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Geography

Tanzania is a country of 40.2 million people located in central Eastern Africa. It consists of a
land mass on the African continent and several small offshore islands, the largest of which is
Zanzibar, which has an area of 640 square miles. The total land area is about the combined
size of Texas and Nebraska. Tanzania shares borders with Kenya, Uganda, Rwanda, Burundi,
the Democratic Republic of the Congo, Malawi, Zambia, Mozambique and the Indian Ocean.
The capital city is Dodoma and the largest city, the financial center and the major port is Dar es
Salaam, which has a population of 2.3 million. Arable land accounts for 4.6 percent of the area
of the country, 24.2 percent of the population lives in urban areas and there are 871 miles of
coastline. Forests cover 39.9 percent of the country, only 1.2 percent of the land area is
devoted to crops and just 9.6 percent of the roads are paved (the average for Sub-Saharan
Africa is 12.5 percent). The time zone is three hours ahead of Greenwich meantime. The official
language is Kiswahili. Tanzania was formed on April 26, 1964 by the union of Tanganyika
(which received its independence from Britain on December 9, 1961) and Zanzibar (which
received its independence from Britain on December 19, 1963).

Economic Overview

According to preliminary government data for 2005, agriculture, forestry and fishing was the
largest sector of the economy, accounting for 46.1 percent of the total, followed by finance,
insurance, real estate and business services at 13.8 percent. Manufacturing represented just
6.8 percent of GDP and construction had a 5.7 percent share. Agriculture, forestry and fishing
employs 82 percent of the work force while manufacturing accounts for only 0.9 percent. The
major crops grown are coffee, sisal, tea, cotton, cashew nuts, cloves, corn, wheat, tapioca,
millet, sorghum and bananas. Among the natural resources that are exploited are hydropower,
tin, phosphate, iron ore, diamonds, gold and nickel. The major industries are gold and iron
mining, cement, brewing, soft drinks and food processing. Tanzania has no indigenous sources
of oil and natural gas and only a modest amount of coal. Hydropower generates 93 percent of
electricity while oil accounts for 4.3 percent and coal has a 2.7 percent share.

The economy expanded at an estimated rate of 5.8 percent per annum between 1998 and
2007. This compares with annual growth rates during this period of 3.6 percent for South Africa,
3.7 percent for Kenya, 5.7 percent for Uganda and 8.2 percent for Mozambique. Despite this
healthy growth rate, Tanzania remains one of the poorest countries in the world with a per
capita income of just $362 (IMF estimate for 2007). In a 2006 survey of per capita income by
the World Bank, Tanzania ranked 167 of the 184 countries and territories that were listed. The
economy must grow at a faster pace to create the job opportunities for a rapidly increasing work
force. According to UNDP data, 44.4 percent of the population is under 15 years old. Only
fourteen countries surveyed by the UNDP have a higher ratio. By comparison, the similar ratio
in South Africa, is 32.1 percent, while for the US, it is 20.8 percent.
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Foreign Aid and Debt Relief

Tanzania is very heavily dependent upon foreign aid to sustain its economy. According to the
UNDP, official development assistance totaled $1.505 billion in 2005 and was equivalent to 12.4
percent of GDP. The IMF estimated that foreign grants accounted for 25.8 percent of total
revenue in fiscal year 06/07 (Fiscal year ends in June) and projected that ratio will rise to 32.9
percent for 07/08. Excluding foreign assistance, the budget deficit was forecasted to be 11.9
percent of GDP in FY 07/08. Including such assistance though, the deficit is expected to be 4.1
percent of GDP.

On November April 27, 2001, the IMF and the World Bank announced that Tanzania became
the fourth country to reach the completion point under the terms of the Heavily Indebted Poor
Country (HIPC) initiative, thus making it eligible for “irrevocable debt relief.” The threshold for
HIPC eligibility is an external debt that is more than 150 percent of the exports of goods and
services or in some cases more than 250 percent of fiscal revenue. The IMF estimated that total
debt servicing relief “over time” will amount to $3 billion dollars. Debt relief under the provisions
of HIPC Initiative and the Multilateral Debt Relief Initiative (MRDI) have lowered the external
debt to $5.718 billion at the end of 2007 from $7.516 billion at the end of 2003.

Member of the Eastern African Community

Along with Kenya, Uganda, Rwanda and Burundi, Tanzania is a member of the East African
Community (EAC), which plans to form a monetary union that will introduce a single currency by
2012. For monetary union to be realized, the members of the EAC have pledged to meet a
series of economic criteria. Among the most important of these are a budget deficit (including
foreign grants) of not more than 3 percent of GDP, an inflation rate not exceeding 5 percent,
foreign exchange reserves equaling more than four months of imports of goods and services,
GDP growth of not less than 7 percent and reducing the current account deficit (excluding
grants) to a GDP ratio that is “consistent with debt sustainability.”

l. Political Environment

Status: Partly | Political Rights:4.0/7.0
Free Civil Rights: 3.0/7.0

Freedom House Index 2007

Government

President Jakaya Kikwete is both the head of state and the head of government. He was
elected to a five-year term on December 14, 2005 with 80.3 percent of the vote and assumed
office on December 21, 2005. The President is eligible for re-election to an additional five-year
term. The next Presidential elections will be held in December 2010.

There is a unicameral National Assembly (the Bunge). It has 274 seats of which 232 are
elected by popular vote, 37 are women nominated by the President and 5 are members of the
Zanzibar House of Representatives. The President’'s CCM party (Revolution Party) controls 206
seats and the main opposition party, the CUF (Civic United Front), has 19 seats. The next
election for the National Assembly will be held in December 2010.

Civil Liberties
The constitution provides for freedom of speech, assembly, religion and association and those

rights are generally respected. The constitution however does not explicitly guarantee freedom
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of the press. According to the State Department’s 2007 Human Rights Report on Tanzania,
“The threat of application of the law on defamation, which imposes criminal penalties...caused
many journalists to practice self-censorship.” Freedom House ranked Tanzania 102nd of 195
countries in its Freedom of the Press survey for 2008 and characterized the press as “partly
free.”

Although the constitution provides for an independent judiciary, the US State Department’s
Human Rights Report noted, “the judiciary remained under-funded, corrupt, inefficient, and
subject to executive influence. Corruption was particularly pervasive among lower court officials
and court clerks. Independent observers questioned the system's ability to provide a defendant
with an expeditious and fair trial. Court clerks took bribes to decide whether or not to open
cases and to hide or misdirect the files of those accused of crimes. According to news reports,
magistrates of lower courts occasionally accepted bribes to determine guilt or innocence, pass
sentences, or decide appeals of cases coming from the primary courts to district courts.”

Il. Country Credit Ratings

Credit Rating Standard & Poor’s = Moody’s Fitch Ratings
(as of date of publication) | N/A N/A N/A

Tanzania has not been assigned a credit rating by any of the major credit rating agencies.

Ill. Business Environment

Index Rank Score
World Bank Ease of Doing Business 2008 130/178 N/A

World Bank Gov Indicator 2006, Regulatory | 38.0 Percentile -0.40
Quality

World Bank Gov. Indicator 2006, Political | 40.4 Percentile -0.17
Stability

World Bank Gov Indicators 2006, Control of | 43.2 Percentile -0.37
Corruption

World Bank Gov Indicators 2006, Rule of Law 42.9 Percentile -0.47

Economic Freedom of the World Index 2007 86/141 6.3/10.0
Transparency International Corruption | 94/179 3.2/10.0
Perception  Index 2007

Bertelsmann Transformation Index 2006 63/119 4.86/10.00
Heritage Foundation Economic Freedom Index 97/157 56.4/100.0
2008

Milken Institute Capital Access Index 2006 85/122 3.55/10.00

Openness to Foreign Investment

Tanzania has adopted a favorable attitude towards foreign investment in order to boost
economic activity and employment. No legal distinctions are made between foreign and
domestic companies, there are no foreign exchange controls, foreign companies have the right
of 100 percent ownership, foreign firms can participate in the privatization process and profits,
dividends, and capital can be repatriated without restrictions,. Foreigners however cannot own
land. Instead, they can obtain a lease for up to 99 years. Property can only be expropriated for
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reasons of “national interest.” The owners of any property expropriated must be “adequately and
promptly compensated.”

According to the United Nations Conference on Trade and Development (UNCTAD), Foreign
Direct Investment (FDI) in 2006 was $377 min. This represented 12.6 percent of gross fixed
capital formation. The total stock (book value basis) of FDI at the end of 2006 was $6.109 bin,
which was equal to 47.8 percent of GDP. This compares to 29.5 percent of GDP for all of
Africa and just 5.0 of GDP percent in neighboring Kenya.

The UNCTAD ranks Tanzania 121 of 141 nations in its Inward Potential Performance Index for
2003-2005. This was a significant deterioration from the previous survey that covered 2002-
2004 when it was ranked 112. The index measures the attractiveness of a nation to FDI based
upon several criteria including per capita income, GDP growth over the previous ten years,
research and development spending as a percent of GDP and the ratio of tertiary students in
the population.

Much of the FDI is concentrated in the mining, particularly the gold sector, which has become
the largest export earner. In the year ending March 2008, gold accounted for 37.9 percent of
total exports. Among the major multinational mining companies that have operations in
Tanzania are Anglogold Ashanti, Barrick Gold, Consolidated Mines, Falconbridge and Rangold.

An article in the East African Business Week in April quoted a statement from the Tanzania
Chamber of Minerals and Energy that estimated gold reserves at 1 billion ounces of gold. It
said that “only four percent of the country's gold potential is being exploited despite it occupying
the enviable position of being Africa's third largest gold producer.”

In November of 2007, President Kikwete named an 11-member committee to review all mining
contracts with foreign investors. The move was prompted by concerns that the terms of the
prevailing contracts were overly favorable to mining companies. At present, gold mining
companies pay a royalty to the government of just 3 percent of their profits while the royalty for
diamond companies is 5 percent. Most mining companies meanwhile are exempted from
custom duties and the 30 percent corporate tax. On May 30, the committee recommended an
increase in royalties and fewer tax exemptions for new investors in the mining sector as well as
the implementation of procedures for repairing environmental damage. It also rejected calls for
a windfall profits tax. The government has indicated it will announce a new tax regime for the
mining sector in July.

The largest foreign investor is Canada’s Barrick Gold, which has invested about $1.3 billion
since 1999. Indian companies meanwhile have become large investors with automobile
manufacturer Mahindra and Mahindra in the process of setting up a $1 billion tractor factory and
Tata Chemicals building a $500 million soda ash plant.

As is the case in the rest of Africa, China is making its presence felt in Tanzania. The value of
bilateral trade between the two countries rose by 48.2 percent in 2007 to $794 million.
According to the government, China is undertaking 174 projects worth $449.3 million, which
have created more than 50,000 jobs. Among the major Chinese projects and investments are
the rehabilitation of the Uhuru railway line (also known as Tanzania-Zambia Railways Authority),
the Chinese-Tanzania Joint Shipping line (Sinotaship), Kiwira Coalmine and the construction of
the National Stadium. In addition, Chongging Seed Corp has announced that start to grow rice
in Tanzania in 2009.

An IMF analysis in its January 2008 Article IV Consultation Report highlighted several
impediments to FDI including a “lack of both adequate physical infrastructure and skilled labor at
vocational and managerial levels” and the existence of a “plethora of regulatory and licensing
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bodies that finance themselves through the fees they impose on businesses (effectively serving
as nuisance taxes). Another major impediment is inadequate electric supply which causes
frequent power outages.

Financial System

Tanzania has a small and undeveloped financial system. As August 2007, there were 23
licensed commercial banks of which more than half were foreign affiliated. Foreigners can get
credit but interest rates tend to be high. There is a small insurance sector, which is dominated
by the state-owned National Insurance Company. Tanzania was rated 2.9/10.0 in the World
Bank’s 2005 Index for Banking Efficiency (which measures bank profitability, efficiency and
competitiveness). This was well below the sub-Saharan average of 3.9/10.0.

The Dar es Salaam stock exchange was incorporated in 1996. Trading began in April 1998.
There are eight domestic companies listed and three cross holdings. Foreigners have access to
the market but cannot hold a stake of greater than 60 percent in any company. Foreigners also
cannot own government debt. The DESI Index rose by 4.6 percent (a 1.1 percent decline in US
dollars) in the year to date period ending May 30. The total market capitalization as of the end of
was just $2.755 bin.

Corruption and Transparency

Tanzania is a signatory of the UN Convention Against Corruption. Although the government
has made combating corruption a major priority, corruption remains a major concern. The State
Department’s Investment Climate report for example noted, “While giving or receiving a bribe is
a criminal offense... the enforcement of laws, regulations and penalties to combat corruption
has overall been largely ineffective. Areas where corruption persists include government
procurement, privatization, taxation, ports, and customs clearance. The Customs Department,
the Port Authority, and the Tanzania Revenue Authority remain a great hindrance to importers
throughout Tanzania. Unpredictable and lengthy clearance delays and bribes to expedite
service are commonplace.”

Transparency International ranks Tanzania 94 out of 179 in its corruption perception index.
Tanzania scores low in many of the World Bank’s key indicators. For example, it is 130 of 178
in ease of doing business. Tanzania is ranked below average for many of the World Bank’s key
governance indictors. It is around the 40™ percentile for example for political stability,
regulatory quality, rule of law and control of corruption.

The Heritage Foundation ranks Tanzania 97 of 157 in its Economic Freedom Index. The Fraser
Institute places Tanzania 86 of 141 in its World Freedom index. The Bertelsmann
Transformation Index, which measures economic and political development towards democracy
and free markets, places Tanzania 63 among 119 nations surveyed in 2006. Tanzania ranks 85
of 122 nations in the Milken Institute Capital Access Index and it is ranked 104 of 131 countries
in the World Economic Forum’s 2007-2008 Global Competitiveness Index, which assesses a
country’s competitiveness by analyzing the “factors driving productivity and, thus, enabling
sustained economic growth and long-term prosperity.”

IV. Standards Compliance Assessments

IMF Dissemination Standard ‘ Subscription Status
Special Data Dissemination Standard Not a SDDS Subscriber
General Data Dissemination Standard GDDS Subscriber




IMF Assessment ‘ Standards Assessed Dates Compliance Level

Reports on Standards and | Banking Supervision Aug. 6, 2003 Mixed
Codes (ROSCs) Data Dissemination March 23, 2004 | Mixed
Fiscal Transparency March 18, 2002 | Low

Financial Sector Assessment August 6, 2003 | Low
Programs (FSAPSs)

Tanzania has been assessed by the IMF in Banking Supervision, Data Dissemination and Fiscal
Transparency through its ROSC program. With respect to banking system, the IMF indicated it
was “liquid, well capitalized, and resilient to most shocks, however, it performs only a very
limited role in the economy...Credit to the private sector remains very small and mostly short-
term.” The IMF indicated in its Data Dissemination review that although “the quality of
macroeconomic statistics have improved significantly in recent years...coverage remains
lacking in industrial production indices and labor market statistics.” On Fiscal issues, the IMF
called for the consolidation of all central government and sub-national agencies with those of
the central administration.

Tanzania has received a Financial System Stability Assessment from the IMF. It indicated that
the “current depth and efficiency of the financial system fall well short of what is needed to
support economic growth.”

V. Human Capital

Index ‘ Rank Score
UNDP Human Development Index 2007 159/177 0.467/1.000

Social Indicators

Tanzania ranks 124 of 177 in the UNDP Human Development Index in 2007. Many of its major
social and health indicators reflect the country’s underdevelopment and the existence of
widespread poverty. The infant mortality rate is 76 per 1,000 live births, 44 percent of the
population is considered undernourished, 38 percent of the population does not have access to
clean drinking water, 89.9 percent of the population lives on less than $2 a day (only Nigeria of
the countries surveyed by the UNDP has a higher ratio), the probability of not surviving till the
age of 40 is 36.2 percent, 57 percent of births are not attended to by a skilled health care
professional, 22 percent of children under 5 are underweight for their age, the maternal mortality
rate is 580 per 100,000 live birth, the under 5 mortality rate is 122 per 1,000 live births, 47
percent of the population does not have access to improved sanitation facilities and the
probability of dying between the ages of 15 and 60 is 50.4 percent (in the US, it is 10.9 percent).

Technology Access

With respect to many technology indicators, Tanzania also performs poorly. There are just 4
mainline telephone lines and 52 cellular subscribers per 1,000 people. This compares to 606
mainline telephone lines and 680 cellular subscribers in the US. Internet use is 9 per 1,000
people. This compares to a sub-Saharan average of 19 per 1,000 people and 630 per 1,000
people in the US. There are 7 personal computers per 1,000 people, the ratio of households
that have a television is 14 percent and the number of radios are 239 people 1,000 people (in
the US, there are 1,944 per 1,000 people). The electrification rate is just 11 percent. Only
Mozambique, the Democratic Republic and Uganda of the nations surveyed by the UNDP have
a lower ratio while Lesotho and Myanmar have a similar rate.
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Health Indicators

Tanzania has a very low level of health care providers. There are just 2 physicians per 100,000
people (the lowest ratio of any country except Malawi and Niger, which also have 2 physicians
per 100,000), 1 dentist per 100,000 people (in the United States, there are 163 dentists per
100,000 people), 30 nurses per 100,000 people (937 per 10,000 people in the US) and 1
pharmacist per 100,000 people.

HIV/AIDS is a major burden on the health care system and is responsible for the relatively low
life expectancy of just 51.0 years. According to the UNDP, the prevalence of HIV/AIDs among
the adult population (15-49 years old) is 6.5 percent. Only 13 other countries surveyed by the
UNDP have higher ratio. Tanzania confronts other major health care problems. The prevalence
of tuberculosis cases for instance are 496 per 100,000 people. In the US, the similar ratio is just
3 per 100,000 people. Malaria is also a major concern. According a World Health Organization
(WHO) country report for Tanzania, 521,019 people were hospitalized with malaria in 2003 and
14,156 people died from the disease. In a WHO survey of the leading causes of death in 2002,
malaria was in third place, accounting for 10 percent of the total. HIV/AIDs was the top cause of
death, with a 29 percent share followed by lower respiratory infections at 12 percent.

In its May 21, 2008 Travel Advisory for Tanzania, the State Department said, “Medical facilities
are limited and medicines are sometimes unavailable, even in Dar es Salaam...Cholera is
prevalent in many areas of Tanzania, and several strains of malaria are endemic...Tap water in
Tanzania is unsafe to drink. Travelers are strongly urged to use bottled water for drinking and
food preparation.”

In the WHO’s ranking of the world’s health care systems, Tanzania is 156th of 190 countries
surveyed.

Education Indicators

Tanzania puts in mixed performance compared to other sub-Saharan African nations in many of
the major education indicators. The adult literacy rate for example is relatively high. It is 69.4
percent for those 15 years and older. For males, the literacy rate is 77.5 percent and for
females, it is 62.2 percent. The average for sub-Saharan Africa is 68.7 percent for males and
50.4 percent for females. The net enrollment rate in primary school is 92 percent for girls and
93 percent for boys. This compares to the sub-Saharan Africa average of 66 percent for girls
and the 72 percent for boys. However, the pupil/teacher ratio for primary school of 56 is well
above the sub-Saharan average of 45. In addition, just 1 percent of the tertiary age population
is in tertiary school. This is below the regional average of 5 percent.

VI. Grassroots Activity Interview

To be completed by interview

VII. Economic Overview

1. IMF Country Data Overview 2007 (Est.)

GDP GDP: GDP per | CPI: Current Budget FDI

Growth capita: Account as | deficit as | (UNCTAD
% of GDP % of GDP | 2006)

6.7% $14.106 $362 6.3% (FY) | -10.6% (FY) | -4.1% (FY) | $377 min

(Fiscal bln

year)




2. IMF Article IV Consultation

In its Article IV consultation report that was released on January 11, 2008, the IMF noted that
economy grew by 6.7 percent in 06/07 as it was underpinned by healthy increases in
agriculture output and improved electricity supply. The mining, tourist and manufacturing
sectors also performed well. Inflation of 6.3 percent (average rate for fiscal year) though was
above the government’s 5 percent target and the current account deficit widened as a result
of increased demand for capital goods and high fuel prices. The IMF recommended the
government take steps to “Further strengthen public financial management to ensure that
public resources are used effectively.” It also advised the government to adopt “swifter
structural reforms...reduce key legal bottlenecks, particularly related to land ownership,
address the weak capacity of the judicial system...and strengthen the regulatory framework
for non-bank financial institutions, especially pension funds, which are growing rapidly.”

Economic Outlook

The IMF is optimistic about the economic outlook. After expanding by a projected 7.5 percent in
the present fiscal year, it is predicting growth of 7.7 percent for 08/09. The government is
equally confident, forecasting growth of 7.3 percent in the present fiscal year. The economy is
expected to be underpinned by strong foreign direct investment inflows into the mining sector
and increased agricultural output. In addition, rising tourist income should also bolster
economic activity. The government is predicting tourist revenues of $1 billion this year.

Inflation is expected to remain high as price pressures are exacerbated by rising oil and food
prices. Consumer prices jumped by 9.7 percent in April from their corresponding levels of 2007.
This represented a sharp escalation from the 5.9 percent year over year advance in June of
2007. To contain food prices, the government suspended food exports on May 24 to at least
the middle of June. It also reduced import duties for corn. Agricultural goods represented 16.2
percent of total imports in 2004. Wheat, corn and rice combined accounted for 7.8 percent of
imports.

The Food and Agriculture Organization classifies Tanzania as one of the 82 Low Income Food
Deficit Countries (LIFDC). To be considered a LIFDC, a “nation must have a net income per
person that falls below the level used by the World Bank to determine eligibility for IDA
assistance” and “imports of basic foodstuffs exceed that of exports for the past three years.”

VIIl. Membership in international organizations

Financial Action Task Force (FATF) Not a member

International Center for Settlements of | Entry into convention on June 17,
Investment Disputes (ICSID) 1992

International Federation of Accountants (IFAC) Yes, a Member

Multinational Investment Guarantee Agency | Yes, a member
(MIGA)
United Nations Convention Against Corruption Yes a signatory

World Intellectual Property Organization (WIPO) | Not a member

World Trade Organization (NTO) Yes, a member since June 17, 1992




