par la
Tanzanie et la 7ambie.

Introduction

This paper discusses the impact of state policies of nationalization,
Africanization and imgort substitution on public emerprisel performance in
Tanzania and Zambia.” First, it is necessary to provide a general overview
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1 Public enterprises (or parastatal organization as they are commonly called throughout
Africa) have been major instruments of economic growth and development in Africa for
almost three decades now. The main characteristic of a public enterprise (or parastatal
organization) is that the govemment has control over the decisions and operations of the
entity. In almost all cases, govemments also have majority ownership (although
govermnment minority ownership does not necessarily change the status of the enterprise
vis-a-vis the state). The second characteristic of public enterprises is that they are engaged
in business activities which means that their output is sold in the market, and the revenues
obtained are expected to cover a substantial portion of the costs incurred. But in practice
most of them are heavily subsidized by the state since they often tend to incur financial
losses.

2  Tanzania and 7Zambia are among a few African countries that undertook important
economic reforms in the late 1960s and early 1970. In Tanzania the economic measures
were contained in the 1967 Arusha Declaration. Zambia’s economic reforms were largely
in response to Rhodesia’s. Unilateral Declaration of Independence (UDI) in 1965 - but
three ycars later, those reforms were augmented by the 1968 Mulungushi reforms ad
subsequent economic measures adopted in 1969 and 1970. Over the years, both states have
attempted to rapidly implement policies of economic and managerial control in the hope of
expediting the development process.
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of the current privatization debate by bricfly considering the-link between
ownership, management and enterprise performance. Contrary to recent
studies reported in several developing countries linking enterprise perfor-
mance to quality of management, proponents of the privatization thesis still
argue that the transfer of ownership from the public sector (state) to the
private sector would improve the performance of public enterprises in
Africa.

Most African countries are cumrently under intense pressure from
Western controlled financial institutions such as the World Bank and the
International Monectary Fund to liberalize their economies and privatize
public sector enterprises.

The World Bank and other Western financial institutions have seized
upon the issue of widespread poor public enterprise performance in Africa to
recommend the ‘privatization’ of public enterprises as a policy option.
Privatization (sometimes referred to as ‘denationalization’ or ‘divestiture’)
implies the transfer of ownership of an enterprise from the public or state
sector to the private sector. Proponents of the privatization thesis argue that
this change in ownership would subject the enterprises to market forces and
pave the way for greater efficiency and financial accountability. However,
they overlook evidence from several Third World countries which strongly
indicates that enterprisc performance depends on the quality of management
rather than on the type of ownership (Cook, Kirkpatrick 1988:19). For in-
stance, evidence on the performance of public enterprises from such varied
countries as South Korea, Uganda (before 1971), Iraq or Kenya, show that
such enterprises have performed better financially than private firms in the
same countrics (Haile-Mariam and Mengistu 1988:1573-4). In all these cases
public enterprise performance improved due to quality of management and
the absence of political interference in operational decision mraking. The
findings reported in this paper on the performance of public enterprises in
Tanzania and Zambia concur with the evidence cited above. More impor-
tantly, my findings show first that the performance of public enterprises in
Tanzania and Zambia are closely linked to the policies of nationalization,
Africanization and import substitution that were rigorously pursued in each
country. Secondly, the findings indicate that variations observed in public
enterprise performance in both countries arc clearly evident when the
enterpriscs are considered at the microlevel, or analyzed by the type of
management and the nature of state-enterprise relationship.

This paper is organized into five sections. The first section considers
major reasons for public enterprise growth in Tanzania and Zambia. It also
provides a brief description of the state policics analyzed. The second sec-
tion examines the conceptual and theoretical issues and problems that arise
when analyzing enterprise performance in Sub-Saharan Africa in general,
and Tanzania and Zambia in particular. The third section compares the
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financial performance of locally managed public enterprises with those
managed by foreign cxpatriates in both Tanzanian and Zambia. In the fourth
section we analyze the capacity utilization of wholly state-owned enterprises
and those that were joint ventures in both states. The final section provides
some tentative conclusions as well as the theoretical implications of state
control of the economy for public cnterprise performance in Africa.

Public Enterprise Growth in Tanzania and Zambia

Over the past two decades, the public sector in sub-Saharan Africa has
grown very rapidly, largely for ideological or nationalistic reasons or both
(Ndulu 1986:85). While the public enterprise sector in Tanzania expanded
primarily for idcological reasons, it did so in Zambia for nationalistic ones.
But irrespective of the motivation for expansion, both Tanzania and Zambia
have taken over wholly or partially economic activities (i.c. both companies
and businesses) formerly owned and operated by forcigners (Tuncer 1984:0-
12).

Although the growth and expansion of the public sector in post inde-
pendent Africa has been in response to ideological or nationalistic desires to
control the economy in order to achieve national development goals more
rapidly, the process of taking over foreign owned and managed companies
has varied from one state to another. In Tanzania, where both foreign capital
and a local bourgeoisic were weak, the political leadership was able to fully
nationalize foreign companies. In contrast, Zambia with very well
entrenched foreign capital interests (particularly in the copper mining sector)
and a small but influential indigenous capitalist class, opted for partial
nationalization (or participation with state majority shares).

In general, nationalization made state control of thc economy in both
Tanzania and Zambia possible. It was also instrumental in the rapid im-
plementation of the policics of Africanization and import substitution which
followed soon after in both states. Nationalization is viewed by Tanzanians
and Zambians as the mcthod used by the Tanzanian and Zambian states to
take full or partial control of foreign-owned companies.

Africanization (or localization), entailed replacing foreign expatriates
working in middle and senior level positions in government or public
enterpriscs with nationals of cither state. Finally, both Tanzania and Zambia
pursucd industrialization through a strategy of import substitution. Import
substitution is the practice of replacing imported products with similar
products which are locally manufactured. It is oftcn expected to save foreign
exchange, increase industrial production, and transform national economies
from agrarian to industrial economics.
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Conceptual and Analytical Problems of Public Enterprises Performance
in Sub-Saharan Africa

There is great concern over the performance of public enterprises throughout
Sub-Saharan Africa because of their size and the important role they are
expected to play in achieving national development objectives. But since
public enterprises in both Tanzania and Zambia, like those elsewhere in
Africa, perform multiple goals that often tend to be vague and contradictory,
it is rather cumbersome to determine or measure their performance.

Therefore, 1 have selected to use financial profitability and capacity
utilization as useful indicators of public enterprise performance in both Tan-
zania and Zambia since both criteria are central to the goals of the commer-
cially oriented enterprises in the two countries. Profitability represents the
financial return on public enterprise investments as dctermined by the
company’s commercial goals. Capacity utilization, on the other hand, relates
the actual plant output and the full capacity utilization in a given plant.
Because full capacity utilization is rarely attainable in virtually all develop-
ing countries, most of the dcbates on and analyses of capacity utilization in
both Tanzania and Zambia appear to revolve around the problem of capacity
underutilization. Undcrutilization of capacity means less output is gencrated
from a unit of capital equipment.

Since the nature of government policy and practice in Tanzania and
Zambia appears to have important consequences for public enterprise perfor-
mance, it is imperative that the arialysis of both profitability and capacity
utilization be done within the larger context of each country’s political
economy. Public enterprise performance in Tanzania and Zambia is general-
ly determined by two categories of objectives which may not be mutually
compatible. The first category of objectives which are developmental and
national in character relates to each state’s desire to expand its control over
the economy in order to implement particular national policics. As a result,
public enterprises such as the National Development Corporation in Tan-
zania and the Industrial Development Corporation in Zambia were set up to
implement stated policies on behalf of the two states. The second category
of objectives is perceived as internal to the enterprises. Profitability and
capacity utilization are among the most important ones. But since public
enterprises in Tanzania and Zambia are largely guided by a combination of
national objectives as well as their own internal goals, we expect their per-
formance to be affected by both categories of objectives.

Previous studies of public enterprises in Africa have focused upon the
abysmal financial performance of these firms (Nellis 1986:17-44; Tordoff
1984:139-144, 286; Mkulo 1985:189, 1990; Mukandala 1983:58-70), but
this paper departs significantly from this approach by seeking to link
specific government policies in Tanzania and Zambia to particular public
enterprise outcomes in both states. Below I focus upon the policies of
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nationalization (i.c. full or partial), Africanization and import substitution
and their impact on the performance of selected public enterprises in Tan-
zania and Zambia.

The Financial Performance of Public Enterprises in Tanzania and
Zambia

There is general consensus that public enterprises in Sub-Saharan Africa,
irrespective of the ideological commitment of the state, have performed
poorly financially (Nellis 1986:vii-ix, 17-44; Tuncer 1984:18-32; Tordoff
1984:139-144, 286). At the same time, there is a growing minority perspec-
tive which acknowledges the prevalence of such widespread unsatisfactory
performance, but rejects the description of all public emcrpnse performance
in Africa in monolithic or blanket terms (Grosh 1988:47- 53) This perspec-
tive maintains that when the performance of public enterprises in Sub-
Saharan Africa is considered at the micro-level (e.g. scctorial, sub-sectorial,
or holding company levels of by category of ownership (e.g. wholly state
owned or joint ventures.), variations in performance emerge. My analysis of
selected public enterprises in Tanzania and Zambia examines their perfor-
mance by both type of management and category of ownership at the hold-
ing company level.

I chose the National Development Corporation (NDC) in Tanzania and
the Industrial Development Corporation (INDECO) in Zambia for analysis
because cach one of them is the largest and most representative of commer-
cially oricnted industrial publlc enterprises to be found in ecither state (Johns
1980:104-129; Turok 1979) Although the poor financial performance of
public entcrprises fnh Africa is widespread, variations in financial profitability
are certainly evident at the holding company level. Tables 1 and 2
demonstrate clcarly that both NDC and INDECO companies managed by
foreign expatriates performed much better in terms of financial profitability
than those locally managed for selectcd years. The central question then is,
what scts the financial performance of locally managed NDC and INDECO

3 Concludes that there is a wide range of performance among Kenyan public gnterprises,
from exccllent to abysmal and draws upon the Kenyan evidence to reject blanket
assertions of poor public enterprise performance in Africa in general.

4 Both authors distinguish threc types of state-owned corporations on the basis of their mode
of creation and designated functions. The three types the authors identify are: 1) the
‘commercial’ type or the ‘commercial’ public enterprises, engaged in industrial or mining
activities and incorporated like private companies under the company’s ordinance, to
pursue primarily commercial goals: the National Development Corporation in Tanzania
and the industrial Development Corporation (INDECO) are good examples. 2) The
‘semi-commercial’ type or statutory boards, such as the railways, created by legislative
slatute, to provide a public service on a business-like, basis, and 3) the ‘non-commercial’
type, also created by legislative statute, 1o carry out various public functions (e.g. provide
social services), without necessarily the expectation of regular economic viability.
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group subsidiary companies apart from those managed by foreign expatriates
or under management agreements?

The performance of local management in post-colonial Tanzania and
Zambia have been affected by a combination of several factors, but the most
salient ones include: the over-extension of their roles; politicization of ap-
pointments, decisions and decision making structures; and the quality of
management as well as their overall oriertation or managerial philosophy. In
contrast, foreign expatriates or management agents are largely insulated
from the bulk of influcnces that afflict local management.

As a consequence of the proliferation of public enterprises in Africa in
the last two decades, the need for all types of managers has increased
‘dramatically. But in the particular case of Tanzania and Zambia, the
dramatic expansion and diversification of activities of the public enterprises
(resulting largely from nationalization) and the desire for rapid Africaniza-
tion of management, have over-stretched local managerial capabilities, Since
local nationals required in each country to serve as board members or fill up
managerial positions in the expanded public enterprises were insufficient, a
small group of politicians and top government functionaries had to share a
large number of parastatal lcadership positions in addition to their substan-
tive post (Shivji 1976:89).

Performing multiple roles contributes to work overload which, in tumn,
leads to the deterioration in the productive capabilitics of local board mem-
bers or top executives towards the activities of individual public enterprises.
This is primarily because the officials have no time to attend to important
matters arising in individual enterprises. In addition to heavy workloads,
politically appointcd managers or directors are often not suitable for the task
assigned to them because they lack the necessary business experience re-
quired for risk-taking bchavior or good business management (El-Mamaki
1979:214; Grosh 1988:377-8).

The problem of local management extends beyond the scarcity of
qualificd managers to include the process of selecting them. The selection of
top managers in Tanzania and Zambia, like elscwhere in Africa, is not al-
wayss based on merit but rather.on political considerations (Tuncer 1984:47-
50).

5  The bulk of Tanzanian and Zambian nationals who initially took up senior management
positions were administrative bureaucrats (i.e. former civil servants) who had served in the
colonial state. But following nationalization and the call for the rapid Africanization of
management in the nationalized companies, top party and govemment officials in both
states were appointed by the Presidents or the relevant cabinet ministers to occupy
executive positions or serve as board members of various public enterprises.
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The process of selecting board members and local management in both
Tanzania and Zambia is, therefore, highly politicized. Politicization refers to
situations where political (and ideological) considerations carry more weight
than either technical or economic factors when appointing personnel or
making operational decisions (Hyden 1983:100-1). The major problem with
political appointees is that they usually lack an understanding of ‘...business
concepts (and) their view is severely restricted by narrow... ideological inter-
pretations of prevailing views..’ (El-Namaki 1979:214-5; Thimodu
1986:226-7).

It is often assumed that local political appointees are more motivated and
committed to the success of state-owned enterprises. But what is rarely ac-
knowledged is the fact that the bulk of local political appointees tend to owe
their support or commitment to the president or the minister who appointed
them rather than to the enterprise they are meant to serve. As a consequence,
most appointees are ultimately concemned with job security rather than with
business management or profit-maximization. Bolton (1985) points out, for
example, that local public sector managers in Tanzania ‘put their job
security and interests above the goals and objectives of their enterprises’
(Bolton 1985:78).

Politicization also manifests itself in the type of decisions political ap-
pointees make. Since political appointees are often beholding to leading
members of the appointing authority, they tend to pursue political objectives
at the expense of investment efficiency or any other relevant economic per-
formance critcrion (Hyden 1983:101). Boards of trustees in Western
enterprises are expected to be accountable to shareholders. And as policy
making organs, boards are the appropriate units for the creation of
entrepreneurial goals and the evolution of broad policies and strategies for
enterpriscs. But in Tanzania and Zambia the situation is different. Most of
the broad objectives of public enterprise boards are set by the state and
spelled out... in several ways, including parliamentary debates, government
directive, leaders’ speeches and presidential orders establishing the com-
pany (El-Namaki 1979:212-3). As a result the boards of NDC in Tanzania
and INDECO in Zambia often end up guiding subsidiary companies in mat-
ters rclated to social equity and political responsiveness to national
ideologies rather than engaging in the creation of entrepreneurial goals or
the establishment of broad policies and strategies essential for business
management.

Management is usually expected to execute the decisions made by the
govemning board of the enterprise. But in the case of local management in
NDC and INDECO, thc implementation process has been undermined by the
presence of several layers of bureaucratic and political controls. The
bureaucratization of public enterprises through the establishment of a maze
of control institutions and mechanisms has proven to be the very antithesis
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of their intended purpose (Mramba 1977:18). First, the sheer increase in the
number and type of regulatory controls (i.e. bureaucratic, political as well as
technical ones) need the hands of both decision makers and implementers.
As a results, decision making and problem-solving are routinely delayed.
Second and most importantly, the bureaucratic and political controls set up
following nationalizations in both states concentrated largely on the control
of public enterprise processes rather than their outcomes or financial perfor-
mance. This is manifested in the emphasis each one of the control
mechanisms put on the regulations of persons or organizations responsible
for making operational and investment decisions. Finally, and equally impor-
tant, parastatal control structures created following the nationalizations, per-
mitted more bureaucratic control of both local management and parastatal
operations. For instance, parastatal decisions involving investments, produc-
tion targets or the use of surpluscs were increasingly handled by the political
and bureaucratic members of thc dominant (ruling) class in each state. As a
consequence, political decisions took precedence over business or manage-
ment decisions. A combination of these factors and other government
policies and practices ultimatcly croded local managerial autonomy and ac-
countability (Mulokozi et al. 1989:200).

Both the quality of local management and its oricntation toward
enterprise goals appear 1o have affected its performance too. The rapid ex-
pansion of the public enterprise sector in both Tanzania and Zambia com-
bined with each states’ efforts to localize top management led incvitably to
the appointment of less qualified and, in most cases, inexperienced Africans
to such positions (Jackson, Rosberg 1986:220-1; Tanzania (Republic of)
1983:176; Bolton 1985:87, Rweycmamu, Hyden 1975:235). The appoint-
ment of local managers to replace expatriates was often justified in political
or nationalistic terms. As a result, expertise was subordinated to political and
nationalistic considerations when local managers for enterprises were
recruited

It was argued that because of both nationalization and rapid Africaniza-
tion, it was inevitable that newly appointcd local managers would have little
or no managerial experience (Bolton, 1985:87). But the problem of incx-
perience among local managers was exacerbated by the inadequate traiing
they received (Enterprise 14, 1977:43-7; Jenga 13, 1973:32).

Despite the scarcity, inexperience and inadequate training of local
management, both Tanzania and Zambia have pursued ambitious programs
to localize management positions in the public enterprise sector. Localiza-
tion was expecicd to be achieved through claboratc personnel training

6 This contrasts sharply with the debate that consumed China in the mid-1950s and 1960s
over ‘redness’ and ‘expertness’ (or idcological zeal versus expertise).
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programs undcrtaken by individual public enterprises and by the strict enfor-
cement of localization of all positions vacated by expatriatc management.
But in spite of such programs, both states still lack local personnel with the
necessary technical and professional skills. This explains why in both states
there is continued usc of foreign cxpatriates or managcment agents more
than two decades after Africanization programs were launched.

Following nationalizations, the Tanzania and Zambia states put emphasis
on the developmental role of newly reorganized holding corporations such
as the National Development Corporation and the Industrial Development
Corporation respectively. Similarly, the local management of the newly
created or reorganized enterprises shified the performance criteria of the
firms from economic to non-economic ones. As a result, efficiency and
profit maximization were subordinated to political and social criteria of per-
formance (Penrose 1972:59; Bolton 1985:76). As suggested earlier, most
local public enterprise executives are driven by concern for job security
rather than profit maximization. Local managers are also keenly aware of
the lack of any direct link between performance and managerial remunera-
tions or career development. Therefore, a general absence of emphasis on
efficiency and profit maximization together with the non-existence of any
meaningful link between these two major goals and performance jeopardized
the financial profitability of locally managed NDC and INDECO companies.

In summary, the major factors that affected the performance of locally
managed enterprises in both Tanzania and Zambia were the over-extension
of their roles, the politicization of thec managcrial selection process as well
as operational dccisions and decision making structures; and the gencral in-
competence of local management arising in part from inexperience and in-
adequate training.

In contrast to locally managed enterpriscs, Tables 1 and 2 further indi-
cate that foreign managed companics of the same holding corporations per-
formed consistently well in terms of financial profitability for the selected
years, This is largely, as I arguc below, becausc foreign expatriates tend to
be relatively more competent; insulated from political interference; and their
remuncration is usually based on performance (i.e. results-oricnted). Foreign
management as considered here includes expatriates hired on contract terms
as well as through management agreements.

Foreign management usually have no social or political obligations to the
local community (Jackson, Rosberg 1986:22) and their fate is not dependent
on political and bureaucratic fractions of the dominant class. This is primari-
ly becausc they are recruited on the basis of their competence rather than
political patronage or idcological commitment. It is also generally believed
that cxpatriatc management arc both highly qualified and competent (Jenga
1971:28) In addition, political and institutional controls set up to regulate
parastatal growth and activity in Tanzania gnd Zambia did not affect foreign
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management in the same way they did local management. This is essentially
because foreign expatriates or management agents are often hired under
specific management agreements or job contracts. Also, stipulations con-
cerning enterprise performance and operational decisions of foreign
managed enterprises are often included in the management agreements.

The absence of social and political obligations or interference together
with the general competence of foreign management permit expatriates to
concentrate on the technical and economic aspects of the companies. And in
contrast to local management, foreign managements exercise considerable
autonomy and authority over operational and investment decisions of ‘com-
panies under their management (Mramba, Mwansasu 1972:44; Shiviji
1973:375; Seidman 1974:614-8). The independent posture of foreign
management allows them to incorporate modern management concepts and
techniques (Hyden 1980:157; Jenga 1974:35; Nsckela 1978:80) which local
managers either have no access to, or if they do, have to seck permission
from the political or bureaucratic fractions of the dominant (ruling) class. As
a result, foreign managed NDC and INDECO companies respectively tended
to pursue a Western style of management which put great emphasis on ef-
ficiency and profit maximization. Also, the pursuit of profits by foreign
managed firms was partially motivated by the management agreements that
tied expatriate remunerations to the profitability of the companies under
their management. Both the managerial autonomy and results-oriented na-
ture of performance reinforced the efficiency and financial profitability of
foreign management.

In summary, the absence of political interference combined with
managerial compectence and operational autonomy of forcign management
facilitated the high levels of financial profitability observed among foreign
managed enterprises in both Tanzania and Zambia. In addition, the link be-
tween expatriate remunerations and the financial profitability of companies
under forcign management reinforced concern for efficiency and
profitability. Finally, in contrast to local management who are primarily
motivated by concern for job security and carcer enhancement, expatriate
managers often consider such factors to be irrelevant to their job contracts.

There is a tendency for expatriate management to concentrate in joint
venture enterprises (which also possess minority foreign shares), but neither
Tanzania nor Zambia possesses any explicit criteria for selecting and allocat-
ing local managers to some enterprises and expatriate management to others.
The selcction and allocation of local managers to some enterprises and c¢x-
patriates to others within the industrial public enterprise sector in both Tan-
zania and Zambia does not appear to follow any specific or known criteria.
Two reasons may explain the absence of such criteria. First, this study con-
centrated only on the manufacturing subsector of the industrial sector in
Tanzania and Zambia. and in both staies, the manufacturing subsector is not
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considered of strategic importance. Secondly, the manufacturing companies
studied engaged in less technically complicated activities which would not
require highly skilled and professional management.7 The manufacturing
firms studied were involved in a range of economic activities such as food
canning and processing, manufacture of metal, wood and chemical products.
All these products were produced and sold under government-controlled
prices to domestic markets in Tanzania and Zambia. These observations sug-
gest that neither the nature of the enterprise nor the market forces can satis-
factorily explain the performance of the enterprises studied.

The Capacity Utilization of Public Enterprises in Tanzania and Zambia
This section provides a comparative analysis of the capacity utilization of
public enterprisc in Tanzania and Zambia by examining the group of com-
panies under the NDC and INDECO that were wholly state-owned (state
holding 100% shares) and those that were joint ventures (i.e. the state had
51% shares or more but less than 100% overall). As I noted in the introduc-
tion, capacity utilization is an important measure of an enterprise’s perfor-
mance since it rclates actual plant output to full capacity utilization in a
given plant. In addition, financial profitability and capacity utilization are
interrclated since enterprise productivity usually contributes to production
costs, which, in turn, affect the rate of return on invested capital as well as
surplus generation and profits (Msambichaka, Bagachwa 1983:20-22).

Capacity utilization is oftcn prescnted as an internal objective to the
enterprise, yet as [ suggest below, it is largely determined by external factors
to the firm such as the state policy of import substitution or foreign ex-
change allocations. In the case of Tanzania and Zambia, the problem of
underutilization of industrial capacity has been widespread especially in the
manufacturing sector since the 1970s and persisted throughout the 1980s.
Most studies dcaling with low industrial capacity in Sub-Saharan African
countrics tend to blame the problem on the acute shortage of foreign ex-
change required to purchasc imported inputs such as raw materials and spare
parts. But almost none of the studies attempts to link the heavy dependence
of the industrics on importcd inputs and technology to post-independence
industrial development strategics pursued throughout Africa (Steel, Evans
1984:53-55). _

There is no doubt that a shortage of foreign cxchange has contributed
greatly to insufficient supplics of raw matcrials, spare parts and machinery
needed by the NDC and INDECO group of companies. But it should be
stressed that the scarcity of foreign exchange in both Tanzania and Zambia

7  Compare this argument with the concentration of expatriate management in Zambia’s
copper mining sector due to a combination of the complexity of mining activities and a
lack of Zambians possessing the required skills or qualifications.
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is a consequence rather than the cause of underutilization of capacity in the
industrial sector in general and the NDC and INDECO group of companies
in particular. The real cause of capacity underutilization has been and still
remains the heavy dcpendence of most manufacturing enterprises on im-
ported raw materials and spare parts, both of which are very costly terms of
foreign exchange.

The dependence of Tanzania’s and Zambia’s industrial sectors on im-
ported inputs and technology is a consequence of the import substitution
industrialization strategy (ISI) adopted and pursued by both states before and
even after nationalization. In the case of Tanzania, its Three Year Plan
(1961-64) and the subsequent First and Second Five Year Plans (1964-69
and 1969-74) saw import substitution industrialization (ISI) as the local
strategy for increasing industrial production and transforming the idcal
strategy for increasing industrial production and transforming the country’s
industrial sector (Fundanga (nd) 9; Meyns 1984:13-15). As I noted earlier,
import substitution is the practice of replacing imported products with
similar products which are locally manufactured. It was greatly emphasized
by post independent African states because they considered it to be the best
way of achieving rapid economic growth and diversification of their
economies.” Import substitution was also expected to create greater employ-
ment opportunities, reduce dependence on imports: induce technological
transfer; and, increase savings on forecign exchange (Nixon 1982:40-41).

As noted in the introduction to this section, the analysis is concerned
primarily with evaluating the impact of the Import-substituting Industrializa-
tion (ISI) strategy on capacity utilization in selected industrial public
enterprises in Tanzania and Zambia. However, before providing such an
analysis, it is important to consider bricfly the overall impact of the ISI
process on the economies of Sub-Saharan Africa.

The ISI strategy is no longer popular in Africa and other Third World
countrics because it has failed in several important policy areas (Nixson
1982:49-51). First, the IST strategy has not achieved rapid economic growth
and industrial diversification in Sub-Saharan Africa. And in Tanzania and
Zambia, like elsewhere in Africa, preoccupation with this industrialization
strategy has contributed to the neglect of the agricultural sector. Also the ISI
strategy has failed to alleviate the balance of payments constraint. By creat-
ing too much dependence on imported raw materials and technology, foreign
exchange earnings that could be saved are used to import raw materials,
spare parts and technology. Second, since the ISI strategy is opposed to the
development of domestic intermediate and capital goods, imports of such

8  This view was unanimously endorsed by the United Nations which named the decade
1960-70, the development decade.
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goods has become important in the import bill of many African countries
(Nixon 1982:45). This, in turn, has led to further reductions in the foreign
exchange of these countries. Though the ISI strategy is often praised as an
‘inward-looking’ strategy of development, it has failed to create self-reliance
or self-sufficiency in most African countries. In Tanzania, the ISI strategy is
blamed for undermining the country’s policy of socialism and self-reliance.
More than two decades after the Arusha Declaration, Tanzania’s economy
continues to rely on imported raw materials and technology as well as mas-
sive foreign aid. This strategy has failed to achieve self-reliance primarily
because ‘[It is] heavily dependent on foreign capital, technology and exper-
tise. [Also, it is]... based on the consumption patterns, tastes [and] marketing
techniques... of the devcloped capitalist economies...” (Nixon 1982:50).
Finally, since the ISI strategy is often based on the existing structure of
demand and skewed income distribution, it tends to cater to the tastes and
preferences of a small economic elite who have access to luxury items
whether imported or locally produced. As a result, the basic needs of the
population as a wholc are ncither met nor considered in the national invest-
ment or production plans (Scidman 1974:605). In this way, ISI has failed to
transform the structure of the economy or to alleviate income inequalities.

The failure of the ISI strategy to achieve Africa’s development objectives
has had a significant impact on the performance of public enterprises direct-
ly involved in the implementation of this strategy. In particular, the depend-
ence of Africa’s import-substitution industries on imported inputs has made
capacity utilization in such firms vulnerable to fluctuation in the availability
of foreign exchange. As Steel and Evans have correctly observed, the major
cause of persistent capacity underutilization in Sub-Saharan African
countries is ‘the dependence of production on imported rather than domesti-
cally-produced inputs... (Steel, Evans 1982:55).

The analysis that follows secks to show that over-dependence on im-
ported inputs and implements together with the widespread scarcity of
foreign exchange generally affected capacity utilization in the manufacturing
sectors of Tanzania and Zambia and the NDC and INDECO group of com-
panies in particular. Tables 3 and 4 indicate that the NDC and INDECO
subsidiary companics that suffercd the most capacity utilization problems
were those that were wholly state-owned and also relied heavily upon costly
imported inputs to produce their products. This is evident as their capacity
utilization declined or stagnated once foreign exchange became scarce
beginning in the 1970s and continuing throughout the 1980s. In addition,
import intensive firms created in both Tanzania and Zambia following the
nationalizations of the late 1960s and early 1970s, tended to be larger and
capital intensive (Clark 1978:129-135; Skarstein, Wangwe 1986; Haan
1982:1-42; Scidman 1979:614-24). Because NDC and INDECO companies
with 100% state shares werc both import and capital intensive, they were
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vulnerable to foreign exchange problems which Tanzania and Zambia have
increasingly faced since the 1970s.

In contrast to post-nationalization firms, most nationalized firms in both
Tanzania and Zambia which continued to operate as joint-ventures were
neither capital intensive nor heavily dependent on imported inputs (Clark
1978:114-120; Silver 1984:277; World Bank 1981; Haan 1982:28-38). This
is primarily because most of the fitms established prior to nationalization but
operated afterwards by either NDC or INDECO as joint ventures had their
technology and import content ossified in the building and plant. But beyond
the structure and import content of joint-ventures, most of them rely on
suppliers’ credits rather than equity for their finance (Jenga 1970:41; Seid-
man 1974:622). In addition, the minority shareholders in joint-ventures con-
tinued to supervise the technical aspects of production.

In some instances, the potential partner may demand concessions such as
the remission of import duty on raw materials, a monopoly or barring of
competing imports and a large payment of management fees and royalties.
But despite the costs and potential risks of joint-ventures, most of them were
and are considered successful. Also, the concept of joint-ventures remains
attractive in both Tanzania and Zambia.

As already noted, the industrial sectors of both Tanzania and Zambia
experienced low levels of capacity utilization beginning in the late 1970s
through the 1980s due to foreign exchange constraints. But within each
country’s industrial sector, the severest problems of capacity utilization were
recorded in the manufacturing subsector by the import-substitution in-
dustries. For example, a study on capacity utlization in Tanzania involving
thirty-nine manufacturing firms in 1974 and 1975 concluded that ‘56% of
the firms had problems securing foreign exchange, and that 60% of [prob-
lem firms] imported 80% or more of their material inputs (Coulson
1982a:72).

Most NDC and INDECO companies that were wholly state-owned relied
heavily upon costly imported inputs and technology to produce their
products. In Tanzania, the Tanga Fertilizer Factory (the country’s most ex-
pensive industrial investment) imported all its chemical inputs. According to
Coulson , the fertilizer plant imported a total of 167,000 tons of raw
materials to make 105,000 tons of various fertilizers per annum (Coulson
1982b:281). But despite such a substantial importation of raw materials,
Tanzania’s demand for fertilizers has not been fully met. In Zambia,
INDECO’s two milling companies imported about 80% of their total inputs
in order to produce sufficient stock feeds for the whole country (Enterprise
1977, No. 4, p17).
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In contrast to wholly statc-owned cnterprises, the majority of joint-ven-
tures were neither capital intensive nor import dependent.” It is reported, for
cxample, that only 30% of the NDC’s joint-ventures relicd on imported in-
puts compared 10 74% of its wholly state-owned enterprises (Coulson
1982a:72; Clark 1978:120-2/128-135).

The analysis of the NDC and INDECO companies indicates that lack of
forcign exchange did not only hit manufacturing industries hardest but that
the effects differed between wholly state-owned firms and joint-ventures.
Furthermore, Table 3 shows that after 1981, the NDC joint-ventures ex-
perienced a significant decline in capacity utilization. This suggests that the
continucd deterioration of Tanzania’s forcign exchange situation resulting
from a crisis in its agricultural exports ultimately affected joint-venture com-
panies. The financial situation of joint-ventures may have deteriorated fur-
ther as supplicrs’ credits and access to minority shareholders’ capital were
curtailed duc to Tanzania’s decpening economic crisis in the 1980s.

In summary, both Tanzania and Zambia pursued their industrialization
through a strategy of import substitution which led to over-dependence on
imported inputs and machinery. But it was over-dependence on imported
inputs combined with scarce forcign cxchange that exaccrbated capacity
utilization problems within their manufacturing sectors in general and the
NDC and INDECO group of companies in particular. Within the NDC and
INDECO groups, the most scvere problems of capacity utilization were
registered in subsidiary companies with 100% government shares as these
arc both capital intensive and highly dependent on imported inputs. In con-
trast, NDC and INDECO joint-ventures registered high rates of capacity
utilization largely because most of them arc less capital and import-inten-
sive. In addition, joint ventures tend to have access to both suppliers’ credit
and competent foreign management.

Tentative Conclusions and Implications of the State Control of the
Economy for Public Enterprise Performance in Africa
Tentative Conclusions
The limited evidence from the observations based on financial profitability
and capacity utilization suggests that state policy and practice arc the most
important constraints to public entcrprise performance in Tanzania and Zam-
bia in particular, and probably Africa in general.

The nationalization measures which were intended to bring the Tan-
zanian and Zambian economies under state control and guidance, appear to

9 Unfortunately, no reliable disaggregated figures exist for either Tanzania of Zambia which
show relative dependence on imported inputs for wholly state-owned enterprises,
joint-ventures, or private sector firms. It is therefore difficult to do a comparative import
intensive study of wholly state-owned enterprises, joint-ventures and private firms.
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have over-cxtended the organizational and managerial capabilities of both
states. In addition, the rapid Africanization program (devoid of rigorously
trained and sufficiently experienced local personnel) not only diluted the
quality of local management in the public enterprises, but has also failed to
provide sufficient skilled local personnel two decades after it was launched.
This partly explains why both states continue to rely on foreign expatriates
or management agents to the present time. Also state political interference
which often characterized the selection and decision making processes of
local management, not only limited their operational autonomy but also sub-
verted the economic goals of the enterprises in favor of social and political
considerations. This is primarily because the public enterprise sector in
Africa serves as an important instrument for political patronage. As a result,
local management has lost both autonomy and the desire for financial ac-
countability (both of which are the root cause of the widespread corruption
and inefficiency prevalent in most public enterprises in Africa).

Finally, the strategy of import substitution was intcnded to promote rapid
industrial growth, save forcign exchange, and transform the predominantly
agrarian economies of both states. Import substitution industrialization (ISI)
has failed to promote economic growth and instead created an unintended
dependence on imported inputs and technology. And because of the scarcity
of foreign exchange, the ISI process has exacerbated the problem of capacity
utilization in the import-substitution industries of Tanzania and Zambia.

Theoretical Implications

A number of earlicr studics on formal organizations in Sub-Saharan African
show that they are powerfully affected by the sociopolitical environment
within which they operate (Hyden 1975; Leonard 1977; Blunt 1983). The
studies further indicate that the state as a source of regulations and con-
straints as well as a provider of critical resources (e.g. financial credits and
personnel); influences the operation of public enterprises in Africa far more
than privatc enterprises in the same environmental setting (Bos, 1986). It is
plausible to argue that states in Africa dctermine both the activities and out-
comes/results of public enterprises more than industrial burcaucrats or
managers do. For example, in a study on organization theory and practice in
Kenya, Leonard (1977) observed that Kenyan African managers, far from
dominating their task environment were actually overwhelmed by it as they
were 100 sensitive to political pressures, Leonard (1977) also adds that in
neighboring Tanzania, both administrators and managers of public
enterprises responded in a similar way to political interest groups organized
around economic divisions.

Furthermore, Seidman’s (1974) findings on public enterprises in Zambia
were similar to Leonard’s (1977) observations on the behavior of local
public enterprise managers in Kenya and Tanzania According to Seidman
(1974), a few Zambian party and government officials togcther with a small
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but vocal group of indigenous businessmen tended to influence public
enterprise decisions in favour of their own interests. In all the cases cited,
both top managers and administrators were political appointees (with little or
no business experience or training) and were therefore more concerned
about their job security than the performance of the public enterprises they
were meant to manage.
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