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Background information 

The manufacturing sector is of significant importance in the Tanzania’s economy. It remains to 

be the most reliable source of government revenue in terms of import sales, corporate and 

income taxes.  It accounts for over half of government annual revenue collection.  Though 

manufacturing export has been in a declining trend, yet it earns the country a fifth of total foreign 

exchange earnings to become a third important sector coming after agriculture and tourism.  

Moreover, it is the industrial sector that provides reliable field to practice invention, innovation 

and nurturing modern technologies for production and service provision. (URT, 2010) 

Basing on the contribution to GDP and employment during the early 1960’s the manufacturing 

sector contributed less than 5 percent to GDP and employed about 0.002 percent of the total 

population (Shitundu, 2010). During mid 1960’s the sector faced a shortage of Foreign Direct 

Investment but it received foreign aid support. Between late 1960’s and late 1970s the sectors 

contribution to GDP was increasing over time and then it started to decrease during 1982 to 

1995. Since 1996, the sector’s contribution to GDP has improved but is still lower than the level 

it achieved during the 1970. Between 1995 and 1998, the annual growth rate of the 

manufacturing GDP increased from 1.6 to 8 percent then decreased to 4.8 percent in the year 

2000. 

Between 1963 and 1985, the sector contribution to employment as a percentage of total formal 

employment was increasing overtime. This might have been due to increasing employment in the 

parastatal organization without considering their level of commitment in labour input. 

In 1985, Tanzania accepted the conditions of the international Monetary Fund (IMF) and signed 

the agreement for Economic Recovery Programme (ERP), 1986-1989 and the economic and 

Social Action Programme (ESAP) 1989-1992.By doing so, it abandoned its socially oriented 

economic policies and adopted the market economy. Corollary, it has privatized some of its 

parastatal organizations. The government is now encouraging the development of manufacturing 

firms ranging from small to large enterprises. The financial sector has been deregulated since 

1992 as the government no longer interferes with allocation of credits and foreign currencies. 
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Furthermore, the government has also opened the door for private foreign enterprises to promote 

and to assist foreign investors in Tanzania; the government has established the investment center 

(TIC). In 1996 the government passed the National Investment Policy which aims at offering 

investment incentives to local and foreign investors. Besides the promotion of manufacturing 

firms that produce goods to meet domestic demand, the current industrial policy encourages 

exports of manufactured products. The government has adopted these measures to create a good 

business environment in favour of the development of manufacturing firms. 

Tanzania has registered impressive economic growth over the past decade, averaging 

approximately 6.8 percent over the most recent five year period (2005-2010). At the 

same time, accelerating population growth has meant a lower rate of per capita GDP 

growth at 3.8 percent per annum. Between 2001 and 2007 the latest year for which 

there are data, real per capita consumption is estimated to have grown by less than one 

percent per year. Similarly, the reduction in the measured head count poverty rate has 

been disappointing two percentage points, from approximately 37 percent to 35 percent 

(URT, 2011). 

 

Problem statement 

One of the greatest problems facing the Tanzanian economy is low capacity utilization in the 

manufacturing sector. The manufacturing exhibit low and declined contribution to national 

output of less than 10 percent from 1999- 2009  low value added production and prevalence of 

unviable state owned enterprises and there is dominance of sub-standard goods which cannot 

compete internationally (URT, 2011). The Tanzania manufacturing sector has been weak in many 

aspects reflected in its contribution to GDP, employment, manufacturing value added, 

productivity, capacity utilization, industrial structure and participation in foreign market. 

Despite numerous efforts to create a dynamic industrial environment Tanzania persistently has a 

small and underdeveloped manufacturing sector. Most initiated manufacturing investments have 

not survived for long, mainly because of insufficient infrastructure and inefficient 

macroeconomic policies. The sector has continuously been dominated by under-funded and 

mismanaged parastatal ventures leftovers from the central planning system which are now being 

privatized, but will need a near complete renovate before a substantial growth can be expected. 
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Currently, the span of Tanzania’s manufacturing industry is relatively narrow. It comprises 

processing and packaging, textiles and garments, steel and steel products, petroleum and 

chemicals, and non-metallic products. Despite the somewhat positive development the 

manufacturing sector is still facing difficulties. The sector is picking up slowly and is expected to 

do so for the fore seeable future. 

In Tanzania reform and investment efforts are limited by capacity, commitment and other 

resources. Evidence shows that since the reforms of the 1990s, investment rates as a fraction of 

GDP rose, but began to slow starting in 2003 (18 percent) and recently is below 16 percent 

(World Bank, 2011). Private investment including manufacturing in Tanzania has fallen as a 

percent of GDP from 11.4 percent in the year 2000 to 9.8 percent in 2008, while foreign direct 

investment fell from 5.1 percent to 3.6 percent of GDP. In addition investment in private sector 

including manufacturing sector has been consistently low at approximately 2-3 percent of GDP 

despite large tax incentives offered to the sector. Despite the many positive steps that the 

government has taken to improve service delivery to private sector many challenges remain 

(MAFC, 2009).  

 

An evaluation on the manufacturing sector constraints is essential at present and in future since 

in one entity constraints analysis will determine whether alleviating those constraints which are 

most binding would in principle have the greatest impact on manufacturing sector investment 

and productivity.  

 

Objectives of the study 

The overall objective of the study is to examine the binding constraints to growth and 

employment on the manufacturing sector and then suggest appropriate socio-economic reform 

measures that will enable the sector benefit maximally. 

 

Specific objectives 

In order to achieve this main objective, the researcher intend to do the following 

i. To diagnose the binding constraints to growth of manufacturing sector in Tanzania. 

ii. To identify the demand and supply side factors that may explain the status of 
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unemployment and job creation in manufacturing sector. 

iii.  To evaluate whether there is complete and consistence implementation of the government 

reforms and strategies for manufacturing sector investment.  

iv. To discuss socio-economic policy issues needed to maximize the benefits of 

manufacturing sector 

 

 Research questions 

i. What are the binding constraints impacting manufacturing sector investment in Tanzania? 

ii. What are the demand and supply side factors which explain the status of unemployment 

and job creation in the manufacturing sector? 

iii.  To what extent do government reforms and strategies for manufacturing sector 

investment are consistently and completely implemented?   

 

Theoretical framework and approach of the study will base on the social network theories which 

stipulate that the level of employment in any society depends on the extent to which the social –

economic system is able to harness the available resources to meet human needs. Relevant 

theories for the study such as investment theories, endogenous growth theory and 

macroeconomic theories will be used in this study. 

 

 Study justification. 

A wide spread concern in Sub- Saharan African countries is that their investment are providing 

enough support to new economic initiatives, and in particular to the expansion of investment and 

economy as a whole through employment hence economic growth. It is argued that faster 

economic growth will not be possible without a deepening of the rate of investment in industrial, 

commercial and agriculture sector.  

Some studies mentioned few firms’ resources that are likely to affect efficient and performance 

of manufacturing sector but their statement lack statistical confirmation. Thus, in meeting the 

objectives, the study will contribute to the existing body of knowledge by filling the existing gap 

and enriching the existing literature. It is also important to note that the study will contribute to 

the body of knowledge considering its originality in the way it captures of long term investment. 
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Besides contributing to the body of knowledge the study will offer practical recommendations to 

the management of firms in the manufacturing sector concerning measures related to growth and 

employment. Furthermore the study will provide policy recommendations to the government and 

other supporting organizations of the manufacturing sector on measures which they may execute 

so as to better promote the sector. The promotion of the manufacturing sector will strengthen not 

only the competitiveness of the sector but also the country’s economy at large. 

 

Methodology 

Study design and approach 

This study is designed to be split four separate studies. Each objective will be a complete 

separate study by itself with introduction, literature review, methodology, discussion and 

conclusion. Then each study will stand as a chapter within the thesis eventually the chapters will 

be technically linked to build the entire thesis.  

 

The diagnostic methodology using Hausmann Rodric Velasco (HRV) approach which was 

proposed in by Haussmann et al (2005), which builds on the growth diagnostic by including 

employment in the analysis will be used. The approach will draw the evidence based impact 

assessment approach to policy analysis and decision making. Growth diagnostic tree will be used 

where the approximate cause of low economic growth will be determined. Constraints in 

investment in manufacturing sector will be classified basing on broad categories of access to 

finance, appropriability of returns to investment in manufacturing sector and availability of 

complementary factors of production.  

Micro constraints will be indentified by analyzing surveys of manufacturing firm’s perceptions 

on the constraints to their investment and growth. The firm surveys will be supplemented with 

the analysis of macroeconomic and labour market data. 

 

The employment diagnostic will be done by separately analyzing the demand and supply side 

factors that may explain the status of unemployment and job creation. The approach will 

determine the set of factors that can be seen as the binding constraint to job creation. Specifically 

the analysis will assess the potential impact of improved economic performance on employment 
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by examining growth of labour productivity, change in employment rate and change in labour 

force participation rate. 

 

Selection of firms 

The data for the study will be collected from agrofirms and textile mills from different 

geographical location of eastern zone in Tanzania. The study population will consist of 

employees, customers and owners/ share holders. 

 

The sampling technique will be stratified sampling basing on age, length of service and work 

status in terms of being management staff, senior staff or junior staff. 

Supplementary data will be obtained from interviews conducted on chosen sample of customers 

and share holders of the textile mills. Additional data will also be collected from secondary 

sources such as publications relating to the historical and socio-economic profile of firms under 

study. 

The case study approach 

For the necessary background information and to document the specific experience of employees 

who work in the selected firms a case study approach will be  adopted and implemented at two 

stages pilot study and main study to guide in the selection of the sampling frame and main study. 

Depending on the availability of data the focus will be in one of the following component: Agro-

industry institutions and textile mills. Purposive sampling and theoretical sampling will be 

guided by research questions and conceptual framework. In depth interviews will be conducted 

among the personnel managers, customers, and owners/ share holders. Furthermore the case 

study approach is necessary in order to document specific information which cannot be obtained 

through structured questionnaire.  

 

The interpretative nature of the study will be in the field of qualitative research as it will offer the 

opportunity to explore the direction and experience of investors therefore gaining deeper 

understanding, providing intensive, holistic description of investment in manufacturing sector in 

the study area. 
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Data collection 

In accordance with the study multiple data sources will be used. The primary data will be 

obtained in two phases a pre survey and a detailed survey will be conducted. 

Secondary data will be obtained by visiting various institutions sources such as World Bank, 

African Development Bank, IMF for macroeconomic data. Ministry of Industry and Trade, 

Ministry of agriculture, Chambers of Commerce, National Bureau of Statistics, TIC, and 

Tanzania Private Sector Foundation (TPSF).  

 

Data analysis  

The study will adopt different analytical methods depending on the objectives of the study. A 

qualitative analysis will be mainly used such as relying on theoretical propositions and research 

questions in the analytical phase. The empirical data from each interview will be compared 

against the theoretical framework. The analysis will be done simultaneously with data collection.  
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APPENDIX 
 

GROWTH DIAGNOSTIC FRAMEWORK 

What constraints manufacturing sector investment  

Low returns to economic 
activities 

High Cost of Finance 

Low appropriability Low Intrinsic 

Macro risks 

Micro risks 

Market Failures 

Innovations 

Natural Capital 

Human Capital 

Infrastructure 

Costly Local Finance 

Low savings 

Costly 
Intermediation 

Costly Foreign Finance


